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A lot has been written in recent months about the exploding U.S. Treasury debt and how the 
U.S. dollar will surely suffer as a result of it. And, there is no doubt that the debt has exploded 
and is projected to continue rising at a relatively rapid rate for as far as the eye can see. The 
relatively rapid projected increase in U.S. Treasury debt 10 years out is primarily due to the 
large number of baby-boomers becoming Medicare recipients and the projections of rising 
Medicare costs per baby-boomer. Shown in Chart 1 is fiscal year-end U.S. Treasury debt as a 
percent of nominal U.S. GDP, including the Congressional Budget Office’s (CBO) projections 
of these percentages for the fiscal years 2009 through 2019. At the end of fiscal year 1950, 
Treasury debt was 94.1% of GDP, reflecting the debt hangover from WWII. The projection 
for the end of fiscal 2009 is 84.1%. Over the 10 years ended 2019, the CBO projects that 
Treasury debt outstanding will average 96.4% -- a record for the post-WWII era. Pretty scary 
stuff! 
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Although I do not have data on projections on government debt-to-GDP ratios for other 
developed economies, I do have actual historical data, which are shown in Chart 2. In 2008, 
the latest complete data for all, Japan leads developed economies with regard to government 
debt-to-GDP ratios, coming in at 167.6%, followed by the U.S. at 70.2%, the euro-zone at 
69.3% and, bringing up the rear, the UK at 51.7%. So, Japan, as of 2008, already had a much 
higher government debt-to-GDP ratio than the U.S. is projected to have in the 10 years ended 
2019. Talk about scary stuff! 
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Japan has experienced a high national saving rate, in part because of a high household saving 
rate (see Chart 3). Japan’s high national saving rate is reflected by its current account 
surpluses in the past 25 years (see Chart 4). In effect, the Japanese have saved so much that 
they not only have been financing their own government deficits but exporting financial 
capital to other economies to help finance their government deficits, too. 
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Chart 3 

Japan:  Gross National Savings as % of Nominal GDP

Japan:  Household Gross Saving Rate
NSA, %
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Chart 4 

Japan:  Balance on Current Account as a % of GDP

NSA, %
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But will Japan be able to keep financing its own government deficits internally? As shown in 
Chart 5, the Japanese population is declining. One of the reasons the Japanese population is 
declining is that it is aging rapidly. As more and more Japanese retire, the household saving 
rate will decline further as Japanese seniors deplete their accumulated financial capital to live 
on. Although a lot is written in reference to the government debt problems the U.S. is about to 
incur and how the U.S. dollar will depreciate as a result, very little seems to be written, in the 
U.S. press, at least, about the looming debt problem faced by Japan. 

Chart 5 
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With respect to the U.S., although the federal government has stepped up its rate of dissaving, 
households have stepped up their rate of saving. From 1999 through 2006, U.S. households 
were consistently net demanders of funds. That is, their net acquisitions of financial assets 
were consistently less than their net accumulation of debt (see Chart 6). Starting in 2007, U.S. 
households once again conformed to the post-war norm by becoming net suppliers of funds. 
In the first three quarters of 2009, U.S. household purchases of U.S. Treasury debt outstripped 
foreign purchases of U.S. debt, including foreign official purchases (see Chart 7). 
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Chart 6 

Households:  Net Acquisition of Financial Assets
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Chart 7 

Households:  Assets:  Treasury Issues
 3-qtr  MovingTotal     NSA, Mil $
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In sum, if you want to worry about government debt problems in the developed economies, I 
suggest you start with Japan. Its current government debt-to-GDP ratio is considerably higher 
than what is projected for the U.S. Japan’s household saving rate is declining while the that of 
the U.S. has started to climb again. If you were a middle-aged Chinese or Indian investor, 
where would you rather place some of your funds? In Japan, with its declining population, 
entrepreneurial-sapping government regulation and cultural bias against individualism? Or in 
the U.S., with its still growing population and a culture of entrepreneurship? If there is going 
to be a government debt-induced currency crisis in the next 10 years in a developed economy, 
my money is on the yen, not the dollar. 

 

 

Note: Don’t forget to watch“Feed the Fish http://www.feedthefishmovie.com/” 
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