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ABSTRACT
This paper discusses structural changes in Japan’s postal savings system. It scrutinizes the system in the pre-reform period and compares to the one after the reform has been implemented. Three major changes in the structure of postal savings system include the abolishment of compulsory deposits of postal savings to the Fiscal Loan Fund, the shift of Fiscal Investment and Loan Program’s fund allocation method from fiscal loan to bond issuance, and the structural reform of FILP agencies. The reforms are expected to eliminate the direct link between postal savings, which is the entrance of the postal savings system, and the Fiscal Loan Fund, to encourage FILP agencies to use market-based fundraising methods, and to reduce the scale of operation of FILP agencies as well as to enhance their efficiency. Unless the Japan Post Bank becomes more competitive and been able to attract more household funds, the Japanese financial system with households as the only financial surplus sector, would transform into a more bank-based financial system with private banks at the core. Though the prospect of the reform is prominent, the extent of government and FILP bonds held by postal savings, the deficiency of capability for self procurement by FILP agencies, and the increase in future fiscal deficits of government as Japan approaches Aging Society are challenges to the success of the reform of 
INTRODUCTION 
Based on the British model, Maeijima Hisoka established Japan’s postal savings in 1871 (Meiji Restoration Period 1868-1912) (Takeuchi (1996), p.185). For over 140 years, Japan Post had served as a local savings bank for Japanese people, particularly for rural, and middle and low income citizens. Remarkable economic growth in the 1970s had increased the amount of households’ deposits at Japan Post. Accordingly, the role of Japan Post in the Japanese financial system had increased significantly. By the 1990s, Japan Post had become one of the most powerful financial institutions in Japan. Expansionary fiscal policy to pull Japan out of recession deteriorated the country’s fiscal deficits. Japan’s postal savings system, which had been used as a channel to mobilize households’ funds to finance these fiscal deficits, was under severe criticism. Japan’s financial reform during the second half of the 1990s provoke arguments for the reduction of the role of public financial institutions in order to enhance competitiveness of private financial institutions and increase efficiency of fund allocation in the Japanese financial market. Japan’s postal savings system, the biggest public financial institution, has become the main target for privatization.   
The plan for the privatization of Japan’s postal savings was proposed by cabinet of Prime Minister Junichiro Koizumi. Proponents of the privatization focused on the defect of postal savings system that it was employed as a mean to siphon households’ savings to nonproductive public corporations and to finance government’s fiscal deficits. After long debate and political battles, the privatization plan finally got approval from the Japanese Lower and Upper Houses. Thus, the government took it as a legitimacy to carry on the privatization. The plan is scheduled to be implemented during fiscal year 2007-17. Since Japan Post had provided four main services to the public, the privatization will first divide these services into four holding companies, including postal services company, postal savings company, postal life insurance company, and over-the-counter services company. At the beginning, 100% of shares in these holding companies will be held by the Japanese government. Then, the sell-off of stocks will be initiated. For postal services and over-the-counter services companies, the government will maintain ownership of more than 1/3 of the outstanding shares. Meanwhile, postal savings company and postal life insurance company will be turned into privately-owned, privately run companies by 2017.  
This paper analyzes the implication that the reform of postal savings has for the Japanese financial system. Japan’s postal savings is analyzed as the integral part of the system that channels households’ savings to government and public corporations. First, the integrated system of the former postal savings system is scrutinized. Section II analyzes the system by tracing fund flows starting from households to public corporations. Structure of the system is elucidated by a diagram, Figure 1. Funds flow through the postal savings system took the route from households to postal savings to Trust Fund Bureau to Fiscal Investment and Loan Program (FILP) and eventually to public corporations. The privatization of postal savings system started with the FILP reform, which changed the structure of fund flows in the postal savings system, in April 2001. Section III studies the post reform structure of postal savings system, focusing on three major changes: the abolishment of compulsory deposits, the issuance of FILP bonds and FILP agency bonds, and the change in method of lending to FILP agencies. Section IV discusses an implication of the reform of postal savings system for the Japanese financial system, particularly private financial institutions, the direct competitors of Japan’s postal savings. The last section concludes the paper.          

POSTAL SAVINGS SYSTEM PRIOR TO THE REFORM
Figure 1 illustrates the structure of postal savings system in the period prior to the reform. Household savings had flowed to public corporations via the postal savings system, as indicated by shading areas in Figure 1. Each component is analyzed to capture the flow of funds and the relation of one component to another in the system.   
-- INSERT FIGURE 1 HERE --
Japan’s postal savings
Japan Post is the entrance of the postal savings system. Household funds entered the system through deposits with Japan Post. Postal savings in 1999 amounted to 259.19 trillion yen, this is equivalent to 49.50% of the country’s GDP. It is the highest outstanding amount before starting to decline after the reform has been implemented. Japan’s postal savings in 2003 accounted to 21.6 % of total deposits or about 239 trillion yen, compared to 23.5 %, 26.2 %, and 28.7 % of city banks, other banks, and cooperative financial institutions, respectively (IMF, 2003). The statistics confirms the significance of postal savings as one of major means for wealth accumulation of Japanese households.  

