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Minister’s Summary by Minister Ota 
13th meeting (May 15, 2007) 
(1) Global environmental issues 
(2) Social security system reform 
(3) Tax reform 

Hiroko Ota here. Today, the Council on Economic and Fiscal Policy (CEFP) held its 
13th meeting of the year and conducted deliberations on global environmental issues, 
social security system reform and tax reform. 
. 
With the G8 Summit scheduled to be held in less than a month, specifics of today’s 
discussion on global environmental issues could seriously affect diplomatic 
negotiations. Therefore, I will keep secret related discussion materials and the outline of 
the minutes. 

Regarding social security system reform, temporary member Hakuo Yanagisawa 
(Minister of Health, Labor and Welfare) presented a program for correcting high-cost 
structure. 

Although expert members initially requested that the issues of direct examination of 
medical bills by health insurers and management of nursing homes be included in the 
program, there are no answers with regards to the above two issues. However, programs 
for other items were presented. I think that the program drafted following a series of 
discussions between the ministry of Health, Labor and Welfare and the Cabinet Office 
is significant in that numerical targets and a deadline are specified. A program for 
improving the efficiency of medical services had been incorporated in the “Basic 
Policies 2001,” but it didn’t come with effectiveness due to the lack of numerical 
targets and a deadline. With this in mind, the latest program clearly describes numerical 
targets and a deadline. We will condense the contents of institutional reform by the end 
of this year and verify as much as possible what financial effect it will have. 

It is rather difficult, however, to determine what effect medical system reform will have 
on governmental finance. For example, the promotion of hospital efficiency does not 
achieve its financial effect until such efforts are reflected in the revision of medical 
treatment fees paid to hospitals. At the same time, such effect also depends on the 
proportion of public spending in healthcare expenditures as a whole. The current 
percentage of such spending stands at some 35%. 



So far, we have had our hands full with the setting of the program, numerical targets 
and deadline. I would like to ask the Ministry of Health, Labor and Welfare to further 
advance medical system reform within this year to make a better program. 

Member Yoshihide Suga (Minister of Internal Affairs and Communications) presented a 
reform program for public hospitals. In his paper, he proposed that the Government 
draft a guideline and local governments set their numerical targets based on the 
guideline. He unequivocally stated that the Government will provide a guideline on 
personal expenditure ration and so on. 

Main comments in discussions were as follows: 
In reference to the Ministry of Health, Labor and Welfare’s paper, expert 
members commented that it would be more desirable to adopt a prospective 
payment system based on Diagnosis Related Groups (DRG) which counts 
medical treatment fees per disease rather than a lump-sum fixed payment 
system per day under Diagnosis Procedure Combination (DPC). 
With regards to the expert members’ paper which called on the Government to 
lay out a path for definitely achieving expenditure reduction targets specified in 
the “Basic Policies 2006” within this year, it is necessary to review not only 
expenditure reduction but also expenditure structure. Such review could include 
slight reduction of proportion of benefit expenses for the elderly to help increase 
expenses for addressing Japan’s falling birthrate. 
The expert members also mentioned Mr. Suga’s reform program for public 
hospitals. They said some public hospitals have many problems with 
quake-resistance standards and that in reviewing the form of management, 
consignment to the private sector should be promoted through the utilization of 
private finance initiative and designated administrator systems. Improvement of 
management efficiency in overall medical services is extremely important. A 
cost-conscious approach taken by the private sector is needed. Since promotion 
of generic drugs can raise the possibility that new drug developers will not be 
able to recover investment cost, it is necessary to shorten the development 
period and reform the system of drug prices. 
According to expert members, revision of medical fees planned for FY 2008 is a 
key test of future reduction of healthcare expenditures and medical system 
reform. Therefore, medical fee systems must be changed in various aspects. 
First of all, strict review of medical fee levels is essential. The paper submitted 



by the Ministry of Health, Labor and Welfare states that it plans to expand the 
number of hospitals to be covered by the prospective payment system, but the 
ministry should also consider the introduction of a prospective payment system 
based on hospital costs per admission or expansion into outpatients. New 
healthcare for old-old citizens to be launched in 2008 should assume the 
application of the prospective payment system from the start. As shortage of 
doctors is now a problem, the medical fee system should be organized with its 
emphasis on appropriate areas and consistent with measures for securing 
doctors and expanding generic drugs. 
Expert members said that clinics do not prescribe generic drugs unless you 
place a check mark. How about changing this to “generics unless checked”? 
They also said that patients tend to think of medical costs from the viewpoint of 
self-pay burden. How about listing total medical fees on receipts? 
Other comments were that revision of medical fees should favor pediatric and 
obstetric and gynecologic departments which face a serious shortage of doctors. 

