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23 rd meeting (October 17, 2007) 
(1) Social security system and its revenue sources (social security and taxation) 

1. Multiple options of benefits and burdens 
2. Medical care 

(2) Reconstruction of regional economies 

Hiroko Ota here. Today, the Council on Economic and Fiscal Policy (CEFP) held its 23 rd 
meeting of the year and conducted the first round of discussions on the social security system 
and its revenue sources (social security and taxation). 
Regarding the reconstruction of regional economies, I was supposed to report on the progress of 
designing the Regional Power Revitalization Corporation (tentative title), but this agenda was 
postponed until the next meeting due to time constraints. 

At the beginning of the meeting, the expert members presented three kinds of trial calculations 
regarding multiple options for benefits and burdens. They included two main points. 
The first point was that benefits and burdens should go together. As the objective of the 
Integrated Reform of Expenditures and Revenues is to discuss benefits and burdens together, all 
the three kinds of trial calculations are based on a combination of benefits and burdens. 
The second point is that it is important to the Japanese economy for growth potential to be 
enhanced. Enhancing growth potential will cause changes in future burdens. In other words, it 
implies that we may not be able to overcome the challenges presented by the aging population 
without enhancing growth potential. 

Trial Calculation I indicates different scenarios in terms of expenditures from now until FY2011. 
This is basically the same as the reference trial calculation, which was made in January in the 
“Direction and Strategy for the Japanese Economy” and revised in August. Trial Calculation I, 
however, is only different in that it reflected budget request guidelines in FY 2008. As described 
in the “Direction and Strategy,” the latest calculation indicates four patterns in total: a scenario 
of achieving desirable growth as a result of growth enhancement efforts and that of restrained 
growth due to certain factors in cases of expenditure reductions of 11.4 trillion and 14.3 trillion 
yen, respectively. 
Moreover, as there will be discussions on the necessity of, for example, new expenditures 
pertaining to measures against the declining birthrate, the trial calculations included a third 
scenario. In contrast with the scenario wherein 14.3 trillion yen is simply reduced, the third one 
assumes a case of increasing expenditure by 1 trillion yen a year. 



The results of the trial calculations in the case where a nominal economic growth rate of 3.0% is 
achieved are as follows: 
The upper line in the expert members’ material shows a case wherein a targeted expenditure 
reduction of 14.3 trillion yen is realized. In this case, a budgetary primary balance is achieved 
without a tax increase. This case also assumes a raising of the Government’s contribution share 
of the basic pension benefits from one-third to one-half, and even under this condition, we also 
can also achieve a primary balance. 
On the other hand, if there is to be an expenditure reduction of 11.4 trillion yen or an annual 
expenditure increase of 1 trillion yen while at the same time expenditure is reduced by 14.3 
trillion yen, the budget will run a primary deficit of 1.9 trillion and 2.6 trillion yen respectively. 
These deficits must be financed by a tax increase. The trial calculation assumes that such tax 
increases are implemented in FY2011. Regarding a one-year period in FY2011, the tax increase 
is thought to have a slight effect on the economy, and that this is likely to cause changes in 
amount of primary deficit as well as the required amount of tax increase. Therefore, the required 
amount of tax increase is shown for easy understanding. 
If the growth rate is restricted, primary deficits will remain even with the 14.3 trillion yen 
reduction in expenditure. 

Trial Calculation II anticipates medium- and long-term results up until FY2025. If we maintain 
benefits at the present level, to what extent will we have to increase burdens? Contrarily, if we 
do not increase said burdens at all in future, to what extent will we have to decrease the 
benefits? This calculation indicates these two extreme cases. 
This is based on assumed scenarios for successful growth as well as restricted growth, as 
pertains to Trial Calculation I, during a period up to FY2011. However, from FY2012 onward 
the growth scenario assumes a nominal growth rate of 3.2% and a real growth rate of 1.7%, 
while the restricted growth scenario assumes a nominal growth rate of 2.1% and a real growth 
rate of 0.9%. 
Moreover, as the “Basic Policies 2006” described a policy whereby the divergence of debts 
would be halted, the trial calculation indicates a required increase of burdens to prevent an 
increase in debt ratio against GDP after FY2011. 
Trial calculation results are as follows: 
Starting from FY2007, the dashed line in the diagram shows the restricted growth case, and the 
dotted line shows the case where a desirable level growth is achieved, while the red box on the 
right side shows the case wherein benefit levels are maintained, and the blue box shows the case 
wherein burden levels are maintained. 



The figures shown in parentheses on the boxes’ far left, such as 9.1% and 8.7%, are the ratio of 
social security burdens against GDP. The required tax increases indicated on the right refer to 
the tax increases required in order to avoid raising the debt ratio against the GDP after FY2011. 
The figure at the top, 28.7 trillion yen, and the figure below, 14.4 trillion yen, indicate that if the 
given scenarios constitute real growth rates of 1.7% and 0.9% with a difference of 0.8%, or 
1.1% difference in terms of nominal growth rates, the required tax increases as of FY202 will 
differ by 14.3 trillion yen. Even if we were to maintain levels of burdens, such differences in 
growth rates would result in differences of about 16 trillion yen. The results clearly illustrate 
difficulty of overcoming the aging society without implementing efforts to enhance growth 
potential. 

