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(1) Agenda for the future deliberations of the CEFP 

(2) The current economic situation and macroeconomic management 

(3)On the “FY 2008 Budget Overview” 

Hiroko Ota here. Today, the Council on Economic and Fiscal Policy (CEFP) held its 19th 

meeting of the year and conducted deliberations on agenda for the future deliberations of the 

CEFP, the current economic situation and macroeconomic management and the “FY 2008 

Budget Overview”. 

As today’s meeting was the first since we completed the Economic and Fiscal Reform 2007 

(“Basic Policies 2007”), a paper regarding agenda for the future deliberations of the CEFP was 

submitted by the expert members. They proposed two subjects as the main issues of 

deliberations for the second half of the year 2007: one is the Integrated Reform of Expenditures 

and Revenues and the other is enhancing growth potential. According to the proposal, we 

should not retreat from the framework of growth potential enhancement, and we should not 

relax our efforts for expenditure reduction. 

There was no clear objection against the proposals. Remarks presented time and again were that 

it is important to enhance growth potential and to enlarge the pie size in order to minimize 

disparities, and that we should achieve economic revitalization and fiscal consolidation at the 

same time. 

Member Yoshihide Suga (Minister of Internal Affairs and Communications) made remarks that 

it is important to advance the decentralization, and while local governments try hard to reduce 

expenditure, it is vital to secure the total amount of local allocation tax and to set up a 

framework to reward local governments which have tried hard. He said that we should take up 

local opinions and produce related material results. 

The expert members made the following comments. 



Today we proposed two big subjects for future deliberation, and with regards to specific 

subjects mentioned in our proposal, it is necessary to clarify what we should feature in our 

intensive deliberations. 

Discussion on a social security number system is essential. This is not a question of saying 

yes or no to the system, but we should start designing the system assuming that we should 

install this system at an early stage. Regarding the social security system, we should start 

discussion about the level of service and the range of people who should really be eligible 

for the system, free from the past arguments made. 

Reforms addressing globalization are also important. Some regions and industries might 

get damaged due to globalization but basically its benefits spread to the entire people. 

Hence the time schedule of this reform is important and we should discuss this strongly. 

Labor market reform is important. It is not structural reform which widens disparities. 

Rather, distortions are generated because there are still frameworks not responding to 

changes of economic society. 

The Prime Minister made the following statement: 

The election results turned out to be very severe. I would like to reflect on what I should 


reflect on. Even under the harsh circumstances though, I would like to steadily actualize 


reform and fulfill my responsibility. So I ask for your cooperation.


Regarding the deliberation of CEFP from now on, I believe it is necessary not to delay


reform to promote economic growth. This is in order to overcome the issues of an aging 


society and to realize affluent lives. I would like to implement the measures specified in the 


“Basic Policies 2007” appropriately. 


It is also important to extend affluence to daily lives and regions by enriching policies for 


raising the growth potential and revitalizing regional economies. 


I would like the CEFP to function as the main engine of reform as before, and to lead 


various discussions. 




Prior to discussion on the budget for the next fiscal year, the Cabinet Office made a three-point 

explanation regarding the current economic situation and future macroeconomic management. 

First, it made an explanation for the current economic situation based on analysis of the Annual 

Report on the Japanese Economy and Public Finance. Second, Economic Forecast for FY 2007 

was presented, which explained the difference between macroeconomic indicators at the middle 

of the fiscal year and economic outlook at the beginning of the fiscal year. Third, it explained 

possible macroeconomic assumptions for the next fiscal year, as we talked about the FY 2008 

budget. Regarding macroeconomic assumptions for FY 2008, the Cabinet Office made analysis 

in line with the expert members’ opinion, so this part was submitted as reference material of the 

expert members. 

Member Toshihiko Fukui (Governor of the Bank of Japan) explained midterm evaluation for 

Outlook for Economic Activity and Prices by the Bank of Japan, and there was a discussion as 

follows: 

Expert member: The CPI (Consumer Price Index) of October 2006 and that of this time are 

both a little lower than forecasts in the outlook report. Could you tell us the possible 

reason? 

Mr. Fukui: The Phillips curve is becoming flat. Corporations are trying hard to improve 

productivity and to reduce fixed costs at the same time in order to overcome globalization 

and international competition. The unemployment rate in Japan is already around 3% and 

demand and supply for labor is tight at present. But labor prefers employment stabilization 

to better wages. Meanwhile we can say that the flat Phillips curve is a common 

international phenomenon. However, as demand and supply is becoming tighter little by 

little, so are prices. And this should reflect on the rate of price increases, I believe. 

Expert member: Not only the CPI but also the real economic growth rate in your 

explanation for the year 2006 are based on forecasts of the outlook report by the Bank of 

Japan. But actually, demand and supply is not tight, is it? 

Mr. Fukui: We had to make a downside correction for the CPI and other indicators of 2006 



because of a downside revision in final GDP report for 2005. So that was a downside 


correction of indicators because the position of the platform was lowered. 


Other member: A lowering of the nominal growth figure is a problem. When the Bank of 


Japan ended its quantitative monetary easing policy, your assumption was that the CPI 


would not be negative, wasn’t it? The BOJ made an erroneous projection, didn’t it? 


