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One of the most characteristic features of Japan's public sector is the predominant 
role of the Treasury system, which operates not only budgetary funds of the central 
government but also various other funds such as Postal Savings Funds and surplus funds 
of public corporations. 

Among the general account and 45 special accounts of the Treasury system, the 
Foodstuff Control, the Foreign Exchange Fund and the Trust Fund play important roles, 
both through their intra-governmental transactions and through their transactions with 
private sectors. Particularly noticeable is the role played by the Trust Fund Bureau, which 
serves as a financial institution for government agencies. Surplus and accumulated funds 
in the Postal Savings and other special accounts of the Government are deposited in the 
Trust Fund Bureau, which employs these funds for intra-governmental ways and means 
loans, and for government loans and investment programs. 

Another feature of Japan's Treasury system is that it deposits all the Treasury funds 
solely with the Bank of Japan. 

The activities of local authorities and local public enterprises are also largely financed 
by Treasury funds, and are intertwined with the Treasury system. 

The statistical systems for monetary and financial flow analysis developed by the Bank 
of Japan, therefore, place stress on the analysis of flows of Treasury funds, and are based on 
an institutional sectoring to reflect the flows of funds as they actually take place. One 
exception is the Monetary Survey compiled in accordance with the IMF formula, which 
adopts a kind of functional sectoring for international comparison purposes. 

In the last three years, Japan's public sector, which had long stood rather neutral in 
the financial patterns of the economy, has begun to show an increasing financial deficit. With 
the increasing financial deficit of the sector, the financial patterns of the nation as a whole 
are undergoing remarkable changes. 

This brief note introduces the characteristics of Japan's public sector and 
its relationships with other sectors of the economy in financial flow statements, 
particularly in the Bank of Japan's Flow-of-Funds Accounts. 

One of the most characteristic features of Japan's public sector is the 
predominant role of the Treasury system, which operates not only budgetary 
funds of the central government but also various other funds such as Postal 
Savings Funds and surplus funds of public corporations. The budget of the central 
government consists of a general account and 45 special accounts. Among the 
special accounts, the Foodstuff Control, the Foreign Exchange Fund and the 
Trust Fund play important roles both through their intra-governmental transac- 
tions and through their transactions with private sectors. 

The Foodstuff Control Special Account is a kind of government enterprise 
which buys and sells foodstuffs (rice, wheat and barley) for demand-supply 
control. The Foreign Exchange Fund is a government fund for the concentration 
of foreign exchange and deals in foreign exchange transactions with private 
financial institutions. The Trust Fund Bureau serves as a financial institution 
for government agencies. Surplus and accumulated funds in the Postal Savings 
and other special accounts of the government are deposited in the Trust Fund 



Bureau, which employs these funds for intra-governmental ways and means 
loans, and for government loans and investment programs. The funds d these 
special accounts also form a part of Treasury funds. 

Another feature of Japan's Treasury system is its depository system. It 
deposits all the Treasury funds ~olely with the Bank of Japan. 

The activities of local authorities and local public enterprises are financed 
in part by private funds but also largely by Treasury funds, and are intertwined 
with the Treasury system. 

The statistical systems for monetary and financial flow analysis developed by 
the Bank of Japan, therefore, placc stress on the analysis of Treasury fund flows 
and are based on an institutional sectoring to reflect the flows of funds as they 
actually take place. One exception is the Monetary Survey compiled in accor- 
dance with the IMF formula, which adopts a kind of functional sectoring for 
international comparison purposes. 

The Bank of Japan's Flow-of-Funds Accounts as a social accounting system 
should, in my personal opinion, be reviewed from various points of view. Two 
examples to be cited are international comparison and integration with an 
extended system of national accounts, such as the one proposed by the United 
Nations Statistical Office. As this is not the theme of this report, however, I 
should like to discuss this problem at another opportunity. 

As revealed in the Bank of Japan's Row-of-Funds accounts, the public 
sector stood rather neutral in the financial flow patterns of the economy until 
quite recently, showing almost negligible financial surpluses or  deficits. In the 
last three years, the financial deficit of the public sector has grown rapidly, 
becoming the economy's largest net borrower. With the increasing financial 
deficit of the sector, the financial patterns of the nation as a whole are under- 
going remarkable changes. 

11. CHARACTERISTICS OF JAPAN'S PUBLIC SECTOR AND ITS FINANCIAL 
RELATIONSHIPS WITH OTHER SECTORS 

The term "public sector" in this paper refers to the combination of two 
sectors of the Bank of Japan's flow-of-funds accounts, "the central government" 
and "public corporations and local authorities". This sectoring is very significant, 
in part because its scope as an institutional sector is almost equal to the 
"Government" sector of the National Income Statistics compiled by the Eco- 
nomic Planning Agency of the Japanese Government. More significant in this 
regard, however, is the fact that the sectors belonging to the "public" sector 
are intertwined in their financial relationships. 

1. Treasury system 

In Japan, in contrast to other countries, thc Treasury funds, as a rule, 
are deposited only with the Bank of Japan which is also charged with the 



internal accounting of Treasury funds, and all receipts and payments of Treasury 
funds are made through this account. In the U.S.A., a substantial part of 
Treasury funds (tax and loan receipts) are deposited with commercial banks, 
while in England, accounting officers maintain accounts with comnlercial banks 
in addition to the Treasury account with the Bank of England. In France, a sub- 
stantial part of the Treasury funds is kept in the "caisses" of the accounting 
officers (comptables publiques) and the Banque de France is the depository of 
only a part of the government money. 

The Bank of Japan designates a large number of private financial institutions 
as its agencies in handling Treasury funds. Tn practice, therefore, dealings in 
receipts and payments of Treasury funds with the general public are made largely 
at the windows of private financial institutions. These financial institutions are 
also entrusted with a part of internal accounting of Treasury funds. They engage 
in such business, however, as Bank of Japan agents, while their counterparts in 
the U.S.A. and England do such business as a part of their general banking 
business. 

