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【Summaries】 
1. In the face of concerns over U.S economic slowdown and fluctuating world economic trends 

such as skyrocketing prices of crude oils and grains, we should pay careful attention to 
downside risks of the Japanese economy 

2. The Government should promptly implement the Economic Growth Strategy and at the same 
time should carry out prudent and disciplined fiscal management, since the Economic Growth 
Strategy and sound fiscal management serve in an inseparable manner like ”two wheels of a 
cart.” The Government should establish strict expenditure ceilings for Fiscal Year 2009 
budget to continue reform efforts and carry out the sharp review of expenditures.  

3. As a measure to strike a good balance between financial consolidation and responses to 
priority issues, the Government should allocate revenue sources, which are to be generated by 
achieving a “zero futility government” and by making an inventory of policies, to fund policy 
measures which contribute to realization of priority issues.  

4. The Government should proceed with discussions on the tax reform to work on the early 
realization of the fundamental reform of the taxation, including consumption taxes. In 
addition, the Government should secure revenue sources without fail to raise in fiscal 2009 
the portion funded from the Government’s budget for the payment of basic pension plans.   

 
1. Current economic and financial conditions and future prospects 
(1) Current economic situation 
- Since the beginning of fiscal 2008, the U.S. economic slowdown following further crude price 

hikes and the subprime mortgage crisis has adversely affected the Japanese economy through 
price hikes for raw materials and export slowdown. In this way, the Japanese economy has 
been facing a difficult global economic environment, and Japan’s economic growth for fiscal 
2008 is expected to slow down (to around 1.3% in real terms and around 0.3% in nominal 
terms according to Estimate for Economic Outlook for fiscal 2008 compiled by the Cabinet 
Office.) In addition, the rate of increase in consumer price index is expected to rise due to 
rapid price hikes for crude oil and other materials. However, since the world economy is 

 1



expected to experience a path from downturn to gradual recovery through to the beginning of 
next year, the Japanese economy is likely to improve slowly.  

- It is believed that during fiscal year 2009, due to recovering world economy, economic growth 
centering on private demand will be more active (achieving around 1.6% in real terms and 
around 1.7% in nominal terms.) (Please refer to “Reference 1.”) 

- Following an unprecedented series of price hikes for crude oils and grains in addition to 
concerns over a potential U.S. economic recession, we should pay special attention to rising 
downside risks of the Japanese economy. We need to carefully watch the development of world 
economy.  

 
(2) Current financial conditions 
- Taking into consideration the financial results of government revenue and spending for fiscal 

2007 and estimated local tax revenues, the combined primary balance deficit of national and 
local governments in fiscal 2007 is estimated to worsen, compared to the estimate as of 
January this year, to around 1.1% of GDP. 

- Furthermore, the combined fiscal revenue and expenditure, including interest payment, of 
national and local governments, are estimated to be in heavy deficit of around 2.7% of GDP, 
still in difficult situations.  

- In addition, the balance of government debt/GDP ratio is estimated to be around 142% as of 
the end of fiscal 2007, and Japan is especially in a financially difficult situation among major 
industrialized countries.   

 
(3) Mid-term economic and financial outlook 
- The recovery of world economy and a gradual improvement in potential growth ability 

resulting from policy measures introduced to enhance growth potential are expected to push 
up the country’s growth rate in fiscal 2010 and beyond. (Please refer to “Reference 2.”) 

- Based on the economic outlook and the downward revision of tax revenue estimate, the 
primary balance for fiscal 2011 will worsen beyond the initial estimate as of January this year, 
with national budget deficits expected to further grow, and Japan will face an increasingly 
serious financial condition.  

