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Part 1 Public Finance in Japan

I . Current Fiscal Situation
1. General Account Budget for FY2026

(1)Expenditure

As for the total expenditure in the general account, social security expenditures, local allocation
tax grants, and national debt services account for about three-quarters of the total expenditure .

FY2026 Budget (Unit: billion yen)

National Debt
Service

31.275.8 Interest
(25.6%)  Payments etc.
13,067.2
(10.7%) _ :
Social Security
Redemption of the 39,055.9
National Debt (31.9%)
18,208.6
(14.9%) General Account e
Total Expenditure E);%elngii_)tu?re
122,309.2 (57.4%)
o)
Local Allocation (100.0 /0)
Taxzcgréa?;séetc. National Defense
e = Public Works ~ 8,984.3
(17.1%) Others Projects (7.3%)
9,967.0 6.107.8
4 (8:1%) (5.0%)
Education and
Science
~ ~ 6,040.6
Food Supply 1,272.9 (1.0%) 0
(4.9%)
Energy 800.1 (0.7%)

510.8 (0.4%)
170.0 (0.1%)

49.3 (0.0%)
6,164.0 (5.0%)

Economic Assistance
Measures for SMEs
Former Public
Officers Pension
Miscellaneous

\_ Contingency Reserves  1,000.0 (0.8%)/

(Note) Figures may not add up to the totals due to rounding.
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(2) Revenue

Tax revenue is estimated to be around 84 trillion yen in the FY2026 general account budget.
Essentially, the government expenditure should be fully financed by tax and other revenues in the
same year, but the current revenue accounts for only about three-quarters of the whole
expenditure in the FY2026 budget. As a result, about a quarter, the remainder, relies on the
revenue from issuing government bonds (i.e. debt), which will be a burden to the future

generations.
FY2026 Budget (Unit: billion yen)
Government Bonds
JSSuance :':':':: .... o
,’, 29,5840 /,/’/’ i :
- (24.2%)  special Deficit- | o
/,’ ,,F/inancing Bonds i lncome Tax. 9,9,9,0,
/ 22,868.0 : 25,325.0 |
(18.7%) - (20.7%) hnp

! / .

Oth ---- (©:3%) ' Total Revenue e
T 122,300.2 RN B
8,990.2 it 20,696.0 JUEEEERES
(7.4%) (100.0%) (16.9%) £ R

‘15§5§§'135:;5-f'

of which the Reven!
for Defense Build-up:
2,132.6
(1.7%)

Consumption Tax
26,688.0
(21.8%)

Inheritance tax
Liquor tax
Tobacco tax
Gasoline tax
Tariffs
Petroleum and Coal tax

Special corporation tax for defense
Motor vehicle tonnage tax

Other tax revenue

Stamp revenue

2

Construém// 837350
; 6,716.0 7 General Account L (685%)

3,818.0 (3.1%)
1,147.0 (0.9%)
976.0 (0.8%)
972.0 (0.8%)
903.0 (0.7%)
598.0 (0.5%)
576.0 (0.5%)
421.0 (0.3%)
535.0 (0.4%)
1,080.0 (0.9%)
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2. General Account Expenditure and Tax Revenue

The Japanese Public Finance runs a budget deficit every fiscal year, as an amount of its
expenditure exceeds that of revenue. Much of the gap between them has been financed by

issuing national government bonds (construction bonds and special deficit-financing bonds).

(trillion yen)
160
147.6
140 |
133.5
°
General Account Total Expenditure 503
120 | (The dashed line represents the / '
amount based on the initial budget.) /
Nas
108.6
gy
I’
c"
100 |
226
R A8 [ 807,183.7
80 | / - * l o/
-’ General Account Tax Revenue : ;
< (The dashed line represents the : /
amount based on the initial budget.) |
60 |
aé.,.cl 40.3
40 g -~ {1 [
Special Deficit- 0 L AU mi -
. : \ B1.3 IR L B = ?
Financing Bond B - BB A0 [ 29p
Issuance T.PLV] 78 R R TR R R
5 o ! STHITIEIEIRIRIR IR IR eI IRIGIR I 1 X A 6
20 as.4 NP A H L L E BB B LB ELELE B L
N CAFTE AR e b LR e L e L B b
N L B B g L1 1 M ] L B 0
- | AR EAERBR R b L L BB R R AR e
0 RAEAEAEAMAEA AN A RN AGAEA A AN EAEAENRAE AR AR AR AR A AN SRR AR A A AR AN R

1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 20252026

(FY)

(Note 1) FY1975 - FY2024: Settled figures; FY2025: Based on the supplementary budget; FY2026: Based on the budget.The dashed line

represents the amount based on the initial budget.

(Note 2) The following bonds are excluded: Ad-hoc special deficit-financing bonds issued in FY1990 as a source of funds to support peace and

reconstruction activities in the Persian Gulf region, Tax reduction-related special deficit-financing bonds issued in FY1994 - FY1

996 to

make up for decline in tax revenue due to a series of tax cuts preceding consumption tax hike from 3% to 5%, Reconstruction bonds
issued in FY2011 as a source of funds to implement measures for the reconstruction from the Great East Japan Earthquake and
Pension-related special deficit-financing bonds issued in FY2012 and FY2013 as a source of funds to achieve the targeted national

contribution to one-half of basic pension.
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3. Bond Issuance and Bond Dependency Ratio

The bond dependency ratio (bond issuance / general account total expenditure) in FY2026 is
projected to be 24.2%.

(trillion yen)

(%)
160 80
73.5
140 | _ - 70
Bond Dependency Ratio (RHS)
120 | - 60
103.6
515 —|
100 | - 50
2.6
80 ! 40
32.6 Ei
Special Deficit-Financing 30.2
60 | Bond Issuance (LHS) . ¥ e L 30
Construction Bond H(m
Issuance (LHS) 1
: ) | [ 24.2
' - Wity °
5423 ;si i: 40.3
40 | H a e - 20
s TB4.9+ I | 1 |
0 5 ﬁ.[r- _ i e Ho
b "HHHHHwE il 2916
L H14E[_ﬁnununupﬁ..nunur:n;
20 | § 8 6108 5 T L O T
1 : 1 :II :II::II:I'I““.::II::II::II::II::II::II::II:III:
€8 58 88 B8 . O
<80 0 B8 o o
> 3 681 8 0 0 R o o
0 II:II: II:III : 1 : II: II:III:II::II::II::II::II::II::II::II::II::I O

1975 1985 1990 1995 2000 2005 2010 2015 2020 20252026

(FY)

(Note 1) FY1975 - FY2024: Settled figures; FY2025: Based on the supplementary budget; FY2026: Based on the budget

(Note 2) The following bonds are excluded: Ad-hoc special deficit-financing bonds issued in FY1990 as a source of funds to support peace and
reconstruction activities in the Persian Gulf region, Tax reduction-related special deficit-financing bonds issued in FY1994 - FY1996 to
make up for decline in tax revenue due to a series of tax cuts preceding consumption tax hike from 3% to 5%, Reconstruction bonds
issued in FY2011 as a source of funds to implement measures for the reconstruction from the Great East Japan Earthquake and
Pension-related special deficit-financing bonds issued in FY2012 and FY2013 as a source of funds to achieve the targeted national
contribution to one-half of basic pension.

(Note 3) Bond dependency ratio is calculated as the ratio of bond issuance to general account total expenditures.
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4. Accumulated Government General Bonds Outstanding

The outstanding amount of Japan’s government general bonds has been increased year after
year. It is projected to reach 1,145 trillion yen at the end of FY2026.

(trillion yen)
1,145
1,150 1,13644
1,100 31312
5
1,050 | Outstanding 5
Reconstruction Bonds 5
1,000 5
947
950 | 7
283
900 |
5 ©
850 - 805 5
7
L 6 829
800 266 820
750 "
700 10
636
650 | B
657
594246
600 |
238
550 | 527
500 | 247 T nod
Outstanding
450 ¢ Construction
400 368 Bonds
350 &390
209 Es
300 |
250 | 225 280
Outstanding
200 | 166 158 Special | _
134 Deficit-Financing
150 | 102 158 Baonds
100 71 7
50 ¢ 15 42 65 67
0 3 59
0 \\\\\\\\\12‘?\)\\\28\\\\\\\\\\\\\\\\\\\\\\\\\\\v\\\\\\\\\\\\\\\\\\
1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025
(end of FY)

(Note 1) FY1975 - FY2024: Actual figures; FY2025: Based on the supplementary budget; FY2026: Based on the budget

(Note 2) Government general bonds includes Construction bonds, Special deficit-financing bonds and Reconstruction bonds. Special deficit-
financing bonds includes Deficit- financing bonds issued in FY1965, Refunding bonds for long-term debts transferred from JNR Settlement
Corporation, the National Forest Service, etc., Ad-hoc special deficit-financing bonds, Tax reduction-related special deficit-financing bonds,
Pension-related special deficit-financing bonds, GX Economy Transition Bonds, Child Special Bonds and Semiconductor-Al Bonds.

(Note 3) The estimated amount at the end of FY2026, excluding the issuance limit of advance refunding bonds for refinancing in the following fiscal
year, is approximately 1,095 trillion yen.




5. Long-term Debt Outstanding of Central and Local Governments

In addition to the government general bonds, there are other long-term debts, such as borrowings
and local government bonds. The total outstanding amount of long-term debt of central and local
governments is expected to reach 1,344 trillion yen (194% of GDP) at the end of FY2026.

(Unit:trilion yen)
FY1990 | FY1998 | FY2003 | FY2008 | FY2011 | FY2012 | FY2013 | FY2014 | FY2015 | FY2016 | FY2017 | FY2018 | FY2019 | FY2020 | FY2021 | FY2022 | FY2023 | FY2024 | FY2025 | FY2026
< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual >|< Actual i Budget

Central 199 390 493 573 694 731 770 800 834 859 881 901 914 973 | 1,017 | 1,053 | 1,080 | 1,106 | 1,162 | 1,178
Govemment| 197y | (387) | (484) | (568) | (685) | (720) | (747) | (772) | (792) | (815) | (832) | (850) | (870) | (964) |(1,002)|(1,037)|(1,055)|(1,081)|(1,107)|(1.128)
covernment| 166 295 457 546 670 705 744 774 805 831 853 874 887 947 991 | 1,027 | 1,054 | 1,080 | 1,136 | 1,145

General

Bonds | (165) | (293) | (448) | (541) | (660) | (694) | (721) | (746) | (764) | (786) | (805) | (823) | (843) | (937) | (976) |(1,012)|(1,029)|(1,055) (1,095)
R 37% | 55% | 86% | 104% | 133% | 140% | 143% | 145% | 146% | 149% | 150% | 1539 | 155% | 171% | 172% | 174% | 170% | 168% | 170% | 166% |
eteer (37%) | (54% ) | (84% ) |( 103% )|( 131% )|( 137% )|( 139% )|( 140% )|( 138% )|( 141% )|( 142% )|( 144% )|( 148% )|( 169% )|( 169% )|( 171% )|( 166% )|( 164% ) (158% )
covemmens| 67 [ 163 | 108 | 107 f 200 f 201 [ 201 f 201 f 109 f 107 f 106 | 104 | 102 | 102 | 101 f 187 | 183 | 180 | 173 | - 166 |
i % of GDP 15% 30% 37% 38% 40% 40% 39% 38% 36% 35% 34% 34% 34% 35% 33% 32% 29% 28% 24%
266 553 692 770 895 932 972 1,001 1,033 1,056 1,077 1,095 1,106 1,165 1,208 1,239 1,262 1,286 1,344

Toul (264) | (550) | (683) | (765) | (885) | (921) | (949) | (972) | (991) |(1,012)](1,028)|( 1,044 )|( 1,062 )|( 1,156 )|( 1,193 )|( 1,224 )|( 1,238 )|( 1,260) (1,294)
S 50% | 102% | 130% | 147% | 1779% | 185% | 187% | 187% | 187% | 100% | 100% | 19206 | 194% | 210% | 210% | 200% | 204% | 200% | 109% | 194% |
e (59% ) |( 102% )|( 128% )|( 146% )|( 176% )|( 182% )|( 183% )|( 182% )|( 180% )|( 182% )|( 181% )|( 183% )|( 186% )|( 209% )|( 207% )|( 207% )|( 200% )|( 196% )|( 191% )|( 187% )
(Note 1) GDP for FY1990 - FY2024: Actual figures, FY2025 and FY2026: FY2026 Economic Outlook (Cabinet Office). (end of FY)

(Note 2) Central government debt in FY1990 — FY2024: Actual figures; FY2025: Based on the supplementary budget; FY2026: Based on the budget.
Local governments debt in FY1990 - FY2024: Actual figures; FY2025 and FY2026: Local Government Debt Plan etc.

(Note 3) Government general bonds includes Reconstruction bonds as a source of funds to implement the measures for the reconstruction from the Great East Japan
Earthquake and Pension-related special deficit-financing bonds as a source of funds to achieve the targeted national contribution to one-half basic pension and
GX Economy Transition Bonds, Child Special Bonds and Semiconductor+-Al Bonds.

(Note 4) FY1990 - FY2024: Figures in parentheses do not include the amount of front-loading issuance of refunding bonds.

FY2025 - FY2026: Figures in parentheses do not include the maximum amount of front-loading issuance of refunding bonds.

(Note 5) The borrowings in the special account for local allocation and local transfer tax are divided into each figure of the central government and local governments in
accordance with their shares of redemption. The outstanding amount of the borrowing incurred by the central government was transferred to the general account
at the beginning of FY2007, so that all the outstanding borrowing in the special account since the end of FY2007 is owed by the local governments (23 trillion yen
at the end of FY2026).

(Note 6) In addition to the above, outstanding government bond in the special account for fiscal investment and loan program at the end of FY2026 is 94 trillion yen.

(Reference) Debt Outstanding in Various Statistics (Unit: trillion yen)
y 2 .
4 ) ) The debt outstanding of general
The long-term debt IE;E:;:;"; g:::ml and The debt outstanding, which government (central government, local
outstanding of central and T R s shows the overview of the govemnment and social security fund)
local government incurred imereg;l, rentaiand centra_i 90\'9{‘"”’?3“19 based cn the universal standard (SNA)
through general policy i tPa\-" fund i financing activities such as to contribute to international comparison.
expenditure. reaemption funds are-mainly raising funds from markets.
covered by tax revenues.
k- J/' (Reference) General
government net debt
Excluding the expenditure and 537
fiscal resources for recovery and
reconstruction, Green 1,493 (1,443) 1,409
Transformation (GX), and the Al y
and semiconductor industry FILP (Fiscal Investment and Debt of soclal securlty funds: 23
foundation strengthening support L P Bonds: 94
measures 1,344 (1,294) oan Program) Bonds Local governments debt:
1,281 (1,241) 177
1,302 (1,252) . 5 - Debt of incorporated
bocaicnmiile ol A FB (Financing Bill): 198 | administrative agencies: 29
Local bonds: 130
Treasury Discount Bills: 136
InCiuding 23 trilion yen in bomowings in the: Borrowings, etc.: 55
Borrowings in the Special Account for S DR o G R T Central
Local Allocation Tax: 23 Including 23 trillion yen in Borrowings, etc.: 74 govemnment
Borrowings in the General Borrowings, etc.: 33 Epeowings In the Sposial Aceount debt
Actalne T Jor Local Allocation Tax Irnelueinng 28 trillion yen in borrowings in the
Special Account for Local ABocation Tax
Government general bonds:
s oy Goverlll:liztsg:rgzgl bonds: Govemrﬁr;tsg: noe;r;l bonds: Central government
1,144 (1,084) 11451,095) 145 (1,095) securities: 968
(DPublic debt outstanding of 'lZ,'E.OHff—L&el'mlgle:r::l‘,lclii;ndlng (3 Government bonds and #eneral government gross
central and local governments borrowings outstanding debt
governments
<End of FY2026 : Estimate> <End of FY2026 : Estimate> <End of FY2026 : Estimate> <End of FY2024 Actual>
[Office for Econometric Analysis, CAC] [Budget Bureau, MOF] [Financial Bureau, MOF] [Economic and Social Research Institute, CAQ]

(Note 1) “Special Account for Local Allocation Tax” refers to “Special Account for Local Allocation Tax and Local Transfer Tax”.

(Note 2) The figures in parentheses do not include the issuance limit of advance refunding bonds for refinancing in the following fiscal year (50.0 trillion yen).

(Note 3) Government general bonds at the end of FY2026 includes Reconstruction Bonds (around 4.1 trillion yen).

(Note 4) Borrowings in the Special Account for Local Allocation Tax is partly transferred to general account (the borrowings in the general account in ).

(Note 5) Local bonds, etc. in @ includes local bonds, borrowings in the Special Account for Local Allocation Tax, and local public corporation bonds (charged to
the ordinary account) (around 14 trillion yen).

(Note 6) Borrowings, etc. in @ and @) = borrowings + government subscription bonds, etc. Borrowings, etc. in @ do not include the borrowings outstanding in
the Special Account for Local Allocation Tax (around 23 trillion yen) which local governments bear the burden for redemption.

(Note 7) Central government securities in @ include government general bonds, government compensation bonds and government bonds converted. The
borrowings, etc. in @ includes government subscription bonds, etc. Debt of social security funds in @ includes Child Special Bonds.

(Note 8) In @), the central government securities and the local government securities, etc. included in the debt of local governments are at current market value.

(Note 9) The figures in D, @, and @) are based on the budget for FY2026 and the local government debt plan etc.

(Note 10) "General government net debt" is a figure excluding general government financial asset (around 872 trillion yen) from "General government gross debt".



6. Factors for an Increase in Government General Bonds Outstanding

Breaking an accumulated outstanding government general bonds after FY1990 (when Japan was

able to temporarily stop the issuance of special deficit-financing bonds) down into factors, main

factors are followings;

- expenditure side; increase in social security expenditures due to the population aging and local
allocation tax grants, etc.

- revenue side; decline in tax revenue due to economic downturns and tax cuts.

Increase in Outstanding Government General Bonds from FY1990 to FY2026: around 975 trillion yen ||

Expenditure increase factors: + around 785 trillion yen

(trillion yen)
80 r
60 r : . : -
Social Security-related Expenditure —
(+around 524 trillion yen) |
40 + ) 7
Local Allocation tax Grants, etc. i T
(+ 94 trillion yen)
20 - A A CEY e
0 | o= EB% ——— e b eb e L e
Public Works Project-related Expenditure Other Expenditure
20 L (+around 72 trillion yen) (excluding Redemption of the National Debt)
90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

(FY)

Revenue decrease factors: + around 9 trillion yen

(trillion yen)
35
30
25 Tax Revenue Decline
20 | + around 120 trillion yen)
15 |
10 |
o e \—‘—‘74
_10 L
Non-tax Revenue
15y (—around 111 trillion yen)
20 F
25 L
90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26
(FY)
Around 70% of the entire Impact of balance gap in FY1990: + around 102 trillion yen
OUtStandmg amount of government (around 2.8 trillion yen (FY1990 balance gap) x 36 years (FY1991-FY2026))
8enera| bonds was accumulated
py the factors marked with Other factors (long-term debt transferred from Japan National
. Railway, etc.): + around 79 trillion yen

(Note 1) FY1990 - FY2024: Settled figures; FY2025: Based on the supplementary budget; FY2026: Based on the budget. The

amount of expenditure for FY2025 includes the carry-over from FY2024 to FY2025.

(Note 2) Reconstruction Bonds (issued in General Accountin FY2011, and in Special Account for Reconstruction from the Great
East Japan Earthquake in FY2012 onwards, 4.1 trillion yen at the end of FY2026) and expenditures in FY2011 financed
by the issuance of Reconstruction Bonds (7.6 trillion yen) are excluded from government general bonds above.

(Note 3) As for the Local Allocation Tax Grants, tax revenues based on the legal rates are excluded from both sides of expenditure
and revenue, and the others (to cover expenditure-revenue gap in the local governments, etc.) are counted as an
expenditure increase.

(Note 4) The FY1990 balance gap is the difference between expenditures, excluding national debt redemption costs, and revenues
other than government bond issuance.

7




7. Comparison of General

Account Revenue and Expenditure

between FY1990 and FY2026

Compared to the FY1990 budget,

issued in the FY2026.

when the issuance of special deficit-financing bonds

temporarily stopped, social security-related expenses have significantly increased, and amid the
accumulation of outstanding debt, a substantial amount of special deficit-financing bonds is being

(Unit: trillion yen)

7~ [FY1990 Initial Budget]

Non-tax Revenue

2.6
Revenue Tax Revenue Constru%tlgn Bonds
66.2 58.0
General I%xpenditure
. Public SOCIa| National Debt
Expend 1ture| works [Feu ”d Others Secu r|t Local Allocation Sizv.l??e
66.2 Projects Sf.;‘nce 926 11.6 ) Tax Grants Fecery
’ 6.2 51 ) 1750/y 15.3 “"D;;ne Interest Plairgems. etc/|
1 1 S Sso .o
K ' Defense 4.2 ! A . . /
1 \ ~ S o ~<
+56.1| | +60 | +27 b ¢ 5¥-. +176-..
| s ~ ~ ~
Publi SOCI Local Allocation National Debt Service
. ublic
Expenditure|woks [“sa°l others |Defense Security o Grants 31.3
1223 [5 <ol 100 | 90 39,1 o AT I
) ' o0 (31 9%) : 182 13.1
Revenue Tax Revenue gon,‘axmr;mcsﬁ fﬁ]';i(;:iiar:g[)ggﬁg_s
evenue
122.3 83.7 o0 |87 22.9

\__[FY2026 Budget]

)

(Note) Figures in parentheses represent the percentage of social security expenditure to general account total expenditure.

(Reference) Trends of General Account Tax Revenue

(trillion yen) (trillion yen)
0 - - 45
83.7
80.7
80 - 752 [ 40
70 ¢ - 35
60.1 General Account Tax 60.8
60 Revenue (LHS) 56.3 267 30
26.0 51.9 50.7 % 25.5
O - / 2 . -
50 | 49.1 » 5.0 525
Income Tax 41.5 4.7
Ry
10 - (RHS) 2 #3507 20
#19.6
30 - - 15
20 Corporation Tax - 10
(RHS)
10 ’ : Consumption 5
) 6 Tax (RHS)
0 0
90 95 00 05 10 15 20 24 25 26
(Note) FY1987- FY2024: Settled figures; FY2025: Based on the supplementary budget; FY2026: Based on the budget (FY)
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8. Relationship between Social Security Expenditure and

National Burden Rate

Compared with other countries, the level of social security expenditure in Japan is moderate,

while the national burden rate is relatively low.

The Relationship Between Social Security Expenditure and National Burden Rate

(%) 35 . :
in OECD Countries (2023) |
— ! ' @ Finland
% ! ' @ France
I
o ! |
‘S 30 | : Austria
o . |
c £ | Germl ny Italy @Denmark
) E’ top tertile iSweden 5 ® Belgium
S 5 ! Spain 1 Noryay
E2 25 |t Janan Stk e T @ likembourg T
g -g . . o apan ! U.K..Slovenla reece
o middle tertile Colombia ° R | e Mrugal ! Netherlands
O % Czech Republic , Poland !
— X | oI TEITIL Fmmmmmmmmm e o
E w Estonia g ! :
> 20 . ) o 1
L2 bottom tertile Lithuania@ & 1 o .
o= Latﬁa i Iceland !
-] us. e | :
O o Israel 1 M
() : @ Hungary 1
(p] Swgzerland M !
g ° o | |
o Korea ! :
@) ! )
o ireland bottom tertile ! middle tertile i top tertile
! 1
10 : +
20 25 45 50

.30 35 40
National Burden Rate (% of GDP)

(%)

(Tax and Social Security Contribution Ratio)
(Note) The figures represent the general-government-based data (central/local governments and the social security funds combined).
Japan: Actual figures of FY2023, the other countries: Actual figures of CY2023
(Source) National Burden Rate: OECD “National Accounts”, “Revenue Statistics”, Cabinet Office “National Accounts” etc.
Social Security Expenditure: OECD “National Accounts”, Cabinet Office “National Accounts”.

Transition of Japan's Social Security Expenditures and National Burden Rates

O Inrecent years, although the imbalance between benefits and burdens has been improved
through efforts on both the expenditure and revenue sides, an imbalance still remains. In order
to ensure the sustainability, it is urgent to reform the structure of the Japan’s social security

system.

- The blue line in the right graph shows the states that
social security benefits and burdens are also in
balance with respect to total general government
expenditure (based on the ratio of non-social security
expenditures to GDP in FY1990 when Japan didn’t
rely on special deficit-financing bond issuance). For
fiscal years above the blue line, social security
benefits are not funded by taxes and social insurance
premiums (the national burden).

In the postwar period, Japan had increased benefits
balancing with burdens in line with its rapid economic
growth.

However, since FY1990, while the cost of social
security benefits have increased in line with the
declining birthrate and aging population, the
corresponding burdens have not been secured, which
indicates -that there are imbalances between benefits
and burdens. It is necessary to continue efforts to
reform both expenditures and revenues in order to
improve the sustainability of social security.

