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Japan's government bonds face a shaky long-term outlook*

In coming years, Japan's government bonds™ are expected to face a shaky uncertain long-
term outlook. For example, at the end of June 2010, the outstanding balance* of Japan's central
government debt” hit a record high* of 904.08 trillion yen, according to the Finance Ministry. It is the
first time that the balance has exceeded the 900 trillion yen line. In fiscal 2011, the debt is expected to
top 1,000 trillion yen and continue deteriorating even further although long-term interest rates remain
stable at low levels.

The increase came as in the fiscal 2010 government general-account budget* the expenditure was
92.3 trillion yen compared with the tax revenue of 37.4 trillion yen and the remainder is slated to be
financed by the issuance* of government bonds toalling 44.3 trillion yen. It was the first time since the
post-war turmoil years™ between 1945 and 1952 that the issuance of government bonds exceeded the
tax revenue in the initial budget®.

In the fiscal 2011 budget, the new issuanc¢e of government bonds is expected to be limited to
less than 44 trillion yen, but the situation of increasing debt is likely to continue for the time being
because of the fiscal management* depending on the government bonds. The debt of 904 trillion yen
is 190 percent of the nation's gross domestic product (GDP) * and if calculated * on the basis of the
population census* as of the July end in 2010, the per capital debt* will total about 7.1 million yen, up
from 6.93 million at the March end of 2010.

According to the International Monetary Fund, the outstanding balance of government debt
excluding the fiscal and investment program* government bonds and adding local government
bonds will reach 218% of the GDP at the end of 2009. This is the extraordinarily high level, as
being compared with the 83% of the U.S. 68% of the UK and 73% of Germany. The rundown* for
the government debt are as follows: about 733.8 trillion in government bonds; about 55.1 trillion
yen borrowings from private financial institutions; about 115.2 trillion yen in short-term government
securities™; and abtou 45,978.8 billion yen in the debt guarantee for the bonds being floated* by the
independent government juridical bodies™.

Yet the reason for the very low level of long-term interest rates like the new 10-year government
bond yield of about 1% is that more than 90% of the government bonds are being bought by the
domestic investors®. But because the consensus building over the budget cuts and tax hikes
is expected to face uphill battles*. On account of the declining savings ratios due to the aging
population®, the hitherto™ stable purchase of the bonds are not likely to continue in the future.

In the fiscal management strategy being mapped in June 2010, the government has upheld the
objective* of turning the primary fiscal balance of the national and local governments into the black*
by the end of fiscal 2016. That is, the government is slated to stem the ballooming outstanding
government debt*, but in February 2010, the finance ministry forecasts that new bond issuance of
44,300 billion yen in fiscal 2010 will rise to 55,300 billion yen in 2013. Thus the idea that the postal
bank, which holds about a quarter of outstanding Japanese government bonds(JGBs), might diversify
its investments is not a comforting thought.

Nevertheless, many analysts do not expect a crisis anytime soon. Deposit-taking banks, including
the postal bank*, held 42.5 per cent and insurance companies another 20 per cent of outstanding
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Japanese government bonds (JGBs) at the end of September last year. Foreigners owned just 5.8
per cent, according to Ministry of Finance data. Japanese financial institutions* are likely to continue
to support the JGB market because they have no other choice, many analysts say.

Japanese household savings*—that is, disposable income* minus consumption—are increasing.
The weak economy has meant corporations are also saving, rather than investing and bank lending
has been shrinking. As a result, domestic banks have more and more cash to buy. Under international
capital rules, JGBs have a zero risk rating, which means banks will continue to want to hold JGBs,
adds Kyohei Morita, chief economist at Barclays Capital* in Tokyo.

Yet, many observers believe the recent Greek tragedy for Japan seen as 'impossible.' For example,
the head of Japan's Government Pension Investment Fund*, one of the world's largest public pension
funds, said the chances of Japan suffering a Greek-style sovereign debt crisis* within the next three
years were "impossible”. The reason is that most of the nation's government bonds have been bought
by domestic investors, meaning that the chances of selling them in the international markets are very
slim.