Because of original objective for the establishment of postal savings (that is the improvement of living standards of middle and low income citizens), almost 100% of postal savings is from households. Meanwhile, only 63.81% of domestically licensed banks’ deposits in 2005 are from households. The average proportion of household deposits at domestically licensed banks for 1994-2005 is 59.04%. Extensive and nationwide network of Japan post offices provides advantages in accumulating funds from households, especially in remote and rural areas. Statistics of the Ministry of Internal Affairs and Communication and statistics of Japan Post elucidate the extensive and nationwide network of post offices. Compared to 13,823 branches of domestic banks (including city banks, regional banks, regional banks II, trust banks, and long-term credit banks) in March 2005, there were 24,631 post offices in the same period. These post offices are widely dispersed around the country, as stating in Scher (2003, p.19) that Japanese people on average live within 1.1 kilometers from a post office, while bank branches are typically found clustered in the cities’ business districts. Of the 3,235 cities and municipalities that have post offices, 567 are without banks. The extensive nationwide network of post offices provides economies of scale in assessing to rural areas where there is little profit margin for a stand-alone financial institution such as bank.  

 Through savings accounts, household funds entered the postal savings system and were then deposited with the Ministry of Finance’s Trust Fund Bureau. Massive amount of postal savings had been a main source of funds used in pump-priming new and developing industries, development of infrastructure, and financing fiscal deficits that arise from the implementation of expansionary fiscal policy during recessions. Next, the second component in the postal savings system, the Trust Fund Bureau, will be investigated.  
Trust Fund Bureau and compulsory deposit of postal savings

For post-war restoration, demand for long-term funds from industries was immense. Because private financial institutions were not able to complete the role of financial intermediaries for fund allocation, Trust Fund Bureau was established by the Trust Fund Bureau Fund Act (the 100th Law of 1951) in 1951. The Trust Fund Bureau operated under the Ministry of Finance to unify management of public funds that accumulated through postal savings, employee pension funds and national pension funds. This is to ensure that accumulated funds would be utilized in effective and advantageous ways for the public interests. Actually, the Bureau is not an administrative organization. It is a term used for accounting purposes when the government manages funds of the Fiscal Investment and Loan Program. The connection of postal savings to Trust Fund Bureau was underlain by Article 2 of the Trust Fund Bureau Fund Law. According to this Article, postal savings must be deposited to the Trust Fund Bureau except the amount that is required for daily repayments of postal savings and extension of loans as prescribed by the Postal Savings Law (the 144th Law of 1947). Obliging to the Law, funds collected through postal savings were all deposited to the Trust Fund Bureau and used as financial resources of Fiscal Investment and Loan Program. This obligation was bound strongly until the termination of Article 2 in 1998. 
Table 1 shows the composition of deposits at the Trust Fund Bureau during 1993-2004. Up to fiscal year 2000, almost all of postal savings was deposited into the Trust Fund Bureau as compulsory deposit. These amounts increased as total postal savings accumulated from households increased. The biggest outstanding was in 1999 when postal savings at the Trust Fund Bureau amounted to 255.11 trillion yen or 58.24% of total deposits at the Trust Fund Bureau. Even though pension reserves and others also contributed deposits to the Trust Fund Bureau, postal savings’ contribution was far more significant. Prior to the reform in 2001, postal savings’ contribution was average about 57.19 % of total deposits at the Trust Fund Bureau. Meanwhile, pension reserves and others on average contributed 29.87 % and 12.94 % of total deposits at the Trust Fund Bureau. 
--INSERT TABLE 1 HERE --
The declining trend begins after the Article 20 of the Fundamental Law on the Reform of Government Ministries and Agencies (the 103rd Law of 1998) was enacted in 1998. The new Article terminates Article 2 of the Trust Fund Bureau Fund Act. Thus, postal savings is no longer required to be deposited to the Trust Fund Bureau and the management of postal savings is shifted to the system of discretionary investment. To smooth out the transition to the new postal savings system, Article 20 is applied to new postal savings only. Since existing postal savings deposited to the Trust Fund Bureau is kept until maturity, the total deposits of the Trust Fund Bureau shrinks gradually and stood at 226.77 trillion yen in 2004. Together with the reduction of total deposits at the Trust Fund Bureau, deposits of postal savings both in term of outstanding figures and proportion has declined since fiscal year 2000. By 2004, the outstanding deposits of postal savings have reduced to 117.61 trillion yen or contributed to 54.92% of total deposits at the Trust Fund Bureau.   
Trust Fund Bureau and the Fiscal Investment and Loan Program
Taking the highest figure of fiscal year 1999 (before the reform), 255.11 trillion yen of postal savings was deposited compulsorily at the Trust Fund Bureau. Together with 133.09 trillion yen of pension reserves and 49.82 trillion yen of others, the total deposits at Trust Fund Bureau amounted to 438.03 trillion yen in 1999. Figure 1 illustrates the path that these funds flowed. While 115 trillion yen or 26.26% of funds of the Trust Fund Bureau was channeled to finance government’s fiscal deficits through bond underwriting, the rest was shifted to the Fiscal Investment and Loan Program. Adding up to the financial resources from postal life insurance fund (60 trillion yen), Industrial Investment Special Account (3 trillion yen) and government guaranteed bonds (22 trillion yen), total resources of the Fiscal Investment and Loan Program amounted to 408 trillion yen, this is equivalent to 81.13% of the country’s GDP in 1999. It reflects the dominant role of the Fiscal Investment and Loan Program in the Japanese financial system.  

