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Brief Outline of Pension ProvisionsBrief Outline of Pension Provisions
before the 2004 Reformbefore the 2004 Reform

●● 22--tier Benefitstier Benefits

●● ContributionsContributions

●● The Biggest BusinessThe Biggest Business
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TwoTwo--tier Benefits (DB)tier Benefits (DB)

●●Basic FlatBasic Flat--rate Benefits (PM, PP)rate Benefits (PM, PP)

66,200 yen = USD 63066,200 yen = USD 630

●● EarningsEarnings--related Benefits (40Yrs)related Benefits (40Yrs)

28.5% of Career Average Monthly Real 28.5% of Career Average Monthly Real 
EarningsEarnings

●● Replacement Rate (OneReplacement Rate (One--earner Couple)earner Couple)

Around 60% Net (233,000 yen = USD 2,200)Around 60% Net (233,000 yen = USD 2,200)

●● CPI IndexationCPI Indexation

●● Normal Normal PensionablePensionable Age: 65Age: 65
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Contributions/Transfer from GRContributions/Transfer from GR

●●ContributionsContributions

13.58% of 13.58% of AnnualAnnual WagesWages

13,300 yen = USD 125 (PM, PP)13,300 yen = USD 125 (PM, PP)
●● Subsidy from General RevenueSubsidy from General Revenue

1/3 of Flat1/3 of Flat--rate Basic Benefitsrate Basic Benefits
●● Mainly PAYG, but Mainly PAYG, but 

with Partial with Partial PrefundingPrefunding
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The Biggest Business in JapanThe Biggest Business in Japan

●●Aggregate SS Pension Benefits Aggregate SS Pension Benefits 

44 tr. Yen = USD 420 billion in 200344 tr. Yen = USD 420 billion in 2003

(9% of Japanese GDP)(9% of Japanese GDP)

cf. The Automobile Industrycf. The Automobile Industry

40 tr. Yen (Domestic Output in 2000)40 tr. Yen (Domestic Output in 2000)

●● Rapidly GrowingRapidly Growing
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DemographyDemography

●● TFRTFR

●● Total No. of PopulationsTotal No. of Populations

●● Proportion of 65+Proportion of 65+



8

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

1945 1955 1965 1975 1985 1995 2005 2015 2025 2035 2045
YEAR

1.29 in 2003

   1.63

1.39

1.10

high variant

low variant

medium variant

         Source: National Institute of Population and Social Security Research (2002), Population Projections for Japan: 2001-2100

Trends in the Total Fertility Rate of Japan



9

0

20

40

60

80

100

120

140

1950 1960 1970 1980 1990 2000 2010 2020 2030 2040 2050 2060 2070 2080 2090 2100
YEAR

(million)

low variant

medium variant

high variant

Source: National Institute of Population and Social Security Research (2002), Population Projections for Japan: 2001-2100

Actual and Projected Population of Japan



10

0

5

10

15

20

25

30

35

40

45

1950 1960 1970 1980 1990 2000 2010 2020 2030 2040 2050 2060 2070 2080 2090 2100
YEAR

(%)

 Year 2004
    19.5% (Japan)

high variant

medium variant

low variant

Source: National Institute of Population and Social Security Research (2002), Population Projections for Japan: 2001-2100

Proportion of the Elderly (+65) in Japan



11

Basic Facts Basic Facts 

●●Deficit in Current AccountDeficit in Current Account
●● Balance Sheet:Balance Sheet:

Huge Excess LiabilitiesHuge Excess Liabilities
●● SS Pension Contributions:SS Pension Contributions:

Heavy Burdens OutstandingHeavy Burdens Outstanding
●● Too Much Income Transfers between Too Much Income Transfers between 

GenerationsGenerations

●● Increasing DropIncreasing Drop--outout
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The 2004 Reform Bill (1) The 2004 Reform Bill (1) 

●● Increasing ContributionsIncreasing Contributions

by 0.354 point Every Yearby 0.354 point Every Year

→→18.30% from 2017 onwards 18.30% from 2017 onwards 

by 280 yen Every Yearby 280 yen Every Year

→→16,900 yen from 2017 onwards16,900 yen from 2017 onwards

●● Increasing Subsidies Increasing Subsidies 

FlatFlat--rate Basic Benefits (1/3rate Basic Benefits (1/3→→1/2)1/2)
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The 2004 Reform Bill (2) The 2004 Reform Bill (2) 

