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 Japan's financial system has been maintaining stability on the whole.

 Financial intermediation has continued to function smoothly.

• In the loan market, firms' demand for loans has continued to rise and banks' lending stance

has remained active. Under such circumstances, no major financial imbalances have been

seen in current financial activities.

 Japanese banks have sufficient capital bases and stable funding bases to
withstand various stress situations, specifically including (1) stress equivalent to the
global financial crisis that would cause major corrections in financial markets and
the real economy at home and abroad; and (2) a compound stress of the
materialization of geopolitical risks such as a rise in crude oil prices, together with
shrinking expectations about future prospects of AI, and a substantial rise in
interest rates, all happening simultaneously.

• It is necessary to carefully monitor the impact on the financial system of developments in the

economic policy formulation in each jurisdiction, geopolitical risks particularly regarding the

situation in the Middle East, and activities of the foreign NBFI sector.

 Ensuring the stability of Japan's financial system into the future by analyzing risks
and potential vulnerabilities of the financial system, and by addressing them
appropriately is essential.

Stability assessment of Japan's financial system
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 In the wake of increased tension over the situation in the Middle East that happened at end-
February, crude oil prices surged and asset prices and long-term interest rates fluctuated
significantly.

・Attention has been paid to developments in foreign AI-related stocks and the private credit market.

Market developments

Developments in international commodity markets / domestic and foreign financial markets

Stock pricesOil prices Long-term interest rates Credit spreads
on corporate bonds

Note: 1. Latest data as of April 15, 2026. The vertical lines indicate February 28, 2026.
2. "WTI" refers to the futures price and "Dubai" refers to the spot price. "AI-related stocks" refers to "S&P 500 Information Technology Index."

Source: Bloomberg; ICE Data Indices, LLC; Nikkei Inc.
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 Lending by the three major banks to the Middle East remains limited. However, the impact of
increases in crude oil prices could be different across regions and industries.

 An estimation of the impact of an increase in crude oil prices on the default probabilities of
foreign firms suggests that non-investment-grade (non-IG) firms, in particular, could be affected
and default probabilities tend to rise in industries other than the energy sector.

Potential impact of the situation in the Middle East (1)
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 The expected default frequencies (EDF) of firms, an indicator of market participants' views on
firms' default risks, have not exhibited significant fluctuations since end-February.

 Depending on the future course of the situation in the Middle East, there is a risk that firms'
commodity procurement costs could be elevated, and effects through supply chains could
emerge. Under these circumstances, it remains necessary to pay close attention to the
possibility that this could have an impact on firms' financial positions and their cash flow
management.

Potential impact of the situation in the Middle East (2)

Expected default frequency 
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 Borrowings in the private non-financial sector show that the ratio of total credit to GDP, which
temporarily rose during the pandemic, has since been on a downward trend.

 On the other hand, in recent years, potential risks associated with the NBFI sector have
attracted growing attention. Financial assets held by the NBFI sector have been increasing
globally, particularly among investment funds. NBFIs are growing their presence in the financial
sector.

The global presence of the NBFI sector

Borrowings outstanding 
by the private non-

financial sector
Size of financial assets

(Global)

Global financial assets of the NBFI sector

Note: See Chart V-2-1. Note: See Chart V-2-2.
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 Cross-border lending and borrowing such as repo transactions between the banking sectors and
offshore hedge funds has increased. Leverage among hedge funds has been on the rise.

 Increasing interconnectedness between sectors and jurisdictions suggests that stress affecting
the NBFI sector in terms of credit or liquidity could more easily spill over to banking sectors
across multiple jurisdictions.

Linkages between foreign NBFIs and Japan's financial system (1)

Cross-border lending and borrowing 
by domestic banking sector in each jurisdiction

Domestic banks                     Foreign NBFIs
→Foreign NBFIs                 →Domestic banks

Leverage of U.S. hedge funds

Note: See Chart V-2-4.
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 Securities investments in Japan by U.S. investment funds have remained on an increasing trend.

 Japanese banks have been expanding their exposure to foreign funds as part of alternative
investments.

 Amid the growing interconnectedness of domestic banking sector and financial markets with the
foreign NBFI sector, Japan's financial system may also have become more susceptible to
fluctuations in global financial markets and developments in foreign funds.

