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<Abstract>

On the Reform of the Fiscal and Tax Systems in

Japan in the late 1990's.

Kook, Joong- Ho

Since the oil crisis of 1973, Japan has increased fiscal expenditures and issued
a lot of public bonds to support a high growth rate and the establishment of a
social security system, which has caused an increased accumulation of the fiscal
deficit. The Japanese government indicates that the fiscal deficit accumulation has
caused the following negative effects: inter-generational inequality, loss of
international confidence in fiscal policy, fiscal rigidity, and a crowding out effect.
In addition, Japan faces a major problem in the near future of maintaining
economic and social vitality with a rapidly aging population and a lower birth rate.
Japan has emphasized fiscal and tax reforms to deal with these problems.

The collapse of the bubble economy in the early 1990's made Japan experience
a severe economic recession. To overcome this economic recession, Japan proposed
general and emergency economic countermeasures, including permanent tax
reduction measures in 1998. Although these countermeasures are contrary to fiscal
structural reform, the main direction of the government policy is to reform the
fiscal structure so that the future generation will not be overburdened.

The implications we can get from the Japanese fiscal structural reform are: 1)
we must determine whether an economic recession stems from cyclical factors or
structural factors; 2) if the recession stems from structural factors, it is difficult to
support high economic growth through government led economic policies; 3) we
should address inter- generational inequality and fiscal rigidity through public
welfare expenditures in accordance with the size of the economy and finance; and

4) our case is different from Japan's since we depend highly on foreign debt and
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face uncertainty in confronting North Korea, so we have to build a fiscal system
that reflects those differences.

A permanent tax reduction policy like the one Japan is adopting for economic
recovery, is undesirable for our situation. Tax reduction is mainly considered a
fine- tuning policy to control cyclical recession. A tax reduction policy to boost
effective demand may not be proper in the era of structural adjustment that we
are facing. A policy to reduce inefficiency is more useful in this era, so we should
implement structural change of the economy rather than use a fine-tuning policy
tool like a tax reduction measure.

The policy implication we can draw from the local tax reform in Japan is to
balance the taxation of income, consumption, and property. Japan reformed its
corporate business tax and raised the importance of the consumption tax in
comparison with the income tax. Unlike Japan, we should focus on reform to
increase the revenue of local income tax in order to balance each type of taxation.
Eventually, a balance of each type of taxation will be necessary in local tax
reform. Currently, there are insufficient local income tax sources and regional

incomes differ in quality, so first, we must invest in developing regional balances.
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