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# Will the Big-Boned Policy point to fiscal reforms? (Toshikazu Kumagai, Manager, Center for Risk
Management Strategy at Deloitte Touche Tohmatsu LLC)
Although America’s budget deficit is drawing attention, we should not forget about Japan’s own fiscal woes. In the
“Mid-to-Long-Term Economic and Fiscal Policy Calculations” released by the Economic and Fiscal Policy Council
of the Japanese Cabinet Office, even the optimistic growth scenario (where sustainable growth is realized) pushed
back primary balance of central and local government debt to 2027 (Figure 1). In the report, the Council explained
that, as compared to July 2017’s calculations, they lowered amount of the increased revenue from the consumption
tax hike allocated for fiscal reforms. Hence, this has pushed back the date of a balanced budget. However, despite
this change in calculations, Japan’s fiscal risk has not necessarily been all that greatly increased.

The fact that most of Japan’s debt is held nationally (the rate of Japanese ownership is very high – Figure 2) is
often given as a reason why the interest rates do not really rise. Most government debt is held by the Bank of
Japan, and when Japanese financial firms purchase national debt they need to hold as collaterals. There is no real
incentive for firms to aggressively sell government bonds as this would only increase the loss valuation on their
assets.

However, it is also often pointed out that in the long-run the ratio of domestically held Japanese government debt
will eventually shrink. Using the same mid-to-long-term calculation method as the report, published figures show
that the private savings surplus is slowly decreasing as we move towards 2027 (Figure 3). Particularly from 2025
onwards, as baby boomers age and retire, their incomes will shrink but their consumption will not - household

savings will most like shrink as a result. As household savings (and therefore bank deposits) shrink, financial
institutions will have less cash to purchase government bonds. All other things remaining equal, the government
may have no choice but to raise funds internationally.

This summer the Japanese government will release their detailed plan for how and when they will achieve primary
balance in the “Basic Policies for Economic and Fiscal Management and Reform” (Big-Boned Policy). There is
some concern over a worsening supply-demand situation for government debt in the mid-to-long-term. And even if
the government can streamline expenditures and increase revenues, whether or not they can create a realistic plan
remains to be seen. The report spark considerable debate, and is worth paying attention to going forward.

*Figure 1: Primary Balance Outlook (Optimistic Scenario)
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Source: “Mid-to-Long-Term Economic and Fiscal Policy Calculations,” the Japanese Cabinet Office / Analysis by
Deloitte Touche Tohmatsu LLC.

*Figure 2: Breakdown of Main Japanese Government Debt Holders Over Time
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Source: Flow of Funds Accounts, Bank of Japan / Analysis by Deloitte Touche Tohmatsu LLC.

*Figure 3: Savings Outlook by Group
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Source: “Mid-to-Long-Term Economic and Fiscal Policy Calculations,” the Japanese Cabinet Office / Analysis by
Deloitte Touche Tohmatsu LLC.
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