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Abstract

Japanese local bond system faced major challenge since the World War . This paper shows
accurately and widely as much as possible what the issue is, and investigates pros and cons to this
from the viewpoint of finance. We argue that the change in last few years was fundamental rather
than stopgap and it is the turning point since the US occupation period reform just after the Second
World War. The driving forces for these reforms include three factors: decentralization,
deregulation in financial sector and the deterioration of the financial conditions of the small local
governments. We argue that the reform is basically advanced toward a preferable direction.
However, it will take time for the local government and the institutional investor to become
accustomed to new system as the player. Especially, small-scale municipalities with scarce fiscal

resources would become disadvantageous as decentralization progresses.

2007.5 -1-



760 GDP 150
170 SNA 2005
1,000

2007 1 27

2006

2007.5 -2-



10 1988

250 2006

2006

1 TheNew York Times, January 27, 2007

Japan’

2007.5

“Tokyo Cuts Back Longstanding Subsidies, and Hinterland Withers in



2

18%

2007.5

2006

18

12
2006 7 28 22

2006 9

1990

400



2001 4

2007 2008
1 2002
2007 4
4
1
2007 2002
(A) (B) @A) B ©)/B)
© x100
32,800 262 76,000 46.0 25,200 -33%
32,800 262 50,300 30.5 -17,500 -34%
— — 25,700 15.5 25,700 -100%
9,800 59
15,900 9.6
13,500 10.8 19,000 115 -5,500 29%
46,300 37.0 95,000 575 -48,700 51%
78,308 633 70,239 425 8,569 12%
34,000 27.2 19,400 117 14,600 75%
44,308 358 50,839 30.8 -6,031 -11%
184,845 100.0 165,239 100.0 19,606
42008 1

2007.5 _5.



42
2002

2007 9

2006b:2

2006

2007 5

2007:

6 2007

2007.5 -6-

1800
2007

2004

10

2006

8

14



2006 6 20
2007 3 6
16
353 2024 18
632
14
21
2007 3
1
2
3
8
7 2007
8
2007:5
2007.5 -7-



40
1990

(2007), p.5.

2007.5 -8-



22

Singh and Plekhanov 2005:11 1970 90
1697
EC 1973 74
1970 80
1990
2
(Rodden 2003a:172-178) 1992
3
1980 90
9
10
(Rodden 2003b:229-237)
9 1990
10 3 1

3 100
Rodden(2003b),pp.232

2007.5 -9-



11

’too big to fail’
(Wildasin 2004:254-259)

GDP 37
2007
5 15-20
2004 243-244 1
GDP 5.5
11.3 20.8%
36.8%

1 GDP 2004

180%

160%

140% — (m] (=]

20 |

100%

80%

60%

40%

20%

0%

OECD(2005a); OECD(2005b)

11

2007.5 -10 -



1989-1995

2004 245-246

1995-2001

1992-95
98-2000
136 66
17 90
2
1989-95 62 22 3 -1.1
1995-01 24 0.1 25 0.0
1989-95 33 04 0.4 25
1995-01 03 0.1 0.5 0.1
OECD(1996);0ECD(20052);:0ECD(2005b)
/
GDP 80

2007.5



75

56.25
75

25
75 x55 +15
15 90 10

2003

12

2007.5

2003

-12-

15

55

10

2003

12



PB

BIS

2007.5

PB

19

-13-

14

2006

3

2007

2006

3

3

27



2001 10
25,452 — — 11,068
13,835 80% — 11,068
52,487 — — 10,249
10,871 — 30-55 3,261
16,071 — 30-55 4,821
2,147 — 30-55 644
2,051 — 45% 923
5,150 — — 0
5,031 100% 30-70 1,509
2,226 — 0
1,304 — — 1,072
1,178 — — 0
4,702 100% 50% 2,351
2,418 70% — 1,693
1,203 — — 0
96,235 17,467
3,109 80% — 2,488
57.8 5-79-13 5,302 80 75 4,242
2,689 100% — 2,689
6,227 100% — 6,227
1,265 100% — 1,265
1,227 80% — 982
34,643 29,927
130,954 — — 47403
2004 6-3
2007.5 14 -



