
Provisional Translation 

Minister’s Summary by Minister Ota 
10th Meeting (April 25, 2007) 
(1) On tax reform 
(2) On Integrated Reform of Expenditures and Revenues 
(3) On Program for Enhancing Growth Potential 

Hiroko Ota here. Today, the Council on Economic and Fiscal Policy (CEFP) held its 
10th meeting of the year to kick off discussions on the tax reform and the Integrated 
Reform of Expenditures and Revenues and compile the Program for Enhancing Growth 
Potential. 

Under time constraints, tax reform discussions were focused on the papers prepared by 
the Chairman of the Research Commissions on the Tax System Yutaka Kosai and the 
expert members. Further discussions will be required on the tax reform. 

A variety of discussions were made on the issue of decentralization and tax, and they 
included topics ranging from the tax reform to the Integrated Reform of Expenditures 
and Revenues. The expert members' paper includes a proposal to bring the ratio of 
national tax revenues to local tax revenues to 5 to 5 and reform allocation of tax items 
and sources between the national and local governments to correct tax source gaps 
between regions. 

Member Koji Omi (Minister of Finance) made the following objection to these 
proposals: 

The two proposals seem to be contradictory. 
A tax revenue gap exists between Tokyo and other regions. For regions which 
originally have scarce tax sources, transfer of tax sources will only widen gaps. 
Unless there is a mechanism for the national government to pool tax revenues 
for appropriate allocations, gaps will expand. 

In response, the expert members made the following rebuttal: 
If the ratio is changed to 5 to 5 under the current tax structure, to increase local 
share, revenue gaps between regions may expand. But even if the total 
revenues are divided so, gaps would be corrected by reviewing the allocation 
mechanism and allocation of tax items. For example, a combination of a cut in 
the two local corporation taxes and a hike in the local consumption tax would 
help narrow such gaps. 



Let us not consider that allocation is only possible by the local allocation tax. 
For example, there have been discussions on the so-called local joint tax. 
Various discussions should be made. 

Member Yoshihide Suga (Minister of Internal Affairs and Communications) made the 
following statement: 

At present, the ratio of national expenditures to local expenditures is 4 to 6 
while the tax revenue ratio is the opposite. When it comes to what to do about 
the three issues of changing the ratio to 5 to 5, correcting the maldistribution of 
tax sources and tackling Tokyo’s over-distribution of tax revenue, we should 
consider them as structural issues. 

Expert members made the following statements: 
Gaps in regional financial capacity should be fully discussed as a problem 
related to decentralization in the future. 
Regarding tax, we should step up discussions at local levels and raise people's 
awareness of tax payments. 

Regarding Integrated Reform of Expenditures and Revenues, as an issue other than the 
correction of local financial capacity gaps, we discussed the necessity of expenditures 
for measures against the falling birthrate as advocated in Mr. Omi's paper. 

Expert members made the following statements: 
France differs from Japan in various senses. In Japan, women who quit jobs for 
marriage may have fewer future job opportunities. French and Japanese jobs 
markets are structurally different. 
If we resort to fiscal action in all of these issues, it will become big spending. It 
would be possible for the government to take less costly measures against the 
falling birthrate, including expansion of job opportunities, elimination of 
disadvantages regarding childcare and improvements in the nursery system. 
A new expenditure increase should be financed by an expenditure cut in the 
other areas. This is one of the five principles for the Government’s budget 
formulation under the “Course and Strategy for the Japanese Economy.” 



In response, Mr. Omi made the following statement: 
I have never said that we should earmark budget for all relevant measures. 
However, we should prepare to spend a certain amount of money on 
full-fledged measures against the falling birthrate. 
It is not a simple matter to such an extent that institutional changes alone can 
raise the birthrate and solve the declining birthrate problem. 

In response, an expert member made the following remark: 
Current social security spending as a whole has too much weight toward the 
elderly. The fact is that family assistance is given less importance. The overall 
social security system should be reviewed. 

In this regard, the following opinions were also presented. 
There is still room to eliminate wasteful expenditures. A paper given by the 
expert members says that enterprises’ unreasonable profit resulting from 
bid-rigging practices as detected by the Fair Trade Commission amounts to an 
average 18.6% of contract values. This may mean that public investment could 
be cut by some 10%. 
While complying with an overall ceiling, we should focus investment on 
priority projects and stimulate the metabolism of the economy. 

I said that today's discussions were the kick-off of deliberations on the Integrated 
Reform of Expenditures and Revenues and that relevant ministers in charge of each 
issue would be invited for further discussions at the CEFP. 

The Prime Minister made the following remarks: 
The Integrated Reform of Expenditures and Revenues is the most important 
challenge for the Abe Cabinet. 
Our principle is that new expenditures should be covered with cuts in existing 
expenditures. We should proceed with an unshakable expenditure reform. 
Regarding overall expenditures including public investment as discussed today, 
I would like to strongly promote an expenditure reform for the FY 2008 budget, 
as seen for the FY 2007 budget. 



On the compilation of the Program for Enhancing Growth Potential, I used a summary 
version for explanations. Later, Kozo Yamamoto (Senior Vice Minister of Economy, 
Trade and Industry) presented a paper prepared by Member Akira Amari (Minister of 
Economy, Trade and Industry). No opinions were given on the paper. 

The Prime Minister made the following statements: 
Japan now faces a falling population for the first time ever. Tackling this 
problem face-to-face to enhance growth potential is a challenge for the Abe 
Cabinet. Plans or programs to that end are necessary. The Program for 
Enhancing Growth Potential is designed to eliminate impediments to growth 
thoroughly and unfold Japan's growth potential. 
Although there are bedlock-like impediments to growth, we should have strong 
determination to break them. My Cabinet will steadily implement these 
reforms.  
I would like to further brush up this program and adopt it as the pillar of the 
"Basic Policies 2007." I request your continued efforts in this regard. 

We will consider specifics of the Program for Enhancing Growth Potential toward the 
"Basic Policies 2007." Some issues will be elaborated within this year. Anyway, the key 
point is that we should have the ability to get things done. Finally, I explained about the 
establishment of a task force. 

A task force will be created at the Cabinet Office to increase the effectiveness of the 
program and maximize its effects. We would like to ask the task force to follow up on 
the program, consider additional actions and measure its effects. 

I would like to ask Ms. Yuko Kawamoto, Mr. Akihiko Shinozaki and Mr. Kazuyuki 
Motohashi to join the four CEFP expert members to form the task force. We are now 
looking for another task force member who should be well versed in industrial 
revitalization. The task force may thus consist of eight people including the four CEFP 
expert members. 

(End) 


