Long-Term Care Insurance Financing and Costs
No explicit estimates of how much this program would cost was made nor questions such

as the savings in “opportunity cost” to informal providers or savings on hospitalization
costs estimated. The presence of long-term care insurance is hypothesized to affect both
the demand for and supply of long-term care services. The supply of the services and the
provider market will, to some extent, be determined by the contracting and
reimbursement methods for different types of services. The mix of services, their price,
and demand in turn will determine the cost of long-term care both to the insurance
program as well as to households. Data collected from the national level. Local
governments, the household and provider surveys will be used to address a number of

research questions. These include:

e How have the different provider payment mechanisms affect the development of
the provider market. In other words we would like to use econometric techniques
to model and test a number of hypotheses on how differing provider payment
mechanisms affect the growth of home care providers, nursing homes, and other
providers.

o The national and individual statistics will be used to develop a cost model for
long-term care based on the incidence, duration and intensity of service. This
model will estimate the baseline costs of long-term care insurance including how
these costs are distributed across areas and services.

e How do the elements of cost change over time since the evolution of the delivery
system could impact of these elements in different ways. For example, the more
hospital sponsored system could have higher incidence and intensity, but Jower
duration. '

e Who benefits from long-term care insurance expenditures? A benefit-incidence
approach will be used to estimate how long-term care expenditures are distributed
across individuals by gender, income, health status, geographic location

e What is the impact of long-term care insurance on household out-of-pocket
expenditures as well as the opportunity costs for informal caregivers

The Role of Local Governments in LTCI Program
This might be something that Professor John Campbell will be working on. He is in the
process of identifying the main research questions.

Data Issues
Based upon Professor Ikegami’s assessment it appears that the only data that is widely
available are the eligibility levels of those who have applied for LTCL. The assessment

form contains eighty-five items on which the eligibility algorithm is based. However,



obtaining access to this information will require the consent of the clients and at present
no regional or national database exists. More detailed data are available for the
assessment made for care plan purposes for those receiving LTCI services. However,
there are at lease five assessment forms for care planning, none of which is compatible
with the others. It will be possible to access care management agencies using the MDS-
HC (home car), and the MDS. However, z_:lthough these two are most widely used, it is
not exclusively used in each local area. In fact, at present there appears to be only one
town that exclusively uses them. Therefore, it would be difficult to obtain data from

routine data sources.

If one were to look at the US context at least three datasets come to mind that are used by
researchers to study utilization and costs on the elderly. These are the longitudinal study
on aging --a portion of the national health interview survey; the health of seniors surveys
linked to the Medicare beneficiary, utilization, and cost data; and service user
characteristics as captured by nursing home and home health admissions systems under

Medicare.

In Japan, they do not have anything equivalent of a national panel data, nor a readily
accessible source such as Medicare. Hence a significant contribution of this joint research
exercise will be the creation of a longitudinal database. Some of the key questions have to
do with the levels of penetration into the elder market of use of formal institutional and
community long-term care services, choices as to financing these services, and behavior
with respect to informal care. The focus on longitudinal databases that are also cross-
sectional with respect to the Japanese population of elders and near elders will allow us to
address much more interesting questions than "did the new program change behavior or
service costs."” The proposed research design will allow us to track how over a period of
slow implementation by the government and progressive (across age and functional status
cohorts) adoption of new practices by Japanese elders that the interventions objectives are

increasingly or decreasingly obtained.



The panel data will be developed in the study sites and will require obtaining permission
from local authorities. This should be feasible. The work that goes into the creation of the
database will not only inform this research activity but might also stimulate a broader
discussion at a national level on the types of data and information that will be needed to

accurately manage, monitor, and evaluate the LTCI program in Japan.

2. Capabilities

Stanley S. Wallack, Ph.D. is the Executive Director of the Schneider Institute for
Health Policy, Associate Dean for Research at the Heller School, and a member of the
faculty at Brandeis University. He established the Schneider Institute at Brandeis
University in 1978. The Schneider Institute has been a major policy research center for
the Health Care Financing Administration, Administration on Aging, and for the National
Institute for Drug Abuse. From 1987 to 1998 he was Chairman of the Board and Chief
Executive Officer of LifePlans, Inc., a Boston-based long-term care risk management
company. He was Chairman of the Coalition for Long Term Care Reform from 1993-
1997. After receiving his Ph.D. in Economics in 1969, Dr. Wallack taught at the
University of Illinois in Champaign-Urbana, Illinois. He was a Brookings Institute
Policy Fellow in 1969-1970. In the 1970's, he served as Deputy Assistant Director for
Health, Income Assistance, and Veterans Affairs, at the Congressional Budget Office,
and in the Office of the Assistant Secretary for Planning and Evaluation, Department of
Health, Education and Welfare. Much of Dr. Wallack's extensive research and
publications have focused on effective reimbursement systems and organizational
arrangements for acute and chronic health care. He developed the concept of the Social
Health Maintenance Organization, which integrates the financing and delivery of acute
and long-term care services.

