
Provisional Translation 

On Formulating “Course and Strategy” 

December 14, 2006 
Takatoshi Ito 
Uichiro Niwa 
Fujio Mitarai 

Naohiro Yashiro 

In the process of formulating the planned new medium-term policy, the following points 
need particular attention. 

1.	 Consistency Between Economic Growth and Fiscal Reconstruction 
Maintaining consistency between economic growth and fiscal reconstruction is the 
basic principle of the Abe Cabinet’s economic policy. To do this, it is necessary in 
each of the next five years to formulate a budget while keeping track of economic 
conditions and the progress in fiscal reform. “Course and Strategy” should be used 
as a key tool for achieving this goal, and this approach should be clearly reflected in 
the process of budget formulation. 

2.	 Government Reform that Wins Public Support 
In order to enable a “departure from the postwar regime” as called for in “Course 
and Strategy,” drastic reform of the public sector is essential. Areas of government 
reform that need further intensive deliberation are as follows. 

(1) Reform of policy-based finance 
Reform plans for policy-based finance now under consideration should be 
worked out based faithfully on the Law on Administrative Reform Promotion, 
the “Key Policy for Administrative Reform” and the “Institutional Design 
concerning Policy-based Finance,” with particular emphasis on the following 
points. The plans should thus be designed to prevent the reversal of the reform. 

►The new financial institution to be established to take over the operations of 
various existing institutions engaged in policy-based finance must be structured 
in a way to allow it to function as an integrated entity in accordance with the Law 
on Administrative Reform Promotion, with unified control of administration and 
other back-office operations that are common to different lines of business. 
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►Government involvement should be completely excluded from the successor 
institution to the Japan Finance Corporation for Municipal Enterprises. In order 
to avoid the problem of moral hazard in the management of the new entity, it is 
also important to secure the participation of outsiders in management decisions 
and corporate governance. With regard to lending operations, the new entity 
should concentrate on the role of complementing private-sector financing, thus 
limiting the amount of its loans. 

►For the Development Bank of Japan and the Shoko Chukin Bank, both of which 
are set to be privatized, full privatization must be carried out with government 
involvement completely excluded. 

--Under the current reform plan, Development Bank of Japan is set to continue 
raising funds through the issuance of government-guaranteed bonds and 
financing from the fiscal loan and investment program during a transition 
period before full privatization. After full privatization, however, fund-raising 
activities that take advantage of government credit and involvement in this way 
should be abolished. 
--With regard to the Shoko Chukin Bank, a further examination should be 
conducted on the validity of limiting the bank’s shareholders to associations of 
small and medium-size companies and its members after full privatization. 

(2) Reform of independent administrative agency 
For individual administrative agencies, a review is under way following reform 
assessments conducted at the end of the period for achieving a medium-term goal, 
with a view to working out measures to improve their efficiency, including the 
abolition and consolidation of their administrative and business operations. After 
the review, reform should be pursued further, requiring that “market testing” 
should be fully introduced to subject the agencies to performance assessment 
with regard to their administrative and business operations based on comparisons 
with the performance of private-sector operators engaged in similar businesses. 

2



