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An analysisto the enormous outstanding amount of JGB issues.
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The present situation of Japanese gover nment bonds (JGBS) is characterized by at least threefactors.

1) Theoutstanding amount of JGB issuesis enormousin both relative and absolute terms.

2) Thepresent price of JGBsisalready on alevel too high for further rise.

3) The composition of JGB holdings is unusual, reflecting modest direct holdings by households, a
major source of surplusfunds.

Thefollowing isthe author’sview based on the outlook for several yearsahead.
1) Theoutstanding amount of JGBswill exceed ¥600 trillion in a few years.

2) With the present level asa peak, the JGB price will go nowher e but down.
3) TheJGB holdings compaosition will remain unchanged for a few moreyears.

Thisoutlook urgesusto review the JGB problem in perspective. Considering the ongoing stern realities,
the author wantsto present his argument based on the best infor mation available.

1) With the perception of the enormity of the outstanding amount of JGBs, a misleading or confused
notion of thisreality, if any, should be eliminated. Unfounded remarks, such asthat JGBs may fall
into default, house holds may be forced to buy JGBs, or on€’s postal savings may not be refunded
should be categorically refuted by the government asitsresponsibility. In fact, the government does
not seem to have awakened to this accountability as a huge debtor.

2) Even though the JGB pricedeclines, ausual risein theyield to maturity would havelittle substantial
effect. The average term for holding JGBs by private banksisunder fiveyears, and a small risein
the yield would have little significant downward effect on the JGB price. A normal degree of rise
would be absor bed by the simultaneousincreasesin stock prices, or by an improvement in thereturn
on lending. The problem is an inflation-induced sharp risein theyield that may cause a slump in
JGB prices. Inflation should be avoided at any rate.

3) Both the government and the private sector should endeavor to normalize the JGB owning
composition. Public institutions, which hold a major portion of JGBsin place of households, should
disclose their actual investments portfolios, and make efforts to rectify thislopsidedness. For the
sake of a balance with private financial institutions, household funds should depart from postal
savings. Japan should endeavor to become, as soon as possible, a country where households are
willing to use securities such as stocks and bondsin managing their financial assets.

This observation shows the author’s viewpoint on how to approach the problem of JGBs, one of the
greatest challenges to Japan, which hasimplicationstoo far-reaching to fully treat in this short paper.
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