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Japan Politics Advantage

Kan’s proposal of the consumption tax was mishandled and freaked out the public. However, Japanese fickleness means that he can regain popularity for the tax through winning specific issues.  

Gavin Blair, 7/12/10, Correspondent for the Christian Science Monitor, Japan's new prime minister stumbles over consumption tax, 7/24/10, http://www.csmonitor.com/World/Asia-Pacific/2010/0712/Japan-s-new-prime-minister-stumbles-over-consumption-tax
Japan faces the prospect of political gridlock after the heavy losses suffered Sunday in upper house elections by the Democratic Party of Japan (DPJ), which has been in power only 10 months, and with a new leader appointed last month.  Having finally ousted the Liberal Democratic Party (LDP) after more than half a century of almost uninterrupted power, the DPJ has now managed to lose one leader and one election before its first year in government is out.  Voters were apparently unhappy with new prime minister Naoto Kan's recently announced proposal to double the consumption tax rate to 10 percent. This despite polls showing a majority of the public say such a measure is inevitable in order to fix the creaking state finances, and it also being the policy of the opposition LDP – Sunday's main electoral beneficiary.  "I touched on the consumption tax and the public may have felt it came all of a sudden. I also believe that my lack of explanation about it was a big factor," a tired and slightly shaken-looking Mr. Kan told a news conference in the early hours of Monday morning.  After the resignation of former Prime Minister Yukio Hatoyama – over political funding scandals and the issue of relocating a US Marine base on an Okinawa - the DPJ enjoyed a huge surge in popularity when Kan took over; only to see it evaporate again in the weeks leading up to the election.  After supporting the LDP almost unwaveringly for more than 50 years, the electorate seems to have become extremely fickle, with poll numbers falling and rising dramatically and frequently.  “The Japanese have become single-issue voters, swinging back and forth on just one issue, which this time was the consumption tax,” says Rei Shiratori, president of the Institute for Political Studies in Japan, “I’m concerned whether we can establish a mature democracy in this fashion.”  Japan is still going through a phase of “disalignment and realignment” as it breaks with the postwar status quo, according to Professor Shiratori.  As the election results were confirmed Monday morning, the DPJ emerged with 44 seats to the LDP's 51, though the governing DPJ remains the largest party in the less-powerful upper house due to the system of putting half the legislatures’ seats up for election every three years. The DPJ now holds 106 out of 242 seats. However, the lack of an overall majority means the opposition can now make it difficult for the government to push through its legislative program.  “The Japanese seem to have become like Americans and grown to like gridlock,” says Gerald Curtis, professor of political science at Columbia University and visiting professor at Tokyo’s Waseda University.  
The plan is a rallying point of the Japanese public. All corners of the political spectrum support it

ALLEN AND SUMIDA, 4/27/10, David, Chief of the Okinawa News Bureau, Stars and Stirpes (an independent military newspaper, winner of the 2010 National Headliner Award), and recipient of the Clarion Award for Hard News,  Chiyomi, Japanese and Okinawan journalist, Stars and Stripes, accessed 7/17/10, http://www.stripes.com/reporters/chiyomi-sumida?author=Chiyomi_Sumida
Tens of thousands of Okinawans swarmed to a sports complex at the Yomitan village center Sunday to express their opposition to constructing any new military base on Okinawa.  More than a third of the crowd wore yellow, a color suggested by the rally organizers to show their support of the Okinawa Prefectural Assembly’s call for immediately closing Marine Corps Air Station Futenma and moving the air units outside Okinawa. Yellow, organizers said, represents a yellow warning card used by soccer referees.  The rally began at 3 p.m., and traffic into the area along Highway 58 was still bumper to bumper two hours later. Organizers estimated 90,000 people eventually took part. Okinawa police did not release a crowd estimate.  Sunday’s event had the support of Okinawa’s political spectrum. Gov. Hirokazu Nakaima, an independent backed in the last election by the conservative Liberal Democratic Party, shared the stage with the members of more left-leaning parties, including Prime Minister Yukio Hatoyama’s Democratic Party of Japan.  It was the first time members if the LDP — the ruling party for more than 50 years before Hatoyama took office — attended an anti-base rally on Okinawa.  Just after Hatoyama took office in September, he initiated a review of a 2006 agreement with the U.S. to close Futenma and build a new airstrip for the Marine units on Camp Schwab and on reclaimed land in Oura Bay. The ministerial committee reviewing the plan scrapped the idea, and Hatoyama is studying alternatives.  He promised to come up with a plan acceptable to Okinawa, the U.S. and whatever community he selects to host the Marines by the end of May.  Sunday’s gathering was the largest demonstration on Okinawa since the island reverted to Japan in 1972 after 27 years of U.S. occupation.  It surpassed the 58,000 people who gathered in Ginowan in 1995 to protest the abduction and rape of a 12-year-old girl by two Marines and a sailor, an event that kicked off U.S.-Japan negotiations that resulted in a plan to reduce the size of the bases on Okinawa, including closing Futenma.
Kan needs bipartisan issues passed to legitimize his administration, regain popularity with the public, and pass key agenda items like the consumption tax

