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International Comparison of General Government Gross Debt

)
(04 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004
Japan 1005|1132 (1270|1354 | 143.7 |1 152.3 | 158.0 | 165.5
Us. 674 642 | 605 | 545 | 544 | 568 | 60.2 | 61.3 / Japan
UK. 520 | 525 | 474 452 | 404 | 408 | 415 | 438 210
Germany 604 | 623 | 618 | 608 | 60.1| 625| 659 | 69.3
France 689 | 704 | 669 | 657 | 643 | 675 | 71.7| 7441
Italy 129.6 | 131.7 [1255(121.0|120.1 | 118.7 |116.3 | 116.7
Canada 963 | 952 | 914 821 | 827 | 806 | 766 | 726 180
CY 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Japan 1753 1172.1 [167.0 | 174.1 | 194.1 | 200.0 | 211.7 | 219.1
us. 615| 609 | 621 | 71.4| 850 | 942 | 976 [1036 150
UK. 464 | 460 | 472| 574 | 724 822 | 900 | 972
Germany 718 698 | 656 | 69.7| 774 871 | 869 | 873
France | 760 | 712 | 730 79.3| 908 | 952 | 986 |102.4 12 taly
Italy 119411169 (1121 | 114.7 1 127.1 | 126.1 | 127.7 | 128.1
Canada 716 | 703 | 665| 71.1| 834 | 851 | 878 | 928 United States
(Source) OECD "Economic Outlook 90" (December, 2011) [ | ffr?irtlgg Kingdom
(Note 1) Figures represer}t the geperal government-based data (including the central/lwl 822?&1 y
governments and the social security funds).
(Note 2) FY2012 draft budget is not reflected in the above data.
60
30
0

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 3
(cY)
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= International Comparison of General Government Financial Balances

(%)

(%)

CcY 1997 1998 1999 2000 2001 2002 2003 2004
Japan -5.8 -1.2 -85 -8.2 -6.5 -1.9 -8.0 -6.6
us. -1.9 -0.9 -0.7 -0.1 -2.2 -5.5 -6.3 -5.8
UK. -2.2 -0.1 0.9 3.7 0.6 -2.0 =3.7 -3.6
Germany -2.7 -2.3 -1.6 1.1 -3.1 -3.8 -4.1 -3.8
France -3.3 -2.6 -1.8 -1.5 -1.7 -3.3 -4.1 -3.6
Italy -2.7 -2.9 -2.0 -0.9 -3.2 -3.2 -3.6 -3.6
Canada 0.2 0.1 1.6 29 0.7 -0.1 -0.1 0.9

(04 2005 2006 2007 2008 2009 2010 2011 2012
Japan -5.2 -3.5 -2.8 -3.3 -9.3 -8.1 -8.8 -8.4
Us. -4.6 -3.6 -4.3 =18 -125 -11.2 -10.4 -9.9
UK. -3.3 =27 -2.8 -5.0 -11.0 -10.4 -94 -8.7
Germany -3.3 -1.7 0.2 -0.1 -3.2 -4.3 -1.2 -141
France -3.0 -2.4 -2.1 -3.3 -1.6 =741 =57 -4.5
Italy -4.5 -3.4 -1.6 -2.7 -5.4 -4.5 -3.6 -1.6
Canada 1.5 1.6 1.4 -0.4 -4.9 -5.6 -5.0 -4.1

(Source) OECD "Economic Outlook 90" (December, 2011)

(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 the social security funds are excluded.
The following figures include social security.

(%)
CY 1997 1998 1999 2000 2001 2002 2003 2004
Japan -4.0 -5.8 -1.4 -1.6 -6.3 -8.0 -1.9 -6.2
UsS. -0.9 0.3 0.7 1.5 -0.6 -4.0 -5.0 -4.4
CY 2005 2006 2007 2008 2009 2010 2011 2012
Japan -4.8 -3.4 -3.0 -39 -105 -9.0 -9.7 -9.4
uUsS. -3.3 -2.2 -2.9 -66| -11.6 -10.7| -10.0 -9.3

(Source) OECD "Economic Outlook 90" (December, 2011)

(Note 1) FY2012 draft budget is not reflected in the above data.
(Note 2) Figures for Japan are adjusted to exclude special factors.

