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1. Global economic slowdown and government finances in Japan 
 
In the face of global financial crisis and economic slowdown, each country has taken a 
range of measures, including public expenditures. However, we must not forget the 
importance of strict compliance with fiscal disciplines in the medium term. During the 

recent G20 economic summit, G20 member countries reached a consensus that ”we will 
use fiscal measures to stimulate domestic demand to rapid effect, as appropriate, while 

maintaining a policy framework conducive to fiscal sustainability.” Britain and EU have 
created mechanisms which do not to impair fiscal sustainability in the medium term, even 
when temporarily relaxing compliance with fiscal disciplines. (Refer to Reference 1 
attached.) 
Japan is the first country that must keep in mind the above international consensus, in 

particular the expression “while maintaining a policy framework conducive to fiscal 
sustainability,” because its financial condition is the worst among developed countries. We 
need to diligently carry out its responsibility so as not to impair the sustainability of fiscal 
policy in the medium term, while taking economic stimulus measures for the time being.   
 
2. Past efforts toward public expenditure reform 
 
Public expenditure reform that has been implemented so far reduced annual spending in 
the non-social security sector from approximately 89 trillion yen in fiscal year 2001 to 
approximately 74 trillion yen in fiscal year 2008.  Public expenditure reform efforts have 
been ongoing in the social security sector, too. Social security spending, however, continues 
to increase due to an aging population and a declining birthrate.  
As a result of these public expenditure reform efforts, government spending in the 
Japanese non-social security sector is now the smallest in size among OECD members. 
(Refer to Reference 2 attached.) It is true that there is less room for government spending 
cut in this sector.  
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Note: Annual spending in the non-social security sector in nominal terms was cut by 3.1% a 
year on average for the period from fiscal year 2001 through fiscal year 2006, and by 
0.9% from fiscal year 2006 through fiscal year 2008, and in real terms, by 3.0% and 1.9%, 
respectively. (Refer to Reference 3 attached.)  

 
3. How to proceed with public expenditure reform in the future 
 
However, we cannot afford to relax public expenditure reform efforts, including drastic 
administrative reform, a complete inventory of policies and the eradication of wasteful 
spending. Even at a slower pace than in past years, it is essential to continue substantial 
expenditure cutting efforts, and the Government should proceed with public expenditure 
reform in the following manner:  
 
(1) Before the economic situation has fully improved:  

- While the economy is still recovering, the Government should take bold actions in an 
agile and flexible manner, following changes in the economic climate, as the situation 
demands, while complying with fiscal disciplines.  

 
(2) Following a full economic recovery:  

- While implementing reform of the taxation system, including the consumption tax 
system, toward securing reliable revenue resources to finance social security costs, the 
Government should comply with strict fiscal disciplines in order to reconstruct the 
government finance which has deteriorated due to economic recession.  

- Concretely speaking, we should make constant reform efforts across both central and 
local governments for the social security sector and for the non-social security sector 
based on the following basic principles;  

 
【Social security sector】 

The Government should functionally enhance social security in parallel with efforts to 
secure reliable financial resources in order to ensure service standards appropriate for 
“middle-level welfare,” and at the same time, should streamline the sector, for example, 
by cutting costs and strictly selecting welfare benefits to be paid.   

 
【Non-social security sector】  

The Government should make efforts to provide more effective and efficient public 
services in the non-social security sector as a whole, based on changing public needs, 
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under the basic condition that the non-social security sector shall not increase in size. In 
so doing, we have the following alternatives:  

i. The benefits paid for the year shall be equal to or less than the amount paid in the 
year before.  

ii. The benefit paid for the year shall be equal to or less than the price increase.  
 
4. Three principles for public expenditure reform 
 
Based on the above discussion, the mid-term program should spell out the following 
principles.  
  
Principles for public expenditure reform 
1. Ceaseless progress of administrative reform and the eradication of wasteful spending 

are prerequisite for implementation of the fundamental reform of the taxation 
system.  

2. While the economy is still recovering, the Government should take bold actions in an 
agile and flexible manner, following changes in the economic climate, as the situation 
demands, while complying with fiscal disciplines.    

3. Following a full economic recovery, the Government should comply with strict fiscal 
disciplines without fail, while trying to secure stable financial resources for 
supporting social security.  
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