According to one report, Takahiro Mitani, president of the fund, which manages 120,000 billion yen
in assets, said the level of corporate and household savings, coupled with a deflationary environment,
would support demand for Japanese government bonds. Mitani said Japan had several years'
breathing space®, but that he trusted the government to deal with the country's deteriorating fiscal
situation. Naoto Kan, the prime minister, recently warned that Japan could go bankrupt if it did not
tackle its growing debt*, approaching twice the size of the economy.

In July 2010, the ruling Democratic party announced a fiscal consolidation plan* that aims to curb
new bond issuance at current levels and reach a primary budget balance by 2020. The government
also vowed to implement comprehensive tax reform. "I'm expecting that the government will act in
time to strengthen its finances before the market [could] start to react badly," said Mitani, whose fund
holds two-thirds of its assets in Japanese government bonds.
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Japan's government bonds A< EI{i

shaky long-term outlook* AZREL R REL
the outstanding balance* FATHE

Japan's central government debt*  BUfFTH;
arecord high* B3 E&E

general-account budget* —fk& 4L

be financed by the issuance of ~* ~®DOFITFTTEhkbid
post-war turmoil years* i% % IR ELL

the initial budget* U#WFE

the fiscal management* W F45 88

gross domestic product (GDP) * [EN#EE
the population census  EZ5FAHA

per capital debt* — A %7z ) O
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calculated* EtHL T

the fiscal and investment program* M EI%EREE1H

rundown* iR

short-term government securities* I BUFES

being floated* &7 & MLiz

independent government juridical bodies* 3. BUfFi: A

the domestic investors* ER#EER

the aging populationc* A& #{L

face uphill battles* W% BEICHEE T 5

hitherto* £h ETIZ

the primary fiscal balance* ME 774 <1 —/NF > X

the objective* HIZ

the black* &

ballooming outstanding government debt* MK 4 BUF BB RATS
the postal bank* W35 5 & [HlF] 4T

financial institutions* &Rl R4

Japanese household savings* HARO M IrE#H

disposable income* T ALAFT 1%

Barclays Capital* /S—27 LA ¥ ¥ ¥ (#)

Japan's Government Pension Investment Fund* B ABUFE&HRELE
Greek-style sovereign debt crisis* ¥V ¥ ¥V 7)) VEHGEE
breathing space* ##

tackle its growing debt* R LEHE2 MR 5

a fiscal consolidation plan* ¥ 75k &1

. f#si
$£E9ZE (EHMHE (Bonds Terminology)

55 - (E#FFEE (Securities & Bonds Terminology)
(&2 H5E (Bonds [Bonds; Notes; Bills] Terminology)

1. &% (Bonds: Notes: Bills) [cDW\T

% L IAMESD—HE T, — RSB D 5 WA RBIT LBEAE GRER) » oL T 5
BOEBEiEHT 5% Th b, £ L C. —BRETEND L —EOKEH (Kik6 » A4) & [FEF)
% (nominal interest)] CHIFAH b, [fEE (redemption) | WA 5 & [FLA (principal) |
PHERICEREN S, Lo L. Sl L i o TRIIEIZ v HRBHFVSAT S A4ES% [E
{& (government bonds [notes; bills]) |. #HFH B EARVFEITT S D% [ (local government
bonds [notes; bills]) J. &#:A35479 % O % [#1:4#% (debentures; corporate bonds) | & I:A T 5,
T 7z, REBUFAETT 5 EEIZHAFE T [MHEEES (Treasury bonds [notes, bills]) ] &
i LT 5, HEMBRIZEN (1~620) 555 —KICEIERN (148L) Tb72Y,
125 30EFEFTHATHDS, T BEHFEHEOBIIHESMEL LA TS LARD 2TAHY,

FMEtEASTET 5 &MY B LEAT S 2 LICEE
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2. Ef& (government bonds [notes; bills] &23& (local government bonds [notes; bills]