Trial Calculation III converted the figures in Trial Calculation II on a per-capita basis for easy 
understanding. In this regard, we have to look into medical care, nursing care and pensions 
respectively, and as such we used data from the Ministry of Health, Labor and Welfare. 
Therefore, assumptions on growth rates, etc. differ slightly from those in Trial Calculations I 
and II. Assumptions on wage increase rates and price growth rates are indicated on the last page. 
Trial calculation results are as follows: 
As of FY2008, the burden per capita is 1,210,000 yen and the benefit per capita is 2,380,000 
yen. 
In the case wherein benefits are maintained and burdens increased, social security burdens will 
increase from 1,210,000 yen to 1,410,000 yen in FY2015. Having said “benefits maintained,” 
benefits will increase from 2,380,000 to 2,470,000 yen, meaning that the average per capita 
benefits will increase as the elderly population increases. 
The following case involves reducing benefits and maintaining burdens. In spite of the reference 
to “maintaining burdens,” the figure shown signifies an increase from 1,210,000 yen. This is 
due to the fact that the burden ratio against income remains constant. In this case, the required 
reductions represent about 10% in medical care and about 20 % in nursing care. 
Moreover, as of FY2025 when the baby boomers are to surpass the age of 75, medical care 
expenses should start rising sharply. This sharp rise is easy to understand upon comparing the 
numbers for FY2015 with those for FY2025. 

Besides the above three trial calculations, the expert members presented a paper outlining the 
“Five Principles for Safety and Sustainability.” 

After that, Temporary Member Masuzoe (Minister of Health, Labor and Welfare) outlined his 
material and made the following statements: 



Restraints on expenditure seem to have reached their limits. A reduction of 1 trillion yen is 

far more than ordinary. We are trying very hard, but given current sources of revenue, we 

are reaching our limits. 

It is also important to lighten the burdens shouldered by regions. 

We have to introduce full-scale measures against the declining birthrate in order to bolster 

people’s will to work. 

Without solving current problems such as the shortage of doctors, regional anxiety may not 

be eliminated. 


Then, the following comments were voiced. 
Member Amari (Minister of Economy, Trade and Industry): We should give due 
considerations to corporate burdens as well and correct the high-cost structure of the 
medical and nursing care systems while ensuring quality service therein. 
Member Nukaga (Minister of Finance): We have to secure stable revenue sources for social 
security costs over the medium and long term. It is necessary to launch deliberations on 
fundamental reform of the taxation system, including consumption tax, at an early date. We 
would like to seriously tackle this issue as it directly affects people’s lives. As the political 
situation has been changing, the government and the ruling parties would like to set up a 
forum to initiate debates. Based on this, we will endeavor to reach a consensus on this issue 
with the opposition parties in the Diet. 
Expert member: Revenue sources for social security do not drop out of the clouds. As 
increases in benefits result in an increased burden on the people, we should definitely follow 

the five principles so as to avoid shifting the burden onto future generations. 
Expert member: Considering the macro-framework as we did today is important. However, 
such debates will only result in inorganic figures, and the CEFP may become subjected to 
criticism for not siding with the people. As a public safety net, the social security system is 
an important foundation for our safety and security. As there are wide gaps among elderly 
citizens and people’s work patterns are changing, the CEFP has to develop specific systems 
while being mindful of details. We should discuss how much in the way of benefits are 
required, verify this from a macroscopic perspective and utilize the feedback we receive. 
Expert member: Trial calculations have succeeded in clarifying two points. Firstly, it is 
crucial that a primary balance be achieved in FY2011. We would like to reconfirm that if 
this presupposition collapses, the scale of tax increases will also increase. Secondly, a 
difference in real growth rates of only 0.8% would lead to greater change in the necessity of 
tax increases than our every debate on tax increase would. As such, growth is important, 



and without growth we can neither achieve fiscal consolidation nor provide a stable social 
security system. 
Member Masuda (Minister of Internal Affairs and Communications): Local governments 
play a major role in the social security system. At present, each prefectural government is 
formulating a plan for optimizing medical expenses. Local governments also play an 
important role in issues other than benefits, such as allocation of manpower. Therefore, 
securing stable revenue sources in the regions is required. 
Temporary Member Masuzoe: Of course we have to seriously consider revenue sources, but 
it is possible that if people’s anxieties over social security system were to be fuelled, this 
could negatively affect Japan’s GDP. As 60% of Japan’s GDP is represented by consumer 
spending, if anxiety pertaining to social security were to spread, consumption by elderly 
citizens would decrease and this might limit economic growth. 
A paper regarding corporate burden was submitted by Member Amari. We should also 
consider that if we finance social security cost by way of taxation, figures pertaining to 
corporate burden will decrease. We have to discuss from the point of corporate social 
responsibility as well. 
From an expert member to Temporary Member Masuzoe: We are not proposing to lower 
levels of medical, but rather are proposing to eliminate wasteful spending without reducing 
the quality of services provided. 
Temporary Member Masuzoe: I entirely understand your comments. However, I ask that 
you understand we are putting forth our best efforts. 
When we talk about benefit reduction, we have to be careful of debates that tie reduced 
benefits with lowered quality. 
Member Machimura (Chief Cabinet Secretary): Growth scenarios and restrictive scenarios 
were presented and while I understand that growth is important, what we are planning in 
order to enhance growth potential is not yet known. Efforts such as the Program for 
Enhancing Growth Potential are not yet known. We have to explain the specifics of these 
programs. 
Member Amari: Within the same budget amount, budget should be organized so as to be 
effective for growth. 