 
2. How to formulate future economic and financial policies 
We have to strike a balance between enhanced growth potential and financial consolidation, on 
the basis of the above mentioned conditions, paying careful attention to economic trends both in 
Japan and abroad more than ever. For this purpose, the Government should promptly implement 
“the Economic Growth Strategy” which is incorporated in “Basic Policies 2008.” In formulating 
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fiscal 2009 budget, the Government should seek a full reduction of the entire public spending 
across central and local governments by adhering to the ongoing expenditure reform efforts in 
compliance with “Basic Policies 2006” and “Basic Policies 2007.” In addition, the Government 
should carry out prudent and disciplined fiscal management, as a general rule, by producing an 
additional reduction in other expenditures to cover costs for responding to new requirements.   
 
3. In preparation for formulating the fiscal 2009 budget 
(1) Continuing reform efforts  
Fiscal Year 2009 marks the third year of the five-year program for the integrated reform of 
expenditures specified in “Basic Policies 2006.” The Government should set tight expenditure 
ceilings for the next fiscal year’s budget request to continue its reform efforts and carry out the 
sharp review of expenditures. 

 
(2) A good balance between financial consolidation and responses to priority issues 
For striking a good balance between financial consolidation and responses to priority issues, the 
Government should screen and examine general accounts and special accounts as a whole, 
including their very foundations, more carefully than ever to thoroughly achieve a “zero futility 
government” and make an inventory of policies. The Government should address major priority 
issues, which have been specified in “Basic Policies 2008,” first by securing a source of revenue 
which is to be collected through the review of expenditures. In this way, the Government will be 
able to strike a good balance between financial consolidation and response to priority issues, 
and should demonstrate its reform efforts in a manner easily understandable to the public. 

 
The Government should secure revenue sources for covering a budgetary shortfall, which even 
the public expenditure reform cannot eliminate, arising from an increase in social security 
expenses and the nation’s declining birthrate. The Government should not saddle future 
taxpayers with current financial burdens.  
 
4. The framework for the fiscal 2009 budget formulation 
(1) Achieving a “zero futility government” and making an inventory of policies  
- As the first step for striking a good balance between financial consolidation and responses to 

priority issues, ministries should thoroughly review its policies under each minister and 
incorporate findings from the review into the budget request for fiscal 2009.  

- To eliminate wasteful spending from viewpoints of the public, we would like an expert 
committee, which is to be established under Chief Cabinet Secretary by the end of July, to:  

(i) review and reform the expenditure for public interest corporations (worth 900 billion yen), 
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based on findings from focused examinations compiled in July, to eliminate wasteful 
spending for reducing the government budget spending received by public interest 
corporations by 30%.  

(ii) extensively review independent administrative agencies and special accounts in a manner 
similar to the one adopted in the review of spending received by public interest corporations, 
without delay, and to set easy-to-understand goals for achieving a “zero futility 
government.1 2”  

 
The CEFP has to move closely together with other parties to discuss these issues, since the fiscal 
2009 budget formulation is closely linked with the entire picture of expenditure reform and 
special account reform.  
 
- In addition to the introduction of “best practices” of private businesses and the early 

realization of e-Government, including efficiency improvement in government administrative 
works across all ministries, the Government should improve its PDCA cycle in the budget 
formulation.  

 
(2) Public investment 
- Expenditures on public works should be reduced by 3% compared to the previous fiscal year 

budget. The formulation of a new Five-Year Plan for Road Construction and the reallocation of 
the earmarked revenue for road construction into general revenues, both of which will take 
concrete shape later, should be incorporated in the fiscal 2009 budget. 

 
- From the viewpoint of self-reliance of local communities, regional vitalization, Japan’s growth 

potential enhancement and public safety and security ensured through disaster prevention and 
disaster mitigation, the Government should seek further prioritization and efficiency 

                                                  
1 Financial expenditure on independent administrative agencies is supposed to reduce its 

dependence on government budget in the medium run, in accordance with “Reorganization and 
Rationalization Plan for Independent Administrative Agencies” approved in a Cabinet meeting in 
December 2007. The financial expenditure on independent administrative agencies for fiscal 2008 
was 3.5 trillion yen, registering a 4.2 % drop from the previous fiscal year.  

