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Minister’s Summary by Minister Ota 
26th meeting (November 8, 2007) 
(1) Social security system and its sources of revenue (social security and 
taxation) (taxation system) 
(2) Reconstruction of regional economies  

1. New plan for reconstructing regional economies 
2. Reforms to improve the productivity of SMEs 

Hiroko Ota here. Today, the Council on Economic and Fiscal Policy (CEFP) held its 26th 
meeting of the year. The Council held discussions on taxation system reforms, a new plan for 
reconstructing regional economies and reforms to improve the productivity of small and 
medium enterprises (SMEs). 
 
Regarding tax reform, the Chairman of  Tax Commission Kosai and expert members outlined 
their papers respectively. The following comments were voiced in response: 

Expert member: The tax system should be changed in accordance with the changing times. 
For example, exemption for spouses and the tax system for retirement income were 
introduced when full-time housewives and lifetime employment were the norm. As the 
numbers of in dual-income families and the number of people changing jobs are increasing, 
it is essential that the tax system not put these people at a disadvantage. Moreover, it is 
important to respond to international movements as well. In the case of Japan, inward 
foreign direct investment is very limited, which is problematic in regards to employment in 
Japan. We have to always keep up with trends in Europe, the United States, Asia and 
elsewhere so that Japan remains attractive as an investment destination. 
Expert member: While it is important to deal with the international taxation trends, at the 
same time it is necessary to keep people informed in a fair and reliable manner. From this 
perspective, we should examine the Japanese tax system from an international standpoint in 
regards to, for example, whether our income tax, corporation tax and consumption tax 
systems are balanced and what levels of tax burdens constitute when classified in terms of 
corporations, individuals and so on. We need to explain these points to the people.  
Member Amari (Minister of Economy, International Trade and Industry): Employment and 
tax revenue will not increase without economic growth. Until fundamental reforms have 
been implemented, growth potential should be enhanced by tax treatment as well. Tax 
incentives aimed at encouraging investment in such fields as R&D, IT, human resources, 
environment and energy saving are required. 
Chairman Kosai: Many have expressed the opinion today that we should not deviate from 
international standards or remove ourselves from international trends. However, it is also 



important that we consider which countries’ models we should be looking at. For example, 
corporation tax rates in Asia are low, but we also have to look at those in Europe and the 
United States. Our points of comparison are also important points to consider. 
Expert member: When companies select locations, they count not only on the tax system, 
but also on infrastructure, the legal system and the availability of human resources. 
Comparisons need to keep these points in mind. 

 
I summed up discussions as follows: 

It is the first time for the CEFP to concretely discuss the tax system while ensuring 
consistency with the social security system. I would like to request that Chairman Kosai 
discuss tax system at Tax Commission based on today’s discussions. The CEFP will also 
continue discussions thereon. 
Under the theme of the integrated reform of the social security and tax systems, we have 
held full-fledged discussions on multiple options in regards to benefits and burdens, 
sustainable basic pension systems, and today, tax systems. Based on the discussions so far, I 
would like to present a summary of the points of contention at the next meeting as a basis 
for further debate. 

 
The Prime Minister made the statements as follows: 

Given that a falling birthrate and aging population are intensifying, we should develop a 
structure to enhance growth potential. The development of such a structure would be 
indispensable. Designing an ideal form for social security and securing the stable revenue 
sources required is an important task. 
Under the leadership of Chairman Kosai, Tax Commission has been engaged in enthusiastic 
deliberation and I am requesting cooperation with a view to filing recommendations. I 
suppose that full-scale discussions will be promoted at the Tax Commission, the CEFP and 
the ruling parties. In this regard, I ask you to step up discussions from a public point of view 
and deepen public understanding. 

 
Regarding regional economies, Masuda (Minister of Internal Affairs and Communications) 
outlined two types of papers concerning regional revitalization and local finance. Then, Nukaga 
(Minister of Finance) made the following explanation based on his own material. This includes 
his comments on local finance. 

Regarding the most suitable consumption tax, including local consumption tax, we should 
discuss how it would be in the future.  



Mr. Masuda’s material includes a proposal that the ratio of national tax revenues to local 
revenues be changed to 50-50. However, making the ratio mere formality at 50-50 will 
result in gaps in local governments’ financial capacity, as seen in the three-part reform 
package regarding subsidies, the transfer of tax revenue sources and local allocation tax. We 
must consider how to deal with this problem. 

In his material, Mr. Masuda proposes that the tax sources of the two local corporation taxes 
(corporation enterprise and corporation residence tax) and the consumption tax be 
exchanged. In this regard, we should consider ways of preventing taxpayers from being 
confused by the fact that the matters subjected to the two local corporation taxes are 
different from those subjected to the consumption tax. 

In any case, because a conclusion must be drawn up by the end of the year, I would like to 
consider realistic methods for correcting gaps. 
I agree with member Masuda’s proposal of designating special reserve expenditures. 
However, it is necessary to continue our discussions based on the precondition that revenue 
sources generated by way of the correction of tax revenue gaps should be used. I would like 
to continue my discussions with Member Masuda. 

