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1. Social Capital Development suitable for Japan in 21st Century 
・It is necessary to encourage social capital development under a new philosophy 
and new rules as Japan faces structural changes such as a declining population, 
severe fiscal situation, the need for decentralization and a rise of environmental 
restrictions. 
・At the same time, now is the time to carry out reform in ways to dispel national 
skepticism over the implementation process of public works projects (see attached 
paper). 

2. New Principles concerning Social Capital Development/Public Investment 
・The principles such as the following should be applied to future social capital 
development/public investment. 

Principle 1: To review projects and objectives that were formulated in the past in 
light of the economic and social changes that have occurred since 
their formulation (a sharp slowdown of economic growth, a 
downward trend of birthrate, etc.) 

*Real growth rate 8.2% in FY1970 → 2.4% in FY2005. 
* Total fertility rate 2.13 in 1970 → 1.26 in 2005. 

Principle 2: To place emphasis on efforts to maintain and extend the life of 
existing capital, rather than on those to make new public investment. 

The Government should accord the efforts to maintain and extend the life 
of existing capital priority over those to make new public investment that 
would tie up resources in a fixed state for dozens of years to come, as 
Japan is likely to experience drastic changes in the flow of populations 
among regions and industrial structures in addition to a declining 



population. 

Principle 3: To promote effective utilization of social capital based on the 
“compact city” concept. 
The Government should design social capital taking into account the 
expected change in the future population distribution and other factors. 

Principle 4: To set outcome targets for public investment projects as a general rule 
without including information on the amount and volume of projects 

The ongoing reform efforts should be continued so as to promote 
efficient project implementation with due consideration for severe fiscal 
restrictions. 
In addition, the CEFP should also conduct deliberations on a 
“medium-term plan for a concrete vision of future road building” which 
will be formulated in 2007 based on the “Concrete Measures regarding 
Review of specific Tax Revenues Earmarked for Roads Projects” (Cabinet 
Decision on December 8, 2006). 

Principle 5: To fully introduce rigorous project evaluation through measures such 
as monitoring all of it by a third-party body so as to facilitate the 
selection of truly necessary public investment projects. 

Ex ante valuation is quite important as social capital cannot be reversed 
once they are completed. The existing third-party body conducts only 
revaluation and post-implementation evaluation, but it is necessary to 
rigorously monitor the entire process of social capital including at the time 
of project adoption. 

Principle 6: To conduct deliberations at CEFP on cases in which public investment 
fail to achieve estimated results after their completion and reflect the 
deliberations in area-by-area budget allocations. 

Principle 7: To simplify and clarify the roles and responsibilities of the central and 
local governments with regard to public investment. Subsidized 
projects should be transformed into unsubsidized ones so as to make 



fine-tuned responses to local needs. 

3. Continuation of Expenditure Reform 
・As the expenditure reform has just started, it is necessary for the Government to 

make maximum reform efforts with regard to overall expenditures for the FY 
2008 budget, as seen for the FY 2007 budget. 

・There appears to be significant room for further cost-reduction in public 
investment, given that: 

1) illegally-gained profits accounted for approximately 20% of the contract value 
on average in the past bid-rigging cases. (See Fig. 1). 
2) increased use of open and competitive bidding in central and local governments 
is expected to lead to lower successful bid prices (See Fig. 2&3). 
3) the room for cost-cut in public works is deemed as not small, based on a 
comparison of construction costs between the public and private sectors (See Fig. 
4), although simple comparison may not be entirely precise. 

・It is important to reduce public investment expenditures from the previous year 
under the FY2008 budget by ▲3% in nominal terms through cost-cut efforts and 
by making fine-tuned responses to local needs. In addition, the Government should 
continue similar reform efforts over the three years through FY2011. 

・With regard to cost-cut, it is necessary to make sure to implement the current 
program and continue reduction efforts by drawing up a new program for 
FY2008 and thereafter. At the same time, it is necessary to tap private-sector 
know-how and funds by further utilizing the PFI (private finance initiative). 



(Attached Paper) 
Toward Elimination of Bid-Rigging 

○Substantial Expansion of the Scope of Public Work to Which Open and 
Competitive Bidding 
・Although open and competitive bidding is due to be extended to construction 
works, under the jurisdiction of the Ministry of Land, Infrastructure and 
Transport, that are worth 100 million yen or more within FY2007 and to those 
worth 60 million yen or more within FY2008 in the current principle, it should be 
revised to extend open and competitive bidding to all public works at an early time 
(within three years, for example). 

・The same step should be taken with regard to local governments. 

○Introduction of Harsher Punishments 
・Punishments for illegal activities such as bid-rigging (suspension of business 
operations, prohibition of participation in bids, etc.) should, in light of the 
persistence of such activities, be strengthened, for instance, by extending the 
period of bid participation prohibition, so as to serve as effective deterrence. 

○Expansion of Information Disclosure 
・Commissioning entities should disclose more detailed information concerning 
ceiling prices and bid results in detail and in an easy-to-understand manner. 

・When the integrated evaluation system is used in competitive bidding, the 
commissioning entities (or the evaluators) should disclose the basis for their 
evaluation in an easy-to-understand manner after the bidding with regard to 
“technical evaluation points” (extra points added according to the bidder’s 
technical, implementation capabilities and other factors) that could vary 
depending on the judgment of the individual evaluator in order to ensure as 
objective evaluation as possible. 


