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Studies on the Possibility of a Japanese Sovereign Debt Crisis
Jiang Hong 140

Among the developed economies across the world, Japan has the highest public debt ratio. But it has
largely avoided the attack of a domestic sovereign debt crisis. Several factors count. First, Japan' s
public debt is supported by its healthy real economy and sound financial sector, as well as a relatively
low unemployment rate. Second, low inflation and interest rates have reduced the cost of the debt issue.
Third, with the high household saving rate, most of Japan’ s public debt has been held by domestic
buyers. Fourth, Japan has a healthy and sound fiscal expenditure level and there is still ample room for
tax hikes in the future. Last, but not least, Japan has maintained a current account surplus for many
years and boasts a large pool of foreign exchange reserves and oversea assets. However, in the long
term, Japan' s public debt problem will bring severe challenges. If its economic woes continue, the
space for its domestic buyers to digest its public debt will be limited. If it no longer has low inflation
and a current account surplus, a debt crisis may break out. The impact of such a crisis, however, could
be limited because the Japanese government could increase taxes and launch quantitative easing to
combat the crisis.

Japan’ s debt problem can serve to remind China of its potential risks. Its financial sector must serve
the real economy and the excessive expansion of the virtual economy must be prevented. Moreover,
compared with Japan, China’ s public finance is facing structural problems, such as a heavy tax burden,
the high cost of debt and disproportionate fiscal expenditure. China must use its foreign exchange
reserves more rationally and actively expand overseas investment.

ON THE SCENE

A General Account of the Symposium on Asia’ s Responses to the Global
Financial Crisis and Its Transformation
Hu Zhenhu 148

All discussions about how Asia has dealt with the global economic crisis and promoted its
transformation, from whichever perspective, cannot avoid the topic of what tactics China has employed
to push for its economic transformation.

Think Tank Watch 156

Are China’ s Multinational Corporations Really Multinational? -+ Why Long—Term Unemployment Has
Doubled Under President Obama? - The Politics and the Economics of the Global Financial Crisis+ A
Flop and a Debacle: Inside the IMF’ s Global Rebalancing Acts + Is Germany Losing Its Influence over
Europe? -+ Why Internal Devaluation Is Advantageous + The Need for Contingency Planning: Potential
Scenarios of Eurozone Disintegration - Austerity Works



