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Abstract

This study elucidates the effects of “Direct underwriting of public bonds (DUPB) by the
central bank” which has the potential to support Japanese economy and government finance
and to improve the efficiency of added-value distribution, using a dynamic computable general
equilibrium OLG (overlapping generations) model. This study’s results demonstrate that
DUPB by the central bank makes the Japanese economy and government finance sustainable;
on the contrary, absorbing public bonds by market makes them collapse. This is due to the fact
that in the former case, payment of the central bank’s seigniorage to the national treasury
improves government-finance’s situation.
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Figure: Ratio of Outstanding Government Debt to GNI
Note: (1) UWCB and NOTUWCB indicate the scenario of implementing of DUPB by the central
bank and the scenario of not implementing it, respectively. (2) Base, Al, and A2 indicate the

simulation cases.



