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(1) Social security system and its revenue sources (social security and taxation) 

1. Measures to correct cost structure of medical and nursing care 
2. Summarizing the discussions 

(2) Reconstruction of regional economies (decentralization reform) 
(3) Basic Principles of the FY 2008 Budget Formulation (draft items) 

Hiroko Ota here. Today, the Council on Economic and Fiscal Policy (CEFP) held its 27th 

meeting of the year and engaged in discussions on measures to correct the cost structure of 
medical and nursing care, decentralization reform and the Basic Principles of the FY 2008 
Budget Formulation (draft items). 

Regarding measures to correct the cost structure of medical and nursing care, the Program for 
Improving Quality and Promoting Efficiency in the Medical and Nursing Care Services is 
summarized in the “Basic Policies 2007.” Temporary Member Masuzoe (Minister of Health, 
Labor and Welfare) reported on progress. After that, expert members made five proposals 
pertaining to a review of the medical fee system. The reform of public hospitals, which is 
included in the aforementioned five proposals, was outlined by Member Masuda (Minister of 
Internal Affairs and Communications). Subsequent discussions were as follows: 

Expert member: Regarding the shortage of doctors, although quotas for medical schools in 
each prefecture are designated, prefectures should be allowed to independently set their own 
quotas so as to ensure a medical care system that is in just proportion. As presented in the 
expert members’ proposal, a family doctor system is very important. It is essential to 
establish a family doctor system so that patients do not visit major hospitals for primary care. 
Moreover, the central government must carry on its campaign to promote generic drugs so as 
to reduce people’s resistance to the use of such drugs. At the same time, we should establish a 
system which enables new drug developers to recover investment costs in a shorter time. 
Expert member: Anxieties over bearing and rearing children is spreading, and we are 
experiencing the shortage of obstetricians and gynecologists. As providing economic 
incentives is important to solving this problem, specific manpower requirements should be 
achieved by way of linking priorities with medical fees, or by introducing no-fault insurance. 
Member Nukaga (Minister of Finance): The Ministry of Finance will strive to deal with the 
shortage of doctors. However, it is important to set priorities as a whole. 
Temporary Member Masuzoe: Almost all of the proposals made by the expert members are 
either plans that have already been implemented or ones that we would like to implement in 
the future. Regarding the expert members’ assertion that we should shorten the required 



period for the approval of new drugs, that period will be cut down to a year and a half in five 
years, which is almost the same length of time as that of the United States. Regarding public 
hospital reform, we should definitely continue to implement reform, although public hospitals 
have been designated core elements of the medical network, and as such public-sector 
management of hospitals has been regarded as authoritative and reassuring. I agree with the 
expert members’ proposals. 
Referring to a comment to the effect that the Ministry of Health, Labor and Welfare should 
first clarify whether the number of doctors is sufficient or excessive and then share that 
understanding with the Ministry of Education, Culture, Sports, Science and Technology, 
Temporary Member Masuzoe: While the question as to whether or not the number of doctors 
is sufficient varies depending on the field in question, I personally believe that restrictions 
seem to have reached their limit. Increasing the number as a whole is necessary in future. 

We reached a general consensus on proposals by expert members, such as necessity of linking 
priorities with the medical fee system and the structural reform of costs. 

After this, with a view to focusing on the main points of discussions conducted so far on 
integrated reform of the social security and tax system, and link such efforts to the formation of 
groundwork for the future deliberations, I submitted a paper summarizing the discussions. The 
paper describes what we have discussed and agreed to in accordance with the “Five Principles 
for Reassurance and Sustainability.” The following comments were voiced: 

Temporary Member Masuzoe: Regarding “Principle 2” concerning the correction of the 
discrepancy between generations in terms of benefits and burdens: “increases in tax and 
social insurance premium burdens are unavoidable to maintain social security benefits, while 
benefit reduction is unavoidable to maintain burdens. We should take this difficult situation 
as a starting point and think hard,” we should reconfirm the point that if public benefits 
decrease, self-pay burdens will increase because burdens in their entirety are not decreasing. 
In response to this, expert member: We should also reconfirm the point that when it comes to 
self-pay burdens, there is room for each individual to decide whether he or she will pay or 
not. 
Temporary Member Masuzoe: The balance is important for this.Referring to the description 
concerning benefits and burdens: “Elderly citizens with high incomes should be requested to 
bear the burden to a reasonable extent,” we should reconfirm the fact that this has already 
been achieved in terms of differences between elderly citizens with high incomes and those 
with low incomes in terms of self-pay burdens. 



As we have a common understanding as a whole, we will move our discussions along hereafter 
based on these discussions. 

The Prime Minister made the following statements: 
Regarding measures to correct the cost structure of medical and nursing care services, the 
review of medical fees is very critical issue as it will determine the allocation of over 30 
trillion yen in medical expenditures. I would like to request that the Minister of Health, Labor 
and Welfare demonstrate leadership and take a clear stance in drastically reducing 
expenditures in areas where we can promote streamlining while enhancing areas where public 
reassurance is required. 
Regarding the “summarizing the discussions,” integrated review of the social security and tax 
system directly affects the people’s life and modes of working. We should continue to deepen 
our discussions. Based on the “summarizing the discussions,” I request your continuous 
cooperation. 

