Fiscal & Monetary Policies
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The Golden Rule!

+ Fiscal policy framework

The Government's fiscal policy framework is
based on the five key principles set out in the
Code for fiscal stability - transparency, stability,
responsibility, fairness and efficiency.

The Code requires the Government to state both
its objectives and the rules through which fiscal
policy will be operated. The Government's fiscal
policy objectives are:
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The Golden Rule!

» over the medium term, to ensure sound
public finances and that spending and
taxation impact fairly within and between
generations; and

» over the short term, to support monetary
policy and, in particular, to allow the
automatic stabilisers to help smooth the
path of the economy.

The Golden Rule!

+ These objectives are implemented through two fiscal
rules, against which the performance of fiscal policy can
be judged. The fiscal rules are:

« the golden rule: over the economic cycle, the
Government will borrow only to invest and not to fund
current spending; and

+ the sustainable investment rule: public sector net debt
as a proportion of GDP will be held over the economic
cycle at a stable and prudent level. Other things being
equal, net debt will be maintained below ¥+ per cent of

GDP over the economic cycle.
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The Golden Rule!

+ The fiscal rules ensure sound public finances in the medium term
while allowing flexibility in two key respects:

— the rules are set over the economic cycle. This allows the fiscal
balances to vary between years in line with the cyclical position
of the economy, permitting the automatic stabilisers to operate
freely to help smooth the path of the economy in the face of
variations in demand; and

— the rules work together to promote capital investment while
ensuring sustainable public finances in the long term. The
golden rule requires the current budget to be in balance or
surplus over the cycle, allowing the Government to borrow only
to fund capital spending. The sustainable investment rule
ensures that borrowing is maintained at a prudent level. To meet
the sustainable investment rule with confidence, net debt will be
maintained below ¥+ per cent of GDP in each and every year of
the current economic cycle.
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