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Outline
1 Current Money Flow of Japan JGB1, Current Money Flow of Japan,  JGB 

2, Increasing Budget Deficits

Social Welfare and Fiscal Transfer

3 St bilit f G t B d M k t3, Stability of Government Bond Market

4, Structural Reform,

4-1, Tackling Ageing Population

l d d4-2, Optimal Credit Guarantee Ratio & CRD data

4-3, Hometown Investment Trust Funds (PPP)4 3, Hometown Investment Trust Funds (PPP)

4-4, Optimal Fee Structure for Financial

Intermediaries to improve Asset Allocation 
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Japan’s Money Flow to Government
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Stop to Issue Government BondsStop to Issue Government Bonds

Text book says

   ( )S  I  Ktt=It+Kt-1  Y = F (K, L)
C t M Fl f JCurrent Money Flow of Japan

S  G Elderly people (S i l W lf )S  G Elderly people (Social Welfare)

 Fiscal Transfer to Local gov Fiscal Transfer to Local gov.

 Interest Payments for JGB Interest Payments for JGB
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Government Expenditures, 1985-2011p ,
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Greece 80% held by foreign investorsGreece 80% held by foreign investors
HOLDERS ％

Eurozone 15%

ECB 15%

IMF 6%IMF 6%

Greek banks & non-banks 23%Greek banks & non-banks 23%
Other European Banks 10%

Non European Banks 8%

Non-Greek non-Banks 23%
Source：Financial Times



Japan  92% are held by Domestic Investors 

HOLDERS %

Banks and Postal Savings 45%

Life and Non-life Insurances 20%

Public Pension funds 10%Public Pension funds 10%

Private Pension Funds 4%

Central Bank of Japan 8%

Overseas’ Investors 8%Overseas  Investors 8%
Households 5%

Others 3%
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Interest Rate Fluctuations in EurozoneInterest Rate Fluctuations in Eurozone
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Supply and Demand for JGB,   Japan
How long will it last ?
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Supply and Demand fir Government Bonds
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Need for Fiscal Policy Ruley
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4-1, To reduce Government Spendings, p g
1, Tackling Ageing Population

asking people to keep on working

wage rate should be based on productivitywage rate should be based on productivity

2, Complements of young and old people

give incentives to each company

3 Incentives to keep on working3, Incentives to keep on working

pension payments are reduced if people works

4, Huge costs of terminal care for aged people
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Collateral based bank lending
reduces lending rate of interest 

19



Basel Capital Requirementsp q
Basel III  Credit Guarantee

1, Adequate Capital for Banks

2, Systematically important FIs

3, SME loans will decline

4, Liquidity should be maintained

5, Supervision and Monitoring

6, Crisis management (Bank failure)
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Capital Requirements for banksp q

1, Each country should have different1, Each country should have different

capital requirement ratio for banks

2, Capital requirement ratio should vary 

h h i b i iwhether in boom or in recession

3 Since economic structure is different3, Since economic structure is different

from country to county

4, Financial education for SMEs 
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Japan’s bank behavior (Loan supply)p ( pp y)
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Credit Crunch of Japan
Decline in Loan demand (80%) 

24
出所、 Revankar and Yoshino (2008)  
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Restorering Financial Stability,
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CRD database for SMEsCRD database for SMEs
1, Huge number of SME database1, Huge number of SME database

2, Nationwide balanced data

3, Default risk ratio can be computed

4 C i i f d f l4, Continuous improvement of default 
estimates

5, CRD is a private company

6, Venture capital market is not easy to 
develop in Asian countriesdevelop in Asian countries
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Optimal Credit Guarantee for SMEs
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Hometown Investment Trust Funds
Community Type Infrastructure

Wind power Generator Funds

Japanese Wine Fund

SME H t T t F dSME Hometown Trust Fund

Large Projects and Professional InvestorsLarge Projects and Professional Investors

Pension FundsPension Funds

Insurance companies

Mutual Funds



Examples of Trust Funds
by Internet in Japan; E-fund

1 Solar Po er Panel1, Solar Power Panel

2 Japanese Sake (=Japanese wine)2, Japanese Sake (=Japanese wine) 
producers’ fundproducers  fund

3, Forest trust fund ,

4, Music trust fund,

5, Wind Power Generator

6, Green Finance
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Donation and Investment to communityDonation and Investment to community
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Bank based SME financing and 
Regional financing to Riskier Borrowers

1, Bank Loans to relatively safer borrower, y

2, Hometown Investment Trust Funds/ 

E-Finance, E-Fund
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Depositors
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H t
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Others, 147
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Interest and Dividends Ratio to IncomeInterest and Dividends Ratio to Income
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Incentive mechanism to sell better
financial products in Japan

１、Maximization of Commissions by sellers 、 y

２、Investors -> Max. return from assets

３、Fees and Commissions should vary 
Based on investors’ Max, Max, DividendBased on investors

Performance Inv
Max, 

commission Inv
est

Asset 
Manage est

or
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Source of Financing Infrastructure Investment 
Reduce Fiscal Transfer to Local region in Japan

(1) by tax payers’ money;
(2) f ti l i h ti l(2) use of national savings such as national 
savings banks (or postal savings);
(3) issue government bond to construct 
infrastructures;infrastructures;
(4) utilizes both public money and private 
sector money (i.e. Public-Private-Partnership)
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Figure 9, Convertible from Government Bond to Revenue Bond
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