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Abstract

In this paper, we quantitatively examine the effect of changes in bank’s BIS capital
adequacy ratio on corporate investment, using Japanese corporate finance data for the
late 1990s. To this end, we develop an industry model with heterogeneous firms facing
borrowing constraints. We model the borrowing constraints as a function of bank’s
BIS ratio as well as firm’s balance sheet information, explicitly taking into account the
possibility of capital crunch. Combining the corporate finance data compiled by the
Development Bank of Japan and the Nikkei NEEDS bank balance sheet data, we es-
timate the structural model and conduct a counterfactual experiment to quantify the
effect of the capital injections that took place in 1998 and 1999 in Japan. Preliminary
parameter estimates suggest that the model replicates the empirical patterns of corpo-
rate investment reasonably well.
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