The Fiscal Investment and Loan Program was originated in 1951, when the financial markets and private financial intermediaries were not well developed. It had played a complementary role to the private financial institutions in allocating resources to finance long-term projects for the development of social infrastructures, core industries and the improvement of living environment. Its role was considered to fit post-war restoration situation. Household funds accumulated by this program were then allocated to FILP agencies, which include government special accounts, government financial institutions, public corporations, and local governments as the detail shown in Figure 1. Each agency is required to submit the request for funds. The Fiscal Investment and Loan Program then formulates the FILP plan and submits to the Diet for approval. The Fiscal Investment and Loan Program is thus a mechanism that provides policy-based support for specific business operations through loans. 
Figure 2 illustrates mechanism of the Fiscal Investment and Loan Program. Three channels were used to finance FILP agencies prior to the reform. The first channel, which was the core of the program, was “fiscal loan.” It is the path that linked postal savings to FILP and was considered as Japan’s postal savings system. The postal savings’ compulsory deposits to the Trust Fund Bureau were deposited in government special accounts under the Fiscal Investment and Loan Program, which then supplied funds to financing institutions. The fiscal loans were used to finance projects implemented by national government, local governments, treasury, banks, independent administrative institutions and other organizations that considered by the government as worthy for support. 
-- INSERT FIGURE 2 HERE --
The second channel is through “Industrial Investment Special Account” of the Fiscal Investment and Loan Program. Unlike fiscal loan, financing resources for industrial investment special account are dividends from Nippon Telegraph and Telephone Corporation (NTT), Japan Tobacco Inc. (JT), and payments to the national treasury by the Japan Bank for International Cooperation (JBIC). The main target of financing by this channel is businesses or projects that are related to industrial development and trade promotion. Under industrial investment special account, funds are invested directly into business institutions. The last channel is the FILP’s guarantee of bonds issued in the financial market by FILP agencies. 
Among the three channels of financing through the Fiscal Investment and Loan Program, the amount of financing through fiscal loan is the most substantial. FILP plan outstanding balance in fiscal year 2004 (Ministry of Finance, Japan (2005)) indicates that fund allocation through fiscal loan amounted to 298.27 trillion yen, of which 262.55 trillion yen was contributed by the Trust Fund Bureau, while fund allocation through industrial investment and government guarantee amounted to only 3.23 trillion yen and 31 trillion yen, respectively. 

The exit of postal savings system is loans to public or quasi-public bodies, FILP agencies. To ensure that public funds under the Trust Fund Bureau are managed in secure and advantageous ways, the law mandated that the recipients of financing from the Fiscal Investment and Loan Program are limited to the government (the General and Special Accounts), government financial institutions and agencies, local governments, and other government wholly owned corporations, as the detail presented in Figure 1. The National Life Finance Corporation, Japan Bank for International Cooperation and the Pension Welfare Service Public Corporation are some examples of them.
FILP agencies then lend to the public. Each agency loans to the public for different purposes. For instance, the Government Housing Loan Corporation provides long-term mortgage loans at subsidized rates to households; National Life Finance Corporation, Japan Finance Corporation for Small Business, and the Shoko Chukin Bank focus on loans to small and medium-sized businesses; the Development Bank of Japan grants long-term loans for industrial development to meet national and regional development goals; the Japan Highway Public Corporation builds and maintains the national highway system; the Japan Finance Corporation for Municipal Enterprises provides long-term loans to local governments and public enterprises; the Agriculture, Forestry and Fisheries Finance Corporation specializes in loans to farmers and fishermen; and the Urban Development Corporation develops and maintains residential communities. 

