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(1) Short-Term Interest Rates
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Figure 8, Nikkei Stock Average

‘89.12
¥10Th
0 Thousands Peak, ¥ 38,915
40,000 =
25,000 ™=
20,000 ™= '‘85.4
Dollar/Yen Rate of 78.75
25,000 ™~ +
20,000 ™~ +
15,000 ™= '87.10
Black Monday
10,000 ™=
'‘08.8
5,000 = Lehman Shock
o) I T N T T T N T T N I T T N T T N NN T N NN TN N N B N

18980 85 a0 95 2000 05 10



Yen/Dollar, Yen/Euro Exchange Rates
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(1) Financial Position
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Figure 1 General Account Expenditures, Tax Revenues and Government Bond Issues
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Gross Debt/GDP ratio (2012)
(Selected Countries)
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Financial Flow in Japan (1980—1990)
(Includes the period of bubble)

CB PRFI PS GFI PRFim PUFim GOV HH ROW Total

CB 0 1.09 0 0 0 -0.07 155 0.02 0.09 269
PRFI 0.80 42.83 0 149 40.61 1.70  §.07 14.38 13.48 120.37
PS 0 0.03 0 T7.65 0 0 0.76 0 0 8.44

GFI 0.21 1.70 1.04 4.72 2.17 1.29 747 372 045 2277
PRFim 0.78 15.36 0 033 2725 045 047 231 540 5235
PUFirm 0.08  0.77 0 0 0 -0.07 -0.10 -0.11 0 057
GOV  0.07  5.05 0 6.22 4.00 034 049 0.18 0.86 17.20
HH 1.02 4521 7.50 0.28 9.69 036 073 0.15 099 6593
ROW 0 10.07 0 0.19 4.88 0.68 037 077 178 18.74

Total 296 122.11 8.54 20.88  88.61 468 16.82 2142 23.04

Source: BOJ Flow of Funds
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Recent Money Flow of Japan
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FY 2012 Initial Budget (Japan)
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Budget Allocation of Central Government
(Japan, 1985-2011)
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Greece, 80% of their debts are held by
overseas’ Investors (2011)
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Japanese Debt, 95% are held by
Domestic Investors

HOLDERS %

Banks and Postal Savings 45%
Life and Non-life Insurances 20%
Public Pension funds 10%
Private Pension Funds 4%
Central Bank of Japan 8%
Overseas’ Investors 5%
Households 5%
Others 3%

Source: MOF 18



Bank Loans
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(1) Japanese Government Bond Yields'
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Gov long-term bond vield (Eurozone)
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Japan’s Supply and Demand for Bonds
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Objective Function of the Government

(i)Stable Economic Growth,
(ii)Sustainable Debt /GDP ratio,
(iii)Smooth Government Spending
(iv)Smooth Tax

Minimize the following loss function:

LAt Vie,qle, T4t )=1/2 wil (Bt —FBltT+ )T2
+1/2 wl2 (Vit—=VIieTr )2 +1/2 wi3 (Gt -Gt
—1)72 +1/2 wid (T4t —7Tt—1 )72

Subjectto Glt+7rit Blt—1 =ARIt+ T4t

24



Supply and Demand for Government bond
Git+rit Bit-1=Rit+7it Government Flow Budget
Constraint (Bond Supply)
Vit —Tit+rit Bit-1 +06lt=Clt +Sit
where siz=git+wit—-wrr (Bond Demand)
Clt=cl0 +cl1 YDIt Consumption Equation
Wit=dl0 +di1 ¥pit+di2 ricDepositEquation

VDIt =Vit+0Glt+rit Blt—1 —TIlt=Clt+S5it
Disposable Income

We can rewrite the Bond demand equation as the

following form:
Blt=VIt+0Glt+ritBlt—1 —tVit—-Clt—W it



Fiscal Policy Rule to stabilize

Government Budget Deficits

Our Proposed Government Spending Rule is
Glt=al0 +all Tit+al2 (Bit—Bltts )+al3 (Vit—VIelTf)

+ald Glt—1 +al5 Wit—1

(i) the amount of tax collected 7°/¢

(ii) Current Debt — Desired Debt

(iii)GDP-gap

(iv) the level of government spending in previous
vear (Glt—1)

(v)Affordability of Financial Wealth which can be
allocated to hold Government Bonds
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Figure 2, Financial Asset Allocation of US, Japan
and Germany
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Figure 3, Revenue share of Financial Assets
Germany, UK, USA, France and Japan
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Figure 5, Households’ Savings Rate
Korea, Italy, Japan, Germany, France and USA
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