Yomiuri Shimbun 7/22/10 (engilish translation of the Daily Yomiuri, 3 hurdles await Kan before DPJ reelection, http://www.yomiuri.co.jp/dy/national/20100722TDY03T03.htm, 7/25/10)

Prime Minister Naoto Kan is keeping a modest attitude toward both ruling and opposition parties, to clear three political hurdles that await him before his Democratic Party of Japan presidential reelection bid in September.   The first hurdle is the opening of budget committees at the House of Representatives and the House of Councillors during the upcoming extraordinary Diet session.   The ruling coalition parties and the government agreed Tuesday to opposition parties' demands to hold the committee meetings in an atmosphere of collaboration between the ruling and opposition parties in the so-called divided Diet, where the ruling coalition parties control the lower house and the opposition holds a majority in the upper house.   However, the opposition parties are poised to use the budget committees to grill the government over political fund scandals and other problems involving the DPJ.   The second hurdle for Kan is the joint meeting of DPJ members of both Diet chambers that might be held late this month.   At the meeting, Kan most likely will face grilling over his responsibility for the DPJ's serious electoral setback in the recent upper house poll.   The third hurdle is whether Kan can win Cabinet approval for guidelines on ministries' budget allocation requests for fiscal 2011 late this month as scheduled.   "I apologize for forcing you to fight a very difficult election campaign because I suddenly referred to the consumption tax issue," Kan said Tuesday afternoon at the party's first executive board meeting held after the upper house election.   "Please kindly allow me to restart [my efforts] and take charge of government," he said.   At a joint meeting of government and DPJ leaders held prior to this, Kan also showed willingness to hold budget committee meetings during the upcoming Diet session.   Kan was assuming a modest attitude because he believes setting a political agenda that seeks to overcome the divided Diet will directly lead to his administration's stability and his reelection as party president, a source close to the prime minister said.   However, the opening of the budget committees could be a double-edged sword for Kan because the opposition parties are going to press the government hard over "money politics" involving former Prime Minister Yukio Hatoyama and former DPJ Secretary General Ichiro Ozawa; the relocation of the U.S. Marine Corps' Futenma Air Station in Okinawa Prefecture; and friction among members of the ruling coalition parties and the government over a possible increase of consumption tax rate.   "The DPJ hasn't dealt properly with the issues of politics and money," said Jiro Kawasaki, chief of the Liberal Democratic Party Diet Affairs Committee.   Kawasaki said people close to Hatoyama and Ozawa could be summoned to the upper house as unsworn witnesses over the issues.   He also plans to grill the prime minister over his decision to retain Justice Minister Keiko Chiba in her post after she lost her Diet seat in the recent upper house election.   Even within the DPJ, the atmosphere is not necessarily friendly to Kan.   DPJ leaders plan to hold a joint meeting of party lawmakers at the end of this month to reflect on the results of the latest election.   "We lost the upper house election by scoring 'own goals' again and again," said some DPJ members close to Ozawa, blaming Kan's leadership.   One DPJ leader expressed strong concern and predicted the joint meeting of DPJ lawmakers would not end peacefully.   Some Cabinet ministers expressed frustration over discussions on the budgetary request guidelines for fiscal 2011, which is scheduled to receive Cabinet approval at the end of this month.   "Across-the-board cuts won't make a well-modulated budget," they said.   Some members of the DPJ were even sarcastic about Kan's leadership.   "We'll just wait and see how the prime minister clears the three political hurdles--the budget committees, the joint meeting of DPJ lawmakers and the budgetary request guidelines," they said. 
IMF confirms a higher consumption tax for Japan is key to the Japanese economy 
Dickie 7/15/10 (Mure, journalist for the Financial Times; FT.com, IMF urges Japan to raise consumption tax, http://www.ft.com/cms/s/0/19e3ac02-8fca-11df-8df0-00144feab49a.html, 7/19/10) 