2. Scope of Tremz~ry funds 
The scope of Treasury funds varies according to country. Tn Japan, 

Treasury funds cover, as mentioned, a wide scope of funds, which also include 
non-budgetary funds. The principal components of Treasury funds are as 
follows. 

a. Revenue and expenditure 
In accordance with the government budget, revenue is money received and 

expenditure is money used for payment. The government budget is composed 
of a general account and 45 special accounts, each containing its revenue and 
expenditure. For some special accounts (such as Foreign Exchange Fund Special 
Account, Trust Fund Special Account and Postal Savings Special Account), 
however, the budget only lists their respective surpluses or deficits, with their 
daily transactions being classified as extra-budgetary receipts and payments. 

b. Accounting officer deposits 
The funds advanced and put in charge of government accounting officers 

are, as a rule, deposited with the Bank of Japan for the account of the Treasury. 

c. Funds in custody 
Funds in custody is the money which is held by ministries and is not related 

to the government budget. These funds include surety money for contracts with 
the government and honest money for participation in auctions, and are deposited 
with the Bank of Japan. 

d. Deposits of the Trust Fund Bureau 
Deposits of the Trust Fund Bureau are the surpluses and reserves of the 

special accounts and Treasury surpluses deposited with the Trust Fund Bureau. 
The main part of the deposits consists of postal savings. The Trust Fund Bureau 
employs these funds in loans and investments in Government organizations, 
public corporations, special juridical persons, local public authorities, and other 



similar institutions and projects. Treasury loans and invcstments are generally 
used for (1) the development of key industries, (2) assistance to undcr- 
developed sectors such as agriculture, forestry, fishery and small enterprises, 
(3)  promotion of public works, and (4) social welfare. Treasury loans and 
investment programs thus aim at qualitative supplementation of private finance. 
The funds available in the private banking system are, however, insufficient to 
accomplish these aims, and must be supplemented also quantitatively by 
Treasury loans and investments. The Trust Fund Bureau may be considered 
a kind of government-operated financial institution. The Bank of Japan is 
charged with the handling of the deposits. 

e. Deposits of Public Corporations 
The public corporations, including government financial institutions (with 

a few exceptions), are required to deposit their cash with the Treasury. These 
deposits are called "deposits of public corporations". The funds of these institu- 
tions are Treasury funds only so far as they are deposited with the Treasury. The 
reasons for requiring these public enterprises to deposit their cash with the 
Treasury are as follows : 

(1) These public enterprises are all operated with government capital and 
their budgets and settlement of accounts are submitted to the Diet for approval. 

(2) Their profits are paid to the government, their losses are covered by 
the government, and they may also borrow money from the government. 

( 3 )  A number of them had been special accounts before they became 
public enterprises. 

Among the government financial institutions, the following are exempt from 
the above requirement for deposits. The Japan Development Bank, the Export- 
Import Bank of Japan, the Peoples' Finance Corporation and the Local Public 
Enterprises Finance Corporation are allowed to deposit their cash with the 
Bank of Japan or  commercial banks. 

g. Other Treasury funds 
Other Treasury funds include receipts and payments of the Foreign 

Exchange Fund, and the issue and redemption of government short-term bills. 

3. Tremury accounting and fund management 
As stated above, government deposits are maintained only with the Bank 

of Japan. All receipts and payments of Treasury funds handled by agencies are 
transferred to the Bank of Japan where they are ultimately entered as debits 
and credits to the government deposits. 

The balance in the government deposits changes with the movements of 
receipts and payments of Treasury funds, especially with cash transactions with 
the public. When the deposits have surplus funds in excess of the amount 
required for necessary payments, these surplus funds are generally employed for 
redemption of government securities and are also lent on ways and means to 
those special accounts which are short of funds. Some of these special accounts 
can finance their fund needs by issuing short-term securities, which, however, 



necessitate payment of interest. To  economize these costs, they borrow Treasury 
surplus funds without payment of interest. 

The Treasury can issue bills, but it seldom does so except in case of tempo- 
rary deficits. Some special accounts issue bills for their own accounts (Food 
bills, Foreign Exchange bills, Cocoon bills, etc.). These short-term bills are 
issued for public subscription and discounted at 60 days maturity. 

The ultimate responsibility for the government fund management lies with 
the Ministry of Finance, assisted by the Bank of Japan which prepares estimates 
of receipts and payments. These estimates serve as the basic data for govern- 
ment fund management and are prepared weekly. 

When the estimates forecast a surplus balance in the government deposits, 
the surplus funds, as mentioned, will be lent on ways and means to such special 
accounts as the Foodstuff Control or the Foreign Exchange Fund. These special 
accounts will either use these borrowings for covering their fund deficits or for 
redemption before maturity of the short-term bills they have issued. 

When it is estimated that the balance in the current deposits account is 
insufficient for necessary payments, those funds lent on ways and means to 
special accounts will be called back. The special accounts which lose money 
through the call will issue bills to cover the deficit. 

4. Treasury funds and the money market 
Treasury transactions, which are closely connected to money and banking, 

play an important role in the demand-supply relationships of the national 
economy, and exercise strong influences on the money market. The money 
market eases when Treasury transactions show a net payment, while it tightens 
when Treasury transactions indicate a net receipt. 

a. Seasonal fluctuations 
Japan's Treasury transactions are subject to violent seasonal fluctuations. 

They usually show a small amount of net payments in the first fiscal quarter 
(April-June) and a small amount of net receipts in the second fiscal quarter 
(July-September). In the third fiscal quarter (October-December) when 
government payments for rice purchases converge, Treasury transactions record 
a large net payment, and in the fourth fiscal quarter (January-March) a large 
net receipt is registered due chiefly to tax revenue. 

b. Other fluctuations 
Chief among other factors responsible for fluctuations are (1) tax receipts 

which depend sensitively on the business cycle, and (2) transactions in foreign 
exchange which reflect the nation's balance of payments position. 

B. LOCAL AUTHORITIES AND LOCAL PUBLIC ENTERPRISES 

1. Ordinary accounts 
Like the central government budget which consists of the general account 

and special accounts, the budget of local authorities is divided into the ordinary 
account (which relates to the general administration expenditure) and special 



accounts (which relate to enterprises operated by local authorities, such as elec- 
tricity, gas and water supply, transportation services, hospitals, etc.). 