Anyhow, the essential thing is to overcome deflation completely and as soon as possible. 


Mr. Fukui: The rate of price increases defined by the Bank of Japan does not include the 


price of perishable foods which are so-called core material, but does include energy prices. 


Therefore, it varies with movements of oil prices. But we have to admit that the rising price 


pressure including the service sector is not strong although demand and supply is


tightening, and this trend has already been factored into the outlook report issued in April. 


Expert member: A flat Phillips curve means that price would not rise sharply. Even though 


the labor market is tightening, the price increase rate should be slow enough that we have 


sufficient time to assess the possibility of price increase. 


Mr. Fukui: We intend to adjust the level of interest rates slowly on the assumption that we 


have sufficient time. But we cannot be too slow, otherwise allocation of resources might be 


distorted. 


Regarding the “FY 2008 Budget Overview”, a proposal was submitted by the expert members 

based on the assumption of macroeconomic conditions as described above. There was no clear 

objection against the proposal. 

Based on the proposal of the expert members, the Cabinet Office made an explanation for the 

medium-term outlook for the economy specified in the “Direction and Strategy for the Japanese 

Economy.” The key is to confirm at present that the “Budget Overview” is in line with the 

course of fiscal consolidation, prior to starting discussion for the budget. 

Comments for the above are as follows: 



Most attendants emphasized that steadily implementing expenditure reform is the 

touchstone for overall reform and that we should work on this issue persistently. 

Senior Vice Minister of Economy, Trade and Industry, Kouzo Yamamoto, commented that 

it is important to raise the quality of contents for the budget, which means that it should 

include a framework for economic growth. What counts is the content of the budget for 

generating growth potential and security. 

Member Omi (Minister of Finance) made the following statement: 

It is essential to actualize expenditure reform and economic growth at the same time. 

Reference estimations attached to the expert members’ paper indicate that if we could 

reduce the government expenditure by 14.3 trillion yen and if measures for enhancing 

growth potential show a full effect, the primary balance should reach 0.0% as of FY2011. 

And this figure was 0.2% in January. The estimates clearly revealed that the road to fiscal 

consolidation is rough going. Regarding the FY 2008 budget, the current expenditure 

reduction efforts as a whole will not be relaxed, and maximum reductions will be achieved 

on the assumption that the direction of reform will never change. 

Regarding the budget request guidelines, we basically set the same standard as that of last 

year. About budget allocations, we will pursue the prioritization and efficiency. Budget 

request will attach priority to enhancing growth potential, regional revitalization, an 

environmental nation strategy, education rebuilding, etc. 

We will responsibly control the budget request guidelines, but there is a problem of a gap 

among regional economies and some regions are in a very severe condition. During the 

election period, I visited various regions to hear many opinions such as those requesting 

the construction of arterial high-standard highways and stressing very bad fiscal conditions 

of local governments. I would like to advance discussion on these issues in coordination 

with the Minister of Internal Affairs and Communications. Moreover, the vital power of 

small and medium-sized enterprises and innovation in technology are also important. 



Regarding tax reform, we will extensively tackle expenditure reform, while securing a 

stable source of revenue for the government's share of contributions to the basic pension 

based on estimated cost for social welfare and measures against the falling birthrate. It is 

necessary to promote solid discussions on fundamental tax reform including consumption 

tax based on the expert members’ revised calculations regarding the fiscal situation and 

prospects of social welfare costs, etc., while listening to various opinions in pursuit of 

actualizing the Integrated Reform of Expenditures and Revenues. 

Other comments are the following: 

Member Suga commented that we should not change the basic direction of reform. 

However, some regions remain in very tough conditions and regional gaps are also big. 

Therefore, we would like to seek priority-setting in this regard, rather than extending a 

uniform policy across the nation. 

Expert members pointed out that a 0% primary balance is just a milestone. Sooner or later, 

the GDP deflator and CPI will go up and so will nominal interest rates. This does not affect 

the primary balance but does affect debt. Hence we should consider decreasing the debt 

ratio to GDP. 

Foreign countries believe that there is uncertainty in Japanese reform policies. Hence we 

should clarify our strong intention to advance expenditure reform without relaxing fiscal 

discipline. Regarding the social welfare system, we have to steadily pave the way with 

institutional reform until FY2011, including reform of the public medical system. We have 

to establish a strong fiscal structure including debt management. And we have to consider 

specific targets to realize the above schemes. 

The Prime Minister made the following statements. 

The FY 2008 budget has to be a budget to thrust reform in line with the “Basic Policies 

2007”. 



We have to achieve maximum reductions for the whole expenditure at the central and local 


governments, and put emphasis on enhancing growth potential, regional revitalization, 


education rebuilding, an environmental nation strategy, etc. to make the budget prioritized. 


Based on the schemes, I would like the CEFP to sum up the “FY 2008 Budget Overview" 


and set strict budget request guidelines in line with that. 


Moreover, we have to accelerate and expand all institutional reform during the budget 


formulation process in order to rebuild this country with all our strength. I hereby ask for 


your cooperation. 


Prior to the Prime Minister’s statements, I said that I will quickly coordinate the “FY 2008 

Budget Overview” and sum up it as the consensus of CEFP. We will work on this at the meeting 

tomorrow. 

(END) 