Naoki Ikegami, M.D., Ph.D., M.A. is Professor and Chair of the Department of

Health Policy and Management at the Keio School of Medicine, from which he

Received his MD and PhD. He also received a Master of Arts degree in health services
studies with Distinction from Leeds University (United Kingdom). During 1990-1991, he
was a visiting professor at the University of Pennsylvania’s Wharton School and Medical
School, and has continued to be a Senior Fellow at the Wharton. He is a board member of
interRAI (an non-profit international consortium of researchers and clinicians focused on
care planning instruments), Priorities in Health Care, and the Japanese Society on
Hospital Administration. His research areas are health policy, long-term care and
pharmacoeconomics. His publications include (The Art of Balance in Health Policy —
Maintaining Japan Low-Cost Egalitarian System (Cambridge University Press, 1998)
with John C. Campbell.

Christine Bishop. Ph.D. is a Professor at the Heller Graduate School, Brandeis University,

and joined the research staff at the Schneider Institute for Health Policy in 1979. She
earned her doctorate in Economics at Harvard University. Her studies in the economics of



long-term and post-acute care have concerned both provider and recipient behavior,
considering costs, production efficiency, reimbursement, and utilization of nursing homes
and home health services. She is currently Principal Investigator of a project funded by
Centers for Medicare and Medicaid (HCFA) to conduct a Congressionally-mandated
study of the impact of repeal of the Boren Amendment on Medicaid beneficiaries’ access
to and quality of nursing home care. Her research on home health policy has generated
publications on Medicare payment, visit content, and productive efficiency. She has
investigated the interaction of Medicaid with long-term care insurance, and has compared
private LTC insurance claimants to others receiving nursing home and home care. She
has modeled the effect of living arrangements and informal support on the propensity to
seek nursing home care. She participated in an international study of globally budgeted
health systems.

Walter Leutz, Ph.D. is Director of the Social HMO Consortium, a university-provider
cooperative that has developed, expanded, and researched a managed care model for
integrating acute and long-term care services that currently serve 100,000 Medicare
beneficiaries. He also is Research Director of a 32-site Kaiser Permanente demonstration
of how to add community long-term care services to the Kaiser Permanente clinical
continuum. Recent articles include “A community care entitlement in the Social HMO:
how members use services.” Journal of Aging and Social Policy, 2001. “Five laws for
integrating medical and social care: lessons from the US and UK,” Milbank Quarterly,
1999 and “Policy Choices for Medicare and Medicaid Waivers,” The Gerontologist, 1999.
Dr. Leutz is also primary author of two books on the practical development of
coordinated community health care systems for elders.

John Amson Capitman, Ph.D. is Director of Long-Term Care Studies at the Institute for
Health Policy and Research Professor, Heller School, Brandeis University. Capitman’s
current projects are focused on health and behavioral health issues for elders and
adolescents; increasing the capacity of health care providers and community groups to
address behavioral health and long-term care issues; and interventions with health and
social services providers to improve responsiveness to race/ethnicity, gender, and other
aspects of diversity. Capitman teaches Ph.D. program courses on applications of meta-
analysis methods in health services research and race/ethnicity and gender in health and
social policy research and. He was Director of the National Resource Center: Diversity
and Long-Term Care. This Administration on Aging sponsored program (1991-1998)
provided research and technical assistance to long-term care decision-makers at the
national, state, and local levels. Capitman also lead several projects focused on Medicaid
and managed care, helping groups in several states improve care access for Medicaid
beneficiaries with disabilities. He was also principal investigator for studies of low-
income persons’ attitudes towards alternative service configurations and how persons
seeking improved health and long-term care can be assisted in decision making.
Capitman led a Health Care Financing Administration study of quality in home care and
evaluations of the Robert Wood Johnson Foundation’s Dementia Care and Respite
Services and Hospital Initiatives in LTC demonstration. These projects each combined
qualitative case studies and analyses of quantitative data. Capitman was Co-Principal
Investigator of the Commonwealth Fund survey of assisted living program tenants. He
has published extensively on financing, organization, and delivery issues in health and
long-term care.



