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Minister’s Summary by Minister Ota 
24th meeting (October 25, 2007) 
(1) Social security system and its revenue sources (social security and 
taxation)(Pension system) 
(2) Reconstruction of regional economies 

Hiroko Ota here. Today, the Council on Economic and Fiscal Policy (CEFP) held its 24th 
meeting of the year and conducted discussions on the pension system within the overall 
framework of the social security system and its revenue sources (social security and taxation) as 
well as, though only briefly, the reconstruction of regional economies. 

Regarding the pension system, the expert members first provided explanations based on their 
paper. If we raise the state’s share of contribution to one-half and continue to maintain this share, 
this will allow for the preservation of the existing social insurance premium system. The other 
method is raising the contribution share to two halves in the form of a complete taxation system. 
Both the merits and drawbacks of each method were explained. Following this, Temporary 
Member Masuzoe (Minister of Health, Labor and Welfare) gave a briefing on his paper. 

The subsequent discussions were as follows: 
Member Nukaga (Minister of Finance): Regarding the raising of the state’s contribution 
share to one-half, we should implement the relevant measures in a responsible manner. It is 
essential that we discuss which is more advantageous for us, a taxation method or a social 
security premium method. As it is important to solicit real understanding on the part of the 
public, a broad range of discussions should be held. 
Expert member: We need to discuss in ways in which the public as a whole can understand. 
As the biggest issue pertaining to the current system is premium defaults, we request that 
expedient measures be undertaken to deal with this issue. We should conduct a radical 
review, as the 25-year premium-paid period required for receiving benefits is very long, and 
this creates a disincentive for the payment of premiums, primarily on the part of young 
people. As Financial Report on the Public Pension System are so difficult to read, we do 
request that the issuance of profit-and-loss statement, balance sheet and cash flow table be 
conducted in a manner akin to corporate accounting. Those basic data is essential for us to 
take time for discussion. 
Expert member: The state’s share of contribution is already present in the current pension 
system for the purpose of supplementing a transfer of income between generations. As the 
current system was established during a high-growth period of the Japanese economy, an 



inter-generational imbalance has been preserved. As such, the state is now contributing to 
the narrowing of the inter-generational imbalance in benefits and burdens. Therefore, 
instead of the discussing dichotomy between the social insurance premium method and the 
taxation method, we should be basing our discussions on the premise that a one-half 
contribution system is already being financed through taxes. I am for shortening the 25-year 
requirement. Under the current system, if payments stop at the 24-year requirement, payable 
benefits revert to zero. Thus, shortening the requirement is much more preferable than no 
benefits, although this approach is criticized for causing lower pensions. If the basic pension 
system were to be shifted to the taxation method, tax burdens will increase at the time of 
transition for persons who have completed payment of their premiums, while their benefits 
will not increase. Therefore, the issue of new, additional burdens on the older generations 
can, in theory, be taken as a step towards reducing the current inter-generational gaps. Still, 
gaining public understanding is difficult. 
Temporary Member Masuzoe responded with the following: As the other half of the current 
basic pension is financed by tax revenue, we may begin discussions on the choice between a 
one-half contribution share and a two-half share. Instead, I would like to emphasize once 
more that the basic pension system is in essence a social insurance system. I would stress 
that the pension plan is a system of social solidarity based on mutual aid. In shortening the 
25-year period, we should take into account those persons who have been paying for a long 
time. In the case of shifting to a taxation method, persons whose pensions have already been 
issued or who are due to receive benefits after having completed enrollment period will be 
liable to duplicate payments. Could anyone offer a persuasive solution in regards to this 
issue? 
An expert member responded as follows: Social insurance, as if often said, is mutual aid. 
However, such aid must be fair. It would not be fair if burdens on successive generations 
were to get bigger and those burdens passed to future generations. If a remuneration-based 
proportional part (the second tier) is added to a basic pension, benefits would not become 
lower than the basic pension alone. As such, the enrollment period required should be 
shortened so as to provide the second tier pension. 
Expert member: The current system in the United States imposes taxes on elderly citizens 
with high incomes and incorporates the tax revenue collected into the pension fund. This 
approach deserves our consideration in that it will help narrow inter-generational gaps. 
Expert member: We should distinguish short-term issues from long-term issues. As 
premium defaults are the big issue now, the issue of short-term defaults must be 
immediately tackled. Basic discussions on the taxation method and the social insurance 
method should be conducted concurrently with the above issue. 



It has been pointed out that the taxation method would eliminate private companies’ share 
of the burden. Regarding how this point should be viewed, an expert member commented as 
follows: 
The taxation method is one of the available options in the pursuit of a secure pension system, 
and reducing corporate burdens is not what we are contemplating. We are bewildered by 
many arguments bussiness community insist introducing the taxation method to eliminate or 
reduce corporate burdens, although debates that specifically addresses the future pension 
system are not conducted. Even now, we have not reserved enough funds for future 
employee pensions, and under such circumstances premium reductions are completely 
unfeasible. If corporate burdens were to be reduced, companies would allocate additional 
funds to employees’ old-age security in the form of the Defined Contribution Pension Plan, 
etc. 
Aside from this, another expert member noted that it would not be fair if companies alone 
were to gain an advantage. It is absolutely impossible. 

