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Part 1



Public Finance in Japan



I. Current Fiscal Situation



1. General Account Budget for FY2016 (1) Breakdown of Expenditures As for general account total expenditures for the central government, the amount of social security expenditures and national debt services increases year after year, while the proportion of other policy expenses (public works, education & science, national defense, etc.) decreases year after year. National debt services, local allocation tax grants and social security expenditures account for over 70% of the total expenditures. (Unit：billion yen)



FY2016 initial budget



National Debt Service 23,612.1 Interest Payments 24.4％ 9,896.1 10.2％



Redemption of the National Debt 13,716.1 14.2％ Others 9,469.0 9.8％



Social Security 31,973.8 33.1％



General Account Total Expenditures 96,721.8 (100.0%)



National Defense 5,054.1 5.2％ Education & Science 5,358.0 5.5％



Public Works 5,973.7 6.2％



Food Supply 1,028.2 (1.1%) Promotion of SMEs 182.5 (0.2%) Energy 930.8 (1.0%) Former Military Personnel Pensions 342.1 (0.4%) Economic Assistance 516.1 (0.5%) Miscellaneous 6,119.3 (6.3%) Contingency Reserves 350.0 (0.4%)
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Local Allocation Tax Grants, etc. 15,281.1 15.8％



Primary Balance Expenses 73,109.7 75.6％



(2) Breakdown of Revenues The tax revenue included in the annual government revenue for FY2016 general account budget is expected to be approx. 58 trillion yen. Normally, total expenditures should be financed by tax and other revenues, however those revenues constitute only about two-thirds of the annual government revenue. As a result, the remaining one-third relies on debts (the revenue generated by government bonds) which will be the burden borne by future generations. (Unit：billion yen)



FY2016 initial budget



Income Tax 17,975.0 18.6%



Government Bond Special DeficitIssues Financing Bonds 34,432.0 28,382.0 35.6% 29.3%



Construction Bonds 6,050.0 6.3% Other Revenues 4,685.8 4.8%



General Account Total Revenues 96,721.8 (100.0%)



Tax and Stamp Revenues 57,604.0 59.6%



Corporation Tax 12,233.0 12.6%



Consumption Tax 17,185.0 17.8%



Others 10,211.0 10.6%



Gasoline Tax Liquor Tax Inheritance Tax Tobacco Tax Customs Duties Petroleum and Coal Tax Motor Vehicle Tonnage Tax Other Taxes Stamp Revenues
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2,386.0 1,359.0 1,921.0 923.0 1,106.0 688.0 385.0 391.0 1,052.0



(2.5%) (1.4%) (2.0%) (1.0%) (1.1%) (0.7%) (0.4%) (0.4%) (1.1%)



Column: Comparison of the Public Finance to a Household Economy If Japan’s public finance (total expenditure/revenue: ¥96.7 trillion) is likened to running a household economy (annual income: ¥9.67 million), the family earns ¥520 thousand each month and newly borrows more than ¥290 thousand each month. Its loan’s balance reaches ¥87 million. Grandfather (79)



Grandmother (75)



Grandfather (69)



Loan’s balance: ¥86.64 million balance of housing loans: ¥27.49 million balance of loans for living expenses: ¥59.16 million



Husband (45)



Grandmother (67)



Wife (42)



Child (13)



¥200 thousand per month Loan Repayment



Pension, Medical Care and Longterm Care, etc.



(principal: ¥120 thousand interest: ¥80 thousand)



Other Living Expenses ¥80 thousand per month



The expenses for pension, medical care and long-term care continue to increase by ¥50 thousand each year in accordance with the aging of parent generation.



¥270 thousand per month



There is a large imbalance between total expenditures and income.



Total Expenditures ¥9.67 million (¥810 thousand per month)



Sending Money Back Home ¥130 thousand per month



Education ¥40 thousand per month Anti Crime ¥40 thousand Housing per month Expense ¥50 thousand per month



¥290 thousand ¥520 thousand per year Total Revenues per month ¥9.67 million



Interest rate remains relatively low at present, but if it would rise, the interest payment would increase rapidly.



Borrowing



It is difficult to borrow money from banks due to its high debt level.
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(¥810 thousand per month)



Wage Income



2. Trends in General Account Expenditures and Tax Revenues Japan continues to run budget deficits where expenditure exceeds tax revenue. In particular, the gap between expenditures and revenues has been expanded since FY2008 due to lowered tax revenues associated with the economic downturn. This gap is financed by debts (issuing government bonds).



(trillion yen)



120



101.0 100.7 100.2 99.7 96.7 98.8 97.1



100



95.3



89.0 89.3 84.8 84.9 85.5 84.4 83.7 81.4 82.4



78.8



80 75.173.6



78.5



84.7



81.8



Total Expenditures



75.9



70.5 70.5 69.3 65.9 61.5 59.8 57.7 60.1



60



54.9 53.6 53.0 51.5 50.8 50.6 46.9 47.2 46.8 43.4



34.1 29.1 24.5 20.9



20



34.9 32.4 30.5 29.0 26.9



38.7



6.7 9.1



13.5 10.7



12.9



14.0 13.5



12.8



7.8 9.1



7.0 25.4



6.4 6.0 36.9



13.2 12.3



11.3 9.4



10.7



9.5



9.9



34.4



7.0 6.6 6.5



27.5



16.2 14.2



38.5 36.4



6.1



8.7



18.5



18.4



7.6 8.4



33.2



19.9



17.3 15.7 13.8



40.9



31.3



11.1 17.0



42.8 11.4



33.0 30.0



Special Deficit-Financing Bond Issues



43.9



41.5



35.0 35.3 35.5



13.2



47.5 42.342.8



37.5 34.0



57.6



47.0



15.0



44.3



43.3



Construction Bond Issues



56.4 54.0



52.0



51.0 49.1 49.1



43.8 45.6



38.2



23.7 21.9



9.6



0



54.1



53.9 52.1 51.9 50.7 49.4 47.2 47.9 51.0



41.9



38.8



40



Tax revenues



54.4



28.7 24.3



7.0 7.0 6.8 16.4 7.1 6.4 6.3 7.0 7.2 7.2 6.6 6.3 6.7 16.9 6.2 16.2 6.3 5.0 5.3 12.3 6.9 3.7 9.5 9.2 8.5 6.2 6.4 3.2 6.3 7.2 5.9 7.0 6.7 6.4 6.0 5.0 6.3 6.7 4.5 4.3 2.5 2.1 3.5 2.0 1.0 0.8 0.2



25.8 21.9 20.9



26.8 23.5



26.2 21.1



34.7 34.4 36.0 33.8



31.9



29.9



28.4



19.3



75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16



(FY) (Note 1) FY1975-2014: Settlement, FY2015: Supplementary Budget, FY2016: Budget (Note 2) Following various bonds are excluded: Ad-hoc Special Deficit-Financing Bonds issued in FY1990 as a source of funds to support peace and reconstruction activities in the Persian Gulf Region, Tax Reduction-related Special Deficit-Financing Bonds issued in FY1994-1996 to make up for decrease of tax revenues due to a series of income tax cuts preceding consumption tax hike from 3% to 5%, Reconstruction Bonds issued in FY2011 as a source of funds to implement measures for the reconstruction from the Great East Japan Earthquake, Pension-related Special Deficit-Financing Bonds issued in FY2012-2013 as a source of funds to achieve the targeted national contribution to one-half of basic pension.
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3. Accumulated Government Bonds Outstanding Japan’s government bonds outstanding has been increasing year after year. The government bonds outstanding is estimated to rise to ¥838 trillion at the end of FY2016, which is 15 times as large as Japan’s annual tax revenue and will surely impose heavy burdens on future generations. (trillion yen)



900 850



Equivalent to approx. 15 years of General Account Tax Revenues



800



(Tax Revenues in FY2016 General Account Budget: Approx. ¥58 trillion)



750



700 650



838 812 8 275 8 774270



FY2016 Government Bonds Outstanding Approx. ¥838 trillion (projection)



10 670 250 11 636 248



↓ 600 550 500



246 594



Approx. ¥6.64 million per person Approx. ¥26.56 million per family of 4 Average disposable income of a working family Approx. ¥5.08 million



238 541546 527532



400



(Note) Disposable income and family size are based on the "FY2014 Survey of Household Economy" by the Ministry of Internal Affairs and Communications.



0



411 390



332209



258187 245



250



50



445



368 216



295197



100



Construction 506 Bonds 477



392222



300



150



534



421226



350



200



555



237225 499247243 241 457



450



8 744 260 9 705258



Reconstruction Bonds



225



175



356 321 305 288 280 258



207 168 231 193 158 Special 178 142 172 199 161166 131 Deficit-financing 157 152 116 145 176 108 Bonds 134 102 97 158 122 87 91 81 110 134 75 96 69 82 63 108 71 56 56 83 49 77 43 42 65 65 64 65 64 63 61 64 67 32 64 59 35 22 53 15 47 28 40 8 10 6 22 4 3 2 2 2 17 1 33 0 13 15 21 28 10 65 66 67 68 69 70 71 72 73 74 752 765 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16



(FY)



(Note1) FY1965-2014: Actual, FY2015: Estimates, FY2016: Budget (Note2) Special Deficit-financing bonds outstanding includes refunding bonds for long-term debts transferred from JNR Settlement Corporation, the National Forest Service, etc., Ad-hoc Special Deficit-financing bonds, Tax reduciton-related Special Deficit-financing bonds and Pension-related Special Deficit-financing bonds. (Note3) Government Bonds Outstanding includes reconstruction bonds issued (FY2011: in General Account, after FY2012: in Special Account for Reconstruction from the Great East Japan Earthquake) as a source of funds to implement the measures for the reconstruction from the Great East Japan Earthquake in FY2011- FY2016 (FY2011: 10.7 trillion yen, FY2012: 10.3 trillion yen, FY2013: 9.0 trillion yen, FY2014:8.3 trillion yen, FY2015:7.8 trillion yen, FY2016:7.6 trillion yen). (Note4) The estimate of FY2016 excluding front-loading issuance of refunding bonds is approximately 790 trillion yen.



5



4. Long-term Debt Outstanding of Central and Local Governments In addition to the “government bonds outstanding” (3.), there are other “long-term debts” such as borrowings and local government debts. The total amount of long-term debt outstanding of central and local governments is expected to reach 1,062 trillion yen (205% of GDP) at the end of FY2016. (Unit：trillion yen)



Central government Government bonds outstanding (General bonds outstanding) As a percentage of GDP



As of end FY1998 



As of end FY2003 



As of end FY2008 



As of end FY2009 



As of end FY2010 



As of end FY2011 



As of end FY2012 



As of end FY2013 



As of end FY2014 



As of end FY2015 



As of end FY2016 



390



493



573



621



662



694



731



770



800



842



866



( 387 )



( 484 )



( 568 )



( 613 )



( 645 )



( 685 )



( 720 )



( 747 )



( 772 )



( 798 )



( 818 )



295



457



546



594



636



670



705



744



774



812



838



( 293 )



( 448 )



( 541 )



( 586 )



( 619 )



( 660 )



( 694 )



( 721 )



( 746 )



( 768 )



( 790 )



58%



91%



112%



125%



132%



141%



149%



154%



158%



161%



161%



( 57% )



( 89% )



( 110% )



( 124% )



( 129% )



( 139% )



( 146% )



( 149% )



( 152% )



( 153% )



( 152% )



Local governments



163



198



197



199



200



200



201



201



201



199



196



As a percentage of GDP



32%



40%



40%



42%



42%



42%



42%



42%



41%



40%



38%



553



692



770



820



862



895



932



972



1,001



1,041



1,062



( 550 )



( 683 )



( 765 )



( 812 )



( 845 )



( 885 )



( 921 )



( 949 )



( 972 )



( 997 )



( 1,014 )



Central and Local governments As a percentage of GDP



108%



138%



157%



173%



179%



189%



196%



201%



204%



207%



205%



( 108% )



( 136% )



( 156% )



( 171% )



( 176% )



( 187% )



( 194% )



( 196% )



( 198% )



( 198% )



( 195% )



(Note1) GDP for FY1998-2014: Actual, FY2015: Estimates, FY2016: Outlook (Note2) Government Bonds Outstanding includes reconstruction bonds as a source of funds to implement the measures for the reconstruction from the Great East Japan Earthquake in Government Bonds Outstanding includes reconstruction bonds as a source of funds to implement the measures for the reconstruction from the Great East Japan Earthquake in FY2011- FY2016 (FY2011: 10.7 trillion yen, FY2012: 10.3 trillion yen, FY2013: 9.0 trillion yen, FY2014:8.3 trillion yen, FY2015:7.8 trillion yen, FY2016:7.6 trillion yen) and Pension-related Special Deficit-Financing bonds as a source of funds to achieve the targeted national contribution to one-half of basic pension (FY2012: 2.6 trillion yen, FY2013: 5.2 trillion yen, FY2014: 4.9 trillion yen, FY2015:4.6 trillion yen, FY2016:4.4 trillion yen). (Note3) Figures in parentheses (to FY2014) do not include front-loading issuance for refunding. Figures in parentheses (from FY2015) do not include front-loading limit of issuance for refunding. (Note4) The borrowings in the Special Account for Local Allocation and Local Transfer Tax are shared by the central government and local governments in accordance with their shares of redemption. The amount of the borrowings outstanding incurred by the central government was transferred to the General Account at the beginning of FY2007, so that the borrowings outstanding in the Special Account since the end of FY2007 is the debt of the local governments (approx. ¥32 trillion in FY2016). (Note5) From FY2015: The numbers for local governments are estimated in Local Government Debt Plan, etc. (Note6) Government bonds outstanding in the Special Account for Fiscal Investment and Loan Program is at approximately 94 trillion yen as of end-FY2016.