A K. Nandakumar, Ph.D. is a Senior Health Economist at Abt Associates Inc., and an
Associate Professor at Brandeis University. He has over 20 years of professional
experience on issues of long-term care financing, aging populations and its impact on
health systems, National Health Accounts, and other health care financing issues. Along
with Professor Stanley Wallack and Dr. Marc Cohen he developed a model that could be
used to estimate the costs and benefits of various long-term care financing reform
initiatives in the United States. This was used to assess various bills before Congress and
inform the discussion on long-term care financing reforms in the United States. He has
conducted survey research of individuals to better understand reasons behind insurance
purchase/non-purchase decision, and conducted extensive research on the costs,
distributional impacts and effects on private insurance markets of legislative proposals
designed to provide long-term care protection. His work in international health has focused
primarily on National Health Accounts, financing issues in the Middle East and North
Africa, the financing of HIV/AIDS services, and the impact of aging populations on health
systems. He works as a Senior Health Economist with PHRPlus, which is USAID’s
flagship project on health systems strengthening. He was on the faculty at Harvard
University and served as a resident advisor in Egypt under the USAID funded Data for
Decision-Making project. He also was a member of the Indian Administrative Service
where he served in several key positions in government. He has worked as a consultant to
the Wotld Bank and WHO and has published extensively in peer-reviewed journals on both
domestic and intemational health issues.

References '

Berg, K., S. Sherwood, K. Murphy, G.I. Carpenter, et al. (1997). “Rehabilitation in
nursing homes: a cross-national comparison of recipients.” Age Ageing 26 Suppl 2: 37-
42. -

Bishop, C.E. and M. Visconti (2000). Impact of Medicaid Rate Methods on Case-Mix
Adjusted Nursing Home Staffing. Prepared for Presentation at the American Public
Health Association Annual Meeting, Boston, Massachusetts, November 14, 2000:
Schneider Institute for Health Policy, Heller Graduate School, Brandeis University.

Bishop, C.E. and M. Visconti (2001). A Two-Tier Market for Nursing Home Care?
Inequality of Access and its Relationship to Payment. Schneider Institute for Health
Policy, Brandeis University. .

Campbell, J.C. and N. Ikegami (2000). “Long-term care insurance comes to Japan.”
Health Aff (Millwood) 19(3): 26-39.

Carpenter, G.L, J.P. Hirdes, M.W. Ribbe, N. Tkegami, et al. (1999). “Targeting and
quality of nursing home care. A five-nation study.” Aging (Milano) 11(2): 83-9.

Chalkley, M. and J.M. Malcomson (1998). “Contracting for health services when patient
demand does not reflect quality.” J Health Econ 17(1): 1-19.

Fries, B.E., M. Schroll, C. Hawes, R. Gilgen, et al. (1997). “Approaching cross-national
comparisons of nursing home residents.” Age Ageing 26 Suppl 2: 13-8.

Frijters, D.H., V. Mor, J.N. DuPaquier, K. Berg, et al. (1997). “Transitions across various
continuing care settings.” Age Ageing 26 Suppl 2: 73-6.



Ikegami, N., J.N. Morris and B.E. Fries (1997). “Low-care cases in long-term care
settings: variation among nations.” Age Ageing 26 Suppl 2: 67-71.

Leutz, W.N. (1999). “Five laws for integrating medical and social services: lessons from
the United States and the United Kingdom.” Milbank Q 77(1): 77-110.

Minemawari, Y., Y. Nakagawa, K. Shido, K. Aso, et al. (2001). “[Evaluation and
improvement of medical and nursing service and caregiving for the elderly using MDS.
3. Revised recording system of diagnoses and symptoms suitable for use in Japan].”
Nippon Ronen Igakkai Zasshi 38(3): 347-51.

Nakagawa, Y., K. Shido, Y. Minemawari, M. Kawabata, et al. (2000). “[Evaluation and
improvement of medical and nursing service and caregiving for the elderly using MDS.
2. Diagnosis and symptoms, especially diseases causing care-requiring conditions}.”
Nippon Ronen Igakkai Zasshi 37(12): 1014-21.