For each fiscal year, the central government in its "Local Public Finance 
Program", which is formulated in parallel with the general Budget of the central 
government, gives its estimate of the revenue and expenditure in the ordinary 
account budgets of local authoritics together with its general policy and financial 
measures for local public finance. This program serves as the central govern- 
ment's promise of financial aids to individual local public bodies, while serving 
as the government's guide-line concerning thcir activities throughout the fiscal 
year concerned. 

Another aim of this program is to achieve consistency between the local 
public fiscal policies and the fiscal and financial policies of the central authorities, 
a must for the sound development of the economy. 

Approximately half of the ordinary account expenditure of local public 
authorities is financed by central government funds, such as tax transfers and 
subsidies. Local public authorities finance their budgetary deficit (nearly 5% of 
their total expenditure) by local bond issues, which are however subject to the 
central government's licence and largely financed by Treasury funds under the 
"Government Investment and Loans Fund Program." 

2. Special accounts 
Local public enterprises cover their busincss expenses mainly with earnings 

from their operations, and fund deficits with local bond issues and borrowings. 
As mentioned, the major part of financial sources for local bond subscriptions 
consists of government funds or funds under Government control. However, 
local public enterprises have to depend in part upon loans from private banks 
and other financial institutions for financing their expenses, the reason being 
that the above mentioned central government funds are usually inadequate to 
meet their financial requirements. 

3. Depository system of local public finance 
Whereas Treasury funds are deposited solely with the Bank of Japan, the 

funds of local public authorities are placed on deposit with private commercial 
banks, and their financial deficits are, in part, directly financed by the credit of 
private financial institutions. 

Other than the How-of-Funds Accounts, the Bank of Japan employs 
various systems of statistics for financial flow analysis. 

Among them, the following three are considered useful for the study of the 
public sector's role in the fund flows of the economy: (1)  Factors for Changes 
in Bank Notes Issued; (2)  Money Supply; and ( 3 )  Monetary Survey. 

In the statistical systems (1) and (2)  above, the fund flows of the public 
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sector cover only movements of Treasury funds, with those of local authorities 
included in those of the private sector. 

The statistical system (3) ,  "Monetary Survey", is the system compiled 
under the recommendation of the International Monetary Fund. As this system 
is designed for international comparison with countries having different fiscal 
and financial systems, a great deal of adjustment is made in compiling figures. 
Adjustment is made both in sectoring and classification of financial claims. For 
example the Foreign Exchange Fund Special Account, which is institutionally 
included in the central government, is classified in the central bank sector; and 
the Postal Savings System (Postal savings and the assets of the Trust Fund 
Bureau corresponding to postal savings), which is also institutionally included 
in the central government, is classified in the Deposit Money Banks sector. 

As the IMF formula of Monetary Survey is well-known, the statistical 
systems ( 1 ) and (2) are briefly described as follows : 

1. Factors for Changes in Bank Notes Issued 
The Bank of Japan note issue, recorded in the balance sheet of the Bank 

of Japan, represents the major part of its liabilities. The intensive analysis of the 
Bank of Japan accounts, therefore, indicates the factors for bank note issue. In 
compiling "Factors for Changes in Bank Notes Issued", those Bank of Japan 
accounts which do not reflect any factors for changes in bank-note issue are 
disregarded, and only those reflecting such changes are taken into consideration. 
Factors for bank note issue and retirement arc classified into the following two 
major items, "Treasury Funds" (which is further sub-divided into "General 
Funds", "Foodstuff Control Special Account", "Foreign Exchange Funds" and 
"Newly Issued Long-Term Securities") ; and "Bank of Japan Credit" (which is 
sub-divided into "Lendings", "Sales and Purchases of Securities", "Bills Sold 
on Condition of Repurchase", and "Sale and Purchase of Short-term Securities"). 
(See Table I. ) 

In other words, this statistical system is based on the following formula: 

Increase (or 
Net Payments (or 

Increase (or decrease) in 
receipts) in 

decrease) in - 
- 

Bank of Japan 
Treasury trans- 

Bank of Japan 
actions with the 

+ credit to 
Notes the private 

private sector sector 

The above equation indicates that changes in bank-note issue reflect net 
payments or receipts in Treasury transactions with the private sector and 
changes in Bank of Japan credit to the private sector. As already mentioned, 
local public authorities are included in the private sector in this analysis. 
Changes in bank-note issue in practice are, however, determined largely by real 
economic factors, although monetary or fiscal policy can alter these factors. In  
this sense, the above described equation may be developed into the formula given 
below, which indicates that fund surpluses or deficits resulting from Treasury net 



TABLE 1 

FACTORS FOR CHANGES IN BANK NOTES ISSUED (billions of yen) 

Treasury Funds 

Foodstuff Foreign Long-term Bank of 
Calendar Bank Notes General Control Exchange National Japan 

Year Issued Total Funds Special Account Fund Bond Issue Credit 
W 
w 1957 52.3 -337.2 -63.9 -46.5 -226.8 - 412.1 

1958 53.9 242.4 58.6 -19.0 202.8 - -172.6 
1959 138.5 220.8 31.8 15.3 173.7 - 41.4 
1960 204.6 53.6 -185.3 50.1 188.8 - 162.2 
1961 246.0 -361 .O -242.1 26.8 -145.7 - 784.4 
1962 265.8 125.8 -30.5 64.5 91.8 - 0.6 
1963 311.5 136.5 51.7 11.7 73.1 - -129.5 
1964 241.5 452.8 335.0 149.6 -31.8 - -45.3 
1965 264.9 245.6 57.1 165.4 23.1 - 517.3 
1966 349.6 -103.7 396.4 236.7 -36.7 -700.1 113.3 



TABLE 2 

MONEY SUPPLY (billions of yen) 

Factors for Changes in Money Supply 
Money Supply 

Changes in Accounts of Financial Institutions 
Increase Increase Net - - 

Increase or or receipts Increase Increase Increase Increase 
or decrease decrease (-) or Increase or (-)or (-)or (-)or 

decrease (-) (-) payments or decrease decrease decrease decrease 
(-1 in in total of decrease (-).in Government in time in bank in 

in cash deposit money Treasury (-) in securities Securities and savings debentures capital Other 
W currency* currency** supply Funds*** Total lendings holdings only deposits issued accounts factors 
C 