(Reference) “Debt outstanding” in various statistics (Reference) Some categories of “Debt outstanding” in various statistics The total of long-term debt whose interest payment and redemption funds are mainly covered by tax revenues is calculated.



1,062 trillion yen (1,014 trillion yen)



Government bonds and borrowings outstanding shows the overview of financing activities such as raising funds from capital markets.



The financial liabilities of general government (the central government, local governments and social security funds) are systematically totaled up based on SNA in order to keep track of the actual economic situation and contribute to international comparisons.



1,191 trillion yen （1,143 trillion yen）



1,225 trillion



FB (Financing Bill): 199



FILP (Fiscal Investment and Loan Program) bonds: 94



T-Bills: 155 including 38 trillion yen in discount T-Bills



including 32 trillion yen in the borrowings in the Special Account for Local Allocation Tax



Borrowings: 29



Borrowings: 61



including 33 trillion yen in the borrowings in the Special Account for Local Allocation Tax



Borrowings: 71 including 33 trillion yen in discount T-Bills



Government bonds outstanding ［General bonds］: 838 (790)



Government bonds outstanding ［General bonds］: 838 (790)



Local governments: 196



Government bonds ［excluding Treasury Discount Bill］: 781



Local governments: 191



including 32 trillion yen in the borrowings in the Special Account for Local Allocation Tax



Central government debt



Social security funds: 11 Independent administrative agencies, etc.: 16



(1) Long-term debt outstanding of central and local governments



(2) Government bonds and borrowings outstanding















【Research Division, Budget Bureau, M inistry of Finance】



【Debt M anagement Policy Division, Financial Bureau, M inistry of Finance】



【Economic Social Research Institute, Cabinet Office】



Other government debt



(3) General government gross debt



(Note 1) “Special Account for Local Allocation Tax” refers to “Special Account for Local Allocation Tax and Local Transfer Tax”. (Note 2) The figures in parentheses do not include the front-loading issuance of refunding (48 trillion yen). (Note 3) Government bonds outstanding [ordinary government bonds] as of the end of FY2016 includes Reconstruction Bonds (7.6 trillion yen). (Note 4) Long-term debt outstanding of local governments in item (1) includes local bonds, borrowings in the Special Account for Local Allocation Tax and local public corporation (20 trillion yen) charged to the ordinary account. (Note 5) Borrowings in item (1) and (2) = borrowings + subscription bonds, etc. Borrowings in item (1) do not include the borrowings outstanding in the Special Account for Local Allocation Tax (approx. 32 trillion yen), of which the redemption funds are burdens on local governments. (Note 6) The government bonds in item (3) include ordinary government bonds, government compensation bonds and government bonds converted, and the borrowings, etc. The borrowings in item (3) include government subscription bonds, etc.
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5. International Comparison of Fiscal Conditions International Comparison of General Government Fiscal Balance to GDP In the second half of the 1990s, Japan continued to run significant fiscal deficits while most of the major advanced countries improved their fiscal balance. Although at the beginning of the first decade of the 21st century Japan’s fiscal balance showed a tendency to improve, it was worsened as in other major countries from the autumn of 2008 due to the effects of the Lehman Shock. In the 2010s, while other major advanced countries once again reduced fiscal deficits, Japan continues to suffer a huge deficit. ＜General Government Fiscal Balance to GDP＞



(%)



4.0



Germany 0.0



Canada Italy U.K. France



-4.0



U.S. Japan



Greece



-8.0



-12.0



-16.0 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016



(CY)



(As a percentage od GDP） CY



2001



2002



2003



2004



2005



2006



2007



2008



2009



2010



2011



2012



2013



2014



2015



2016



Japan



-6.3



-7.6



-7.8



-6.4



-5.0



-3.1



-2.6



-3.1



-8.9



-8.3



-8.6



-8.2



-7.9



-7.1



-6.0



-4.9



U.S.



-2.9



-6.3



-7.3



-6.7



-5.5



-4.5



-5.0



-8.4



-13.7



-12.6



-11.2



-9.3



-5.7



-5.3



-4.6



-4.5



U.K.



0.4



-2.1



-3.4



-3.6



-3.5



-2.9



-3.0



-5.1



-10.8



-9.7



-7.7



-8.3



-5.7



-5.7



-3.9



-2.6



Germany



-3.1



-3.9



-4.2



-3.8



-3.4



-1.7



0.2



-0.2



-3.2



-4.2



-1.0



-0.1



-0.1



0.3



0.9



0.6



France



-1.4



-3.1



-3.9



-3.5



-3.2



-2.3



-2.5



-3.2



-7.2



-6.8



-5.1



-4.8



-4.1



-3.9



-3.8



-3.4



Italy



-3.4



-3.1



-3.4



-3.6



-4.2



-3.6



-1.5



-2.7



-5.3



-4.2



-3.5



-3.0



-2.9



-3.0



-2.6



-2.2



Canada (Reference) Greece



0.8



0.0



0.1



1.0



1.7



1.8



1.5



-0.3



-4.5



-4.9



-3.7



-3.1



-2.7



-1.6



-1.9



-1.5



-4.4



-4.8



-5.6



-7.3



-5.3



-5.9



-6.7



-10.2



-15.2



-11.2



-10.2



-8.7



-12.3



-3.6



-4.3



-7.7



(Source) Based on the data included in “Economic Outlook 98” issued by the OECD in November 2015, and not reflecting the data for the budget for FY2016. (Note 1) Figures represent the general government-based data (including the central/local governments and the social security funds), except for Japan and the U.S. where the figures of the social security funds are excluded. (Note 2) Figures for Japan are adjusted to exclude special factors.
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International Comparison of General Government Gross Debt to GDP and General Government Net Debt to GDP In terms of the general government debt to GDP ratio, some major advanced countries steadily implemented fiscal consolidation in the late 1990s. However, Japan’s gross debt has rapidly deteriorated to reach the worst level among major advanced countries. (%)



240



＜General Government Gross Debt to GDP＞ Japan



210



Greece 180



Italy 150



France U.K. U.S. Canada



120 90



Germany



60 30



0 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 (CY)



Net debt means government’s gross debt less government-owned financial assets (pension reserve consisting of insurance contributions paid, etc.). Japan’s net debt also stands at the extremely severe level among major advanced countries. (%)



＜ General Government Net Debt to GDP ＞



160



Greece Japan Italy 120



U.S. U.K. France



80



Germany 40



Canada



0 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 (Source) Based on the data included in “Economic Outlook 98” issued by the OECD in November 2015, and not reflecting the data for the budget for FY2016. (Note) Figures represent the general government-based data (including the central/local governments and the social security funds).
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6. Factors for Increase in Government Bonds Outstanding Taking a look at the accumulation of government bonds outstanding from FY1990, when Japan was able to manage its public finance without issuance of special deficit-financing bonds, in the 1990s, expenditure growth was mainly attributable to the increase in public works-related expenditures. In contrast, expenditures have been recently growing mainly due to increased social security-related expenditures resulting from the aging of Japanese society and Local Allocation Tax Grants, etc. Government revenues have been shrinking mainly because tax revenues are falling due to the economic downturn and tax cuts. Increase in Government Bonds Outstanding from FY1990 to FY2016: around 664 trillion yen



Contribution of expenditure: around 378 trillion yen



(trillion yen)
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1.0 1.2
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3.9 3.9 0.2
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9.1 1.3 5.4 -2.8
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9.7 1.4



0.8 3.3



4.1 -4.0



20.7 20.5



9.1



-5.9



8.2 0.3 1.3



4.1



-4.8



-3.5



5.1 0.2 -1.2



6.9 -0.5 -1.2



5.6



5.4



1.8 -1.2



1.6



0.4 4.0 -1.1



2.9 -0.6 -0.4



1.0 -1.7 -1.0



Other expenditures



Public Works (+ around ¥ 59 trillion) 1990 2
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1.4 8.8



1995 7 1996 8 1997 9 1998 10 1999 11 2000 12



2001 13



2002 2003 2004 2005 14 15 16 17 2006 18 2007 19 2008 20 2009 21 2010 22 2011 23 2012 24 2013 25 2014 26 2015 27 2016 28 (FY)



Effect of revenue decline: about 138 trillion yen (trillion yen)



35.0 30.0 25.0 20.0



Tax Revenue (+ around ¥ 197 trillion)



15.0 10.0



11.9



5.0 0.0



0.0



0.1 -1.1



3.4



3.5



-0.6



-0.4



7.4



5.7
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5.0
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-0.6
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-0.3
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11.5 8.5



8.5
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Non-tax Revenue 1990 2



1991 3 1992 4 1993 5 1994 6



1995 7 1996 8 1997 9 1998 10 1999 11 2000 12



2001 13
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The portion marked with “ ” alone accounts for about 70% of the increase in government bonds outstanding.



Impact from balance gap in FY1990: around 74 trillion yen Other factors (long-term debt transferred from Japan National Railway, etc.): around 74 trillion yen



(Note 1) FY1990-FY2014: Settlement, FY2015: Supplementary Budget, FY2016: Budget. (Note 2) Reconstruction Bonds to secure financial resources of measures implemented from FY2011 to FY2020 for reconstruction from the Great East Japan Earthquake is excluded from Government Bonds Outstanding above. (Reconstruction bonds outstanding is expected at 7.6 trillion yen at the end of FY2016.) Accordingly, expenses financed by the issuance of Reconstruction Bonds in FY2011 (7.6 trillion yen) are excluded. (Note 3) As for the Local Allocation Tax Grants, those based on the legal rates of major 5 national tax revenues are excluded from both sides of expenditure and revenue as they offset from a central government’s point of view, and the others are counted as an expenditure increase.
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Increase in Social Security Expenditures and Decrease in Tax Revenues (Unit: trillion yen) 【FY1990】 * Dependence on special deficit-financing bond issues ended Construction bonds



Tax revenues



Revenues 66.2



5.6



58.0 Non-tax revenues



2.6



Expenditures 66.2



Public Works, National Defense, Education & Science, etc.



