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Abstract

On August 2, 2011, US President Obama signed the Budget Control
Act of 2011 into law to increase the debt ceiling. But three days later, credit
rating agency Standard & Poor's (S&P) downgraded the US credit rating
from AAA to AA+. This was the first time in history that the US
government was given a rating below AAA, and triggered a period of
volatility in the world’s financial markets.

However, because of the US dollar’s role as an important international
reserve currency, plus its high mobility, central banks around the world
have continued to hold US debt, and no market crisis has occurred as yet.
But with the 2012 US presidential election pending, it will be difficult for
Congress to pass laws increasing taxes. Moreover, increasing taxes would
also have a high likelihood of exacerbating the economic slump. In these
circumstances, balancing economic growth with fiscal discipline has
become a major challenge for the US government.

As of the end of 2010, Japan’s general government gross debt to GDP
ratio had reached 220.4%, the highest among developed countries. However,
since most of the debt is held internally, and domestic interest rates are low,
there 1s no immediate risk of default. But if the debt continues to increase,
financial markets may become more wary of the expansion of government
borrowing, pushing up the risk premium and interest rates on debt issuance,
and thus adding further to Japan’s future debt burden.
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