The International Monetary Fund has urged Japan to start raising its consumption tax from 5 per cent next year to help restore fiscal sustainability.  The call for a gradual rise to a possible 15 per cent "over several years" could strengthen the hand of fiscal conservatives in the ruling Democratic party, which is under heavy pressure after its defeat in upper house elections last weekend.  Mr. Kan has since apologized for raising the issue "suddenly", and promised not to raise the consumption tax before the next general election, which is not due until 2013.   Japan’s continuing recovery from its worst economic downturn since the second world war created new space for fiscal action, however, when the Bank of Japan on Thursday forecast that real economic growth for the year ending March 2011 would be around 2.6 per cent, an increase from its previous forecast of 1.8 per cent.   The central bank left monetary policy unchanged, holding its main policy rate at the meagre rate of 0.1 per cent.  In proposals issued after its regular review of the Japanese economy, the IMF said action on tax should be an early part of the government’s strategy to cap government bond issuance at current levels and target a primary budget balance by 2020.  "The IMF believes Tokyo’s new fiscal strategy would be boosted by a gradual increase in the consumption tax, and that adjustment should begin next year," the international institution said.  An IMF staff report said increasing the tax to 15 per cent starting from April could generate revenue equivalent to 4 to 5 percent of gross domestic product.  "This measure could be combined with a reduction of personal income tax allowances and corporate tax reform to stimulate domestic investment," the report said.  Opponents of a consumption tax rise in Japan say a hike would further suppress anemic domestic demand and risk plunging the economy back into recession. A raise in the rate from 3 per cent to 5 per cent in 1997 was quickly followed by a harsh downturn.  However, staggering an increase over an announced number of years – an approach also endorsed by the Keidanren, Japan's most influential business lobby – could spur consumption during the transition by encouraging consumers not to defer purchases.  It is unclear how willing the DPJ will be to invest further political capital in the issue following last weekend's upper house defeat, which some analysts say could lead to Mr Kan's ouster at a party leadership election scheduled for September. 

Japanese economy is on the brink of collapse
Sox First 3/30/10 (Japan's economic collapse, http://www.soxfirst.com/50226711/japans_economic_collapse.php, 7/19/10)
The Japanese economy is sinking fast with the industrial output of the world's second biggest economy shrinking 9.4%.  Last week, we had reports of retail sales in Japan falling 5.8% and Macquarie Securities has told Bloomberg that deflation has taken over again. Japan's finance minister Kaoru Yosano has told The Wall Street Journal that the country's economic stimulus package will "far exceed" 2% of gross domestic product.  But the real question where should the money be spent?  Economists now warn that Japan should not do the usual thing and spend the money on the usual crap of roads and bridges and instead focus on the environment, medical care and support for households, anything that would boost productivity. Based on the views of its ruling party, no one is expecting that to happen. 