Linkages between foreign NBFIs and Japan's financial system (2)
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 Hedge funds operating in the United States have been increasing both long and short positions
in bond markets, particularly in sovereign bonds of major countries.

 Foreign hedge funds have been trading Japanese government bonds (JGBs) combined with
repos and derivatives such as interest rate swaps, resulting in increased leverage. Regarding
purchases of JGBs, foreign investors generally maintain a buying position under normal
conditions but tend to shift to selling during periods of heightened volatility.

Developments in foreign hedge funds

U.S. hedge funds' 
position by asset type

Asset holdings and transaction 
volume shares in the Japanese 
stock and bond markets, etc.
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 Assets under management of private equity (PE) and private credit (PC) have continued to
increase, particularly in U.S. and European markets, although their growth has slowed
compared with a while ago.

 The creditworthiness of recipient firms could be altered depending on future developments in
the Middle East situation and AI-related sector, and close monitoring of investment practices of
PC funds remains important.

Developments in foreign private funds (1)
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 Private credit funds have been utilizing long-term funds raised from institutional investors for
credit provision. However, in recent years, there has been an increase in fund management by
funds that accept redemption requests up to a certain amount in each period (non-traded BDCs).

 Recent cases of investor redemptions from these funds have attracted attention in the market.
Their structure allows fund managers to control the scale of redemptions, and so far there have
been no signs of forced sales of illiquid assets.

Developments in foreign private funds (2)

Changes in the composition of PC funds

Breakdown of U.S. PC 
funds by category

Share of PC funds for 
retail investors

Redemption rates
of non-traded 

BDCs

Note: The left-hand chart covers direct lending funds in the North American region. The 
right-hand chart covers global PC funds. "PC funds for retail" in the right-hand 
chart represents the sum of non-traded BDCs, interval funds, and tender offer 
funds (which are semi-liquid and publicly offered). See Chart B1-4.
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2025/Q4. Data for 2026/Q1 are based on 
the published accounts of individual 
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 Private credit refers to a form of financial intermediation by the NBFI sector, where funds
primarily provide loans to non-listed firms. The market size is on an upward trend at present in
the United States.

 BDCs are designed to ensure a certain degree of transparency and risk mitigation for investors
through mandatory quarterly disclosures and limits on leverage ratios, among other measures.

Reference: outline of private credit funds
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 Regarding foreign lending by major banks, there is an increase in the share of loans to the NBFI
sector, the construction and real estate sector, and the information and communications sector.

 Based on the common data platform, approximately 9 percent of total foreign lending is
extended to foreign funds, and data centers account for about 2 percent, indicating that their
share is not substantial at this point.

Lending to foreign funds by Japanese banks (1)
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 Loans to foreign funds and data centers have relatively wide spreads, and banks at present
rarely classify these loans as "below B."

 A simulation exercise shows that under the scenario assuming (1) a drawn down of all unused
committed credit and (2) a uniform downgrade of borrowers' credit ratings by one notch, credit
costs remain within the range that major banks' profitability can sufficiently cover.

Lending to foreign funds by Japanese banks (2)
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 Regarding loans to foreign funds and data centers, because a significant portion of the
repayment sources relies on the cash flows generated by the underlying assets and their
collateral value, close attention to changes in the environment, such as shifts in market
valuations of those assets or technological innovations, continues to be warranted.

Reference: loans to foreign funds and data centers

Scheme of loans to foreign funds and data centers
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Note: See Chart IV-1-16.
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 Financial intermediation in Japan has continued to function smoothly, and no major financial
imbalances have been seen in current financial activities.

・The latest heat map shows that 12 out of 14 FAIXs are "green," indicating a "state where there are no
significant deviations from the trend."

・The financial gap has narrowed compared to a while ago.
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 The annual growth rate of domestic loans has been at around 4.5 percent, accelerating
somewhat recently.

・The total credit to GDP ratio has remained more or less flat, reflecting higher nominal GDP growth.

 Loans to both large and medium-sized firms and small firms have continued to increase. In
addition to strong loan demand reflecting M&A deals, demand for real estate-related loans and
demand for working capital amid the recovery in economic activity have been rising.

Domestic financial cycle (2)
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 Real estate prices have been rising, particularly in major metropolitan areas.