H AR EBHF A3 51T LT % Bl & AR EHF IR DS AT 5 DMEDOREFIR DY 2010 4E 9 A A TR
900 JRF & GDP (EIMN#AR4 R = 520 K [F4E 3 AR E]) D%IZ180%I1cb&E L. R T
ROMEERENZRoTWVD, L L, HARIGEE 2FELED RRICHA/NMIBHEIZ TSR LK, #
H O JEHIC D £ 5 MBS 2 NI RAOFRH 2 K> TB Y [ 1~ 3 AZ GDP 251t
ERS0%ME SR T I Ao TBEINHD L - Y a v 7P bEEIILIEE -7,
LrLl, ZORKBHICHES72 0 KADIZE A &% [FREEHE (deficit-covering government
bonds) ] THi-TH Y KM TW B, HFED bonds, notes, bills D5V i3 bonds HS—H%IZ
B A 10 420 k. notes I 10 4R 5 14ELLE, bills 1 1 ERBGOEMBICH V5, KE
D [ BEEMHES (Treasury bonds [notes, bills]) & RETH 5,

[ 2t 3% E f% (construction government bonds)| & [##5 Elf¥% (deficit-covering government
bonds) ] =XRAIFEMEZ [ERERMK] & [REEMR] /T, g0 TERER] Eo4
75 (RFEER) ThAHALER. BREHR. 25 B oERicEbhgiticks ok
LAtz co [EoMf4 (national debt) ] TldZewe LTwWa, [HREEM] EABEOK
HHFEORMITIRDS BV OMEIESEICR B L LTS,

OEATEHEESS (FB=financial bills) =EE22%, KBEXITLEN G0H=222H) 0of
SR DI-DIIRITEND S OT, KA iESH RIS HELEZREETHD 3HEID 5,
EFPEAT2DITE ANHETEIEZITONTELD, 9ELAPS [HOEEL] 07012
HEINKERSMATESL LI ICh D, FAEERIGEN SN TE 72 18 %HFIBLD RE S
N7z

OFEFEYWE|& 4 7 3 VEE| (government bond futures & Options trading) =
1985 ENHIRE o 7R EORMER (104EY) [121C 5 9. 20 £ 5B 235 E L 4
WG] (RITKRE FVECTHBEATESR (20 4FE8] 25800 WG] L 3B ETHES R
it TREDO—BMHIC (HBWIEFRE ETIR) B G OZFUELD LV [HEWFE
(netting =B OZITELIZ %, REMEOEFRZTTHRE) | §5, BEDISIZIOEDD
F7vaYRGIbIEE o7, CORKENEIENES (K TERD s~y Y Bk
) THb, WA ZHOMESPEED B VIZELTETEENESH O LRI X o THEFE
BATHELZY, BEWEIR MBLENDZ RYE, BT cEEEZF-oTBFEYAZ %
EHTE 5, TEWIHGETITON RARTEE AN 1 &0 (B CHRETFNSIIHTD 3% (&
RFEHLAIE 600 7T ) o BRA (EVEELMIBRAH) 123, 6. 9. 12 ATHEYMOEE L MRS L.
BEWFITH L [BUHEVEYRY (Fo0#0 [HPYRIVEWEVD] 3db, £ —HE-
72058072 ) LABTRERE () LTuiRVERES [BE (TErl) ] 2w,

@EEE| (gensaki trading [trading with repurchase or resale agreement]) =4%
HEELTE L —EMHBCEVET (35VEFEVRET) T E24&41FbhaE] (B
LW E LG 20208 H5B).

@ORBIERMAEESFERE (LK) §i3 (repo market) = BERER 2 EOMREEHE (B LE)
B LB EZITRARD D ICERBH OSSR A - ) Y 78PN (Y ) i) FoBled
ARSI AT 2T —EHER2RET 2. BLPRER U, BEHEEORH
FERZTENS, FE)FIXREUR a2 b5  TRWIT 2w, FEIMEES R
AT BLENZL, SARERIIEERY X 7 2 B8 CTE %, KETHEMELTY% repo market
(repo & i repurchase DB L9,
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3. #tf&mE (corporate bond market)