  
2 Special accounts are supposed to make a contribution of around 20 trillion yen to financial 

consolidation during a five-year period starting from fiscal 2006 in accordance with ”the 

administrative reform promotion law.” The accounts have already made a contribution worth 

approximately 27 trillion yen in total until fiscal 2008, mainly through liquidating reserve funds of 

treasury investments and loans special accounts.  
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improvement through eliminating collusive bidding practices and implementing newly 
formulated cost reduction plans, as well as carefully select public investment projects which 
are really needed.   

- In accordance with “basic policies on earmarked revenues for road construction,” the 
earmarked revenues for road construction will be abolished in the fundamental reform of the 
taxation scheduled to launch later this year, and will be reallocated into revenues used for 
general purposes in fiscal 2009 and beyond. Then the Government will have to review their 
spending practices from the public’s viewpoint. For that purpose, the Government will have to 
formulate a new Five-Year Plan for Road Construction based on the latest estimated demand 
and other data.   

- In addition, the Government should formulate other development plans of areas on which new 
five-year plans are scheduled to be prepared, such as social capital improvement programs, 
based on the latest estimated demand and other data.  

 
(3) Social security 
(a) Streamlining current social security systems  
- The Government should curb a natural increase in social welfare costs by 220 billion yen on 

the basis of central government’s general accounts (or worth 320 billion yen for the central and 
local governments combined.)  

- In line with “Program for quality and efficiency improvement in medical and nursing care 
services” formulated last year, the Government should make its best efforts to improve the 
service  efficiency, for example by encouraging the use of generic prescriptions, and at the 
same time to maintain and enhance the service quality.  

- Every social security system should be reviewed and the Government should implement 
necessary reform. Regarding the labor insurance special account, the government share of 
contribution to the employment insurance system should be significantly reduced, on the 
precondition that the Government will fully support the system in case of rapid worsening of 
employment situations where insurance premiums collected from employers and employees 
and reserve funds can not afford to offer insurance benefits.  

 
(b) Responses to priority issues  
- To address priority issues, including countermeasures for the national shortage of physicians 

and the enhancement of emergency medical services, which the public really want the 
government to take actions on, the Government should secure revenue sources, first by 
achieving a “zero futility government” both in general accounts and special accounts and by 
making an inventory of policies from the standpoint of maintaining a good balance between 
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financial consolidation and responses to priority issues,.  
 
(4) Labor costs for civil servants and independent administrative agencies 
- Achieving a net reduction of at least 5.7% in staff both in central and local governments in a 

five-year period  
- To review the central government’s local branch offices in line with recommendations by the 

Committee for the Promotion of Decentralization Reform, formulating by the end of fiscal 
2008 a plan to realize the reform and implementing the plan without fail. 

- Strongly promoting the reform of the public sector remuneration structure, for example by 
better reflecting local private-sector wage levels. In particular, wage levels of local public 
workers employed for simple labor services, which are often considered too high compared to 
their private-sector counterparts, should be corrected.  

- Through these efforts, confidently pushing forward an additional expenditure reduction which 
will surpass in amount the spending reduction specified by “further reform” (which is worth 
2.6 trillion yen in a five-year period) specified in “Basic Policies 2006.”  

- In line with ”Basic Law on Reforming National Civil Servant System,” confidently pushing 
forward the civil servant system reform which includes the promotion and implementation of 
merit-based and performance-based personnel systems  

- Implementing “Reorganization and Rationalization Plan for Independent administrative 
Agencies” without fail and amending “the Act on General Rules for Independent 
Administrative Agency” to reinforce the Cabinet’s governance over the agencies. 

 

(5) Reform in other areas 
- To implement policies specific to each area incorporated in “Basic Policies 2006,” establishing 
tight expenditure ceilings for the next fiscal year’s budget request to seek a full reduction of 
expenditures. 