BOW ERR1 A4FE RS
H2HE [mE OFBRIEL LTOFSIZHET 3 5 b EHR%R)

SRRIE
RNEER (BEttriE - A D RBETERT)

N E
[ — (AR KFEA S FER)
BERE (BEEBRRFEER)
HEM= (BExtofRE - AR REFEe
WA H (EsrttfriE - A B RIETERT)
Ulrich Schroeder (Deutsche Bank Research)
Robert L. Clark (North Carolina State University)

Harald Conrad (Deutches Institut fur Japanstudien)



A SR R B B G BOR R S T fe i i
Rl AFEE [REEOERREY AT ACET 5 ERLEBHTE]

F2WE TEBEORBREL L TOF&ICET 5 5 Y EKERFE]

S8/ 4

1. HFROME
2. Public pension reforms in Japan : background (T. Fukawa)
3. Fundamental View Point of the Pension Reform in 2005
(T.Fukawa and K. Yamamoto)
4 . Pension Reform Toward an Aging Society (A. Seike)
5. 75 AOESWHEWMH—)
6. K DESE&(Ulrich Schroeder)
7 . Pension Reform in Sweden (N. Miyazato)
8. Pension Reform in the UK : Implications for Japan (K. Yamamoto)
9. Social Security Reform in the United States : Implications for Japan (R. Clark)
1 0. OASDI IR & Bush Commission (Ff/HH )

2002.11.22 SBEBINE

Ole Settergren (Swedish National Social Insurance Board)

NS, LEARH, BEMZE (Ert2®RE - A O RREFSRETD)
2003.2.21 Workshop &M

HHE B (BosRAEsR)

M fh— (BEFRAFER)

FENEGF, WERR, ERRM= (EirtsEE - A0 RESET

=REZ (FEeRemREtrs— HBER)

Robert Clark  (Kk/—RAH 1T 1 FHLKFEHR)

Olivia Mitchell (KR i N A=7KEY +— b RHE)
2003.3.25 SEBSINE

Ulrich Schroeder (Deutsche Bank Research)

Harald Conrad (Deutsches Institut fur Japanstudien)

R, wamEd, E8m=  (Exd2RE - A0 BEPZERT)



1. BEOE

WREE

AADESEHEORRICL > TRIT ZEDOTERVWRAKD2WT, £ELHPE (T X
UHh. A FUR, FAY, TF5VRAR AT x—F ) TOBRPLTEF L RAEZRID1ZD,
AR DL T Questionnaire Z1ERK L, 5 W EDOHEE L ILRIBIFEZ FMHE L7, 2004 £
ERXFEIN TV ARIESHEDOERICET D9, 2003 FORIZHR T Workshop %
PRl

A WREH
AAEDESKEDHERIIL >TRPT ZEDTERVRAUZOWVWT, LESPE (T A
Uh, 1XVR, RALY, TF5VA RAU=—FV) TEDOXIRERHBZSN, EDOX
SRTEFUARRRENTVEPERS7H,. BEOFREE T Questionnaire Z 1B
L. 5YEOHEE L OEEWELE L THRELES, Questionnaire DIERRIZZHTZ o T
3. ESREOATM - BE&H, BftO+ot, FIEOTRHARERE., AFOREISH,
BLBYAL L E B, FEORE (R) #ERTICYUL-TE, SEOHENERYE
+EET D, ZOL ) REBHES G AROESWEOHERICER VBRI ZERT 5,

B ®#WFRGE

FMMEETHD 14 4EEIL, Questionnaire ZER L. MROMMLERE L. KHFE
MEDAFr P 2—NVEER LT, 2ERIZFEL T workshop % 1 4EREICEELE,
2002811822 AY=—F U IlBETBLRMEL, 2002482A2 18K
Ay 2 —F U OEIZEE$ B workshop BB L 7,

15 4E513 1 £ B @ workshop WEE Z B E % T, Questionnaire DREIZE X TR EHE 5,
1. BRERLOLFFR LG L THEE— —OERY BT, BRCETIHX
12 00 345 Ao~ — TN 5% 4 ISSA Research Conference TRET 5,
¥7 . workshop THERL7-~— —OHETIT2 0 0 341 2 ARTTEDHAL Web
Journal (EX) TBWTARTLTETH D,

16 EERBEDT v HBATHEMESL &0 2H#D, FEORLELZED L LI, #
BREOER A0 B AOHETORELE I T—ORELFHET . TOBR, #
EEELPER L THNORRELBBRTITETDHD,

C WEER
1. Questionnaire® 9 5 5 EICHBOFHITRD L BY THD,

1) faft:



ESHBMOMGD P, #BfToR (DBHDCHY), HHEBEES (KEMSER LEMEOK
. FEAEE), THRES CHGHGERLRHTHROKE), BEEE 5 oM FERRIR AR
HwHEle. #F

2) RE:

MIRER (EERBOEE, BB, REEE (LBRFE. Bir 30 EERBREE),
BBCER,. (RECEL RO RERHAERT

3) rEYZ R

WHEVSEEEE BrEOERIEE, i £ (FEEROHW, BESE), B -
N L OBAG, AFESOBAE (Income Smoothing, FrFELEL, Ht#vs fEA), lifetime
rich/ poor [Z%f3 2 AMFEE&OIER, EEFE&OV A P AHE. BHE . &