In response, Mr. Yanagisawa made the following remarks: 
In response to the expert members’ request that called for submitting specifics 
of institutional reform of the program within this year, the Ministry of Health, 
Labor and Welfare has done its utmost efforts to present numerical targets and 
the period of consideration. Under the circumstances, it is not easy to show the 
contents very quickly. We do our best, but time for consideration is requested. 
While the Ministry of Health, Labor and Welfare’s paper aims to increase the 
quantity-based market share of generic drugs to 30%, the expert members’ paper 
calls for raising the figure to 40% as in Germany as well as estimating financial 
effect. Although we will endeavor to meet the request, it is slightly difficult. At 
this moment, I would like to set the goal at 30%. 
I would really like to consider measures such as regarding “no check marks” for 
prescription of generic drugs. 
I will also consider the proposal that differential drug pricing will be applied to 
the development of new drugs as I totally agree with such an idea. 
I will work on measures to favor pediatricians, obstetricians and gynecologists. 
I think the opinion that the prospective payment system should be applied to a 
new healthcare system for the old-old citizens is a useful suggestion, but we 
must always check so as to avoid rough diagnoses. 
On the expansion of DPC, the per-day prospective payment system will be 



promoted for the time being. However, we will also look at DRG as proposed 
today. 
Direct examination of medical bills by health insurers currently requires 
pre-agreement by medical institutions and this has helped prevent disputes 
among parties involved. As disputes frequently occur, it is difficult to approve 
direct examination without the consent of hospitals. 

. 
As Mr. Yanagisawa pointed out that it is not easy to submit specifics of institutional 
reform of the program within this year, I asked the expert members to make their own 
proposals for future discussions at the CEFP. 

The Prime Minister made statements that programs proposed by Mr. Yanagisawa and 
Mr. Suga are of much significance in that they established specific targets. He asked 
them to definitely implement the programs. The Prime Minister also asked Mr. 
Yanagisawa to lay out a path for achieving the “Basic Policies 2006” within this year in 
line with the latest program. 

The following discussions were made on tax reform: 
With regard to materials prepared by member Akira Amari (Minister of 
Economy, Trade and Industry) (As the minister was on an overseas trip, Senior 
Vice Minister of Economy, Trade and Industry, Kouzo Yamamoto made 
explanations) which included the statement that emphasis should be attached to 
“growth” as a principle of taxation, Tax Commission Chairman Yutaka Kosai 
said he thinks it right to stress the importance of enhancing Japan’s international 
competitiveness by lowering corporation tax rates and that he wants to respect 
growth as objective of tax reform. However, he added that when it comes to 
“principle of taxation,” he cannot help feeling that something is strange. 
Expert members said that the taxpayer identification number system has been 
long discussed, but it is a key issue in tax reform. It is essential to simplify tax 
systems including tax credit programs and promote electronic filing of tax 
returns.  
Expert members also stressed that taxpayers have distrust and the sense of 
unfairness toward benefits and burdens and that the government should provide 
relevant information fully. To reduce tax collection cost, it’s necessary to 
consider the integration of procedures for social security and tax payment. The 
Japanese deduction system for donation is very poor and requires drastic 



expansion. 
In reference to simplification of tax systems, Mr. Kasai commented that he 
would like to study international moves such as making income deduction into a 
tax credit. 

Meanwhile, with regard to the expert members’ proposal concerning “Basic Ideas of 
Tax Reform,” what invited categorical opposition at the CEFP meeting twice -- on April 
25 and today -- was the portion related to decentralization that said “in order to increase 
local governments' financial autonomy, the Government should change the ratio of 
national tax revenues to local revenues to 5 to 5”. The objection was raised by Mr. Omi. 
The CEFP will continue deliberations on this matter along with the decentralization 
issue. 

Since there were no objections to other points in particular, I proposed that we would 
compile the “Basic Policies 2007” based on expert members’ papers. The proposal 
received approval. 

(END) 


