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The FY2007 budget is the first budget to be formulated under the 
Abe Cabinet. It is essential to give priority to the areas related to 
“Innovative Growth” as well as to steadily implement the five-year 
expenditure reform stipulated in the Basic Policies 2006. At the same 
time, the real fiscal conditions and the progress for the targets should be 
explained in a more transparent manner for the better understanding of the 
people. The following are especially important in the FY2007 budget. 

1. The principles below should be confirmed in budget formulation under 
the Abe Cabinet. 

Principle 1: Economic growth should be led by the private demand. 
Policies to augment demand by increasing public spending should not 
be adopted. 

Principle 2: An increase in tax revenue beyond prior estimation should be 
used for reducing future burdens of people instead of spending out 
easily. 

Principle 3: Medium-term fiscal management should be sought in order to 
make economic growth and fiscal consolidation go in tandem. 
Namely, fiscal consolidation should be undertaken in a flexible manner: 
accelerating the pace of fiscal consolidation with rising tax revenue in 
the period of economic recovery, but slowing the pace with declining 
tax revenue during recession (note). 

Note: Since the 1990s, developed countries such as Australia, New Zealand, the U.K. 
and Sweden have succeeded making responses to short-term economic fluctuations and 
fiscal consolidation compatible by controlling budgets over a medium-term horizon. 
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Principle 4: A new expenditure increase should be financed in principle by 
an expenditure cut in the other areas. 

Principle 5: The accountability in the budget should be carried out 
thoroughly. 

2. The above principles should be applied to a supplementary budget as 
well. Our Council needs to present basic ideas and fulfill the 
accountability. 

The expenditures in the supplementary budget for FY2007 should be 
strictly limited to disaster relief measures which match directly an urgent 
desire of people for safety and security in life. The remaining tax 
revenue beyond prior estimation should be used for reducing new 
government bond issuance. The government should strictly avoid 
conducting “economic stimulus measures” to support growth by stepping 
up demand with a supplementary budget because such expenditures will 
directly lead to an increase in burden of future generations. 

3. The scale of general expenditure for the FY2007 budget should remain 
restrained following the reform efforts for the last five years.  The 
expenditure reductions below should be implemented to forward the Basic 
Policies 2006 steadily: 

[1] In public investment, national and local governments should cut the 
spending by 3 % over the previous fiscal year in nominal terms 
respectively. 

[2]	 In the social security, the national government should reduce the 
expenditures by 220 billion yen. 

[3] Other expenses should be reduced by 3% in principle. 
[4] Expenditures by local governments should also be reduced in line with 

the Basic Policies 2006. 
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The Minister of Finance is requested to report to the Council on the 
relation between Guidelines on Budget Requests and the draft budget of the 
government. 

4. To realize the expenditure reform under the Basic Policies 2006, it is 
required to establish an institutional framework to manage the budget over 
several years by checking that annual budget is within the range of 
achieving the five-year expenditure target. For this, the following 
measures should be taken: 

[1] The Council should check at pivotal points of budget formulation (note) 
if annual budget and a supplementary budget follow the above principles 
and if they remain within the range of achieving the medium-term target. 

Note: These are when drawing the Overall Picture of Budget, deciding the draft budget 
of the government, compiling a supplementary budget, etc. 

[2] To this end, the Cabinet Office should report to the Council the relation 
between annual draft budget and the target for expenditure cut of 11.4 to 
14.3 trillion yen in the Basic Policies 2006, the prospects of the primary 
balance of the national and local governments toward FY2011 
considering expected tax revenues, and an update of “required amount” 
of 16.5 trillion yen in the Basic Policies 2006 for bringing the primary 
balance into surplus in FY2011. 

[3] At that time, the Ministry of Finance and the Ministry of Internal Affairs 
and Communications should promptly provide relevant information for 
estimation to be conducted by the Cabinet Office. 

[4] The path toward achieving a medium-term target should be indicated 
annually in a new medium-term guideline, “post-Structural Reform and 
Medium-term Economic and Fiscal Perspectives.” The annual Basic 
Policies should include the required amount to achieve the target in the 
remaining period together with an outline of the expenditure reform. 
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