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ABSTRACT

The purpose of this paper is to analyze sustainability issues of Japan’s fiscal policy and then
to discuss the debt management policy using the theoretical models and numerical studies. We also
investigate the desirable coordination of fiscal and monetary authorities toward fiscal reconstruction.

We include a potential possibilities of the government bonds in our theoretical model. The
public bonds, therefore, cannot be sold when the issuance leads the amount of debt outstanding to
be more than a certain level. In this respect, the fiscal authority has to take into account the upper
limit of stocks of public debt.

This possibility of debt default provides the fiscal authority to issue public bonds strategically
in an earlier period. A strategic behavior of fiscal authority induces the monetary authority, in a later
period, to boost output and raise seigniorage revenues to eliminate the distortion of resource
allocation due to the limitation on debt issuance. Therefore, the monetary policy in a later period
suffers from an inflation bias from the ax ante point of view.

There are two ways to eliminate this distortion toward successful fiscal restoration. One of
them is to make the monetary authority more conservative than society in the sense that the price
stability weight of monetary authority is higher than that of society. The other way of eliminating the
distortion of the resource allocation is to design an institutional ceiling on the debt issuance. The
direct ceiling can provide a binding constraint of the public bond issuance for the fiscal authority of
Japan because it has accumulated the debt outstanding much more than other countries.
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FY2005 
Initial 

Budget (a) 

FY2006 
Initial 

Budget (b) 
(b) – (a) 

30-year Bonds 2,000.0 2,000.0 0.0 
20-year Bonds 9,000.0 10,300.0 1,300.0 
15-year Floating-rate Bonds 9,600.0 9,100.0 –500.0 
10-year Bonds 22,800.0 24,000.0 1,200.0 
10-year Inflation-Indexed Bonds 2,000.0 2,000.0 0.0 
5-year Bonds 24,000.0 25,200.0 1,200.0 
2-year Bonds 20,400.0 21,600.0 1,200.0 
Treasury Bills 29,961.5 28,719.7 –1,241.8 
Auction for Enhanced-liquidity – 600.0 600.0 

Subtotal 119,761.5 123,519.7 3,758.2 
Non-price Competitive Auction II – 2,658.0 2,658.0 

Amount to the Market 119,761.5 126,177.7 6,416.2 
JGBs for Individual Investors 3,600.0 4,400.0 800.0 

Amount to Private Sector  (x) 123,361.5 130,577.7 7,216.2 
Bank of Japan 23,043.6 16,557.4 –6,486.2 
Fiscal Loan Fund 1,000.0 – –1,000.0 

Fiscal Loan Bonds 
(transitional measures) 19,300.0 15,200.0 –4,100.0 

OTC sales at Post Offices 2,800.0 3,100.0 300.0 
Amount to Public Sector  (y) 46,143.6 34,857.4 –11,286.2 

TOTAL  (x)+(y) 169,505.1 165,435.1 –4,070.0 
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 C o m p o s i t i o n  r a t i o
M a t u r i t y

Y e a r s
1 1 8 .7 8 % 3 6 .2 5 %
2 1 3 .5 3 % 1 5 .8 6 %
3 9 .9 4 %
4 1 1 .2 2 %
5 1 2 .0 3 % 1 6 .2 3 %
6 5 .0 9 %
7 4 .7 9 %
8 4 .6 7 %
9 5 .0 3 %

1 0 5 .0 1 % 2 2 .0 0 %
1 1 0 .3 5 %
1 2 0 .9 1 %
1 3 1 .3 9 %
1 4 1 .6 4 %
1 5 1 .7 3 % 4 .8 1 %
1 6 0 .4 1 %
1 7 0 .6 4 %
1 8 0 .4 8 %
1 9 0 .7 5 %
2 0 0 .8 3 % 3 .7 8 %
2 1
2 2
2 3
2 4
2 5
2 6 0 .1 1 %
2 7 0 .1 6 %
2 8 0 .0 7 %
2 9 0 .2 0 %
3 0 0 .2 0 % 1 .0 7 %

O u t s t a n d i n g
b a s i s

I s s u a n c e
b a s i s
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