Japan is Key to the US and World economy

Amadeo 12/29/10 (Kimberly, About.com Guide, Japan's Recession - What Caused Recession in Japan, and How It Affects the U.S., http://useconomy.about.com/od/grossdomesticproduct/a/Japan_Recession.htm, 7/19/10)
Japan's recession became official in Q4 2008 when GDP growth plummeted 12.9% from a year earlier, the worst decline since the 1974 recession. Japan's economic collapse was a shock, since Q3 growth was only down .1%, following a decline of 2.4% in Q2 2008. The severe downturn was a result of slumping exports in consumer electronics and auto sales, 16% of Japan's economy and a driving force behinds the country's economic revival from 2002-2008.   Japan's economy had only recently recovered from the deflation that hobbled it in the 1990's. Japan's economy was up 2.1% in 2007, and 3.2% in Q1 2008, leading many to believe it had finally grown out of its decade-long recession.   Japan's Importance to the Global Economy Japan is the world's fourth largest economy (after the EU, U.S. and China), so its decline would drag down the global economy, as well. Japan also hires temporary workers from nearby South Asian countries, who are now being laid off in droves.   To combat recession in the 1990's, the Bank of Japan had lowered interest rates to 0% and bought U.S. Treasuries, keeping the yen low which made exports competitively priced.   The low yen caused investors to borrow money in yen at a low interest rate and invest it in higher-paying currencies, such as the dollar. This was known as the yen carry trade, and created much liquidity in the global marketplace. Last year, the yen carry trade collapsed, and the yen skyrocketed. The stronger yen made Japanese exports less competitive at a time when demand had fallen in the U.S.   Why Japan's Economy is Important to the U.S. The Bank of Japan has traditionally been the largest holder of U.S. Treasuries. It did this to keep the yen low relative to the dollar, which kept Japan's exports competitive. This strategy caused Japan's debt to be 182% of total GDP output, weakening its economy. (Source: CIA World Factbook)  A low yen made Japan's auto industry very competitive. This was one reason that Toyota became the number #1 auto maker in the world in 2007.   A recession in Japan could cause it to purchase less Treasury bonds at a time when the U.S. is issuing more bonds to finance the economic stimulus bill and bailouts. Lower demand and greater supply of Treasury bonds will cause yields to rise, thus raising interest rates, further depressing the housing market. 
U – Economy Low
Japan’s economy is unstable 