I summarized the discussions as follows: 
We had our first-ever full-fledged discussions on the current premium method as well as on 
a method of financing basic pension entirely through tax revenue, a proposal presented as a 
prescription for the existing system. I believe the discussions were very fruitful. 
Although it is not easy to draw a conclusion on the most suitable pension plan, I hope that 
people’s interest will be heightened by the presentation of options, as was done today. 
The discussions today highlighted the major issues involving the respective options, and if 
we choose to maintain the existing premium method, the biggest problem will be premium 
defaults. On the other extreme, if we choose to finance basic pension entirely through tax 
revenue, the most difficult question is the handling of the transition period. 
Regarding measures to be taken as outlined in the expert members’ paper, there was a 
general consensus in regards to the following points: We need to conduct discussions 
involving both the ruling and opposition parties in order to attain a public consensus. The 
raising of the state’s contribution share to one-half should be achieved as scheduled. We 
should make prompt efforts to settle the current issues, including premium defaults. 
Shortening the minimum required enrollment period of 25 years is a major issue. Several 
members declared their support for such an approach, but we should continue discussions 
on the matter. 

The Prime Minister made the following statements: 



Today, we have had a very significant debate on issues ranging from basic pension plan to 
the pension system in its entirety, as seen from various angles. 
I request that discussions be continued in a way that is conducive to the promotion of public 
understanding. 
Since the last meeting, we have been discussing the benefits and burdens pertaining to 
social security. In said discussions, we should first create a vision of suitable social security 
systems and measures against the falling birthrate, and after presenting these to the people 
in an easy-to-understand manner, should devise ways to secure stable sources of the 
necessary revenue so as to avoid shifting the burden onto future generations. 
This is not a matter which directly leads to consumption tax rate. Rather, I would like you to 
promote discussions pertaining to the social security system in its entirety and the taxation 
system supporting it, all from the point of view of the public. 
It is vital to promote both stable growth and expenditure reform as shown in the trial 
calculation reported at the last meeting. I request that you also conduct in-depth debate on 
the thorough elimination of budgetary waste through a review of private contracts, the 
improvement of bidding systems, etc. and the steady promotion of economic growth 
strategies. 

Regarding the reconstruction of regional economies, I elaborated on the progress of discussions 
in regards to the Regional Power Revitalization Corporation (tentative title). Following this, 
Member Masuda (Minister of Internal Affairs and Communications) outlined his material on 
semi-public joint venture companies and noted that utmost efforts are now being made. As 
outlined in the material, Member Masuda cited the necessity of solid coordination with the 
Regional Power Revitalization Corporation (tentative title) and the designing of a system for 
respecting local government autonomy. 

Subsequent discussions were as follows: 
Expert member: Efforts aimed at reforming semi-public joint venture companies are of 
course important, and so are those aimed at private-sector reform at the regional level. What 
kind of help can the central government provide? We need to consider the required 
budgetary measures. In Britain, for example, a subsidies program called “city challenge” 
exists. Under this program, the British government does not outline a particular measure, 
but picks projects eligible for subsidies through open competitions between proposals made 
by communities. Thus, regional communities are allowed to have a free hand spending 
subsidies. The program sets numerical targets in order to avoid pork-barrel spending. This 
type of system is indeed necessary in Japan. 



In response, Member Masuda made the following statement: Cross-sector policies beyond 
the boundaries of ministries are required. What we should strive for is ‘menu-style’ policy 
options that are convenient to regions. I would like to see a system which incorporates 
third-party perspectives to avoid pork-barrel spending. The competition style proposed 
earlier, for example, is a good choice. I will consider a mechanism which incorporates 
objective methods of evaluation by third-party organizations to be conducted after regional 
communities have spent their subsidies based on their own volition, or when they are 
engaging in such spending, and gives local governments a free hand in spending as well. 
Expert member: It would be difficult to achieve reform results in regards to semi-public 
joint venture companies. We cannot expect results immediately, even if the central 
government steps in. Cross-ministerial efforts to provide support are needed. 
Expert member: It is very important to respect regional autonomy and improve the usability 
of the budget. We should create a mechanism which rewards local governments that 
demonstrate forward-thinking initiative. 
Member Amari (Minister of Economy, International Trade and Industry): With the 
participation of the Regional Power Revitalization Corporation (tentative title), we have 
gained access to all tools for the revitalization of enterprises, including semi-public joint 
venture companies, as we also have a conference for supporting revitalization of Small and 
Medium Enterprises (SME) set up by the Ministry of Economy, Trade and Industry. They 
should be optimally utilized on a case-by-case basis. 
Member Nukaga: In assisting semi-public joint venture companies and SMEs through the 
Regional Power Revitalization Corporation (tentative title), it is insufficient to merely let 
them survive. Revitalizing these organizations is vital, and pork-barrel spending should be 
avoided. 

I asked Member Masuda to submit a brief outline of the “Masuda Plan” on the reconstruction of 
regional economies at the next meeting. Regarding the promotion of economic growth strategies 
as instructed by the Prime Minister, I concluded today’s discussion by requesting that Member 
Amari publish an SME Productivity Improvement Plan, etc. 

(END) 


