
A little before US Congre s s
re c e i ved the FY 2004
bu d get request fro m

P resident Bush, Prime Minister
K o i z u m i ’s Council on Economic and
Fiscal Policy announced its policy
priorities for the new year on
January 20. High on the Council’s
priority list is Fiscal Structural
Reform – though bu d get discipline
is important to Wa s h i n g t o n
policymakers, Japan’s situation is far
m o re dire .

N e c e s s a ry Fiscal Structural Reform
Deficit financing by the Japanese

G o vernment has been the wo r s t
among the major industrial
countries for some time. Seemingly
blinded by hopes for a fast bu s i n e s s
re c o ve r y, the go vernment failed to
implement effective measures to
a d d ress the burst of the bu b b l e
economy in the early 1990s, while
conditions eve r- wo r s e n e d .

The go vernment has not been
e n t i rely idle; since August 1992,
l a rge-scale economic measures have
been undertaken, more than 12
supplemental bu d gets adopted,
permanent tax cuts implemented,
and an economic stimulus plan to
boost public investment wa s
enacted. But none produced the
anticipated economic effects.

Faced with this grim re a l i t y, the
Council on Economic and Fi s c a l
Policy this year finally put fiscal
structural reform as the nation’s top
p r i o r i t y.

Achieving systemic reform will
not be easy, howe ver – re s i s t a n c e
f rom politicians and go ve r n m e n t
bu reaucrats is deep-rooted. But as
long as Japan continues
a c c u mulating huge deficits, the
bu d geting system as a whole mu s t
be re c o n s i d e red. 

J a p a n ’s Budget Pro c e s s
J a p a n ’s annual bu d get is adopted

t h rough a parliamentary/cabinet
system. Unlike in the United States,
w h e re the Congress has
Constitutional authority ove r
f o r mulation of the bu d get, in Japan
that authority resides in the Prime
M i n i s t e r ’s cabinet. Thus, when the
bu d get document is submitted to
the Diet during the end of January,
it is not the beginning of bu d ge t

f o r mulation, as in the United States,
but rather the final result of bu d ge t
deliberations following the
completion of negotiations among
the majority political parties and the
m i n i s t r i e s .

Work on the bu d get for the next
fiscal year (which commences on
April 1), begins months in
a d vance. Once the bu d get has
been enforced, the settlement of
accounts takes place during the
following fiscal year. Thus, one
e n t i re bu d getary cycle re q u i re s
a p p roximately three years.

The process of formu l a t i o n
typically begins in June of the
p revious year; and the submissions
of preliminary estimate documents
by the various ministries are made at
the end of August of that year. In
order for the bu d get to be passed by
the Diet during that fiscal year, the
bu d get needs to be appro ved by the
House of Repre s e n t a t i ves at least 30
days prior to the start of the new
fiscal year (i.e., the beginning of
M a rch). To allow for sufficient
deliberation, the cabinet should
submit the bu d get proposal to the
Diet in January.

The Finance Ministry’s Budge t
B u reau has primary authority to
f o r mulate the bu d get, a role ro u g h l y
e q u i valent to that of the US Office
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of Management and Budget (OMB)
and the bu d get committees of the
C o n gress. Its primary re s p o n s i b i l i t y
is to incorporate the bu d ge t
requests of the various ministries
and agencies into a final bu d ge t a r y
f r a m e wo r k .

In carrying out this function, the
Finance Ministry sets forth the basic
principles that are then used by the
various ministries and agencies to
roughly estimate their bu d ge t s .
These estimates are then re v i e we d
to weigh whether their financial
effects will be neutral or stimu l a t i ve
to the business climate and to
calculate income and taxe s .

After adjustments are made
within the scope of anticipated
finances, the Finance Ministry
p resents its unofficial first draft of
the proposed bu d get. In parallel,
anticipated re venues including taxe s
and income from the issuance of
go vernment securities are
calculated. Minor adjustments to
e x p e n d i t u re levels are worked out
t h rough “re v i val negotiations” with
the ministries and agencies, after
which the proposed bu d get is
submitted to the cabinet for
decision. Once the cabinet has
issued its appro val, the pro p o s e d
bu d get is then submitted to the Diet
for consideration.