4) MEALHEDOTF :

AHEORR L RHRENE. HAMATE, MECESHTHICHBEIIZ LA, L0Has%
BOHEAEKTT 5 (EASETHROYZA b)), BROVKR— M %

2. FEIZLICTFROA—,3-52 A 21 B® workshop TRER I,

HA Public pension reforms in Japan : background (Fukawa)
Next Public Pension Reform in Japan (Yamamoto)
Pension Reform Toward an Aging Society (Seike)

7T A Pension Reform in recent France (Oka)

A7 x—7 . Pension Reform in Sweden (Miyazato)

AXFY A Pension Reform in the UK : Implications for Japan (Yamamoto)
FTAUR Social Security Reform in the United States : Implications for Japan
(Clark)

3. SHOBEL LTROLI RAFBELNI T,
7T A

—NHJESHEDIRE 10 FHOHL L SR DORE
— t&EH vs TERE P REME

FA

— EERBRERL FH R

—BRI/LYy b MBI LYy POLLE
—Riester E&DEIH)

— A5 A FOFFX

AT 2 —F

—NDC 0¥tz

— AERA~DHERIZ-OWT



AFY R
~AREL 6 XA A6~
—E&HEORBEIEDR
—BEAPRAEFT EERORIA b
TAUR

—0ASDI Iz L AFTEHSEORE &
— ESWHOBIRK DI
—Earnings test, &R
—FLAEE A O EES

D &%

BEDORBE & 7 u—30uk, ADOLTFERL, MBORROBEANER i & 72> T,
AR, AEZEEIBELEFOESEL VI RELBEBEEGLTWS, LEEERIIENT
NOBRZ L IZEDOBINRADP THESREEREEZT>TWEN, —HF THEOEREZ
BEITL., WEORECFAY BEOREDOBRBIINAS 2L, RHEOBEROHREDNT
LeERBTEFUAERELLI EVIOIBERBERICRS>TW S,

5 AEI TN FNRORE - SRR O D TANESOWRELZITV., FBEILITUTO
& B RBESE o BB LT,

T3 A

1) 75 v ADFEOESHEDOHE RO ETBEERIL a) PAYG FROBHFE GO /KIEER
T2&5 ELLEEESOAIR. b) RHSEORNEZEL, 50 RULOFMBNEELFHD
HHER, D2OTHS, _

2) ¥EL OHERMRFINTELY, WTFhbREH5HRORE L IFHEMEROECH
ThT., WEREA TR,

R

1) 2001 FHEOEEISOE ZAEEAENR, a) HF-HESGHEH—KE~ b)
IETHEND 2R THE~, L3551 LOEREH-TVD,

2) Riester £E&MIRFFIZEH B EIA 1L 2030 E£EDBRETHE TI2%EETH DA, Z
OESDORIHITES TR T 5,

3) 2001 LEW T HWEHRIZESWTWAS DT, 5% T 1 RESOR/) - 28D OFEK]
DHEORIENRMLEIZRD,

4) FAYDERZ LYy MIEEMIZATAEERTHS, RHSHEE {VIEDHHEE
BELCIZKHETHD,

PEDES



1) 2000 FELED A ¥V 2 OAMEART
1R PAYG EREFE &
2EAR) 8 2 H£4 (State Second Pension : EEFELE{T TIEFTEE M ; PAYG SERPS
¥ 2002 £ 4 BIZBELL)
2R SEESNEBEAES
& HIZHENL FF SHP (Stakeholder private pension ; 2002 4£5:5)
b ORANEE (EFEEIZI means-testing, TEATEAL EIZIIHAOHMEAEZRHEL,
BRFOBEIIR/NCL EHB) 3o TWARY, ZOHFRICIIEALERBERDEFER
b5,
2) AF) AOGEESIFTEL TV (BRESICY 7 L DB, #A&ED 3/5 2 /3
—) M, ITHEDC 77 A% (DB MAFRIL 1991 0 5.6 55 A% 2001 211 3.8
BAACED), RECIDC 777 v TREETAEOEIENRE> T3,
3) BRSO option & L TEATREIIRE (HIEFERE). PFHBEIEAESPLE
EENEET, BOESIIEH-> TV AEDREFREEDLTHD,

TAUVA

1) 1983 EDOYWIELIE, K& RWERRWV, BFTEE ~DOESBMHORBIAML S o2,
Tt LAAMESDRRMTERE ZTHLN TN S,

2) AL MELYTETIFILIEE > TS (Martin Feldstein, Heritage Foundation,
Cato Institute) 2, BABRREIE (PRA) MLV EEA I D TR/ I,

