The Asia-Pacific Journal: Japan Focus
In-depth critical analysis of the forces shaping the Asia-Pacific...and the world.

Japan’s Fiscal Health Requires Cuts of 27 T rillion Yen
By the Yo miuri Shinbun

[Amid booming stock markets, record corporate profits, and talk of a Japanese economic recovery, it is easy to forget that the world economy is
delicately poised atop twin peaks of debt. US public sector debt is now approaching the size of its GDP while Japan's is well over one and a half
times and heading towards double its GDP. This means mountains of debt of about equal size on both sides of the Pacific, roughly 7 to 8 trillion
dollars each. Viewed from one angle, the Japanese debt is more chronic not only because of its smaller population and larger share of GDP, but
because population decline carries with it a shrinking labor force and greater welfare costs. From another perspective, however, the American debt
is more serious because it is owed to foreigners, rather than to US individuals and institutions. Paradoxically, a great deal of it is owed to Japan.
Only the most carefully calibrated manipulation of interest rates (for many years, close to zero interest in Japan) makes it possible to keep up the
necessary flow of funds to lubricate this system, while the two virtually bankupt countries nervously prop each other up.
Though reports from Japan tell of recovery after long stagnation, and suggest that the bad times are over, the following Yomiuri report provides a
useful corrective; corporate balance sheets may be healthy, but the bad times, for most Japanese people, are far from over. It was former Prime
Minister Obuchi Keizo who in 1999 said, half jokingly, that he was king of the world's debtors. His successor, Koizumi, has far outdone Obuchi, or
indeed any former Prime Minister in the profligacy with which he has run up debt, adding an estimated 1.5 trillion dollars (180 trillion yen) to the
grand total during his tenure. Despite his talk of slimming and privatising government, the reality has been a privatizing of assets and socializing
of ever larger debts. The conservative Yomiuri reports on how the bill that Koizumi and his predecessors have run up is going to be paid.
Education, welfare, public works, and the military budget—public works and defense spending to less than one third present levels—are all slated
to be slashed, while the consumption tax, the most regressive of taxes, to be hiked. Even then, the government’s own fiscal advisors calculate
that the general budget will have to be slashed by fully one third from present levels by the year 2015. (GMcC)]
The go vernment will have to reduce abo ut 27 trillio n yen in general-acco unt expenditures if it wants to regain fis cal health by 20 15 by
o nly making s pending cuts , acco rding to a warning by the Fis cal Sys tem Co uncil, an advis o ry panel to the finance minis ter, in a co py
o f a repo rt o btained by The Yo miuri Shinbun.
The repo rt o n the lo ng-term es timate o f fis cal co nditio ns predicts that the go vernment will have to cut the s iz e o f the general
acco unt budget in fis cal 20 15 by 32 percent fro m its fis cal 20 0 6 level.
If this happens , it wo uld bro adly impact peo ple's lives , including dis as ter preventio n, welfare and educatio n, the repo rt warns .
The co uncil argues in the repo rt that s pending cuts s ho uld be us ed alo ng with tax increas es to achieve the go al o f reco vering fis cal
health.
Eco no mis ts s ay the repo rt will influence the go vernment's plan to refo rm its revenue s o urces and expenditure to be co mpiled in
June. The co uncil made the lo ng-term es timate at the reques t o f the Co uncil o n Eco no mic and Fis cal Po licy, which is chaired by Prime
Minis ter Ko iz umi Junichiro . The repo rt will be o fficially s ubmitted at a meeting Mo nday o f the Fis cal Sys tem Co uncil.
The repo rt es timates figures fo r lo wering the percentage o f the o uts tanding amo unt o f go vernment bo nds agains t the natio n's
gro s s do mes tic pro duct.

Fo r fis cal 20 0 6 , the o uts tanding amo unt o f go vernment bo nds has been es timated at 542 trillio n yen, which acco unts fo r 10 5
percent o f G D P. The go vernment plans to lo wer the figure s tarting in fis cal 20 15.
To achieve this go al, expenditures under the fis cal 20 15 general acco unt s ho uld be reduced by 27 trillio n yen, co mpared with fis cal
20 0 6 . To cut the amo unt us ing o nly s pending cuts , the go vernment will have to cut to tal s pending by 32 percent while s hifting the
burden o f welfare fro m the s tate to the individual, the repo rt s ays .
With regard to s o cial welfare, a patient's o wn payment fo r medical treatment will beco me 1.6 times the current amo unt, and an
elderly pers o n's o wn payment fo r nurs ing care s ervices will quadruple, the repo rt predicts .
The repo rt als o s ays that if s pending cuts in s o cial welfare, tax revenue allo catio n to lo cal go vernments and pers o nnel co s ts o f
public s ervants are kept s mall, with the go vernment aiming to cut s pending in o ther fields , public wo rks s pending will be o nly 2.2
trillio n yen--abo ut 30 percent o f the current level.
At that amo unt, the repo rt s ays , the go vernment will o nly be able to repair and maintain ro ads , bridges and o ther large-s cale
infras tructure, making any new pro jects impo s s ible.
The repo rt als o s ays the defens e budget will o nly be abo ut 30 percent o f its fis cal 20 0 6 level, and the Self-D efens e Fo rces will be
unable to co nduct dis as ter relief activities .
Tuitio n fees at s tate-run univers ities will be 3.8 times the current level, and the average res po ns e time o f a po lice car to an
emergency call will be abo ut 30 minutes ins tead o f the current wait o f abo ut s even minutes .
This repo rt appeared in the Yo miuri Shinbun o n March 26 , 20 0 6 .
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