Halloran 08 (Richard, Military correspondent to the New York Times, Journalist for the Washington Post, Japan sliding, 7/14/10) http://www.lexisnexis.com.proxy2.cl.msu.edu/us/lnacademic/results/docview/docview.do?risb=21_T9736665902&treeMax=true&sort=RELEVANCE&docNo=12&format=KWIC&startDocNo=1&treeWidth=0&nodeDisplayName=&cisb=22_T9736665904&reloadPage=false, 7/14/10)
An Australian intelligence agent in Tokyo many years ago was asked what was his nation's essential interest in Japan. Without hesitation, he said: "To keep Japan onside." He explained Australia did not want Japan to slide back into the disastrous aggression of the 1930s and '40s.  A senior U.S. military officer in Japan said more recently that "U.S.-Japan relations are built on a solid alliance." He added, however, "This is a really high-maintenance alliance," meaning Americans had to nurture relations with Japan daily to prevent Tokyo from sliding back into the passive and pacifist mode that has marked much of the postwar era.   Few fear Japan will again to send its armies through China and Southeast Asia to the gates of India. But there is concern that Japan's alliance with the United States is eroding because the United States, notably the Bush administration, has not engaged in the required "high maintenance" to keep Japan "onside" in the Asian political and security game.  In a study released this week, the Chicago Council on Global Affairs said many Japanese commentators "have worried that the United States is losing interest in Japan. Japanese anxiety about the American commitment to the alliance has grown out of the Bush administration's active (and to many Japanese, unconditional) engagement of North Korea since 2007."  The council asserted: "This new dynamic has evoked memories of 'Japan passing,' a phrase coined during President Bill Clinton's nine-day visit to China in 1998," by passing Japan. Actually, "Japan passing" has even earlier roots, as when President Richard Nixon pursued normalization of relations with China in 1971 without informing the Japanese.  This long-simmering anxiety in Tokyo appears to have spurred Japan to cultivate its own relations with China. Japan's new prime minister, Taro Aso, said in Beijing 10 days ago. "It is difficult to name other countries as important to Japan as China is."  Japanese leaders have been uncharacteristically candid in expressing dismay over U.S. concessions to North Korea in taking ...   ... Afghanistan, plus what Bush officials call the global war on terror, has left them little time to pay attention to relations with Japan.  Another long submerged concern, that the United States might not defend Japan against attack, has also reappeared, even if behind closed doors. Japanese leaders have asked American officers whether Japan can count on the United States to maintain a nuclear umbrella over Japan.  Moreover, Japanese have seen little to choose between the Democratic candidate for president, Sen. Barack Obama of Illinois, and his Republican opponent, Sen. John McCain of Arizona. Neither had said much about Japan during the campaign that, thankfully, ended Tuesday.  The campaign literature for both had been routine boilerplate. Mr. Obama said: "The alliance demands, and is deserving of, close political cooperation and coordination at every level, reflecting the key role Japan plays as anchor of U.S. economic and security interests in the region and across the globe."  Similarly, Mr. McCain said: "The U.S.-Japan alliance has been the indispensable anchor of peace, prosperity and freedom in the Asia-Pacific for more than 60 years, and its importance will only grow."  Thoughtful Japanese views can be found in a series of essays published in English by the Japan Institute of International Affairs, a think tank headed by Yukio Satoh, Tokyo's former ambassador to the United Nations.  The ...   ... terror, said Koji Murata, a political scientist at Doshisha University in Kyoto, and the last-minute notification of Japan of that action left Japanese with a "sense of abandonment" on one hand and a fear of being "entrapped" in U.S. strategy on the other. "This," Koji Murata wrote, "is certainly a crisis for the Japan-U.S. alliance."  A strategic thinker, Yukio Okamoto, was pessimistic about the immediate future. "It would be a mistake for Japan to lapse into complacency regarding the expectations a new U.S. administration may have for the security relationship."  "A jolt of new ... 

Kan says economy will collapse 

Irish Sun 6/11/10 (Economic collapse may come says Japanese PM, ttp://story.irishsun.com/index.php/ct/9/cid/3a8a80d6f705f8cc/id/646272/cs/1/, 7/15/10)
Japan PM Naoto Kan has suggested the Japanese economy needs a make-over, similar to the one taking place in Greece.  The new premier, Naoto Kan, has warned that Japan must change or face the risk of collapse under its huge debt mountain.  In his first major speech since taking over, the PM said Japan needs a financial restructuring to pay off outstanding public debt in order to avert a Greece-style crisis.  he said: "Our country's debt is huge. Our public finances have become the worst of any developed country. It is difficult to continue our fiscal policies by heavily relying on the issuance of government bonds. Like the confusion in the eurozone triggered by Greece, there is a risk of collapse if we leave the increase of the public debt untouched and then lose the trust of the bond markets."  After years of borrowing, Japan's debt is twice its gross domestic product 
U – Gridlock Now
Kan can’t pass agenda items now