3 TAU N IEBEOPTHERERKEL, RHEOCRBLFELTWDLHE, K&k
FIREIZ 72 > Ty,

4) TA Y DOESHEOHER TIIRBREEOF] & L LW ORBRREPHEERT. TR
NTEDOI LYy b BERE~NDOLOLERRE-TT 40— Ry b REBERIATH
D

E &%

HEEOP TR LVEARDFERES LGRS TFRERTWIEXRICL o T, BiE
FOBBEIELRIMORVWEREETH S, BARMLOEEENL¥S b DO ER]
DHERELED L EEL, TOERICHIWEOESRLUECOLGLLZ->TWLI Y
Ty ATHDH, TOHITIT 2 EM THRBER LR Z M - ML TH<Z
ERBETHD,



Public pension reforms in Japan: background

T. Fukawa(IPSS), February 14, 2003

1. Present situation in Japan

Entire working population has been covered by public pension system since 1961,
but employees and self-employed are treated differently : Employees Pension Insurance
(EPI) for private sector employees ; National Pension for self-employed ; and Mutual
Associations for public sector employees. Therefore, Japanese public pension is a
multi-tiered system. The first tier is the Basic Pension (BP), which was created in 1986,
providing a flat rate benefit for every elderly. Participation in this scheme is mandatory
for all residents between the ages of 20 and 60, and monthly premium per participant is
a flat rate of 13.3 thousand yen. The system provides an individual benefit proportional
to the number of years of contribution, and the benefit for those with 40 years of par-
ticipation has amounted to 67 thousand yen per month per person since 1999. In order
to help finance the first-tier pension, tax revenues, equivalent one-third of the actual
benefit expenditure, are transferred to this scheme by the central government. The
National Pension provides only the Basic Pension.

The Employees Pension Insurance (EPI) covers most of the employees in the pri-
vate sector, although it does not cover part-time workers. The contribution to the EPI is
17.35 percent of monthly earnings (excluding bonuses) since October 1996 and 1 percent
of bonuses since April 1995, both shared equally by employees and employers. In other
words, the contribution rate is about 13.6 percent of annual earnings. This second-tier
contribution includes the premium of the first-tier for both elﬁployees and dependent
spouses of employees. The second-tier earning-related pension benefits are proportional
both to the number of years of contribution and the average level of earnings, and
benefits accrue at the rate of 0.7125 percent of earnings per year. The amount of old age
pension received by retired employees is the sum of Basic Pension (basic part) and the
earnings-related part, which was 108 thousand yen per month on average in 1999. Past
earnings are revalued every five years to reflect the growth in post-tax earnings. Be-

tween reevaluations, the amount of the benefit is indexed to the increase in the CPIL



After retirement, the same indexation rules apply to benefits as apply to the revaluation
of past earnings. An additional flat rate benefit of about 20 thousand yen per month is
paid for dependent spouse.

The main characteristics of the EPI are summarized as follows: a) earned benefits
depending on former contributions; b) combination of flat rate benefit (basic part) and
earnings related benefit ; ¢) income redistribution based on lifetime earnings ; d)
Pay-As-You-Go financing with accumulated fund payable for five years of benefits ; and
e) protection against inflation through adjusting benefits in line with a price increase.
Expenditure on public pension was 7 percent of GDP, and model replacement rate of
EPI old age pension was 43-44_percent (without dependent spouse) and about 60 per-
cent (with dependent spouse) of net annual earnings of active employees. Acéording to
the Household Survey of the Ministry of Health, Labor and Welfare (MHLW), the share
of public pension benefit for the elderly households (65 years or over) was 66 percent in
2000, and about 60 percent of elderly households depended completely on public pen-

sion.

2. Public pension reforms in Japan

Public Pension reform has been one of the major issues for years in many developed
countries. The issue is especially serious in Japan because of the very rapid ageing of
the population as well as the structural issues within the system. The Japanese public
pension system is statutorily required to review its financial stability at least once every
5 years. Public pension reform has been carried out together with these financial re-
views. Benefit improvement was the main issue in the 1960s and 1970s. However,
benefit reduction in various forms as well as the increase in efficiency and fairness of
the system have been the main focus of the reforms since the 1980s. The Basic Pension
was introduced in 1985 in order to provide a certain amount of benefits to every elderly
person and to reduce financial burden of the National Pension. The most recent reform
was in March 2000 (1999 Reform). Because of the rapid deterioration of the relation
between the number of insured and beneficiaries in the near future, the Japanese sys-

tem has been forced to reestablish its long-term financial stability by cutting future



benefit levels, in combination with other measures.