5.0

0.0

-5.0

-10.0

-15.0

Germany

Italy

Canada

France

Japan
United Kingdom

United States

1997 19938 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 4
(o)
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From International Monetary Fund, World Economic Outlook Database 5
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e General government gross debt (percent of GDP) of G7

250

—e—Canada
—m—France
Germany
Italy
=8—Japan
—¥— United Kingdom
—+—United States
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y_~ — = 7 I I I T— — —
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From International Monetary Fund, World Economic Outlook Database
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% . . —o—Canada
re General government net lending/borrowing (percent of GDP) change of G7 | « fnce
' France
Germany
=8—Japan
—%— United Kingdom
m —+—United States
-89 t
134t
-17.8
year
N x © N ™ © o & x © S
RS MR \03%0 o \033\ P S \09"3 R S S S %@“' %@‘5 S q/@b S %@’\ %@‘b %“QO) RAVAN

From International Monetary Fund, World Economic Outlook Database
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General Account Tax Revenues and Government Bond Issues

(trllll()lnz(})ren) FY2009 FY2010 FY2011 FY2012
Settlement Settlement Revised budget Budget
Tax Revenues \38.7 trillion \41.5 trillion \42.0 trillion \42.3 trillion 107.5
Government Bonds Issues \52.0 trillion \42.3 trillion \55.8 trillion \44.2 trillion 101.0
100 | General Account Primary -\33.5 trillion -\22.8 trillion -\35.6 trillion -\22.3 trillion
Balance
89.089.3 3
84.8 84.985.5
80 84.7
Total Expenditures
60 Reconstruction Bonds Issues
slo 520 55.8
49.149.17 _
5. 11.6
Tax Revenues F|  ott3
40 + Special Deficit-_ %7 45.035.3355 » AT
Financing ~[1]%% = — — 313 : 7.6
10 o 6.7 _ [ ]
: 3 _ 87 275
Construction Bond ~ Bond Issues A B B P s
20.9 : Issues 212217 — [ | P P | b4 [y B
20 — [ p0
1380 6.9 34735938
8.726. 6.]
9.6 72 66 13 6.7 43219200 33211 Lo
72 J
11 |l
6.2 .
z el
O QIV'SJV 11 | 101 1 "'.5"""W|' 101 11 1 1 L L

75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12
(FY)
(Note 1) FY1975-2010: Settlement, FY2011:4th Revised budget, FY2012: Draft budget
(Note 2) Ad-hoc deficit-financing bonds (approx. 1 trillion yen) were issued in FY 1990 as a source of funds to support peace and reconstruction efforts in the Persian Gulf Region.
(Note 3) Reconstruction bonds(approx.11.6 )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 reconstruction bonds issuance8
(Note 4) General Account Primary Balance is calculated based on the easy-to-use method of National Debt Service minus Government Bond Issues, and is different from the Central
Government Primary Balance on an SNA basis.
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Factor Analysis of Increase in Government Bonds Outstanding since the 1990s

The factors of increase in government bond outstanding are summarized as follows:

Expenditure side ... Increase in public works expenditure in the 1990s and growth of social security expenditure of recent
years associated with the progress of population aging

Revenue side ... Tax revenue decline which results from economic downturn and tax cut measures for economic stimulus

|| Increase in Government Bonds Outstanding from FY1990 to FY2011: \ 510 trillion ||

Contribution of Expenditures : \ 228 trillion Effect of receipt decline: \ 176 trillion
(trillion yen) (trillion yen)

350 00

200 | Social Security Expenditure (¥ 169 trillion) 250 |

Tax Revenues (¥ 222 trillion)

I 200
Public Works Expenditure (¥ 63 trillion)

200 +
150 +
150 ¢
100 r
100

50
50 r

0.0 e gemg—

As50 — AS0 |

Non-Tax Revenues

Other Expenditure excluding debt redemption

A100 L L
9 91 92 93 94 95 9 97 98 99 00 01 02 03 04 05 06 O7 08 09 10 11 90 91 92 93 94 95 9 o7 93 99 00 OL 02 03 O4 05 O6 O7 0% 09 10 11

[E¥) (FY)

Impact from balance gap in FY1990: \ 60 trillion
\ 3 trillion (Deficit in FY1990) x 21 fiscal years (FY1990-FY2001) = 60

Other factors (long-term debt transferred from Japan National Railway, etc.): \ 46 trillion

(Note 1) FY1990-FY2010: Settlement, FY2011: 4th Revised Budget.
(Note 2) 11.6 trillion yen of Increase in government bonds outstanding from FY1990 to FY2011 is Reconstruction Bond issuance for financial resources of measures for reconstructionaom the
Great East Japan Earthquake. The resources for redemption of Reconstruction Bonds is secured by the revenues including the special tax for reconstruction.
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| Recent Changes in Social and Economic Circumstances
Since the 1960s, when the basic framework of the current social security

system was formulated, there have been drastic changes in social and economic

circumstances.