In recent years, although the imbalance between
benefits and burdens has been improved through
efforts on both the expenditure and revenue sides, an
imbalance still remains. As further population aging is
expected going forward, the nation needs to discuss
the relationship between increases in social security
benefit expenditures and the burden borne by the
public.

b
W

Government Social Security Expenditure (% of GDP)

25

20

15

10

5

*
*

Excess of benefits increase over

[ 23

p

growth rate

T Increase of the
#

national burden

Without a reform,
government social
security expenditure
will increase.

EEEEEEEEEEE ¢
EEEEEEEEEEE,

2019

1\ Combination

* Curbing benefit growth

1955

20 25 30 35
National Burden Rate (% of GDP)

(%)

(Source) Cabinet Office “National Accounts” ; The FY1955 figure of the social security expenditure: National Institute of Population and Social Security Research “The
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9. International Comparison of National Burden Rate

Japan’s national burden rate remains at a lower level than that of other countries. In order to
ensure the sustainable public finance and social security system, it is necessary to encourage
discussion among the general public on the relationship between the increase in social security
benefits due to aging population and the burden owed by citizens.

[National Burden Rate = Total Taxes as a percentage of National Income (NI) + Social Security Contribution as a percentage of NI]
[Potential National Burden Rate = National Burden Rate + Fiscal Deficit as a percentage of NI]

80 <% of National Income> 'Z%ggs‘?
Social Security Contribution ( )
70 / Germany """ Sweden
60 Japan Japan U.K. (CY2023) (CY2023)
| (Fy2026) / (FY2023) cv023) | — —— _ _ ==
" us | b Wsal 231
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a0 | ( ) 11.5 26 | | .
18.1
o X | M
m 49.9
20 — 383 416 |—
28.0 27.6 256 30.8
10 ,7/ R B i
Total Taxes
0 ]
‘ '\ 4l 10.7 8.6 AL “ 8.5
10 i
20 Fiscal Deficit as a percentage of NI

National Burden | 45 732 7 | 45.7 (32.6) | 34.2 (26.1) | 49.8 (36.2) | 53.4 (39.8) | 55.2 (36.3) | 64.8 (45.7)

Rate

Potential National | 18 4 (34.7) | 49.8 (35.5) | 44.9 (34.3) | 58.4 (42.5) | 57.0 (42.6) | 57.7 (37.9) | 73.3 (51.7)

Burden Rate

(% of National Income (The figures in parentheses represent ration as % of GDP)
(Note 1) Japan: projected figures of FY2026 ; Actual figures of FY2023. The other countries: Actual figures of CY2023
(Note 2) Fiscal balance is the general-government-based data (central/local governments and the social security funds), except for Japan and U.S., where the figures of
the social security funds are excluded.
(Source) Cabinet Office “National Accounts”, etc. OECD “National Accounts”, “Revenue Statistics” and “Economic Outlook 118"(December 2025), U.S. Bureau of
Economic Analysis, U.S. Social Security Administration.

International Comparison of National Burden in OECD Countries
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(Note 1) 35 countries out of 38 OECD countries. Australia, Colombia and Iceland: no data.
(Note 2) The figures in parentheses represent National Burden Ratio as % of GDP.
(Source) Japan: Cabinet Office “National Accounts”, etc. the other countries: OECD “National Accounts” and “Revenue Statistics”, U.S. Bureau of Economic Analysis.
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10. Revenues and Expenditures in OECD Countries

Compared to the other OECD countries, Japan’s total amount of expenditure is at slightly low
level. Japan’s social security expenditure can be classified as mid-level reflecting the aging
population, while the non-social security expenditure is at low level. The tax revenue stands at

low level compared to other OECD countries.

Social Security Expenditure
(2023)

Non-Social Security Expenditure
(2023)

0 10 20 30 40 ()

Total Expenditure
(2023)

0 20 40 60 80 (%) 0 10 20 30 40 50 (%)
L L L L
7/////;//////:'///54 ! 56.9 1 France E——— 33.3 1 Finland é 33.0 1 Hungary
—— 550 2 Finland A 32 1 2 France —— 26,1 2 Iceland
53.4 3 ltaly 30.2 3 Austria 26.0 3 Italy
esssssss—— 52 7 4 Belgium e 28.0 4 Denmark esssss——— 053 4 Greece
Eesssssss——— 50 D 5 Austria —— 277 5 Belgium e 25 ] 5 Belgium
—— 50.0 6 Sweden 27.4 6 Italy b Ys 248 6 France
esssss——— 497 7 Greece paaanaansasss  27.0 7 Germany s 247 7 Latvia
— 49.3 8 Hungary — 26.3 8 Sweden —— 043 8 Poland
— 8.2 9 Slovak Republic [r— 255 9 Norway —— 24.1 9 Slovak Republic
b 48.0 10 Germany —— 25,1 10 Spain eeeee— 23,7 10 Sweden
—— 47 4 11 Denmark —— 25.0 11 Luxembourg ——— 235 11 Israel
— 46.9 12 Poland —— 24.4 12 Greece —— 23] 12 Estonia
—— 46.7 13 Norway — 24.3 13 Slovenia —— 205 13 Finland
—— 46.4 14 Slovenia — 24.1 14 Slovak Republic Ly 22 4 14 United Kingdom
— 46.4 15 Luxembourg pransaasasssss. 23.8 15 United Kingdom — 201 15 Slovenia
by 462 16 United Kingdom ——— 23.6 16 Netherlands ——— 22.0 16 Austria
45.5 17 Spain [r— 231 21.9 17 Australia
—— 449 18 Iceland — 23.1 18 Portugal —— 2] .4 18 Czech Republic
— 43.9 19 Netherlands — 22.6 19 Poland —— 21 4 19 Luxembourg
— 437 20 Czech Republic 223 20 Czech Republic — 013 20 Norway
—— 43.4 21 Latvia — 20.0 21 Estonia leannssnnnnns 211 21 United States
— 431 22 Estonia — 19.3 22 Lithuania Lmmammmnmm 21.0 22 Germany
—— 419 23 Portugal — 18.8 23 Iceland — 210 23 Korea
— 40.0 24 Australia — 18.7 24 Latvia — 00 4 24 Spain
—— 39.9 25 Israel — 8.2 25 Australia — 20.3 25 Netherlands
bevrrarrrrss 39,0 26 United States rsesrssss 17.9 26 United States — 10.4 26 Denmark
—— 38.7 — 16.5 27 Israel — 18.9 27 Portugal
—— 37.4 28 Lithuania — 16.3 28 Hungary 181 28 Lithuania
—— 35.6 29 Korea — 15.3 29 Switzerland — 17,0 29 Switzerland
—— 33.2 30 Switzerland p— 14.6 30 Korea — 156
22.1 31 Ireland — 129 31 Ireland ——— 31 Ireland
Tax Revenue Fiscal Balance
(2023) (2023)
0 20 40 60 (%) 10 0 1,0 20" (o)
— 44.2 | 1 Denmark [re—16.% 1 Nomway
34 2 Denmark
—— 32.8 2 Iceland
— 30 8 3 Sweden m 14 3 Ireland
— 324 4 Norway m 13 4 P0|.1ugal
— 303 5 Finland 0.3 5 Switzerland
— 298 6 Australia -04 6 Netherlands
29.4 7 France -0.7 o 7 Lithuania
Vs 292 8 Italy -08 ® 8 Luxempourg
—— 28.8 9 Belgium -0.8 =® 9 Australia
—— 8.7 10 Luxembourg -0.9 § 10 Korea
besererererese 21.9 11 United Kingdom 0.9 ® 11 Sweden
— 27.8 12 Greece 14 = 12 Greece
— 27.7 13 Austria 2.2 . 13 Iceland
— 27.0 14 Netherlands 23 .
p—— 5.1 15 Hungary 2.4 = 15 Latvia
ee——— 250 16 Portugal -2.5 ¥ 16 Germany
— 24.8 17 Israel -2.6 - 17 Slovenia
—— 238 18 Spain -2.6 = 18 Austria
sty 23,0 19 Germany -2.7 - 19 Estonia
ees——— 022 20 Latvia -2.9 mm 20 Finland
219 21 Lithuania -3.3 = 21 Spain
o o — 217 22 Poland -3.7 22 Czech Republic
- Japan \ — 217 23 Estonia -4.0 w—— 23 Belgium
| | [ 208 24 Slovenia 5.1 m— 24 Israel
m— 20.3 25 Switzerland 5.2 m— 25 Poland
I G7 I — 20.2 26 Slovak Republic 5.3 m— 26 Slovak Republic
| | [0 B4 sy 27 France
prssness 195 28 United States -§.0 oo 28 United Kingdom
| The others | [ 190 2oKorea Gfp — 2 Hungary
\ m—— 18.1 30 Czech Republic 7P s 30 Italy % of GDP
—_——— = = m— 18.0 31 Ireland 7.4 wrsssed 31 United States ( 0 )

(Source) Fiscal Balance: OECD “Economic Outlook 118”(December 2, 2025), Others: OECD “National accounts”, “Revenue Statistics” and, Cabinet Office “National

Accounts”, etc.
(Note) The figures represent the general-government-based data (central / local governments and social security funds). Total Expenditure and Non-Social Security
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11. Fiscal Balance and Primary Balance (% of GDP)

The fiscal balance of the central and local governments has been improving but remains in deficit.
The primary balance of the central and local governments has remained in deficit but is projected

to be broadly balanced in FY2026.
B Fiscal Balance (% of GDP)

4.0%
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(Source) Cabinet Office, “National Accounts”, “Economic and Fiscal Projections for Medium to Long Term Analysis” (January 22, 2026)

(Note 1) Fiscal balance figures are based on the 08SNA (benchmark year: 2020) from FY1994 onwards, and on the 93SNA (benchmark year: 2000) before FY1994.
Nominal GDP figures are based on the 08SNA (benchmark year: 2020) from FY1994 onwards, and figures before FY1994 are backcast using growth rates
from the provisional estimates of GDP (benchmark year: 2015).

(Note 2) Figures for FY1980-FY2001 are based on “National Accounts”; figures for FY2002-FY2026 are based on “Economic and Fiscal Projections for Medium to
Long Term Analysis” (January 22, 2026) (excluding the expenditures and the fiscal resources for the measures on recovery and reconstruction, GX, and the
Al and semiconductor industry foundation strengthening support) . Note that the Projections exclude one-off factors that affect only a single fiscal year and
that the redemption and interest payments of the Special Account for the Local Allocation and Local Transfer Tax are allocated to the central and local
governments based on their respective shares, although, according to SNA classification, they are classified under the central government.

B Primary Balance (% of GDP)
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(Source) Cabinet Office, “National Accounts”, “Economic and Fiscal Projections for Medium to Long Term Analysis” (January 22, 2026)

(Note 1) Primary balance figures are based on the 08SNA (benchmark year: 2020) from FY1994 onwards, and on the 93SNA (benchmark year: 2000) before FY1994.
Nominal GDP figures are based on the 08SNA (benchmark year: 2020) from FY1994 onwards, and figures before FY1994 are backcast using growth rates
from the provisional estimates of GDP (benchmark year: 2015).

(Note 2) Figures for FY1980-FY2001 are based on “National Accounts”; figures for FY2002-FY2026 are based on “Economic and Fiscal Projections for Medium to
Long Term Analysis” (January 22, 2026) (excluding the expenditures and the fiscal resources for the measures on recovery and reconstruction, GX, and the
Al and semiconductor industry foundation strengthening support) . Note that the Projections exclude one-off factors that affect only a single fiscal year and
that the redemption and interest payments of the Special Account for the Local Allocation and Local Transfer Tax are allocated to the central and local
governments based on their respective shares, although, according to SNA classification, they are classified under the central government.
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12. International Comparison of General Government
Fiscal Balance (% of GDP)

Japan’s fiscal balance deteriorated due to the impact of the global financial crisis in autumn
2008, as other major countries experienced the same situation as well. Despite a recovery trend
since then, the fiscal balance recorded a significant deficit in 2020 due to measures against
COVID-19. Although the situation has improved again, the deficit remains.

(%)
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6.0 Za
U.K 3
apan
|
-10.0 V
u.s.
®
-12.0
-14.0
-16.0
2010 2011 2012 2013 2014 2015 2016 2017 2018 019 2020 2021 2022 2023 024 N5
cy
CY |2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Japan | 90 -82 -76 56 -37 36 -31 -25 30 -91 -61 -42 -23 -14 -06
Us. | -110 92 59 53 -47 -54 -44 62 67 -150 -11.9 -37 -78 79 -75
UK. | -75 -80 -53 -54 -45 -33 -25 22 25 -129 -7.7 -47 60 -60 -59
Gemany| -08 -01 01 07 09 11 13 19 13 -44 -32 -19 -25 27 -25
France | -5.3 52 -49 -46 -39 -38 -34 -23 -24 -89 66 -47 -54 58 54
ltaly | -35 -30 -29 28 -25 24 -25 22 -15 -94 -89 -81 -7.2 -34 -29
Canada| -33 -25 -15 02 -01 -05 -01 04 00 -109 -31 06 01 -20 -19

(Source) OECD “

combined).

Economic Outlook 118" (December 2, 2025)
(Note 1) The figures represent the general-government-based data (the central/local governments and social security funds

(Note 2) The 2024-2025 figures for Japan and the 2025 figures for other countries are estimated figures.
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13. International Comparison of General Government
Primary Balance (% of GDP)

In order to steadily reduce the debt-to-GDP ratio, which is the highest level compared with other
countries, it is important to achieve a primary surplus. Japan’s primary balance recorded a
significant deficit in 2020 due to the responses to COVID-19. Although the situation has
improved, the deficit remains.
(%)
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CY |2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Japan | -8.1 7.3 -6.8 -4.8 -2.9 -2.8 -2.4 -1.9 -2.6 -8.6 -5.7 -3.9 22 14 -0.4
u.s. 79 62 37 27 21 27 17 32 35 121 93 07 40 38 3.5
U.K. 46 54 27 30 24 10 oo oo 05 112 53 08 34 37 3.1

Germany| 1.1 1.7 1.5 1.9 1.9 2.0 2.1 2.6 1.9 -3.9 -2.7 1.4 -2.1 2.1 -1.9

France | -2.8 2.7 2.7 -2.5 -2.0 -1.9 -1.6 -0.6 -0.9 7.7 -5.2 2.9 -3.7 -3.9 -3.3
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(Source) OECD “Economic Outlook 118" (December 2, 2025)
(Note 1) The figures represent the general-government-based data (the central/local governments and social security funds combined).
(Note 2) The 2024-2025 figures for Japan and the 2025 figures for other countries are estimated figures.

14



14. International Comparison of General Government Gross Debt
(% of GDP)

Japan’s general government gross debt-to-GDP ratio stands at the highest level not only among
major advanced countries but also among all countries.

<World Ranking (out of 172 countries/regions)>
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(Source) IMF "World Economic Outlook" (April 2026).

(Note 1) The figures represent the general-government-based data (the central/local governments and social security funds combined).
(Note 2) In the chart on the right, the 2025-2026 figures for Japan, France and Canada, and the 2026 figures for the other countries
are estimated figures.
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(Column 1) How to View the Assets in Japan

It should be noted that many of the assets the government owns are not marketable, or, if so, their
price can sharply drop in the case of fiscal crisis. Therefore, the government assesses the fiscal
situation primarily based on the gross debt-to-GDP ratio of the central and local governments.

In addition, the assets corresponding to the liabilities not included in the “Bonds outstanding of central
and local governments” consist of items such as pension reserves set aside for future pension
benefits, and thus it is not appropriate to regard them as being directly related to fiscal consolidation.

~ (Referencel) Views of IMF and OECD to Assets ~
B IMF “Fiscal Monitor” (October 2018)

Recognizing assets on the balance sheet does not negate the vulnerabilities associated with high
public debt. Many assets are illiquid or not marketable and would not be available to meet rollover or
deficit financing needs in the short term. Asset valuations are also more volatile than debt and can be
highly correlated with the economic cycle — meaning their values can be at their nadir when financing
needs are most pressing. Therefore, the assessments of gross debt, deficits, and financing needs
remain important for fiscal policy.

Nonfinancial assets include buildings, infrastructure, and land. Many of these assets comprise the
public capital stock and play an integral role in delivering economic and social outcomes; they are typically
illiquid and nonmarketable, or marketable only over the medium to long term (for example,
privatizations).

Financial assets are often marketable and relatively liquid, with the exception of direct loans and
nonlisted equity holdings in public corporations, which may be less reliably valued.

Bl OECD “Economic Surveys: JAPAN” (April 15, 2015)

In sum, while the large stock of government assets needs to be borne in mind, gross government debt
appears to be the best summary measure of the public-sector position.

(...) tangible fixed assets, such as roads and public buildings, account for more than a quarter of central
government assets, and these cannot be easily turned into cash in case of emergency.

J

~— (Reference2) International Comparison of General Government Net Debt (% of GDP) ~

Even in terms of net debt, which means government’'s gross debt less government-owned financial
assets (such as pension reserve consisting of insurance contribution), net debt-to-GDP ratio stands at
the highest level compared to the other countries.

< Ranking in 87 countries/regions > < Trends in major advanced countries >
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(Source) IMF "World Economic Outlook" (April 2026).
(Note 1) The figures represent the general government-based data (the central/local governments and social security funds combined).
(Note 2) In the chart on the right, the 2025-2026 figures for Japan, France and Canada, and the 2026 figures for the other countries are estimated figures.
\(Note 3) General government net debt is calculated as gross debt minus financial assets corresponding to debt instruments such as currency and deposits, and debt
securities.
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II . Necessity and Measures for Fiscal Consolidation

15. Problems of Dependence on Public Bonds

If the current generation excessively increases governmental spending for themselves without
maintaining a balance between benefits and burdens, great amount of burdens will be transferred to
the future generations. The dependence on public bonds has problems such as “Imbalance between
benefits and burdens”, “Undesirable form of redistribution”, “Limited policy options caused by the lack
of fiscal buffer” and “Increased risk, such as a losing confidence in the government bond and the
national currency”.

Imbalance between Benefits and Burdens

v" In Japan, tax revenue has not been sufficient to compensate for the increase
in social security expenditures, resulting in the imbalance between benefits
and burdens.

v" Aloose fiscal discipline that relies on the revenue from the bond issuance
makes it difficult to strictly evaluate whether the spending contributes to the
medium-to-long-term economic growth and benefits of the future generations.

Undesirable form of Redistribution

v' Among future generations, while those who hold Japanese Government Bonds
(JGBs) can receive the interest payments and the redemption of bonds, the
others will bear a substantial increase in tax burdens. (e.g., a restraint in social
security-related expenditures and tax hike.)

v Although future generations are not involved in the decision-making, they will
be forced to bear tax burdens etc., which means undesirable form of
redistribution.

Limited policy options caused by the lack of fiscal
buffer

v The fiscal buffer for flexible responses will be limited in case economic crisis
or large-scale natural disaster occurs.

Increased Risk, such as a losing confidence in the
government bond and depreciation of the national
currency
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16. Trend of Interest Rate and Fiscal Management

To secure a confidence in the public finance, it is important to promote fiscal consolidation, paying
attention to the trend of interest rate.

The assumption that “ r<g lasts” is uncertain

v Interest rates had mostly been higher than the nominal growth rates in the past.
Interest rates are on the rise, and the assumption that interest rates will continue
to remain below nominal economic growth rates is uncertain.

v' Japan has the highest level debt-to-GDP ratio in the world. If interest rates rise
and interest payments increase, this could put pressure on policy expenditures.

Fiscal management in light of interest rate trends is needed to
steadily reduce the debt-to-GDP ratio

v" When interest rate exceeds the growth rate, a primary surplus is necessary to
steadily reduce the debt-to-GDP ratio.

v' Even though interest rate is lower than nominal growth rate, the debt-to-GDP ratio
is unlikely to decline if the large amount of additional bonds is issued by the
primary deficit in each fiscal year.

Confidence in Japan' s public finance is a prerequisite for
Market’ s stable absorption of JGBS

v' Confidence in government bonds and the market's stable absorption of JGBs are
made possible by efforts of fiscal consolidation. It is not the case that “efforts of
fiscal consolidation is unnecessary because JGBs are trusted”.

v Aloss of confidence in JGBs will have a negative impact on confidence in the

currency and financial conditions of financial institutions. Even if debt is
denominated in its own currency, there is risk of capital flight.

Ratings of Major

Trends in JGB Ratings by Major Credit Ratings Agencies Advanced Countries

(As of April 1, 2026)
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17. Transition of Japan’s Fiscal Consolidation Target

The issuance of special deficit-financing bonds was temporarily stopped in FY1990 budget, but it
resumed in FY1994 to cope with the Great Hanshin-Awaji Earthquake etc., and has continued
until now. Then, the fiscal consolidation flow target was converted from “cessation of the issuance
of special deficit-financing bonds” to “primary surplus of the central and local governments”, and
the governments has made effort to achieve primary surplus.
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1976 |Showa 50s (Cabinet Decision)
Sep. 3 Policy Speech by Prime
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Special measure law on
Dec. 5 |promoting fiscal structural
1997 |reform (Revised in June 5 1998,
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2002 |FiscalManagementand Structural
Reform 2002 (Cabinet Decision)
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2006 |Structural Reform 2006 (Cabinet
Decision)
Jun. 23 Basic Policy for Economic and
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Basic Framework for Fiscal
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Jun. 30 Basic Policy on Economic and
2015 Fiscal Management and Reform
2015 (Cabinet Decision)

Jun. 15 Basic Policy on Economic and
2018 Fiscal Management and Reform
2018 (Cabinet Decision)

Jun. 18 Basic Policy on Economic and
2021 Fiscal Management and Reform
2021 (Cabinet Decision)

Jun. 21 Basic Policy on Economic and
2024 Fiscal Management and Reform
2024 (Cabinet Decision)

Jun. 13 Basic Policy on Economic and
2025 Fiscal Management and Reform

2025 (Cabinet Decision)
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Return to the public finance that does not depend on special deficit-
financing bonds as soon as possible by FY1980.

Improve the public debt dependency with the basic goal of ceasing the
issuance of special deficit-financing bonds by FY1984.

Improve the response capability of the public finance by getting out of
special deficit-financing bonds dependence and reducing the Bond
Dependency Ratio by FY1990.

Reduce the fiscal deficits of the central and local governments to less
than 3% of GDP by FY2003 (after revision: FY2005) and cease issuance
of special deficit-financing bonds in the general account by FY2003 (after
revision: FY2005).

The goal of policy management will be to turn the primary balance of the
budget into a surplus (outlays other than interest payments on and
redemption of past borrowings do not depend on any new borrowings).

Achieve a primary surplus in the central and local governments in the
early 2010s.

1) The Government will surely achieve a primary surplus of the central
and local governments by FY2011.

2) Even after achieving a primary surplus, the central and local
governments will ensure the prevention of divergence in the ratio of
debts of the central and local governments to GDP and the stable
reduction of the ratio

Achieve a primary surplus of the central and local governments within the
next 10 years. Reduce the primary deficit of central and local
governments to GDP ratio, excluding temporary deficits incurred by
economic stimulus packages, by at least half within the next 5 years.

1) For the national government primary balance as well as the national
and local governments primary balance, the deficit ratio to GDP shall be
halved from the ratio in FY2010 by FY2015 at the latest, and the
surplus shall be achieved by FY2020 at the latest.

2) From FY2021, a stable reduction in the ratio of public debt to GDP for
national and local governments shall be maintained

The Government aims to halve the primary deficit of the national and
local governments to GDP ratio by FY2015 from the ratio in FY2010 and
to achieve a primary surplus by FY2020, thereafter the Government will
seek to steadily reduce the public debt-to-GDP ratio.

The Government aims to achieve a primary surplus by FY2020,
thereafter the Government will seek to steadily reduce the public debt-to-
GDP ratio.

Aim for the primary surplus of the central and local governments by FY

2025 by implementing economic revitalization and fiscal consolidation
steadily.At the same time, firmly maintain the aim of reducing the public
debt-to-GDP ratio steadily.

The Governments aim to achieve the fiscal consolidation target (the
primary surplus of the central and local governments by FY 2025 and

reducing the public debt-to-GDP ratio steadily) set forth in Basic Policy
2018.

The Government aims to achieve a primary balance surplus of the

central and local governments in FY 2025 and move further forward with
efforts to achieve both economic revival and fiscal consolidation in order
to reduce the public debt-to-GDP ratio steadily without reversing the
progress or achievement of the commitment throughout the plan period.

Over the period from FY2025 to FY2026, the governments aim to
achieve a primary surplus of the central and local governments as early

as possible. Then, throughout the period of the “Economic and Fiscal
Plan for New Stage”, while securing a certain surplus margin of the PB,
we firstly aim to steadily reduce the public debt-to-GDP ratio toward the
level before the COVID-19 pandemic and move further forward with
efforts to achieve both economic revival and fiscal consolidation.

Fiscal Consolidation Target

Achieve a primary surplus of the central and local governments
Steadily reduce the public debt-to-GDP ratio toward the level before

the COVID-19 pandemic
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18. Stock and Flow Indicators for the Fiscal Consolidation Target

<Stock Indicator> Gross Government Debt-to-GDP Ratio

“Gross government debt-to-GDP ratio” is the indicator of the outstanding amount of debt
owed by the central and local governments as a percentage of GDP. It is a key indicator for
the soundness of the public finance as it measures the ratio of debt owed by the central and
local governments to the economic scale.