Regarding decentralization reform, Member Niwa, Chairman of the Committee for the 
Promotion of Decentralization Reform, outlined the interim report. The expert members also 
submitted their papers. Discussions went as follows: 

Member Masuda: My opinions are almost identical to the proposals made by the expert 
members. As there are a range of obligations and restrictions concerning autonomous local 
government affairs, it is most essential that they be reduced. The Committee is also 
formulating common review standards and I request your cooperation therein. Reviews of the 
central government’s local branch offices and the transfer of authority are also important. 
Both the Ministry of Internal Affairs and Communications and the CEFP need to actively 
promote decentralization. 
Member Nukaga: Regarding the expert members’ proposal that we transfer tax revenue 
sources and change the ratio of national tax revenues to local tax revenues to 5 to 5 in future, 
this idea is the ideal solution, but in reality the post-distribution ratio of local tax allocation is 
currently 4 to 6. If we were to change the ratio to 5 to 5, the gaps in local governments’ 
financial capacity would expand. A realistic approach to correcting these gaps and 
coordinating discussions for the future is required. 
Expert member: An increase in local governments’ discretionary powers through 
decentralization is accompanied by discipline. This discipline should function through the 
market, in the case, for example, of local bonds. As presented in the expert members’ 
proposal, when we liberalize local bonds, implied guarantees by the central government 
should be removed. It is essential that an interest differential for local government bonds 



should be allowed to represent local government credit so that investors are able to judge 
whether or not they will invest at the time of the bond’s issuance. Therefore, we should 
establish a principle that the central government will not implement relief measures for 
defaults by local governments. 
Member Masuda: I basically agree with the proposal that the issuance of local bonds should 
be liberalized and left to market discipline. However, in order to do so we need to strengthen 
the financial foundation of local governments. We must consider what steps we should take at 
each stage of the liberalization process and how we should handle fiscal measures pertaining 
to social capital. 

In response to these discussions, Chairman Niwa made a statement that he understood today’s 
discussions and that he would be finalizing recommendations on a step-by-step basis within the 
timeframe of the Committee so as to meet expectations. 

The Prime Minister made the following statements: 
Although full-fledged decentralization faces stiff resistance from the ministries concerned, 
the Fukuda Cabinet will also boldly go further in carrying this out. The interim report is the 
first vital step to present the most suitable form for decentralization. I request that Chairman 
Niwa specify the details of the proposals and promote further discussions on matters 
including the fundamental reform of local branch offices of the central government. 
I request that the Minister for Regional Revitalization, Mr. Masuda, steadily promote 
discussions toward consensus-building within the government as a whole. For the purpose of 
avoiding state engagement, it is essential that local governments themselves endeavor to 
develop human resources and become financially independent. 

Regarding the Basic Principles of the FY 2008 Budget Formulation (draft items), I made 
explanations and following opinions were expressed. 

Member Nukaga: I will promote the Integrated Reform of Expenditures and Revenues and, 
based on this, strive to ensure that the surplus of primary balance be achieved. Although the 
proposed items include public works, social security and local finance, education is a crucial 
issue for the year. Regarding the number of school personnel, as a basic policy direction we 
should respond to the fact that the number of children has decreased by 5 million since 1989. 

Member Masuda: In regard to whether the number of school personnel should be increased or 
decreased, confusion has occurred on site in various regions. Under the Law on 
Administrative Reform Promotion, we set a target and are implementing a net decrease in the 
number of civil servants, including education-related personnel.  Presenting a plan to 



increase said numbers could result in on-site confusion, and therefore we must avoid this. 

Member Machimura (Chief Cabinet Secretary): I previously served as the Minister of

Education, Culture, Sports, Science and Technology, so I dare say that teachers now need to


devote more time to each individual student. In the past, teachers could delegate authority to a 

class president, whereas nowadays 30 different approaches are required for 30 different 


students. As teachers need to devote much more time than before on guidance in the broad


sense of the word, it is not a simple question of reducing school personnel because of a 


decrease in the student population. As the amount of time children and teachers spend


together is becoming longer, we must consider the issue from a variety of viewpoints. 

Expert member: We should consider methods such as increasing the number of in-class 

caretakers, including teachers and assistant teachers.

Expert member: I hear that demands for expenditure increases are becoming stronger. 

However, we definitely must carry out the Integrated Reform of Expenditures and Revenues. 

We must execute a policy wherein expenditures are reduced over five years. 

Senior Vice-Minister of Economy, Trade and Industry Shindo: It is essential to realize both 

the Integrated Reform of Expenditures and Revenues and the enhancement of growth 

potential in FY2008. For this purpose, we should improve the quality and fuel-efficiency of 

the budget. I completely agree with the promotion of budgetary prioritization and 

streamlining. 


I stated that, based on today’s discussions, I would make efforts to present the draft Basic 
Principles of the FY 2008 Budget Formulation at the next meeting and finalize the Principles at 
the beginning of next month at the CEFP for a Cabinet decision. I asked for the members’ 
cooperation. 

The Prime Minister made the following statement: 
Regarding the budget for the next fiscal year, I request that you strive to avoid any loosening 
expenditure reform as a whole by way of rejecting wasteful spending while enriching the 
quality of the contents. 

(End) 