A A A .\.\\\
Aging Society with Declining
Birthrate

Arrival of the depopulating society and

he rapidly aging societ

Ratio of the population (65 or older)
7.9% (1970) — 23.0% (2010)
Total fertility rate

2.13 (19700 — 1.39 (2010)

— ——

Fami |y Structure -

Decrease in the number of
multigenerational households and increase in
the number of elderly single—person

.\\‘\\~\“\§_ households _,,,,//’”////

Number of single—person/couple households of which

the head is 65 or older

0.96 million (1970) =
(3% of all households)

10. 81 million (2010)
(20% of all households)

Employment Environment

Increase in the number of irregular
employment

Number of irregular employees

6.04 million (1984) — 17.56 million (2010)
(15% of all employees®) (34% of all employees*)

*excluding executive officers

——

Stagnant Economic Groﬁfﬁ\\\\\\
Structural causes such as aging society
. with declining birthrate
\\\\_

Real economic growth rate
9.1% —

0.9%

(average rate from FY 1991
through FY 2010)

(average rate from FY 1956
through FY 1973)

(HFF) aging population rate and number of single—person and couple households of which the head is 65 years and older: “National Census” (Ministry of
Internal Affairs and Communications), total fertility rate: ”Vital Statistics” (Ministry of Heath, Labour and Welfare), number of irregular employ@iﬁ:
“Labour Force Survey” (Ministry of Internal Affairs and Communications), real economic growth rate: “SNA (National Account of Japan)” (Cabi

Office)
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Maintenance and enhancement of social security

system

Concerns about the sustainability of the current social security system - in
the future, only one young person will have to support one elder.

65 or older

(o1es usuodwod) uolre|ndod

_$

‘Qaﬂhﬂlhﬂhlﬁ’

20-64

613
(6.3%)

<1965>

5,608
(57.1%)

3,602
(36.7%)

<2011>

Ree

I LJ LJ

3,083
(24.2%)

7,415
(58.2%)

2,252
(17.7%)

<2050>

f

1:1.2

L]

3,768

— (38.8%)

4,643
(47.8%)

1,297(13.4%)

Taking

C 1 measures for

the elder %o
1

work |gngek
=1

OX®

need to ingrease the
supporters” by social

65 or older

20-64

19 or younger

1965

2012

2050

security reform

CalD)
Ay

Support of
childcare etc.

(Source) “Population Estimates” and “National Census” (Ministry of Internal Affairs and Communications), ~Population Projection for Japan (middle fertility
and mortality projection)” (National Institute of Population and Security Research)

11
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Ratio of People Older than 65 years to the Total Population Japanese Life Expectancy

(Source) Japan CY1950-2010: “National Census” (Ministry of Internal Affairs and Communications
CY2011-2050: “Japanese Future Demographic Projections”(National Institute of Population and Social Security (Source) “Abridged Life Tables 2010” (Ministry of Health, Labour and Welfare) (oCtJb,Z, 2011)
Research) (January, 2012)

Other Countries: “World Population Prospects: The 2010 Revision” (United Nations)

|
1
:
] 1
o 1 |
) 1970 2000 2030 Kzgooo 2?2030 E :
w [ @l 74 | 174 | 316 | 103 | 142 : 1961 1973 2010
- | ! . Japan |
cermary [ | 137 | 16.3 | 280 | 26 1.7 : | |
! i ! .
I BB 20| 161|231 32 7.0 ; ! ' | Life Expectancy
uk S | 130 | 158 | 211 | 28 | 53 i (male) 66.0 70.7 73.6
us. B 98 | 124 | 199 | 26 | 75 : : !
) — l Germanyi Life Expectancy
i i (female) 70.8 76.0 86.4
1
France:
25 r 1
K
° 1
! .-
o | i Life Expectancy ,’/
: , 1| atage 65 /11.9 13.2 18.9
i E i | (male) : .
] 1 1 I '
N : : . i Life Expectancy l‘. i
1 | atage 65 v14.1 ) 16.1 23.9
| 1 ! 1 \ !
0 | : - ! (female) N .
: ! ! : ! . - /' N
: : ' | Life Expectancy ;
! : : | , | atage 75 6.7 7.4 i 11.6 !
1 ! ! : 1 1 'l
’ ! i i ; 1| (male) ; :
! ! : | ! [ '
| | : i ! | Life Expectancy \ ;
0 | : ! : i | atage 75 7.8 9.1 “15.4'
1950 1970 2600 2030 050 : S
(CY) 1 | (female)
1
:
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80%

0%

60%

International Comparison of National Burden Ratio

National Burden Ratio= (Tax + Social Security Burden) / National Income

‘ National Burden

Ratio

50%

Social Security
Contribution |\,

0% |\
Taxes on
Property, etc. |4
30% |\
Taxes on
Consumption
20% |
Taxes on

Corporate Income

10% |
Taxes on Individual _
Income '

0%

[ Percentage of
elderly populatipon
over 65 ]

Japan
(Fy2008)

[22.1]

7

10.5%

|

EZD

12.3%

24.0%

__

12.2%

Us
(2008)

[12.4]

4.5%

13.5%

UK
(2008)

[16.1]

21.7%

7

12.1%

6.8%

|]30.4%

__

12.6%

Germany

(2008)

[18.9]

4.0%

18.6%

Sweden

(2008)

[17.2]

Main Source: Settlement of FY2008 for Japan; OECD “Revenus Statistics 1965-2009" and “Mational Accounts 1997-2009" for other countries.

