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Issues to be Discussed

e Japan’s current fiscal situation

» How is it sustainable? Can it be sustained in the coming years?

» Struggle for fiscal consolidation

e |ssues to be tackled in the future

e Japan’s view of European situation




Japan’s Current
Fiscal Situations




Japan’s Fiscal Situation(D

General Account Tax Revenues and Total Expenditures and Government Bond Issues
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(Note 1) FY1975-2011: Settlement, FY2012: Supplementary budget (preliminary) (FY)

(Note 2) Ad-hoc deficit-financing bonds (approx. 1 trillion yen) were issued in FY1990 as a source of funds to support peace and reconstruction efforts in the Persian Gulf Region.

(Note 3) Reconstruction bonds(approx.11.2 trillion yen) are issued in FY2011, which are used as a temporary means until when the financial resources are secured by the revenues
including the special tax for reconstruction. Measures and projects for reconstruction from the Great East Japan Earthquake, expected to be implemented within the first five
years (FY2011-FY2015), would be financed by the reconstruction bond issuance.

(Note 4) Ad-hoc deficit-financing bonds (2.6 trillion yen) were issued in FY2012 as a source of funds to secure the national subsidy (1/2 of benefit) to the basic pension.

(Source) Ministry of Finance



Japan’s Fiscal Situation®

Primary Balance of General Government (ratio to GDP)
6%

4%

2%

0% -

_2% .

4% -
mm Social Security Funds
—©%
i Local Governments
8% mm CentralGovernment
~10% === Centraland Local Governments
— General Government
-12%

1980 1985 1990 1995 2000 2005 2010

(Note) One-off capital transfers are excluded from expenditures and revenues.

(Source) National Accounts



Japan’s Fiscal Situation(3

Gross Government Debt (ratio to GDP)
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(Note) The figures are based on general governments (central governments, local governments and social security funds).

(Source) OECD “Economic Outlook 92” (December, 2012) 6



Trends Iin Interest Rates

and Payments
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(Note1)Interest Payments for FY1975-2011: Settlemnt; FY2012: Supplementary budget; FY2013: Draft budget ( FY)

(Note2) Government bonds outstanding for FY1975-2011: Actual; FY2012: Estimates; FY201 3: Draft budget

(Note3) Government Bonds Outstanding includes reconstruction bonds issuedin FY2011,FY2012 and FY2013(FY2011:10.7 trillion yen, FY2012: 11.2 trillion yen, FY2013: 12.2 trillion yen). Measures and

projects for reconstructionfrom the Great East Japan Earthquake wouldbe financedby reconstructionbonds, which are usedas a temporary means untilwhen the financial resources are secured by

the revenues including the special tax for reconstruction. 7



What are We Spending In?

(trillion yen)
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(Note) FY1960-2000: Settlement, FY2013: Draft budget




Japan’s Demographic Change

Total Population Number and its Components
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How is it sustainable?
Can it be sustained
in the coming years?
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(Note) 2012, 2013: IMF estimates.
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“2012 ARTICLE IV CONSULTATION”

IMF

Cabinet Office (Nominal GDP),

’

“Balance of Payments

(Source) Ministry of Finance



The Top 10 countries of

Net Assets in 2011
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Note: Among 188 member countries, 110 countries submitted data.
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Breakdown of JGB Holders

" ES More than 90% of JGBs are held by domestic investors and backed by their abundant personal financial assets ||

Others General Government
Households 249 (exclude Public Pensions)
27.0 2.6% 213 )
2.9% 2.3% Fiscal ';;" Fund (The end of June. 2012(QE))
0.2%

Foreigners
81.6
8.7%

Pension Funds
28.9
3.1%

Total 940.4 trillion yen

(Notel) “JGB” includes FILP Bonds and T-Bills.
(Note2) “Banks, etc.” includes Japan Post Bank, “Securities investment trust” and “Securities Companies.”
(Note3) “Life and Nonlife Insurance” includes Japan Post Insurance.
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(Source) Bank of Japan



Amount oufstanding of stockholdings and bondholdings

of Japan’s major banks and regional banks
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(Note)Data are not corrected retroactively although there have been changes in accounting system

such as the implementation of current value accounting. 1
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Struggle for Fiscal
Consolidation




Consumption Tax Rate 3%—5% (1997)

The Fiscal Structure Reform Act (1997)

The act specified fiscal consolidation targets:

- The ratio of fiscal deficits (central and local governments) should be
reduced to less than 3% of GDP by FY2003.

- The issuance of deficit-financing bonds should be reduced every
year and discontinued by FY2003.

- The ratio of the bond issuance to the total budget in FY2003 should
be reduced, as compared with that in FY1997.