25.1 +30.5



Local allocation Social National debt security tax grants service 11.6 14.3 15.3 （17.5％）



+0.8
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Public Works, National Defense, Education & Science, etc.
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Social security 32.0 （33.1％）
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【FY2016】



28.4 Non-tax revenues



Construction bonds
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Breakdown and Transition of Tax Revenues (trillion yen)
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(Note) FY1990-FY2014: Settlement, FY2015: Supplementary Budget, FY2016: Budget.
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7. Government Revenues and Expenditures in OECD Member Countries From FY1995 to FY2011, government expenditures have increased due to the increase in social security expenditures, whereas the tax revenues have decreased and the fiscal balance has worsened. Expenditures not relating to social security have dropped to the lowest level among the OECD member countries. General Government Total Expenditures (as a percentage of GDP) 1995 2011 0
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(Source) OECD “Revenue Statistics”, “National accounts”, “Economic Outlook 98”, CAO “National Accounts” EU “Government Finance Statistics” etc. (Note1) The data in 2011 is used because no comparable data is available in terms of statistical standards after 2012. (Note2) Figures represent the general government-based data (including the central/local governments and the social security funds) except for fiscal balance. (Note3) The total expenditures of the government include interest payment costs. (Note4) Fiscal balance is on a general government-based data. However, social security funds are excluded for Japan, and the US.
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８．Social Security Area (1) Aging Population Due to low fertility rate and increasing longevity, proportion of population aged 65 and over is expanding. Peak of the population of aged 15 – 64 (1995)
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（Sources） Ministry of Internal Affairs and Communication “National Census” and “Population Projection”, National Institute of Population and Social Security Research, “Japan’s Demographic Composition in the Future (estimation as of January 2012)”, Ministry of Health, Labor and Welfare “Vital Statistics”



In 2025 the first baby boomer generation (born in between 1947 and 1949) will be the late-stage elderly citizens (aged 75 years old and over) and it is estimated that the benefits regarding medical and long-term care are going to increase considerably.
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Second Baby Boomers Aged 20-64 (61-64 years old) 7.4 million 59.1(53%)
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Age 65 and over ・About 50% of national medical care expenditures ・Start to receive Basic Pension benefits ・Category first Insured Persons in Long-Term Care Insurance System
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百 born in 1947-49. The second baby boomers are those who were born in 1971-74. (Note) The first baby boomers are those who were (Source) National Institute of Population and Social Security Research “Japanese Future Demographic Projection (Jan. 2012)”
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(2) Increase in Social Security Benefits With the rapid progress of aging population, social security benefits (basic pension, medical care, long-term care, etc.) have been significantly increasing. On the other hand, the increase of social security contributions is modest. Although Japan’s social security system employs a social insurance system, the gap between the insurance benefits and the contributions which has been expanding year after year is financed by the burden of central and local governments. The burden of the central government has been increasing by ¥1 trillion level every year, which is financed mostly by debts. This has been the biggest factor for the fiscal deficit.



(trillion yen)
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0 99 12 00 13 03 16 08 21 90 02 15 07 20 10 23 12 25 11 24 04 17 01 14 05 18 06 19 09 22 98 11 13 2 91 3 92 4 93 5 94 6 95 7 96 8 97 9 10 (FY) (Source) National Institute of Population and Social Security Research “The cost of Social Security Benefits”, FY2015: Ministry of Health, Labour and Welfare (initial budget)
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Social security benefits are projected to increase rapidly because of the aging population. Especially the benefits of both medical and long-term care are projected to increase in excess of the projected GDP growth toward 2025 when all of the first baby boomer generations will be 75 years old and over. Therefore, the social security system, in which benefits and contributions are balanced, needs to be established by the early 2020’s when part of the first baby boomer generations starts to be 75 years old and over. Estimation of the expense for social security 109.5 trillion yen (22.8%)



Total benefits 1.36 times



148.9 trillion yen (24.4%) Others 9.0 trillion yen (1.5%)



Support for child and childcare 4.8 trillion yen (1.0%) Others 7.4 trillion yen (1.5%)



Long-term care 19.8 trillion yen (3.2%)



Long-term care 2.34 times



Long-term care 8.4 trillion yen (1.8%)



Medical Care 35.1 trillion yen (7.3%)



Medical care 1.54 times



Pension 53.8 trillion yen (11.2%)



Pension 1.12 times



GDP 479.6 trillion yen (FY2012)



Medical Care 54.0 trillion yen (8.9%)



Support for child and childcare 5.6 trillion yen (0.9%)



Pension 60.4 trillion yen (9.9%)



GDP 610.6 trillion yen (FY2025)



GDP 1.27 times



(Source) Ministry of Health, Labour and Welfare (Note) Figures in parentheses are percentages of GDP.



Compared with the other generations, medical care expenditures and long-term care expenditures per capita for aged 75 years old and over are considerably higher. Accordingly, government contribution per capita also increases. We need to take measures to streamline and prioritize the benefits of both medical care and longterm care given the increase in the ratio of population aged 75 years old and over.



Number and ratio to total population



CY2013



CY2025



Medical Care (CY2013)



Long-term Care (CY2013) Long-term care benefits per capita



Medical care benefits per capita



Public aid per capita



(Aged 64 and under :¥178 thousand)



(Aged 64 and under :¥26 thousand)



Figures in parentheses: Ratio of certification of longterm care



¥80 thousand



¥50 thousand (4.5%)



Public aid per capita



- 2 million people
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14.8 Aged 65-74 million people million people ¥553 thousand (12.8%) (12.3%) Aged 75 and over



15.6



＋6 million people



21.8



million people million people



（12.3%）



¥14 thousand



thousand ¥ 903 thousand ¥346 thousand ¥470 ¥134 thousand (32.1%)



(18.1%)



(Source) Population ratio per age group: Ministry of Internal Affairs and Communications “Population Estimates”, Medical care expenditure: Ministry of Health, Labour and Welfare, “Overview of National Medical Care Expenditure (FY2013)”, Long-term care benefits and ratio of certification of long-term care: Ministry of Health, Labour and Welfare “Survey of Long-term Care Benefit Expenditures (2013)”, Statistic Bureau, Ministry of Internal Affairs and Communications “Population Estimates” (Note) National medical care expenditures per capita are calculated just by dividing the national medical care expenditures per age group by the population of each generation. Publicly funded expenditures per capita are calculated just by dividing publicly funded expenditures per age group (5.4 trillion yen for the aged 75 years old and over, 3.8 trillion yen for the aged between 65 and 74 years old) by the population of each generation as of 2013.
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(3) International Comparison of Tax and Social Security Contributions Ratio While Japan’s aging population is progressing so rapidly compared with other countries, tax and social security contributions ratio in Japan is lower than other countries. In order to ensure sustainable public finance and social security system, it is necessary for the whole nation to discuss the relationship between the increase in social security benefits and the contributions of the nation.



(NI：%)



[ Tax and Social Security Contributions Ratio = Total Taxes as a percentage of National Income (NI) + Social Security Contribution as a percentage of NI ] [ Potential Tax and Social Security Contributions Ratio = Tax and Social Security Contributions Ratio + Fiscal Deficit as a percentage of NI]
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(Note) 1. Japan: FY2016 projection, FY2013 actual. Other countries: CY2013 actual. 2. The ratio of fiscal balance to NI for Japan and the U.S. is calculated on a basis where the social security funds are excluded, while the ratio for other countries is based on the general government. (Source) Cabinet Office "National Accounts", OECD "National Accounts", "Revenue Statistics", etc.
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Relationship between Social Security Expenditures and Tax and Social Security Contributions Ratio in Major Advanced Countries (CY2011)



Government Social Security Expenditure (as percentage of GDP)



In comparison with the OECD member countries, Japan provides mid-level social security expenditures while the tax and social security contributions ratio remains low. 40 35 Finland
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(4) Comprehensive Reform of Social Security and Tax In order to address the situation where considerable portion of fiscal burden related to social security will be passed on to future generations, the government is currently implementing “the comprehensive reform of social security and tax”.



Although Japan’s social security system is based on social insurance system, the burden is likely to concentrate on generations still working. From the standpoint that all generations should fairly share the expenses and stable financial resources should be secured, revenue from the consumption tax is used for social security.
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All of the increased revenue by raising consumption tax is used to enhance and maintain social security. Toward securing both stable financial resources for social security and fiscal consolidation, the increased revenues from consumption tax (¥8.2 trillion in FY2016) are allocated to the following items. 1) ¥3.1 trillion is used to achieve 50% government contribution for basic pension benefits. 2) Of the remaining ¥5.1 trillion, about 1/3 is used for enhancing social security system and financing the increase in social security expenditure due to consumption tax increase. About 2/3 is used for reducing the burden passed on to future generations.



〈How to use the revenue by raising consumption tax in FY2016>



《Increased revenue by raising consumption tax(8.2 trillion yen) 》



○For supporting basic pension system



¥3.1 trillion



(50% is funded by the government )



○For enhancing social security system



¥1.35 trillion



○For financing the increase in social security expenditure due to consumption tax increase



¥0.37 trillion



○For ensuring the sustainability of social security system (= reducing public debt)



¥3.4 trillion



(Note) The data: the amount of public fund of central and local governments



（Reference）Calculation method 【image】 For supporting basic pension system



基礎年金国庫負担割合1/2 (50% is funded by the government )



For enhancing social security system 社会保障の充実 For financing the increase in social security expenditures due 消費税率引上げに伴う社会保障4経費の増 to the price increase reflecting consumption tax increase For ensuring the sustainability of social security system 後代への負担のつけ回しの軽減 (= reducing public debt)



《¥14 trillion》



《¥8.2 trillion》 ¥3.4 trillion



②



¥0.37 trillion



：



¥1.35 trillion



¥7.3 trillion



②



¥0.8 trillion



：



¥2.8 trillion



①



¥3.1 trillion



¥3.2 trillion



FY2016



FY2018 21



①



All of the increased revenue by raising consumption tax rate is used to enhance and maintain social security. This will reduce the burden passed on to future generations.



Securing Stable Financial Resources for Social Security Four social security expenses (Central and Local governments) ¥38.9 trillion (Central government: ¥28.2trillion) Enhancing social security（※）



¥1.35 trillion Increasing expenditures accompanied by raising consumption tax rate



¥0.37 trillion



Burdens passed on to future generations



Government contribution for supporting the basic pension system



¥3.08 trillion



Using all additional tax revenues from the consumption tax hike for social security spending



¥34.1 trillion



¥1.35 trillion ¥0.37 trillion ¥3.08 trillion ¥3.4 trillion (For ensuring the sustainability of social security system (= reducing public debt))



Consumption tax revenue 4% (excluding current local consumption tax revenue)



¥10.9 trillion yen



Four social security expenses



Consumption tax revenue



(Note) These data are based on FY2016 initial budget.
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Increased revenue by raising consumption tax rate by 3% (8.2 trillion yen) (Central government: ¥5.7 trillion)



¥19.8 trillion



All of the increased revenue by raising consumption tax rate shall be used to enhance and maintain social security. Along with the permanent raise of national contribution ratio to basic pensions to 50% in order to maintain social security, the following measures are scheduled to enhance social security.



Enhancement of the social security system through Comprehensive Reform of Social Security and Tax Child and childcare



○ (Qualitative and quantitative) enhancement of support for child and childcare (e.g. addressing the problems of waiting-list children） ・ Comprehensive promotion and enhancement of regional support for child and childcare as well as infant education and care through the implementation of new system to support child and childcare ・ Implementation of the “Plan for Accelerating the Elimination of Children Wait-listed for Childcare” ・ Enhancement of social nursing etc.



Medical system and long-term care



○ Reform of the system of provision of medical and long-term care services



○ Reform of the system of medical and long-term care



① Promotion of functional division and collaboration of hospital, home healthcare and inhome care ・ Enable early transition to in-house care and rehabilitation by promoting division of roles and collaboration among hospitals and smoothing the process from onset to hospitalization, rehabilitation and hospital discharge. ・ Promote in-house medical and long-term care and support the continuation of community life. ・ Secure health-care staff such as doctors and nurses. （Considering the establishment of new system of financial support and the appropriate way to deal with the medical service fee, and taking necessary measures accordingly)



① Stabilization of financial basis of medical insurance system ・ Increase of financial support for national health insurance covering many low-income earners (including the increase of financial support assumed prior to the reform of insurers and management of national health insurance) ・ Government subsidy for Japan Health Association



② Establishment of local comprehensive care system The following measures are implemented in order to establish local comprehensive care system which provides long-term and medical care, disease prevention, livelihood support and residence in an integrated manner and allows community life even when in need of longterm car ⅰ） Collaboration between medical and long-term care ⅱ） Developing the system of livelihood support and prevention of long-term care ⅲ） Measures to address dementia ⅳ） Review of support for those who need care according to the situations of each local community ⅴ） securing manpower etc. Etc.



○ Establishment of fair and stable system regarding refractory diseases and specific chronic disease for childhood



② Securing fairness related to people’s contribution on insurance fee ・ Enhancement of measures to reduce insurance fee for national health insurance paid by lowincome earners ・ Introduction of calculation of levy on longterm care in proportion to the total amounts of insured person’s wage ③ Revision on medical care covered by the medical insurance system, etc. ・ Review of expensive medical treatment cost while giving consideration for low-income earners ・ Division of functions among hospitals and review of benefit for clinic and hospitalization from the perspective of ensuring fairness compared with in-home care



About 0.7 trillion yen



About 1.5 trillion yen ※ Enhancement, prioritization and sophistication shall be jointly implemented.



