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Analyzing the Reason Local Japanese Banks are Increasing their

Lending Amount These Days

<Summary>

Takuya Kaneko, Ph.D. (ICU)

Local Japanese banks are strongly increasing their lending amount these
days. However, lending interest rates are said to be extremely low and not
profitable. This research analyzes this reason by utilizing reinforcement learn-
ing algorism. Stock prices can be regarded as a sum of discounted dividends
theoretically. The author proposes a dividend amount model including a
bank’s risk asset and calculates its derivative coefficient. It tells us that banks
are maximizing their profits (dividends) by adjusting their risk asset to their
default probabilities (PD). In other words, a bank takes a risk by increasing
risk asset when its PD is smaller than the target level (the risk appetite is
strong) and reduces risk by decreasing risk asset when its PD is greater than
the target level (the risk appetite is weak). The author uses the Merton model,
the standard default calculating model, and finds out that local Japanese banks
increased their lending amount because of their strong risk appetite. Contrib-
uting to the research, the author improves the model using the interest rate

term structure and analyzes other countries’ cases.
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