This bu d getary formation pro c e s s
u n d e r went some changes following

the restructuring of the ministries
and agencies during 2001. One key
c h a n ge was the creation, within the
Cabinet Office, of the Council on
Economic and Fiscal Po l i c y, which
was tasked with taking the lead on
making recommendations on basic
policies, from the time of basic
drafting through final bu d ge t
f o r mulation. Whether or not the
C o u n c i l ’s proposals are adopted as
policies is left to the discretion of
the Prime Minister. This results in
some cases in which there are
competitions with the Fi n a n c e
M i n i s t r y, which formerly held the

main role in bu d get formu l a t i o n ,
and/or with policy drafting councils
within the ruing political parties.

In the United States, the
P resident exe rcises control over the
e xe c u t i ve branch through political
appointments. But in Japan, the
Council on Economic and Fi s c a l
Policy cannot readily bring the
ministries, agencies, and ruling
political parties’ councils into line.

When the bu d get document is
submitted to the House of
R e p re s e n t a t i ves, it is subject to
deliberations in the Budge t
Committee and hearings before
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being voted upon. Upon appro va l ,
it is sent to the House of
Councilors for consideration. But if
the upper house is unable to bu i l d
sufficient consensus for a vo t e
within 30 days, or if the House of
Councilors drafts a differe n t
p roposal that a joint conference is
unable to reconcile, then the
original vote of the lower House of
R e p re s e n t a t i ves is the final wo r d .

In the US, the Senate and House
each present a bu d getary re s o l u t i o n
and this necessitates an effort to
reach consensus through a joint
c o n f e rence committee. But in Japan,
the deliberations in the Diet are not
so substantial. Those of the Budge t
Committee frequently invo l ve
politicking, such as the re velation of
scandals. This may perhaps stem
f rom the fact that prior to the
bu d get document’s having re a c h e d
the Diet, all negotiations betwe e n
the ruling political parties and the
m i n i s t r i e s / a gencies have been
c o m p l e t e d .

In the US, the Congre s s i o n a l
committees are staffed with
technical experts who are enga ge d
in legislative work. But in Japan, it’s
the bu reaucrats themselves draft
legislation. Collaboration and
competition among political parties
within the law-drafting committees,
which characterizes the U.S. system,
hardly exist in Japan. Furthermore ,
J a p a n ’s legislative arm does not have

bu d getary support institutions
dedicated to the Diet comparable to
the U.S.’s Congressional Budge t
Office or the General Accounting
Office. 

At the close of the fiscal year,
following review by the Board of
Audit, the Cabinet submits the
re l e vant accounting documents,
t ogether with its report, to the Diet’s
Committee on Audit. But because
the settlement of accounts does not
re q u i re a vote, even if there is
criticism concerning the exe c u t i o n
of the bu d get, the effect is minimal.
Thus there is no incentive in trying
to reduce expenditure s .

In principle, should a surplus
occur in a certain program as a
result of the settlement of accounts,
it can be carried over as ava i l a b l e
re venue for the following year. But
in re a l i t y, because fiscal law
stipulates that no less than half of
that surplus must be used as
re venue to reduce the public debt, it
is clearly more rational for the
ministries and agencies if the money
is not saved, so it is difficult to make
the claim that this system results in
saving money.

Make-up of the Budget
T h e re are four types of bu d gets in

Japan: the general account bu d ge t ,
special account bu d gets, bu d gets for
go ve r n m e n t - related orga n i z a t i o n s ,
and the Financial Investment and

Loan Plan (FILP). Each is submitted
to the Diet by the Cabinet for
d e l i b e r a t i o n .

B u d gets not subject to
parliamentary consideration are
those for the various types of public
corporations, quasi-go ve r n m e n t
corporations, and go ve r n m e n t -
sanctioned corporations; these are
subject only to monitoring and ove r-
sight by ministries and age n c i e s .
H u ge subsidies (approximately 3
trillion yen for FY2002) have been
injected into these special corpora-
tions; and the go vernment is
recently showing efforts to conduct
reforms, including privatization, to
c o n t rol costs.

The Japanese go vernment has
pooled huge funds since more than
100 years ago as the Meiji and
Taisho era go vernments established
postal savings accounts, postal life
insurance and a postal pension
system. Until FY2000, the Fi n a n c e
Ministry contributed most of the
funding, primarily thro u g h
go ve r n m e n t - related orga n i z a t i o n s .

But subsequently, due to
unnecessary public works and
economic stimulus measure s
i n volving FILP funds, these
p rograms have wasted money. Thus
the operating method for FILP wa s
modified during FY2001 –
henceforth, each components had

Continued on page 4



JAPAN

ECONOMIC

CURRENTS

Japan’s Budget Process

N o. 28   
J a n u a ry 2003 4

to be independently manage d
within the financial markets.