 

(6) Local government finance 
- In line with the central government, seeking a full reduction of every spending, by giving 

consideration to the central government’s efforts for achieving a “zero futility government” 
and making an inventory of policies. 

- Holding down general administration costs (for independent works) in line with policies 
specified in “Basic Policies 2006.” In addition, investment costs (for independent works) 
should also be reduced in nominal terms by 3% compared to the previous fiscal year. 

- Making efforts not to newly incur revenue shortfalls of revenue sources to be divided 
fifty-fifty in local finance plans, which were previously erased during fiscal 2007 and 2008. 
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- Properly handling tax grants in line with policies specified in “Basic Policies 2006,” in 
addition to the above mentioned expenditure reduction, and at the same time securing the 
total amount of sufficient general account budgets, including local taxes and tax grants 
essential to stable fiscal management.  

 
5. Toward the fundamental reform of the taxation 

The tax reform should be discussed mainly among the CEFP and the Tax Commission to 
facilitate the early realization of the fundamental reform, including the consumption tax system, 
in the light of the following issues:  
i)  Enhancing growth potential 
ii)  Achieving fairness among generations and across generations  
iii)  Securing stable revenue sources for supporting social security systems 
iv)  Reviewing the entire taxation system for promoting low carbon solutions 
v)  Discussing the future introduction of a taxpayer identification number system 

 
The Government should secure revenue sources without fails for raising the portion funded 
from the Government’s budget for the payment of the basic pension plans in fiscal 2009 and 
beyond.   
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Provisional translation 
 (Reference 1) 
 

FY 2009 Macroeconomic Assumptions 
 

The following illustrates the macroeconomic picture for FY2009, which can be formulated at 
this time as a helpful measure in discussion on “FY2009 Budget Overview” at the Council on 
Economic and Fiscal Policy (CEFP).  

According to these assumptions, in fiscal 2009, under the condition that the world economy 
will continue to recover with moderately increasing prices and the corporate sector is likely to 
slowly pick up followed by improvements in employment and income environments, the 
household sector is expected to gradually recover and the Japanese economy will make progress 
toward mainly private demand-driven growth.  

Careful attention should be given to downside risks increased by the unprecedented price 
hikes for crude oils and grains as well as by the recession risk in the U.S. economy. It is 
necessary to continuously and carefully observe future global economic trends.  

The characteristics of this “FY 2009 Macroeconomic Assumptions” differ from the 
Government’s official “Economic Outlook” and “Economic Projection.” The Economic 
Outlook for FY 2009 will be announced in the “FY 2009 Economic Outlook and Basic Stance 
for Economic and Fiscal Management” to be formulated and approved by the cabinet at the end 
of this year based on policy responses for the next fiscal year as well as on future economic 
conditions.  
 
 
FY2009 (Changes from the previous fiscal year)  
1. Real GDP growth rate: around 1.6% 
     (1) Private consumption expenditure: around 1.3% 
     (2) Private residential investment: around 1.8% 
     (3) Private non-residential investment: around 2.3% 
     (4) Contribution of external demand: around 0.4% 
2. Nominal GDP: around 1.7% 
3. Commodity prices  
     (1) Domestic corporate goods price: around 1.5% 
     (2) Consumer price (total): around 0.7% 
     (3) GDP deflator: around 0.1% 
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Note 1: The above is based on the assumptions shown below. 

 The exchange rate is assumed to stay constant at 106.9 yen/dollar (monthly average for June, 

2008) for fiscal 2009. The crude oil import price is assumed to stay constant at 132.9 

dollar/barrel (value including the monthly average spot price of Dubai for June, 2008 and 

freight and insurance) for fiscal 2009. 
 The Government responds to the need to achieve expenditure reductions of approximately 14.3 

trillion yen over the next five years in line with “Basic Policies for Economic and Fiscal 

Management and Structual Reform 2006.” 
Note 2: As the macroeconomic assumptions here involve various uncertainties, indicators should be 

recognized as being subject to considerable upside and downside risks 


