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Bond Crises in America and in the EU and
its Impact on Japan and China

Lim Hua Sing

A bond crisis erupted initially in the USA in August 2011 and has spread to the EU countries quick-
ly thereafter. The bond crises in the Western nations have since had a serious impact on the world and on
Japan and China in particular.

The USA has been the largest debtor in the world although she is also the world’s largest economic
power in terms of GDP. On the other hand, as the key currency in the world, the US dollar backed by the
US domestic gold stocks, is being used internationally and the USA has printed greenbacks endlessly.
However, the US currency has lost its real value and has depreciated against other major currencies dras-
tically over the years. The weak US economy has to rely on issuing national bonds in order to cover her
financial deficits. This excessive issuance of national bonds has caused the downgrading of the national
bonds in the USA from AAA to AA+, and it has eventually created this bond crisis in the country.

The USA was unable to solve the bond crisis by itself. The G7, the G8 and even the G20 were also
unable to solve the US bond crisis. The bond crisis in the USA quickly spread to the EU and has created a
domino effect among the EU countries. Greece, Spain, Portugal and Italy are seriously affected. The two
most important economic powers in the EU, namely France and Germany, are also not in good shape.
The EU, led by Germany and France, has made every effort to rescue Greece from collapsing, financially
and economically, but in vain. The Greek bond crisis is not only Greece’s problem but that of all EU na-
tions. The EU will not be dismantled and the EU countries are not going to quit the EU so long as the EU
can solve its bond crises as soon as possible.

The bond crises in the Western nations have also seriously affected Japan and China. Japan, as the
second largest holder of foreign currency reserves, is also the second largest holder of American national
bonds. Japan has also invested in bonds in the EU and is urged by the EU to increase her purchase of Eu-
ropean bonds. Japan's investment in bonds in the Western nations has been risky and the drop in value
of these bonds has affected Japan badly. On the other hand, bond crises and economic crises in the West-
ern nations have prompted investors to increase purchases of the Japanese currency. The Japanese cur-
rency has thus appreciated dramatically and it has seriously affected Japanese exporting industries and
further jeopardized Japan’s economic recovery. The Japanese economy is now hollowing-out and its
economy has remained gloomy and stagnated.

China, as a successful emerging economy and the largest holder of foreign currency reserves in the
world, has been the largest purchaser of American national bonds. To avoid risks associated with holding
these American national bonds, China has diversified her bond portfolio and increased purchases of oth-
er bonds in Japan, Korea, Middle East, and of course in Europe. After the EU bond crisis, China has been
urged by the EU to increase her purchase of bonds issued by EU nations. The ranking of national bonds
issued by European nations has generally been low graded and the interest paid on these bonds has been
increasing, which indicates that the value of national bonds in Europe has been depreciating. As such,
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China’s investment in national bonds in Europe has become more and more risky.

On the other hand, China has been urged and pressurized by the Western nations to increase the
value of her Renminbi. China has emphasized that she will adjust her Renminbi in accordance with both
domestic and international economic situations. China’s Renminbi has so far remained under the control
of the Chinese government.

The Western nations, especially the USA, hope that the drastic Renminbi appreciation will rectify
international trade deficits against the Western nations, and reduce China accumulating trade surpluses
which shifts the balance of power.

This article is aimed at analyzing the current bond crises erupting in the USA and in the EU, and its
direct and unavoidable impact on the economies of Japan and China.
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#i, EEERIEEFREEERN RN, RTEAE" REE). 35 EBUF R L5 THHIRAE R R
RS ZE IR, — TR i TPP bR, 38 A H AN /g, 18 H A N TPP, #& &
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(B T T e H 2 A B I B R el R, 5 KR A R 5t R AR e 5 A e R, ] RAS BT I 45
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TR EREEAEREARATEG, SRS (Monaco), S +% (Leichtenstein) A3 (Brunei), tHh#1-1017H
FHRAT RAUGDPH 1. M AT 282.6%, 2. HA189.3%, 3. T3 P8 1B 41 185.0%. 4. HLELH156.0 %, 5. 4 % Im
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MAFSEHl BERKB MBS, CEeiR. W, M TG 40 4F K™ S 6 5 G Ffahl. B HLCE M BEL
%, CETRe RWHMGE, HBUFRREE, F22 0 RBUMFKFEREEER 3 (employer) A # i ¥ (employee) i
GaiilfigE (P4 central provident fund) &A1, LTSI, RIEHEREM SRR (social infrastruc-
ture. BEUIHUFALR, Mgk, ERR, ERE, K%, R MTLIEEMBE (industrial infrastructure. B4 T Fi#, &, 35
W) DLSCESTEUR AL (state enterprises and statutory boards. % 4 s B # %5 A+ (Government of Singapore Invest-
ment Corp.), 5% # M (Temasek Holdings), #iHif% (SingTel), #in¥fizs (Singapore Airlines), £ JE4R1T (DBS Bank),
Fomdptek (SMRT), oo, B EA0E, Hons b oS SERE, SR, EnsoR sy — IR m
EK, 54k, BRT#HTEOF A ERTHA, K5 BRI AE E AR M7 (BRI MELM & A%, FRIIE
Ao B, BORINBUT6S, IR GBI KBS B, SIS R EAER S, £, DU LA E K - i, &
ARG T I, FE R BRI 6% fahl,

#% A7 5 4Bk (Financial Times) 7w, HoE 5 G A0 E TR AT 240/ GDP LA 37%,  FAbAR EUR 525065 55 18k 18 3 14 5t
%, BEZRBUR THAT RAT AL N EEHAT R R, —JE551k 90%,
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