Areas and projects targeted for financing from FILP agencies have changed according to demand, and economic and social conditions. Mostly, businesses that are related to education, welfare and medical services, small and medium-sized enterprises (SMEs) and development of new business, trade, agriculture, and other policy projects are recipients of financing. From the period after the Second World War to the high growth era in the 1970s, FILP agencies’ lending focused on the projects that established core industrial base, such as heavy and chemical industry, electric power, trade financing, and vessels, and on the development of social infrastructure such as railroads and communications (including Japan Highway Public Corporation, Metropolitan Expressway Public Corporation, Hanshin Expressway Public Corporation, New Tokyo international Airport Authority, Kansai International Airport). When the economy shifted to stable growth, the focus of FILP agencies’ lending has shifted to the projects that improve the living environment, such as housing loans and the water and sewerage system (Water Resources Development Public Corporation, Japan Sewage Works Agency). Recently, priority has been placed on the development of small and medium-sized enterprises (SMEs).
The postal savings system in the period prior to the reform has been discussed. Next, changes in the system arising from the reform will be analyzed.     

POSTAL SAVINGS SYSTEM AFTER THE REFORM

From compulsory deposits to FILP bonds

Japan’s postal savings system worked well in the postwar reconstruction period, particularly in financing the development of the country’s social infrastructures. The system stumbles in the late 1990s as Japan has more-developed financial market and there is less need for government intervention. Nevertheless, the size of the Trust Fund Bureau had grown steadily as witnessed in the analysis of previous section (Table 1). It provoked policy debate on the reform of postal savings system, particularly the privatization of Japan Post. The reform takes many steps and aims at promoting harmony with market principles and contributing to the enhanced efficiency of postal savings system, especially the Fiscal Investment and Loan Program. 

The first step is the reform that unleashed the obligation that postal savings had to the Trust Fund Bureau. Article 20 of the Fundamental Law on the Reform of Governmental Ministries and Agencies (the 103rd Law of 1998) terminates Article 2 of the Trust Fund Bureau Fund Law (the 100th Law of 1951) that required postal savings to be deposited to the Trust Fund Bureau. As a result, the direct link between postal savings and the Trust Fund Bureau, shown in Figure 1 and 2, was cut off. Since then, postal savings can be managed independently and invested in the financial market. Deposits of postal savings at the Trust Fund Bureau thus decline since 2000. In 2001, only 86.37% of total postal savings was deposited to the Trust Fund Bureau, compared to almost 100% in the period prior to the reform. The postal savings’ deposit proportion falls further afterwards. The adjustment to the new postal savings system, however, does not occur drastically. Only new money of postal savings is disconnected from the Trust Fund Bureau. The existing stock of postal savings at the Trust Fund Bureau remains in the Trust Fund Bureau until the deposit term ends. 

The next stage is to reform the Fiscal Investment and Loan Program to better suit to changing social and economic conditions. On May 24, 2000, the Bill for the Amendment to the Trust Fund Bureau Fund Act and Others (the 99th Law of 2000) got approval from the Diet. The amendment took effect on April 1, 2001. This Reform Act abolished the Trust Fund Bureau and transferred all its assets and liabilities to the new created Fiscal Loan Fund. Under the operation of this new Fund, fundraising for the Fiscal Investment and Loan Program is gradually shifted to the market principle.  
Figure 2 elucidates the new mechanism of the Fiscal Investment and Loan Program. Abolishment of the requirement that all postal savings be deposited with the Fiscal Loan Fund has significant effect on fundraising of the Fiscal Loan Fund. As the compulsory deposits were cut off and postal savings is managed independently based on the market principle, the link of postal savings to the Fiscal Loan Fund was disconnected leading to the establishment of new fundraising method for the Fiscal Investment and Loan Program. The new method focuses on the market-based fundraising, particularly bond issuance in the capital market. Dotted lines in Figure 2 show the new mechanism. After the reform, FILP agencies are encouraged to issue their own bonds for self procurement. Even though the issuance of FILP agency bonds also exists in the mechanism of Fiscal Investment and Loan Program prior to the reform, this method was rarely used in practice.           