・The pace of increase in land prices for both commercial and residential uses has been accelerating in the
three major metropolitan areas.

・Real estate prices have been increasing moderately in nonmetropolitan areas.

Japan's real estate markets (1)
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 Year-on-year growth rates of commercial land prices have increased amid the economic
recovery; while they are positive in metropolitan areas with high population density, they are
negative in regions with low population density.

 Transaction prices of real estate (including those of structures) have also risen in
nonmetropolitan areas as the recent rise in construction material costs and labor shortages has
spilled over to nonmetropolitan areas.

Japan's real estate markets (2)
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 In addition to higher construction costs and supply constraints, factors contributing to the recent
rise in real estate prices, particularly in the Tokyo area, include robust property demand amid
the moderate economic recovery and investment demand.

 Given that the expected return assumed by real estate investors and the yield gap continue to
decline as a trend, it is important to continue to closely monitor developments in the real estate
market.

Japan's real estate markets (3)
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 The share of banks' real estate-related lending in total lending has been on an uptrend,
accompanied by a rise in share of lending toward real estate funds in recent years.

 As loans to real estate funds generally have their source of repayment limited to the cash flows
generated by the underlying real estate and its sale value, their credit risks are susceptible to
real estate prices and rents.

 Banks need to manage credit risks of real estate SPCs, paying due attention to changes in the
real estate-business environment up to the exit of borrowers' projects.

Japan's real estate markets (4)
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 The impact of real estate market adjustments on the capital adequacy ratios of banks is
estimated using the Financial Macro-econometric Model.

 The current real estate stress scenario assumes a decline in the prices and rents of residential
real estate, as well as land prices in the three major metropolitan areas, in addition to a decline
in commercial real estate prices and rents in these areas, triggered by sales of Japanese real
estate by foreign real estate funds, as considered in the previous test shown in the April 2024
issue of the Report.

Japan's real estate markets (5)

Assumptions in the real estate stress scenario

Note "Maximum deviation rate" indicates the maximum difference between the values under the baseline scenario and the real estate stress scenario in each 
quarter. For value-added of real estate businesses, "maximum deviation rate" is the rate of decline in the real estate businesses in the three major 
metropolitan areas, while real estate variables outside the areas are in line with the baseline. For loans to funds, "maximum deviation rate" indicates the 
maximum difference in the credit cost ratio. See Chart B5-2.
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 The simulation results show that the capital adequacy ratios of all types of banks decline by
around 0.8 percentage points.

 For domestic banks, losses are relatively larger for banks located in the three major
metropolitan areas. However, domestic banks headquartered in other regions also incur
considerable losses due to exposures in the three major metropolitan areas via their "cross-
prefectural" lending and securities investments.

Japan's real estate markets (6)
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 Corporate bankruptcies and default rates have been more or less unchanged.

 While the share of financially vulnerable SMEs has been falling, continued attention is warranted
as rising labor costs and the past increase in raw material prices seem to be putting downward
pressure particularly on profits of such SMEs.

・Developments in the situation in the Middle East could also affect firms through changes in their commodity
procurement costs and supply chains.
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 The break-even credit cost ratio of banks' international business remains relatively high and
banks' foreign credit risk has remained low.

 Foreign loans account for over 30 percent of major banks' loan portfolios. The future course of
the situation in the Middle East and the recent increase in loans to the NBFI sector and data
centers warrant attention.
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 The share of firms whose borrowings exceed their cash and deposit holdings ("firms with net
borrowings") is decreasing and ICRs have risen among these firms, indicating that, overall,
firms' resilience to interest rate rises has improved.

 Even if interest rates rose, the increase in the probability of default for these firms would be
limited, although firms with high leverage or insufficient on-hand liquidity tend to be more
affected.

Resilience to rising interest rates: firms
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Resilience to rising interest rates: households (1)
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 The applied interest rate for floating-rate housing loans now exceeds 1 percent, reflecting the
cumulative effects of policy rate hikes up to January 2025. In fiscal 2025, the number of loans
experiencing an increase of monthly payment of around 4,000 to 6,000 yen appears to have
been rising to a noticeable extent.

 Although delinquency rates on housing loans have been flat at a low level, careful attention is
warranted.
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 Housing loan debt service ratio (DSR) at origination has risen in recent years.