④ Prioritization and rationalization of long-term care benefit ・ Review of the contribution on long-term care insurance fee for people above certain level of income ⑤ Reduction of contribution on long-term care insurance fee for the 1st class insured people with low income Etc.



Pension



○ Improvement of existing system ・ Welfare benefits for the elder and disabled with low income ・ Reduction of benefit entitlement period ・Expansion of survivors’ pension to single-father family.



About 0.6 trillion yen



Total expenses required (public expenses) ＝ About 2.8 trillion yen (Note) The table above summarizes social security as enhanced through the use of the increased consumption tax income that influences public expenses.
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９．Non-Social Security Area (1) Central and Local Governments The proportion of expenditures between central and local governments is approximately 4:6. The proportion of tax revenue resources is approximately 4:6 as well due to the finance transfer of local allocation tax, etc. ○ Distribution of Tax Revenue Resources of the Central and Local Governments, and Expenditure Proportions



(Central government)



(Local governments)



National tax revenues



Local tax revenues



【Revenue】



５８．１％



National ：Regional



４１．９％



５８ ： ４２



５８．５％



４２ ： ５８



(FY2015 Initial Budget) (Note) Local tax revenues include estimated amount of fiscal plan of local governments and excess taxation and non-law tax and local transfer tax of special corporation surtax.



４１．５％



Local allocation tax (corresponding legal ratio) and local transfer tax: 16.6% National annual expenditure (net budget) ４１.７ ％



【Expenditure】 (FY2013 Settlement)



National expenditure



Regional annual expenditure (net budget) ５８.３ ％



：



Regional expenditure



４２ ： ５８



Fiscal transfer: 22.2% (Source) “The situation of public finance of local governments” March, 2015



From the perspectives of both flow and stock, the central government’s fiscal situation is extremely severe when compared to the situation of local governments.



Primary Balance and Fiscal Balance of the Central and Local Governments (FY2015 estimation) Primary balance



Fiscal balance



Central



−１９．５ trillion yen



−２６．８ trillion yen



Local



＋３．１ trillion yen



＋０．８ trillion yen



(Note) Cabinet Office “Economic and Fiscal Projections for Medium to Long Term Analysis” (12th February 2015)



Trends in Long-term Debt Outstanding of Central and Local Governments 30 years ago (As the end of FY1986)



Approx. 1.8 times



Approx. 1.9 times



Central



３１０ trillion yen



１６４ trillion yen



６１ trillion yen



８６６ trillion yen



Remain roughly flat ２００ trillion yen



１３９ trillion yen



Present (Estimate as the end of FY2016)



Increase approx. 300 trillion yen ５６１ trillion yen



Approx. 1.4 times



Approx. 2.3 times



Local



10 years ago (As the end of FY2006)



20 years ago (As the end of FY1996)



１９６ trillion yen



(Note) The borrowings in the Special Account for Local Allocation and Local Transfer Tax are shared by the central and local governments in accordance with their shares of redemption. The amount of the borrowings outstanding incurred by the central government was transferred to the general account at the beginning of FY2007, so that the borrowings outstanding in the Special Account since the end of FY2007 is the debt of the local governments (approx. ¥ 32 trillion).
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(2) Public Works Level of social infrastructure has been improved in Japan. However, as Japan will face with decreasing population in the future, the government needs to selectively allocate budgetary funds to high-priority public works and to further streamline public works.



1) Trends in Public Works-related Expenditures (trillion yen)



Public works-related expenditures in FY2016 initial budget: 5,973.7 billion yen (up 2.6 billion yen or +0.0%)
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2) Breakdown of Public Works-related Budget (by type of project) Others 3%



General subsidy for social infrastructure improvement 33%



Erosion and flood control 14%



FY2016 (Initial Budget) Total ¥ 5973.7 billion



Agricultural, forestry and fishery infrastructure development Parks, Waterworks and 10% Waste control 2%



Roads 22%



Ports, airports



Housing and and train etc. Urban 7% development 9%



3) Trend of General Government Fixed Capital Formation as a percentage of GDP (%)



Japan has been taking a sharp downward trend, but still keeps a higher level than Europe and U.S..
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Part 1



Public Finance in Japan



III. Need for Fiscal Consolidation
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10. Problems of Fiscal Deficit



Increase in fiscal deficit and debt outstanding



Fall in the provision of public services 



If the expenditure of national debt service increases, other expenditure items will be constrained. Therefore, the provision of government services, which is indispensable for people’s living such as social security, education, national defense, and infrastructure development, will decrease.  Moreover, it will become difficult for the government to carry out the fiscal functions in the event of a disaster or an economic crisis.



Inequity among generations 



The debt arising from the social security benefits of current recipients (pensions for elderly people, and medical and long-term care, etc.) will be borne by future recipients (generations). Furthermore, this could result in situation where future generations will have to pay more tax and contributions for receiving less administrative services due to the large amount of public debts.  If the imbalance between benefits and contributions is left unattended at its current level, it will become difficult to maintain Japan’s universal health care and pension coverage, which are among the best in the world, and to pass them on to the next generation.



Loss of economic vitality in the private sector 



If confidence in government finance is lost and government bonds are downgraded, bank and other corporate bonds will also be downgraded, resulting in a rise in the cost of financing through bond issuance.  If the government continues to absorb private funds by issuing deficit-financing bonds, the funding required for growth would not be supplied to the private sector, resulting in a loss of economic vitality in the private sector.



Increase in interest rates due to the deterioration of confidence in public finance 



Interest rates would rise drastically if confidence in public finance is lost due to the increase in government debt outstanding.  In this case, financial institutions, which hold large amount of government bonds, would suffer losses (fall in creditworthiness) causing them not only to be reluctant to provide new loans but also to withdraw existing loans, and financial system would be unstable. As a result, not only financing by companies and households but also the world economy could negatively be affected.  If confidence in public finance is further deteriorated, interest rates would increase and the government would have difficulty in financing.
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11．Environment Surrounding the Government Bonds Although the outstanding of government bonds continues to increase, the level of interest rates remains relatively low. This situation makes it possible to issue a large amount of government bonds at low interest rates. However, financial assets of households, which have been supporting the issuance of the government bonds so far, grow at a sluggish pace because of the decreasing household saving ratio caused by the progressing aging population, etc. On the other hand, the general government gross debt is increasing at a pace exceeding that of increase in the financial assets of households. Under the situation where the outstanding of government bonds continues to increase, smooth issuance of the government bonds in the market might be difficult.



Trends of Interest Payments and Interest Rate (trillion yen)
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Trends of the General Government Debt and Households Financial Assets (trillion yen)
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The surplus of household finances has been lowering in the long term due to the decrease in their saving ratio, etc. On the other hand, in the overseas sector, the balance on goods and services is in the red. If the deficit of balance on goods and services exceeds the surplus of income balance and the balance of current account goes into red, so-called “twin deficits” occur under the situation where the budget deficit continues.



Trend in Current Balance (trillion yen)
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(Source) Ministry of Finance “Balance of Payments”



At present, the Japanese government bonds are mainly financed domestically. However foreign investors have relatively large presence in the secondary market of the JGB because they buy and sell the JGB actively.



Breakdown of National Bond Holders of Each Country



＜Japan＞ (The end of Mar 2015)



(Unit: trillion yen)



Total ¥1,038 trillion (Note) Japan includes Fiscal Investment and Loan Program bonds and Treasury Bills. U.S. excludes Government Account Series. Germany and Italy include local government bonds, etc. France includes local government bonds, corporate bonds, etc. (Source) Japan：Bank of Japan, “The Flow of Funds Accounts”. U.S.：Federal Reserve Board, “Flow of Funds Accounts of the United States”, U.K.： Office for National Statistics, “United Kingdom Economic Accounts”. Germany： Deutsche Bundesbank, “Deutsche Bundesbank Monthly Report”. France： Banque de France, ”Financial Accounts”. Italy： Banca d’Italia, “Supplements to the Statistical Bulletin”. Greece： Bank of Greece, “Financial Accounts”.



29



12. Basic Structure of the European Debt Crisis In the European debt crisis, rising interest rate of government bonds (falling government bond prices) associated with the loss of confidence in public finance caused the public finance crisis, accompanied by the financial crisis, thus the risk, which could not be addressed by one country, became obvious. ■Basic structure of the European debt crisis Fiscal deficit and public debt increased



■ Rising interest rate of government bonds (After the time when Greece requested for the support (2010.4.23))



lost confidence from the market



Greece



Ireland



Italy



Portugal



Spain



8.66%



4.78%



4.01%



4.97%



3.98%



37.10% (2012.3.2)



14.08% (2011.7.18)



7.26% (2011.11.25)



17.39% (2012.1.30)



7.62% (2012.7.24)



Rising interest rate of government bonds / Falling government bond prices triggered by the public finance crisis



Occurrence of the public finance crisis The government Difficulties in financing from the market



Occurrence of the financial crisis Financial institutions Deteriorated financial conditions and management difficulties



In 2011, top four Greek banks (National Bank of Greece, Alpha Bank, Eurobank EFG, and Piraeus Bank) failed due to the loss caused by the falling prices of owned government bonds. In 2012, the Greek government obtained the financial support from the Eurozone, etc. and conducted the capital injection into these four banks which amounted to EUR 27.5 billion in total.



It became difficult to bail out the failing or failed financial institutions by public funds



In October 2011, the Dexia, a large financial institution in Belgium and France, came to have difficulties in financing mainly due to the loss of the falling prices of its owned Greek government bonds. The Belgian, French and Luxembourgish governments therefore guaranteed EUR 90 billion for liquidity support.



support by the cooperation of IMF, EU and ECB



Shutoff of the spillover of the risk In 2011, BNP Paribas in France and Commerzbank in Germany significantly decreased their profits compared with 2010, mainly due to the loss of the falling prices of their owned Greek government bonds. The ratings of these banks were also downgraded partly because of their high exposures to the GIIPS countries.



Prevent the further “loss of confidence in public finance, amplification of financial instability and deterioration in economic situation”



Impact on the Public Since the economic situations worsened and the unemployment rates increased, demonstrations and strikes frequently occurred by those who were frustrated with the tax hike and cut in pensions associated with the implementation of fiscal consolidation measures. The domestic political situations eventually became unstable. Deterioration in economic situations



Greece -7.0%



Italy -2.4%



（Real GDP growth(2012))



Portugal -3.2%



Increase in the unemployment rate



Spain -1.6%



Greece 24.5% (55.3%)



Occurrence of the financial crisis



(Unemployment rate less than 25 years old(2012))



Italy 10.7% (35.3%)



Portugal 15.8% (37.9%)



Spain 24.8% (52.9%)



 In Greece, for example, financial institutions failed one after another because of the increase in nonperforming loans associated with the deterioration in economic situations as well as the loss caused by the falling prices of their owned government bonds with the rise in interest rates.



Implementation of fiscal consolidation measures Countries supported by EU and IMF implemented the painful severe fiscal consolidation measures to the nation.



Greece



Portugal



・Fiscal target: General government fiscal deficit (percent of GDP): 13.6% (CY2009) → 2.6% (CY2014) ・Cut in labor cost for government employees (elimination of bonuses, reduction of 150,000 government employees by CY2015, etc.) ・Cut in pensions (elimination of bonuses, cut of pensions, which exceeds EUR 1,400 per month, by 8% on average, raise of a statutory retirement age to 65 years old, etc.) ・Increase in VAT rate (19% → 21% → 23%)



・Fiscal target: General government fiscal deficit (percent of GDP): 9.1% (CY2010) → 3.0% (CY2013) ・Cut in labor costs for government employees (wage cut by 5% on average, freeze of nominal wages by 2013, etc) ・Cut in pensions (cut of pensions for those who receive above EUR 1,500 per month and freeze of pensions) ・Reduction of expenditures for education and largescale infrastructures, etc. ・Review of VAT exemptions and preferential taxation system, etc.
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Trend in the Rating of GIIPS Countries According to Moody’s Corporation (As of 2015.12.31) If the confidence in the public finance decreases due to the increment of the government debt, the ratings of the government bonds could be downgraded and this situation could be a trigger for the further increase in the interest rates of the government bonds.