Financial Times, 7/26/10, Schroders sees Japan poll woes, LN, accessed 7/26/10
 Foreign investor concern about Japan is likely to remain after prime minister Naoto Kan's Democratic Party of Ja-pan (DPJ) suffered heavy losses in this month's elections, according to Schroders  Just six weeks into his first term, Mr Kan faces a possible power struggle following the party's failure to win an overall majority in the upper house of Japan's legislature, potentially leading to a seventh PM in four years if he is dis-placed. Nathan Gibbs, manager of the Japan Alpha Plus fund at Schroders, said: "The DPJ's failure to secure a majority in the national elections will do little to ease concerns of foreign investors. "The government now finds itself facing a struggle to pursue its agenda as proposals to raise taxes and reduce the government deficit meet heavy opposition from coalition parties. "According to the Ministry of Finance, Japan's outstanding liabilities could reach 204 per cent of GDP in 2011, the highest of any developed nation in the world." Mr Gibbs said while Japan's "very low" interest rates helped make this sustainable, investors remained sceptical about the DPJ-led coalition's ability to gain traction on key proposals needed to curb the country's growing debt. Analysing the effect on the market, Mr Gibbs said the outcome was worse than expected and increased the chance of political deadlock for the next couple of years. "Any policies aimed at more radical reforms are likely to be blocked in the upper house," he said. "The ramifications for the region's equity market would be both positive and negative, adding a reduction in corpo-ration tax appearing to have broad political support and could still be enacted but a rise in consumption tax much less likely. "This was one of the key themes associated with Mr Kan going into the election, and the defeat has effectively weakened his mandate for pushing through unpopular policies," Mr Gibbs said. Political collaboration now only looks likely on a case-by-case basis, he added, and while the situation would be seen as a "mild negative" due to delaying the prospect of progress on the domestic economy, he believed the positive side would be a reduced risk of fiscal policy being tightened too early in the recovery. 
U – Popularity Low

Polls show Kan’s popularity is low

XinhuaNet, 7/14/10, China’s largest news agency, Approval rate for Kan's Cabinet further declines: Polls, 7/25/10 http://news.xinhuanet.com/english2010/world/2010-07/14/c_111952535.htm

The support rate for Japanese Prime Minister Naoto Kan's Cabinet plunged to 38 percent, a latest opinion poll of the Yomiuri Shimbun newspaper, a major daily in the country, revealed Wednesday.  It was a noticeable drop from 45 percent in the previous survey in early July. The latest survey, which was conducted by the paper between Monday and Tuesday, showed the disapproval rate had risen to 52 percent from 39 percent.  The paper surveyed 1,831 households with eligible voters. About 58 percent of them responded.  A similar survey by Kyodo News showed Tuesday that the disapproval rate for Prime Minister Naoto Kan's cabinet had risen to 52.2 percent, compared with its approval rate which had plunged to 36.3 percent.

Links: Troop Removal Key

Removal of Marine presence is the key internal link to regaining public support. The plan would be a huge win for Kan

DAISUKE WAKABAYASHI And YUKA HAYASHI 7/12/10, Staff Writers for the Wall Street Journal, “Weakened Kan Faces Deadlines on Okinawa”, accessed 7/24/10, http://online.wsj.com/article/SB10001424052748703580104575360660021162180.html

 Sheila Smith, a senior fellow for Japan at the Council on Foreign Relations, said the sense of betrayal and anger by Okinawans toward the central government is so strong that changing the sentiment will be very difficult.  "The situation is probably the worst it has ever been in terms of political sensitivity," said Ms. Smith, who has followed the Okinawa issue closely.  In a statement Friday asking Japan and the U.S. to review the base-relocation agreement, the Okinawa prefectural assembly said the pact went "over the heads" of the locals and ignored the protests of the people who want the base moved off the island.  On July 2, the mayor of Ginowan City, the current home to the Marine base, said his city was considering suing the Japanese government for neglecting to remove the danger posed on its citizens from the air base. The city also plans to seek financial compensation for the damage it says has been suffered by its residents.  The mayor, Yoichi Iha, has become a national figure with his eloquent opposition to the base. He is among the potential candidates for a November race for governor of Okinawa—an important role, because the governor must approve the start of construction for a new facility. Nago, the coastal city where the proposed base would go, is holding an election on Sept. 27 for its assembly council. If both elections are dominated by vocal opponents of the base relocation, it could undermine the agreement. 

IL: Credibility

Regaining voter trust is key to Kan’s having a successful administration
Japan Economic Newswire, 7/26/10, Japanese editorial excerpts, INTERNATIONAL NEWS, LexisNexis, accessed 7/26/10
In a recent Asahi Shimbun survey, only 32 percent of the respondents said they had put much importance on Kan's remarks and actions concerning the consumption tax in making their voting decisions in the Upper House poll. That compares with 57 percent who said they had not. The survey also showed 63 percent called for a debate for a consump-tion tax hike.