 
In addition, we held discussions as follows: 

Expert member: Member Masuda’s plan for reconstructing regional economies basically 
concurs with the proposals made by the expert members and they appreciate the plan. 
However, the plan is not clear in regards to the following three points and further 
consideration is requested. Firstly, it is essential to clarify numerical targets and evaluation 
standards. Secondly, multiple-fiscal-year subsidies which accord a degree of discretion in the 
use of subsidies are required. Thirdly, it is essential that citizens representing the private 
sector who have professional skills and enthusiasm take a leading role in making plans for 
regions and implementing them. Therefore, subsidies for personnel expense aimed at securing 
talented people for managing regional entities are required. 
In response to this, Member Masuda: We are planning to use various ingenuities right now. 
We would like to consider a system that is useful and prevents moral hazards. 
Expert member: Regarding revenue sources for local governments, decentralization is among 
the most important factors for regional revitalization. Correction of gaps in tax revenue alone 
does not mean decentralization. Before everything, we should promote decentralization and 
then correct gaps in tax sources. We need correction of gaps in the sense that we need to 
transfer authority and revenue sources and correct the negative consequences thereof. 
Expert member: It has been proposed that eight prefectures which face severe employment 
circumstances be covered by a model project. In this regard, half of them, four prefectures, 



are located in Kyushu. Moreover, three of them are adjacent to each other. Therefore, if a 
broad economic zone is formed, the region in question can be thoroughly revitalized. We 
would need a method that would allow for such an area to cooperate on a financial level and 
promote revitalization.  Although it is difficult to introduce a system of broader regional 
government (doshu-sei) at this stage, it is worth considering permitting financial adjustment 
among several prefectures, or introducing a special system aimed at broad regional 
coordination and national government support systems for broad regional projects. Regarding 
correction of gaps of tax resources, the two local corporation taxes partly demonstrate an 
outcome of local governments’ efforts to revitalize their economies. If the central government 
were to level the whole nation by collecting all local corporation taxes, it would deprive local 
governments of their incentives for revitalization, though this depends on the adjustment 
method. Therefore, we must consider a system which would allow local governments to 
spend revenues in broad regional units instead of allowing the central government to collect 
all such revenues. 
Expert member: Regarding Mr. Amari’s reference to coordination between agricultural and 
manufacturing industries and agricultural and commercial industries, the know-how of the 
Ministry of Economy, International Trade and Industry should be utilized so as to promote 
the export of agricultural products. 
Expert member: There were once regional revitalization projects, but they lacked usability. In 
Mr. Masuda’s proposal, the principle of comprehensiveness is important and we must break 
down the ministries’ vertical structure. It is regions that should play a central role herein. The 
central government should support regions’ endeavors by transferring authority, sources of 
revenue and responsibilities.  

 
I summed up discussions as follows: 

With a view to drafting a final report, I request that Mr. Masuda specify a new scheme. 
There have been various discussions in regards to the allocation of tax sources between the 
central and local governments. High on the agenda of the next CEFP meeting will be an 
interim draft report by the Committee for the Promotion of Decentralization Reform. 
Allocation of tax sources between the central and local governments is a very important issue, 
and as such discussions on this matter will also be held. 

 
The Prime Minister made the comments as follows: 

Structural reform in the pursuit of regional revitalization is one of top priorities of the Fukuda 
Cabinet. Today, the basic idea aimed at regional revitalization was presented. Based on 
today’s discussions, I request that Mr. Masuda compile concrete measures in a speedy fashion. 



Regarding the issue of the correction of gaps in financial capability, I request that both the 
Minister of Internal Affairs and Communications and the Minister of Finance compile 
concrete plans feasible as of the next fiscal year. 

 
Regarding reforms aimed at improving the productivity of small and medium enterprises 
(SMEs), we will discuss future growth strategies hereon. As a starting point, I briefly elaborated 
on the ongoing growth strategy. I explained that today we discuss the SME Productivity 
Improvement Project, as it had not been completed while noted in the Program for Enhancing 
Growth Potential. Then, Member Amari and expert members outlined their papers. In response, 
the following comments were voiced: 

There are a great variety of SMEs. Productivity levels of very small firms are the lowest. 
Treating all SMEs en masse will barely produce any results, therefore we have to implement 
finely-tuned measures for each sector and size category. Regarding the promotion of proper 
subcontracting transactions, both large firms and SMEs should exist in a harmonious yet 
independent manner. Efforts on the part of the business sector, as opposed to reliance on the 
public sector and political measures, are essential. 
Expert member: We need to continue to be mindful of what role the government should play 
in regards to SME policies. It is important to make the most of the efforts of SMEs. It is 
necessary to intensively implement effective measures, and to promote discussions while 
continuing to observe which sorts of measures are effective. 

 
I asked Member Amari to summarize the SME Productivity Improvement Project without fail 
and implement it. 
 
The Prime Minister commented as follows: 

SMEs are a source of vitality for the industrial sector. The project for improving SME 
productivity is a very important one, and I request that Member Amari commit himself to the 
development of an environment conducive to the concurrent growth of large corporations and 
SMEs. 

 
In the end, the Prime Minister gave his instruction as follows: 

In my policy speech, I stated that we would promote both fiscal consolidation and economic 
growth as two wheels on a single axle. It is high time that this Cabinet summarized its ideas 
on what kind of growth strategy we should implement in the light of present circumstances 
confronting Japan. 



I request that the effectiveness of measures implemented thus far be verified and that checks 
as to whether or not anything lacking or insufficient be conducted, and that deliberations 
regarding concepts for new growth strategies under the Fukuda Cabinet and discussion 
pertaining to the most suitable prioritization of measures be initiated immediately. 

 
In January of next year, a revised version of the “Direction and Strategy for the Japanese 
Economy” will be issued. This report will outline the mid-term vision of the Fukuda Cabinet in 
regards to economic and financial policies. The CEFP will soon proceed with discussions on 
that matter. Given the Prime Minister’s instruction today, the CEFP will initiate discussions on 
how to tackle growth strategies under the Fukuda Cabinet. 
 
(END) 
 