2004
2004 280
1
2 3
4
17
4800 13 29 9200
22
4,
1990 10 IMF
4

Ter-Minassian and Craig
1997:157-158
2 3 Singh and Plekhanov 2005:6-8

2007.5 -15-



10

IMF

Ter-Minassian and Craig 1997:169-171

Rodden and Eskeland 2003:433-438

2007.5 -16 -



1990

16

2
3
4
13
14
2005
15
1945

16

2007.5

1936

-17-

Bird and Tassonyi 2003:111-115

Singh R. and Alexander Plekhanov (2005

15



Ter-Minassian and Craig1997:157-162

5
1998-02 -1.05 454 348 0.02
1991-98 0.63 717 7.54 025
1989-94 -0.95 347 272 0.04
1994-00 0.85 -1.52 221 0.16
1988-92 355 64 2.8 -0.01
1992-00 420 34 63 1.20
1999-04 044 29 25 -0.06
1992-99 055 0.9 14 0.02
1992-95 -0.95 -1.0 0.1 -0.12
1984-92 149 55 6.6 036
1985-90 -1.26 6.1 48 0.03
1990-94 0.90 20 27 027
1989-95 3.06 62 33 -0.11
1995-01 2.10 24 0.3 0.02
1992-97 -1.20 35 24 026
1997-00 0.68 28 34 0.06
45 -1.56 425 2.76 -0.06
75 142 261 372 0.29

() OECD(1996);0ECD(2005a);0ECD(2005b).
GDP /

1
2
2 7
5
SNA GDP
1982 2004
1.
4.5 GDP 1.6% 7.5
1.4%

2007.5 - 18-



21%

3.
3.06
4.
-0.3
5.
10
17
96
2007.5

2.76%
-2.61%
7
-6.2
4.2%
2
GDP 7
1
8
Dexia
1980

-19-

-4.25

24

90

2-4%

3.72%

3.3%



R. Prud’homme 2006:106-110 1
1983

1970 80

Prud’homme

4 1990
Angouleme

1991

2007.5 -20-



20

18

19

2007.5

-21-

Kim 2003 Peterson, G. 2003

19



20

21 2

20 1990

21

ICICI

ICICI

2007.5 -22-



Kim 2003 Peterson, G. 2003

22 12

2007.5

22

-23-

20

30

30



23

credit enhancement 23

Kehew, Matsukawa and Petersen,2005:Chapter1; 2001 3-4
credit substitution 1
2
24 2
23
24
intercept

Kehew, Matsukawa and Petersen(2005)

2007.5 _24 -



2008

25

26

27

2002 134-135

25

26

2006a:

27

NIRA(

12
28

29 NIRA

2007.5

2001

2 2

2006

2006

2008

2007 2 28

10

-25-

28

29

2006 5

21



2001 128-129

10
37
1994
Administrative Office of United States

(insolvent)

2006
1925 14
9
1934
Courts 2004:45-52
1. 9
2 9
3 9
4. 9
7 21
2006
2006 12 8
2007 4 3

2007.5 -26-

2006

10



2006 5-6 1937
Bankruptcy Basics

30

2004 38 2 3

2001 129-130
31 10

Wildasin 2004:251

2007.5

500
31

34-35

2006 3

curious incidents

_27-

2006 40

30



1970
1975
5
1991
DC
DC

9
32 1868
Executor) (1

1999
2007.5

F

1980

1995

1980

12

(John F. Dillon)

-28-

MAC

)

32

Petersen and Crihfield 2000: 61-64

1991

1996

(Merriam v. Moody's

@)



WAPPS

1997
98
2006
2006
2006
1
33

2007.5

33

WAPPS

2006

-29-

2006

WAPPS

2001



2006 1
2
1998
34
2004 2004
260-264 OECD 2005 OECD 2005:143
2001 12
credit substitution (credit enhancement)
34
10
1
2006:3 2
2006a:1-2