1957 29.5 76.1 105.6 -332.7 438.3 1,205.5 166.0 -7.3 -804.3 -48.0 -119.5 39.1 
1958 45.0 276.3 321.3 250.4 70.9 1,046.9 173.1 -4.9 -979.3 -64.1 -141.1 35.4 
1959 129.4 367.7 497.1 234.4 262.7 1,378.6 300.8 -0.3 -1,162.0 -113.3 -178.0 36.6 
1960 175.2 545.6 720.8 62.5 658.3 1,944.2 520.7 -0.4 -1,495.3 -128.4 -227.4 44.5 
1961 225.0 528.1 753.1 -354.5 1,107.6 2,392.8 850.9 -0.2 -1,938.8 -124.5 -272.2 199.4 
1962 179.9 653.0 832.9 131.8 701.1 2,648.1 358.0 -1.1 -1,906.9 -110.7 -252.8 -34.6 
1963 219.9 1,804.6 2,024.5 149.6 1,874.9 4,305.3 484.9 -0.9 -2,398.3 -178.3 -419.2 80.5 
1964 256.4 753.7 1,010.1 484.4 525.7 3,176.2 399.6 -5.3 -2,183.2 -197.5 -556.3 -113.1 
1965 276.8 1,311.0 1,587.8 259.5 1,328.3 3,720.7 332.2 -10.7 -2,427.7 -212.6 -453.6 369.3 
1966 324.6 1,129.9 1,454.5 -85.2 1,539.7 4,278.6 1,262.6 576.8 -3,048.8 -461.6 -561.7 70.6 

Notes: *Adjusted for holdings by financial institutions. 
**Adjusted for checks and bills in process of collection. 

***Adjusted for changes in subsidiary coins in circulation. 



payments or receipts and changcs in bank-note issue are absorbed or covered by 
changes in Bank of Japan credit to thc private sector: 

Increase (or Nct payments (or Increase (or 
decrease) in receipts) in decrease) in 
Bank of Japan = - Treasury 

Bank of Japan 
credit to the transactions with 

notes issued 
private sector the private sector 

2. Money Supply 
The "money supply" analysis is decigned to clarify the factors for changes 

in the total money supply of cash currency and deposit currcncy. This analysis 
is based on the consolidated accounts, which show thc combined total of the 
accounts of the Rank of Japan and private financial institutions, with overlapping 
and per contra accounts bcing offset. (See Tablc 2 )  Computation is based on the 
following equation. 

Increase (or Net payments 
Increase (or 

decrease) in - (or receipts) 
dccreasc) in - + deposit of Treasury 
cash currency currency Accounts 

Increase (or 
decrease) in 
credit by - 

+ private 
financial 
institutions 

Increase (or 
decrcase) in 
time deposits 
etc. (time deposits, 
bank debentures, 
capital accounts, 
etc.) 

This equation indicates that the increase of money supply is equal to the 
net payment of Treasury funds to the private sector, plus the increase of credit 
by financial institutions to private sectors, minus withdrawals of money due to 
the increase of saving deposits and the net issue of bank debentures. This 
analysis, too, includes local public authorities in the private sector. 

As already mentioned, "Factors for changes in the Bank Notes Issued", 
"Money Supply" and "Monetary Survey" are designed to clarify the financial 
relationships between the central bank and other sectors, or between the 
monetary system and other sectors, through the analysiq of the central bank's 
accounts or the accounts of the central bank and other financial institutions 
belonging to the monetary system. In this regard, the flow-of-funds accounts are 
designed to clarify the overall interscctorial financial relationships of thc 
economy, i.e., those among the non-monetary system as well as those among 
the monetary system and other sectors. 



The Bank of Japan Flow-of-Funds Accounts consist of two types of 
accounts: ( 1 )  accounts of flows entitled "Financial Transactions Accounts"; 
and (2 )  accounts of stocks cntitlcd "Financial Assets and Liabilities Accounts" 
(see Tables 6 and 7) .  

1. Sectors 
Both accounts are based on institutional sectoring (see Table 3) .  Five 

main sectors arc distinguished for the domestic economy: (1)  financial institu- 
tions; ( 2 )  central government; ( 3 )  public corporations and local authorities; 
(4)  private corporate business and ( 5 )  personal (households and unincorporated 
enterprises). Of these five main sectors, financial institutions, central government 
and private corporate business are further divided into sub-sectors. Financial 
institutions are first divided into (1) the Bank of Japan and (2)  banks and 
others. The latter is further dividcd into: (i) banks; (ii) financial institutions 
for small business; (iii) financial institutions for agriculture, forestry and fisheries; 
(iv) insurance companies; (v) trust accounts; and (vi) others (in the accounts, 
the former five are presented as subscctors of "banks and others", so that figures 
for "others" can be obtained as residuals). The central government is divided 
into: ( 1 )  Foreign Exchange Fund; (2)  Trust Fund Bureau; ( 3 )  government 
financial institutions; and (4)  central government branches and agencies not 
elsewhere classified. 

The sectors of both the "Financial Transactions Account" and the "Finan- 
cial Assets and Liabilities Accounts" are identical, but the latter does not include 
the "Rest of the World" sector, while the former does. Instead, the latter indicates 
in footnotes gold and foreign exchange rcserves. 

2. Classification o f  transactions 
In the former accounts, financial transactions are recorded on a net flow 

basis; i.e., for each sector, net acquisition of financial assets (uses of funds) and 
net acquisitions of liabilities (sources of funds) are recorded. In the latter 
accounts, outstanding balances of both financial assets and liabilities are listed. 

In  the Financial Transactions Accounts, financial transactions are, as 
mentioned, recorded in terms of net acquisitions of financial assets and Iiabilities. 
They, in turn, are classified into 29 categories, according to various criteria such 
as the degree of liquidity, the kind of market and circumstances in which they 
are traded, the type of instrument involved and the character of the debtor. 

The classification of claims in the "Financial Assets and Liabilities 
Accounts" is the same as that of the "Financial Transactions Accounts", with 
the exception of foreign claims. 