<Flow Indicators (1)> Fiscal Balance (Fiscal balance including interest payments)

“Fiscal balance” is the indicator to which extent the policy expenditures and the interest
payments can be financed by the tax revenues, etc. (without additional bond issuance).

If it is in equilibrium, the newly issued bond just finances existing debt redemption and that
the outstanding amount of the debt remains unchanged. To reduce the outstanding amount of
the debt, it is necessary to achieve a fiscal surplus, as the tax revenues are used for
redemption.

<Flow Indicators (2)> Primary Balance
(Fiscal balance excluding interest payments)

“Primary balance” is the indicator to which extent the expenditures for policies can be
financed by the tax revenues. It is a looser fiscal target than fiscal balance because interest
payments are excluded. If it is balanced, the redemption of the existing debt as well as the
interest payments are financed by newly issued bond and the outstanding debt increased by
the amount of the interest payments. In case of primary deficit, it leads to further increase in
the outstanding debt.

In relation to the stock indicator (Gross government debt-to-GDP ratio), it would be matter
whether the increase in outstanding debt as a numerator is within the range of the increase in
GDP as a denominator, and the relationship between the level of primary balance, interest
rate and growth rate is the key factor , which is explained in the next page.

Primary Deficit Prlmarl (I)Balance FlscaI:tB;Iance
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o debt will increase.
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Interest payment is not
covered by tax revenues, etc.
and gross government debt
will increase.
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19. Relationship between Stable Reduction in the Debt-to-GDP
Ratio and Improvements in the Flow Balance

Changes in the gross debt-to-GDP ratio can be explained by the following factors:

(1) For the fiscal balance (including interest payments): (i) the nominal economic growth rate and
(ii) the level of the fiscal balance;

(2) For the primary balance (excluding interest payments): (i) the relationship between the
nominal economic growth rate and the nominal interest rate, and (i) the level of the primary
balance.

Future interest rates and growth rates are uncertain, and historically, interest rates have mostly

been higher than the nominal growth rates. Therefore, in order to steadily reduce the debt-to-GDP

ratio, it is important to strengthen growth potential, while paying close attention to interest rate
trends, and to aim to improve the flow balance while assuming that interest rates is at least as
high as nominal growth rate.

Accumulated debts 4| nterest Fiscatl defli)ci_t deficit)
. revious fiscal vear nterest payments + Primary defici
Debt-to-C_BDP ratio . (P year) (current fiscal year)
(current fiscal year) oDP P —
(previous fiscal year) X ( STIAE gt s ()

(Amount of decrease) (Amount of increase) l

| - If Nominal interest rates X Debt-to-GDP ratio < Fiscal deficit-to-GDP ratio, |
the debt-to-GDP ratio rises. |

l

l

l

|
I - If Nominal interest rates X Debt-to-GDP ratio > Fiscal deficit-to-GDP ratio,
I the debt-to-GDP ratio declines.

Accumulated debts ) ] _|_ Primary deficit
(previous fiscal year) X | (1+ Nominal interest rate ()) (current fiscal year)

GDP

(previous fiscal year) X (1+ Nominal growth rate (g))

» In case the both conditions of Nominal interest rates (r) = Nominal growth
rates (g) and Primary deficit = 0 are satisfied, the debt-to-GDP ratio remains
stable.

' |
' |
I - If Nominal growth rates (g) < Nominal interest rates (r), I
: the debt-to-GDP ratio rises. I

I
' |
' |

- If Nominal growth rates (g) > Nominal interest rates (r),
the debt-to-GDP ratio declines.

In order to steadily reduce the debt-to-GDP ratio,

it is important to strengthen growth potential, pay close attention to
interest rate trends (fiscal balance including interest payments), and
achieve a primary surplus.
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20. Trends in the Outstanding Debt of Central and Local
Governments (% of GDP)

The ratio of central and local government debt to GDP, a stock indicator used for fiscal
consolidation targets, has been steadily declining in recent years, but remains at a high level.

210.0%
190.0% e,
170.0%
150.0%

130.0%

110.0%
2002 03 04 05 0O6 O7 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

(FY)

2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024 | 2025 | 2026

OU‘S‘Z:‘HI‘I’(']:E;;’)"OU”‘ 6019 6436 689.9 7187 7230 730.2 7333 783.1 827.2 850.3 886.2 926.6 956.7| 988.9) 1011.7| 1034.1 1053.5 1064.6 1124.1] 1168.9 1199.9 12218 1243.2 1289.9 12910

Ratio to nominal
GDP

113.4% 120.9%) 129.0%] 133.4%) 133.2%| 134.3%]| 140.4%)| 156.4%]| 162.5%)| 168.6%| 175.7%]| 178.5%| 179.2%]| 179.2%)| 181.9%| 182.2%| 184.8%)| 186.6% 202.8% 202.7%) 202.8% 197.3%) 193.5%] 192.8% 186.6%

| N?Sﬂ:gﬁ'yg\?*’ | 530.5| 532.4| 534.6| 538.9| 542.s| 543.s| 522.5| 500.8| 509.2| 504.2| 504.5| 519.2| 533.7| 551.9| 556.3| 567.7| 569.9| 57o.e| 554.3| 576.6| 591.7| 619.4| 642.4| 669.Z| 691.9|

(Source) Cabinet Office “Economic and Fiscal Projections for Medium to Long Term Analysis” (January 22, 2026)
(Note) Excluding the expenditures and the fiscal resources for the measures on recovery and reconstruction, GX, and the Al and semiconductor industry foundation
strengthening support.

(Reference) Trends in Interest Payments and Interest Rate

(trillion yen) Outstanding general bonds are over 1,000 (trillion yen)1 200
trillion yen, and if interest rates rise, interest 15a T
10% 25| payments will increase substantially. .
Government Bond 047 || 1 1,000
Outstanding (RHS) 1
8% 2017.4 7.4 -5 Interest Rate (LHS, %) g5 11 []]
/ o 1 800
6.1 Nl
6% 15 Interest Payments 830, 1
(LHS, trillion yen) i 57 N u 600
9.7
4% 10
| 400
2% 5 - ' 166 ' 14 18 1 200

134 Tl i 1.0

o DDUEHHHHHHHH

IAINIATHINIAINIERS

1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 20252026
(FY)
(Note 1) Interest Payments in FY1975 - FY2024: Settled figures ; FY2025: Based on the supplementary budget ; FY2026: Based on the budget
(Note 2) Interest rates are based on the weighted average of interest rates of government general bonds.
(Note 3) Outstanding government general bonds in FY1975 - FY2024: Actual figures ; FY2025: Based on the supplementary budget ; FY2026:
Based on the budget
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(Column 2) Share of JGB Holders and Transaction in Secondary Market

The burden is actually postponed to our future generation as noted on P.17, although some
argues that it doesn’t happen because domestic citizens are lenders.

As the presence and the share of foreign investors in secondary market has become more
significant due to the increase in international financial transactions by the progress of
globalization, it is becoming increasingly essential to ensure the confidence in fiscal
management from foreign investors.

(1) Japanese Government Bonds (JGBs) Holders  <Trends in the share of JGBs held and transactions
(%) by foreign investors >

90

80 - 72.7%
(1) The share of transactions by

foreign investors in the secondary
70 bond market (Futures Market)

\

60
(2) The share of transactions by
foreign investors in the secondary
50 bond market (Spot Market) 47.2%

(Source) Bank of Japan “Flow of Funds Accounts Statistics”
(Note 1) Including Treasury Discount Bills (T-Bill). 40
(Note 2) Percentage as of December 2025.

JGB Transactions in Secondary Market 30

(3) The share of JGBs held by

(2) Spot Market (3) Futures Market 20 foreign investors (Stock)
IO _ N 12.8%
_ : : g 8.4%
Foreign Foreign 10 N_____,f—"ﬁw
Investors f ! Investors :

72.7%

10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
(End of December)

(Source) Japan Securities Dealers Association, Japan Exchange Group (Source) Bank of Japan, Japan Securities Dealers Association, Japan
(Note 1) Including Treasury Discount Bills (T-Bill). Percentage as of the Exchange Group

fourth quarter of 2025 (October-December). (Note 1) Including Treasury Discount Bills (T-Bill).
(Note 2) The figures of Spot market excludes transactions by bond dealers. (Note 2) The figures of Spot market excludes transactions by bond dealers.

(Reference) Trends in Current Account Balance

Although the current account surplus has continued in Japan because the private saving
surplus has exceeded the deficit in the government sector, Japan will have to depend on
foreign capital if the current account balance becomes deficit. Therefore, continuous efforts
toward fiscal consolidation are necessary.

<Trends in excess/ deficit of funds by sectors> <Trends in Current Account Balance >
(% of nominal GDP) wwtan Households, etc. (UiliON YN s Goods Primary income
mmmmm Corporations, etc. 50 =3 Services i Secondary income
15 (Excess savings / Financial surplus) ararars Government e=Ome Current account —2— Goods & services

— cxcess/ deficit of funds

40

30

20

10

0

-10

(Excess investment / Financial deficit) -20

-15 - .30 L
00 02 04 06 08 10 12 14 16 18 20 22 24 96 98 00 02 04 06 08 10 12 14 16 18 20 22 24

) ) (FY) (FY)
(Source) Bank of Japan, Cabinet Office
(Note) Households etc. : household+private nonprofit institutions serving households

- ) . . . ) Source) Ministry of Finance “Balance of Payments”
Corporations etc. : non-finance corporations and financial corporations ( ) Ty 4
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21. Efforts to Achieve Fiscal Consolidation

— Main Points of Basic Policy on Economic and Fiscal Management —
and Reform 2025 (Cabinet Decision in June 2025)

Based on the understanding that the economy is the foundation of public finance, macroeconomic policy
options in line with the circumstances, including the response to the U.S. tariff measures, and appropriate
response to price hikes, should not be distorted by giving priority to the fiscal consolidation target. (...)

In a world with the rise of interest rates, it is essential that we will resolutely pursue fiscal consolidation,
and we need to present a clear and consistent direction for our economic and fiscal policies with a long-
term perspective to ensure market confidence in Japan's economic and fiscal management. Over the
period from FY2025 to FY2026, we aim to achieve a primary surplus of the central and local
governments as early as possible. However, since impacts of the U.S. tariff measures are unclear, we
should examine their economic and fiscal impacts and respond to them appropriately. So, we will recheck
the target years as necessary. Then, throughout the period of the “Economic and Fiscal Plan for
New Stage”, while securing a certain surplus margin of the PB, we firstly aim to steadily reduce
the public debt-to-GDP ratio toward the level before the COVID-19 pandemic and move further
forward with efforts to achieve both economic revival and fiscal consolidation. (...)

We will continue to implement necessary policy measures in response to changing conditions. At the
same time, we will also begin examining the establishment of a rule whereby, if a primary balance turns
into a surplus and exceeds a certain level, it will be returned to the economy and society by expanding
policies that contribute to economic growth and other objectives.

Guiding Principles in Budget Formulation for FY2026

With regard to budget formulation, until FY2027, the government will continue expenditure reform
efforts set forth in the Basic Policy 2024, and as being clear that the Japanese economy is
entering a new stage, we will adequately reflect the details in the budget formulation process in
each fiscal year in light of economic and price trends and other developments. In particular,
regarding social security-related expenditures (1), we will respond appropriately. On the one hand,
we will continue our efforts to restrain insurance premium burdens through past reforms, by taking into
account the difficult conditions faced by frontline medical and long-term care services, and on the
overall fiscal situation, including tax revenues. On the other hand, we will implement measures that
surely lead to stable business management and wage increases for a wide range of professionals
working in the field, in light of the strong wage increases secured in the 2025 spring labor-management
negotiations and the recent rise in prices. Specifically, we will add an increment, which corresponds
to responses based on economic and price trends, to expenditure growth attributable to
population aging. As for non-social-security expenditures®? and local public finance, we will also
reflect economic and price trends appropriately, taking into account Section 4, Chapter 3, "Review
and Revision of public systems in line with rising prices."

We will continue to implement necessary policy measures in response to changing conditions. At the
same time, we will also begin examining the establishment of a rule whereby, if a primary balance turns
into a surplus and exceeds a certain level, it will be returned to the economy and society by expanding
policies that contribute to economic growth and other objectives.

*1 The increase in social security-related expenditures is attributable to factors such as population aging and the
advancement of social security.

*2 The increase in hon-social security expenditures in the FY 2025 budget is approximately 300 billion yen. This
amount maintains the same level as the increase of about 160 billion yen in the FY 2024 budget, which reflected
recent changes in the inflation rate. Additionally, around 140 billion yen was added to offset the increase in
personnel expenses for public employees, thereby preventing a real-term reduction in non-social security
spending.

(Reference) Basic Policy 2024

With regard to budget formulation, the government will continue current expenditure reform efforts(

during the three years from FY 2025 to FY 2027 based on the basic approach described above. (...)

* Expenditure reform has been ongoing since FY 2013. The government will continue constant efforts for the
expenditure reform during the three years from FY 2022 to FY 2024 based on the Basic Policy on Economic and
Fiscal Management and Reform 2021 (Cabinet Decision on June 18, 2021). Defense capabilities as well as child
and child-rearing policies, which will be systematically expanded over multiple years, shall be respectively financed
by funds to be generated from the expenditure reform until FY 2027 or FY 2028. Note that efforts for the
expenditure reform related to the social security system shall be promoted based on the Reform Plan for Building
Social Security System for All Generations (Reform Process) (Cabinet Decision on December 22, 2023; hereinafter
referred to as the “Reform Process”).
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(Reference) Views of International Organizations to Japan's Fiscal Policy
_ OECD Economic Surveys: JAPAN (January 11, 2024)

® Securing fiscal sustainability is key. Rebuilding fiscal buffers and ensuring debt sustainability should

be prioritised, in a context of increasing debt service risks associated with a possible rise in long-

term interest rates. Rapid population ageing is putting pressure on spending, increasing the already

large transfers to the elderly.

® Fiscal support to address the pandemic and the energy shock has increased gross public debt to an

unprecedented level of almost 245% of GDP in 2022. Remaining measures to provide support

against the energy shock should be targeted, with a view to phasing them out. Overreliance on

supplementary budgets and contingency reserve funds lowers the transparency of fiscal projections

and targets. Announcing concrete revenue and expenditure measures to enable a medium-term

fiscal consolidation path would boost the credibility and sustainability of fiscal policy.

® Containing spending growth requires health and long-term care reforms. Lengthy hospital stays and

a high number of medical consultations suggest room for efficiency gains in providing high-quality
care to Japan’s ageing population. Reform priorities include boosting out-of-pocket payments for the
more affluent elderly through means-testing, and shifting long-term care out of hospitals.

® Japan should rely primarily on the consumption (value-added) tax to boost revenues. The current

10% rate is among the lowest in the OECD. In addition, various deductions to personal income
taxes erode the tax base. Tax reforms should be accompanied by targeted support measures for

low-income households.

— IMF Staff Report for the 2026 Article IV Consultation (April 3, 2026)

® Near-term fiscal policy should refrain from further loosening, preserving recent gains in fiscal
consolidation. (...) While Japan has some fiscal space, fiscal restraint is warranted to prevent the
erosion of buffers and to preserve the capacity to respond to shocks—including from natural
disasters—which would also contribute to stable JGB market conditions.

® Over the medium-to-long-term, the fiscal deficit is projected to grow as spending pressures build,
leading to an increase in debt.

® Growth-friendly fiscal adjustments, underpinned by a robust medium-term framework, are needed to
ensure debt sustainability. (...) The adjustment should be anchored by a credible and robust
medium-term fiscal framework, supported by durable revenue mobilization and expenditure
rationalization that improves efficiency and preserves high-quality investments in human and
physical capital. (...)

» Expenditure rationalization: Current spending remains elevated compared to pre-pandemic
levels, highlighting the need to eliminate poorly targeted subsidies, including energy

subsidies.

» A credible medium-term fiscal framework should include a clearly defined fiscal anchor and
establish a strong link between annual budgets and medium-term planning, ensuring that
fiscal decisions are guided by the anchor. The use of supplementary budgets should be

restricted to responding to large, unexpected shocks that overwhelm automatic stabilizers,

(...)
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(Reference) Cabinet Office “Economic and Fiscal Projections for

Medium to Long Term Analysis” (January 22, 2026)
< Primary Balance of Central and >

< Nominal GDP Growth Rate > Local Governments (% of GDP)
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* Economic Scenarios
* “Transferring to a New Economic Stage Case”: the growth rate of TFP (Total Factor Productivity) is assumed to steadily go up to around 1.1%, which is the average
rate for the last 40 years in Japan.
* “Projection of Past Trend Case”: the growth rate of TFP is assumed to stay around 0.6%, which is the average from the most recent business cycle to the present.

(Note) Figures for the primary balance and outstanding debt of the central and local governments are calculated excluding the expenditures and the fiscal resources for
the measures on recovery and reconstruction, GX, and the Al and semiconductor industry foundation strengthening support.



IIl. Issues in Each Policy Area
22. Social Security Area

(1) Declining Birthrate, Aging population and Increase in Social Security Benefits

While social security system is generally a mutual support by insurance premiums, if only
premiums were paid, the burden would be concentrated on the working generation , so public
expenditure is also used. In reality the needed public expenditure is financed by not only tax
revenues but also bond issuance, which leads to the postponement of the burden to the future
generation.

We have to share and cover the burden of social security, which benefits us, across the

generation.

FY1990
¥18.5tn (28%)
¥21.0tn (32%)

FY2023
¥42.0tn (21%)
¥38.1tn (19%)

Contribution of Insured Person
Contribution of Employer

(Note) Figures in parentheses represent the percentage of the total.

Social Security Fiscal Resources

Long-term Care,

Public Expenditure ¥16.2tn (25%) | ¥58.0tn (29%) ¥1E§r;etﬁ_t|? ¥ A137.t6|tri||ion
: : : 7 trillion  +
Social Security Benefits ¥47 .4tn ¥135.5tn . 5S¢ ncom(i““on yen)

Asset Income, etc.

(trillion yen) Welfare, etc.
34 9 Burden on Local
140 : Government
(of which Long- 17.2
13575 | term Care 14.0) .
(of which children |
and child-rearing ZApovemmeny
120 11.9) PUbI"C I Issuance I
Expendltur' J Burden on
i 553 [ - Central
SSOCIE_U 755 Government
ecurity 38.2
Benefits Vit
100 Revenue
Medical
Care -
43.4
80
Public
Expenditure 801
60
47.4 Social
Insurance
40 Pension Contribution
395 : 82.2
Social 62.5
Insurance
Contribution
20
0
90919293949596979899000102030405060708091011121314151617181920212223 FY2025 FY2025

(Source) National Institute of Population and Social Security Research “The Financial Statistics of Social Security (FY2023)”, FY2025: Ministry of

Health, Labour and Welfare (based on the initial budget).
(Note 1) FY1990-FY2023: Settled figures ;
projects related to countermeasures against COVID-19 differs from year to year.

FY2025: Based on the initial budget. It should be noted that the conditions on expenditures for

(Note 2) The amount of social security benefits for FY2023 is 132.7 trillion yen when the cost of projects related to countermeasures against

COVID-19 is excluded.
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The reason why the social security costs has been increased is the population aging at an
unparalleled high speed compared to other countries. In particular, all of the so-called "baby
boomers" born immediately after World War Il have moved into the latter-stage of the elderly
category (75 years old or older) by 2025.
Meanwhile, the birth rate continues to be lower than that in other developed countries, and the
population of working generation who supports social security mainly is decreasing in the
composition of the entire population.

Demographic Changes in Japan

Aged 65 and older

-account for about
60% of national
medical expenses

- are receptors of
basic pension

- are the Primary
Insured persons of
long-term care

aby Boomers

CY1961 CY2025 CY2040
Total Population Total Population Total Population
(94.29 million) (123.26 million) (112.84 million)
100 100 00 L SRR
Aged 75 Firdk Baby B 2155 / 2.38million
St
g€ 90 | 1.65million 90 I(r75-7§sl %a:?mg;s milion 90 %n% I%?
and older (2% 5.56 millon  (179/) (20%)
80 g 80 80
14198 17.01
_% gll?osn 70 million 70 % million
(4%) (12%) (15%)
60 60 Second B
(66-69 years old)
50 50 7.41 million
51.81 67166 =—— 58,08
million m|:|gn ] million
(55%) 40 : (5‘- /'-)) 40 ——— (5] %)
-Second Baby Boomers
) (51154 years |old)
", First Baby Boomers3Q 7.90 million 30
! (aped 12-14 years
old) |~
7.27m|_||(2n__2Q_ ________________ o0
19.07 15.47
36.9¢ 10 : million 10 million
million (15%) (14%)
0 100 200 300 0 100 200 300 100 200 300

(Source) Ministry of Internal Affairs and Communications “Population Estimates”, National Institute of Population and Social Security Research “Population
Projections for Japan (2023)” (medium-fertility and medium-mortality scenario)

(Note) The first baby boomers are those who were born in 1947-49. The second baby boomers are those who were born in 1971-74. Okinawa prefecture is not
included in the figure in 1961. The figure of 85 years olds in 1961 includes that of aged 85 and older. The figure of 105 years olds in 2025 and 2040 includes
that of aged 105 and older.

International Comparison of Population Aging Rate

*Aging Rate: The ratio of the number of the aged 65 and older to the total population

“ a0
2025 |
35 | Japan 29.6
Germany 23.7
30 r France 225
25 U.K. 19.7
uU.s. 18.4
20 r
15 1 = apan
! Gemany
10 : —e—France
| —h— UK
S I _m us
0 !
1950 1970 2000 2025 2050
(Source) (S

Japan : 1950-2020: Ministry of Internal Affairs and Communications,
“Population Estimates”

2025-2050: National Institute of Population and Social Security Research,

“Population Projections for Japan (2023)" (medium-
fertility and medium-mortality scenario)
Other countries: United Nations, “World Population Prospects 2024”

International Comparison of Birth Rate

(%)
6

2.4
2.2
2.0
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1.6
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1.2
1.0

e=@==|apan
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—&— France

—A— U.K.
——Us.

e

'

2024

1970 1980 1990 2000 2010 2020

(Source)
Japan : Ministry of Health, Labour and Welfare, “Vital Statistics”
Other countries: United Nations “World Population Prospects 2024”
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(2) Issues in each social security area
Measures to address declining birthrate and support for child-rearing
(i) Decline in the number of births

The annual number of births exceeded 1,000,000 in 2015, but has declined significantly to 686,000 in
2024, and the birthrate has been declining far faster than previously projected.

(10,000 persons) . . .
100 Trends in births (projected and actual)
= = «Projected population 2017
95 (medium fertility)
=== Actual Figures
90
Projected population 2023
85 . "
82.5-819 30.9 (medium fertility)
80 -
75
CY2017
70 - __projected
66.9
6 Teel_ 651
65 - gc}rkl]su%lerabtlﬁ decrease in the rgugwberof 5 Sw, 633
; irths from the previous projecte -
Actual figures  BtIie from the p proj CY2023 =
projected 63.7
60 1 61.6
59.3
55 — 320

0, 0,.0,%
[

‘s

Yo

. . . . . . . . D D . . . . .
22, %, R, TR TR R 990\9 R, %, Ry %, Ry %6‘?9)

(Note) Projected and actual population above is the Japanese population in Japan.
(Source) National Institute of Population and Social Security Research, “Population Projections for Japan”, Ministry of Health, Labour and Welfare, “Vital Statistics”

(it) Trends in family benefit spending and its international comparisons

B, By, By, B 0, "By "8, 0y Gy 0y,

(cv)

Japan’s “family benefit spending” (% of GDP) has increased significantly in recent years as a result of the
capacity expansion of childcare education and the introduction of free early childhood education and care
(for children aged 3-5), using consumption tax revenue, etc. In terms of the spending per child, it is above
the OECD average.

(%)

&®Trends in family benefit spending

Capacity building for early childhood education in

®International comparisons in family benefit spending

Family benefit spending

Family benefit spending per

2.5 1 | order to reduce the children in waiting list (% of GDP) capita aged Under_lS
| > (% of GDP per capita)
Sweden Germany
0, 0,
20 ) I (cv2021) | 33% (cvz2021) | 3%
’ u% of nominal GDP (8%—10%)
N Germany Sweden
2.6 % 0
o (CY2021) : (cyz2021) | 10
15 A (5%—8%)
' France 26 % Japan 0
l (Cy2022) | 2% (Fy2023) | 30%
OECD average France
1.0 1 e carly ch 2.3 % 39
free Z%Lyciﬂéﬁh""“ (CY2021) ° (Cy2022) | 1%3%
Japan o OECD average 0
05 (Fy2023) | 1°% (Cy2021) | 110%
United Kingdom o United Kingdom
(Cy2022) | 19% (Cy2022) | 85%
0.0
S N AL D D L0 0 A D O a, United States United States
B S B S ST S S S S S S g (Cv2023) | 08% (Cv2023) | 2°%

(Source) National Institute of Population and Social Security Research, “The Financial
Statistics of Social Security”, OECD “Social Expenditure Database”

(Note) Figures for FY2020 and thereafter may be higher than actual due to the impact of
the spread of Covid-19(e.g. temporary benefits and reduced GDP, etc.)

