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"RESEARCH REPORT ON NEW FUNDING SERVICES FURNISHED BY GOVERNMENT FINANCIAL INSTITUTIONS'

SUMMARY

This study attempts to capture the major environmental changes, particularly changing financia
markets and reforms to special public corporations, facing government financial institutions and the
new orientations these changes are bringing to their operations. This study also investigates the
position of government financial institutions as investment targets for Postal Savings funds and Postal
Life Insurance reserves.

Government financial institutions lend long-term, fixed interest, subsidized funding to areas such as
housing, small-business, regional development, agriculture, forestry, and fisheries-areas that
ordinary, private financia institutions have difficulty servicing. This lending has achieved significant
results in job creation, living standard improvement and infrastructure enhancement. Government
financial ingtitutions also have played a countercyclica role by increasing their lending during periods
of economic slump.

However, some government financial institutions have been in operation for more than 50 years, and
over that time the business environment has substantialy changed, including changes in financial
markets, changes in the demand for funds, reforms to government administration and reforms to the
Fiscal Investment and Loan Program (FILP). More recently, government financia institutions have
come under criticism for crowding out the private sector and adding to fiscal burdens because their
share of the lending market has increased, as have their subsidies from the General Accounts. A
Cabinet resolution of December 2001 approved a plan to consolidate and rationalize specia public
corporations, including the dissolution of the Government Housing Loan Corporation. The Council on
Economic and Fiscal Policy hasinitiated a review of the organization and operations of the remaining
institutions.

There is a wide variety of opinion on the funding services furnished by government financid
ingtitutions. There is, for example, room for cost reductions in the provision of direct financing by
reviewing borrower digibility requirements and the financia techniques employed. There are adso
areas that could be covered by private financia institutions but will continue to require public sector
involvement and support by, for example, government institutions ensuring that funding supplies are
stable. From the standpoint of policy implementation, there may also be areas where fiscal means are
more suitable than financial. In the future, the funding services provided by government financial
ingtitutions will require appropriate reviews of the justification for the policies under which they
operate and the rationality of the means used to achieve their targets.

Reforms to the Fisca Investment and Loan Program (FILP) authorized the Postal Savings System to
begin managing its own funds in April 2001, and because of this the system is now more rigorousin
its selection of investment targets and in its requirements for quality, stable bonds in which to invest.
The same trends have been seen in investments and loans to government financial ingtitutions. FILP
agency bonds are given the same rating as ordinary government bonds, but special public corporation
reforms have created wide breadth for changes in organizations and operations, and as a result, trends
in this areawill require continued monitoring.
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