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While economic growth is indispensable for fiscal consolidation, there can 
be no sustainable growth without fiscal consolidation. Along with enhancing 
growth potential, the Integrated Reform of Expenditures and Revenues is the top 
priority under the Abe Cabinet and should be tackled steadily in line with the 
"Basic Policies 2006." As the expenditure reform has just started, maximum 
efforts should be made for the FY 2008 budget, as done for the FY 2007 budget. 

1. How to advance the Integrated Reform of Expenditures and Revenues in FY 
2008 

- The expenditure reform should be fully implemented. The reform of major 
expenditure items should be brought into shape in the "Basic Policies 2007" 
- In line with principles of budget formulation (see Note) provided in the 
"Direction and Strategy for the Japanese Economy," a newly required 
expenditure should be financed by an expenditure cut in the other areas. 
- Integrated Reform of Expenditures and Revenues should be promoted while 
checking whether it is consistent with medium-term targets of fiscal consolidation 
in line with the "Direction and Strategy." 
- Full discussion and specific discussions on fundamental tax reform will be 
conducted from this autumn. In order to proceed smoothly with the discussions 
above, basic framework of the tax reform should be considered. 

2. Tackling expenditure reform 

(1) Social security 
- Through reform measures such as the correction of high-cost structure, the 
Government should definitely achieve targets described in the "Basic Policies 
2006" (a 1.1 trillion-yen cut in national government expenditure growth and a 1.6 



trillion-yen cut in national and local governments expenditure growth). 
- Based on the formulation of the "high-cost structure correction program," the 
Government should show the way for reforms needed to achieve targets described 
in the "Basic Policies 2006" by the end of this year. 

(2) Public investment 
- Following the FY2007 budget cut, maximum cuts should be implemented for the 
FY 2008 budget through all-out efforts to thoroughly terminate collusive bidding, 
reduce costs further, pursue priority to truly essential public investment and 
make fine-tuned responses to local needs. 

(3) Personnel cost of civil servants 
- The Government should aim to implement further personnel reduction in 
central and local governments by eliminating overlaps of the operations between 
central and local governments and pursuing their efficiency through promotion 
of decentralization reform. Wage levels of regional private sectors should be 
further reflected in those of civil servants. 
- These reforms should be promoted to implement further reduction of the 
personnel cost of civil servant. 

(4) Other expenditures (including Education, Science and Technology, and ODA) 
- Maximum cuts should be implemented in line with the "Basic Policies 2006." 

3. Basic philosophy of tax reform (another paper) 



Note: 

Principles of Budget Formulation (from “the Direction and Strategy for the 


Japanese Economy”) 


Principle 1: Economic growth should be led by private demand, and policies to 
augment demand by increasing public spending should not be adopted 
to bolster an economy. 

Principle 2: An increase in tax revenue beyond prior estimation should not be 
allocated easily to expenditure, but instead will be allocated to 
reductions of taxpayers’ future financial burdens. 

Principle 3: In order to achieve both economic growth and fiscal consolidation, 
weight will be given to a medium-term viewpoint. 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 

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 public should be thoroughly carried out. 