Plenty of Japanese citizens
continue to deposit in these
institutions, howe ver: postal savings
at the end of March 2000 re a c h e d
255 trillion yen and postal life
insurance funds re g i s t e red 112
trillion yen. Although the FY2001
bu d get for FILP declined to
a p p roximately 33 trillion yen (fro m
53 trillion yen in 1999), compared to
about 86 trillion yen for the ge n e r a l
account bu d get, it was still
enormous. Nor have criticisms
about business inefficiencies, lack of
t r a n s p a rency in the way money is
d i s t r i buted, balance sheet liabilities,
and the hemorrhage of go ve r n m e n t
funds resulting from lack of
p rofitability abated. Public intere s t
in impro ved information disclosure
and rationalization remains high.

Another significant issue that
Japan faces is the financial nexus
b e t ween the local and central
go vernments. The national bu d ge t
for FY2002 was approximately 81
trillion yen, of which about 20
p e rcent (17 trillion yen) wa s
re d i s t r i buted to local go ve r n m e n t s .

In the United States, state
go vernments set their own corporate
and consumption taxes. Japan, by
contrast, has a virtually uniform
nationwide local tax system that
c reates significant discrepancies in

the way that localities are able to
obtain re venues, depending upon
the regional economy. So, the
central go vernment distributes funds
collected through national taxation
on a variable basis to local
go vernments in which the financial
base is weak, in order to ensure
certain levels of go ve r n m e n t
services. Recently, howe ve r, some
localities have attempted to manage
m o re independently, partly because
their bu d get deficits are exploding.
Some local go vernments are
beginning to make changes and
e ven present requests to the central
go vernment to reform its
relationship with the localities.

B u d get formulation is the ve r y
foundation for national policy
making. Deficit financing and
c u mu l a t i ve debt, which Japan
continues to expand at an alarming
speed, increasingly restrict the
go ve r n m e n t ’s options in dealing with
the economic situation or the
changing social environment, and
a re becoming a financial burden on
f u t u re ge n e r a t i o n s .

Public financing is not a matter
of simply crunching abstract
numbers. Instead, its function is to
support the kind of country its
citizens want and to sustain it into
the future. For that re a s o n ,
go vernments must listen to how its
people say they want to live .

R e c o m m e n d a t i o n s
Japan would need an institution

somewhat similar to the U.S.
C o n gressional Budget Office if it
wants to have healthier political and
l e g i s l a t i ve debate among the
political parties, including
opposition parties, with bu d ge t a r y
cost estimates. “Sunshine” laws
which open policy-making to public
scrutiny helps citizens make
informed judgments, would pro m o t e
real competition between the
political parties.

Fi n a l l y, although Japan’s bu d get is
based on a single-year and cash
accounting basis, review on a mu l t i -
year basis needs to be considere d
in order to make effective use of
funds. In order to accurately assess
the status of re venues and to
calculate the costs of policies, the
accrual method of accounting
should be helpful. Including more
emphasis on cost performance
e valuation, a cool review of Japan’s
e n t i re bu d get formulation process is
long overdue. 

Mieko Nakabayashi is the
Fellow of Research Institute of
Economy, Trade and Industry
(RIETI). She served as a staff
member of the US Senate Budget
Committee for 10 years.
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Japan has established its
leadership role in the Wo r l d
Trade Organization (WTO) as a

member of the “Quad” group of
leading economies that traditionally
p rompt action in the orga n i z a t i o n .
J a p a n ’s assumption of a leadership
role is critically important because it
will host the “Mini-Ministerial”
meeting of WTO trade ministers in
Tokyo February 15-16. For it is in
Japan that every effort must be made
to break the impending impasse on
a gricultural issues by a March 31,
2002, deadline so that real progre s s
can be made on services – an are a
w h e re Japan and the US have ve r y
important go a l s .

Services, essential inputs into the
p roduction of virtually all pro d u c t s ,
a re of tremendous economic
importance to the world economy.
Services negotiations in the WTO
will focus on the liberalization of
i n t e r a l i a audiovisual, distribu t i o n ,
education, energ y, enviro n m e n t a l ,
e x p ress delive r y, financial,
t e l e c o m munications, travel and
tourism, and professional and
business services.