・While the increase in the repayment due to higher interest rates has been mostly offset by growing
household income, the increase in borrowing amounts has added upward pressure on DSR.

 The rise in housing loans with maturity over 35 or 40 years suggests that super-long-term loans
are being used to keep monthly repayments within a certain range.

Resilience to rising interest rates: households (2)
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 Yen interest rate risk (IRRBB) relative to banks' capital has remained low.

 Despite higher super-long-term interest rates in early 2026, valuation losses on securities
holding of banks, especially those with relatively low resilience to rising interest rates, have
stayed at around the same level as in March 2025.

 Pre-provision net revenue (PPNR) has improved, even for such relatively low resilient banks.

Resilience to rising interest rates: banks
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Note: Covers regional and shinkin banks. Latest data for the left-hand and middle chart are as of 2026/Q1 (end-February). "Banks with 
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 Banks have stable yen funding with ample liquidity, supported by sticky small-sized retail
deposits.

 Deposit growth has recently picked up slightly, although the rate of growth is slower than a while
ago.

・The share of major banks and new types of banks in total deposits has been increasing, while that of
regional and shinkin banks has remained on a declining trend.

Developments in deposits (1)
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 Deposit growth in regional and shinkin banks has been relatively stable, and no major outflows
have occurred.

 Among banks with increasing deposits, the deposit growth has mainly come from large
corporate time deposits, with relatively higher interest rates applied to those deposits.

 For both banks with increasing deposits and decreasing deposits, loans have been increasing
with "due from banks" decreasing.

Developments in deposits (2)
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Macro stress testing: Overview of scenarios

 Macro stress testing in this Report is conducted to examine the resilience of the financial system
under (1) the baseline scenario, (2) a "financial stress scenario," and (3) a "rises in foreign
interest rates scenario plus."

(1) The baseline scenario is based on forecasts for economic variables by private research
institutions and international organizations as of January 2026. And it assumes that
domestic and foreign interest rates will move in line with the forward rate curve as of late
January 2026.

A sensitivity analysis on yen interest rates assumes a parallel upward shift of 1 percentage
point in yen interest rates, compared to the baseline scenario.

(2) The financial stress scenario assumes adjustments of the same magnitude as those
observed at the time of the global financial crisis; a significant deterioration in domestic and
foreign economies is assumed.

(3) The rises in foreign interest rates scenario plus assumes lower global trade and higher crude
oil prices, triggered by the materialization of geopolitical risks, which causes interest rates to
rise and foreign economies to slow down, simultaneously.

Compared to the scenario in the previous Report, key features of this scenario include (1)
higher crude oil prices (up to 200 U.S. dollars/barrel in the initial phase); (2) a substantial
decline in AI-related stock prices and an impairment in related investment and lending; and
(3) higher long-term interest rates in Japan and the United States, where shocks are
amplified by the NBFI sector.

 Additionally, an update to the "real estate shock scenario" in the April 2024 issue of the Report
is presented (see slides 25-26).
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 Financial stress scenario: Foreign economies decelerate to the same extent as in the global
financial crisis. Prices of risky assets decline to the same level as in the global financial crisis.
Foreign interest rates decline to a record low.

 Rises in foreign interest rates scenario plus: The U.S. federal funds rate is assumed to be 2
percentage points higher than the baseline scenario, and remains high for one year. Long-term
interest rates are assumed to be 1.5 percentage points higher than the baseline scenario and
remain elevated. Prices of risky assets are assumed to decline significantly, to the same extent
assumed in the financial stress scenario. WTI crude oil futures are assumed to rise temporarily
to 200 U.S. dollars/barrel and thereafter remain at the record high level.

Assumptions on foreign financial markets and foreign economies
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 Financial stress scenario: Japan's economy decelerates significantly; domestic interest rates
drop significantly.

 Rises in foreign interest rates scenario plus: Domestic long-term interest rates climb 1.5
percentage points above baseline, and risky asset prices drop sharply, driven by shrinking
expectations about profitability of AI-related investment.

Assumptions on domestic financial markets and Japan's economy
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 Financial stress scenario: Capital adequacy ratios decline due to lower net interest income,
higher credit costs, and losses on securities.

 Rises in foreign interest rates scenario plus: Capital adequacy ratios decline, in particular for
internationally active banks, due to higher foreign currency funding costs, a large exposure to
AI-related investment, and valuation losses on stocks and bonds.