(Source) OECD “Social Expenditure Database”. Population: United Nations “World
population Prospects 2024”
(Note) The years for each country are as shown in the table (as of July 2025)

29



Increase in medical care and long-term care costs

The population aged 75 and older has been increasing rapidly and is expected to continue increasing in
the future. The medical care and long-term care costs per capita increase significantly for individuals aged
75 and older. As the growth in medical care and long-term care costs has exceeded the growth in
employees’ compensation, insurance contribution rates have been rising. Therefore, it is necessary to
prioritize and streamline the medical care costs and long-term care benefits.

€ Medical care expenditure and drug costs 4 Ratio of certification of needed long-term

(internal medicine) per capita care and long-term care costs per capita
Medical care (Reference) Drug costs
Age expenditure per capita  (internal medicine) per capita Long-term care Ratio of certification of needed
85~ costs per capita  |ong-term care by age group
80~84 (¥10,000) sa0  115%  257%  58.0%
75~79 120
T70~74 —— N o o o O
60~64 —— ]
55~50 s I ¥988’ DOO
50~54 me— — 80
4A5~49 E—
AQ~44 e— — 60
35~39 mmmm —
30~34 == —
2520 mmm - 40 ¥311,000
20~24 mm - . -
15~10 e = limited to internal medicine ¥136,000
10~14 == — 20 ¥68.000
g:g — (¥1,000) (000 ¥34,000  —
0 500 1,000 0 50 100 ~ ~ ~ ~ ~
*“Drug cost” refers to the amount calculated for each drug based on the dose recorded in the (Sou?cSE) 69 70~74 75~79 80~84 85 Age

“prescription” column and the dispen_sed quantity recorded in the “dispensed quantity” column in the Ratio of certification of needed long-term care: Ministry of Health, Labour and Welfare,
dispensing fee statement, and the price of the drug.

(Source) Medical care expenditure: Ministry of Health, Labour and Welfare, “FY2023 National Medical Care L_ong-term Care Insurqnce Business Rgpo_rt (FY?°23) . . "
Expenditure” Ministry of Internal Aﬁallrs and qumumcatlons, Population Estimates’ o
Long-term care expenditure: Ministry of Health, Labour and Welfare, “Statistics of
Long-term Care Benefit Expenditure (FY2023)"
Ministry of Internal Affairs and Communications, “Population Estimates”

Increase in medical care and long-term care expenditures per capita

Drug costs: Ministry of Health, Labour and Welfare, “Recent Trends of Drug Dispensing Costs (processed
by computer)”, data of FY2023 and Ministry of Internal Affairs and Communications, “Population Estimates”

Medical care (2023) Long-term care (2023) Number and ratio to total population
. . L -t
National mec:jc_jlcal Public expenditure egggnc?i:trﬂec%fr Public 2023 2040
care grxgaenit;ture per capita capita (ratio of expenditure
(ageg 64 an‘()j under: (aged 64 and under: || certification of needed p N
¥218000) ¥27,000) S“pﬁ]";‘g:’é‘rﬂ;“gg‘e’s;’afe per capita |Approx. +0.86 million persons |
¥52.000 16.15 million | 17.01 million
Aged 65-74 | ¥603,000 ¥76,000 (4.3%) ¥14.000 persons —> persons
Approx. ' I Approx. (130%) (151%)
Aged 75 and Vo Laimes by 000 | VR o0 08 million | 22,28 mil
ge an y . milion . milon
(16.1%) (19.7%)
(Source) ’\Nﬂ?rgiiggslor?ﬁggﬁlhu’:igabgﬁggzr#éitwgifare' “Overview of National Medical Care Expenditure (FY2023)" |Appr0x- +2.20 million persons |

Population ratio per age group: Ministry of Internal Affairs and Communications, “Population Estimates”;
National Institute of Population and Social Security Research, “Population Projections for Japan (2023) ” (medium-fertility and medium-mortality scenario)
Long-term care expenditure and ratio of certification of needed support/long-term care: Ministry of Health, Labour and Welfare, “Statistics of Long-term Care Benefit Expenditure
(FY2023)” and “Long-term Care Insurance Business Report (FY2023)", and Ministry of Internal Affairs and Communications, “Population Estimates”

(Notes)  National medical care expenditure and long-term care expenditure per capita are calculated by dividing the national medical care expenditure and the long-term care expenditure by the
population in each age group. Public expenditure per capita is mechanically calculated by dividing the amount of public expenditure by the population as of 2023 in each age group.

Growth in medical care and long-term care expenditures per capita, the burden of insurance
contributions on the working generation

Growth in medical and long-term care
insurance benefits, etc.

Increases in insurance contribution rates, etc.
*Total employer and employee contribution rates

I |
]

. . . ) + 2.8%/yeaf medical care 8.3% 9.3%
OGrowth in medical insurance benefits, etcb long-term care e 18%
+2.6 /o/year | *Support coverage of medical care for elderly people aged 75 and older per capita of
OGrowth in Long-Term Care Levy working generation ¥2,980 per month (2008) — ¥5,950 per month (2024)
+4.6% . year Growth in employees’ compensation
Growth in insurance benefits, etc. exceed +2.0%./year
growth in employee’s compensation ONumber of employees  +0.8%,year
| tribution rates rise *working-age population -0.7%.year
=lnsurance contribu Owages +1.1% /year
FY2012—FY2024 FY2012—FY2024

(Source) Cabinet Office “National Accounts for FY2024", Ministry of Internal Affairs and Communications, “Population Estimates” , budget- and settlement-related materials of the Japan Health
Insurance Association and Health Insurance Societies. (Note 1) Over the most recent three years (FY2021-FY2024), insurance benefit payments, etc. relating to medical care and long-term
care increased by 2.2%, while employees’ compensation increased by 2.9%. (Note 2) The annual average is calculated by simply dividing the rate of increase from the starting point to the
ending point by the number of years. (Note 3) Note that employees’ compensation includes employers’ contributions to medical and long-term care insurance contributions. (Note 4) Medical
insurance benefits, etc. refer to the total amount of insurance benefit payments and contributions, etc. in the Japan Health Insurance Association and Health Insurance Societies from
FY2012 to FY2024 (Actual figure in FY2024 for Health Insurance Societies: estimated settlement figures.) (Note 5) Long-term care contributions refer to the total amount of long-term care
contributions in the Japan Health Insurance Association and Health Insurance Societies from FY2012 to FY2024 (Actual figure in FY2024 for Health Insurance Societies: estimated
settlement figures.) (Note 6) The insurance contribution rate for Health Insurance Societies is the average contribution rate set by each society, calculated as a simple average across union
(not weighted by the number of insured persons enrolled). The FY2012 figure is a settled figure, and the FY2024 figure is an estimated settlement figure.




(3) Future issues in social security
(i) Shift to burden based on the ability to pay

The medical care expenditure per capita among people aged 75 and older is approx. 1 million yen, more than
80% of which is financed by public funds and insurance premiums paid by the working generation. Going
forward, along with the decline of population of the working generation who supports the social security system,
the burden on the working generation to pay support coverage of medical care system is estimated to increase.
Therefore, it is necessary to shift to burden based on the ability to pay, instead of age. Accordingly, since
October 2022, a new system has been introduced for elderly people aged 75 and older whose income exceeds
a certain level that will cover 80% of their medical care expenditure, instead of 90% (and burden ratio has
changed from 10% to 20%). In addition, since 2023, the system for payment of insurance premiums by those
elderly people has been revised so that the rate of increase of the insurance premiums paid by the working
generation will be equal to that of the insurance premiums paid by elderly people on a per-capita basis.

€ Medical care expenditure of elderly people aged € Changes in insurance premiums
75 and older and financial resources thereof per capita (monthly amount)¥6 116
& ¥21.2 trillion in total (approx. ¥1 million per capita) |r—— (times) :
9
hsvEnes Support coverage of 9
Paymentpremiums| Mmedical care for elderly people _ ) 1.75 - Support coverage of medical care @
by | paid by aged 75 and older National and local expenditures § — system paid by working generation
patients | elderly (paid by the working 47% on a per-capita basis*
8% pg:);'e generation) P P O
° 37% 150 O 7192
* Based on the FY2026 budget ' OO 1.4 times
@ Increase in medical care expenditure and insurance o®

premiums per capita (from 2009 to 2022)

Increase in medical care
+ ¥86,000

expenditure per capita

+ ¥45,000

+ ¥36,000

+ ¥42,000

Insurance premiums paid by elderly

+ £5,332 people on a per-capita basis
+¥101,000 ¥16,000
Increase in insurance 0.75
premiums per capita 2008 2025
* Multiples of the FYZO[_)B amount multiplied by 1. o
Aged 15-64 Aged 65-74 Aged 75 and older e e gty o emonmtieaor 211 (FY)

(it) Problems in Japan’s medical care provision system

The number of hospital beds per population in Japan has become larger than that in other developed countries.
As a result, the number of doctors per hospital bed is very small. In anticipation of the changes in quality and
quantity of demand for medical care due to the population decline and aging of society, it is required to share
the roles and cooperate among medical institutions in each community, for both inpatient and outpatient
medical care.

4 Comparison of medical care provision systems in major developed countries

Average Total number
number of days| of hospital
of hospital stay | beds per 1,000
(acute period) population

| G | @ | &

9.0

Number of Number of doctors
doctors per 1,000 per 100 hospital
population beds

Number of doctors

Country name per hospital

Germany (7.5) 7.7 4.7 60.8 131.5
France 9.1 5.4 3.9 72.1 89.8
(5.5) . . . .
United 8.3
Kingdom (7.5) 2.4 3.4 138.5 124.5
. 6.6*
United States (6.0%) 2.8* 2.7* 98.9* 148.1*

(Source) Created based on “OECD Health Statistics 2025” (data for CY2023, (*) indicates data for CY2022)
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(4) Comprehensive reform of social security and taxation systems

The aim of the Comprehensive reform of social security and taxation systems is to improve the current
situation where the burden of a substantial portion of social security costs is postponed to future generations,
thereby enhancing and stabilizing the social security system while achieving fiscal consolidation.

Enhancing and stabilizing the
social security system

E i table fiscal ishi
nsuring stable fisca Accomplishing both

resources by tax reform

Achieving fiscal consolidation
goals

Why is consumption tax used for social security?

- Its revenue is stable and unlikely to be affected by economic conditions.
- Itis neutral in relation to economic activities, and does not concentrate burden on certain people such as the working generation

Consumption tax is an appropriate way of funding financial resources for social security.

(trillion yen)
30
25
Income tax
20
15
10
Consumption tax
5 r (Note) Local consumption tax
revenue is not included.
0
1990 1995 2000 2005 2010 2015 2020 202420252026
(FY)

(Note) Until FY2024: Settled figures; FY2025: Based on the Supplementary Budget; FY2026: Based on the Budget
Major initiatives to enhance
Relationship between four social security expenses social security
and consumption tax revenue

Childcare

v' Free early childhood education (Free
education for all children from 3 to 5
years old, etc.)

T r / ’
’ Enhancing social security
Increase in administrative expenses
due to consumption tax hike

1 |
1 |
1 | . . .
4 I Government contribution to the basic | v Free higher education (tuition
1 |
1 |

POStpO”'Z%g:g?g:sto future J/ AL reductions and exemptions of
i , . " . )
g 10 , SRS ALy universities, et(_:. and expansion of grant:
¥18.3 trillion e /3 type scholarship for children from
, R4 families with incomes below a certain
v R4 ,/ level)
7 v' Solving the daycare shortage
, problem(“Problem on the children on the
4 daycare waiting list”) and creating an
Increased revenue from 5% ’ ¥ o) g
tion tax hik ,/ environment that enables women to
Consifép‘l'c:n”_ax E Vi work if they want to.
4 trillion 4 .
e Medical / long-term care
/7
’ v' Expanding the eligibility for reduction
. of premiums for the national health
Consumption tax revenue, 4% T ——
(excluding local consumption i .
v" Enhancing long-term care services
tax revenue (1%)) . . . .
o (improving wages and introducing ICT)
¥14.2 trillion .
Pension
Consumption tax revenue Four social security expenses v Benefits for low-income senior
¥30.6 trillion (total of centrg;grédtl_cilgal governments) citizens (such as 5,000 yen per person
.9 trillion
(Note 1) For enhancing social security, 4.5 trillion yen has been spent in total; utilizing resources (-0.4 trillion yen) generated by prioritization and per month etc.)
streamlining based on the social security reform program law, etc. : : fLo
(Note 2) Each figure in consumption tax revenue and four social security expenses is based on the FY2026 budget of central and local v Shqrtenlng th_e reqU|red _qua“fymg
governments, reflecting the effect of implementation of reduced tax rate. peI’IOd to receive a pension

(Note 3) For the introduction of the reduced tax rate, legislative measures have been taken to secure stable permanent financial resources.

(Note 4) Figures may not add up to the totals due to rounding. (25 years:>10 years)

etc.




23. Non-Social Security Area
(1) Central and Local Governments

@ Distribution of Tax Revenue and Expenditure of the Central and Local Governments

Due to the fiscal transfer such as local allocation tax grants, etc., the ratio of tax revenue
resources between the central and local governments is on the same level of that of
expenditure. However, there is an imbalance between the total taxes and total expenditures for
the central and local governments combined, and it is important to resolve this imbalance.

Total Tax Revenues of the Central and
Local Governments (¥127.3 trillion)

(Central government: | (Local governments:
National tax revenues) Local tax revenues) National tax , Local tax
[Revenue] ¢ ¢ revenues ° revenues

(FY2024 Settlement) 63.7% 36.3%
(¥81.1 trillion) (¥46.3 trillion) 63:37

Local allocation tax (corresponding legal ratio)
and local transfer tax: 18.5%

i |
45.2% ! 54.8% .
S T 45 : 55
(¥57.5trillion) 1} (¥69.8 trillion)

[Expenditure] contatgoverment -+ toca t
entral ov‘ernmen . ocal gove_rnmen
(FY2024 Settlement) Central Government Local Government expenditure . expenditure
expenditure (net basis) expenditure (net basis) 43 57
43.5%(¥88.5 trillion) 56.5% (¥115.1 trillion) .

Total Expenditure of the Central and Local Governments
(¥203.7 trillion)

(Source) “Local public Finance (March 2026)", etc.

@ Comparison of the Fiscal Conditions in the Central and Local Governments

Comparing fiscal situations of central and local governments, the situation of the central
government is extremely more severe than that of the local government in terms of both the flow
indicators (fiscal and primary balance) and the stock indicators (long-term debt outstanding).

OPrimary Balance and Fiscal Balance of the Central and Local Governments (FY2026 projection)

Primary Balance Fiscal Balance
Central Government approx. -10.4 trillion yen approx. -18.5 trillion yen
Local Government approx. 9.5 trillion yen approx. 8.5 trillion yen

(Source) Cabinet Office “Economic and Fiscal Projections for Medium to Long Term Analysis” (January 22, 2026)

OTrends in Long-term Debt Outstanding of Central and Local Governments

Present
30 years ago 15 years ago (Projections as of the
(As the end of FY1996) (As the end of FY2011) end of FY2026)
Increase by approx.
Increase by approx. 484 trillion yen

Central 384 trillion yen

Government o 59 oy 1170
trillion yen trillion yen trillion yen

Decrease by approx.
Increase by approx. 34 trillion yen

Local 139 61 trillion yen

. t 20 —) 196
overnmen trillion yen trillion yen trillion yen

(Note) The borrowings in the Special Account for Local Allocation Tax and Local Transfer Tax are divided into the figures of the central and local governments in
accordance with their shares of redemption. The amount of the borrowings outstanding incurred by the central government was transferred to the general account at
the beginning of FY2007, so that the borrowings outstanding in the Special Account from the end of FY2007 represents the debt of the local governments (approx. 23
trillion yen (projection) at the end of FY2026). 33




@ The Calculation System of the Total Amount of Local Allocation Tax (LAT)

The total amount of the local allocation tax (LAT) is determined as the amount obtained by adding special-
account resources to the statutory-rate portion of local allocation tax, etc.—that is, a fixed percentage of
national taxes—to address the expenditure-revenue gap in the Local Fiscal Plan.

FY2026 Local Fiscal Plan (Unit: trillion yen, figures in parentheses represent the amount of the increase from the previous year)
[ Revenue 102.4(+5.4)]

[ Expenditure 102.4(+5.4)]

Expenses for wages
:24.0 (+3.0)

Expenses for

general administration
of which : 45.5 (-O.l)
esubsidized project: 28.0 (+1.3)
eunsubsidized project: 14.4 (-1.5)
eexpenses on promoting regional
revitalization: 1.0 (-)
eexpenses on promoting regional
digital society: 0.2 (-0.1)
eexpenses on vitalizing local
communities: 0.4 (-)

Expenses for investment
:12.5 (+0.3)

Expenses for regional future fund :0.4

Debt service : 10.8 (+0.0

Expenses for extraordinary financial
measures bonds redemption fund:0.8

Others :8.5 (+0.9)

Revenue-Expenditure
Gap:
20.2 (+1.2)

Special local grants, etc.:0.8(+0.6

Local taxes,
Local transfer taxes:
:51.0 (+2.6)

National government
Disbursements:

:17.7 (+0.5)

of which Extraordinary financial measures bonds: - (-)

Local government bonds: 6.1 (+0.

2

Others : 6.6 (+0.2)

LAT, etc.
(the statutory LAT grants
rate) = (exit-based)
20.1 20.2 trillion yen
(+1.2)
(Reference)
LAT grants
Th ial A t I
?Osrpl_e:'Tagr;:t‘s’U“ (entran_cg based)
0.1 (-0.2) _ 20.1 trillion yen

The statutory rate for LAT (FY2026)

rate
Income tax 33.1%
Corporate tax 33.1%
Liquor tax 50.0%
Consumption tax 19.5%
Local corporate tax 100.0%

@ The Rule for Substantially Same Level of the Total Amount of Local General

Revenue Resources

“The rule for substantially same level of the total amount of local general revenue resources” is
maintaining the total amount of local governments’ general revenue resources substantially at the
same level as that of the previous year’s Local Fiscal Plan.
Under the rule, the total amount of the local, governments’ general revenue resources in the
FY2026 Local Fiscal Plan is maintained substantially at the same level as the previous year.

FY2026 Local Fiscal Plan (unit: triltion yen)

[Expenditure 102.4])

[Revenue 102.4])

Expenses for wages: 24.0

Local Allocation Tax: 20.2

Special local grants, etc: 0.8

Expenses for General

Administration:45.5
of which
esubsidized project: 28.0
sunsubsidized project: 14.4
eexpenses on promoting regional
revitalization: 1.0
eexpenses on promoting regional
digital society: 0.15
eexpenses on vitalizing local
communities: 0.4

Expenses for investment: 12.1

Local taxes and
Local transfer taxes: 51.0

Expenses for regional future fund :0.4

Debt Service: 10.8

Expenses for extraordinary financial

Expenses above the rule:4.5

National government disbursements: 17.7

Other local government bonds: 6.1

Others: 4.0

Others: 6.6

34

general
revenue
resources

|_specific

revenue
resources

Basic Policy on Economic and Fiscal

Management and Reform 2024
(Cabinet Decision, June 21, 2024))

Chapter 3. 2. Medium-term economic and fiscal
framework

With regard to budget formulation, the government
will _continue current expenditure reform efforts
during the three years from FY 2025 to FY 2027
based on the basic approach described above. As
for the specifics, we will determine the details in the
budget formulation process in each fiscal year while
taking into account economic and price trends and
other developments, as the Japanese economy is
entering a new stage.

Chapter 3. 3. (5) Enhancing fundamentals of local
administration and public finance

The government will ensure that the total amount
of general revenue sources necessary for stable
fiscal management of local governments, including
those receiving local allocation tax grants, shall be

maintained substantially at the same level as that of
the FY 2024 Fiscal Plan of Local Governments, (...)

* general revenue resources

» Local taxes, Local transfer taxes, Local allocation
tax, Special local grants and Extraordinary
financial measures bonds are included.

» They are not for specified purposes. Local
governments can use them for any purposes.




(2) National defense

The National Security Strategy of Japan (Cabinet Decision in December 2022) provides that Japan will

take the necessary measures to make the level of its budget, for both the fundamental reinforcement
defense capabilities and complementary initiatives, reach 2% of the GDP as of the strategy formulated.
To this end, unlike Medium-Term Defense Program, the Defense Buildup Program (Cabinet Decision

of

in

December 2022) sets the nominal expenditure for the implementation of defense capability buildup over

the five years from FY2023 to FY2027 at approx. 43 trillion yen and the annual defense budgets for ea
fiscal year approx. 40.5 trillion yen (approx. 8.9 trillion yen in FY2027).

ch

Points of the Defense Buildup Program

Defense Buildup Program | Medium Term Defense Prograrr{B""S‘f“I 0”8]

the prices
(FY2023-FY2027) (FY2019-FY2023) of FY201

Expenditure for defense

capability buildup Approx. ¥43 trillion Approx. ¥27,470 billion

Annual defense budgets for Approx. ¥40,500 billion

each fiscal year N°® (approx. ¥8,900 billion for FY2027) Approx. ¥25,500 billion

Expenses based on contracts to be

newly concluded to implement the Approx. ¥43,500 billion Approx. ¥17,170 billion

program (material expenses)

(Note) The annual defense budget for each fiscal year is determined on the assumption that the following measures will be taken separately:
Considering the progress of each project, further accelerate the improvement of SDF facilities in an agile and flexible manner
(approximately ¥1,600 billion);

Utilize settlement surplus in the general account when the surplus is larger than the expected settlement surplus (approximately ¥900
billion); further optimization and rationalization of defense buildup will be thoroughly implemented, if the surplus does not increase to
the above-mentioned level, MOD/ SDF will secure financial resources virtually through the initiatives.

Defense Buildup Program shows that necessary measures will be implemented in both
expenditure and revenue areas, such as the reform in government expenditure, utilizing
settlement surplus, creation of defense buildup funds utilizing non-tax revenues, and tax
measures in order to secure financial resources for stably maintaining defense capabilities after
FY2027 as well as for covering the program from FY2023 to FY2027.

| English Translation for "B 5 R BERBHIER"(Dec 161 2022) |

Securing Resources related to New Defense Buildup Program

: Expenditure for defense capability buildup : Approx. 43.0 trillion yen: | NOTE) The diagram below shows the rough outline. |
.............................................................. I.. ApprOX 2 5 trl”'on yen
Total amount of the budget : Approx. 40.5 trillion yen : (Various methods to achieve the level of
(A+B) . defense force development)

Approx.8. 9tr|II|on yen

Additional Spending Demand :
Approx. 14.6 trillion yen (A)

> Just over 1 trillion yen/ year

Tax
measures

(2023-2027)

Just over 1 trillion yen/ year

£
g » g_ "
5 ‘0S5 ®
=
2 g g.é’ >~ Approx. 0.9 trillion yen/ year
4.6 trillion - just over 5 trillion yen E P % g
(2023-2027) -« T
E L
= o Approx. 0.7 trillion yen/ year
Approx. 3.5 trillion yen ] 3 8o
£

Increase in expenditure subject to New Defense Buildup Program

Just over 3 trillion yen
(2023-2027)
5.2 trillion yen
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In FY2026 as the fourth year of the program, the Defense Buildup Program expenditure amounts to 8.8
trillion yen (+0.3 trillion yen from the previous year) on the expenditure basis and 8.3 trillion yen (-0.2
trillion yen from the previous year) on the contract basis, which aims to steadily implement buildup of the
defense capability.

The defense-related budget including expenses related to SACO and the U.S. Forces realignment-related
expenses amounts to 9.0 trillion yen (+0.3 trillion yen from the previous year) on the expenditure basis
and 8.8 trillion yen (+0.1 trillion yen from the previous year) on the contract basis.

«Trends in defense-related budget> « Trends in new contract value>
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(Note 1) Based on the initial budgets. The figures in parentheses represent year-on-year comparisons.
(Note 2) The figures in FY2019 and FY2020 of “Trends in defense-related budget include the impact of the consumption tax hike.
(Note 3) The figures includes the budget for Digital Agency. The amounts for each year are as follows.

FY2021: 18.7 billion yen on the expenditure basis, 26.6 billion yen on the contract basis.

FY2022: 31.8 billion yen on the expenditure basis, 30.8 billion yen on the contract basis.

FY2023: 33.9 hillion yen on the expenditure basis, 49.1 billion yen on the contract basis.

FY2024: 32.4 billion yen on the expenditure basis, 36.5 billion yen on the contract basis.

FY2025: 31.4 billion yen on the expenditure basis, 71.4 billion yen on the contract basis.

FY2026: 51.0 billion yen on the expenditure basis, 33.6 billion yen on the contract basis.

While unit costs for equipment and other items are rising due to price hikes in Japan and abroad as well
as currency depreciation, it is necessary to ensure the necessary defense capability by effectively and
efficiently utilizing “approx. 43 trillion yen” or “approx. 43.5 trillion yen” set out in the Defense Buildup
Program. To this end, we are taking measures such as reducing expenses in the 2026 budgeting
processes.

