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However, although interest rates on local bonds initially differed, the gap
gradually narrowed and completely vanished between September 2002 and March
2004. Doi’s paper in 2004 attributes this convergence to statements by officials
from the MIC denying the differences in creditworthiness of local bonds,
attributing the differences in market prices in the secondary market only to
liquidity factors, and restating the implicit central government guarantee on all
local bonds. Despite this price convergence, there is a possibility that the gap in
secondary market prices may widen again and that uniform issuance conditions
would become difficult to maintain in the future.

(OECD, 2005, “OECD Economic Surveys: Japan 2005,” p.134)
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