Under the new mechanism, projects implemented by FILP agencies are reviewed from the perspective of private sector complementation and the FILP agencies themselves make efforts to independently raise funds that they require in the financial market through the bond issuance. Even though FILP agency bonds are not government guaranteed and contain default risk, Iwamoto (2002, p. 588) commented that the bonds get a high rating that is almost equivalent to that of the Japanese government bond. It implies that the market expects an implicit government guarantee on FILP agency bonds. Since the launch of the reform of Fiscal Investment and Loan Program, the amount issued and the ratio of FILP agency bonds in total procurement has increased steadily. 
In the first year of the implementation of reform, FILP agencies proposed a plan to finance 3.3% of the total FILP financing, or about 1.1 trillion yen, through agency bond issuance. The actual amount, however, was smaller than planned. In fiscal year 2003, 23 FILP agencies planned to issue agency bonds worth 3.38 trillion yen, but 2.91 trillion yen of agency bonds were issued. In fiscal year 2004, 23 FILP agencies planned to issue agency bonds totaled 4.4 trillion yen, but only 3.3 trillion yen was issued. The Government Housing Loan Corporation plans to issue a high amount of agency bonds, but always falls short of that. The FILP plan of 2005 called on 25 FILP agencies to issue agency bonds worth 5.88 trillion yen, with the highest amount of issuance by the Government Housing Loan Corporation (2.76 trillion yen). Even though FILP agencies have increasingly issued bonds for self procurement of funds, the ratios of bond issuance in total procurement are still small with only 14.7%, 15.2%, 17.6%, and 25.1% of total FILP financing in fiscal year 2002, 2003, 2004, and 2005, respectively.        

For additional funding demands of FILP agencies that are unable to fulfill funding needs entirely through agency bond issuance, the Fiscal Loan Fund will procure funds on the market through the issuance of FILP bonds. This process is called aggregate procurement, as presented by dotted line in Figure 2. FILP agencies that will receive fiscal loans must be the ones that have programs that 1) are actually necessary to supplement the private sector, 2) are justifiable in terms of policy cost analysis that estimates future public burdens, and 3) repayment of loan is certain. These conditions will restrain the Fiscal Loan Fund from excessive issuing of bonds to finance FILP agencies. 
Lending of the Fiscal Investment and Loan Program
   
To complete the analysis of postal savings system after the reform, lending activities of the Fiscal Investment and Loan Program must be scrutinized. After the reform, lending of the Fiscal Investment and Loan Program continues to direct to the projects that the beneficiary shoulders some burden, such as the toll-road program, projects that self-reliance is expected, such as financial assistance for small- and medium-sized enterprises, projects that market failure may occur, such as environment conservation, and projects that private businesses should be encouraged and assisted, such as housing finance. To prevent over-lending, the projects that receive financing from the Fiscal Investment and Loan Program must be reviewed on an ongoing basis for financial soundness. 
In addition to close monitoring of FILP lending, the Koizumi Cabinet adopted the program of “The Reorganization and Rationalization Plan for Special Public Corporations (tokushu hojin)” on December 19, 2001. Because the majority of agencies that are affiliated with the Fiscal Investment and Loan Program are public corporations, the program is affected substantially by this reform plan. The reform determined eight FILP agencies (including four highway-related agencies, Japan Environment Corporation, Teito Rapid Transit Agency, New Tokyo International Airport Agency, and Kansai International Airport Company) to be privatized. Since the Fiscal Investment and Loan Program is not allowed to target private companies directly, the privatization of these agencies means a spin-off from the Fiscal Investment and Loan Program. The Reorganization and Rationalization plan also determined that the Government Housing Loan Corporation and Urban Development Corporation will be abolished. When the Government Housing Loan Corporation and Urban Development Corporation cease their lending activities, fiscal loans to these corporations are expected to decrease substantially. At present, the Government Housing Loan Corporation and Urban Development Corporation still exist. However, their operations have been scaled down considerably.   
Based on the Ministry of Finance’s statistical data compiled by Noble (2005, Table 1), the amount of financing through the Fiscal Investment and Loan Program has been scaled down considerably after the reform plan. It totaled 40.24 trillion yen in 1995 but reduced dramatically to 17.15 trillion yen in 2005. The reduction of total financing through the Fiscal Investment and Loan Program accelerated after the reform in 2001. FILP agencies show different patterns of change after the reform. Some FILP agencies have both their fiscal loans from the Fiscal Investment and Loan Program and the scale of operation scaled down. The most prominent FILP agency in this group is the Government Housing Loan Corporation. Subjected to the 2001 Reorganization and Rationalization Plan for Special Public Corporations mentioned earlier, fiscal loans to the corporation reduced dramatically. Compared to total financing of 10.63 trillion yen in 1995, the corporation received financing only 0.75 trillion yen in 2005. Together with the scale down of FILP financing, the scale of operation of Government Housing Loan Corporation has shrunk due to the reform plan to cease its loan business. In 2005, the scale of operation of this corporation was only 4.31 trillion yen. Japan Highway Public Corporation, an Independent Administrative Institution, has also been scaled down. Nevertheless, the amount of financing from the Fiscal Investment and Loan Program received by this corporation and its scale of operation in 2005 don’t change much. Unlike Government Housing Loan Corporation that received financing through fiscal loan, the channel of financing to Japan Highway Public Corporation was government guarantee (It is one of the three methods of financing by the Fiscal Investment and Loan Program, as presented in Figure 2).  
The second group of FILP agencies is those that receive smaller financing from the Fiscal Investment and Loan Program but have no change in the scale of operation. Major borrower of fiscal loan is the local governments. Fiscal loan to local governments amounted to 7.25 trillion yen in 1995. It reduced to 4.72 trillion yen in 2005 and is expected to reduce further in the future. This is primarily due to fiscal consolidation that is in progress. In an attempt to restore fiscal health, local governments make efforts to rationalize and improve the efficiency of their expenditures. The efforts include thorough curtailment of expenditures such as local governments’ independent projects, reduction in the number of public servants and rationalization of the public servant wage system.   
Japan Bank for International Cooperation, National Life Finance Corporation, Japan Finance Corporation for SMEs, and Agriculture, Forestry and Fisheries Finance Corporation have received smaller amounts of fiscal loan from the Fiscal Investment and Loan Program. Even though the scale of operation of these institutions shows no significant change, the scale down of operation is expected in the future when the government’s legislation to scale back government financial institutions is implemented. The legislation is a part of the reform program towards a small and efficient government. The reform will reduce the scope and improve efficiency of government financial institution activities. It focuses on eight government financial institutions, including the National Life Finance Corporation, Japan Finance Corporation for SME, the Shoko Chukin Bank, the Development Bank of Japan, the Okinawa Development Finance Corporation, the Japan Agriculture, Forestry and Fisheries Finance Corporation, the Japan Bank for International Cooperation, and the Japan Finance Corporation for Municipal Enterprises.    
IMPLICATION OF THE REFORM FOR THE JAPANESE FINANCIAL SYSTEM