QOEEttE (SBs=straight bonds) =—M&EIFITT HEHEE V. AT FHFT
HORBEMO L ) EDICRES R, HmiZs0 FH»SH 5, $72. FITHARTT 2145134
Hifit (bank debenture) & B\ ¥l FIfF&HlML (interest-bearing bank debenture) &9,
T RIMEASUTERAT T 2 LA THTFSPHIE D SEFI SN2 b 0% 85 &R (discount
bank debenture) &\29,

@#rittfE (CBs=convertible bonds) =#Ric—EOMlits (ERIRMIE) THERT X B34,
FATAFIIIEERCRITTE. BRI 2SR ICER S W, FIFHVRHLRBEENE 7D
D ERY DB, TOWREITIE [73Y T4 (parity) | LIHEN B MM RA ) IWHEALEIE & T
WS (deviation ratio) ] &\ ) RIEHAFEMAEI/N) 74 L) FOREEEICEDRTWA 2%
A BLIEND B,

®@T S5 ME GRS IZHE(I+tfE) (WBs=warrant bonds) =—E&OHtkE —EOMH (7
AR IS —E DMt (TEHE) CEVWIAENP N Wit E, Z OHEMRST 5~ M T,
TS IR EFRATRICHRE SN, TR RD S TEDL LRV, 072 DHAMAT I
zEENE, RELFREEHEONDL, COYS Y MEGESELT, U5 v b EffiE—HHICL
72777 ¥ M (cum warrant bonds). 7 F ¥ b (warrant) D&, #4& (ex-warrant) ®&HD 3 fH
DA H 5o

#E B 8 (\EEHEREE)
MBI ROEXDPELOWBIZEIBEIZT,. EbhwEaRFiE<-28X,
1. At the end of June 2010, the outstanding balance of Japan's central government debt hit

a record high of 904.08 trillion yen, according to the Finance Ministry, marking the first
time that the balance has exceeded the 900 trillion yen line.

T:F
2. In fiscal 2011, the debt is expected to top 1,000 trillion ven and continue deteriorating even
further.
T:F
3. In the fiscal 2011 government general-account budget the expenditure was 92.3 trillion yen

compared with the tax revenue of 374 trillion yen.

T:.F
4. In the fiscal 2011 budget, the new issuance of government bonds is expected to be limited
to less than 44 trillion yen, but the situation of increasing debt is likely to continue for the
time being because of the fiscal management depending on the government bonds.
T:F
5. The debt of 904 trillion yen is 190 percent of the nation's gross domestic product and if

calculated on the basis of the population census as of the July end, the per capital debt will
total about 7.1 million yen, up from 6.93 million at the March end of 2010.
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. According to the International Monetary Fund, the outstanding balance of government

debt excluding the fiscal and investment program government bonds and adding local
government bonds will reach 218% of the GDP at the end of 2009.
T:F

. The ratio of 218% of the GDP for Japan's outstanding government debt in fiscal 2010 is the

extraordinarily hight level, as being compared with the 83% of the U.S. 68% of the UK and
73f% of Germany.
T:F

. The reason for the very low level of long-term interest rates like the new 10-year

government bond yield of about 1% is that more than 90% of the government bonds are
being bought by the domestic investors.

T:F

. Because of the declining savings ratios due to the aging population, the hitherto stable

purchase of the bonds are not likely to continue in the future.

-
iEo!

In the fiscal management strategy being mapped in June 2010, the government has upheld
the objective of turning the primary fiscal balance of the national and local governments
into the black by the end of fiscal 2016.

=3
e}

BIE I Dictation.

1.

The situation of increasing debt is likely to continue ( ) because of the fiscal
management depending on the government bonds.

2.

The consensus building over the budget cuts and tax hikes is expected to face ( ).

3.

Nevertheless, many analysts do not expect a crisis ( ).

FI#HI  Questions and Answers.

1.

Despite Japan's huge outstanding government debt, why don't many analysts expect a
crisis any time soon?

11
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2. How do you calculate household savings?

3. Why do many observers believe the recent 2010 Greek tragedy for Japan is impossible?

MV  Translation.