Next, the expert members submitted their paper highlighting medical care for the elderly and 

offered explanations. 

For this, Temporary Member Masuzoe made the following statements: 


Regarding the medical care system for the elderly, the direction of reform is not an incorrect 
one, from the point of view of intergenerational fairness and sustainability of the system. 



While it is not wrong, we do require a detailed response on behalf of the elderly. A project 
team created by the ruling parties is now studying measures, and we will work on the issue 
based on that. 
Regarding corrections to the high cost structure, we are steadily implementing 
countermeasures thereto. We will work on the issue while providing people with a sense of 
safety. Regarding, for example, “social hospitalization,” great controversy would be aroused 
if we were to carelessly assert that the government was going to eliminate beds for patients 
requiring long-term convalescence. We have to promote policies with detailed, well 
thought-out explanations. Care in the implementation of such policies is important. 

In response, expert members made the following comments: 
As medical costs for the elderly increase, this will become a burden on young people. The 
social security system in Japan is particularly imbalanced in that benefits for young people 
are lesser and those for the elderly are far greater, requiring further reform. Moreover, there 
are considerable income gaps among elderly people. We need to give sufficient 
consideration to poor people, but for the rich elderly, we should ask that they shoulder 
burdens to a reasonable extent. 
Although the current medical care system for the elderly may include several measures 
aimed at easing the effect of reform, the systems are quite complicated. Easy explanations 
should be made to the people. 
Regarding the shortage of doctors, we should review the existing division of roles among 
doctors and nurses, and consider new measures such as allowing nurses with specialized 
knowledge to play expanded roles. By the way, temporary member Masuzoe also 
commented that he wishes to implement reform measures such as the introduction of 
paramedical doctors. 
In order to reach a solution to the doctor shortage problem, we have to increase the number 
of medical students. There appears to be a plan underway to increase medical school quotas 
to two in each prefecture, but this may not relieve the doctor shortage at all. As it takes 
about ten years to train a doctor, intensive deliberations are necessary between the Ministry 
of Education, Culture, Sports, Science and Technology and the Ministry of Health, Labor 
and Welfare. 

Member Nukaga: We have to consider both the intergenerational balance and the 
intra-generational balance, and we should not limit our efforts to medical care but rather 
implement comprehensive measures with emphasis on education, vocational training and so 
forth as well so as to give young generations hope for the future. 



I summed up today’s discussions as follows: 
There was no particular objection to the “Five Principles for Safety and Sustainability” 
proposed by the expert members, and it was approved overall. 
Regarding checkpoints proposed by the expert members, the Cabinet Office will have to 
determine what kind of data should be utilized as indicators, and we would like to make 
decisions in regards thereto in consultation with the expert members. The key idea is to 
examine the five principles with certain indicators, as the selection of indicators is very 
important. 
Trial Calculations and options will be utilized in deliberations from now on. 

Regarding the “Program for Improving Quality and Promoting Efficiency in the Medical 
and Nursing Care Services” as specified in the “Basic Policies 2007,” I request that 
temporary member Masuzoe provide the CEFP with follow-up reports whenever 
appropriate. 

The Prime Minister made the closing statements as follows: 
The social security and taxation systems are extremely important issues from the viewpoints 
of both the state and citizens’ lives. We have to ensure safety and sustainability from a 
medium- and long-term standpoint. 
In today’s discussion, expert members outlined the main points of the “Five Principles for 
Safety and Sustainability” from a public point of view. 
If we wish to maintain the current levels of social security benefits in spite of the decreasing 
population and aging society, we cannot avoid asking people to bear much greater burdens 
than they do now in future. On the other extreme, if we wish to maintain current levels of 
burdens, we will have to resort to cuts in social security benefits. As such, it has been 
revealed today that we have to make very difficult decisions. 
As the aging of our society continues steadily, if we put off the issues, decisions regarding 
possible options for the future will become even more difficult. 
We should resolutely look forward and compile easy-to-understand deliberations as quickly 
as possible from the point of view of the people. As the expert members have pointed out, 
lucid discussions are needed. We have to ensure that our explanations are understandable to 
each and every citizen while showing in a clear and plain manner how current and future 
benefits and burdens will differ. 
I request that you closely examine the specifics of social security benefits, medical care 
service, nursing care service and pensions, so that we may present a detailed image of 
people’s lives. 
Based on this, national-level discussions should be conducted. 



I commented that we had disclosed the first trial calculations today, and that based on these we


intend to continue discussions while presenting clear and straightforward options. 

(End) 