2007.5 -30-



A

[ ]

2002
2006
No.06A-03.
2001
2006
No.06-J-23.
2003
2003
2005 21  ESRI—
2006
2006a
2006 7 24
2006b
2006 7 24
2006
0603.
2006a
35
10
2006 18
22

2007.5

35

Two [ITrack[ ] Approach

PRI Discussion Paper Series( ),
77 8
298
2003

231 -

NIRA

222 406



2006b 2006 12 8

2006¢ 18
18 7 28
2007 19 166
1999 CLAIR No.180.
2004
2007 19
332
2002
2007
2004 71
2001
2001 9 27
2006 —
2006 10 18
2007 Japanese Credit
2007 3 12
2004 — —

Administrative Office of United States Courts, 2004, Bankruptcy Basics, revised second edition.

Kehew, R., T Matsukawa and John Petersen,(2005), ‘Local Financing for Sub-Sovereign Infrastructure in
Developing Countries: Case Studies of Innovative Domestic Credit Enhancement Entities and Techniques’,
Discussion Paper No.1 Infragtructure, Economics and Finance Department, World Bank.

Kim, Yun-Hwan ed. (2003) Local Government Finance and Bond Markets Asian Development Bank.

OECD (1996), National Accountsfor OECD Countries, Vol.2, 1982-1994, Paris

OECD (2005a), National Accounts of OECD Countries, General Governments, vol.4,1993-2004, Paris.

OECD (2005b), National Accountsfor OECD Countries Main Aggregate, Paris.

OECD (2005c), Economic Surveys. Japan, Paris.

Onishi, Norimitsu (2007), ‘Tokyo Cuts Aid, and Hinterland Withers in Japan,” The New York Times, January
27,2007.

Peterson, G. (2003), ‘Banks or Bonds?: Building a Municipal Credit Markets,” in Kim, Yun-Hwan ed., Local
Government Finance and Bond Markets, Asian Development Bank.

Petersen, J. and John B. Crihfield (2000), Linkages Between Local Governments and Financial Markets: A Tool

2007.5 -32-



Kit to Developing Sub-Sovereign Credit Markets in Emerging Economies,” Municipal Finance 21095, The
World Bank.

Prud’homme Remy (2006), ‘Local Government Organization and Finance: France’, in Anwar Shah ed.,2006,
Local Governancein Industrial Countries, The World Bank.

Rodden, Jonathan and Gunnar S. Eskeland(2003), ‘Lessons and Conclusions’, in Rodden Jonathan A., Gunnar
S.Eskeland, and Jennie Litvack (eds.) , Fiscal Decentralization and the Challenge of Hard Budget
Congtraints, The MIT press, Cambridge.

Rodden, Jonathan (2003a), ‘Soft Budget Constraints and German Federalism’, in Rodden Jonathan A., Gunnar
S.Eskeland, and Jennie Litvack (eds.) , Fiscal Decentralization and the Challenge of Hard Budget
Congtraints, The MIT press, Cambridge.

Rodden, Jonathan (2003b), ‘Federalism and Bailout in Brazil’, in Rodden Jonathan A., Gunnar S.Eskeland, and
Jennie Litvack (eds.) , Fiscal Decentralization and the Challenge of Hard Budget Condraints, The MIT
press, Cambridge.

Singh,R. and A.Plekhanov (2005), ‘How Should Subnational Government Borrowing Be Regulated?: Some
Cross-Country Empirical Evidence,” IMP Working Paper 05/54.

Ter-Minassian, Teresa and Jon Craig (1997), ‘Control of Subnational Government Borrowing,” in
Ter-Minassian, Teresa (ed.) Fiscal Federalismin Theory and Practice, IMF, Washington.

Wildasin, David E. 2004  * The Institutions of Federalism: Toward an Analytical Framework’, National Tax
Journal, Vol. LVII, No2, Part 1.

2007.5 -33-