Examples of initiatives Amount of reduction
Systematic, Stable and Efficient Acquisition - ¥23.4 billion
Scrutinizing Man-hour and Production Process - ¥295.4 billion
Narrowing down SDF-unique Specifications - ¥0.3 billion
Project Review - ¥53.0 billion
Operational Suspension and Disposal of Equipment - ¥1.3 billion

(Note) The figures are based on the new contract value.
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(3) Public Works Projects

Public works projects-related expenditures have declined from their peak. However, Japan's
public fixed capital stock (% of GDP) is still high compared to other major developed countries. In
this context, the budget is focused on disaster prevention/mitigation and national land resilience
in order to cope with the recent severe flood disasters etc.

@ Trends in Public Works Projects Expenditures

(trillion yen)
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@ International Comparison of Public Fixed Capital (% of GDP)
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(Source) <Public fixed capital formation (2023)> Japan: Calculated based on Cabinet Office “National Accounts”; the other countries: Calculated based on OECD "National Accounts”, etc.
<Public fixed capital stock (2019)> Japan: Cabinet Office “National Accounts"; the other countries: IMF "Investment and Capital Stock Dataset"
(Note 1) Public fixed capital formation is on Fiscal Year basis for Japan and on a calendar year basis for the other countries. R&D investment and defense-related investment are excluded

from gross fixed capital formation.

(Note 2) The figures are general-government-base data (central government, local government, and social security funds combined).

@ Recent Public Works Projects-Related Expenditures and budget related to
disaster prevention/mitigation, and national land resilience

(Public Works Projects-Related Expenditures: trillion yen)

‘ Initial budget MInitial budget(Temporary and Special Measures) [ Supplementary budget ‘

16.0
- Mid-term Plan for the Implementation « Pyblic works projects expenditures in the initial
of National Resilience . . - .
budget related to disaster prevention/mitigation, and
14.0 \ National land resilience ===> X L
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N TR ARRE e e > illion yen)
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. - \ Three-Year Emergency Response Plan
\\ (Temporary and Special Measures) FY 2024 2025 2026
A R
10.0 \
Budgetary
\
- . - A 4,033.0 | 4,070.6 | 4,110.6
8.0 \ — ol T2o ool |24 |25
\ 16 16 n e e [119 fuss pf:\jgﬁz I{;’gl +83.3 +37.6 +40.0
6.0 [0.6] 2 s — — vear (+2.1%) (+0.9%) (+1.0%)
40 9.1 * In the budget for FY2026, public works projects-related expenditures
: are increased to 6,107.8 billion yen (+22.0 billion yen from the
53| (60| |60/ |60/ |60/ |60 |61 (61 |61 |61 |61 |61 |61 61 previous initial budget), taking into account productivity improvement
2.0 and efficiency enhancement through ICT technologies, etc., as well as
the impact of rising labor and material costs. Disaster prevention and
disaster mitigation, and national land resilience are promoted through
0.0 measures such as initiatives based on lessons learned from the road
1998 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

(Note) The figures in parentheses for supplementary budget of FY2018, 2020, 2021, and 2022 is the figures for
National land resilience Three-Year Emergency Response Plan or Five-Year Acceleration Plan.
The figure in parentheses for supplementary budget of FY2023 and 2024 includes both the figures for National land
resilience Five-Year Acceleration Plan and National land resilience emergency responses expenses (300 billion yen)
The figure in parentheses for supplementary budget of FY2025 is figure for "measures that require particularly urgent
promotion” in the first Mid-term Plan for the Implementation of National Resilience
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collapse accident in Yashio City, Saitama, integrated structural and
non-structural measures utilizing regulatory and guidance.

To focus more, 4,110.6 billion yen (+40.0 billion yen from the previous
initial budget) is secured as the budget related to disaster
prevention/mitigation, and national land resilience.



In more than half of the all prefectures, the population in the flood-prone areas has increased
despite a decrease in the entire population. Therefore, it is necessary to establish a process to
evaluate and improve each disaster prevention and mitigation measure by using the population of
land with higher disaster risks, with based on the overall policy objective of "more people living in
land with lower disaster risk."

@ Change in Population within the Flood—prone Area (Comparison between 1995 and 2015)

In 32 prefectures, the population within the flood-prone areas increased.
Of which 21 prefectures, the population decreased while the population within the flood-prone areas increased.
In 6 prefectures, the population within the flood-prone areas increased more than the population growth rate.
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(Note) Percentage change in population within the flood-prone areas is calculated by comparing the population in the flood-|

=3

rone areas (as of 2012) between 1995 and 2015.

As the population continues to decline, maintenance and management costs per capita for social
capital stock are expected to increase further, and the number of its users and those responsible
for its maintenance is also expected to decrease. Therefore, it is necessary to thoroughly conduct
the integration and life extension of social capital stock and more focused new projects.

® Demographic Projection ® Cost Projection of Maintaining
and Replacing
(ten thousands people) (Areas related to Ministry of Land, Infrastructure,
OAged 19 and under BIAged 20-64 OAged 65-74 OAged 75 and over (trillion yen) Transportation and Tourism) (thousand yen)
140 r In case of Breakdown Maintenance (LHS) [ 300
14,000
Per capita cost in case of
12 0 | Breakdown Maintenance (RHS)
12,000 ’ - 250
Per capita cost in case of
10.500 Preventive Maintenance (RHS)
10,000 10.0 ['In case of Preventive
! >-200) 8.700 Maintenance (LHS) B 200
8,000 80 r
- 150
6,000 6.0
- 100
4,000 40
2,000 3,600) = 5 - 50
H 3,200 2:600) 20
1,900 1,400) 1100
0 0.0 : : : . : : 0
1965 1990 2000 2025 2050 2070 (cy) 2018 2023 2028 2033 2038 2043 2048 (FY)

(Source) 1965-2000: Statistic Bureau, Ministry of Internal Affairs and Communications “National Census”, 2025: * Preventive Maintenance: Implementing measures such as repairs before a problem occurs in the function or performance of the facility.
Statistic Bureau, Ministry of Internal Affairs and Communications “Population Estimates (February 2026)", Breakdown Maintenance: Implementing measures such as repairs after a problem occurs in the function or performance of the facility.
2050-2070: National Institute of Population and Social Security Research “Population Projections for Japan * The chart uses the maximum of the estimated values.

(2023)" (medium-fertility and medit ortality (Source) Statistic Bureau, Ministry of Internal Affairs and Communications “Population Estimates (April 2019)", National Institute of

Population and Social Security Research “Population Projections for Japan (2017)" and the material from MLIT.
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(4) Education and Science

Japan's public expenditure on education (% of GDP) is about 70% of the average of OECD
countries (left chart), while the percentage of the students in total population in Japan is also
about 70% of its average (center chart). Therefore, Japan's expenditure per student is equivalent
to the average of OECD countries (right chart).

Students enrollment as % of the
total population (primary to tertiary

Public expenditure on education

Public expenditure on education
per student as % of GDP per capita

as % of GDP (primary to tertiary

education levels) (2022) %) education levels) (2022) %) (2022) %)
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(Source) OECD “Education at a Glance 2025”
(Note) Excluding Colombia from the 38 OECD countries.

OECD countries’ tax burden ratios and public expenditures on education [2022]
Public expenditure on education per student (% of GDP per capita)

(%)
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(Source) OECD “Education at a Glance 2025”, “Revenue Statistics 2024" Tax burden per capita (% of GDP per capita)

(Note) Excluding Colombia from the 38 OECD countries.
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(i) Education

<Elementary and secondary education>

FY2026 budget National treasury’s share of compulsory education expenses:
¥1,711.8 billion

Expenses for school facilities: ¥71.2 billion, etc.

The number of children decreased to two-thirds over the period of the Heisei era (1989-2019), but the
number of schoolteachers and staff has decreased only by approx. 10%.

Changes in the capacity of schoolteachers and staff (public elementary and junior high schools) and

the number of students (Capacity of schoolteachers and staff: 10,000 persons)

(Number of students: 10,000 persons)
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er of st
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— )
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schools and classes within the total and St?ﬁ Ifth
200 1 (surveyed by MEXT) 10 | same number of
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(Source) FY2025 School Basic Survey, etc. (FY)

(Note) Excludes increases or decreases in the number of positions subject to special provisions.

Trends in Teachers' hours spent after working time (per month) , etc.

FY2016 Change
FY2006 survey FY2022 FY2006—FY2022
Number of teachers
(per 40 students) 2.5 2.8 2.9 < +16% >
Number of personnel outside of the school 9,000 persons 39,000 persons 70,000 persons NS00
and national expenditure ¥4.2 billion ¥10.2 billion ¥17.4 billion a2 bl
.2 billion
Elementar
S school y 29 hours 55 hours 37 hours +8 hours
hours spent
after working
time i i
e J”gé‘:]ro';'f’h 39 hours eihows | 42 hours +3 hours
perment) |1 b activities) | [11 hours] | B4rewsl | [12 hours] | Y1 hours

(Note 1) “Number of teachers (per 40 students)” is calculated based on the Ministry of Education, Culture, Sports, Science and Technology's “Statistical abstract :

education, culture, sports, science and technology”

(Note 2) “Personnel outside of the school “refers to “School Counselor”, “school social workers”, “School support staff’, “Instructors” and “Club activity instructors”.
(Note 3) “Teachers’ hours spent after working time (weekdays, per month)” is calculated based on data from the Ministry of Education, Culture, Sports, Science and

Technology.
Changes in the budgeted number of outside personnel, etc. (elementary and junior high schools)
(persons)
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FY2026 budget Management expense grants for national university corporations: ¥1,097.1 billion

. . Government subsidies for private universities and colleges: ¥298.7 billion; scholarship
<Higher education> fund: ¥121.5 billion, etc.

The percentage of students entering institutions for higher education has reached 80% in Japan, which is a
top-class rate in the world. While the number of people advancing to higher education is expected to decrease
in the future due to a significant decline in the population aged 18, there is an urgent need for university reform,
including reorganization of universities and faculties and improvement of their ability to educate and research,
in order to respond to social needs and effectively use the R&D budget for Japan’s future growth.

Changes in the population aged 18 and their rate of advancement to institutions for higher education, etc.

@ Population aged 18 = the number of graduates from junior high schools, compulsory education schools, and special needs schools (lower secondary division) and the

(10,000 persons) number of people who completed the lower division of secondary education schools, 3 years earlier
250 - @ Rate of advancement to higher education institutions = the number of entrants to universities, junior colleges, and professional training colleges and 4th-year students - 100%
at colleges of technology in the relevant fiscal year/Population aged 18
@ Number of graduates from high schools, etc. = the number of graduates from high schools and those who completed the upper division of secondary education schools, %
and special needs schools (upper secondary division) 4% [ 90%
B . - 0/
200 Population aged 18 80%
Rate of advancement to higher education institutions)
(101000 persons) 9 National Institute of Population | 70%
Universities: 58.6% and Social Security Research
. Based on “Population
150 4 Junior colleges: X 2.1% Projections for Japan (2023 | 60%
4th year at colleges of technology:  1.0% (medium-fertilty and medium-
Professional training colleges: 23.1% mortality scenario)
» [ 50%
100 _ : 4| I 40%
college entrants (10,000 persons) Number of 4th-year students at
L | colleges L 30%
50 Number of junior college entrants (10,000 rersons | F 20%
- 0/
Number of university entrants (10,000 persons) 10%
0 T e e e e 0%

60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 40 FY)

(Source) Created based on MEXT, “School Basic Survey” and, for FY2026 onward, National Institute of Population and Social Security Research, “Population Projections for Japan (2023)"
(medium-fertility and medium-mortality scenario).

Categorizing private universities in terms of the enrollment proportion Share of tertiary-educated 25-34 year-olds (2024)
130%~ 6 (% of enrollment capacity) (%)
120~129% 34 e
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0. oY e s L B0 oo ---Eee e
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ES 70~79% 45 capacity at 316
3 O schools (more than 20
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T @
5 E 50~59% 17 0 : :
] Japan United France United Germany
k= g ~49% 29 Kingdom States
n: .
(Source) FY2025 Trends in Applicants for Enroliment in Private Number of universities (Source) Education at a Glance 2025 (OECD)
Universities, Junior Colleges, etc.
(ii) Science FY2026 budget Science and technology promotion expenditure: ¥1,437.8 billion

The budget for science and technology has been secured and increased significantly even under a severe
fiscal situation along with social security spending. The government will secure necessary budget to promote
science and technology.

@) Changes in the major expenditures of the general account (FY1989: 100)
Social security expenditure

400 358.5
(Based on the initial budget) '
350 320.9
300 ey — =
Science and technology
250 promotion expenditure
205.9
200
General expenditure
150
100 83.6
50 Public works project-related expenditure

(FY)
89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26
(Note 1) Expenditure for FY2019 and FY2020 includes “temporary and special measures.” In the FY2019 budget (¥1,359.7 billion) and the FY2020
budget (¥1,363.9 billion), ¥21.9 billion and ¥7.4 billion were allocated respectively for the science and technology promotion expenditure.
(Note 2) The public works project-related expenditure excludes NTT-A type.



(Reference) Strategic investments that enhance resilience against
potential crises and growth-oriented investment

/.Comprehensive Economic Measures to Build a “Strong Japanese Economy” (November 21, 2025, Cabinet Decision)\
Chapter 1. Current Assessment of the Economy and Key Challenges, and the Basic Framework for the Economic Measures

1. Current assessment of the economy and key challenges, and desired direction of progress
(Pillar 2: Strategic Investments that Enhance Resilience Against Potential Crises: Building a Robust Economy Through
Growth-Oriented Investment)

Secondly, the Government will build a robust economy through strategic investments that enhance resilience against potential crises
and growth-oriented investment. The core of the growth strategy strategic investments that enhance resilience against potential crises,
in which the public and private sectors work hand in hand to tackle various risks and social issues in a proactive manner. This will
create products, services, and infrastructure that contribute to solving common global problems, and enhance Japan‘s sustainable
growth capacity and international presence.

We will promote investment support measures under responsible and proactive public finances in a way that strongly encourages
private-sector companies to invest. We will enhance the predictability of investment and build true public-private partnerships in an
unprecedented manner. Specifically:

1) If private investment beyond a fiscal year is required to be implemented in light of investment targets set by the public and private
sectors, budget measures for multiple fiscal years will be taken, such as the establishment of an appropriate amount of funds
derived from such targets.

2) In addition to GX, Al and semiconductors, the Government will begin studying a new framework for securing financial resources
for strategic investments that enhance resilience against potential crises in areas critical to economic security, such as
shipbuilding, quantum science, and critical minerals.

3) With companies considering bold investments in growth fields or those facing funding challenges in mind, we will consider
introducing a tax system to encourage companies to bold capital investment, such as immediate amortization, from the viewpoint
of enhancing the predictability of the timing of tax burdens.

4) In 17 strategic sectors, the Government will introduce new specific demand-generating measures to reduce risks and resolve
social issues, including procurement by government agencies such as defense procurement, and regulatory reforms.

Through these measures, large-scale strategic investments that enhance resilience against potential crises / growth-oriented

investment will be realized in the 17 strategic sectors. In addition, from the viewpoint of responsible and proactive public finances, we

will introduce an analysis (dynamic scoring) that takes into account the effect of future increases and decreases in revenues due to the
\impact of fiscal expenditures, including taxation measures, on the macroeconomy. J

(5) Green Transformation (GX)

In order to achieve carbon neutrality by 2050 and ensure stable energy supply, Green
Transformation [GX] is necessary. From the perspective of promoting private GX investment,
carbon pricing will be introduced, “GX Economy Transition Bonds” are issued backed by the
future financial resources generated by the carbon pricing, and ¥20 trillion-scale support for
upfront investments will be implemented in 10 years. By implementing, in an integrated manner,
support measures that enhance incentives for GX investment and regulatory and institutional
measures, while demonstrating long-term and multi-year government commitment, the
government aims to enhance medium- to long-term predictability regarding the profitability of GX
investments by business operators and to realize more than 150 trillion yen in GX investment
through public-private collaboration by drawing out private-sector investment. In providing such
support, the government will also carry out effective reviews and revisions as necessary.

Embodiment of the vision of “Pro-Growth Carbon Pricing”

< Trend of financial burden in the medium to long term>
(for illustrative purposes)

Amount of money A Peak out
A
Renewable /
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redemption resource surcharges
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scale (BAU) té‘)e( progress of 2022 Around FY2032
. > * Introducing the following within the extent of the future decrease of
2023 year _ energy—_related fi_na_mcial burd_en » o
(i) Requiring electricity generation utilities to pay for emissions
* BAU: Business As Usual guotas (starting from FY2033)

(i) Carbon surcharges (starting from FY2028)
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(6) Al and semiconductor

From the perspectives of strengthening industrial competitiveness, economic security, and energy policy, in
total, over 10 trillion yen of public support will be provided for the Al and semiconductor sectors by FY2030. In
order to enhance predictability by securing the necessary financial resources so that planned support can
attract private investment, and to enable support tailored to the business stage of operators while ensuring
effectiveness, policy measures including financial support have been put in place. To ensure transparency, the

scheme is also designed to incorporate monitoring by external experts.

Strengthening of industrial
competitiveness

gﬁl‘; of [ ] + [ Economic security ] + [ Energy policy ]

Subsidies and Commissions

Necessary financial resources will be secured through

Transferring from the Investment Account of the
FILP Special Account

(approx. ¥6tn)

The government will provide over

illi i Aland
Using the refunds from government funds - - 10 trillion yen of public support ! duct
Using GX Economy Transition Bonds Financial Support by FY2030. (*) semiconductor
Capital contributions by fiscal investments  etc. (more than ¥4tn) related
industries
Investment -
Promotion Private Investment

* Public Support

Fiscal support such as
subsidies and commissions

Financial support such as capital

Independent development
contributions and debt guarantees

through private funds

2

Seed stage Early stage Middle and later stage Securing sufficient
(Product development and (Establishment of mass (Path to Profitability, Monthly Profit 9 fi
demonstration) production system) Turnaround) profits

Improvement of yield rate, Customer
acquisition, Implementation of

| Product certification,
commercial production

Securing sales,
Prototype production

Reducing costs

L ]

Under the evaluation of external experts, appropriate milestones will be set, and the government will assess the achievement status. Support
will be provided in an accountable and transparent manner, including the disclosure of confirmation results and decisions.

(Note) It is also important to establish a performance management system to periodically evaluate progress and results when utilizing the fund
to provide multi-year support to companies.

(7) Personnel expenses for public employees

Japan has about 590,000 national public employees and about 2,340,000 local public employees
and the total personnel expenses for the national and local public employees combined are

approximately ¥30 trillion, which are the lowest level among the major developed countries in
terms of population and GDP.

Personnel expenses and number of public employees

4 i i N . N
National public gmployees Local public employees
Number of personnel: 587,000 persons Number of I: 2.340.000
Personnel expenses: ¥5.7 trillion umber of personnet: 2,544,000 persons
. - Personnel expenses: ¥24.0 trillion
Administrative organs
Number of personnel: 308,000 persons General Education (teachers of || Police, fire fighting
Self-Defense Forces personnel, administration public schools, etc.) Number of personnel:
special organs, etc. Number of personnel: Number of personnel: 908,000|| 420,000 persons
Number of personnel: 279,000 persons 1,012,000 persons persons
*Including the special service positions such as ministers, etc.
J \\ J
(Note 1) The number of personnel of national administrative organs and special organs is the total number of budgeted capacity of personnel of the general account
and special accounts at the end of FY2026, whereas the number of personnel of local public entities is the number of officials under the FY2026 Local
Finance Plan (for ordinary account). The national special organs refer to the Diet, courts, Board of Audit, and National Personnel Authority.
(Note 2) The personnel expenses for national public employees are the net total of the general account and special accounts (FY2026 budget), and those for local
public employees are the personnel expenses under the FY2026 Local Finance Plan (for ordinary account).
International comparison of the number of officials in the public sector Ienr;ebrlr:)?/té:gzgsc%moaagsgn ETSEIETIES Cff pEmEe!) Guremument
Japan | \|_ X | 38.4 *per 1,000 population Japan _:l 5.1
United States I | 62.2 Germnay ] 8.1
{LY 46 ) 4
Germnay \I_ 1 65.2 United States ] 8.3
132 . . T
United Kingdom I | 74.4 United Kingdom ] 9.8
1 6.3 95.8 1
France |[24.4 I | France ] 12.3
§ ' ' i {Fersons) ' ' %)
0 20 40 60 80 00 0.0 5.0 10.0 15.0

(Note 1) (Left graph)Created based on published materials of the Cabinet Bureau of Personnel Affairs, Cabinet Secretariat. Data for Japan,
United States, Germany, and United Kingdom are those of FY2023, and data for France is that of FY2022.
shows the number of officials of the central government (excluding military personnel and national defense personnel).
shows the number of officials in the public sector other than the central government (officials of government enterprises, local
government officials, military personnel, and national defense personnel).
(Note 2) (Right graph) Created based on OECD Data Explorer, the figures are for CY2023.
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Part 2 FY2026 Budget
1. Highlights of the FY2026 Budget

Budget to seamlessly realize a “Robust Economy”, continuing from the measures in the FY2025 Supplementary Budget

Promoting multi-year initiatives and normalization of the expenditure structure, increasing initial budget for key policies

Reflecting economic and price trends
(CSocial security expenditure : Adding +0.52 tn yen on top of the “increase due to aging.”
Medical fee revision +3.09%(two-year average), Pension slide +2.0% etc.
ONon-social security expenditure : Reflecting price increases and higher personnel costs
for civil servants(+0.51 tn yen)
OPromote review and revision of public procurement and public systems in line with price
increases.

Promoting important policy issues tackled strategically within multiple

fiscal years while securing the necessary financial resources
OStrengthening defense capability : Measures based on the Defense Buildup Program
(F¥2027 initial 8.9 tn yen)
eligible expenditure 8.8 tn yen (+0.3 tn yen compared to FY2025 initial budget)
O cChildren and child-rearing : Promoting the acceleration plan of 3.6 tn yen by FY2028
Central and local governments 3.2 tn yen (+0.2 tn yen compared to FY2025 initial)
CG X : 20 tn yen in upfront investments toward realizing over 150 tn yen in public-private
investment over 10 years
Special account 0.7 tn yen (+0.1 tn yen compared to FY2025 initial) #base sxcluding ssmiconducters
(CSemiconductors : More than 10 tn yen in public support by FY2030(Foundation
Strengthening Framework)
Special account 1.2 tn yen (+0.9 tn yen compared to FY2025 initial)

Enhancing key policies through securing new financial resources and

prioritizing across the entire budget
ORealization of so-called tuition-free education(high school tuition and elementary school
lunches)
Central and local governments 0.7 tn yen (+0.6 tn yen compared to FY2025 initial budget)
(OMeasures concerning foreign nationals, etc. (Increase in fees and budget(+132.0 bn yen
compared to FY2025 initial))
—Qvertourism measures, proper immigration and residency control, strengthening consular
services, etc.
—Shift to initial-budget those relevant measures that had become routinely funded through
supplementary budgets
OlIntensive measures for agricultural structural transformation 49.4 bn yen (+25.0 bn
yen compared to FY2025 initial)
—For measures of 2.5 tn yen over 5 years (national expense: 1.3 tn yen), increasing the initial
budget in addition to the supplementary budget
OSecuring critical products, ete. +28.0 bn yen compared to FY2025 initial budget
(Going forward, considering a new framework for strategic investments that enhance resilience
against potential crises (key sectors critical to economic security), following semiconductors)
COperating expense grants to national university corporations
+18.8 bn yen compared to FY2025 initial
OGrants-in-Aid for Scientific Research +10.1 bn yen compared to FY2025 initial

2. Overview of the FY2026 Budget Framework

Other efforts toward normalizing the expenditure
structure
CHandling of the FY2027 portion within the medical fee revision
—Adding on the revision rate and budgetary measures from the
FY2026 portion; if prices, etc. deviate from the outlook and business
operations are adversely affected, make further adjustments.
OlIssuance of subsidy bonds to strengthen NEXI’s financial base
# Response to Japan-U.S. Strategic Investment Initiative

Efforts to curb expenditures for well-balanced overall

budget
(CSocial security reform
—Review the scope of individual payment for pharmaceuticals including
over-the-counter-equivalent medicine
—Review of the High-Cost Medical Expense Benefit
—Efficiency and optimization within the medical fee revision, etc.
CReview of subsidies based on execution status, etc.
—Regional Future Grant -40.0 bn yen compared to FY2025 initial budget
—Regional Decarbonization Promotion Grant -11.5 bn yen sincluding
special account etc,
# Measures such as the return of funds to the national treasury were
taken in the FY2025 supplementary budget, continue efforts going
forward

Considering fiscal discipline
CMNewly issued government bond less than 30 tn yen(29.6 tn yen)
—Continuing for two consecutive years from the FY2025 initial budget
(first time in 17 years)
# Bond dependency ratio 24.2%, lower than that in the FY2025 initial (first time in
27 vears o be below 30%: 24.9%)
CPB surplus in the general account initial budget ( +1.3 tn yen)
—First time in 28 years since FY1998 initial
#For the central and local government PB (SNA basis), carrisd-over expenditures
after the FY2025 supplementary budget, etc., are taken into account
(O Securing financial resources in local public finance
—In implementing special allocation grants accompanying the abolition
of the provisional tax rate and the environmental performance levy,
reduce the Local Allocation Tax by the equivalent amount (-0.7 tn
yen), thereby avoiding easy reliance on special deficit-financing bond
issuance
—With due consideration for local public finance, 0.7 tn yen of the
outstanding debt of the Special Account for Local Allocation Tax is
transferred to the general account

(unit : billion yen)

Expenditure

FY2025 budget (initial)

FY2026 budget Amount of change

General Expenditure 68,107.1 70,155.7 +2,048.5
Social Security Expenditure 38,293.8 39,055.9 +762.1
Non-Social Security Expenditure 29,813.3 31,099.8 +1,286.5

of which Defense Buildup Program Expenditure 8,474.8 8,809.3 +334.5
of which General Contingency Reservas 739.5 1,000.0 +260.5

Local Allocation Tax Grants, etc. 18,872.8 20,877.8 +2,005.0

National Debt Service 28,217.9 31,275.8 +3,057.9

Total 115,197.8 122,309.2 +7,111.4

Revenue

FY2025 budget (initial)

FY2026 budget

Amount of change

Tax Revenue 77,819.0 83,735.0 +5,916.0
Other Revenue 8,731.8 8,990.2 +258.5
of which the Revenue for Defense Build-up 2,665.9 2,132.6 -533.4
Government Bonds Issuance 28,647.1 29,584.0 +936.9
Construction Bonds 6,791.0 6,716.0 -75.0
Special Deficit-Financing Bonds 21,856.1 22,868.0 +1,011.9
Total 115,197.8 122,309.2 +7,111.4

(Motel) Figures may not add up to the totals due to rounding.