(Note) Greece, Italy and Portugal had stable outlooks. Ireland and Spain had positive outlooks. (Reference) Ratings of government bonds assigned by other major rating agencies. According to S&P ratings: Greece: CCC+ (equivalent to Caa1), Ireland: A+ (equivalent to A1), Italy: BBB- (Baa3), Portugal: BB+ (equivalent to Ba1), and Spain: BBB+ (equivalent to Baa1), *Outlook: all countries: Stable. According to Fitch ratings: Greece: CCC (equivalent to Caa2), Ireland: A- (equivalent to A3), Italy: BBB+ (equivalent to Baa1), Portugal: BB+ (equivalent to Ba1), and Spain: BBB+ (equivalent to Baa1). * Outlook: Ireland and Portugal: Positive, and other countries: Stable.



Due to the deceptive statistics of public finance uncovered in Greece, Greece fell into the fiscal and financial crisis and its economic and fiscal situation has been unstable until now. Behind this background, Greek government was boosting its expenditure largely since it joined the Euro and, after it fell into crisis and the economy stagnated, implemented severe expenditure reduction.



■ Economic and Fiscal Situation in Greece 2001



2008



Joined the Euro



2009



2010



Financial impropriety discovered



First support for Greece



(Unit: billion euro, %)



2011



2012



2013



2014



Second support for Greece



2015 Crisis rekindled



Real GDP Growth Rate



3.7%



-0.4%



-4.4%



-5.4%



-8.9%



-6.6%



-3.9%



0.8%



-2.3%



Nominal GDP



152.0



242.1



237.4



226.2



207.8



194.2



182.4



179.1



173.5



Unemployment Rate



10.8%



7.8%



9.6%



12.7%



17.9%



24.4%



27.5%



26.5%



26.8%



1.9%



-5.0%



-10.3%



-5.3%



-3.0%



-1.4%



1.0%



-0.0%



-0.25%



99.9%



108.8%



126.2%



145.7%



171.0%



156.5%



175.0%



177.1%



197.0%



66.5 122.4 ［+3.1%］ ［+12.0%］



128.3 ［+4.8%］



118.0 ［-8.0%］



112.2 99.9 88.8 ［-4.9%］ ［-11.0%］ ［-11.2%］



88.4 ［-0.4%］



86.8 ［-1.8%］



Primary Balance to GDP Ratio Public Debt to GDP Ratio General Government Expenditure [ ]: Rate of change from previous year



(Note) Gray cells indicate interim figures/forecasts from the IMF. Figures for nominal GDP and general government expenditure are actual data (unit: billion euro). (Source) IMF “World Economic Outlook Database, October 2015”. The 2015 primary balance to GDP ratio is the target agreed by the Greek government with its official creditors (August 14, 2015).
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Part 1



Public Finance in Japan



IV. Measures toward Fiscal Consolidation
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13．Projection of Fiscal Situations in Central and Local Governments ＜Primary Balance of the Central and Local Governments (ratio to nominal GDP)＞ Projection



(%)
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Benchmarks : approximately -1%
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-12.4 trillion yen The Target of Halving Primary Deficit: -3.3% ⇒ projected to be achieved



-7 -7.6



●



“Economic Revival Case”



●



“Baseline Case”



-8 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 (FY) (Note) The increase in the consumption tax rate to 10% is projected with the introduction of reduced tax rate which brings the decrease in tax revenue(¥1.0 trillion). Of which, the financial resources (¥0.4trillion) brought by postponing the introduction of measures which sets maximum limit for total individual burdens for healthcare, etc.* is reflected in this projection. The remaining required revenues (¥0.6trillion ) is not yet reflected but is to be ensured as the stable and permanent financial resources by implementing legislative measures regarding revenues and expenditures by the end of FY2016. (*) “a total accumulation system”



＜Fiscal Balance of the Central and Local Governments (ratio to nominal GDP)＞ Projection
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“Economic Revival Case”



●



“Baseline Case”



2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 (FY)



※ Economic Scenarios and Basic Assumptions on Public Finance ○ Economic Scenarios ・ “Economic Revival Case” ： The annual growth rate in the medium- to long-term is more than 3% in nominal and 2% in real terms. ・ “Baseline Case” ：The annual growth rate is based on the current potential growth rate.



○ Basic Assumptions on Public Finance ・ After FY2017: Social-security-related expenditure increases according to demographic factor, etc; the other expenditures increase according to CPI. 33



14．Clear Trajectory to Fiscal Consolidation The Fiscal Consolidation Plan - main points The Abe Cabinet will further strengthen the measures which have been implemented over the past three years, through proceeding with the following three pillars: “overcoming deflation and revitalizing the economy”, “reforming expenditure measures”, and “reforming revenue measures” in an integrated manner.



Fiscal Consolidation Targets  The government will firmly maintain its fiscal consolidation targets. The government aims to achieve a primary surplus of the central and local governments by FY2020, thereafter the government will seek to steadily reduce the public debt to GDP ratio.  In line with overcoming deflation and revitalizing the economy, interest rates and the fiscal balance will be carefully monitored.



Concept and approach for reforming expenditure measures, etc.  The government is making efforts for expenditure reform in line with the past achievements of the Abe Cabinet, without presupposing an increase except in social security expenditure due to population aging, while taking into account a decline in total population and changes in wages and prices.



The benchmarks of reforming expenditure measures  PB deficit: approx. -1% of GDP in FY2018  General expenditures of the central government: continuing the trend of the past three years under the Abe Cabinet, indicating that an essential increase of approx. 1.6 trillion yen, until FY 2018 with consideration of the future economic situation and price movements, etc.  Social security (SS) expenditures Towards FY 2018: continuing the trend of the past three years under the Abe Cabinet, indicating that an essential increase of approx. 1.5 trillion yen attributable to the population aging, until FY 2018 with consideration of the future economic situation and price movements, etc. Towards FY2020: aiming to keep the increase in SS expenditures within the levels equivalent to the sum of the expected increase due to population aging and the planned enhancement of SS based on the hike in consumption tax rate, etc.  Expenditures of the local governments: regarding local government expenditures which will be controlled in line with the efforts of the central government, the total amount of general revenue sources which would be necessary for stable fiscal management of local governments including those receiving local allocation tax grants, shall be maintained substantially at the same level as in the FY2015 Fiscal Plan of Local Governments until FY2018, and not below.



Main points of social security reform 



The government will steadily advance the “Comprehensive Reform of Social Security and Tax.” At the same time, the government will work on reforms aimed at achieving economic revitalization, fiscal consolidation, and sustainability of the social security system. In this way, the government will undertake reforms aimed at maintaining Japan’s universal health care coverage and universal pension coverage, which are among the best in the world, and hand them on to the next generation.  The government will work to achieve efficiency through the behavioral change of various actors under the incentive reform. It will proceed with measures designed to industrialize sectors related to social security.  The government’s efforts will be built on five basic principles: (i) a sustainable universal healthcare system that is a combination of self-help, mutual aid, and public assistance; (ii) a social security system consistent with economic growth; (iii) healthcare service delivery that is fair, efficient, and commensurate with a declining population; (iv) a society in which people can lead healthy and worthwhile lives; (v) a system supported by contributions that are shared fairly among the insured. 34



The Outline of “The Economic and Fiscal Revitalization Action Program”(24th December, 2015) Framework ○ Clarify contents, scales and timings of reforms regarding major 80 reform items. Manage 180 Key Performance Indicators (KPIs). ○“Visualization”: Spread understanding and consent about the reforms among the public. ○“Wise Spending”: Allocate budgets to the areas which are important and have high policy effects. ○“Commitment beyond single-year doctrine”: Make effective PDCA cycles.  Expenditure items



Main contents  Promoting reforms toward optimization of the healthcare delivery system, such as (i) front-loaded formulation of each prefecture’s regional healthcare vision by the end of FY2016 and (ii) early formulation of each prefecture’s medical cost optimization plan including inpatient and outpatient medical cost targets.



Social Security



 Clarifying the policy and timeline of institutional reform items toward achieving fairness in insurance contribution based on ability to pay and achieving appropriate benefits.  Clarifying reform details relating to the FY2016 revision of remuneration for medical treatment, including drug prices, dispensing fees and generic drug utilization.



Local Government Finance



 Introducing “Top Runner program”: the cost reduction attained by advanced local governments will be reflected to other local governments in the calculation of standard financial requirements. From FY2016, the program will be applied to 16 services such as operation of information system.



Public Works



 In order to aggregate city functions and residency, promoting the formulation of “optimal site location plans” by municipalities through financial support.



Education



 Starting empirical educational researches toward proposing medium-term projections of teaching staff quota, based on declining birth rate and scientific evidence.



MEMO
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(Reference)Views of International Organizations to Japan's Fiscal Policy OECD “Economic Outlook 98” (November 9, 2015)  The government’s target of a primary surplus by FY2020 remains a priority to put gross public debt, which has risen to 230% of GDP, on a downward trend. Above all, achieving fiscal sustainability requires faster output growth through bold and wide-ranging structural reforms. To sustain confidence in Japan’s public finances, a detailed and concrete consolidation plan to achieve the FY2020 primary surplus target is essential.  A detailed and concrete fiscal strategy requires measures to boost revenues through further increases in the consumption tax rate, broadening the personal and corporate income tax bases and raising environmental taxes, which would also promote green growth. Fiscal consolidation also requires containing the growth of social spending, in particular by raising the pension eligibility age, shortening hospital stays and increasing the use of generic drugs.  On the domestic side, Japan’s unprecedentedly high level of public debt is a key risk. In the absence of a detailed and concrete strategy to achieve its fiscal targets, Japan could face a loss of confidence in its fiscal sustainability, which in turn could destabilise the financial sector and the real economy with large spillovers to the world economy.



IMF “Staff Report for the 2015 Article IV consultation” (July 23, 2015)  Sound principles need to underpin the fiscal consolidation plan to secure its credibility. A concrete and credible medium-term plan based on the following principles would remove uncertainties about fiscal intentions, which could be hampering domestic demand, and create space to respond to downside risks : i) Use of prudent and realistic economic assumptions; ii) Adoption of a long-term goal of putting debt on a downward path; iii) Specification of adjustment in terms of structural fiscal balance; and iv) Upfront identification of specific structural revenue and expenditure measures.  Stronger fiscal institutions will be necessary to impart credibility to such a plan.  The announced medium-term plan provides a useful anchor to guide fiscal policy. However, the reliance on optimistic growth assumption under a “revitalization” scenario, risks harming confidence in the authorities’ plans as it limits the amount of structural adjustment needed to achieve the FY2020 target.  Further balanced consolidation will be necessary to place the public debt-to-GDP ratio on a downward trajectory. 36



15. International Trends toward Fiscal Consolidation At the G20 Toronto Summit (June, 2010), advanced economies committed the fiscal consolidation target in order to improve the deteriorated fiscal situations due to the Lehman Shock; however, compared with other countries’ targets, Japan’s fiscal consolidation target is less demanding.



Flow target Target year Commitment Advanced economies except Japan



Stock target Target year Commitment



CY2013



To halve the fiscal deficit



CY2016



Slower



Less demanding



Slower



FY2015



To halve the primary deficit



FY2020



Primary surplus



Japan



stabilize or reduce the government debt-to-GDP ratios



steadily reduce the outstanding of the public debt After FY2021 of national and local governments to GDP ratio



【 The G-20 Toronto Summit (June 26-27, 2010) 】 ○ Declaration …, advanced economies have committed to fiscal plans that will at least halve deficits by 2013 and stabilize or reduce government debt-to-GDP ratios by 2016. Recognizing the circumstances of Japan, we welcome the Japanese government’s fiscal consolidation plan announced recently with their growth strategy. Those with serious fiscal challenges need to accelerate the pace of consolidation. 【 The G-20 St. Petersburg Summit (September 5-6, 2013) 】 ○ Declaration Achieving a stronger and sustainable recovery, while ensuring fiscal sustainability in advanced economies remains critical. As agreed, all advanced economies have developed credible, ambitious, and country-specific medium-term fiscal strategies. These strategies will be implemented flexibly to take into account near-term economic conditions, so as to support economic growth and job creation, while putting debt as a share of GDP on a sustainable path. … ○ St. Petersburg Action Plan As agreed, all advanced economies have put forth strategies that are geared toward maintaining or lowering the debt-to-GDP ratio over the medium term. … Japan will seek to steadily reduce the public debt-to-GDP ratio after achieving a primary surplus by fiscal year 2020. … 37



Major advanced countries set fiscal consolidation targets and ensure medium-term fiscal sustainability to improve the deteriorated fiscal situation due to the response to the depression and have been steadily proceeding with the fiscal consolidation since the G20 Toronto Summit.