The point was not public aversion to a consumption tax hike. It was the sentiment among voters that the govern-ment cannot be trusted with their money.

Kan initially enjoyed strong public support because he showed a commitment to end old politics, such as the role of special-interest money and patronage, through his choices for the Cabinet and party executive posts.

Kan must not misread the voter message. The election loss has made it all the more important for him to step up his efforts to lead the nation away from old politics.

If he gives in to political pressure for irresponsible spending increases, he would effectively contradict himself.

If he is worried about the upcoming party leadership election, Kan should do his best to focus on regaining the trust of voters instead of compromising his own principles to please his critics within the party. Kan should speak more to the public about his policies.  (July 26)

Consumption Tax Good

Japan’s Consumption tax will save the country’s economy 

Irishtimes.com 6/22/10 (Japan sets new economic targets, http://www.irishtimes.com/newspaper/breaking/2010/0622/breaking10.html, 7/19/10)
Japan set ambitious targets to rein in its debt today but admitted they would not be met even under its rosiest growth scenario, increasing the likelihood of politically contentious tax hikes to fill deep fiscal gaps.  In a sharp turnaround from his predecessor, new prime minister Naoto Kan has made fiscal reform a top priority ahead of an upper house election next month, vowing to consider doubling the 5 per cent sales tax, although not for at least two or three years.

  Credit ratings agency Moody's welcomed the plan as a step in the right direction to fiscal health, but analysts said the long-mooted rise in the consumption tax was vital for the targets to be met.  Investors will be watching to see how the tax reform debate progresses after the upper house election, which Mr. Kan's Democratic Party needs to win to smooth policymaking.  Today's plan did not factor in any tax hikes but said the government should reach an early conclusion on overhauling the sales tax and other taxes. The fiscal programme supported government bond prices, with the benchmark 10-year futures prices edging near a two-year high hit earlier this month.  Ratings agencies have threatened to cut Japan's sovereign debt rating unless it shows a credible plan to rein in its debt.  Economists say the government needs to commit to raising the sales tax to 15 percent or even 20 percent over the next 10 to 15 years to pay for rising social welfare costs and a commitment to hike tax is needed to make its fiscal plans look credible.  But many also worry tax hikes could hurt growth. The plan lacked specific ideas of how to meet its long-term aim of achieving budget balance targets and reducing its debt-to-GDP ratio - now estimated at nearly twice the size of GDP, the worst in the developed world.  Mr Kan has put a debate on a consumption tax hike at the heart of the Democratic Party's campaign for the upper house poll, which the party needs to win to ensure smooth policymaking.  Coalition dynamics could complicate the push for fiscal reform if the Democrats fall short of a majority in the upper house, which can delay bills, although analysts say a future sales tax rise is inevitable.  Japan's 5 per cent consumption tax rate is among the lowest in major economies. It compares with 17.5 per cent in Britain, 19 per cent in Germany and Greece, 10 per cent in South Korea as of January 2010. New York City imposes a 8.875 per cent sales tax, according to the Cabinet Office.  The government pledged to do its utmost to keep new debt issuance in the year to next March at or below about the 44 trillion yen ($483 billion) that has been earmarked for this year, while aiming to steadily reduce bond issuance thereafter.  The government still has a massive pool of bank deposits to fund its deficits in the near term. But fears that this could change in the long term as an ageing population starts drawing on savings have led to a rise in demand for protection against the risk of default in Japanese government bonds in the credit default swaps market.  To ease such concerns, the plan calls for Japan to bring its primary budget balance into the black within a decade - a goal it has not met since the bursting of an asset bubble early in the 1990s. The primary budget balance, which excludes revenue from bond sales and debt-servicing costs, is estimated at 30.8 trillion yen, or 6.4 per cent of GDP in the current fiscal year.  From fiscal 2021/22 the government will aim to stably lower the debt-to-GDP ratio.  But the Cabinet Office estimated that neither the budget balance goals nor the debt-GDP ratio goals could be met under the government's growth strategy, which aims for an average 2 per cent real growth by fiscal 2020/21 
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