(Mote2) The current Special Deficit-Financing Bond Law, which will expire at the end of FY2025, stipulates a five-year basis for issuing special deficit-financing bands.
Therefore, the government is considering submitting a bill to establish a basis for issuing special deficit-financing bonds for another five years.
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3. Characteristics of Each Expenditure in the FY2026 budget
(Social Security)

Social Security|

O Social security-related expenditures amount to 39.1 tn yen (+0.76 tn yen). By continuing reform efforts, while
adding amounts for “appropriate responses to economic and price trends” in addition to the "increase due to
aging”, efforts will be made to ensure that the social security contribution rate for the working-age
generation does not rise through FY2026-FY2027.

O FY2026 revision of medical service fees: Implement fine-tuned price responses based on data-driven
cost structures by facility type, and wage measures that realize base pay increase of 3.2% across FY2026—
2027, thereby responding appropriately to economic and price trends. In implementing measures for
prices and wages, ensure clearly differentiated allocations by facility type, and set separate revision rates
for FY2026 and FY2027 to respond in stages with precision. Revision rate: 3.09% (FY2026: 2.41%,
FY2027: 3.77%)

O FY2026 revisions of long-term care service fees and disability welfare service fees: To improve the
treatment of a wide range of on-site occupations, implement measures to realize a monthly wage increase
of 10,000 yen in FY2026. In addition, implement top-up measures for providers engaging in
collaboration, etc. Revision rates: [Long-term care] 2.03%, [Disability] 1.84%

O To ensure the sustainability of the systems and restrain the contribution burden on the working-age generation,
implement reforms of the medical and long-term care insurance systems. For pharmaceuticals with low
necessity as insurance benefits, such as over-the-counter-equivalent medicine, introduce a scheme to
require separate individual payment with consideration to patients’ circumstances and ability to pay (from
March 2027). With full consideration for long-term care recipients and low-income persons, revise the
High-Cost Medical Expense Benefit (phased implementation from August 2026).

O Steadily implement the Acceleration Plan under the “Children’s Future Strategy” (3.6 tn yen): convert the
Connecting All Children to Early Childhood Education and Care System into benefit provision, and
implement exemption of pension insurance contributions during child-rearing for freelancers and
others. Introduce a system of support contribution within the effect of reducing social security contribution
burdens through expenditure reforms, etc.

Responses to Economic and Price trends

Medical +FY2026 revision of medical service fees is the first revision conducted as Japan clearly shifts to a
Care new economic stage. While striving to curb contribution burdens, implement wage measures and
price responses as appropriate responses to economic and price developments.

‘Wage measures: To ensure wage increases across a wide range of medical occupations while
restoring and securing wage-increase capacity at medical institutions, adopt special measures at
the time of expansion of wage measures and take measures leading to steady wage increases going
forward, thereby implementing measures to realize a 3.2% base pay increase for medical
personnel (5.7% for nursing assistants and clerical staff).

‘Price responses: As special measures at the time of full-scale introduction of price responses,
implement measures for hospitals providing highly advanced medical care, and, based on
facility-type cost structures, implement data-driven fine-tuned responses. Also implement
measures to address rising food and utility costs (food: +40 yen/meal; utilities: +60 yen/day).

Long- *The FY2026 revisions of long-term care service fees and disability welfare service fees are implemented
'CI':erm q as in-year revisions without waiting for the triennial FY2027 revisions.
are an

-Long-term care: Expand the target from care workers (1.39 million) to care personnel (2.44 million)
and implement measures to realize a broad monthly wage increase of 10,000 yen. In addition,
implement a +7,000 yen/month top-up for care workers employed by providers working on productivity
improvement and collaboration.

* Total: measures to realize up to +19,000 yen/month for care workers (including +2,000 yen from regular step increases)

- Additionally, raise the standard cost for meals at long-term care insurance facilities (+100 yen/day).

- Disability welfare: Expand the target from welfare/care workers (0.68 million) to disability welfare
personnel (1.03 million) and implement measures to realize a broad monthly wage increase of 10,000
yen. In addition, implement a +3,000 yen/month top-up for welfare/care workers employed by
providers working on productivity improvement and collaboration.

* Total: measures to realize up to +19,000 yen/month for welfare/care workers (including +6,000 yen from regular step increases)

Disability
Welfare

Childcare -Raise the upper limit of the facility-use benefits for unlicensed childcare facilities, etc. ,which had
remained unchanged since the realization of free education for ages 3-5 in FY2019 (for 0—2-year-olds in
unlicensed childcare: 45,700 yen/month (+3,700 yen)), thereby reducing burdens on a total of about
600,000 parents.

Public -Regarding the special additional amount that has been added to the standard for livelihood assistance

Assistance On the temporary and special basis since FY2023 (currently 1,500 yen per person per month), raise the
amount by 1,000 yen (from October 2026: 2,500 yen), comprehensively taking into account the
consumption patterns of low-income households and the socio-economic situation, etc.
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4. Overview of the budget in FY2026 related to social security

O The budget in FY2026 related to social security is 39.1 trillion yen, an increase of approx. 760 billion yen from the previous year (38.3 trillion
yen). Based on the “Basic Policy on Economic and Fiscal Management and Reform 2025”7, the government continues its efforts to reform
expenditure, constraints the real growth of social security-related expenditures within the increase attributable to population aging, and at
the same time, adds an additional amount to respond to economic and price trends.

. Re\.-'l_s!on of drug prices _ -110 b_l||.I0n yen . FY2026 budget
i Rew_spn of !—th—(:ost Medical Expense I'Eieneﬁt -30 b.l||-IOI‘1 yen : /\ 39.1 trillion yen
| Revision of insurance benefits for food-like drugs -10 billion yen i (+760 billion yen)
i Expansion of treatment of patients’ choice for long-listed drugs -10 billion yen |
i ;| etc.j
\‘\ Responses to economic and price trends
“Matural increase”™ r—j————=—=—=—=—=—=—-=— 1 + approx. 290 billion yen

4+ approx. 630 billion \ren:
1
1

Including Macro-Ecomomic slide adjustments
+approx. 520 billion yen

Reform and optimization|
-approx. 150 billion yen

Excluding pension slide .|
adjustments 1

+approx. 400 billion ven:

s

Revision of medical fees for FY2026
(for future wage increases and price adjustments)
+ 180 billion yen

Revision of long-term care remuneration for FY2026

+50 billion yen
Revision of disability welfare service for FY2026

+ 30 billion yen
Revision of the standards for livelihood assistance

+ 10 billion yen|

L e e e e - - = = -

/\

Increase due to population
aging
+approx. 480 billion yen

Macro-Economic
slide

______________________ | [ Excluding Macro- ety
Fluctuations due to Economic slide
changes in adjustments
population structure fapprox. 250 billion yen
. -

FY2025 initial budget
38.3 trillion yen

5. Overview of Social Security Reforms to Contain Contribution
Burdens

Reviewing the scope of insurance coverage Burden of contribution Strengthening ability-based contributions,
for over-the-counter-equivalent medicines approx. -100.0 bn yen including reflecting financial investment income
A four-pillar package to review how drug benefits should be provided: (FY2026~FY2027)
(1) Review the scope of individual payment for pharmaceuticals including
over-the-counter-equivalent medicine (from March 2027)
Purpose: Technical fees for consultations, Drug costs

« As a first step toward fair, ability-based contributions
regardless of age, reflect financial income (2.g., dividends
from listed shares) in the individual payment ratio at the
counter and contribution under the 0ld-0ld Healthcare

™ H = o etc.
L Ensur_e fairness for pat|ep':s L_'S'ngbOTé: medicines  * A ,————————— || System, thereby addressing the structural bias that burdens
@ m?;:f;"';;";'::z:; :gor;tg;’é :(:l;‘:l?ati::; ens Insurance _— the working-age generation; submit a bill to the ordinary
Measure: Insurance benefits (70%) benefits (70%) fﬁ:s Diet _sessmn in 2!)26 i
For medicines such as OTC-equivalent medicines — + Continue to examine how to ensure fairness among the
. : g qb fits is relativel Individual payments (30%) il sy = elderly using the additional contribution revenue from such
\\ZWD?;;;CQE;%EHEE)Ingu”?;ecgaIefz:"n:qui;:I:::?g % No "special fees” will be charged to patients reflection, and how to reduce the support contribution
r requiring special consideration. 3 - 2
one-quarter of the drug cost to be charged to patients. (Amendment of the Act) 1/4 of the Egm;?:s:g:;k;;Esjrgingnigiri;‘flgg to the elderly
(2) Review of insurance coverage for food-like drugs (from June 2026) drug cost » Dividends from listed shares, etc. may be omitted from the tax return at the
Target: 6 ingredients (6 products) used for nutritional maintenance and categorized as food-like taxpayer's option )
d = If not declared, such inceme is excluded from income and thersfore not
rugs . reflected in individual payment at the counter or in contributions, resulting
Measure: Exclude from insurance benefits except for cases such as enteral nutrition, etc. in unfairness )
(3) Expansion of treatment of patients’ chaoice for long-listed drugs (from June 2026) Compoasition of financing resources for the Old-Old
- Healthcare System(approx. 20 tn yen)
Target: long-listed drugs
Measure: raise the special fee to one-half of the price difference Public expenditure and contribution About 90%
(4) Promotion of long-term prescriptions and refill prescriptions (to be addressed in the Iggi_m:i:' Central and local government expenditure
medical fees revision) o _ ) for the About 509 (8.9 tn yen)
Measure: Expand the scope of medical institutions required to post in-house notices on long-term elderly )
prescriptions and refill prescriptions About i o Support contributions from
Burden of contributi 10% || |asour 10 || (burden For younger generation)
urden of contribution
Review of High-Cost Medical Expense Benefit approx. -160.0 bn yen (1.7 tn yen) about 40 % (7.9 tnyen)

(1) Considerations for long-term patients (FY2026~FY2028)

1. Maintain the ceiling amount in the case of multiple occurrences
# A system that further reduces the individual payment ceiling for frequent users (four or more times per year)
2. Introduce an annual ceiling to mitigate the financial burden on those not qualifying for the case
of multiple occurrences (Multiple-occurrence limit amount x 12 months)

(2) Considerations for low-income individuals

-Lower the ceiling amount applied in the case of multiple occurrences for individuals with
annual income under 2 mn yen, a bracket slightly above the residence-tax-exempt threshold

(3) Raising monthly individual payment ceilings

*Raise ceilings to some extent in line with the growth in per-capita medical costs; for
low-income individuals, limit the increase to within the pension revision rate over the past - Drug price revision rate: -0.87%.

two years . . Introduction of user individual payments for residents of fee-
(4) Subdivision of income categories based homes for the elderly

+Sub-divide broadly-grouped income categories to make the scheme more granular in line with - From the perspective of ensuring balance with fee-based homes for

Burden of contribution
approx. -200.0 bn yen

+ While fully taking into account the (FY2026)
promotion of pharmaceutical innovation and the stable supply
of medicines, implement price optimization in line with
actual market transaction prices. The FY2027 drug price
revision will be steadily implemented.

(Scope and application rules to be further considered.)

Revision of drug prices

income, while also implementing item (2) above the elderly that require user payments, including for care plan
(5) Review of special treatment for outpatients formulation—such as fee-based homes with care services
«For the special treatment applicable only to outpatient care for individuals aged 70 and over, (Specified Facility Services for Residents)—introduce user

raise the monthly individual payment ceiling to some extent, and also set an annual ceiling at payments for residents of housing-type fee-based homes for

12 times the monthly ceiling. the elderly in FY2025.

46



6. Characteristics of Each Expenditure in the FY2026 budget
(Non-Social Security)

O Based on a series of inter-party agreements, the so-called tuition-free education measures will be implemented
(additional required amount: public expenditure + over 0.7 tn yen, national expenditure + 0.37 tn yen)

v So-called tuition-free high school education (expansion of the High School Tuition Support Fund program): Abolish
the income requirement, and raise the maximum annual grant for private full-time schools from 396,000 yen to
457,000 yen. Introduce a one-fourth prefectural cost share (fully covered by local allocation tax measures). Additional
national expenditure: 187.6 bn yen. Additionally, expand the High School Student Scholarship Benefits for lower- and
middle-income households (annual income equivalent to under 4.9 mn yen) with national expenditure (+ 17.0 bn yen
compared to FY2025 initial budget)

v Drastic reduction of the burden of school lunch fees (so-called “free school lunches”): For public elementary
schools that provide lunches, support 5,200 yen per child per month. Introduce a one-half prefectural cost share (fully
covered by local allocation tax measures). National expenditure: 164.9 bn yen

v Stable financial resources for the above measures will be secured through expenditure reforms and tax measures
(e.g., revision of special measures concerning taxation) (Local government share to be covered by local allocation tax
measures until stable financial resources are secured)

O Substantial improvement in salaries for teachers and staff at public elementary and junior high schools reflecting the
National Personnel Authority’s recommendation (+3.4%), etc.; 35-student classes for junior high schools to be
realized over three years from FY2026

O Significant increase in the Operating expense grants to national university corporations within prioritization across the
overall budget (+18.8 bn yen compared to FY2025 initial) to strengthen basic research at universities

< Science and Technology >

O Within prioritization across the overall budget, significantly increase Grants-in-Aid for Scientific Research (+10.1 bn yen
compared to FY2025 initial (+4.2%), 277.9 bn yen including the FY2025 supplementary budget), thereby enhancing basic
research, and strategically promote R&D in key technological domains such as Al, quantum, bio, and space

< G X +Semiconductor >

O Based on a multi-year funding frame, increase the budget by +1.0 tn yen compared to FY2025 initial (Special
Account for Energy)

v Under the “GX 2040 Vision” and sectoral investment strategies, support supply-chain build-out (e.g., perovskite solar cells)
through the issuance of GX Economy Transition Bonds—661.1 bn excluding Al/semiconductors (+115.0 bn yen
compared to FY2025 initial; 1.2 tn yen including the FY2025 supplementary budget)

v Under the “Al and Semiconductor Industry Foundation Strengthening Framework”, support next-generation
semiconductor R&D and Al foundation models through the issuance of GX Economy Transition Bonds and

Semiconductor/Al Bonds—1,239.0 bn yen (+906.2 bn yen compared to FY2025 initial; 1.5 tn yen including the FY2025
supplementary budget)

< Strategic investments that enhance resilience against potential crises >
O Continuing from the FY2025 supplementary budget, and within overall prioritization, increase related budgets for diversifying
supply sources of critical minerals, domestic development, and recycling (+28.0 bn yen compared to FY2025 initial)

< Measures concerning foreign nationals, etc. >

O Review of the International Tourist Tax (from 1,000 yen to 3,000 yen): strengthen measures for overtourism, alleviate
congestion at airports and secondary transport, etc. Lower passport fees for Japanese nationals (16,000 yen to 9,000 yen)

O Along with raising residence-related and visa fees, promote further streamlining of immigration control, including
integration of the My Number Card and Residence Card, and strengthen consular activities at overseas missions (e.g.,
special arrangements in visa examination)

O Overall, in FY2026 (first year) secure around 225.0 bn yen in additional revenue, and increase related budgets (about
+132.0 bn yen), including incorporating measures routinely funded through supplementary budgets into the initial

budget; contribute to securing resources for other policies within the overall budget framework

< Agriculture, Forestry and Fisheries >

O Separate allocation for the intensive measures for agricultural structural transformation (large-scale farmland consolidation,
consolidation of shared-use facilities, smart agriculture, and export-oriented production areas). Following 241.0 bn yen in the

FY2025 supplementary budget, increase the initial budget by +25.0 bn yen (49.4 bn yen) compared to FY2025 initial budget,
subject to securing resources from the JRA Special Reserve

< Public Works Project >

O Public works-related expenditures: Increase to 6,107.8 bn yen (+22.0 bn yen, compared to FY2025 initial), taking into
account productivity/efficiency gains via ICT as well as rising labor/material costs. Continuing from the FY2025
supplementary budget (2.6 tn yen including special account), promote national resilience through integrated hard/soft
measures

O Reflecting lessons from the road cave-in accident in Yashio City, Saitama, newly create individual subsidy programs to
provide focused support for the renewal of critical pipelines beneath emergency transport roads and the double-lining of
critical pipelines whose functions are difficult to promptly restore after a disaster

< Recovery and Reconstruction, Disaster Prevention >

O For reconstruction from the Great East Japan Earthquake, continue meticulous support (assistance for return/relocation,
countermeasures against harmful rumors, etc.). For recovery and reconstruction from the Noto Peninsula Earthquake and
heavy rain damage, continue to support the rebuilding of livelihoods and businesses and restore infrastructure

O Towards establishing the Disaster Management Agency during FY2026, increase disaster-related budgets (+5.5 bn yen,
compared to FY2025 initial), including the creation of a comprehensive grant for enhancing disaster resilience

47




< Diplomacy >

O Responding to a severe security environment, expand OSA (Official Security Assistance) (+10.1 bn yen, compared to FY2025 initial); as
countermeasures for information warfare, strengthen cybersecurity and public communications on history issues. While pursuing greater
efficiency, enhance ODA, such as grant aid; +3.3 bn yen, compared to FY2025 initial

O Japan-U.S. Strategic Investment Initiative: Continuing from the FY2025 supplementary budget, issue subsidy bonds to
strengthen NEXI's financial base (cap: 3 tn yen), and appropriate 1.78 tn yen in FY2026 to address approx. 60 tn yen in
initially issued projects. JBIC will utilize Fiscal Investment and Loan Program, etc.

< Strengthening Defense Capabilities >

O Fourth year of the current Defense Buildup Program: To fundamentally strengthen defense capabilities, including
establishing a defense posture with unmanned assets, increase target expenditures to 8,809.3 bn yen (+334.5 bn yen,
compared to FY2025 initial)

Improve treatment of Self-Defense Forces personnel, including raising benefit levels for young personnel retiring at the
mandatory retirement age and expanding allowances for personnel who work long hours in training under harsh
conditions and in the command and control joint exercises, thereby strengthening the human resource base of the Self-
Defense Forces

_ Local public finance >

O Local allocation tax grants, etc.: 20.9 tn yen (+2.0 tn yen). While securing the total amount of general revenue of
resources, appropriately addressing adjustments for wage revisions and price-reflective components such as
entrusting, subsidies, and maintenance/ repairs, and create a 0.4 tn yen Regional Future Fund to help local governments
build strong local economies

To promote fiscal consolidation in local public finance: for the second consecutive year, no issuance of special
financial measures bonds; front-load the redemption of borrowings by the Special Account for Local Allocation
Tax (additional 2.2 tn yen), and add 0.8 tn yen to the redemption fund for special financial measures bonds

Provide local tax allocation measures for the entire local share of so-called tuition-free education, securing 0.3 tn yen
in funding through increased local tax allocations resulting from revisions of special measures concerning taxation

Upon abolishing the provisional tax rate (diesel transaction tax, etc.) and the Environmental Performance Levy
(automobile tax, etc.), until stable financial resources are secured, provide Local Special Allocation Grants to offset
local revenue shortfalls. At the same time, reduce Local Allocation Tax Grants by the equivalent amount (0.7 tn yen)
S0 as not to rely easily on special deficit-financing bonds.

(Taking into account local public finance, 0.7 tn yen of the outstanding debt of the Special Account for Local
Allocation Tax is transferred to the general account)

O

7. Overview of the budget in FY2026 related to non-social security

FY2026
budget Prioritization of Policy |=
31.1tnyen Expenditures
(+1. 3 tn yen) . ~
Contingency (+) -securing critical products, etc.
reserves
+0.26 tn yen * Grants-in-Aid for
Scientific Research
;'r:\te:tsivel Teas'lflres f(;r AGHCUIUrA] e L *Operating expense grants to
ructural transtormation - -
) » ) Others national university corporations
~FY2022 4+ 33.0 bn yen +0.03 tnyen
(3 vears, 100.0 bn ven) —_— ( - ) Review of Subsidies
) o B Measures «Regional Future Grant
FY2023 initial +150.0 bn yen +0.13 tn yen concerning foreign eg?ona Heire r_an i
FY2024 initial +160.0 bn yen nationals, etc. "Regiona) Decarbonization
OMOE romotion Gran etc.
FY2025 initial . %

FY2026 initial budget
+510.0 bn yen

< Reflecting the inflation rate

+ Reflecting increased labor costs

S

FY2025
initial
budget
29.8 tn yen

+300.0 bn ven

T~

Tuition-free
education
+0.37 tn yen

T —

Strengthening
defense capabilities
+0.33 tnh yen

Securing financial
resources through
expenditure
reform

Preliminary measures

0.11 tn ven

L_ Financial resources secured through tax measures,
non-tax revenues, efc.
/Defense : Non-tax revenue, settlement surplus, tax™
measures
Education : Addressed with the financial resources
for the abolition of the provisional tax
rate (Revisions of special measures
concerning taxation, etc.)
Measures concerning foreign nationals, etc. :
Increase in fees, etc. %
#In addition to utilizing the increased revenue
to expand related budgsts, it will also contribute to
securing resources for other initiatives within the

Reflecti ng (0.21 tn yen) overall budget. (FY2026 (first year) :0.09 tn ven)
. Intensive measures for agricultural structural
economic \transformation : Non-tax revenue etc. /
= Expenditure ) .
and pl‘lce Reform Securing financial resources through expenditure reform
trends, etc. 0.10 tn yen )

4+ 0.51 tnyen

48



8. Realizing so-called “tuition-free education”

Drastic reduction of the burden of school
lunch fees (so-called “free school lunches”)

so-called “tuition-free high school education") (

< Main measures > < Main measures >

qui : i . ; :
¢ Income reguirement: Abolished ® Scope: Public elementary schools that provide school lunches
® Maximum annual grant:

¢ Standard amount: 5,200 yen per child per month

For private full-time schools, 396,000 yen — 457,000 yen, etc. # Based on the FY2023 fact-finding survey average of about 4,700 yen,
. . . . X . adjusted for recent price trends
+ Students with foreign nationality and foreign schools are outside the * Amounts exceeding the standard may be collected from guardians

scheme. (However, budgetary support will continue until the review
in three years)
Of which, 0.1 tn yen is for preliminary measures in FY2025 (budget revision)

Required amount (Public expenditure-based) about+380.0 bn yen Required amount (Public expenditure-based) about +330.0 bn yen
<100% Central government =3/4 Central, 1/4 Prefectures> <1/2 Central government, 1/2 Prefectures>
= FY2026 initial budget (Central) : +187.6 bn yen (expansion portion) = FY2026 initial (Central) : + 164.9 bn yen

¢ For the expansion portion, roughly Central 1/2, Prefectures 1/2

457,000 yen ---- Central 1/2 Number of
enrolled children
Antount considering the average t Grant for at schools =<
Tuitien fee S geivete bish sehoels | reducin X idi c
(Fyz0z4) . g =] providing school
o E . (@] school lunch @ lunches x 3.
396,000 yen xpansion o fee burden @ | standard amount =)
Ameupt considering the averege portl on g ﬁ E“ ﬁ -E_J
Existing +0.4 tn yen = P =
budget 0 e
0.4 tn yen
118,800 yen ---t-- - s s s e oo mmmemm oo
Tuition fee for public ¥ Preliminary measures Prefectures 1/2
high schoals (FY2025 budgst
revision)
Households with an  Households with an  Households with an Local Allocation Tax
annual income below  annual income below annual income of Measures
5.9 mn yen 9.1 mn yen 9.1 mn yen or more

v Support for public high schools: In the FY2025 supplementary budget, 295.0 bn yen was appropriated for the High School Education Reform Promotion Fund to
support prefectures that create pilot cases leading high school education reform

v High School Student Scholarship Benefits: Expanded for lower- and middle-income households (annual income under the equivalent of 4.9 mn yen) and the subsidy
rate raised to 1/2 (+17.0 bn yen compared to FY2025 initial budget; for the expansion portion, roughly 100% central government)

9. Securing stable financial resources for the abolition of
provisional tax rate and the so-called tuition-free education

g & | so-called tuition-free education Abolition of provisional tax rate
Ka] . F
8 c High school 0.4 +a Gasoline Diesel fuel
=
=2 School lunches 0.3 1.0 0.5
*”+a" @D Support for public high schools: the High School Education Reform Promotion Fund (FY20Z5 supplementary budget) , @High School Student Scholarship Benefits: Expansion for low- and
middle-income househaolds (equivalent to annual income below 4.3 mn yen)(+0.02)
g ; .. . . .
% 5’ |Expenditure|| Revisions of special measures concerning taxation, etc.
o g Reform 1.20 Ongoing consideration
5 0 0.24 Review of the tax credit for promoting wage increases (FY2027 Tax Reforms)
8 W] . Review of the burden on extremely high income earners, etc.
<Central government> <Local government>
v o Education Gasoline Education Diesel fuel
3 a] For those receiving
[ell= local allocation tax
C :i 0 37 1-0 TEE 0 5
= 0 : 0.30 .
i s B .. . B x . .
@35 33 Revisions of special measures ] Ongoing Revisions of special
= - . = -
0 g 33 concerning taxation, etc. 33 consideration meaf:::;::“gfﬂ"“'“g Ongoing
EI o = Excluding the statutory rate portion = Consideration with due regard he statuto rate’ mﬁ'm e consideration
— = = to the importance of ry p " = . .
a Q o 0-74 o maintaining road-related 0.46 (stable financial
m = 0.10 0.14 infrastructure, price trends, - resources for local
— - " and consistency with COz governments)
2 reduction targets
)
S First-year < > | First-year| € >
(o)} portion i portion .
o Additional non-tax revenue Local fiscal measures
E- (Surplus of Banks' Shareholdings Purchase Corporation, etc.)
[t
@ 0.10 0.30 0.09 0.18
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10. Raising fees related to foreign nationals and enhancement of

related measures

Raising related fees, with reference to levels in other countries; securing financial resources for measures

International Tourist Tax
(Japan Tourism Agency, etc.)