Fiscal Balance to GDP(General Government) (%)
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(Source) OECD “Economic Outlook 98” (Note) Japan: Projection starts after 2014, other countries: projection starts after 2015
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France



93.2



96.9 100.8 110.5 110.1 119.1 120.1 121.3



U.K.



81.7



93.0 106.9 111.2 106.4 116.8 116.4 115.5



U.S.



93.5 102.7 108.3 111.4 111.4 111.6 110.6 111.4



Germany
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The Principles of Fiscal Management and the Fiscal Consolidation Targets The Principles of Fiscal Management (Law) Japan



U.K.



Germany



France



Italy



Public Finance Law (1947)  The government expenditures are financed by the revenues except for the government bonds and borrowings. Budget Responsibility and National Audit Act 2011 (2011)  The Treasury must prepare a document, to be known as the Charter for Budget Responsibility, relating to the formulation and implementation of fiscal policy and policy for the management of the National Debt.  The Charter (or the modified Charter) does not come into force until it has been approved by a resolution of the House of Commons. Basic Law (2009)  The budgets of the federal and local governments shall in principle be balanced without revenue from credits.  The structural deficit to GDP(Federal government) ⇒ Not exceed 0.35% from 2016 onwards Budgetary Principles Act (2013)  The structural deficit to GDP(General government) ⇒ Within 0.5% of GDP Constitution (2008)  The multiannual guidelines for public finance are defined by the law of the programme, and the guidelines are the part of the objective of balancing the government accounts. Organic Law Relative to the Programme and the Governance of Public Finance (2012)  The law of the programme of public finance fixes the objective in medium term of general government. Law of the Programme of Public Finances from 2014 to 2019 (2014)  Medium term fiscal target (General government) ⇒ To achieve -0.4% in structural terms by 2019  Public debt to GDP(General government) ⇒ To reduce the portion of the debt ratio above 60% at an average rate of 1/20 of the debt over the previous three years from 2020 onwards Constitution (2012)  General government entities, in accordance with European Union law, shall ensure balanced budgets and the sustainability of public debt. Provisions for the Application of the Balanced Budget Principle Pursuant to Article 81.6 of the Constitution (2012)  The value of the structural balance is used as the criteria for the balanced budget and the target is set in the Stability Programme.



The Fiscal Consolidation Targets, etc. (Fiscal Plan, etc.)



Japan



U.S. U.K.



Germany



France Italy



Medium-term Fiscal Plan (2013)  Primary balance (National and local governments) ⇒ ①To halve the primary deficit to GDP ratio by FY2015 from the ratio in FY2010 ②To achieve the primary surplus by FY2020  Public debt to GDP ratio (National and local governments) ⇒ Reducing steadily after FY2021  There is no concrete target in “Budget of the United States Government FY2016”. ※ In “Budget of the United States Government FY2014”, a total of 4 trillion dollars of financial deficit (Federal government) shall be reduced in 10 years. Charter for Budget Responsibility (2014)  Cyclically-adjusted current balance (Public sector) as a percentage of GDP ⇒ To be balanced by the end of the third year of the rolling, 5-year forecast period  Public sector net debt as a percentage of GDP ⇒ To be falling in 2016-17 German Stability Programme (2015)  Debt to GDP ratio (General government) ⇒ To reduce the portion of the debt ratio above 60% at an average rate of 1/20 of the debt over the previous three years  Debt to GDP ratio (Federal government) ⇒ ① less than 70% by the end of 2016, ② less than 60% within ten years Budget Law (2016)  Government deficit to GDP ⇒ Not exceed 3% by 2017 Update of the Italy’s Stability Programme (2015)  To achieve the balanced budget in structural terms by 2018 (General government)  Debt-to-GDP ratio (General government) ⇒ To reduce the portion of the debt ratio above 60% at an average rate of 1/20 of the debt over the previous three years



(Reference) The fiscal rule in EU  The objectives of fiscal consolidation in EU (Maastricht criteria)：①Deficit to GDP ratio (General government): Not exceed 3%、②Debt to GDP ratio (General government): Not exceed 60% (Treaty on the Functioning of the European Union)(1993)  Each participating Member State shall submit to the EU Commission a stability programme which presents the medium-term budgetary objective.(Stability and Growth Pact)(1997)  The budgetary position of the general government of a Contracting Party shall be balanced or in surplus which shall be deemed to be respected if the annual structural balance of the general government is at its country-specific medium-term objective with a lower limit of a structural deficit of 0.5% of GDP. These rules shall take effect in the national law of the Contracting Parties through provisions of binding force and permanent character, preferably constitutional, or otherwise guaranteed to be fully respected and adhered to throughout the national budgetary processes. (Fiscal Compact)(2012)
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(Column)Indicators used to set the Objectives of Fiscal Consolidation



＜Stock Indicators＞ Ratio of debt outstanding to GDP The ratio of debt outstanding to GDP is the indicator used to compare the debts incurred by the central and local governments to gross domestic product (GDP). Importance is attached to this indicator when promoting fiscal consolidation, as it indicates the size of debt piled up by the central and local governments in relation to the scale of the economy.



＜Flow Indicators (1)＞ Primary Balance The Primary Balance (PB) is an indicator that shows to what extent the expenditure required to implement policy measures in a given timeframe is covered by tax revenues in the same timeframe. At present, the primary balance is in the red in Japan with expenditures for policy measures exceeding tax revenues (See Fig. A on the next page). When the primary balance is in equilibrium, the numerator and the denominator in the ratio of debt outstanding to GDP change as below.



Debt Outstanding GDP



When the primary balance is in equilibrium, the debt outstanding is increased by interest payment, which is calculated by multiplying debt outstanding by interest. Therefore, debt outstanding grows in proportion to the level of interest rates as long as the primary balance continues to be in equilibrium.



On the other hand, GDP increases or decreases in proportion to the economic growth rate.



This means that the change in the ratio of debt outstanding to GDP as a whole is affected by interest rates and the economic growth rate. These can be summarized as follows: When the primary balance is in equilibrium, ・ Ratio of debt outstanding to GDP rises if nominal interest rate exceeds nominal GDP growth rate ・ Ratio of debt outstanding to GDP remains constant if nominal interest rate is equal to nominal GDP growth rate ・ Ratio of debt outstanding to GDP decreases if nominal GDP growth rate exceeds nominal interest rate → The primary balance needs to maintain a certain level of surplus in order to lower the ratio of debt outstanding to GDP at a steady pace.
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(Reference)Trends in Primary Balance of Central and Local Governments to GDP (as a percentage of GDP)
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＜Flow Indicators (2)＞ Fiscal Balance Even if primary balance is in equilibrium, the actual amount of debt outstanding will increase by interest payments. In order to stop this, we have to achieve equilibrium in fiscal balance including interest payments. Moreover, when fiscal balance is in equilibrium, the amount of new debts is equal to the amount of repayment of past debts (See Fig. C). For fiscal consolidation objective, primary balance equilibrium is used in Japan, while fiscal balance equilibrium is used in other countries. Figure A: Current Situation (Revenues)



Debt Fiscal Balance (deficit)



Tax revenues, etc.



Figure B: Primary Balance Equilibrium



Figure C: Fiscal Balance Equilibrium
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※ Strictly speaking, we need to subtract interest income from revenues when calculating the primary balance, but this has been omitted to simplify calculation.
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Part 2



FY2016 Budget



Ⅰ. Highlights of the Budget for FY2016
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(1)Highlights of the Budget for FY2016 Realization of both Economic Revitalization and Fiscal Consolidation 







Toward realizing “a society in which all citizens are dynamically engaged”, enhancing childcare support and providing nursing services directly linked to the “Desirable birthrate of 1.8” and “No one forced to leave their jobs for nursing care” and also reducing the burden of education costs. Shifting regional revitalization into high gear. To ensure the sustainable social security system, containing the increase in social security related expenditures in line with the benchmark set in the Fiscal Consolidation Plan (increase by 440 billion yen*). * 500 billion yen, excluding the one-off expenditures in FY2015 budget



   







Social security reform includes measures such as optimization of remuneration for medical treatment and formulation of a roadmap which clarifies details and timeline of reform implementation. Promoting measures for disaster prevention and mitigation as well as for maintenance of aging infrastructure (building national resilience). As the chair of G7 Ise-Shima Summit, increasing foreign affairs budget. Increasing budget for national defense to steadily enhance defense capability. Promoting measures toward improving the quality of education and reinforcing scientific and technological capabilities. Accelerating the reconstruction from the Great East Japan Earthquake through addressing problems in each stage of reconstruction.



Fiscal Consolidation 



Containing the increase in general expenditure in line with the benchmark set in the Fiscal Consolidation Plan (increase by 470 billion yen*). * Increase of 530 billion yen, excluding the one-off expenditures in FY2015 budget.







Reducing the amount of newly issued government bonds by 2.4 trillion yen to 34.4 trillion yen compared with that of FY2015. Restoring 35.6% bond dependency ratio which is the same level before Lehman Shock. * Central government tax revenue will improve up to 57.6 trillion yen (51.3 trillion yen if excluding the revenue increase due to the consumption tax hike from 5% to 8%), which exceeds the FY2007 tax revenue (FY2007 settlement: 51.0 trillion yen). * Reflecting the rebound in local tax revenues (41.8 trillion yen), additional grants to local governments will be abolished in FY2016.



(2)Framework of the Budget for FY2016



(Unit: billion yen)



(Note1) If excluding the one-off expenditures in FY2015 budget, substantial increases for general expenditure and social security expenditure are 531.6 billion yen and 499.7 billion yen, respectively. (Note2) Social security expenditure in FY2015 budget is reclassified for proper comparison with FY2016 budget. Figures may not add up to the totals due to rounding.
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(3)Economic Indicators and Fiscal Situation ＜Economic Indicators＞ - Nominal GDP growth rate will be +3.1 percent in FY2016. Economic recovery is expected, supported by steady private demand. (Unit: trillion yen) FY2014 (Actual)



FY2015 (Estimate)



FY2016 (Projection)



Nominal GDP Growth



1.5%（0.1%）



2.7%



3.1%



Real GDP Growth



-1.0%



1.2%



1.7%



Consumer Price Index



2.9%（0.9%）



0.4%



1.2%



Unemployment Rate



3.5%



3.3%



3.2%



(Note1) FY2015 and FY2016: based on “Fiscal 2016 Economic Outlook and Basic Stance for Economic and Fiscal Management” (Cabinet Decision on January 22, 2016). (Note2) Figures in parentheses in FY2014 excludes the impact of the consumption tax rate hike.



＜Fiscal Indicators (Central Government’s General Account)＞ - Reducing the amount of newly issued government bonds by approx. ¥2.5 trillion from FY2015 - Decreasing the bond dependency ratio to 35.6% (Unit: trillion yen) FY2014 (Initial)



FY2015 (Initial)



FY2016 (Draft)



Primary Expenses



72.6



72.9



73.1



Tax Revenues



50.0



54.5



57.6



Government Bond Issues



41.3



36.9



34.4



Primary Balance



-18.0



-13.4



-10.8



Bond Dependency Ratio



43.0%



38.3%



35.6%



(Note) Primary balance and Bond Dependency Ratio are based on an assumption that the government contributes to 50% of Basic Pensions.