17



The Fiscal Structure Reform Act (Continued)

Numerical multi-year expenditure targets were set for major
categories:

- Social security related expenditure, public investment, education,
national defense, ODA, food, science and technology, energy
measures, and small- and medium-sized enterprises.

However, the economic downturn after the Asian currency crises and
the bankruptcies of large financial institutions had changed fiscal
stance toward an expansionary one, and the act was finally suspended

In 1998.

18



Basic Policies 2006 (Cabinet decision)

Stipulates fiscal consolidation targets:
FY2011 primary surplus for central and local governments

Numerical multi-year (5 year) expenditure targets for each spending
category were set (e.g., social security and public investment, etc).

These targets were intended to be valid through FY2011 and
Indeed were valid for FY2007 and FY2008 budgets.

However, the targets were abandoned for FY2009 due to the global
financial crisis and the change of ruling parties.

19



Fiscal Management Strategy (Cabinet decision, 2010)

Flow

7

Consolidated Primary Deficit of National & Local Governments

[ FY 2010 —6.4% ]? <=|I Reduced by half

2015 —3.2%

2020 0% ?

Steady reduction of public debt ratio to GDP from 2021
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Medium-Term Fiscal Framework (Cabinet decision, August 2012)

OPrimary Expenditures from FY 2013 to FY 2015

(Unit: trillion yen)

Overall Expenditure Limit

FY 2013 FY 2014 FY 2015
Primary Expenditures /1 /1 /1
Ofwhich: Contingency Reserve for | | |
EEconomic Crisis Response and Regional 0.9 0.9 0.9

{ Revitalization (0.9 for FY2011)

21



The Comprehensive Reform of Social Security and Tax

Maintain and Enhance
the Social Security System

To maintain the current social security system where spending is rapidly

increasing year after year due to population aging (to secure stable National Council is
financial resources) | hed
" aunche

To address the problems including doctor shortage, shortage of special
nursing home for elderly, and the waiting-list children etc.

Achieving simultaneously

Gradually raising

Achieve the Fiscal Consolidation Targets the consumption tax

To get rid of the worst fiscal condition in the advanced countries rate to 10% in
“Halve primary deficit by FY2015, achieve primary surplus by FY2020”
and to prevent financial crisis triggered by Japan October 2015

22



e Earmarked to the social security expenditures

O The national consumption tax revenue will be legally earmarked to social security expenditures.
For the 4 social security expenditures (pension, medical care, long-term care and childcare).

Not for the enlargement of the bureaucracy, but for the people.

O Local consumption tax revenue is used as financial sources for social security.

e 2-Stage increase of the consumption tax rate
= From 15t April, 2014 8% (national:6.3% local:1.7%)
= From 1%t October, 2015 10% (national:7.8% local:2.2%)

¢ Including local allocation tax, local consumption tax revenue generated from this tax increase is equivalent
to the consumption tax rate of 0.92% from April 1st 2014 and 1.54% from October 1.

23



Issues to be Tackled
in the Future




Long-term Projection under Prudent Assumptions

Clarification of the overall structure of fiscal conditions

and showing medium- to long-term future projection for
fiscal position will help the public people to understand
the necessity of further fiscal consolidation.

Reforming the Social Security System

Redesigning the social security system to redefine the
clear relationship between benefits and burdens to
improve “efficiency”, as well as redesigning the tax
system from the medium-term point of view.

25



Statutory Framework on Fiscal Consolidation

In politics, pressures for “fiscal expansion” overrides
those for “fiscal austerity”.

So, strong political commitment from a long-term point of
view Is necessary for continuing fiscal consolidation.

Setting up a legal framework on fiscal consolidation is a
crucial step to show strong political will.

26



Targets and Measures for Fiscal Consolidation

To set forth a new target for fiscal consolidation, and put
the basic principles of fiscal management into law Is
needed to reinforce the fiscal discipline.

Flexibility is necessary to adapt to economic downturns.