7

24.3%

8.2%

3.9%

_

10.2%

France

(2008)

[16.5]

14

36.8%
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30

25

20

Historical Changes of Revenues from Major Taxes

(Trillion Yen)

267

260

237
2

| Individual Income Tax

Corporation
Tax

oSN . o SRR .. "= NP SR A SN DT - S
102 104
40 88 88
i . {
Excise Taxes, eto. PR -4 y Consumption Tax 6.4
e e P
b e DO
b .46
a 6)E1 7 (20 22) &
09) (1112 (12) (130 AUBOETDT T, 33

Y R
B L T
a--

52 53 54 55 56 57 58 84 85 86 87 88 83 00 01 92 03 04 05 08 97 98 09 00 Ol 02 03 04 05 06 07 08 09 10 11 12
Source: Up to FY2010: Settlement; FY2011: Revised draft budget; FY2012: Draft hudget. (fdB year)
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Share of Direct Tax and Indirect Tax (National tax and Local tax)

oL s S g
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Share of Direct Tax and Indirect Tax (National tax and Local tax)
-International Comparison-

100
90
80
10
60

%

90
40
30
20
10

0
Japan UsS UK Germany France

Source; Japan: FY2008 actual amount.
Other countries: 2008 data in OECD "Revenue Statistics 1965-2009"




] IMF-Japan High Level Tax Semi

Changes in individual income tax revenue

(trillion yen)
30 50%
o Ratio of individual tax revenue 1 4%
LN
Bl [N to general account tax revenue|
40.3%  40.4% . .
42.1% T4 (right axis)
38.9% 40%
37.0%
0 -2/ [ HH H T e
Individual tax revenue
. 35%
(left axis)
] 31.8% 31.5%
Bl - 1 F - - 1 - - 1 H | - 1 H | N ;— 2864 - S 30%
_ p6.0| £O7 _  — M
23.7
L. 03.2 [ o5
| | ] B _ _ 1 L 171 ] | _ _po.4 | | ] B _ 1 || _ _ — 1 L _ _ | L _ _ | 1
ool 1174 [0 - 178
’ ' 16.1
154 154 148 a7l [°° 150 | 2
12.8 ’ 12.9| [13.0 - :
H 15%
0 10%

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
18

Source: Up to FY2010: Settlement; FY2011: Revised draft budget; FY2012: Draft budget. (Fiscal Year)
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International comparison of effective individual income tax rates

(employment income earners with a spouse and two children)

(as of January 2011)

T O F T o= 402%

36.1%

31.2%
1303%

25.8%

0 Y Ve o T o ]
26.8‘3‘6‘5(-'
s
./'
1/' '
. 215% 4+~
. -
0 S SR SO SR S T W
i ! .
K AT ST 1
N e L0
" ,// o
;" / -
-~ -
Lnited States
,
10% foomeeeeeeee R S WP . .
! 4
- —
!
f
0% ! - H

1,000 2,000 3,000

Ermployment income (10,000 ven)
Notes: 1. Individual income tax and individual inhabitants tax are taken into account. (regarding France, in addition to income tax, social contributions (currently,
8% of income in total) are included)
2. Inthe case of married couple with two children, regarding Japan, one of children is assumed to be eligible for the deduction for specified dependents and
the other is assumed to be under 16. As for U.S., one of children is assumed to be under 17.
3. Abolishment of the deduction for dependents {up to 15 years old) child for Inhabitants Tax (FY2012-) is taken into account in the calculation for Japan.
4. Exchange rates used for comparisons are USD1.00=JPY82, GBP1.00=JPY131, 1.00EUR=JPY112. {Base exchange rate:Average actual market values in 19
November 2010)
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Changes 1n corporation tax revenue

(trillion yen)
30 40%
36.3%
Ratio of corporate tax revenue
T el e R ks to general account tax revenue [ 35%
33.5% (right axis)

32.5%

L o e S i e R RARORELEEEELE RS 1 30%
29.9%
Corporate tax revenue

(left axis)
LR R N Sy I o I S B e B I e e e T B R EERRE 25%
10 =1 1 1 +H 1 =41 11 1 =1 et 20%

14 |20 21124 14104 [ |, ] N
S (CR e TIPS T T 111 ool les| Baf| ™"
54

a 10%

1982 1983 1984 1985 1986 1987 19583 1989 1990 1991 1992 1933 1994 1995 1996 1997 1998 1999 2000 2001

Source: Up to FY2010: Settlement; FY2011: Revised draft budget; FY2012: Draft budget.

