
Provisional Translation 

Minister’s Summary by Minister Ota 
11th meeting (May 8, 2007) 
(1) Integrated Reform of Expenditures and Revenues (Reform of 
government personnel expense) 
(2) Reform of public investment 
(3) Reform of government assets and debts 
(4) Macroeconomic management 

Hiroko Ota here. Today, the Council on Economic and Fiscal Policy (CEFP) held its 
11th meeting of the year and conducted deliberations on reform of government 
personnel expense reform of public investment, reform of government assets and debts 
and macroeconomic management. From now on, the CEFP will discuss specific items 
related to the Integrated Reform of Expenditures and Revenues in earnest. 

With regard to the reform of government personnel expense "On Integrated Reform of 
Expenditures and Revenues," a paper submitted by expert members at the CEFP 
meeting on April 25, recommended that the government should aim for further 
reduction of personnel expense, in addition to the cuts of 2.6 trillion yen over a 
five-year period that were called for by the "Basic Policies 2006", and the CEFP 
discussed this matter today. 

Member Yoshihide Suga (Minister of Internal Affairs and Communications) submitted 
very interesting data concerning salaries of public employees engaged in skilled labor 
that show a comparison with the salaries of similar workers in the private sector. For 
example, the average monthly salary for garbage collectors employed by prefectural 
governments is 1.66 times higher than that for waste disposal workers in the private 
sector, and the average monthly salary for public school lunch cooks is 1.52 times 
higher than that for private-sector cooks. The average monthly salary for 
publicly-employed bus drivers is 1.54 times higher than that for their private-sector 
counterparts. On an annual salary basis, public garbage collectors are paid about 1.6 
times higher that private-sector waste disposal workers, and public school lunch cooks 
are 1.6 to 1.7 times higher than private-sector cooks, according to the data. Mr. Suga 
said the government should provide such data to the public so as to expose its efforts to 
reduce personnel expense further to the close scrutiny of people. 

Member Koji Omi (Minister of Finance) pointed out that although personnel expense 
related to national civil servants should be reduced rigorously, thorough reform is also 



necessary at the regional government level, as the salaries of regional civil servants are 
somewhat higher than those of national civil servants in equivalent posts. 
The expert members said that employees at public hospitals and nurseries are also paid 
higher than their private-sector counterparts, although their salaries were not cited by 
Mr. Suga. 

Mr. Suga said that regional reform should be implemented securely in tandem with 
reform at the national level. 

It was also pointed out that the premium of salaries at public nurseries over those at 
private-sector nurseries may be even larger on an hourly comparison than on a monthly 
or annual comparison as shown in Mr. Suga's data, considering the fact that extended 
opening hours are less common at public nurseries. 

As a result of the above-mentioned discussions, a consensus was formed that the reform 
of government personnel costs should be pursued further, both at the national and 
regional levels, with a view to achieving steeper cuts than called for under the "Basic 
Policies 2006." 

With regard to the reform of public investment, the expert members proposed seven 
principles that would be suitable for the Japan of the 21st century. They recommended 
that by implementing the reform of expenditures steadily, spending reduction of 3% in 
nominal terms should be realized in the fiscal 2008 budget compared with the previous 
year, as in the fiscal 2007 budget. 

Temporary member Tetsuzo Fuyushiba (Minister of Land, Infrastructure and Transport) 
made the following remarks: 

Although it is necessary to restore the government budget to the status of primary 
balance as a public commitment, it would be difficult to reduce public works 
expenditures further. 
The expert members' proposal for a 3% reduction from the previous year in nominal 
terms in the fiscal 2008 budget is quite surprising. 
As a basis for their proposal, they first pointed out that illegally gained profits 
account for approximately 20% of the contract value on average in the past 
bid-rigging cases. However, the figure includes fines imposed by the Fair Trade 
Commission as well as expenditures not related to public works. 