3. Data available and method of estimation 
Generally speaking, flows of funds for each sector recorded in the "Financial 

Transactions Account" are obtained as increases or decreases in the balances of 
claims, both those as assets and those as liabilities of each respective sector 
recorded in the "Financial Assets and Liabilities Accounts", with the exception 
of fund flows with the "Rest of the World". 



TABLE 3 

(I) Division of Sectors 
1. Financial Institutions Sector 

(1) The Bank of Japan 
(2) Banks and Other Financial Institutions 

(i) Banks. . . commercial banks, long-term credit banks, banking accounts of 
trust banks 

(ii) Financial Institutions for Small Business . . . mutual loan and savings banks, 
the Central Bank for Commercial and Industrial Cooperatives, credit associa- 
tions, National Federation of Credit Associations, credit cooperative associa- 
tions, National Federation of Credit Cooperative Associations, labor credit 
associations. 

(iii) Agriculture, Forestry and Fishery Financial Institutions. . . The Central Co- 
operative Bank of Agriculture and Forestry, prefectural credit federations of 
agricultural cooperatives, agricultural cooperative associations, prefectural 
credit federations of fishery cooperatives, fishery cooperative associations. 

(iv) Insurance Companies. . . life insurance companies, non-life insurance com- 
panies. 

(v) Trust Accounts of All Banks 
(vi) Other Financial Institutions. . . call loan brokers, securities finance corpora- 

tions, yen accounts of foreign banks 

2. Central Government Sector 
(1) Foreign Exchange Fund 
(2) Trust Fund Bureau. . . Trust Fund Bureau, Postal Savings System, Post-Office 

Life Insurance and Postal Annuity Fund 
(3) Government Financial Institutions. . . The Japan Development Bank, The 

Export-Import Bank of Japan, The Small Business Finance Corporation, The 
Agriculture, Forestry and Fishery Finance Corporation, The People's Finance 
Corporation, The Hokkaido and Tohoku Development Finance Corporation, 
The Local Public Enterprise Finance Corporation, The Housing Loan Corpora- 
tion, The Small Business Credit Insurance Corporation, The Medical Care 
Facilities Finance Corporation 

(4) All Branches of the Government not elsewhere classified. . . General Accounts, 
Special Accounts excluding those above-mentioned 

3. Public Corporations and Local Authorities Sector 

4. Corporate Business Sector . . . corporate businesses excluding financial institutions 
"Securities Companies" are separately shown under the Corporate Business Sector. 

5. Personal Sector. . . consumers, non-corporate businesses, farmers, private non- 
profit organizations 

6. Rest of the World Sector. . . foreign governments, enterprises and households, etc. 

(11) Classification of Transactions 
A. Money 
B. Cash Currency . . . Bank Notes, coins 
C. Current Deposits . . . current deposits, postal transferable deposits 
D. Short-Term Deposits . . . ordinary deposits, deposits at notice, special deposits 
E. Government Current Deposits. . . government current deposits with the Bank of 

Japan 
F. Time and Savings Deposits . . . time deposits, installment savings, installments of 

mutual loans and savings banks, deposits for tax payments, postal savings 



Trust . . . money in trust, loans investment trust 
Insurance . . . insurance contract reserves, post-office life insurance, postal annuity 
Securities 
Government Short-Term Securities . . . Treasury Bill, Food Bill, Foreign Exchange 
Fund Bill, etc. 
Government Bonds. . . excluding Notes in substitution for Currency of the Inter- 
national Monetary Fund and International Bank of Reconstruction and Develop- 
ment 
Local Government Bonds 
Public Corporate Bonds 
Bank Debentures 
Industrial Bonds 
Stocks 
Securities Investment Trust 
Bank of Japan Loans 
Call Loans and Money 
Loans . . . including bills discounted 
Loans by Private Financial Institutions 
Loans by Government 
Loans by Securities Companies 
Trade Credit 
Equity other than Stocks 
Gold and Foreign Exchange Reserves 
a. Foreign Claims and Debts, Short-Term 
b. Foreign Claims and Debts, Long-Term 
c. Others . . . other financial items not elsewhere classified, including valuation of 

adjustment of securities 
d. Financial Surplus or Deficit. . . the difference between increases (and/or decreases) 

in financial assets and those in liabilities 

As to the rest of the world sector, financial surplus (or deficit) (d) is derived from 
deficit (or surplus) in the current account of balance-of-payments, and the discrepancy 
between current account and capital account is included in "others" (c). 
- -- - - - pp -- -- -- - 

Data on financial assets and liabilities in balancc sheet form are used for 
(1) financial institutions; (2)  three sub-sectors of the "central government" 
("Foreign Exchange Fund", "Trust Fund Bureau7' and "government financial 
institutions") and (3) "securities companies". 

As for non-financial "private corporate enterprises", "personal" and "cen- 
tral government branchcs and agencies not elsewhere classified", claims receivable 
and payable to financial institutions are calculated from the above-mentioned 
data in balance shcet form for financial institutions. In allocating these claims 
among sectors. various statistical data and methods are used. As for the data on 
other financial assets and liabilities of these non-financial sectors, statistical data 
on corporate stock issues, corporate debenturcs, business credit, etc. are used 
in the same way as above. 

As for the "Rest of the World sector", data on its financial transactions are 
derived from the capital accounts of "Balance of Payments" statistics compiled 
by the Bank of Japan. As for the financial surplus or deficit of the sector, how- 
ever, the balance on current account of the balance of payments is shown for 
the purpose of reconciling it with thc national income statistics (the surplus of 



TABLE 4 

SECTOR STATEMENTS OF MAIN FINANCIAL TRANSACTIONS 

Bank of Japan Sector 
Securities 
Bank of Japan Loans 
Bank Notes 
Financial Institutions' Deposits 

Banks and Others Sector 
Cash Currency 
Securities 
Loans 
Current Deposits 
Short-Term Deposits 
Time and Savings Deposits 
Trust 
Insurance 
Bank Debentures 
Securities Investment Trusts 

Central Government Sector 
Securities 
Loans 

CFH Postal Savings, Post-Office Life Insurance 
and Postal Annuity 

J Short-Term Securities 
d Financial Surplus or Deficit (--) 