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
(Fiscal Year)
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Changes 1n corporation tax rates in major countries

ir'd

s 35
France 33 1/3

JP 30 (how)
LK 26

P 255
(After the
revision)

Germany 15

Tax (as of July 2011)
(%)
DE 56
UK 52 | — - — - 50 German
FR50— - - —L“I— - -
. I
US 46 45— = - = 45 Japan 45
42 433 .42 |
P 40 40 40 40 Lnited States Eranoe
' i 375
I 39 _— I 345 /
35 3
K B R —"
34 331. _
31 T
26.5 -—_— =
ﬁ 1
25
19580 1952 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2011

Note: Only national taxes on corporate income are shown on the above chart.

(¥ear)
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International Comparison of Effective Corporate Income Tax Rates

(%)
45  Present After the
A0E9% revision A075% (&= of January 2011)
40 If 35 64%
5.84
35 {1250, 33.33%
| Local tax
30 2038%
1193 2800%
25.00%
25 ’ 2420%
13.55 | 220
20 ‘ National tax 1700%
1 3197 3333
S 27.89 28.00 .
10 23.71 - 50 00
1583 17.00
9]
Japan(Tokyo) s France Germary LK. China Korea Singarore
o~ ~N /" -~ {(Califormnia) (Seoul)

Corporation tax rate:
30%
Corporation Erterprise
Tax rate :13.26%
Local Special
Corporate Tax :
Corporation Ererprise
Tax panyment < 148%
Corporation Inhabitant
Tax :Corporation Tax
payrent X 20.7%

Corporation tax rate:
25 5%
Caorporation Erterprise
Tax rate :1326%
Local Special
Corporate Tax :
Corporation Ererprise
Tax payment > 143%
Corporation Inhahitant
Tax (Comporation Tax
payment > 207 %

Corporate tax
rate:35%

State tax rate:
2.84%

-

rate

33 1/3%

Comporate tax |

/
Corporate tax
Corporate tax

rate: 19%

Solidarity rate
surcharze

ICorporats tax 28%
payment X 55% M A

Trade tax rate:
13.55%

— .

Motes 1. Deduction of the amount of local taxes is taken into account for caloulating rational taxes.
2. Japan's Corporation Enterprise Tax and Local Special Corporate Tax above are calculated under the assumption that the corporation has capital over 10@2i|lion
yen, which is the lower limit subject 1o pro forma standard taxation. Per—income levy and per-capita levy are excluded from the calculation.

3. In the LK., corporation tax rate was reduced to 26% from Apnl 2011 and will be reduced to 25% from Lpnl 2012,

Corporate tax
rate

20%

Corporate tax Cormorate tax

ratel 2% rate
Inhabitant tas
Corporats tax 17%

payment > 10%
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International comparison of VAT rates

(as of January 2011)

(standard rates and rates applied to foods) "
%

m 25 5 oF 25.5

g \ _ @@ 24 1 25
— D -
%} i / @ 93 ] e 21
3 19.6 Df@ 20720 201 .
2 Tl = R = s e n 28 e il
o Y 18] | ~ ~
— @ T e

g 6 =

%- a4 ] Tttty died (Y la | _715

13 13

(8184 peonpay)
aAl1oad(] |lounon ueadoing

1.2 3 456 7 8 9 1011121314 1516 17 18 19 20 21 22 23 24 25 26 27 28 29 30 31 32\3py34 35 36 37 38 39 40 41 42 43

eon Japan

1Finland 2 Denmark 3France 4Germany 5Netherlands 6 3weden 7 Luxembourz SBelgium 9 Ireland 10fustria 11Italy 12United Kinzdom 13Fortugal
145pain 1bGreece 1BHungary 17Czech Eepublic 18FPoland 195lovakia 20Estonia 21Cyprus Z22Komania  23Bulgzaria Z4Lithuania 2blatvia 26Malta 27S5lovenia
$8Normay 29%orea 30Mexico 31Turkey 32New Zealand 33Japan 34Ilceland 35Canada 365witzerland 37hustralia 38Indonesia 39Taiwan 40Philippines

41Thailand 42China 433ingapore

Motes: 1. 0Of the B% of Japan's consumption tax, one—fifth (1%) is local consumption tax (local tax).
2 In Canada, almost all provinces impose taxes such as retail sales tax in addition to goods and service tax (value—added tax) (e.g, 8% in Ontario).