We have discussed changes in the structure of postal savings system after the reform plans have been implemented. Japan’s postal savings system is expected to eventually transform into a more market-based system. This has an important implication for the Japanese financial system. First, if the privatization of Japan’s postal savings, which actually happened by the establishment of Japan Post Bank in October 1, 2007, leads to the shift of household funds from postal savings to other private financial institutions such as city banks, trust banks, life insurance, or to invest directly in the capital markets, it would create a structural change in the Japanese financial system. Table 2 presents household savings outstanding by types of instruments. In the period prior to the reform of postal savings system, deposits of domestically licensed banks, postal savings and insurance are three main financial instruments that households keep their wealth in. Meanwhile, households’ investment in the capital markets such as in stocks and other securities fluctuated according to boom and bust of the capital markets. Once the reform was implemented, household funds in postal savings has declined while household funds in bank deposits increases. With increase in total wealth of households, increase in households’ bank deposits does not come solely at the expense of postal savings. Increase in household wealth contributes partly to the increase in households’ bank deposits. But, the shift of household funds from postal savings to bank deposits does occur. Figure 3 that compares household savings in bank accounts and postal savings during 1980-2006 elucidates this fact. Household savings at domestically licensed banks (including city banks, long-term credit banks, trust banks, regional banks and other bridge and internet banks) has an increasing trend throughout 1980-2006 with a prominent increase in deposits in 1989. The outstanding amount totaled 344.76 trillion yen or 66.02 % of the country’s GDP in 2006. Meanwhile, household savings at Japan Post shows an increasing trend up to 1999 before declining afterwards.
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A substantial proportion of postal savings was in postal savings certificate, or Teigaku Savings, a time deposit that can be withdrawn after six months without a penalty and maintained for up to 10 years. Interest rate on Teigaku savings is set at the time of deposit and compounded semi-annually. These features of Teiguku savings contributed to the popularity of this type of postal savings, particularly in the period of high interest rates in 1990-91. With Bank of Japan’s easing monetary policy, interest rate was expected to fall. The increase in per person cap on deposits from 3 million yen to 10 million yen in 1991 induced household savings to pour into Teiguku savings. In 1991 alone, 19 trillion yen in household savings flowed into postal savings. These Teiguku savings deposited in 1990-91 reached maturity in April 2000. Even though 72% of this savings was reinvested in Teigaku savings, postal savings had a declining trend after 2000. With 0.13-0.20% of interest rate on 10-year Teigaku savings in 2000-2001 and many financial reforms in the second half of the 1990s, a proportion of matured postal savings was allocated to medium-term government bonds and short-term maturity Japanese government bonds that provide low risk but high yields to satisfy risk-taking individuals. This shift was facilitated by the ease of purchase Japanese government bonds. Depositors can conveniently purchase government bonds at post offices if they do not want to reinvest their maturing deposits in postal savings or if they have proceeds in excess of the 10 million yen deposit cap on postal savings. Compared to Japanese government bond sales at post offices averaged only about 500 billion yen each year from 1995 to 1999, the total sales of Japanese government bonds at post offices during April 2000-March 2001 was 2.9 trillion yen with the most popular being two-year interest-bearing notes. Household savings outstanding at Japan Post thus decreased from 259.19 trillion yen or about 50% of GDP in 1999 to 186.23 trillion yen or 35.66 % of GDP in 2005.   
 On the contrary, household deposits at private banks increase every year. With increasing amount of deposits, the role of private banks in the Japanese financial markets becomes more dominant. Household savings at domestically licensed banks increased from 59.04% of GDP in 2000 to 66.02% of GDP in 2006 whereas households’ postal savings declined from 49.50% of GDP in 2000 to 35.66% of GDP in 2006. Unless the Japan Post Bank becomes more competitive and been able to attract more household funds, the Japanese financial system with households as the only financial surplus sector, would transform into a more bank-based financial system with private banks at the core. Even though the Japanese financial system may possibly turn into a more direct financial system, in which households invest directly in the capital markets, statistical data presented in Table 2 doesn’t reflect a clear trend for such development. Because the privatization of Japan Post just began in October 2007, there is still insufficient data to confidently conclude that the Japanese financial system will develop into any particular way. We have to keep eyes on the transformation of Japan’s postal savings system.  
CONCLUDING REMARKS 
With the reform in progress, the Japan’s postal savings system will eventually transform into a market-based system. Abolishment of Article 2 of the Trust Fund Bureau Fund Law disconnects postal savings from the Trust Fund Bureau. Even though postal savings can now manage independently, its investment in the financial market must be carefully watched. The fact that postal savings can still be used to invest in government bonds, FILP bonds, and FILP agency bonds does not completely cut the link between postal savings and the Fiscal Investment and Loan Program. Until Japan Post Bank is turned into privately-owned, privately run company, which is scheduled to be completed in 2017, the investment of postal savings needs attention. 