 Even under these downside scenarios, banks' capital adequacy ratios, on average, remain
above regulatory requirements.

Results of macro stress testing (1)

0

4

8

12

16

20

24

Baseline Financial
stress

Rises in
foreign
interest
rates +

%

0

4

8

12

16

20

24

Baseline Financial
stress

Rises in
foreign
interest
rates +

%

Distribution of capital adequacy ratios under each scenario

Internationally active banks                 Domestic banks (excl. shinkin)                  Domestic shinkin banks

Note: Shows capital adequacy ratios at the end of the simulation period (as of end-fiscal 2028). See Chart VI-2-10.



42

 Rises in foreign interest rates scenario plus: Credit costs for internationally active banks and
domestic banks (excluding shinkin banks) exceed those in the financial stress scenario. This is
due to their high exposure to the manufacturing sector, losses of vulnerable SMEs that are
susceptible to rising crude oil prices, and the rising debt burdens of borrowing firms caused by
higher interest rates. Simultaneous declines in both stock and bond prices also result in greater
valuation and realized losses on securities compared to the financial stress scenario.

Results of macro stress testing (2)
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 The number of ransomware attacks in Japan has been at a high level, and the amount of
damage caused by unlawful money transfers through online banking has been increasing.

 Reportedly, some cyberattacks have been carried out by state-sponsored actors or have taken
place in the wake of disruptions following natural disasters or geopolitical events.

 According to the results of a survey conducted by the Bank of Japan, more than 90 percent of
institutions identify cyberattacks as emergency situations for business continuity.

The threat of cyberattacks

Number of cyber-related attacks in Japan
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 Stablecoins are crypto-assets designed to maintain a stable value by being linked to the value of
fiat currencies or other assets, with potential benefits including faster fund transfers and cost
reduction through the use of distributed ledger technology.

 Although their use remains currently limited, the market size may grow as major jurisdictions
develop legislation, regulations, and supervisory frameworks for stablecoins.

 Discussions are under way regarding risks to financial stability and the appropriate regulation
and supervision frameworks.

Adaptation to new technologies

Developments in stablecoins
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Conclusion: Stability assessment and caveats
 Japan's financial system has been maintaining stability on the whole.

 Financial intermediation has continued to function smoothly, and no major financial imbalances
have been seen in the financial intermediation activities.

• The quality of banks' domestic and foreign loan portfolios 
has been maintained. Credit costs have been limited. 
Depending on the future course of the situation in the 
Middle East, there is a risk that firms' commodity 
procurement costs could be elevated, and effects through 
supply chains could emerge. Under these circumstances, it 
remains necessary to pay close attention to the possibility 
that this could have an impact on firms' financial positions 
and their cash flow management.

• With the links between (1) the domestic banking sector and 
financial markets and (2) the foreign NBFI sector 
strengthening, Japan's financial system may have become 
more susceptible to fluctuations in global markets and the 
influence of foreign funds. Keeping these points in mind, 
banks need to identify and manage risks associated with 
securities holdings. 

• Banks have sufficient yen funding liquidity. As for foreign 
currency, they have maintained stable funding. Banks need 
to continue to work toward establishing stable funding bases.

• Banks need to continue to properly manage risks related to 
digital technologies and climate-related financial risks.

Risks faced by financial institutions

• Regarding banks' loss-absorbing capacity, their capital well 
exceeds regulatory requirements.

• Banks' amount of yen interest rate risk relative to their 
capital has remained low with that on the asset and liability 
sides being more or less in balance. 

• Based on the results of the macro stress testing, it can be 
judged that the stability of Japan's financial system is 
maintained even under stress equivalent to the global 
financial crisis and compound stress of the materialization 
of geopolitical risks such as a rise in crude oil prices, 
together with shrinking expectations about future prospects 
of AI, and a substantial rise in interest rates.

• It is necessary to carefully monitor the impact on the 
financial system, which could materialize through various 
channels, of developments in the economic policy 
formulation in each jurisdiction, geopolitical risks particularly 
regarding the situation in the Middle East, and activities of 
the foreign NBFI sector. Banks must remain vigilant against 
the materialization of various risks and implement effective 
measures to manage such risks.

Resilience of the financial system