Hereafter, we discuss public pension reform in Japan, mainly focusing on EPL.
(1) 1994 Reform

The normal pension age was increased from 60 to 65 years old for the basic part of
the EPI in 1994 Reform (gradual implementation between 2001 and 2013 for males; five
years later for females). The following measures were also introduced in 1994 Reform:
a) revaluing past earnings in line with net wage increase (from gross wage increase); b)
levying a contribution from bonuses, although the rate is only one percent; ¢) increasing
work incentives for working pensioners aged 60-64; and d) exempting contributions
(employee part only) during the child rearing period.

(2) 1999 Reform

The most serious problems in EPI are 1) the height of eventual contribution rate in
order to maintain the present benefit level and 2) the degree of inter-generational
inequality in the contribution-benefit relation due to the funding system (PAYG), which
is vulnerable to demographic changes and economic fluctuations. The key issue in the
1999 reform was the reduction of future pension expenditures in order to keep contri-
bution levels acceptable to active generations in future years.

The Japanese government showed five options for EPI reform in December 1997,
and three alternatives to realize Option C (mentioned below) were made public in No-
vember 1998. Among the five options, Option A was to maintain the present benefit
level, which meant that the contribution rate would ultimately increase to 34.3 percent
of monthly earnings, or 26.4 percent of annual earnings. Option B was to reduce the
final contribution rate to 30 percent of monthly earnings, which was agreed as the up-
per ceiling of contributions in the 1994 Reform. Option C was to reduce the final con-
tribution rate to 20 percent of annual earnings, which meant reducing the total pension
expenditure by 20 percent from Option A. Option D was to freeze the contribution rate
almost at its present level, requiring a significant benefit reduction. Options A to D
were all based on the present system, but Option E was completely different from the
other options. Option E was to privatize the earnings-related part of the EPI, and the

following poinis were argued by the government as the problems involved in this option



(Sakamoto, 1998): 1) Income security for those who work at middle or small companies
may be seriously damaged; 2) Benefits cannot be protected against inflation; 3) It is
estimated that the unfunded liabilities to be borne by the EPI are about 350 trillion yen,
or 70 percent of GDP, in 1999, and the double burden borne by the transitional gen-
erations is huge.
The 1999 pension reform bill was passed by the Diet in March 2000, and its main
features are summarized as follows:
1) (EPI) Benefit reduction of five percent in the earnings related part and benefit ad-
justment in line with price increase (not net wage increase);
2) (EPI) Gradual increase of normal pension age for earnings related part to 65 years
over the period 2013-2025 for males and five years later for females;
3) (EPI) Expansion of contribution base from monthly earnings to annual earnings
starting from April 2003;
4) (BP) Increase in government subsidy from present one-third to one-half of Basic
Pension expenditure by the year 2004.
It is estimated by the government that these measures combined would reduce the total
pengion spending in 2025 by 20 percent, keeping the final contribution rate at 20 per-

cent of annual earnings.

3. Public pension reform in 2004

A new population projection was made public in January 2002, and discussions on
the next pension reform, which is scheduled in FY 2004, has already started. Japan is
trying to redefine the role of public pension system and make the system less vulnerable
to economic and demographic changes.

Issues for the next pension reform proposed by the Ministry in December 2002 :
(1) Backward
- Increase in government subsidy from present one-third to one-half of the Basic Pen-

sion expendifure;

- Increase in contribution which has been frozen due to economic situations;

(2) Forward



- Fixed contribution approach following Swedish model;
- Consideration of child raising; Taxation on pension benefits; etc.

According to the proposed fixed contribution approach, the premium rate will be
increased gradually but be fixed at a certain level and the future pension benefit will be
adjusted (i.e.decreased). The model replacement rate (average earners for 40 years with
dependent spouse) will be around 52 % (currently about 59 %) under a scenario which
fixes the premium rate of the EPI at 20 % (currently about 13.6 %). Part-time workers
will also be included in the EPI to expand the premium paying population. Currently,
they are either paying the premium of the National Pension, or if their spouses are
subscribers of the EPI and their income is below a certain level, they are covered under
their spouse’s insurance for free. In order to support to increase the futere generations,
various measures to help raising children will be incorporated in the pension scheme.
As an effort to increase transparency of the system, a better notification will be intro-
duced to inform the subscribers on the amount of pension they will be entitled to in

future.

