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Brief Outline of Current ProvisionsBrief Outline of Current Provisions

●● 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 (230,000 yen = USD 2,200)Around 60% Net (230,000 yen = USD 2,200)

●● CPI IndexationCPI Indexation

●● The NRA: 65The NRA: 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 415 billion in 200344 tr. Yen = USD 415 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+
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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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Balance Sheet of the KNH
(as at the 31st MAR 2000)
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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



23Handling Legacy PensionsHandling Legacy Pensions
Three OptionsThree Options

●● Reducing BenefitsReducing Benefits

●● Increasing ContributionsIncreasing Contributions

●● Increasing SubsidiesIncreasing Subsidies
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Option 1:  Reducing BenefitsOption 1:  Reducing Benefits

●●DeflationDeflation--IndexingIndexing

●● A A ClawbackClawback SystemSystem

●● Benefits Indexation Reflecting Benefits Indexation Reflecting 
Macroeconomic ConditionsMacroeconomic Conditions

●● Increasing the NRA to 67Increasing the NRA to 67

●●Deducting Contributions for Health CareDeducting Contributions for Health Care

●●More Taxes on BenefitsMore Taxes on Benefits
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Option 2: Increasing Contributions Option 2: Increasing Contributions 

●● IncentiveIncentive--compatible? compatible? 

→→What Matters is What Matters is Taste of PieTaste of Pie

●● Penalties on EmploymentPenalties on Employment

NonNon--neutral & Regressiveneutral & Regressive

●● Income Tax Revenues Income Tax Revenues ↓↓
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Option 3: Increasing Subsidies Option 3: Increasing Subsidies 

●●Where to Go: Where to Go: 

FlatFlat--rate Basic Benefits (1/3 rate Basic Benefits (1/3 →→ 1/2) or 1/2) or 
Guaranteed Pensions or                   Guaranteed Pensions or                   
Legacy Pensions?Legacy Pensions?

●● What Funding Source: What Funding Source: 

Consumption Tax or Income Tax or Consumption Tax or Income Tax or 
Cutting Other Public Expenditure?Cutting Other Public Expenditure?
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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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Take-home Pay Pension Benefits
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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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Concluding RemarksConcluding Remarks

●●Balance Sheet : So Informative ToolsBalance Sheet : So Informative Tools
●●Greater Significance on Incentives and Greater Significance on Incentives and 

ComplianceCompliance

●● BurdenBurden--Sharing: How It Will BeSharing: How It Will Be

Separating Legacy Pensions from Newly Separating Legacy Pensions from Newly 
Qualified Pensions Qualified Pensions RecommendedRecommended

Minimize Adverse Effects on the JPN Minimize Adverse Effects on the JPN 
EconomyEconomy

●●Automatic Stabilizers Still LackingAutomatic Stabilizers Still Lacking