(4)The Transition of the Amount of Government Bond Issues and Bond Dependency Ratio (Initial budget Basis) (trillion yen)



60



60%



The amount of government bond issues (Left scale)



Construction Bond Special Deficit-financing Bond



50 44.6%



44.6% 41.8%



40



36.9%



37.6% 36.4



36.6



6.4



6.5



37.6%



34.4



30



30.0



30.7%



6.2



30.0



5.5



6.8



30.5%



47.9%



47.6%



44.3



44.3



44.2



6.4



30.1



28.2



23.2



24.5



5.9



42.9



43.0% 41.3



5.8



6.0



38.3% 36.9



6.0



25.4



25.3



5.2



5.2 38.2



38.3



37.1



40%



30%



20% 35.2



30.9



25.7 20.2



35.6% 34.4



6.1



7.6



38.0 30.0



6.1



50%



46.3%



33.3



20



10



48.0%



28.4 10%



20.1



0



0% 02



03



04



05



06



07



08



09



10



11



12



(Note 1)Initial budget basis. (Note 2)Bond Dependency Ratio in FY2012 is based on an assumption that the government contributes to 50% of Basic Pensions.
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13



14



15



16



(5)Changes in Major Budget Expenditures (Unit: billion yen)



Major Budget Expenditure



Social Security



FY2015 Budget (Initial)



FY2016 Budget



Change (FY2015 to FY2016)



% Change (FY2015 to FY2016)



31,532.6



31,973.8



441.2



+ 1.4%



5,358.4



5,358.0



− 0.4



− 0.0%



1,285.7



1,292.9



7.2



+ 0.6%



393.2



342.1



− 51.1



− 13.0%



15,535.7



15,281.1



− 254.7



− 1.6%



National Defense



4,980.1



5,054.1



74.0



+ 1.5%



Public Works



5,971.1



5,973.7



2.6



+ 0.0%



Economic Assistance



506.4



516.1



9.7



+ 1.9%



(Reference) ODA



542.2



551.9



9.8



+ 1.8%



Measures for SMEs



185.6



182.5



− 3.1



− 1.7%



Energy



898.5



930.8



32.3



+ 3.6%



Food Supply



1,041.7



1,028.2



− 13.5



− 1.3%



Miscellaneous



6,137.9



6,119.3



− 18.5



− 0.3%



350.0



350.0



−



−



72,891.2



73,109.7



218.5



+ 0.3%



Education and Science Science Former Military Personnel Pensions Local Allocation Tax Grants, etc.



General Contingency Reserve Total



(Note1) FY2015 budget is reclassified for proper comparison with FY2016. (Note2) Figures may not add up to the totals due to rounding.
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(6)Highlights of Individual Policy Areas 〇



Containing the increase in social security related expenditures in line with the benchmark set in the Fiscal Consolidation Plan (increase by 441.2 billion yen*). * Increase of 499.7 billion yen, excluding the one-off expenditures in FY2015 budget



〇



Social Security



The FY2016 revision of remuneration for medical treatment includes (i) remuneration for medical treatment itself ＋0.49％ (＋49.8 billion yen), (ii) drug prices -1.22％ (-124.7 billion yen), and (iii) pharmaceutical material -0.11％ (-11.5 billion yen). In addition, institutional reforms such as optimization of drug prices will be implemented (-60.9 billion yen). 〇 Formulating a roadmap which clarifies the policy and timeline of institutional reforms regarding the items in “Basic Policy on Economic and Fiscal Management and Reform 2015.” Along the roadmap, steadily implementing the reform items. 〇 In order to realize “a society in which all citizens are dynamically engaged”, enhancing policies related to “Desirable birthrate of 1.8” and “No one forced to leave their jobs for nursing care.” 〇



Securing public works related expenditure (5,973.7 billion yen (＋0.0％)) at the same level compared with previous fiscal year, while enhancing measures for disaster prevention and mitigation as well as maintenance of aging infrastructure in a planned manner. In addition, facilitating logistics networks which provoke private investments and activate the economy.



〇



Additional grants to local governments (FY2015: 0.2 trillion yen) will be abolished in FY2016, reflecting the rebound in local tax revenues. While local government tax grants will be reduced from 15.5 to 15.3 trillion yen, substantial level of general fiscal sources for local governments will be properly maintained.



〇 Reconstruction



Accelerating the reconstruction from the Great East Japan Earthquake through addressing problems in each stage of reconstruction. Promoting support for longterm rescues, community formation, decontamination projects and industrial revival.



Education and Science



〇 Education: Increasing the number of teachers necessary to support learning for students in poverty, and conduct special support education. Properly allocating university grants and introducing a redistribution rule in order to strengthen the function of national universities. 〇 Science and technology: Promoting academic-industrial alliance and support for young researchers.



Public Works



Local Government Finance



〇



Agriculture



In addition to measures in FY2015 supplementary budget (312.2 billion yen) based on the TPP-related comprehensive policy framework, enhancing “aggressive agriculture, forestry and fishery industries” through measures such as promotion of exports. 〇 Enhancing land improvement projects. ○



Foreign Diplomacy and National Defense



Contributing to global issues such as refugees as the chair of G7 Summit. Implementing measures to secure the safety for the Japanese against the risks of terrorism. The total ODA budget in the general account has increased for the first time in 17 years since FY 1999 (+1.8%). 〇 Strengthening the defense system along with the “Medium Term Defense Program.” Promoting the projects regarding US military realignment in order to reduce the burden on Okinawa. Defense related expenditures will increase to 5054.1 billion yen (+1.5%). 46



(7)Highlights of Measures Related to “Urgent policies to realize a society in which all citizens are dynamically engaged” ≪ “Desirable birthrate of 1.8” ≫ Main Policies



Outline



Amount



Enhancing the quantity of childcare service under the new childcare support system (+450 thousand people).



＋35.6



Developing new childcare facilities led by private companies (＋50 thousand people).



＋83.5



Securing human resources in childcare area



Supporting fees required to allocate persons supporting childcare and reducing the burdens for nurses.



＋11.8



Improving working conditions for nurses.



Supporting single-parent families and families with lots of children



Enhancing the function of childcare allowance.



＋17.7 ＋2.8



Reducing childcare fees for low income single-parent families and families with lots of children.



＋12.6



Reducing the burdens of educational costs



Enhancing interest-free scholarships for university students.



＋19.7



Expanding the capacity for childcare



≪“No one forced to leave their jobs for nursing care”≫ Main Policies



Outline



Amount



Securing the basis for nursing services



Accelerating the maintenance of nursing facilities and homecare services (more than 500 thousand people until the beginning of 2020s).



＋42.3



Securing human resources in nursing area



Supporting business owners who improve the wage system.



＋1.2



Reducing childcare service fees for people in nursing area who frequently work the night.



＋2.0



Supporting workers caring their family member



Revising the system to make possible partial acquisition of family-care leave and raising the nursing leave pay (40%→67%).



＋2.3



≪Promoting investments and realizing revolution in productivity≫ Main Policies Support for developing technologies and demonstration of “IoT” (Internet of Things), robots and artificial intelligence Support for introducing leading-edge energysaving equipment and energy-saving houses, etc.



Outline



Amount



Newly demonstrating various business models utilizing “IoT.”



＋2.0



Newly demonstrating the introduction of robots by SMEs.etc.



＋2.3



Strengthening support for introducing leading-edge energysaving equipment in industries and workplaces.



＋10.5



Proliferating energy-saving houses and promoting development of energy-saving buildings.



＋10.2



≪ Shifting regional revitalization into high gear, etc. ≫ Main Policies



Outline



Grants to advance regional reinvigoration



Creating a new type of grants to support voluntary and pioneering local projects.



Promotion of “TourismOriented Country”



Doubling the budget for Japan Tourism Agency in order to further increase the number of foreigners visiting Japan through improving the environment for accepting foreigners and encouraging tourists to travel local areas. 47



Amount ＋100.0



＋10.1



(8)The Supplementary Budget for FY2015



(9)Framework of the Supplementary Budget for FY2015



48



MEMO



49



(Reference)



Accounting information PDCA Cycle
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Ⅰ. Balance Sheet of the Central Government (as the end of FY2014) Ministry of Finance publishes balance sheet of the central government annually in order to easily understand the stock situation such as the amount of assets and liabilities for overall central government referring to the method of business accounting (accrual accounting and double accounting). Total assets



¥679.8 trillion



Total liabilities



¥1,171.8 trillion



Financing bills ¥99.2 trillion



Cash and deposits ¥27.8 trillion



Foreign exchange fund financing bills ¥117.9 trillion Other ¥1.4 trillion Internal holdings - ¥20.1 trillion



Securities ¥139.5 trillion Including foreign currency securities ¥128.7 trillion



Loans ¥138.3 trillion Including loans of the Fiscal Loan Fund ¥112.0 trillion



Government bonds ¥884.9 trillion



Money in trust ¥103.7 trillion



Construction bonds ¥262.7 trillion Special deficit-financing bonds ¥478.6 trillion FILP bonds ¥99.0 trillion Other ¥44.8 trillion Internal holdings - ¥0.2 trillion



Tangible fixed assets ¥179.6 trillion Public property ¥146.4 trillion National property ¥29.1 trillion Goods, etc. ¥2.3 trillion



Investments ¥70.0 trillion Other ¥21.1 trillion



Borrowings ¥28.9 trillion



Difference between assets and liabilities - ¥492.0 trillion



Money on deposit ¥6.5 trillion Deposits received for public pensions ¥113.7 trillion Other ¥38.6 trillion



◇ Among the asset and liability account items, a number of operational assets and financial resources are more or less linked. • Foreign currency securities (¥128.7 trillion): Financial resources for purchasing the securities is procured by issuing foreign exchange fund financing bills (¥117.9 trillion). • Loans of the Fiscal Loan Fund (¥112.0 trillion): Financial resources for the loans are comprised of funds procured by issuing FILP bonds (¥99.0 trillion) and money on deposit (¥6.5 trillion). • Money in trust (¥103.7 trillion) manage the deposits received for public pensions (¥113.7 trillion) (reserves of contributions, etc. held to finance pension benefits, etc.)



◇ There are also a considerable number of assets which cannot conceivably be converted into cash by selling them. • Tangible fixed assets (¥179.6 trillion): Roads, embankments and other public property, national government buildings, etc. • Investments(¥70.0 trillion): Investments of incorporated administrative agencies, which the government is obligated to hold as a matter of policy, capital stock of incorporated companies, etc.



(Reference) Difference between assets and liabilities（- ¥492.0 trillion） The difference between assets and liabilities（- ¥492.0 trillion） is almost equal to the accumulation of revenue shortages in the past, so it is conceptually close to the accumulated special deficitfinancing bonds outstanding. 51



Ⅱ. General and Special Accounts Net total for each major expenditures in general and special accounts (14 accounts) The net total for major expenditures represents the net sum (i.e. the sum of the General Account total expenditures (FY2016: ¥ 96.7 trillion) and the Special Account total expenditures (FY2016: 403.9 trillion) excluding transfers in and out among accounts) sorted for each policy field. In other words, it refers to the overall picture of the central government’s expenditures. Fiscal Resources for loans provided by the central government



(Unit: trillion yen)



* Others Public works ¥ 7.1 trillion Education & Science ¥ 5.4 trillion National defense ¥ 5.1 trillion Food supply ¥ 1.7 trillion Energy ¥ 1.3 trillion Economic Assistance ¥ 0.5 trillion Former Military Personnel Pensions ¥ 0.3 trillion Promotion of SMEs ¥ 0.2 trillion Miscellaneous ¥ 7.6 trillion Contingency Reserve for acceleration of reconstruction & revitalization of Fukushima ¥ 0.5 trillion General Contingency Reserve ¥ 1.0 trillion



Others * 30.8



Fiscal Investment Loan Program Bonds 17.1 Local Allocation Tax Grants, etc. 18.3



Social Security 86.4



Total 244.6



National Debt Service 92.0



Fiscal resources to maintain government service for local government that have limited revenue



Pension, Medical Care, Longterm Care, Unemployment Benefits, Public Assistance, etc. Interest payments and repayment of national debt



(Note) FY2016 initial budget basis



Trends in the net expenditure budget of the General Account and the Special Accounts (Unit: trillion yen)



Item



FY2014 Settlement



FY2015 Settlement (estimate)



FY2016 Initial Budget



Total Expenditure of the General Account (A)



98.8



103.0



96.7



Total Expenditure of the Special Accounts (B)



390.2



400.6



403.9



Total (C = A + B)



489.0



503.6



500.6



142.9



145.3



146.9



346.1



358.4



353.7



of which, the amount deducted (F)



119.4



114.4



109.1



Net Total (= E – F)



226.8



244.0



244.6



of which, the amount overlapped (D)



Difference (E = C – D)