The expert members also argued that more widespread introduction of open bidding 
would lead to lower successful bid prices. The problem is, however, that according 
to past experiences, the quality of products and services provided declines sharply 
when the successful bidding ratio falls below 85%. It is important to carefully 
consider whether the successful bidding ratio may be allowed to fall below 85%. 
Although they also pointed out that based on a comparison of construction costs in 
the public and private sectors, there is still room for expenditure cuts, construction 
costs account for only 10% of the overall costs, with civil engineering costs 
accounting for the remainder. It is not appropriate to use the comparison of 
construction costs alone in discussing overall costs. Furthermore, as public works 
must take account of factors such as the need for disaster mitigation and barrier-free 
access, simple comparison is impossible. 
As Japan is climbing out of deflation, the prices of equipment and materials are set 
to rise. If a 3% cut is to be continued, it would be difficult to secure a sufficient 
amount of public works. In this situation, it would be inappropriate to fix the 
reduction target at 3% at this time, considering the fact that a reduction range of 1 to 
3% is allowed by a Cabinet decision. 
The government will make efforts to cut expenditures, to be sure, but it would be 
difficult to reduce public works further given the need to maintain the Japanese 
industry's international competitiveness and ensure the safety of society as well as 
the importance of improving road infrastructures in regions. 
As a way to prevent bid-rigging, the expert members proposed that a plan to require 
construction contracts worth 60 million yen or more to be put up for open bidding 
from fiscal 2008 should be revised so as to subject all construction contracts to open 
bidding within three years, for example. However, it would be difficult to extend 
open bidding to contracts worth 60 million yen or less as such contracts account for 
about 50% of all contracts. If all contracts are to be put up for open bidding, it 
would expand administrative costs enormously. 

The expert members responded as follows: 
The Abe Cabinet has gained public confidence by pledging to carry out reform with 
a firm resolve, and there should be no limit to expenditure reduction. As the private 
sector is making thorough efforts to cut expenditures, the government should seek 
to rationalize public works and improve their efficiency. 
There may be a variety of ways to argue against further cuts, but we would like to 
rebut such arguments as follows. First, what we are calling for is prioritization of 



expenditure items, as opposed to across-the-board cuts. Secondly, the cost 
consciousness in the public sector appears to be insufficient in light of the status of 
designated competitive bidding and bid rigging. Although it is necessary to 
carefully consider the cost-effectiveness of open bidding, there seems to be room 
for more widespread introduction of such bidding. Thirdly, although data submitted 
by Mr. Fuyushiba show that public works expenditures are growing in countries 
such as the United States and Germany, Japan's expenditures relative to its GDP are 
still large compared with those of other countries. The ratio of public works 
expenditures to GDP is 3.8% for Japan and 2.5% for the United States. Lastly, 
despite a rise in materials costs, personnel expenses and construction machinery 
costs have not increased. Under such circumstances, it will be possible to continue a 
3% expenditure cut. The public sector should try as hard as the private sector to cut 
expenditures. 
Principle 6 included in the expert members' recommendations states that public 
investment projects which fail to achieve estimated results after completion should 
be examined by the CEFP and such cases should be reflected in future budget 
allocations. It should be taken into consideration that until now, there have been too 
many of such cases. 
Mr. Fuyushiba pointed out in his paper that the Chubu region has been revitalized. 
Public investment projects in the Chubu region involved the private sector from the 
planning stage, and this appears to suggest that private-sector know-how could help 
reduce costs further. 

Other remarks made on this issue included: 
It is necessary to prioritize expenditure items and seek efficiency with regard to 
overall expenditures. 
It is necessary to improve the operational and service side of facilities and 
infrastructures through means such as introducing 24-hour operations at sea ports 
and airports. The same social infrastructure could become more user-friendly 
depending on the level of quality on the operational and service side. 
A runway construction, for example, could not be completed because of opposition 
by one person. The present balance between the rights of individuals and the public 
interests is lopsided. It would be possible to curb costs by redressing this balance. 
More public works in regions should be undertaken by regional enterprises. Even if 
open bidding is to be introduced more widely, it would be necessary to establish a 
system for ensuring regional public works will be undertaken by regional 



enterprises. 
The expert members requested the provision of evidence corroborating the argument 
that administrative costs would expand enormously if open bidding was extended to 
contracts worth 60 million yen or less. 

In reference to the expert members' argument that Japan's ratio of public works 
expenditures to GDP is relatively high, Mr. Fuyushiba pointed out that it should be 
taken into consideration that GDP has grown in the United States and the United 
Kingdom over the past years while it has remained flat in Japan and public works 
expenditures have declined. He stressed that this fact is worth considering, even though 
he admitted that Japan should try hard to reduce expenditures. 

The expert members responded by arguing that the level of public works expenditures 
should be discussed in relation to the size of GDP when considering the burden on 
people. 

I concluded the discussions on public works expenditures as follows: 
There was a consensus that the bidding and contract systems should be reformed 
further and that it is important to prioritize expenditure items and seek efficiency by 
introducing more rigorous project evaluation. 
Further adjustments should be made with regard to the reform of the bidding and 
contract systems and the introduction of more rigorous project evaluation so as to 
include them in the "Basic Policies 2007." 
With regard to the seven principles proposed by the expert members, further 
adjustments are also necessary. 
As Prime Minister Shinzo Abe ordered vigorous implementation of budget reform 
on the expenditure side, we should continue discussions on this issue. 

