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Balance Sheet Recession: Theoretical Framework
Japan’s Experience, and China’s Challenges

Zhang Ming' & Liu Zhanting’
(1. Institute of Finance, Chinese Academy of Social Sciences, Beijing;

2. Faculty of Applied Economics, University of Chinese Academy of Social Sciences, Beijing)

Abstract : The theory of balance sheet recession suggests that when asset price crashes lead to a deterioration of private sector bal-
ance sheets, the latter turn to liability minimization, leading to a protracted recession. Both the United States and Japan have ex-
perienced balance sheet recessions. Preventing China from falling into a balance sheet recession is an important safeguard for the
smooth operation of the economic and financial system and for high — quality economic and social development. This paper will:
1. Clarify the theoretical framework of balance sheet recession. 2. Sort out the academic debates on balance sheet recession. 3.
Summarize the latest research results from the academic community. 4. Put forward policy recommendations to prevent balance
sheet recession from occurring in China.

Key words : Balance Sheet Recession; Japan’s Experience; China’s Challenges; Policy Recommendations
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