Public Corporations & Local Authorities Sector 
L Local Government Bonds 
M Public Corporate Bonds 
U Borrowings from Financial Institutions 
V Borrowings from Government 
d Financial Surplus or Deficit (-) 

(billions of yen) 

- 



TABLE 4-Concluded 

Corporate Business Sector 
Current Deposits 
Short-Term Deposits 
Time and Savings Deposits 
Trade Credit Granted 
Industrial Bonds 
Stocks 
Borrowings from Financial Institutions 
Borrowings from Government 
Trade Credit Received 
Financial Surplus or  Deficit (-1 

Personal Sector 
Cash Currency 
Current Deposits 
Short-Term Deposits 
Time and Savings Deposits 
Trust and Insurance 
Securities 
Borrowings from Financial Institutions 
Borrowings from Government 
Trade Credit Net Received 
Financial Surplus or  Deficit (-) 

Rest ot the World Sector 
Gold and Foreign Exchange Reserves 
Financial Surplus or  Deficit (-) 

Note: (1) The "code" of each transaction item corresponds to the "code" of the same item in "Financial Transactions Accounts" tables. 
(2) The italicized codes represent liability items. 



TABLE 5 

SECTOR STATEMENTS OF MAIN FINANCIAL ASSETS AND LIABILITIES 
(Amounts Outstanding at End of Year) (billions of yen) 

Bank of Japan Sector 
I Securities 
R Bank of Japan Loans 
B Bank Notes 
C Financial Institutions Deposits 

Banks and Others Sector 
B Cash Currency 
I Securities 
U Loans 

W C Current Deposits 
D Short-Term Deposits 
F Time and Savings Deposits 
G Trust 
H Insurance 
N Bank Debentures 
Q Securities Investment Trust 

Central Government Sector 
I Securities 
V Loans 
CFH Postal Savings, Post-Office Life Insurance 

and Postal Annuity 
J Short-Term Government Securities 

Public Corporations and Local Authorities Sector 
L Local Government Bonds 
M Public Corporate Bonds 
U Borrowings from Financial Institutions 
V Borrowings from Government 



TABLE 5-Concluded 
-- 

Corporate Business Sector 
Current Deposits 
Short-Term Deposits 
Time and Savings Deposits 
Trade Credit Granted 
Industrial Bonds 
Stocks 
Borrowings from Financial Institutions 
Borrowings from Government 
Trade Credit Received 

Personal Sector 
Cash Currency 
Current Deposits 
Short-Term Deposits 
Time and Savings Deposits 
Trust and Insurance 
Securities 
Borrowings from Financial Institutions 
Borrowings from Government 
Trade Credit Net Received 

Rest o) the World Sector 
Gold and Foreign Exchange Reserves 

Notes: (1) The "code" of each transaction item corresponds to the "code" of the same item in "Financial Assets and Liabilities Accounts" tables. 
(2) The italicized codes represent liability items. 



TABLE 6 

FLOW-OF-FUNDS ACCOUNTS-FINANCIAL TRANSACTIONS ACCOUNTS FOR 1966 (billions of yen) 
-- 

Financial 
Institutions Bank of Japan Banks 8; Others Banks Others 

Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities 

Money 
Cash Currency 
Current Deposits 
Short-Term Deposits 

Government Current Deposits 
Time and Savings Deposits 
Trust 
Insurance 
Securities 

Government Short-Term Securities 
Long-Term Government Bonds 
Local Government Bonds 
Public Corporation Bonds 
Bank Debentures 
Industrial Bonds 
Stocks 
Securities Investment Trusts 

Bank of Japan Loans 
Call Loans and Money 
Loans 

Loans by Private Financial Institutions 
Loans by Government 

Loans by Securities Companies 
Trade Credit 
Equity other than Stocks 
Gold and Foreign Exchange Reserves 
Foreign Claims and Debts, Short-term 
Foreign Claims and Debts, Long-term 
Others 
Financial Surplus or  Deficit (-1 
Total 

(a) 1,911.5 
-290.1 

625.1 
204.6 
546.5 
417.0 
199.0 
215.9 
-6.5 
113.4 

-24.4 
4,876.2 
4,876.2 

(b1131.5 (a) 1,780.0 
-293.8 3.7 

625.1 
204.6 

313.0 233.5 
162.9 254.1 

-50.6 249.6 
215.9 
-6.5 

113.4 
-24.4 

4,876.2 
4,876.2 



Central 
Government 

- 

Assets 

A -6.1 
B -3.1 
C 1.5 
D -4.5 
E -14.8 
F 
G 
H 
I 314.6 
J 298.3 
K 89.4 
L 2 . 4  

W 
h, M 89.8 

N -169.1 
0 -5.8 
P 9.6 
Q 
R 
S 
T 1,026.8 
U 
V 1,026.8 
W 
X 
Y 13.6 
z - 
a 
b 54.4 
C 

d 
e 1,388.5 
-- 

Liabilities 
-- 

18.8 
18.4 
0 .4  

565.7 

165.6 
893.2 

8.6 
797.1 

87.5 

-25.2 
24.1 

-253.7 
1,388.5 

Assets 

-7.6 
-3.1 

-4.5 

340.8 
335.2 
88.3 
2.4 

89.8 
-169.1 

-5.8 

924.2 

924.2 

1,257.4 

-. -- 

Public 
Trust Fund Corporations and 

Bureau Local Authorities 
- 

- 
Liabilities Assets Liabilities 

TABLE 6-Concluded 
- - 

(a) includes 118.1 billion yen held by securities investment trusts 
(b) includes net purchase of 280.9 billion yen by the Bank of Japan 

Corporate 
Business 
- 

Assets 
- 

- 

Liabilities 

584.3 

225.1 
359.2 

-24.4 
3,915.4 
3,445.5 

469.9 
-39.4 

1,612.8 
33.2 

-99.3 
-56.3 

-1,414.8 
4,511.5 

-. 