Total world trade in services in
2000 stood at some $2.3 trillion,
about one- third of total trade in
goods and services. The US curre n t
account that year recorded a surplus
on trade in private services of $78

billion, which offset 17.2 percent of
the $452 billion merchandise trade
deficit. 

US-Japan Services Tr a d e
Bilateral private services trade in

2001 totaled $30,182 million in
exports and $17,162 million in
imports. “Affiliated transactions”
(intra-firm trade within mu l t i n a t i o n a l
companies), amounted to $4,016
million in U.S. exports to Japan.
“Unaffiliated transactions” (those
with foreigners that neither owned,
nor are owned by, the U.S. party to
the transaction) amounted to $4,821
million in U.S. exports to Japan. In
turn, the U.S. imported affiliated
transactions from Japan totaling
$2,656 million and unaffiliated
transactions from Japan totaling
$1,076 million.

The US and Japan are both active
participants in the WTO services
n e gotiations. In the WTO, Japan
has set forth proposals in energ y
services, movement of natural
persons, and education services. It
has also urged WTO negotiations in
business, telecommu n i c a t i o n s ,
audiovisual, distribution, and
financial services.

The Coalition of Service
Industries (CSI) has pre p a red a
Guidebook of services priorities
that address these sectors and
others for WTO nego t i a t i o n s .

Following are highlights of some
top priorities, beginning with the
most important: transparency in
domestic re g u l a t i o n .

Tr a n s p a re n c y
CSI very strongly believes that

W TO services negotiations should
result in cross-cutting disciplines to
p romote greater regulatory trans-
p a rency for services. Regulatory
practice in the services sector has
d e veloped unevenly and often at
odds with the market access and
national treatment commitments of
W TO members. As a re s u l t ,
industries in both emerging and
d e veloped markets have been
frustrated with regulatory barriers,
ill-defined rules, and red tape. A
t r a n s p a rent and fair re g u l a t o r y
system is a precondition for the
liberalization of services. In certain
service areas, sectoral agre e m e n t s
or scheduling can be used to lay out
additional transpare n c y
re q u i re m e n t s .

This across-the-board appro a c h
would allow negotiators to re s p o n d
flexibly to the particular needs of
each sector while building on the
t r a n s p a rency disciplines for all
sectors. General transpare n c y
commitments should be sought in
t h ree areas: (A) Standard-setting;
(B) the Regulatory Application

Continued on page 6
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P rocess; and (C) Judicial, Arbitral,
or Administrative Tr i bu n a l s .

Te m p o r a ry Movement of Key
P e r s o n n e l

All global companies must send
their workers to meet the needs of
customers and clients around the
world on occasion, and often on
quick notice. The growing volume of
international business re q u i res the
deployment of skilled personnel for
short-term assignments. WTO
members should provide for the
multiple entry of key bu s i n e s s
personnel such as managers and
highly skilled technicians with visas
that allow for expeditious pro c e s s i n g
and entry to perform temporary
work assignments.

Te l e c o m m u n i c a t i o n s
Efficient modern commu n i c a t i o n s

systems underlie dynamic service
economies. In the WTO, countries
should make commitments con-
sistent with the GATS Te l e c o m
Annex and Basic Telecom Refere n c e
Paper (i.e. provide full market
access and national treatment for
basic telecom services, va l u e - a d d e d
n e t work services, and computer and
related services.)

Countries with phased-in
commitments should implement
them at the earliest date possible
and ensure pro - c o m p e t i t i ve, cost-
based interconnection and non-
discriminatory access to unbu n d l e d

elements of basic telecommu n i c a-
tions networks and services. They
should also provide non-discrimi-
n a t o r y, cost-based access to all
c o m munications platforms for va l u e
added services, and commit to
ensuring rights of wa y, number
p o r t a b i l i t y, and resale. Countries
should also commit to a fair,
t r a n s p a rent, and pro - c o m p e t i t i ve
regulatory process and to re g u l a t o r y
independence. And finally, they
should allow new entrants and new
t e c h n o l ogies the freedom to
respond innova t i vely without
burdening them with traditional
t e l e c o m munications re g u l a t i o n .

Banking, Securities and Related
Financial Services 

The stability of domestic financial
markets is re i n f o rced by the healthy
participation of local and interna-
tional firms on a non-discriminatory
basis which encourages them to
i n vest capital, talent and technolog y
in markets that demonstrate re g u l a-
tory strength and transpare n c y. In
order to maximize the significant
c o n t r i butions that financial services
bring, negotiators should secure
s u b s t a n t i ve commitments including:

• Removing barriers to the
participation of fore i g n
i n vestors in the financial sector
and allowing competitive
operations through wholly
owned subsidiaries, branches or
other forms of pre s e n c e .