27



Japan’s view of
European situation




General Government Financial Balances

(International Comparison)

(%)
(%) 50
Japan -7.0 -8.2 -8.0 -6.2 -15 -1.8 -6.4 -5.2
us. -0.9 -0.7 -0.1 -2.2 -55 -6.3 -5.8 -4.6
UK. -0.1 0.9 3.1 0.6 -2.0 -3.1 -3.6 -33
CGermany -2.3 -1.6 1.1 -3.1 -3.8 -4.1 -3.8 -3.3
France -2.6 -1.8 -1.5 -1.7 -3.3 -4.1 -3.6 -3.0
Italy -2.9 -2.0 -0.9 -3.2 -3.2 -3.6 -3.6 -4.5 00
Canada 0.1 1.6 2.9 0.6 -0.1 -0.1 0.8 15 Germany
[ ov [e0os [ 2007 2008 [ o009 [ 2010 2011 [ 02 | 2013 |
Japan -3.2 -2.5 -3.0 -8.8 -8.7 -9.1 -9.2 -9.0 Italy
us. -36, -43| -78; -128| -11.9] -110| -93{ -75 Canada
UK. -2.1 -2.8 -5.0 -10.9 -10.1 -8.3 -6.6 -6.9 Frence
CGermany -1.7 0.2 -0.1 -3.1 -4.2 -0.8 -0.2 -0.4
France -2.4 -2.1 -3.3 -16 =71 -5.2 -4.5 -3.4 50
Italy -3.4 -1.6 -2.1 -5.4 -4.3 -3.8 -3.0 -2.9
Canada 1.6 1.4 -0.4 -4.8 -5.4 -4.3 -3.5 -3.0
(Source) OECD "Economic Outlook 92" (December, 2012)
(Note) 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 thesocial security funds are
excluded. ) ) ) (%)
The following figures include social security.
[ ov Tveos [ oso | aooo | a0 | a0z [ 2o | eoos |mos |
Japan =57 =71 -1.4 -6.0 -1.17 -1.8 -1.3 -5.7
us. 0.3 0.7 1.5 -0.6 -4.0 -5.0 -4.4 -3.3
Japan -3.3 -2.8 -3.6 -10.1 -9.5 -10.0 -10.2 -10.2
us. -2.2 -2.9 -6.6 -11.9 -11.4 -10.2 -8.5 -6.8
(Source) OECD "Economic Outlook 92" (December, 2012) T180 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

(Note 1) FY2013 draft budget is not reflected in theabove data.
(Note2) Figures for Japan exclude one-off factors. (cY) 29



General Government Gross Debt

(International Comparison)

(%) (%)
[ o Thises 1999 [ 2000 | 2001 | 2002 | 2003 [ 2004 | 2005 | “
Japan 1149 {129.0 {137.6 {1447 { 1535 {158.3 {166.3 { 169.5 Japan
us. 642 605 545 544 568 602 678 67.4
UK. 5231 474 452 405 411 416 { 439 46.1 210

Germany 623 | 618 608 60.1 | 625 659 693 718
France 704 | 668 657 643 675 71.7} 741 760
Italy 1318 {1257 {120.8 {120.1 {118.8 {1 116.3 {116.8 | 119.4

180
Canada 929 { 896 805 : 80.7; 786 74.7| 70.8 | 69.7
Japan 166.8 {162.4 {171.1 :188.7 {192.7 {205.3 {214.3 | 2243 150
us. 66.1 { 665 754 : 888 978 {1022 {109.8 {113.0
UK. 459 470 571 { 720 856 99.9 {1053 {1104 Italy

Germany 698 656 699 775 863 864 876 86.2
France 7127 730 793 912 955 {100.0 {105.1 {108.2
Italy 117.0 ;1124 {1149 {128.0 | 126.7 {119.8 {127.0 | 129.6
Canada 686 650 692 815 830 834 858 855
(Source) OECD "Economic Outlook 92" (December, 2012)

(Notel) Figures representthe general government-based data (including the central/local
governments and the social security funds).

(Note 2) FY2013 draft budget is not reflected in the above data.
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General Government Net Debt

(%)

[_cv [1998 [ 1999 | 2000 [ 2001 | 2002 ] 2003 [ 2004 | 2005
Japan 454 530 59.7: 655 745 776 824 822
us. 449 402 353 : 346 372 409 486 49.0
UK. 3241 290 268 233 238 240 260 269
Germany 363 345 339 362 404 434 474 | 497
France 406 | 336 | 352 368 419 444 454 434
Italy 106.4 {1005 | 949 958 | 952 923 920 933
Canada 5931 547 453 432 416 377 343 302

(International Comparison)

Japan 810 805 953 106.2 {1128 {1253 {1343 | 1443
us. 484 480 536 659 | 743 816 86.5 | 90.1
UK. 274 283 331 439 538 678 730, 780

Germany 478 425 445 490 498 513 | 503 | 49.7

France 374 357 459 521 573 63.0, 664 6838
Italy 905 87.1{ 9001009 995 94.1 | 98.1 100.6

Canada 257 224 220 276 297 323 349 3638

(Source) OECD "Economic Outlook 92" (December, 2012)
(Notel) Figures representthe general government-based data (including the central/local
governments and the social security funds).

(Note 2) FY2013 draft budget is not reflected in the above data.
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