Assets 

Rest of the 
Personal World Total 
- 

- 

Liabilities Assets Liabilities Assets Liabilities 

1,756.2 1,756.2 
368.1 368.1 
211.5 211.5 

1,176.6 1,176.6 
-14.8 -14.8 

3,811.3 3,811.3 
470.7 470.7 
733.9 733.9 

2,823.9 (c) 2,872.9 

(c) includes Government guaranteed bonds of 316.7 billion yen 



TABLE 7 

FLOW-OF-FUNDS ACCOUNTS-FINANCIAL ASSETS AND LIABILITIES, DECEMBER 31, 1966 (billions of yen) 

Financial 
Institutions Bank of Japan Banks & Others Banks Others 

- -- - -- - - - 

Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities 

Money 
Cash Currency 
Current Deposits 
Short-Term Deposits 

Government Current Deposits 
Time and Savings Deposits 
Trust 
Insurance 
Securities 

Government Short-term Securities 
Long-term Government Bonds 
Local Government Bonds 
Public Corporation Bonds 
Bank Debentures 
Industrial Bonds 
Stocks 
Securities Investment Trusts 

Bank of Japan Loans 
Call Loans and Money 
Loans 

Loans by Private Financial Institutions 
Loans by Government 

Loans by Securities Companies 
Trade Credit 
Equity other than Stocks 
Others 
Difference 
Total 

522.3 
522.3 

(a) 9,689.1 
441.1 
859.1 
695.9 

1.644.6 
2,099.0 
1.721.6 
2,173.5 

54.3 
1,741.2 

20.6 
36.328.0 
36,328.0 

48.301.2 

0.1 (a) 8,468.6 
6.7 

655.4 
695.9 

1,267.6 
1,894.3 
1,720.9 

0.1 2,173.5 
54.3 



TABLE 7-Concluded 

Public 
Central Trust Fund Corporations & Corporate 

Government Bureau Local Authorities Business Personal Total 

Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities 

3,143.7 2,684.3 
13.0 
5.2 

712.6 3.8 
2,431.1 401.7 

249.0 
31.7 

(b) 1,948.5 
31.4 

13,701.3 13,701.3 
3,065.7 3,065.7 
1,565.5 1,565.5 
9,079.1 9,079.1 

27.8 27.8 
23,892.3 23,892.3 
2,569.0 2,569 .O 
4,349.5 4,349.5 

19,939.1 (d) 10,587.4 
1,146.1 1,146.1 
1,163.4 1,177.0 

712.6 712.6 
2,814.1 2,814.1 
3,455.6 3,455.6 
1,973.7 1,973.7 
7,646.1 7,280.8 
1,027.5 1,027.5 
1,741.2 1,741.2 

20.6 20.6 
8,186.5 43,433.4 43,433.4 
6,915.9 36,328.0 36,328.0 
1,270.6 7,105.4 7,105.4 

122.1 149.6 149.6 
5,720.3 24,234.4 24,234.4 

935.6 935.6 
1,121.7 1.473.4 

21.544.6 

(a) includes 829.5 billion yen by securities investment trusts. 
(b) 3,484.5 billion yen a t  market prices. 
(c) 6,389.3 billion yen at market prices. 
(d) includes 1,42.8 billion yen of Government-guaranteed bonds. 



nation on current account). On the other hand the difference between current 
account transactions and capital account transactions is recorded under the item 
"others" for the rest of the world, in ordcr to reconcile the financial surplus or 
deficit of the sector (in terms of current account transactions) to other entries 
for the sectors (in terms of capital account transactions). 

IV. THE PUBLIC SECTOR'S FLOW-OF-FUNDS PATTERN 

As pointed out in Chapter 11, the Treasury system acts as the financial core 
of Japan's public sector. The table below indicates that, for the past 10 years, 
the "Central Government" sector continuously recorded financial surpluses 
except for 1966, while the "Public Corporations and Local Authorities" sector 
showed annual financial deficits. When these two sectors are combined as the 
public sector, however, "the Public Sector" rccords almost negligible surpluses or  
deficits through the first seven years, with the deficits of thc "Public Corpora- 
tions and Local Authorities" sector covcrcd by the surpluses of the "Central 
Government" sector. 

FINANCIAL SURPLUSES OR DEFICITS 
OF NON-FINANCIAL-INSTITUTIONS SECTORS (billions of yen) 

-- - - -- - - 
-- - 

Public Sector 

Public Cor- 
porations and 

Central Local Corporate 
Year Government Authorities Total Business 
- -- - --- 

1957 228.1 -140.3 87.8 -1,072.6 
1958 109.2 -142.6 -33.4 -521.9 
1959 34.1 -132.5 -98.4 -947.7 
1960 249.1 -160.5 88.6 -1,409.4 
1961 481.9 -315.1 166.8 -2,429.5 
1962 336.6 -544.7 -208.3 -1,692.2 
1963 297.1 -607.0 -309.9 -1,841.2 
1964 113.6 -766.8 -653.2 -2,169.9 
1965 114.5 -1,017.4 -902.9 -1,276.9 
1966 -253.7 -1,193.9 -1,447.6 -1,414.8 
- -- -- 

Personal 
Rest of 

the World 
-- 

233.2 
-158.8 
-130.1 
-51.6 
353.7 

17.5 
280.1 
172.8 
335.2 
450.8 

For the simplification of analysis, we may compare thc financial surpluses 
or deficits of domestic sectors excluding thc "Financial Institutions" sector, 
which functions as a financial intermediary. As the above table shows, the 
Public Sector's neutral position in earlier years resulted in the financial deficits 
of the Corporate Business sector being largely covered by thc financial surpluses 
of the Personal sector. 

This trend, however, underwent a remarkable change in recent years. For 
1962 the Public Sector began to show a substantial financial deficit, which has 
since grown at a rapid pace to a record 1,447.6 billion yen in 1966, or seven 
times the figure for 1962. 

With this deficit in thc Public Sector, noticeable changes began to be seen 



in the financial flow patterns of other domestic sector?. In 1965, the financial 
deficit of the Corporate Business sector, despite constant increases in the financial 
surplus of the Personal sector, fell sharply to 1,276.9 billion yen, down 41.2% 
from 1964. In 1966, with same factors holding true, thc financial deficit of the 
Corporate Business sector registered an incrcasc of 10.7%. 