2 In the United States, many of states, counties and cities impose sales taxes (e.g., New York City: 3875%).
4. Of the fizures akove, f indicates the tax rate on food. The range of food to which the reduced tax rate applies varies by country, and therefore the standard rate may be

applied to some foods. Different rates may apply 1o unprocessed farm products and certain other kinds of food.
5. Under the European Councll Directive, the zero tax rate or reduced rates with less than 5% are prohibited in prnciple. 23

Source: IBFD"Eurcpean Taxation Database, ” interview survey from the embassies of each coutry, the weksites of the EU and governments
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Changes 1n value added tax rates (standard rates)

as of January 2011

1968 1970 1972 1874 1976 1978 1980 1982 1984 19856 1988 1990 1992 1994 1995 1898 2000 2002 2004 2006 2008 2010

Mote: The standard rate in EUJ countres shall be 15% or more since 1993 under the European Council Directive,.

| 25 Sweden 25
23.46 2346 2346 Denmark 25
23 90
2083 206 LIk 20
20 21.91 ' 20| ltaly 20
‘20.25 19 2 L | France 195
. 186 —— 1986 19 Germany 19
17.65 | 175
176 18 170 i | Chira 17
Itroduced in 16 J
1994 (17%
19 15_19 15 i | ____________ 1 E_) 4 o ] minimum standard
[taly 14 | |_| 14 14 | 15 rate under the EC
directi
125 | | 11678 (10 SENE 125 rective
12 MNew Zealand MNew Zealand 15
1111 | Introduced in
'J K Intrgc?ﬁzd Tal 1988 (10%) yoy=T= Australia 10
Introduced in ustralia K 10
1973 (10%) ’ 1977 (10%) Introducad in orea
Carada 2000 (10%)
8 Irtroduced in
1991 (7%) B
5 Canada 5
(Reference) Japan 5
Japan
Introduced in
1989 (3%)
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As a first step for stable funding of social security system and fiscal

consol idation, the government will implement the reform throughout the tax

system, focusing on an increase of the consumption tax rate by 5 percent.

% S

aleJ xe) uoidwnsuod Jo asealoul

wa)sAs AlINOSS |BI00S 10} S82IN0Ssal
|eloueul) se pasn

Enhancement of the social security system

(issues regarding childcare, medical and long-term care services, and low-
income earners etc.)

JPY 2.7 trillion

(equivalent to consumption tax rate of 1%)

Maintaining of the social security system
JPY 10.8 trillion

(equivalent to consumption tax rate of 4 %)

-

O Increasing the national government’s contribution
ratio regarding the basic pension to 50% from 36.5%
(JPY 2.9 trillion)

O Reducing the burdens shifted to the future generation
(JPY 7.0 trillion)

O Covering the social security expenditure due to the
increase of consumption tax rate
(JPY 0.8 trillion)

26
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Additional national consumption tax revenue will be used for social
secur ity expenditures, namely pension, medical care, long—term care and
chi ldcare.
Consumption Tax Revenue/l 4 social security
0 !
(10%) ; expenditures
z (national government)
.
o
J = <{Earmarked to social security
/ . o expenditures>
/ 3 expenditures for ! g) National government °
K the elderly 8 @ 6.28% (+3.46Y% i :
Consumption Tax Revenue,  (national government) = § 346% Pension
/ 3 = Medical care
(5%) ! =1
g o * Long—term care
< <Earmarked to welfare 3 5 :
o+ : - = Childcare
5 expenditures> 8 S
; s?_: National government = Basic pension = 3
e 2.82% » Medical care [ =y N |
2 S - For the elderl 5 Local allocation tax
3 B ) Y ®  1.52% (+0.34%)
= 5 RN e Long—term care
-g". Local aIIocaotlon tax _ _ . . Local consumption tax revenue <Financial resources for
S 49 1.18% Local financial Local ﬂnanc|a|— 2.2% (+1.2%) social security>
: resources FESOUICeS | oo
Local consumption tax 2 18% 3799

1%

Current system

Increase of consumption tax rate to 10%
27



] IMF-Japan High Level Tax Se

system

Maintenance and enhancement of social security

Solution for people who are not covered by the current social security
lack of day nurseries in urban area, medical services in
rural area and intensive care home for the elderly)
We will secure financial resources equivalent to the revenue raised by 1%

system. (e.g.

out of 5% (JPY 2.7 trillion in FY2015) to deal with these problems.

Childcare

Medical
and long-
term care
services

Pension

services

(national and local governments)

O Increase of the quantity of childcare

JPY 0.7 trillion
O Integration of kindergarten and day .
nursery
O High-level hospital care, in-home medical
and long-term care services wherever JPY 0.6 trillion
people live
O Reduction of the premium of national JPY 1 trillion
health insurance etc. or less
OAddition of the amount of pension benefit JPY 0.6 trillion

for the low-income and low-pension elderly.

