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Disclaimer  

The views expressed here are those of the author and 
should not be ascribed to the Bank of Japan or its Financial 
System and Bank Examination Department. 
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• “The BoJ’s Initiative on the Macroprudential Front,” (2011). 

 The stability of the entire system is not necessarily achieved solely by 
ensuring the financial soundness of individual financial institutions. 

 The interconnectedness among financial institutions, and feedback 
loops between the real economy and the financial system should be 
addressed. 

• The BoJ has effectively used macro stress testing to better 
assess the resilience of the entire financial system. 

 Particular attention is paid to dynamic feedback loops between the 
real economy and the financial system.  
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• The Financial Macro-econometric Model.  

 The mainframe of the BoJ’s macro stress testing. 

 Gauge the resilience of the banking system against “acute stress.” 

• Long-term simulation of the profitability. 

 Gauge the resilience of the banks which are now subject to “chronic 
stress.” 

• Communication with banks.  

4 

Macro stress testing at the Bank of Japan.  



Macro stress testing using the FMM.  

• The Financial Macro-econometric Model. (FMM) 
– A solvency stress testing model. 

– Feedback loops between real economy and financial sector. 

– Incorporate the balance and the behaviour of 370 individual banks. 

• Results are published in the Financial System Report. 
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Impact of the feedback loop on the real economy. 

Source: Kitamura., et al., (2014), “Macro Stress Testing at the Bank of Japan.” 
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Individual banks’ lending volume under the stress scenario.  

Domestic banks Shinkin  banks

Source: The Bank of Japan., "Financial System Report, October 2017."
Note: The vertical axis shows the three-year cumulative deviations in loans outstanding under the tail-event
scenario relative to the baseline scenario.
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Decompositions of the CET1 capital ratio and the core capital ratio  
Internationally active banks                                    Domestic banks                              
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Source: The Bank of Japan., “Financial System Report, April 2018.” 
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The most recent result: the tail-event scenario. 
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Chronic stress in Japan’s economy: persistent decline in the 
number of firms and population. 

Source: Hiroshi Nakaso., former Deputy Governor of the Bank of Japan., “New Frontier of Macroprudential 
Policy: Addressing Financial Institution’s Low Profitability and Intensified Competition,” November 2017. 



Long-term simulation of lending margins. 
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