For 1966, the financial surplus of thc Personal scctor (3,313.2 billion yen) 
covered the financial deficits of both the Public sector ( 1,447.6 billion yen) and 
the Corporate Business sector (1,414.8 billion yen). It is also to be noticed in 
this conncction that thc deficit of the Public sector has surpassed that of the 
Corporate Business sector, becoming the largest net borrower of the economy. 

Chief among the factors responsible for this increase is the recent rapid 
expansion in the sector's expenditure, particularly for fixed capital formation. 
Government gross fixed capital formation as a percent of gross national expendi- 
ture increased from 7.9% for 1960 to 9.9% for 1965, while the comparable 
ratio of government current expenditure decreased for the same period from 
8.5% to 7.7%. As a result, the Public sector's cxpenditure on fixed capital 
formation, which had long been smaller than its current expenditure, exceeded 
the latter. In 1966 (preliminary figures) the ratio of the Public sector's gross 
fixed capital formation to gross national expenditure reached 10.6%, while the 
comparable ratio of the sector's currcnt expenditure also increased to 9.6%. 

The implementation of a new means of financing its expenditure, issue of 
long-term national bonded debt, has been the basic factor which has allowed 
such rapid expansion in the Public sector's expenditure and the resultant increase 
in its financial deficit. Subject to the Finance Law of 1949, which prohibited in 
principle the issue of long-term national bonds and their undertaking by the 
Bank of Japan, no long-term national bonds had been issued to cover budgetary 
deficits. Fiscal 1965, however, saw the enactment of special legislation providing 
for the issue of red-ink bonds for construction of public works. Public finance 
in Japan has thus reached what is considered to be a new phase of development, 
as the issue of such bonds is expected to continue to increase in the years ahead, 
though it may be a little hasty to conclude that the Japanese economy, the 
growth of which has long been led by private equipment investment, is becoming 
an economy propelled by the Public sector's investment. 

Another element to be noticed in the patterns of fund flow is that the 
Corporate Business sector's rate of self-financing in its total loans and invest- 
ments showed a large increase. According to the Bank of Japan's "Analysis of 
Financial Statements of Main lndustrial Corporations in Japan", which covers 
major 520 corporations in Japan, the major corporations' ratio of self-financed 
investment to total loans and investments increased from 27.3% for the latter 
half of 1964 to 41.7% for the first half of 1966. This is not only due to a reduc- 
tion in their rate of investment, but also to their increased saving, which is in 
turn attributable to the incrcased sales to the public scctor as well as a business 
upturn in 1966. 

On the other hand, incrcared expenditure by the public sector worked to 
increase personal income, which in turn servcd to increase personal consumption 
and saving. 
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Changes in the relative proportions are also noticed in the components of 
credit by financial institutions. As shown in Table 4, holdings of securities by 
financial institutions increased remarkably (78.4% up) during the period 
1965-66, while their loans showed a relatively moderate increase (30.1% up). 
Among these securities holdings, long-term national and public debt (national 
bonds, local bonds and public corporation bonds) showed a 150.6% increase 
during the same period. Of that part of net long-term national and public debt 
issue which was absorbed by the private sector during the same period (87% of 
the total net issue including the part absorbed within thc public sector), 84.7% 
was absorbed by the Financial Institutions sector and the rest by the Personal 
sector. This shows that the public sector's financial deficit was largely financed 
through a financial intermediary (the Financial Institutions sector), though the 
final &editor was the Personal sector. Of the Personal sector's total financial 
assets at the end of 1966, 77.4% was held as claims against the Financial 
Institutions sector. 

As described above, the increased financial deficits of the public sector 
have so far been covered by the financial surplus of the Personal sector, in part 
thanks to the reduced financial deficits of the Corporate Business sector. When 
business turns active and fund demand from business grows larger, however, 
Japan will enter a new phase where a new type of fund adjustment will be 
required to balance the financial demand both from the public and the private 
sectors, though it is not the theme of this paper to discuss that matter in detail. 

Un des traits les plus caractCristiques du secteur public au Japon est le r61e essential 
que joue le systltme de Trtsorerie. En effet, celui-ci ne contrble pas seulement le budget du 
gouvernement central mais aussi diverses autres fonds, telles que la Caisse d'Epargne Postale 
et la caisse des excCdents des optrations publiques. 

Dans l'ensemble que constituent le compte gCnCral et les 45 comptes sptciaux du 
systltme de TrCsorerie, le "Foodstuff Control", le "Foreign Exchange Fund" et le "Trust 
Fund" jouent des r6les importants aussi bien par leurs transactions intragouvernementales 
que par leurs transactions avec le secteur privC. Particuli&rement remarquable est le r61e 
jout par le "Trust Fund Bureau" qui sert d'institution financiere pour les agences gouverne- 
mentales. Les exckdents et les fonds accumulCs dans I'Epargne Postale et les autres comptes 
spCciaux du gouvernement sont deposCs dans le "Trust Fund Bureau", qui emploie ces 
fonds pour des pr&ts de voies et moyens intra-gouvernementaux et pour des prEts et 
programmes d'investissements du gouvernement. 

Un autre trait du systeme de Trisorerie japonais est que tous les fonds du Trtsor sont 
dtposCs uniquement dans la Banque du Japon. 

Les activitts des autoritts locales et des entreprises publiques locales sont aussi large- 
ment financCes par les fonds du TrCsor et s'entrecroisent avec le systltme de TrCsorerie. 

Les systbmes statistiques developpCs par la Banque du Japon pour I'analyse des flux 
monCtaires et financiers mettent I'accent sur l'analyse des flux des fonds du Trtsor et sont 
basks sur un dCcoupagc institutionnel pour refltter les flux des fonds tels qu'ils ont rtellement 
lieu. Une seule exception est 1'Etude Monetaire Claborte en conformitt avec les normes du 
F.M.I. qui adopte un type de dCcoupage functionnel dans le but de proctder 2 des com- 
paraisons internationales. 

Dans les trois derniltres annCes, le secteur public japonais, qui longtemps Ctait rest6 
sans intervenir dans les patterns financiers de I'Cconomie, a commencC i accuser un dCficit 
financier croissant. De ce fait, les patterns financiers de la nation consideris dam son 
ensemble sont en trains de connaitre de serieux changements. 