JPY 2.7
trillion

Enhancement:

JPY 3.8 trillion
Rationalization:

JPY —1.2 trillion

28
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system

The national government’ s contribution ratio regarding the basic pension
will be increased to 50% in order to secure the provision of pension
benefit in the future.

Payment of

insurance premiums
Disbursement of

basic pension

Increase to 50% benefit in the

- ' (equivalent to

1
| Without the reform, consumption tax rate future
I more insurance TN of 1%)
1 . 1
i?rem'3m§ onIdfbe i National
i fevied in the tuture. | government’ s

burden

(currently 36.5%)
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Why Consumption Tax?

<Characteristics of consumption tax>
- Stable revenue source - not easily affected by changes in economic environment or

Fundamental tax reform

population structure.

- Less distortive for economic activities - the burden not concentrated on particular groups (ex. working

generation)
- Large amount of revenue.
et Changes in Tax Revenue
Recession Recession Recession Recession
== Incormne Tax
25 1 == Corporation Tax
g
=i Consumption Tax
=s=[nheritance Tax
0 =w=Tobacco Tax
== Liguor Tax
Income Tax 13.5
== 3asoline Tax //
7
15 S/ Consumption Tax 10.4
7 (excl. local consumption tax)
/ Corporation Tax 8.8
10 i / |
Gasoline Tax 2.6
~ Inheritance Tax 14
7 Liquor Tax 1.3
-
FE:"P@_\ — romas il e _ Tobacco Tax 09
1966|1967 | 1966 | 1565 [ 1990 (1891 1552|1593 | 1954 | 1585 1996 1597 1596 1898 | 2000 | 2001 | 2002 | 2008 | 2004 | 2005 | 2006 | 2007 | 2006 | 2008 | 2010 (2011 | 2012 (JPY Trillions)
415 465 (508 (545 |60t |506 |544 [541 (510 (515|521 |530 |44 |47z (507 |475 |438 (433 |456 |40 |48 (510 (443 (367 |415 |20 [423 | o0

Consumption tax is suitable for stable financial resource for social security, in which people

equally bears the social security expenditures.
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—! Consumption Tax

O Earmarked to social security expenditures

ONational 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 enlargement of bureaucracy, but for people.

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

O Staged increase of the consumption tax rate
= From 1st April, 2014 8% (national:6.3% local:1.7%)

- From 1st October, 2015 10% (national:7.8% local:2.2%)

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 1st.

( . . .
O Consideration for low-income earners

Olncreased tax revenue is fully used for enhancing and maintaining the social
security system
OMoreover, the government will implement the following measures for low-income
earners, while maintaining a single consumption tax rate.
- Measures included in the enhancement of the social security system for low-income earners
- Introduction of redistribution policy including refundable tax credit after the full-scale introduction of
“My Number” (common ID system).
- Implementation of “Simple financial benefit” as a provisional measure until the introduction of the

N above measure. 31
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Main Points of the Fundamental Tax System Reform

~— Consumption Tax ~—| Property Taxation

OStaged increase of the consumption tax rate and

its revenue used for the social security system
OConsideration for low-income earners
OPromotion of fairness of taxation

O Restoration of redistribution function and encouraging the
transfer of assets to younger generations

= Inheritance tax: - Reduction of basic deduction,

 Increase of maximum rate

- Gift tax: - Reduction of tax rate for the gift
~— Individual Income Taxation to children and grand children
ORestoration of the income redistribution function
* Increase of the maximum rate
- Putting a ceiling for the employment income N Others
deduction
- Abolishment of reduced rate for financial income <Local taxation>
- Introduction of Child Allowance Aid instead of O Construction of local taxation system which provides stable
income deduction regarding voung dependents revenue and has small revenue gap among jurisdictions
<Number system >
OObligation of writing “My Number” (common ID system) on tax
— Corporation Taxation returns and information returns (in FY 2015 or later)

OReduction of the corporate income tax rate by 4.5 %
(equivalent to its effective rate of 5 %)

% Underlined measures are already implemented by the tax reforms in FY 2010 and FY 2011. 32
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Economic and Fiscal Projection for Medium to Long Term Analysis (cabinet Office, January 24, 2012)

< Primary Balance of Central and Local Governments (ratio to nominal GDP) > < Primary Balance of Central Government (ratio to nominal GDP)>

FY2020 Target 0 FY2015 Target FY2020 Target
(PB Surplus) (%) (-3.4%) (PB Surplus)
FY2015 Target ' ' " ' T T T T )
(-3.2%)

(%)