●●Reducing Benefits by Considering Reducing Benefits by Considering 
““Demographic FactorsDemographic Factors”” in Indexing in Indexing 
Benefits between 2005 and 2023Benefits between 2005 and 2023

Replacement Rate for a Replacement Rate for a ““ModelModel”” CoupleCouple

Benefits at Age 65:Benefits at Age 65:

60% (2004) 60% (2004) →→ 50% (2023) 50% (2023) 

Current Pensioners:Current Pensioners:

60% (Age 65) 60% (Age 65) →→ 43% (Age 84)43% (Age 84)
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The 2004 Reform Bill (3) The 2004 Reform Bill (3) 

●●Relaxing the EarningsRelaxing the Earnings--testtest

●● EarningsEarnings--split between Husband & Wifesplit between Husband & Wife

●● NonNon--Employees: Employees: 

Shift to IncomeShift to Income--related Contributionsrelated Contributions

●● Strengthening Private Initiatives Strengthening Private Initiatives 
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SensitivitySensitivity

●● The Discount RateThe Discount Rate

●● The Accounting PeriodThe Accounting Period

●● OthersOthers
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Is the Balance Sheet Healthy?Is the Balance Sheet Healthy?

Notes:  FR= Funded Reserve, TGR=Transfers from General Revenue, EL= Excess Liabilities

-40-50-60-120200-10-1201508030-100Total
-380-390-400-420-400-420-430-480-360-430-480-530Future
340340340300420420420360510510510430Past

（EL）
1,3701,2901,2108301,9201,7101,5609503,4102,5202,1501,120Total

7306505802401,1809708202902,5301,6501,280370Future
640640640590740740740660870870870750Past

（Liabilities）
1,4101,3401,2809501,9001,7101,5701,0703,2502,4402,1201,220Total
1,1101,0409806601,5801,3901,2507702,8902,0801,760900sub-total

140120110402301901505052033025060TGR
9709208706201,3501,2001,1007202,3701,7501,510840Contri.

Future
300300300290320320320300360360360320sub-total
130130130120150150150130190190190150TGR
170170170170170170170170170170170170FR
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discount rate 4.0%discount rate 3.2％discount rate 2.1％

（units: trillion yen）
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Benefit/Contribution RatioBenefit/Contribution Ratio

75.387.5106.8①／②, ％

9701,3502,370Contributions ②, tri. yen

7301,1802,530Benefits ①, tri. yen

2. year: 2005～infinity

70.780.994.3①／②, ％

9201,2001,750Contributions ②, tri. yen

6509701,650Benefits ①, tri. yen

1. year: 2005～2100

4.0 3.2 2.1 

discount rate（％）
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Future Policy OptionsFuture Policy Options

●● Strengthening IncentiveStrengthening Incentive--CompatibilityCompatibility

Shift to NDCShift to NDC

●● Handling Legacy PensionsHandling Legacy Pensions
Diminishing Excess LiabilitiesDiminishing Excess Liabilities
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Strengthening IncentiveStrengthening Incentive--CompatibilityCompatibility
Shift to NDCShift to NDC

●●Direct Link between Contributions Direct Link between Contributions 

and Pension Benefitsand Pension Benefits

““Every Yen CountsEvery Yen Counts””

→→Increased CredibilityIncreased Credibility



29Handling Legacy PensionsHandling Legacy Pensions
Three OptionsThree Options

●● Reducing BenefitsReducing Benefits

●● Increasing ContributionsIncreasing Contributions

●● Increasing SubsidiesIncreasing Subsidies
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Conclusions: BS of SS Pensions (1)Conclusions: BS of SS Pensions (1)

●● describe the current financial situationsdescribe the current financial situations

●● imply how smoothly SS benefits are imply how smoothly SS benefits are 
financed in the futurefinanced in the future

●●assess impacts of alternative policy assess impacts of alternative policy 
measures on future financingmeasures on future financing
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Conclusions: BS of SS Pensions (2)Conclusions: BS of SS Pensions (2)

●●Lacking is Common MethodologyLacking is Common Methodology

What kind of assets and liabilities are to be What kind of assets and liabilities are to be 
taken into account?taken into account?

The accounting periodThe accounting period

The discount rateThe discount rate

Other demographic/economic assumptionsOther demographic/economic assumptions

●● How much excess liabilities are acceptable?How much excess liabilities are acceptable?


