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1. Economic situation 

While the Japanese economy had grown more than 2% in 2006-07, it fell into deep 
recession after the economic crisis and GDP dropped by 5.2% in 2009 (Figure 1A). The 
progress Japan had made with fiscal consolidation efforts in 2002-07 was reversed as a 
series of fiscal stimulus packages were implemented in 2008-09 to counter the recession. 
The fiscal deficit deteriorated to 7.1% of GDP in 2009 (Figure 1B). 

The large budget deficit is putting upward pressure on government debt, which is 
already the highest among OECD member countries (Figure 1C). As a result of the 
government introducing two fiscal stimulus packages in late 2010, using revenue 
windfalls and reserves to finance additional spending, rather than reduce government 
borrowing, makes it more challenging to achieve medium-term fiscal sustainability. The 
OECD expects that the economy will grow modestly through 2011-12. 

Figure 1. Key economic indicators 
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Figure 1. Key economic indicators (cont’d) 
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Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal consolidation strategy 

The Japanese government announced a Fiscal Management Strategy (FMS) in 
June 20105 that aimed at stabilising and eventually reducing the debt-to-GDP ratio. The 
FMS was based on conclusions of the Study Commission of Medium-Term Fiscal 
Management and endorsed by the Cabinet. The commission consisted of government 
officials and external experts. 

The FMS sets out its consolidation targets as follows: 

• Flow targets: primary balance deficit of central and local governments shall be 
halved from 6.4% of GDP in FY2010 by FY2015 (Figure 2A) and surplus shall 
be achieved by FY2020. 

• Stock targets: a gradual reduction in the debt-to-GDP shall be achieved from 
FY 2021. 

In particular, the government will publish information on the progress of fiscal 
consolidation targets after the outline of the budget is decided for each fiscal year. When 
it is considered unrealistic to achieve the targets due to a crisis affecting the international 
or domestic economy, appropriate adjustments will be made with a new “roadmap” for 
returning to the fiscal consolidation path. 
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Figure 2. The government’s planned fiscal adjustments 
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Notes: The government defines primary balance as fiscal balance minus net receivalble interest (receiable 
minus payable), where fiscal balance represents “net lending/net borrowing” in the SNA. The government 
defines gross debt as outstanding debt which is the sum of general bonds, local government bonds and 
borrowings in the Special Account for Local Allocation and Local Transfer Tax (SALALTT). 

Source: Cabinet Office (2011), “Economic and Fiscal Projections for Medium to Long-Term Analysis”, Japan. 

3. Major consolidation measures 

The Japanese government will freeze the primary balance expenses6 of the central 
government from FY2011 to FY2013 so as not to exceed the level in the initial budget for 
FY2010 (overall expenditure limit). If permanent revenue increases are secured by further 
tax reform, the amount may be added to the overall expenditure limit. If the revenue 
increase is temporary, the amount should be used for reducing the government debt. In 
addition, the government will make efforts to keep the amount of government bonds 
newly issued in FY2011 at the same level as the FY2010 (about JPY 44 trillion). 

Table 1. Overall expenditure limit 

Trillions JPY 

 FY 2011 FY 2012 FY 2013 

Primary balance expenses (70.9 for FY 2010) 71 71 71 
Of which: contingency reserve  1 1 1 

Source: “OECD Fiscal Consolidation Survey 2010”. 

The budget proposal for FY2011, which was announced in December 2010, has some 
measures including reducing public works, cutting back transfers to local governments 
and one-off revenue measures in order to maintain the spending ceiling. One-off revenue 
measures include transferring the surplus of foreign exchange funds and repayment of 
funds by independent administrative agencies to the state treasury. The government has 
yet to announce any other specific consolidation measures. 
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4. Institutional reforms 

Japan introduced a medium-term fiscal framework as a mechanism for achieving the 
fiscal consolidation targets. It is a rolling framework which will be updated each year. 
The budget for the following fiscal year shall be made based on the framework stipulated 
in each fiscal year. 

Table 2. The government’s fiscal consolidation plan 

% of GDP 

Fiscal consolidation 2010 2011 2012 2013 2014 2015 
Total deficit(-)/ surplus(+)1 -6.5% -5.6% -4.7% -4.0% -3.5% -3.2%  
Total level of debt1 173.8% 177.4% 180.9% 183.4% 185.0% 186.2% 

1. Primary balance and outstanding debt as defined by the government. 

Source: Cabinet Office (2011), “Economic and Fiscal Projections for Medium to Long-Term Analysis”, Japan. 
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