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Abstract

This paper analyzes the mechanism compelling banks that are heavily regulated by
capital requirements to continue forbearance lending for bad loans to achieve a
designated capital ratio. It indicates that when the corporate governance of banks is
weak and the governments allowed for window dressing, incentives emerge for
managers to continue forbearance lending for bad loans. In the letter half, we verify
forbearance lending. Empirical results reveal that as land prices declined since the
1990s, loans for construction, real estate, and finance increased, suggesting evidence of

forbearance lending.
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