• Removing “economic needs
tests” and other ge ographic or
p roduct-specific re s t r i c t i o n s .

• Committing to “gr a n d f a t h e r i n g ”
(i.e. retaining) existing inve s t-
ment in operations and
a c t i v i t i e s .

• Scheduling commitments to
support financial services
p rovided cro s s - b o r d e r, without
any re s e r va t i o n s .

• Scheduling commitments to
support the provision and
transfer of financial information,
financial data processing and
the provision of advisory and
s o f t wa re related services.

Countries should also implement
“ f o r ward-looking factors” such as:

• Expanding the scheduling of
commitments to impro ve
market access and national
t reatment for asset manage m e n t
and pension fund services
p rovided by the full range of
financial services firms.

• Removing discriminatory
t reatment of capital re q u i re-
ments applied to foreign bank
b r a n c h e s .

• Seeking commerc i a l l y
meaningful access commit-
ments from countries in the
p rocess of WTO accession
n e gotiations consistent with the
1997 Financial Services Agre e-
ment and the above go a l s .

N o. 28   
J a n u a ry 2003 6



JAPAN

ECONOMIC

CURRENTS

I n s u r a n c e
CSI has developed a “Pro p o s e d

Model Schedule for Future
Insurance Commitments by WTO
Members” Schedule that provides a
basis for seeking a structure d
pattern of minimum commitments
on insurance and a template for
assessing whether countries have
o f f e red an acceptable set of
commitments. Aimed at giving
greater specificity and pre d i c t a b i l i t y
to the insurance sector, the CSI
Schedule identifies commitments
re garding market access and
national tre a t m e n t .

The text builds on existing
commitments and incorporates
certain specific obligations to
re m o ve ambiguities and to ensure
those commitments are built into
the more general obligations. And
the Schedule sets forth obliga t i o n s
not addressed clearly in curre n t
schedules, including specified
timeframes and standstill pro v i s i o n s
to protect acquired rights.

The Schedule also addre s s e s
“Best Practices in Insurance” –
additional commitments under
G ATS Article XVIII, including
domestic regulation not addre s s e d
by the market access or national
t reatment provisions (transpare n c y,
s o l vency and prudential issues,
regulation of monopolies, and
independent regulatory authority).

Unlike the first part howe ve r, the
best practices would be uniformly
adopted by a critical mass of
countries in the GATS nego t i a t i o n ,
or by bilateral trading partners in
f ree trade agre e m e n t s .

E n e rgy Services 
A greements on energy services

should ensure the broadest possible
market access commitments. Pro-
viders should have the opportunity
to distribute their services thro u g h
all four modes of supply. Classifica-
tions for energy services should be
flexible and cover the full array of
c o m m e rcial activities to encompass
repair and maintenance, as well as
new energy activities and
t e c h n o l og i e s .

E n e rgy services providers should
also be allowed to import, on a
temporary duty-free basis, tools of
the trade and equipment essential to
the provision of those services. And
f i n a l l y, they should also be able to
s e c u re temporary entry of essential
p e r s o n n e l .

Countries should adopt
regulatory systems that pro v i d e :

• Tr a n s p a rency in the formu l a t i o n ,
p ro mu l gation and implementa-
tion of rules, re g u l a t i o n s ,
licenses, technical standards,
and arbitration and judicial
re v i e w ;

• Non-discriminatory third-party
access to, and interc o n n e c t i o n
with, energy networks and
gr i d s .

• An independent re g u l a t o r y
authority separate from, and
not accountable to, any
supplier of energy services.

• Tr a n s p a rent, objective and
timely pro c e d u res for the
allocation of scarce netwo r k
re s o u rces, such as transmission
capacity and rights of wa y.

C o n c l u s i o n
The United States and Japan have

common areas of interest in the
W TO services negotiations; the
go vernments of both countries
should work together to eliminate
those services barriers that impede
international trade. With the up-
coming mini ministerial of the WTO
in Tokyo, Japan has the opportunity
to clear the way for successful WTO
services negotiations for all the
W TO members.

Linda Schmid is Vice Pre s i d e n t
of CSI, a business advo c a c y
o rganization dedicated to the
reduction of barriers to internation-
al trade in services
( h t t p : / / w w w. u s c s i . o rg ) .
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