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[Abstract] In the 1990s, Japan experienced a long and devastating banking sector crisis. A surpris-
ing fact is that the country made substantial financial system liberalization---dubbed as “Japanese Big
Bang”---at the very height of the crisis. This essay explores two questions: i) Why Japan embarked
financial liberalization during (not after) the crisis? ii) Why the country continued protective banking
sector policy when the “Big Bang” reforms were going on? Using simple principal and agent theory,
the essay analyzes that the status and interest of the Ministry of Finance, which monopolized adminis-

trative power over the financial sector, was the main cause of the contradiction.
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