The Prime Minister made the following points: 
Social infrastructures that are really necessary should be built, to be sure, so as to 
maintain the Japanese industry's international competitiveness, keep society safe, 
and maintain a sense of security among people, but prioritization is important. 
The Abe Cabinet intends to carry out the reform of expenditures by following up on 
the "Basic Policies 2006." 
Mr. Fuyushiba should continue to devote efforts to expenditure reduction. 



Expert Member Yashiro, who chairs the expert committee on the reform of assets and 
debts, reported on this reform based on a paper submitted by the expert members. 

Mr. Omi pointed out that this reform is being implemented in accordance with the 
government's timetable and dismissed the expert members' call for speeding up the 
reform. He said the important thing is to keep watch so as to ensure steady 
implementation according to the timetable. 
The expert members noted that the expert committee will keep watch and suggested 
that if possible the timetable should be revised to improve the reform. 

Other remarks made on the reform of assets and debts included: 
As the reform of assets and debts is intended to avoid imposing an additional 
burden on people, this issue should also be considered from the viewpoint of 
increasing the yield on government assets. 
With regard to the assets of national university corporations, it would be necessary 
to revise the conservative rules concerning the management of such assets that are 
set by the Ministry of Education, Culture, Sports, Science and Technology so as to 
allow universities to conduct management as they like. 

I asked the expert committee to conduct further deliberations based on today's 
discussions and report its findings to the CEFP. 

On macroeconomic management, the Cabinet Office and the Bank of Japan (BOJ) 
provided explanations, and the expert members asked the following questions: 

Is not the minimum level of a year-on-year CPI growth of 0% as "an understanding 
of price stability" understood by the BOJ too low, given that the CPI has a little 
upward bias and that a "safety margin" is necessary to prevent a vicious circle of 
price drops leading to economic recession? Is it not possible for the BOJ to issue a 
unified understanding of price stability the BOJ as an institution, as opposed to a 
range of understanding by individual members of the BOJ's Policy Board? The 
Bank of England, for example, issues a unified forecast based on discussions by the 
members of its Monetary Policy Committee. Is it not possible for the BOJ to do the 
same? 
What does the BOJ think of the current asset prices? 
Although the supply-demand balance in the labor market is improving, wages have 
failed to rise. Does this not mean the co-relation between the supply-demand gap 



and wages has weakened? If so, is it appropriate to forecast that prices will rise in 
due course in line with a increase in wages due to tight supply-demand conditions 
in the labor market? 

The BOJ (represented by BOJ Deputy Governor Toshiro Muto as BOJ Governor 
Toshihiko Fukui was on an overseas trip) provided the following answers: 

With regard to concern about the minimum level for understanding of price stability 
of 0% CPI growth, although the CPI may involve a certain bias, or measurement 
tolerance, the BOJ believes it is not significant. Concerning the "safety margin," the 
risk of a vicious cycle of price drops leading to economic recession has decreased. 
In addition, it is necessary to take account of people's view of prices. Over the past 
20 years, Japan's CPI growth rate has declined, with the core CPI growth rate 
currently standing at around 0.6%, compared with 3 to 4% in other countries, and 
this means that prices in Japan are relatively stable. Japanese people are conducting 
economic activities based on their recognition of the stable prices. If this situation is 
taken into consideration, the price stability range of CPI growth of 0 to 2% as 
understood by the BOJ is not too low. The BOJ will conduct a review one year later. 
The BOJ does not use the inflation targeting method that has been adopted by the 
Bank of England. The BOJ has adopted a unique consensus-based approach. This 
approach has gradually gained understanding and is starting to function effectively. 
With regard to asset prices, land prices in particular appear to have hit the bottom at 
last on a nationwide basis. Although land prices have risen sharply in some major 
cities, the BOJ does not believe that a price bubble will occur. 
Concerning the labor market, regular wages have failed to rise, to be sure, possibly 
in part because baby boomers are retiring en masse. However, the total earnings of 
workers as a whole are increasing as the number of employed people is growing. As 
the number of working-age people is set to decline gradually, there is a growing 
perception of a labor shortage, which is expected in due course to lead to a price 
rise as the economy recovers. Nonetheless, it is true that the co-relation between 
economic recovery and a price rise has weakened somewhat as shown by the 
current lack of a price rise despite the ongoing economic recovery. On the other 
hand, there may be the risk that once prices begin to rise, they will not come down 
easily. 

With regard to macroeconomic management, the government and the BOJ will continue 
their discussion from the viewpoint of transparency and accountability. 

(END) 