FY2026 initial budget (first vear): +81.0 bn ven,
compared to FY2025 initial

Tax rate per departure
1,000 yen — 3,000 yen

@ Shift to the initial budget those relevant

concerning foreign nationals, etc.

Visa Fees
(Ministry of Foreign Affairs)

FY2026 mnitial budget (first year): +116.1 bn ven,
compared to FY2025 initial

Single-Entry Visa
3,000yen — 15,000 yen

@ Shift to the initial budget those relevant

Residence-Related Fees
(Ministry of Justice)

FY2026 initial budget (first year): +44.4 bn ven,
compared to FY2025 initial

Change/Renewal
6,000 yen — about 40,000 yen

(Amount varying by period of residence)

@ Shift to initial budget those relevant

measures of the MOJ that had become
routinely funded through supplementary
budgets

® Enhancement of related measures
— Development of the environment toward
realizing appropriate immigration control
— Strengthening measures against illegal
residents
— Promotion of an orderly coexisting society
etc.

measures of the MOFA that had become
routinely funded through supplementary
budgets

® Enhancement of related measures
— Consular activities at overseas missions,

measures of the JTA, etc., that had become
routinely funded through supplementary
budgets
® Enhancement of related measures
— Overtourism countermeasures
— Congestion measures at airports and
secondary transport
— Development of a safe and secure travel
environment

{Expenses for protection of Japanese nationals) etc.

Strengthening of the diplomatic

implementation structure etc.

* In conjunction with allocating International
Tourist Tax revenue to expenses for
protection of Japanese nationals, reduce

passport fees

FY?2026 initial (first year): —16.4 bn yen,
compared to FY2025 initial

Alongside enhancing the above relevant measures, it also contributes to
securing financial resources for other initiatives within the overall budget

10-year passport: 16,000 yen — 9,000 yen

(% 1)} FYZ2026 initial (first vear): Increase in revenue: about +225.0 bn ven, increase in related budgets: about +132.0 bn ven; contribution to other policies: about 4#93.0 bn ven (about
40% of the increase in revenue), compared to FY2025 initial budget

(% 2) The projected annual revenue increase based on the increase for the FY2026 budget (first year) is about +350 bn ven.
(Regarding securing financial resources for other initiatives, if the contribution is comparable to that of the FY2026 budget (first year) (about 40%), it amounts to about 140 bn ven)

11. Review and revision of subsidies

O Regarding the review and revision of subsidies, in preparation for the FY2027 budget formulation, we will adopt a policy of ensuring consistent
handling from the request stage through the assessment stage, with the cooperation of requesting ministries and agencies.

O In the FY2026 budget as well, from the perspectives of thorough expenditure reform and prioritization across the entire budget, we will undertake
necessary reviews of existing subsidies and immediately reflect items that can be promptly revised.

O In addition, in the FY2025 supplementary budget, certain measures have already been implemented, particularly those related to the review of
the fund.

[Measures in the FY2026 budget (examples)]

Regional Future Grant (Cabinet Office)
FY2025 initial budget: 200 bn yen (doubled from FY2024 initial)
= FY2026 budget: —40 bn yen

® Based on the current execution status and careful examination of
required amounts, the budget includes the necessary funding for
local governments to advance new and existing projects.

® Going forward, we will consider the appropriate design of the
grant, taking into account discussions on the Regional Future
Strategy, to enhance its effectiveness.

Regional Decarbonization Promotion Grant
(Ministry of the Environment)
FY2025 initial budget: 30 bn yen (+ GX resources 8.5 bn yen)
= FY2026 budget: —10 bn yen (+ GX resources —1.5 bn yen)
® Established in FY2022 initial. Since projects are implementad on a

multi-year basis, the large number of selections had increased
out-year burdens.

® Restrain budgetary amounts by suspending all new selections from
FY2026 onward.

Digital Infrastructure Development Promotion Project

(Ministry of Internal Affairs and Communications)
FY2025 initial budget: 4 bn yen
= FY2026 budget: —1 bn yen

® Restrain the budget in light of the occurrence of unused budget and
carryovers

Project for Enhancing the Stay Environment at
Visitor Hubs in National Parks
(Ministry of Land, Infrastructure, Transport and Tourism)
FY2025 initial budget: 2.1 bn yen

= FY2026 budget: —0.7 bn yen
® Restrain the budget in light of the occurrence of unused budget and
carryovers

[Measures in the FY2025 supplementary budget (examples)]

Restrain budgetary amounts through effective use of fund balances by examining the utilization status of existing funds (Subsidy Program for Labor-Saving
Investments for SMEs, Support Fund for Universities and Colleges to Transition to Growth Sectors)
Return unnecessary fund balances to the national treasury (363.1 bn yen, Emergency Fund for the Establishment of Vaccine Production Systems 224.8 bn yen, etc.)
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12. Review and revision of public procurement and public systems
In line with price increases

O Regarding unit prices and budgets for facility development and contracted/outsourced projects under public procurement: upward adjustment in
light of increases in labor costs and material prices

O Based on inter-ministerial arrangements, promoting expansion of the application of the comprehensive evaluation bidding method for
building-maintenance contracts etc., and reviewing and revising of low-bid price investigation standards

O Regarding standards amounts and thresholds in public systems: upward adjustment reflecting price trends

Measures for public procurement (examples)

+ Raising the design labor unit price for public works (February revision for FY2026) (MLIT)
+ Raising the subsidy unit price for development of public school facilities; e.g., RC-structure public school facilities: +7.7% compared to FY2025 initial budget (MEXT)
+ Raising the construction unit price for Self-Defense Forces facility development; e.g., RC-structure garage: +9% compared to FY2025 initial (MOD)

PFI project cost for maintenance/operation of the Cabinet Office Main Building and Building No. 8: +40 mn ven (+4%) compared to FY2025 initial, following revision
of base individual indices (CAQ)

+ Building-maintenance outsourcing for ministry/agency office buildings: budget increase of 150 mn yen (+12%) compared to FY2025 initial (METI)
+ Raising the labor unit price for outsourced data entry/ aggregation-analysis of labor-related filings: +6% compared to FY2025 initial (MHLW)

+ Raising the wage-change rate applied to basic costs in estimation for outsourced services for issuance of certificates of registered information: +6.8% compared to
FY2025 initial (MOI)

+ Raising the investigator unit price for execution of statistical survey operations: +6% (national average) compared to FY2025 initial (MIC)
+ Raising textbook list prices, regarding purchase cost for compulsory-education textbooks: +1.5% compared to FY2025 initial (MEXT)
+ Regarding FY2026 Fiscal Plan of Local Governments: appropriate provision for price pass-through for outsourcing, subsidies, and maintenance,/repairs (MIC)

Measures for standards amounts and thresholds of public systems (examples)

+ Regarding the grant program for traffic orphans: higher monthly benefit per child by age (e.g., 0-6 years: 32,000 yen — 54,700 yen per month)
Budget increase to 0.14 bn yen (+0.11 bn yen compared to FY2025 initial budget). (MLIT)
+ For user-burden mitigation for non-registered childcare facilities and subsidized private kindergartens: higher benefit ceilings (e.g., Non-registered, ages 0-2): 42,000
en — 45,700 yen per month; Subsidized private kindergarten: 25,700 yen — 28,000 yen per month) (CFA)

Regarding subsidies for employment-preparation support for individuals in economic hardship (children’s learning and living support programs): higher standard
subsidy amount to local governments (e.g., municipality with population of 100,000: 118 mn yen — 126 mn yen). Budget increase to 3.35 bn yen (+0.28 bn yen
compared to FY2025 initial) (MHLW)

+ Regarding subsidies for equipment development for the emergency fire assistance team: higher standard subsidy amount to local governments (e.g., fire pump
vehicle: approx. 30 mn yen — approx. 31 mn yen)

Budget increase to 5.5 bn yen (+0.5 bn yen compared to FY2025 initial) (MIC)

+ Regarding the compensation price system for producers of milk for manufacturing use: higher subsidy unit prices for producers, reflecting changes in production costs
(subsidy unit price: 11.82 ven/kg — 11.94 ven/kg) (MAFF)

+ Regarding subsidies for assistance to pupils and students requiring aid: higher unit subsidies for school-supply expenses for newly enrolled students, etc.
(e.g., elementary school: 29,000 yen — 32,000 yen) (MEXT)

+ Regarding operating grants to incorporated administrative agencies: necessary reviews conducted, and wage increases reflecting the National Personnel Authority
recommendations to be implemented across all 86 incorporated administrative agencies

13. Breakdown of National Debt Service

O Interest Payments ¥13.0tn (+¥2.5tn compared to FY2025 initial budget) #Fy2025 initial ¥10.5tn « FY2024 initial ¥9.7n « FY2023
initial ¥8.5tn
v Increase in the estimated interest payment on the scheduled issuance due to the rise in the interest rate applied in the budget calculation (2.0%
=3.0%). (+¥1.0tn compared to FY2025 initial) * The FY2026 budget interest rate (3.0%) is set by referring to the recent one—month average of long—term
interest rates (1.9%) and taking into account past cases of sharp interest rate hikes.
v Increase in interest payments on outstanding bonds, resulting from the replacement with higher-interest-rate issues amid a rising government
bond balance. (+ ¥ 1.5tn compared to FY2025 initial)
O Redemption of the National Debt ¥18.2tn (+¥0.5tn compared to FY2025 initial)

v Increase due to rising outstanding bonds

1,145
1,136
Government Bond Outstanding 1,080
(end of FY, trillion yen) 1,054
1,027
947
Interest Rate (%)
* Weighted average interest rate on general government bonds
7.4 7.4 . 805
6.1
636
13.0
4.6 527 =

Interest Payments

illi 225
(trillion yen) "

166
eHi 1k
134 14
0/d |g.d|deps ’,’

1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2026
(Notel) Interest payments for FY1975 - FY2024: Settled figures; FY2025: Based on the supplementary budget; FY2026: Based on the draft budget.

(Note2) Government bond outstanding for FY2025: Based on the supplementary budget, FY2026: Based on the draft budget.
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14. Overview of the Supplementary Budget for FY2025
(enacted on 16" December 2025)

I. Securing Everyday Life: Measures to address rising prices 8,904.1 bn
(+Special Account 93.0 bn)

1. Responding to the current surge in prices 2,945.1 bn
O Support for electricity and gas bills during harsh winter (529.6 bn)

O Provision of child-rearing support allowance responding to rising prices [367.7 bnl

O Expansion of the Priority Support Local Allocation Grant (Including special additional grant of 400 bn to address rising food prices) [2,000.0 bnl

# Abolition of the provisional tax rate on gasoline and diesel fuel (tax reduction 1.5 tn)

% Income tax reduction through raising the basic deduction, etc. (Tax Reform Act for FY2025) [(tax reduction 1.2 tn) etc.

2. Harnessing regional growth potential and stabilizing everyday life 4,978.6 bn
O Medical and long-term care support package (Improvement in Treatment and Management ) [(1,383.2 bn*)
O Regional Future Grant (100.0 bn*]
O Support for children and child-rearing
(Improvement of the treatment of childcare workers, prevention of child poverty etc.) (255.9 bn (Including Special Account) *)
O Advancing towards tuition-free high school education (High School Education Reform Promotion Fund) [295.0 bnl
O Advancing towards free school meals for elementary school (15.6 bn*]
O Implementing a package of measures to address bear-related damage (12.9 bn*]
O Enhancing public safety and counter-terrorism measures [(55.4 bn)
O Strengthening measures to address issues related to foreign residents [(20.2 bn) O Increase in Local Allocation Tax Grants (1,304.1 bnl
O Response to the Supreme Court ruling on the revision of the public assistance standard (147.5 bnl
O Enhancement of protection for motor vehicle accident victims (Return of funds to the Special Automobile Safety Account) (574.1 bn) etc.

3. Creating an environment that enables wage increases, particularly for small and
medium-sized enterprises and micro-businesses 980.4 bn

O Strengthening the earning power of SMEs to increase wages etc. (841.0 bn*)
O Support for responding to minimum wage increases through the business improvement subsidy (35.2 bn) etc.

II. Strateqgic Investments that Enhance Resilience against Potential Crises: Building a
robust economy through growth-oriented investment 6,433.0 bn (+Special Account 760.2 bn)
1. Strengthening economic security 1,549.3 bn

O Promoting public-private investment based on the “Al and Semiconductor Industry Foundation .
Strengthening Framework” (252.5bn (Including Special Account) 1 {+Spe::|al Account 186.9 bn)
O Promotion of Al research, development and utilization (189.5 bn*)
O Revitalization and strengthening of the shipbuilding industry (Shipbuilding Industry Revitalization Fund) (120.0 bn]
O Promotion of quantum technology innovation (128.6 bn] O Promotion of drug discovery etc. [184.2 bn*)
O Space Strategy Fund (200.0 bn) O Securing a stable supply of critical minerals (93.7 bn)
O Establishment of a low-earth orbit satellite constellation for ensuring autonomy (Fund) [150.0 bn]
O Strengthening the resilience of digital infrastructure, induding submarine cables (Fund) (40.0 bnl O Strengthening cybersecurity measures (50.9 bn) efc.

2. Establishing food security 627.5 bn

O Structural transformation of agriculture (241.0 bn*) (T%;al; :r?giifﬁlte‘;r;ar;cflim%wﬁlmﬂfﬁgf;;‘f;:ﬂﬁ?;ﬂ
(Expanding farmland parcels and reorganizing, consolidating and rationalizing facilities for share use, : 960.2 bn*)

Development of smart agricultural technologies and innovative new varieties, development of export production areas) etc.
3. Strengthening energy and resource security 348.7 bn
© Promotion of GX based on the Growth-Oriented Carbon Pricing Vision (575.7 bn (Special Account) *) (+Special Account 563.7 bn)
O Promotion of resource development (Development in the waters around Minamitorishima Island) (16.4 bn) etc.
4. Promoting disaster prevention, mitigation, and national resilience 2,950.3 bn
O National resilience (Maintenance of road-related infrastructure, etc.) (1,550.0 bn)

(Total public works expenses: 2.6 tn (Including Special Account)*) © Maintenance of public school facilities [255.2 bnl
C Recaovery and reconstruction from natural disasters (Noto, etc.) [741.7 bnl etc.
5. Expanding investment for the future 957.2 bn

O Grants-in-Aid for Scientific Research and Transformative Research Support Program [43.3 bnl O Promoting the content industry [52.5 bn)
C Development and upgrading of large-scale research facilities (Fugaku NEXT, SPring-8 11, etc.) [55.4 bnl

O Support for hosting the 2026 Asian Games and Asian Para Games (13.6 bn)

O Health and medical care (Digital transformation in medical services, preventive healthcare) [178.5 bnl

O University and technical college functional enhancement support program (Growth Sector Transition Fund) (20.0 bn] etc.

I . Strengthening Defense Capability and Diplomatic Power 1,656.0 bn

1. Diplomacy and responding to changes in the security environment 1,253.6 bn
O Defense Buildup Program expenditure [502.1 bnl O U.S. Forces Realignment Projects (345.1 bn)

(Combined with related expenditures: 1.1 tn* (achieving the “2% of GDP level” ahead of schedule))
O Advancing cooperation with the Global South countries [(191.5 bnl O Support for Ukraine and Palestine (49.1 bn) etc.

2. Responding to U.S. tariffs 402.3 bn

O Japan-U.S. Strategic Investment Initiative (Strengthening the financial base of JBIC and NEXI) [(370.0 bn)
O Financing assistance for SMEs (12.2 bn) O Overseas business development support projects (11.2 bnl etc.

IV . Preparing for the future (reserving contingency funds) 709.8 bn
O Additional contingency funds (709.8 bn)

B Total additional spending of the Supplementary Budget (General Account)
17,702.8 bn

m National expenditure, etc. (Total of General Account 17.7tn, Tax Reduction
2.7tn, Special Account 0.9tn) 21.3 tn

* The amount includes projects organized under other pillars.
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15. The Framework of the First Supplementary Budget for FY2025

(billion yen)
Expenditures Revenues
1. Securing Everyday Life: Measures to address rising prices 8,004.1 1. Tax revenues 2,879.0
2. Strategic Investments that Enhance Resilience against 6,433.0
Potential Crises: Building a robust economy through
growth-oriented investment
3. Strengthening Defense Capability and Diplomatic Power 1,656.0 2. Non-tax revenues 1,015.5
4 . Preparing for the future (reserving contingency funds) 709.8
Subtotal (expenses related to the economic stimulus
) (exp 17,702.8 3. Surplus from the previous fiscal year 2,712.9
measures)
5. Other expenses 663.3
4. Government bond issuance 11,696.0
6. Transfer to the Special Account for the National Debt 1,132.3 !
Consolidation Eund (1) Construction bonds 3,539.0
(2) Special deficit-financing bonds 8,157.0
7 . Reduction in previously approved expenses -1,195.0
Total 18,303.4 Total 18,303.4

(Note) Figures may not add to the totals due to rounding.

16. The FY2025 Budget Framework after the First Supplementary Budget

(billion yen)
FY2025 budget
FY2025 Budget (after the Y2095 hlitlger
—_ initial — after the Notes
(initial) supplementary
. supplementary
budget revision) budget revision
(Expenditure)
General Expenditure 68,107.1 85,134.5 15.027.3
Local Allocation Tax Grants, etc. 18,872.8 20,177.0 1,304.1
National Debt Services 28,217.9 28,189.8 -28.1
o/w Redemption of the National Debt 17,342.5 18,474.8 {15354
(Excluding Subsidy Bonds)
o/w Interest Payment 10,523.0 9,362.6 -1,160.4
Total 115,197.8 133,501.2 18,303.4
(Reven ue) O Bond Dependency Ratio : 30.2%
Tax Revenue 77,819.0 80,698.0 2,879.0 | o constutsion Bod mauane
initial : 6.8tn — after the supplementary
Other Revenue 8,7318 12,460.1 3,7284 budget revision : 10.3tn
Special Deficit-Financing Bond Issuance
Government Bond Issuance 28 647.1 40,343.1 11.696.0 initial : 21.9tn — after the supplementary
(Difference between Expenditure and Tax Revenue, etc.) ! e ! budget revision : 30.0tn
Amount Equivalent to Redemption of National Debt
(Excluding Scibswdy Bonds) : 17,342.5 18,474.8 1,132.3 © Fiscal Balance Deficit (total amount
5 equivalent to interest payments and deficit
Amount Equivalent to Interest Payments 10,523.0 9,362.6 -1,160.4 from policy expanditure) after the
i icit fro i i supplementary budget revision is 21.9tn
Amount Equivalent to Deficit from Policy Expenditure 781.6 12,505.7 11,724.1
(Primary Deficit)
Total 115,197.8 133,501.2 18,303.4

(Note 1) Figures may not add to the totals due to rounding.

(Note 2) “Tax Revenue” includes stamp revenues.

(Note 3) The classification of “Government Bond Issuance” is made from the perspective of the primary balance and fiscal balance, and the term
“Amount Equivalent to” is used because the revenue of government bond issuance will not be immediately appropriated to the redemption of

the national debt and interest payments.
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(Reference) Accounting Information and PDCA Cycle

I . General and Special Accounts

O Net Total Amount of the General and Special Accounts by Major Expenditures

The net total amount of the General and Special Accounts by major expenditures represents the

net sum of the all accounts (i.e. the sum of the General Account gross expenditures (FY2026:
122.3 trillion yen) and the Special Account gross expenditures (FY2026: 441.7 trillion yen) minus
inter-account transfers), sorted by each policy field. It shows an overall picture of the central

government’s expenditures.

Fiscal Resources for loans /"'
provided by the central government |
Others
36.1
nvestment
ogram
Local Allocatio
Tax Grants, etc.
24.2 Total
268.8

Fiscal resources to maintain
government service f(?r local National Debt
governments with limited

revenue resources Service
88.4

Interest payments and
repayment of national debt

1
(Unit: trillion yen),

1 National Defense

Public Works Projects
Education and Science

Energy

Food Supply

Economic Assistance

Promotion of SMEs

Former Public Officers Pensions
Miscellaneous

Acceleration of Reconstruction and
Revitalization of Fukushima
General Contingency Reserve

Social Security

106.2

ONOoOoONMNMNO O ®©
RPRONMUIROR 0O

Pension, Medical Care, Long-term
Care, Childcare, Unemployment
Benefits, Public Assistance, etc.

(Note) Based on the FY2026 budget

O Trends in the Net Expenditure Budget of the General Account and the Special Accounts
(Unit: trillion yen)

FY2024 FY2025 FY2026

Item Settlement
Settlement . Budget

(estimate)
Total Expenditure in the General Account (A) 123.0 143.1 122.3
Total Expenditure in the Special Accounts (B) 407.4 432.1 441.7
Total (C=A +B) 530.4 575.2 564.0
of which, the amount overlapped (D) 142.1 155.1 159.5
Difference (E = C — D) 388.3 420.1 404.6
of which, the amount deducted (F*) 133.0 134.7 135.8
Net Total (= E—F) 2554 285.4 268.8

i ) ) * “(F)" means the amount of redemption by the refunding
O Lists of Special Accounts in the FY2026 1 e Natonal e consolaton Tnd specialaceont
» Local allocation tax and local transfer tax « Children

1

|« Earthquake reinsurance

'+ National debt consolidation fund

\ + Foreign exchange fund

i » Government investment and loan fund
. * Measures for energy

i » Worker's insurance

E » Pension

« Stable supply of food

» Debt management of National forest and field
service * transitional account

e Patents

» Motor vehicles safety
» Reconstruction from the Great East Japan

Earthquake

_________________________________________________________________________________________________




I . Financial Statement of Japanese Government

(General Account, Special Accounts and “Consolidated”)

In order to clearly disclose the status of stock such as assets and liabilities held or owed by the
central government, the Ministry of Finance annually publishes “Government Balance Sheet” with
reference to corporate accounting concepts and methodologies (e.g. accrual accounting and
double bookkeeping). In addition to the “Financial Statements of Japanese Government,” which
combine the General Account and Special Accounts, the Ministry of Finance also prepares and
publishes “Consolidated Financial Statements,” which include Incorporated Administrative Agencies
and other entities conducting administrative affairs and projects related to government operations.

O The relationship between assets and liabilities )
(Financial Statement of Japanese Government, General Account and Special Accounts)

KO As of the end of FY2024, the assets amounted to ¥783.4 trillion, but most of those cannot be )
sold to make up fiscal resources for other policies (Please refer to the figure below.).

O Some financial assets and liabilities are earmarked to each other.

» Foreign currency securities (¥138.5 trillion (part of the securities)): Financial sources for purchasing these securities are
provided by issuing foreign exchange fund financing bills (¥97.6 trillion (part of the financing bills)).

