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We examine the property of the efficiency of credit reallocation in Japan
using comprehensive dataset of Japanese firms. Our main findings are as follows: Credit reallocation
was efficiency-enhancing and the cleansing effect was working properly during the 1980s. However,
credit reallocation was efficiency-reducing and the cleansing effect disappeared in the 1990s, when

the Japanese economy suffered from long-term stagnation. In the period from 2000 onward, credit
reallocation became efficiency-enhancing again. However, the cleansing effect was still not working.
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