With the FILP Reform in 2001, mechanism of fundraising for the Fiscal Investment and Loan Program has been gradually shifted to bond issuance. FILP agencies are encouraged to operate self-procurement by the issuance of their own bonds. The Fiscal Fund Loan is allowed to issue FILP bonds for aggregate procurement only up to the amount that FILP agencies are unable to raise by themselves and it must be the amount that is truly required for completion of the projects. To govern Fiscal Investment and Loan Program, the amount of fundraising through FILP bonds must get approval from the Diet. With declining deposits from postal savings and limitation on the amount of bond issuance, the size of the Fiscal Loan Fund is expected to shrink in the coming years. 

Even though FILP agency bonds have increased, they are still small compared to total financing from the Fiscal Investment and Loan Program. FILP agencies still rely on fiscal loan for the main part of their financial needs. In 2005, 5.88 trillion yen of agency bonds were issued by 25 agencies. This accounted to one-third of total FILP financing in that year. Estimated figure of FILP agency bonds issued in 2006 increases a bit to 6 trillion yen, or 36.75% of total FILP financing. Not-so-good financial performance (Iwamoto (2002, p. 111) cited the study of Doi and Hoshi (2003) that as of 2001, 40 of 45 FILP agencies had lost part or all of the capital the government had invested in them, and 20 of 34 were insolvent.) and high level of debt outstanding (including bonds) of some FILP agencies are the primary reasons that prevent them from raising funds economically through FILP agency bonds. The structural reform of FILP agencies is necessary. Even though the program of the Reorganization and Rationalization Plan for Special Public Corporations was launched in 2001, some FILP agencies particularly government financial institutions, still remain untouched. This is one of challenges to the success of the reform of postal savings system in Japan. 

Another challenge is the reduction of fiscal loan that the Fiscal Investment and Loan Program granted to local governments. Although the amount of fiscal loan to local governments shows a declining trend since the reform program for a small and efficient government was enacted, sustainability of financing local governments still depends on future economic situations. As Japan is approaching Aging Society, expenditures on social security, particularly medical care for elderly people, will increase in the coming years. The financing of this huge government debt might provoke political debate that will obstruct the structural reform, including the reform of postal savings system.    