* Loans of the Fiscal Loan Fund (¥111.8 trillion (part of the loans)): Financial sources for these loans consists of funds
provided by issuing FILP bonds (¥91.2 trillion) and money on deposit (¥8.9 trillion).

* Money in trust (¥118.1 trillion): It is a part of funds accumulating social security contribution etc., saved for future benefit
disbursement and the corresponding amount is also listed on the liability side as the deposits for public pensions (¥128.6
trillion).

O There are also a considerable amount of assets which are not expected to be converted into cash.

» Tangible fixed assets (¥198.6 trillion): property for public use, etc. such as roads and rivers.
* Investments in capital (¥104.6 trillion): Investments in capital in incorporated administrative agencies, stocks of incorporated

\_ companies which the government is obligated to hold as a matter of policy etc. Y,
Total Assets ¥783.4 trillion Total Liabilities ¥1,483.3 trillion
Cash and deposits (1) 55.2 -L Financing bills (foreign exchange (Unt: llon yen)
» [ 7 PP fund financing bills) (2) 82.0
Securities (foreign currency < ] :
securities, etc.) (2) 139.7 Deposits received for
_...~|”  public pensions (3) 128.6
Money in trust (3) 118.1 < o Money on deposit (4) 8.9
Loans (loans of the Fiscal Loan . N | > FILP bonds (4) 91.2
Fund,etc.) (4) 132NN  PPFrr - ———-------------—==
Investments in capital (5) 104.6 Construction bonds
Tangible fixed assets (5) 198.6 307.0 o
Property for public use such as roads 158.7 (@)
National property such as <
government office buildings 36.1 ] """"""""""""""" 1)
Items, etc. 3.8 3
Others(Special Drawing Rights, etc.) 35.0 3
g
| | - g
; P . . S
: : Special deficit-financing 2
I I bonds 1,184.6
Gap between
| pbetween | 745.0
I assets and liabilities 1
| |
-699.9
I I
| | .
[ [ Others (reconstruction bonds, etc.) 41.4
Borrowings (special accounts for Local Allocation
| | Tax and Local Transfer Tax, etc.) 33.9
| Others (accounts payable, etc.) 45.4

FY2024 Points of “National Financial Documents” (January 2026)
(Note) (1)-(5) correspond to the item numbers on the following page. 55



Characteristics and Points to Note for Each Item

-

\_

~

While “Balance Sheet of the National Government” is prepared with reference to the concepts and methods of
corporate accounting, some of the items presented in each statement are organized in a way that takes into
account the characteristics of the government’s financial activities under the national financial and accounting
system.

The assets shown on the balance sheet include a considerable amount of assets with earmarked liabilities and
assets that cannot be expected to be sold or disposed of for cash, and these should be taken into account when
comparing the national assets with national liability and financial situation of other countries.

The following section explains the characteristics of the main items recorded in the balance sheet and points
to note in order to gain a more accurate understanding of “Balance Sheet of the National Government”. Please
also refer to the diagram on the previous page.

(1) The cash and deposits at the end of FY2024 (55.2 trillion yen) do not show the actual balance held at
the end of the financial year.

In the national accounts, there is a period during which revenue and expenditure for the fiscal year are sorted
out (Period of clearance for receipts and disbursements), and the amount of cash and deposits recorded in the
balance sheet reflects the cash receipts and disbursements during the “Period of clearance for receipts and
disbursements” after the end of the fiscal year. The actual balance of government deposits in the treasury at the
end of FY2024 was 3.9 trillion yen (excluding foreign currency deposits), while the balance of cash and deposits
was 55.2 trillion yen (cash and deposits excluding foreign currency deposits was 33.6 trillion yen) due to the
receipt of a large amount of tax revenue and other payments during the clearing period.

(2) Foreign currency securities (138.5 trillion yen) and Foreign exchange fund financing bills (97.6
trillion yen)

With regard to foreign currency securities (138.5 trillion yen), which account for the majority of securities, the
financial resources required for their acquisition are raised mainly through the issuance of foreign exchange
fund financing bills. Therefore, the proceeds from the sale of such foreign currency securities recorded as
assets through foreign exchange intervention (selling foreign currency and buying yen) are, in principle, used to
redeem the foreign exchange fund financing bills recorded as liabilities.

* The difference of 40.9 trillion yen between foreign currency securities and foreign exchange fund financing bills is
attributable to an increase in value converted according to exchange rates of foreign currency securities whose value has a
fluctuating nature by fluctuations in exchange rates, etc.

(3) Money in trust (118.1 trillion yen) and Deposits received for public pensions (128.6 trillion yen)

Money in trust is a part of the accumulated funds of insurance premiums held to finance future pension
benefits (employees' pensions and national pensions), and liabilities corresponding to money in trust are
recorded as deposits received for public pensions.

(4) Loans of Fiscal Loan Fund (111.8 trillion yen) and FILP bonds (91.2 trillion yen) etc.

The loans of Fiscal Loan Fund (111.8 trillion yen), which account for the majority of loans, are financed by
funds raised and deposited through the issue of FILP bonds. Therefore, in principle, the proceeds from the
recovery of the loans of Fiscal Loan Fund recorded as assets are used to redeem FILP bonds recorded as
liabilities, etc.

(5) Amounts recorded for tangible fixed assets (198.6 trillion yen), Investment in capital (104.6 trillion
yen), etc.

Tangible fixed assets and investment in capital include a considerable amount of fixed assets such as roads
and rivers (public property) and capital contributions to independent administrative institutions, which are held
for policy purposes and cannot be expected to be sold or disposed of for cash. The recorded value of public
property is calculated by deducting the amount equivalent to depreciation from the estimated acquisition cost by
accumulating past land and project costs, and does not represent the amount that can be recovered in cash.

*Gap between assets and liabilities (-699.9 trillion yen)

The gap between assets and liabilities (-699.9 trillion yen) is conceptually similar to the balance of special
government bonds that postpone the burden to the future, as the majority of this is the accumulation of excess
costs in the past.

J
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OFinancial Statement of Japanese Government (General Account and Special Accounts)

( < As of the end of FY2024, total assets of the Japanese government stood at 783.ﬂ
trillion yen (+5.3 trillion yen compared with the end of the previous fiscal year), while
total liabilities stood at 1,483.3 trillion yen (+9.5 trillion yen compared with the end of
the previous fiscal year). As a result, the difference between assets and liabilities
widened in negative value by 4.2 trillion yen from the end of the previous fiscal year, to
-699.9 trillion yen.

<& In FY2024, total operating costs amounted to 174.1 trillion yen (+3.8 trillion yen from
the previous fiscal year), and revenues totaled 158.2 trillion yen (+6.9 trillion yen from
the previous fiscal year). As a result, the excess costs, which represents the difference
between revenues and costs, decreased by 3.1 trillion yen from the previous fiscal year,
\_ to-15.9 trillion yen.

Balance Sheet

(Unit:trillion yen)

Theend of Theendof  Increase/ Theendof  Theendof  Increase/
FY2023 FY2024  decrease FY2023 FY2024  decrease
<Assets> < Liabilities >
Cash and deposits 65.4 55.2  -10.2 | Accounts payable, etc. 12.6 14.0 15
Securities 142.3 139.7 -2.6 | Financing bills 94.8 820 -127
Inventories 4.3 4.4 0.1 | Government bonds 1,164.3 1,184.6 20.3
Accounts receivable, etc. 12.1 12.1 -0.0 | Borrowings 34.2 33.9 -0.3
Prepaid expenses 2.4 4.0 1.6 | Money on deposit 10.5 8.9 -16
Loans 122.3 1323 10.0 | Insurance liabilities 9.8 10.0 0.2
Money in trust 115.6 118.1 2.4 | Deposit reserved for the public pension 125.5 128.6 3.1
Other claims, etc. 14.0 15.1 1.1 | Provision for retirement benefits, etc. 55 5.3 -0.1
Allowance for doubtful accounts -1.3 -1.2 0.1 | Other liabilities 16.8 16.0 -0.8
Tangible fixed assets 196.7 198.6 1.8
Intangible fixed assets 0.5 0.6 0.1
Investments in capital 103.7 104.6 0.8 | Total Liabilities(B) 1,473.8 1,483.3 9.5
< Difference between assets and liabilities >
Difference between assets and
labilities(C) -695.7 -699.9 -4.2
Total Assets (A) 778.1 783.4 5.3 ;r(::jzilli;_ti)e;it::!tsies and difference between assets 778.1 783.4 5.3

Statement of Difference between

Operating Cost Statement Assets and Liabilities
(Unit: trillion yen) (Unit: trillion yen)
FY2023 Fyzo4 'Morease/ FY2023 Fyoop4 ~IMerease/
decrease decrease
Difference between assets and
Personnel expenses 5.2 55 0.3 liabilities -702.0 -695.7 6.3
(end of prior financial year)
Social security benefits 52.2 53.7 1.5 Total operating costs 170.4 174.1 3.8
Subsidies, grants, etc. *1 *2 71.4 67.5 -39 Tax revenues 77.4 81.1 3.7
Local allocation tax grants, etc. 22.0 24.2 2.2 Insurance, etc. revenues 59.7 61.6 2.0
Depreciation 5.6 59 0.4 Other revenues 14.3 15.5 1.2
Interest expenses 6.7 7.7 1.1 Total revenues(E) 151.3 158.2 6.9
Other operating costs 7.3 9.7 2.3 Excess costs(F) -19.0 -15.9 3.1
o | Difference on valuation of assets 4.5 4.2 -0.3
:] Exchange difference 21.3 9.4 -11.9
el /d f deposit d f
e oot 55 31 -0
Other diff betw ts and
S llablllalilels erence between assets an 20 12 _ 08
Difference between assets and
Total Operating Costs(D) 1704 174.1 3.8 liabilities -695.7 -699.9 -4.2
(end of financial year) (C)

(*1) Subsidies, grants, etc. include commission fees and operating grants to local public entities, incorporated administrative agencies, etc.
(*2) Subsidies, grants, etc. include 42.5 trillion yen in expenses related to social security (41.8 trillion yen in the previous fiscal year).
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OConsolidated Financial Statement of Japanese Government

(Comparison with Financial Statement of Japanese Government, General Account and Special Accounts)

f<> The scope of consolidation covers 199 special corporations that carry out administrative work and operations\

related to the operations of the national government*.

(*) Whether such work and operations are related to the operations of the national government is determined based on the existence of
supervisory authority (“the authority to appoint and dismiss the head of the corporation and auditors”, and “approval of its budget and
business plan, etc.”) and fiscal expenditures (such as investments in capital and subsidies).

< On a consolidated basis, assets increase by 261.5 trillion yen and liabilities by 91.4 trillion yen. As a result, the
negative value of the difference between assets and liabilities is reduced by 170.2 trillion yen. This is due in part
to the addition of the net assets of the Government Pension Investment Fund (GPIF) (i.e. a positive difference
between assets and liabilities). Even on a consolidated basis, however, the difference between assets and
liabilities remains negative.

< On a consolidated basis, total operating costs increase by 14.7 trillion yen and revenues by 18.2 trillion yen. As
a result, the negative value of the excess of costs over revenues is reduced by 3.5 trillion yen. Even on a

\_ consolidated basis, however, there remains an excess of costs over revenues. )

Balance Sheet(Consolidated)

(Unit:trillion yen)

Standalone Basis Consolidated Basis Difference Standalone Basis Consolidated Basis Difference
<Assets> < Liabilities >
Cash and deposits 55.2 91.6 36.4 | Accounts payable, etc. 14.0 16.2 2.1
Securities 139.7 425.3 285.5 | Financing bills 82.0 77.3 -4.7
Inventories 4.4 5.1 0.6 | Government bonds 1,184.6 1,167.2 -17.4
Accounts receivable, etc. 12.1 14.0 1.9 !‘;:;ZZ?E: nzgministrative - 59.9 59.9
Loans 132.3 167.4 35.1 | Borrowings 33.9 41.6 7.7
Money in trust 118.1 - -118.1 | Money ondeposit 8.9 1.4 -7.5
Allowance for doubtful accounts, etc. -1.2 -39 - 2.8 | Postal deposits - 0.3 0.3
Tangible fixed assets 198.6 287.0 88.4 | Insurance liabilities 10.0 36.2 26.1
. ) Deposit reserved for the
Intangible fixed assets 0.6 1.6 1.1 public pension 128.6 133.8 5.3
. . Provision for retirement
Investments in capital 104.6 28.4 -76.2 benefits, etc. 5.3 7.8 2.4
Customers'’ liabilities for Acceptances and guarantees,
acceptances and guarantees, etc. B 2.1 2.1 etc. ) 2.1 21
Other Assets 19.1 26.5 7.5 | Other liabilities 16.0 30.9 14.9
Total Liabilities 1,483.3 1,574.7 91.4
< Difference between assets and liabilities >
Difference between assets
and liabilities - 699.9 -529.7 170.2
Total Liabilities and difference
Total Assets 7834 1,044.9 2615 | 0 con reore and ntiitios 7834  1,0449 2615

. . Statement of Difference between Assets
Operating Cost Statement(Consolidated) and Liabilities(Consolidated)

(Unit: trillion yen) (Unit: trillion yen)

Standalone Basis Consolidated Basis  Difference Standalone Basis Consolidated Basis  Difference

Difference between assets and

Personnel expenses 55 9.3 3.8 liabilities -695.7 -527.9 167.9
(end of prior financial year)

Social security benefits 53.7 53.7 - Total operating costs(B) 174.1 188.9 14.7

Insurance benefits - 2.6 2.6 Tax revenues 81.1 81.1 -

Federation of National Public
Service Personnel Mutual Aid 5.0 4.7 -0.3 Insurance revenues 61.6 61.0 -0.6
Associations grants

Incorporated Administrative

Insurance grants Subsidies, grants, 11.8 - -11.8 Agencies revenues - 21.2 21.2
Subsidies * o 47.1 42.7 -4.5 Other revenues 15.5 13.1 -2.4
Operating grants 35 - -35 Total revenues (A) 158.2 176.4 18.2
I;)Ccal allocation tax grants, 24.2 24.2 ) Excess costs (A-B) -15.9 -125 35
Depreciation 5.9 8.5 2.6 o|Differece on valuation of assets 4.2 2.7 -14
Interest expenses 7.7 8.8 1.0 rt1 Exchange difference 9.4 9.0 -05
Otreroperating costs 07 a5 209 | [t 31 a4 -03
" |other difference between assets
° |and liabilities 12 2.3 11
Difference between assets and
Total Operating Costs (B) 174.1 188.9 14.7 liabilities -699.9 -529.7 170.2

(end of financial year)

(*) Subsidies include commission fees paid to local governments, etc.
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Il. PDCA Cycle

The government implements the PDCA cycle in budget formulation: evaluating how budget funds
are spent and what results have been achieved, and then reflecting these evaluation results in
future budget. The following reflections have been made in the FY2026 budget formulation.
Furthermore, in light of the establishment of the Office for the Review of Special Measures
Concerning Taxation and Subsidies within the Cabinet Secretariat, existing subsidies, etc. have
been reviewed, and items that could be revised immediately were appropriately reflected in the
FY2026 budget.

—| @ Resolutions of the Diet and the Reports on Inspection of the Settlement of Accounts, etc.

» The resolutions concerning the settlement adopted by the Diet are properly reflected in the budgets based on the deliberations
in the Diet.
<Example> With regard to the MAFF Common Application Service, the application status was appropriately monitored, and the service was
reviewed, including by scrutinizing the number of licenses required, thereby reducing operating costs. [Digital Agency, MAFF] [Reflected
amount: -¥1.3 billion]
» In line with the report by the Board of Audit, necessity and efficiency of individual administrative tasks and projects are fully re-
examined.
<Example> The scale of the Special Fund for Management Stability-related Guarantees, etc. associated with the Emergency Guarantee
Program for Reconstruction following the Great East Japan Earthquake was reviewed, and the amount recognized as being held in
excess of the necessary level was transferred to the national treasury. [METI] [Reflected amount(FY2025 supplementary budget: ¥20.4
billion (revenue)]
» The details of each budget are closely reviewed if a large amount of allocated budget remains unused based on the financial
result.
<Example> The required amount was reviewed, including by appropriately reflecting the execution status of the subsidy for the Early
Reemployment Support Subsidy in the projected number of subsidy payments. [MHLW] [Reflected amount: -¥2.5 billion]

—| @ Budget Execution Surveys

» In FY2025, the Ministry of Finance conducted 30 budget execution surveys.

» Based on the results of these surveys, the necessity, effectiveness and efficiency of projects are reviewed. These results are
properly reflected in the budget and budget execution.
<Example> With regard to the project to support initiatives by liquor business operators for the overseas expansion of Japanese alcoholic
beverages, strict screening process was introduced with particular attention to the resources available for exports, and, as a general rule,
operators deemed insufficient would not be granted subsidies on a standalone basis. [MOF] [Reflected amount: -¥50 million]

—| @ Policy Evaluation

» Based on the results of policy evaluation conducted by the respective administrative organs, individual work and projects are
reviewed. These results are properly reflected in the budget.
<Example> With regard to the project for promoting international cooperation and collaboration, etc., the target values are expected to be
achieved in FY2025, and the project effects can be assessed as being stably realized. From FY2026 onward, the budget amount was
reduced by focusing on support surveys and project formulation assistance that are difficult for the private sector to undertake.
[MLIT] [Reflected amount: -¥0.6 billion]

€ Administrative Programs Review

» Positive use of Administrative Program Review sheets, introducing the concept of Evidence Based Policy Making.
» Points raised by the annual public review in autumn (Autumn Review), etc. under the Administrative Reform Promotion
Council are properly reflected in budget formulation, so as to improve the budget quality.
<Example> With regard to the Comprehensive Railway Station Improvement Program, in response to recommendations that new indicators

should be established to measure the overall progress of the program, consideration was given to methods for assessing project
outcomes and setting performance indicators. As a result, objective KPIs have been introduced to evaluate improvements in railway
network functions, including convenience and congestion mitigation.
In addition, differentiated subsidy rates would be applied according to the fiscal capacity of local governments, the profitability of
railway operators, and passenger volumes. Furthermore, station improvement projects undertaken by major railway operators in the
three major metropolitan areas, where passenger demand is particularly high, would be excluded from eligibility for national subsidies,
and the utilization of financial instruments and other financing methods would be adopted as the principal approach. [MLIT]

(Note) Figures may change as a result of thorough examination.

Check > Action > Plan >

Evaluating and
examining the budget

Plan >

J

- Resolutions of the Diet

- Audit reports

- Budget execution survey

- Policy evaluation

- Administrative Programs
Review

etc.

\_ J
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Reflecting the
evaluation results to
the budget, etc

[Executing the budget] H

[Planning the budget]
[Planning the budget]
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(Reference)

Transition of debt to GDP ratio since Prewar period

(% of GDP)

300
FY2026
215.8%
FY2020-
250 COVID-19
1941-1945 3¢ FY1945: the figure is not shown
World Warli because the GNP data is not available.
2011
Great East
Japan Earthquake
200 ) 2008y
Global
. . Financial Crisis
QOutbreak of Hyperinflation,
Deposit Blockade, Switch to New Yen,
Debt adjustment by introduction of
property tax and special tax for
1031 wartime compensation etc. - 1997 B
Manchurian Asian Financial Crisis,
Incident Domestic Flnan_(lz_lal
150 System Instability
1927
Showa Financial
Collapse
1979
Second Oil
Crisis
1923
1904 1991-
Great Kanto
Russo - Japanese Collapse of
wap Earthquake 1673 bubble gconomy
100 First Oil
Crisis 4
y
1894 1914-1918 1971
Sino- World War Nixon Shock
Japanese
War
1964
v Tokyo Olympics
1961 v
50 A/ EStablishment of I\
“Universal Health ~
surance and v
Unjlversal Pension
Coverage”
0 -

2000 2010 2020
(FY)

1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990

(Note 1) The Outstanding Accumulated Government Bonds : The figures at the end of “government bonds and borrowing outstanding” (Annual
report on government bonds statistics). FY1890-2024: Actual ; FY2025: Based on the Supplementary Budget; FY2026 Based on the Budget.
Note that, for financing bills, etc., the figures assume issuance up to the limit. Data for FY1945 is not available due to a lack of GNP data
following the end of World War 1.

(Note 2) GDP: FY1890-FY1929: Gross National Expenditure (Based on Statistics by Ohkawa, Takamatsu and Yamamoto); FY1930-FY1954:
Nominal GNP (Based on Japan Statistical Association “Historical Statistics of Japan”); FY1955-FY2019: Nominal GDP (Based on National
Accounts (FY1955-1979: based on SNA 1968, FY1980-1993: based on SNA 1993, FY1994-2024: based on SNA 2008)); FY2025-FY2026:
Based on Cabinet Office “Fiscal 2026 Economic Outlook and Basic Stance for Economic and Fiscal Management” (January 23, 2026)
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(Reference) Changes in the Fiscal Situation after World War |l

Balanced
Finance

(trillion yen)
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1950 1955 1960 1965 1970 1975 1980 1985

1945

Jinmu Economy
1956 “Itis no longer a post-war’ |wato boom_ Olympic bgom

Izanagi boom

-years
ecession

40
R

Inventory
ecession

R

Introduction of the basic pension system
The Plaza Accord

Privatization of Nippon Telegraph and ._.m_m%:osm Public |
Cooperation and Japan Tobacco and Salt Public Cooperation

Minus ceiling . .
Goal set to end dependence on bond issuance in 1990

Zero ceiling

Launch of Doko's research team(Rice, Japan
National Railway, Health Insurance)
Fiscal Consolidation without tax increase

Second Oil Crisis i .
Goal Set to end dependence on bond issuance in 1984

Locomotive Theory

Goal Set to end dependence on bond issues in 1980
wc%n_mamam.a\ Budget to launch special
deficit-financing bonds

Financial Crisis Declaration

First Oil Crisis
Shift to Floating Exchange Rate System
Firstyear of high-level social welfare

Smithsonian Treaty
Nixon Shock

Osaka World Exposition

Establishment of the current sinking system

Initial Budget to launch Construction Bonds
Supplementary Budget to launch Bounds to cover
revenues

Tokyo Olympic

Establishment of “Universal Health
Insurance and Universal Pension Coverage”

Income Doubling Plan >

Establishment of National
Pension Act

Establishment of new National
Health Insurance Act

Conclusion of San Francisco Peace Treaty

Establishment of Social Welfare Service Law
Establishment of Fiscal System Council
The Korean War

Dodge Line*Shoup’s Recommendations

Establishment of the Public Finance Act

Establishment of the Constitution of Japan

The Administrative Order for Financial Crisis
Deposit Blockade - Switch to New Yen)
rinciples of fiscal reconstruction plan

The end of World War Il

(Note 1) Total revenues and expenditures of general account: Settled Figures in FY1945-FY2024, Based on the Supplementary Budget in FY2025, Based on the Budget in FY2026

(Note 2) Outstanding government general bonds: Actual figures in FY1945-FY2024, Based on the Supplementary Budget in FY2025, Projections based on the Budget in FY2026
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Not
Balanced

Finance

(trillion yen)

900

Issuance of
Construction

Issuance of Special-Deficit-Financing Bonds

and Construction Bonds

Bonds

Outstanding government

N

general bonds (RHS)

General Account
Total Expenditure (LHS)

General Account
Total Revenue (LHS)

Newly issued govern

20252026 (FY)

1995 2000 2005 2010 2015 2020

1990

Izanami boom

Collapse of Bubble Economy

Bubble Economy

Russia’s aggression against Ukraine
Covid-19

Consumption tax hike from 8% to 10%

Goal set to achieve the primary surplus in FY2025 —

Achievement of the interim target for the
primary surplus

Consumption tax hike from 5% to 8%

_mmcm:oooq mwon_m_ ao:o:.::m:n_:@ao:&oa
pension(~FY2013)

— Supplementary budget to launch reconstruction bond

The Great East Japan Earthquake .
Goal set to achieve the primary surplus in FY2020 —

Article 104, supplementary provisions of FY2009 tax reform act—

Financial Crisis
Introduction of advanced elderly medical service system

Privatization of postal service

Goal set to achieve the primary surplus in FY2011 —

Transfer of tax sources from income tax to
inhabitant tax

Goal set to achieve the primary surplus in the early __|
2010's

The FY2002 target of government bond issuance
:less than 30 trillion yen

Introduction of care insurance system

Reduction of corporate taxmecrease in tax rate)
Reduction of income tax(ecrease in highest tax rate)

Cessation of Fiscal Structural Reform Law

Asian Financial Crisis- Domestic Financial System Instability
Establishment of Fiscal Structural Reform Law
Increase in consumption tax rate 3%—5%

Reduction of the income tax (Progressive relaxation
of tax rate etc.) —Supplementary :amﬁ (FY1994)
to launch special deficit-financing bonds

The Great Hanshin-Awaji Earthquake

Issuance of special deficit-financing bond

for tax reduction (~FY1996)

Issuance of special deficit-financing bond
under special legislation(for the Gulf War)
Special deficit-financing bond issues ended

Introduction of consumption tax (3%)

Privatization of Japanese National Railways
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