1. WAL BEPERT 2 ORERIIRET AL VIFEL, GUTRBRIHL THwE Z L7

2. BAEEMIERE, BERFEHKED 2 IRV EBR2MEE LR L 2T EHEE LRz v
k%gbf‘:o

3.20104E7 B. 5%IEFHEERITEBREDO L NIVITHS L, 20204EF CICERTEO TS
A) =85 VARHBL EOMBEBERERBEL .
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1) T ORFLHE RO Y 2 IRV AR HAE L -RBH e BF I Lo HETAL
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@ FT.com, June 11,2010, “The best a man can get: Japan's government bonds given hard sell” (By
Lindsay Whipp)

® FTcom, July 27, 2010, “Japan dividend yields in line to outshine US” (By Lindsay Whipp )

® FTcom, Feb. 4, 2010, “Japan's government bonds face a shaky long-term outlook” (By Michiyo
Nakamoto)

@ FTcom, June 29, 2010, “Greek tragedy for Japan seen as 'impossible’ (By Lindsay Whipp )

® FTcom, July 13,2010, “Japan pension funds in record JGB sales” (By Lindsay Whipp )

® FTcom, Feb 3, 2010, “Japanese government bonds face shaky outlook”™ (By Michiyo Nakamoto)

@ FT.com, June 12, 2010, “PM warns Japan must rein in debts” (By Michiyo Nakamoto )

The Wall Street Journal Asia, July 7, 2010, “China dives into Japan government bonds”

® The Wall Street Journal (Online and Print) , May 7, 2010, “Markets: Japanese Yields Drop on
Europe Fears”) (By Tomoyuki Tachikawa)

@ [BURAREOIEE ] (BHIERAL 2010 E00) &Rl 278-204 H

@) Nikkei English News (online) , Aug. 10, 2010, “Japan MOF: Government Debt Tops Y900 Tln At

End Of June - Kyodo”

HAIEF BN FEFHE 2010 4E 8 A 10 H. [EOFE 904 St / 6 AR, GDP @ 1.9 %]

AE— [AWE—OHTEY+ v F o 7] [MFEET o7y =Y - F] #3524 (2007412 B

-BETT) (http//l-world.shogakukan.co.jp/colum/watching.html)

® ®

. AREt

1) COMBROPEI Do THTROBREZBEIT LA

O AWE— [ERMEENHER] P40V - THFTI—T1991 — 95 EFA. KT

@ Lloyd G. Reynolds, Economics: A General Introduction, Homewood: Richard D. Irwin Inc.1966,
Chapters 1-5 (covered in the Economics 201 class during this writer's Middlebury College days)

® Joseph E. Stiglitz, Principles of Macro-Economics Second Edition, New York: W.W. Norton Co.,
1993.Chapters 1-3 {the most recommendable economics textbook ever written) /

@ [BAMFTOEEmM] (8 hERAE 1991 — 2010 AR (45 1

® QRE—THLE-OWEY + v F ¥ 7N ([NEET ¥ 7= Y7 — v FIER2 F A (2007 FF 12 B—
HAEET) (http//l-world.shogakukan.co.ip/colum/watching.html)
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(A#&AHI]
R 1
1T 2T 3F4T5T6F 7T 8T 9T 10T
R IT
1. for the time being
2. uphil battles.
3. any time soon
JHE 1T
1. Because financial institutions are likely to continue to support the Japanese government bond (JGB)
market as they have no other choice.
2. It is calculated by deducting consumption from disposable income-that is. disposable income

minus consumption.
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3. Because most of the nation's government bonds haver been bought by domestic investors,

meaning that the chances of selling them in the international markets are very slim.
FREIV.

1. The weak economy has meant corporations are also saving, rather than investing and bank
lending has been shrinking.

2. Japan's prime minister, recently warned that Japan could go bankrupt if it did not tackle its
growing debt, approaching twice the size of the economy.

3. In July 2010, the ruling Democratic party announced a fiscal consolidation plan that aims to curb

new bond issuance at current levels and reach a primary budget balance by 2020.