(Note) The amount deducted refers to refinance redemption amount in the Special Account for Government Bonds Consolidation Funds.
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Ⅲ. Thorough Improvement of Budget Efficiency The government thoroughly improves budget efficiency through enhancing the PDCA cycle for evaluating how budget funds are spent as well as what kind of results the budget has yielded, and then making use of evaluation results for future budgetary planning process. ◆ Reflecting the resolutions of the Diet, the reports on inspection of the settlement of accounts, etc. ○ With regard to the resolutions concerning the settlement, adopted by the Diet, they are accurately reflected in the budgets based on the deliberations in the Diet.  Low implementation rate of the ‘career formation subsidy’ is appropriately reflected. [Reflected amount: -2.3 billion yen] ○ As pointed out by the Board of Audit, each administrative task and project are rechecked as to their necessity and efficiency.  The amount of subsidies transferred from the Central government to the fund (for managing the medical care system for the elderly) are assessed by properly examining the remaining funds. [Reflected amount: 19.0 billion yen] ○ As for the projects generating a large amount of remaining funds, the details of each budget will be strictly examined according to the settlement results.  The result of operation improvement regarding coordination grants for development of “Comprehensive Special Zone” is appropriately reflected. [Reflected amount: -2.5 billion yen]



◆ Reflecting the results of budget execution survey ○ For FY2015, the budget execution survey was conducted on 56 occasions, while promoting the improvement of survey quality by using knowledge on external experts, etc. Based on the results of this survey, the necessity, effectiveness and efficiency of projects, were reviewed, and the findings are reflected in FY2016 budget properly.  “Project for promoting a virtuous cycle within local sports and top sports will be abolished at the end of FY2015 through the budget execution survey. [Reflected amount: -900 million yen] [Amount reflected in the budget for FY2016: expenditure side: -27.8 billion yen/ revenue side: +83.5 billion yen] * The budget execution survey is conducted by officials of the Budget Bureau of the Ministry of Finance, or those of Local Financial Bureaus, who regularly attend and witness the execution of budgets. They conduct the survey of such activities, point out the matters to be improved, and eventually revise the budgets and rationalize their budget execution.



◆ Utilizing policy evaluation ○The results of policy evaluation are utilized in budget formulation process in accordance with the Government Policy Evaluation Act.  The result of policy evaluation of projects for promoting technology development to utilize observation data by Geostationary Meteorological Satellite (Himawari-8) is utilized. [Reflected amount: -50 million yen] [Amount reflected in the budget for FY2016: -17.0 billion yen]



◆ Administrative Programs Review ○ Findings pointed out through administrative programs review are utilized in budget formulation process.  With regard to the “Projects for demonstrating and testing techniques of reducing CO2”, etc., the government prioritizes experiments for verification. [Reflected amount: -4.6 billion yen]



Check Plan



Do



(Planning the budget)



(Executing the budget)



(Evaluating and verifying the budget) - Budget execution survey - Audit reports - Policy evaluation - Administrative Programs Review and other measures 53



Action (Incorporating the evaluation results)



Plan (Planning the budget)



MEMO
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Trends of the fiscal situation after WWII (trillion yen)



Balanced Finance



120 Issuance of Special-DeficitFinancing Bonds



Non-issuance of Government Bonds



100



Issuance of Construction Bonds



80



60



40



20



0



45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 61 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 Launch of Doko’s research team(Rice, Japan National Railway, Health Insurance) Fiscal Consolidation without tax increase Second Oil Crisis Goal Set to end dependence on bond issues in 1984 Locomotive Theory



Goal Set to end dependence on bond issues in 1980 Supplementary Budget to launch special deficit-financing bonds Financial Crisis Declaration



First Oil Crisis Shift to Floating Exchange Rate System First year of high-level social welfare



Olympic Economy



Smithsonian Treaty Nixon Shock Osaka World Exposition



Establishment of the current sinking system Initial Budget to launch Construction Bonds Supplementary Budget to launch Bounds to cover revenues



Tokyo Olympic



Establishment of “Universal Health Insurance and Universal Pension Coverage”



Income Doubling Plan



Establishment of National Pension Act Establishment of new National Health Insurance Act



Conclusion of San Francisco Peace Treaty Establishment of Social Welfare Service Law Establishment of Fiscal System Council The Korean War



Dodge Line・Shoup’s Recommendations



Establishment of the Public Finance Act



Establishment of the Constitution of Japan The Administrative Order for Financial Crisis （Deposit Blockade・Switch to New Yen） Principles of fiscal reconstruction plan The end of World War II



Jinmu Economy 1955 「It is no longer Iwato Economy a post-war」



Izanagi Economy



40-years Recession



Inventory Recession



1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 Real GDP growth rate(%) Nominal GDP growth rate (%)



8.4 13.0 2.2 11.0 13.0 11.2 7.7 2.8 10.8 6.8 8.1 6.6 11.2 12.0 11.7 7.5 10.4 9.5 6.2 11.0 11.0 12.4 12.0 8.2 5.0 9.1 5.1 -0.5 4.0 3.8 4.5 5.4 5.1 2.6 176. 103. 26.6 16.9 37.9 15.0 12.7 10.9 9.8 12.2 14.7 7.1 17.3 20.0 20.9 10.7 17.5 15.9 11.1 17.6 17.0 18.3 18.4 15.7 10.1 16.4 21.0 18.6 10.0 12.4 11.0 9.7 8.0 10.3 2 7



Growth rate of total population



-1.5 1.6 6.8 2.4 2.2 1.7 1.7 1.5 1.4 1.4 1.1 1.1 0.9 1.0 1.0 0.5 0.9 0.9 1.0 1.1 1.1 0.8 1.2 1.2 1.2 1.0 1.2 2.2 1.3 1.2 1.7 1.0 0.9 0.9 0.8 0.8



Growth rate of labor force population （15- 64years old）



-2.1 5.1 3.3 2.3 1.9 1.8 2.2 2.2 1.9 1.8 1.7 2.3 2.2 2.1 2.1 0.6 1.2 2.5 2.6 2.6 2.1 1.8 1.5 1.3 1.2 0.9 1.1 1.6 0.8 0.9 1.5 0.7 0.7 0.8 0.8 0.9



Average life expectancy (Male)



50.1 55.6 56.2 58.0 60.8 61.9 61.9 63.4 63.6 63.6 63.2 65.0 65.2 65.3 66.0 66.2 67.2 67.7 67.7 68.4 68.9 69.1 69.2 69.3 70.2 70.5 70.7 71.2 71.7 72.2 72.7 73.0 73.5 73.4



Average life expectancy (Female)



54.0 59.4 59.8 61.5 64.9 65.5 65.7 67.7 67.8 67.5 67.6 69.6 69.9 70.2 70.8 71.2 72.3 72.9 72.9 73.6 74.2 74.3 74.7 74.7 75.6 75.9 76.0 76.3 76.9 77.4 78.0 78.3 78.9 78.8



Average age The rate of aging (the ratio of people aged over 65)



26.6



27.6



29.0



30.3



31.5



32.5



33.9



5.1 5.3 4.8 4.8 4.9 4.9 4.9 5.0 5.1 5.2 5.3 5.4 5.4 5.5 5.6 5.7 5.8 5.9 6.1 6.2 6.3 6.5 6.6 6.8 6.9 7.1 7.2 7.3 7.5 7.7 7.9 8.1 8.4 8.6 8.9 9.1 Aging Society



(Note1) Total revenues of general account and total expenditures of general account: Settlement (FY1945- FY2014), Supplementary budget (FY2015), Budget (FY2016). (Note2) Government Bonds Outstanding：Annual report on government bonds statistics (Ministry of Finance). FY2016: the estimated value (Note3) GDP: Nominal GNP (FY1945- FY1954):Japan Statistics Association, Nominal GDP (FY1955- FY2014): Cabinet Office. FY2015 and FY2016: Cabinet Office (Fiscal 2016 Economic Outlook (December 22, 2015). (Note4) Population statistics: Ministry of Internal Affairs and Communications, Ministry of Health, Labor and Welfare (FY1945- FY2014); National Institute of Population and Social Security Research (After FY2015)
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(trillion yen)



Not Balanced Finance



1,191.4 1,200 Issuance of Special-DeficitFinancing Bonds and Construction Bonds



Issuance of Construction Bonds



Issuance of Special-Deficit-Financing Bonds and Construction Bonds



96.7



Total Expenditures of General Account (left scale)



1,000



800 Government bonds outstanding (right scale)



57.6



Tax Revenues of General Account (left scale)



600



34.4 400



Newly issued government bonds (left scale)



200



0 Target year for the primary surplus



Achievement of the interim target for halving the primary deficit



Consumption tax hike from 5% to 8%



Goal set to achieve the primary surplus in FY2020



Issuance of special deficit-financing bond for pension（～FY2013） →Supplementary budget to launch reconstruction bond The Great East Japan Earthquake



Financial Crisis



Privatization of postal service



Introduction of advanced elderly medical service system



Goal set to achieve the primary surplus in FY2011



Transfer of tax sources from income tax to inhabitant tax



FY2002 the aim of government bond issuance (Less than 30 trillion yen)



Introduction of care insurance system



Cessation of Fiscal Structural Reform Law



Reduction of corporate tax（Decrease in tax rate） Reduction of income tax（Decrease in highest tax rate）



Asian Financial Crisis・Domestic Financial System Problem Establishment of Fiscal Structural Reform Law



Increase of consumption tax rate 3%→5%



Reduction of the income tax（Progressive relaxation of tax rate etc.） →Supplementary budget（FY1994） to launch special deficit-financing bonds



The Great Hanashin-Awaji Earthquake



Issuance of special deficit-financing bond for tax reduction （～FY1996）



The collapse of bubble economy



Issuance of special deficit-financing bond under special legislation（for the Gulf War） Special deficit-financing bond issues ended Introduction of consumption tax (3%)



Privatization of Japanese National Railways



Introduction of the basic pension system The Plaza Accord Privatization of NipponTelegraph and Telephone Public Cooperation and Japan Tobacco and Salt Public Cooperation



Minus ceiling Goal set to end dependence on bond issues in 1990 Zero ceiling



82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 (FY) ・・・・・2020



Fifteen years



Fifteen years



Bubble Economy



Izanami Economy



Collapse of Bubble Economy



1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 3.9 3.1 3.5 4.8 6.3 1.9 6.1 6.4 4.6 6.2 2.3 0.7 -0.5 1.5 2.7 2.7 0.1 -1.5 0.5 2.0 -0.4 1.1 2.3 1.5 1.9 1.8 1.8 -3.7 -2.0 3.4 0.4 0.9 2.0 -1.0 1.2 1.7 6.5 4.4 4.6 6.7 7.2 3.6 5.9 7.0 7.3 8.6 4.9 2.0 -0.1 2.7 1.8 2.2 1.0 -2.0 -0.8 0.8 -1.8 -0.7 0.8 0.2 0.5 0.7 0.8 -4.6 -3.2 1.3 -1.3 0.0 1.7 1.5 2.7 3.1 0.7 0.7 0.7 0.6 0.7 0.5 0.5 0.4 0.4 0.3 0.3 0.3 0.3 0.2 0.4 0.2 0.2 0.3 0.2 0.2 0.3 0.1 0.1 0.1 0.1 0.0 0.0 -0.1 -0.1 0.4 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 -0.4 -0.4 0.5 1.0 1.0 1.1 0.9 1.0 1.0 1.0 0.9 0.5 0.5 0.3 0.2 0.0 0.3 -0.1 -0.1 -0.1 -0.2 -0.4 -0.3 -0.5 -0.4 -0.4 -0.8 -0.8 -0.9 -0.9 -1.0 0.3 -0.5 -1.4 -1.5 -1.5 -1.3 -1.1 -1.0 -0.9 73.8 74.2 74.2 74.5 74.8 75.2 75.6 75.5 75.9 75.9 76.1 76.1 76.3 76.6 76.4 77.0 77.2 77.2 77.1 77.7 78.1 78.3 78.4 78.6 78.6 79.0 79.2 79.3 79.6 79.6 79.4 79.9 80.2 80.5 80.3 80.5 80.6 80.7 79.1 79.7 79.8 80.2 80.5 80.9 81.4 81.3 81.8 81.9 82.1 82.2 82.5 83.0 82.9 83.6 83.8 84.0 84.0 84.6 84.9 85.2 85.3 85.6 85.5 85.8 86.0 86.1 86.4 86.3 85.9 86.4 86.6 86.8 87.1 87.2 87.3 87.4 35.7
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