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Interaction between financial and fiscal crises, contagion effects and desirable
policy response
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We quantitatively evaluated the effect of institutional reforms necessary to
avoid the outbreak of fiscal crisis and also considered the fiscal problems from political-economic
viewpoint. Contagion from a fiscal crisis to a financial crisis could be caused by the chain that
in a fiscal crisis, the collapse of government bond prices inevitably occurs and balance sheets such
as banks are seriously damaged since financial institutions such as banks hold a large amount of
government bonds. It was pointed out that the implementation of large-scale accommodative monetary
policy in recent years has transformed the character of this chain. Moreover, it was showed that the
swollenness of outstanding government bonds had depressive effects on the economy even if it did

not arrive at a fiscal crisis.
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