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Arguments on the Credibility
of Bank of Japan Notes
— In Regards to the Unlimited Issue

of Japanese Government Bonds

=23

This paper examines whether there is any possibility that the large
amount of government bonds purchased by the Bank of Japan in recent
years may have damaged the credibility of Bank of Japan notes. The
general credibility of currency, and the conditions for its formation are
considered. The principle of market absorption of long term government
bonds after the Second World War, and the promotion of the market
liquidity policy after the 1998 fiscal year are presented. Private-sector
financial institutions, etc. increased their investments in government
bonds between the 1998 and the 2012 fiscal year. The Bank of Japan
purchased government bonds as a part of its monetary policy. Its
possession increased rapidly after the 2013 fiscal year. So this paper
points out that the concern that the bond market may regard the Bank
as the financier to the national finance, and that the credibility of Bank
of Japan notes may be damaged is arising. This paper also examines
the issue of the underwriting of government bonds by the Bank, and
it is argued that this should not be done.
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