FY2020 Projection

(-3.0%) FY2020 Projection
Y2015 Projection
(-3.3%)

FY2015 Projection (-3.1%)
(-3.6%)
,,0—"“"“0-_0--0-—0--0--0--0 "*_4--0--0--0--0--0--0--0

Scenario reflected Scenario reflected
the Reform the Reform
Scenario without Scenario without

regarding effect of i
th% Refo?m {ﬁgaRrg%gg rYc:ffect of

o)
V" (FY)

(Note 1) Based on “Detailed Plan for the Comprehensive Reform of Social Security and Tax”, this projection assumed raising the consumption tax rate (national and local) gradually to 8% on April 1st, 2014 and
to 10% on October 1st, 2015 as well as increasing expenditures in a certain amount through implementation of social security reform.
(Note 2) Expenditures and financial resources for recovery and reconstruction measures are excluded from the above figures.

Status of the Achievement of the Fiscal Targets (Prudent Scenario)

(yen, [ ratio to nominal GDP] )

Central and Local Governments Central Governments

Primary Balance Targets Necessary Improvement Primary Balance Targets Necessary Improvement

FY2015 -16.8 trillion [-3.3%] -16.3 trillion [-3.2%] 0.5 trillion [0.1%] -18.6 trillion [-3.6%] -17.3 trillion [-3.4%)] 1.3 trillion [0.2%)]

FY2020 -16.6 trillion  [-3.0%] 0.0 trillion [0.0%] 16.6 trillion [3.0%] -17. A trillion  [-3.1%] 0.0 trillion [0.0%] 17.4 trillion [3.1%]

o In FY2015, there are gaps between the targets and the projections for primary balance of central and local governments combined as well
as that of central government. If the Comprehensive Reform after raising the consumption tax rate to 10% take effect through a whole fiscal
year in FY2015, primary balance of central and local governments combined (ratio to nominal GDP) would be around -3.0% (target: -3.2%)
and that of central government would be around -3.4% (target: -3.4%). Therefore, fiscal structure achievable the target is realized.

o For primary balance of central and local governments combined as well as that of central government, further improvements of fiscal
balance are needed to achieve the FY2020 target (PB surplus).

o Despite the target to achieve stable reduction of public debt outstanding of central and local governments (ratio to nominal GDP) s\tjaéting
from FY2021, this projection shows that the outstanding will be accumulated. (FY2015: 193.1%, FY2020: 208.6%, FY2023: 221.0%)
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Tax Measures for Financial Resources of Earthquake Reconstruction

1. Basic ldea in the Basic Act on Reconstruction in Response to the Great East Japan

Earthquake and Basic Guidelines for Reconstruction in Response to the Great East Japan
Earthquake

The financial resources for recovery and reconstruction shall basically be borne by the entire current

generation, collectively sharing the financial burden by solidarity and not be left as cost of future
generations.

2. Scheme for Financial Resources

The scale of recovery and reconstruction measures for 5 years is calculated to approximately 19 trillion
yen. Approximately 10.5 trillion yen of these measures will be secured by tax measures.

- Recovery and reconstruction measures \ 19 trillion | - Financial resources for the 15t and 2nd \ 6 trillion

(including the 15t and 2" supplementary supplementary budget for FY2011
budget for FY2011) - Expenditure reduction / Non-tax revenue \ 5 trillion
- Remainder (tax measures) \ 8 trillion

Special financial resources for pension gap to be financed by Reconstruction Bonds \ 2.5 trillion

(Note) Additional 2 trillion yen will be gradually secured by expenditure reduction and Non-tax revenue in 10 years.

Total Around \ 10.5 trillion
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Tax Measures for Financial Resources of Earthquake Reconstruction

3. The Outline of Temporary Tax Measures 3 0.8 trillion yen will be secured as

local taxes.

The Diet has approved the introduction of temporary surtax on Individual Income Tax and Corporation

Tax.
Special Corporation Tax for Reconstruction + Special Individual Income Tax for Reconstruction = 9.7 trillion yen
L ¥ 0.8 trillion /year(10%) X 3 years ¥ 0.3 trillion /year(2.1%) X 25 years

Special Individual Income Tax for Reconstruction

L
AN,

January| ¥ 0.3 trillion | ¥ 0.3 trillion | ¥ 0.3 trillion | ¥ 0.3 trillion | ¥ 0.3 trillion | ¥ 0.3 trillion | ¥ 0.3 trillion | ¥ 0.3 trillion | ¥ 0.3 trillion | ¥ 0.3 trillion ¥ 0.3 trillion
¥ 0.8 trillion | ¥ 0.8 trillion | ¥ 0.8 trillion Special Corporation Tax for Reconstuction :
FY 2012 FY 2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2037
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Thank you!
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