Japan’s postal savings system is in the transition period. The prospect of change to market principle is prominent, but it is still long way to reach the goal. The walk already started, but the results have yet to come.   
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Table 1: Composition of deposits at Trust Fund Bureau (outstanding amount in trillion yen)

	Fiscal Year
	Total postal savings
	Deposits at Trust Fund Bureau (by)

	
	
	Postal Savings
	Employees’ Pension
	Others
	Total

	
	
	amount
	% of total postal savings
	
	
	

	1993
	182.98
	181.47
	99.18
	96.63
	48.18
	326.29

	1994
	196.99
	195.23
	99.11
	103.02
	48.47
	346.72

	1995
	213.44
	211.63
	99.15
	107.38
	49.08
	368.09

	1996
	224.89
	223.15
	99.23
	116.75
	51.65
	391.55

	1997
	240.55
	238.75
	99.25
	123.99
	54.43
	417.17

	1998
	252.59
	250.97
	99.36
	129.12
	53.19
	433.27

	1999
	259.97
	255.11
	98.13
	133.09
	49.82
	438.03

	2000
	249.93
	247.01
	98.83
	131.52
	49.37
	427.90

	2001
	239.34
	206.71
	86.37
	117.79
	46.50
	371.00

	2002
	233.25
	177.56
	76.12
	101.30
	41.64
	320.50

	2003
	227.38
	156.10
	68.65
	81.98
	36.93
	275.00

	2004
	214.15
	117.61
	54.92
	67.50
	41.66
	226.77


Source: Ministry of Finance, Japan (1996, 1997a, 2000a) and Japan Post. (2005). 
Table 2: Household savings outstanding by types of instruments (in trillion yen)

	Fiscal
	Domestically
	Postal
	Securities 
	Shares and
	Insurance
	Pension 

	Year
	Licensed bank1
	Savings1
	other than shares
	Other equities
	reserves
	reserves

	1979
	61.43
	51.91
	27.62
	45.22
	34.46
	8.76

	1980
	66.70
	61.95
	31.83
	49.22
	39.24
	10.69

	1981
	74.33
	69.57
	33.21
	47.99
	44.88
	13.03

	1982
	80.05
	78.10
	39.66
	52.83
	51.16
	15.73

	1983
	85.43
	86.30
	49.43
	71.62
	57.85
	18.89

	1984
	93.23
	94.04
	54.78
	76.73
	65.93
	22.30

	1985
	100.74
	103.00
	62.12
	100.41
	75.82
	26.27

	1986
	109.71
	110.40
	71.64
	139.71
	89.56
	31.25

	1987
	120.37
	117.39
	82.55
	183.78
	104.96
	36.91

	1988
	129.91
	125.87
	86.28
	216.55
	121.96
	44.43

	1989
	177.95
	134.17
	91.60
	203.21
	139.78
	52.08

	1990
	197.54
	135.87
	98.70
	172.19
	153.29
	58.33

	1991
	205.59
	155.13
	99.74
	125.70
	162.98
	65.98

	1992
	208.36
	169.58
	105.44
	118.82
	177.90
	73.52

	1993
	215.06
	182.98
	106.92
	123.29
	192.96
	81.72

	1994
	227.10
	197.00
	101.91
	118.48
	205.28
	89.44

	1995
	236.97
	212.80
	103.27
	143.98
	218.90
	99.70

	1996
	249.90
	224.21
	97.52
	102.96
	227.98
	107.70

	1997
	265.45
	239.82
	87.18
	90.26
	232.21
	115.81

	1998
	277.55
	251.83
	81.48
	96.27
	238.54
	120.39

	1999
	286.02
	259.19
	82.49
	138.34
	239.85
	130.02

	2000
	296.89
	248.93
	82.04
	107.44
	239.89
	137.73

	2001
	312.39
	237.91
	72.27
	85.39
	239.73
	139.31

	2002
	323.06
	231.85
	62.97
	72.00
	236.37
	140.61

	2003
	327.54
	226.26
	66.11
	116.23
	233.30
	144.43

	2004
	331.47
	213.09
	75.23
	132.05
	233.53
	149.60

	2005
	336.94
	199.01
	95.36
	195.87
	230.58
	161.54

	2006
	344.76
	186.23
	111.68
	185.90
	228.42
	172.66


Note: 1. Total of transferable deposits, time and savings deposits and foreign currency deposits
Source: Bank of Japan (2007) and Japan Post (2005). 

Figure 1: Japan’s postal savings system (prior to the reform)
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Figure 2: Mechanism of the Fiscal Investment and Loan Program 
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Figure 3: Household savings outstanding in Japan, 1980-2005
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Source: Bank of Japan (2007) and Japan Post (2005). 







PAGE  
1
June 22-24, 2008
Oxford, UK