4. Discussion

The public pension system for employees in private sectors in Japan has much in
common with the other developed countries: pay-as-you-go financing method; earn-
ings-related contributions and benefits; defined benefits; etc. However, the Japanese
system has a flat rate benefit part, which of course increases the degree of income re-
distribution but also causes problems concerning contributions and the national subsidy.
Public pension spending is 7 percent of GDP now in Japan, which is considerably lower
than that in Continental European countries. However, the potential spending level
promised by the systém in Japan is more or less the same as in those countries.

Japan's 1999 Pension Reform would surely contribute to the stability of the public
pension system, but many problems still remain unsolved. Other than the serious
problems mentioned previously, there are several inconsistencies in the present system:
1) dependent spouses of employees are treated favorably; and 2) most pensioners do not

pay taxes. The most important unsolved problem would be the people’s lack of trust in



the public pension system. The public pension system is a long-term social institution,
which should be supported by most of the population. How to redefine public pension
system is the issue here, which needs a broad national consensus.

There is a growing recognition that pension programs need to reflect the profound
changes which have occurred in society such as higher labor force participation of
women, smaller family size, much longer periods spent in education and elderly people
who are healthier in their later years than previous generations. This implies taking
more explicitly into account a life-cycle perspective which will permit people to opt more
readily for non-traditional work patterns, for family care periods, for lifelong learning
and for gradual retirement (Hoskins, 1998). Reform discussions should alse take into
account such factors as a) intergenerational equity, b) individualization of social secu-
rity rights for men and women, and c) consistency of social security with regard to work
incentives.

More significant reform of the public pension system in Japan is to reduce the ex-
tent of the imbalance in the inter-generation transfers that occurs in the current system.
This could be accomplished by reducing contributions to the state system to the actu-
arially fair level and then funding the remaining cost by general taxation (OECD,
1997a). The public pension reforms in Japan aimed to establish middle- and long-term
stability of the system against ageing of the population. Japan is trying to redefine the
role of public pension system and make the system less vulnerable to economic and
demographic changes. Obvious options are to increase the pension age, to improve the
management of the assets held by the state pension funds in order to raise the rate of
return, to change the post-retirement indexation of benefits, to reduce the rate at which
pension benefits accrue, and to raise the share of national subsidy. All of these options
are included in the 1999 reform in full or to some extent (Fukawa, 1999). A number of
other reforms are necessary to improve the equity of the system. To this end, it is in-
dispensable to coordinate pension policy with other policies such as tax, employment,
and family policy. Working longer is an obvious solution, and tax and social security
policies that discourage women and the elderly from working should be revised as soon

as possible. The tax treatment of pensions should be aligned with that of income from



employment ( OECD, 1997a).

The most important factors for the sustainability of the public pension system are
fairness of the system and public trust to the system. The following 4 points, among
others, are the key points in the Japanese pension reform:

1) People need to continue their accustomed standard of living after retirement. It will
be realized through a mixture of public and private arrangements.

2) It is important to avoid different treatment against different income sources.

3) Under the ageing of the population, contribution level should be decided first and
benefit level should follow.

4) The roll of the public pension, such as degree of income redistribution, degree of
linkage between contribution and benefit, etc., should be defined and agreed upon. It
is also necessary to define which benefits will be covered by the public fund.

Japan is already undertaking such efforts as 1) expanding the financing basis; 2)
reducing the benefit level; and 3) relying more on private arrangements. Intergenera-
tional inequality is perceived as a serious preblem { Ministry of Health, Labor and
Welfare, 2001) and effects of population ageing are quite serious in Japan. Therefore,
we are anxious to draw lessons from reform effects in other countries : Notional DC
approach in Sweden ; to offset the reduction of public pension benefits through intro-
ducing a tax-supported private pension system in Germany ; and personal.retirement

account approach in the United States.



Table1. Population and Social Security Benefits in Japan

Population |Co- Life Social security benefits
resident expectancy at GDP
Year rate of { TFR birth As percentage of GDP (%) Elderly| (trillion
Total 65+ [the Total | Medical | Pension| Others |related] ven)
{million)| (%) |elderly Male |Female benefits|benefits benefit
(65+)(%) (%)
1950| 83.2 4.9 3.65 596 63.0
18565| 89.3 53 237 636 678 45 22 22 8.60
1960) 934 517 868 | 2.00 653 702 4.0 1.7 22 16.68
1965 98.3 6.3 838 | 214 677 729 4.7 2.7 1.0 1.0 33.77
1970; 103.7 7.1 796 213 693 747 4.7 2.8 1.1 0.8 75.30
1975 1119 79| 744 1 191 717 769 1.7 37 25 14| 329 152.4
1980 1171 9.1 69.0| 1.75 734 7881 10.1 44 43 15| 434 2455
1985 1210 103 646 | 1.76 748 805 11.0 44 52 t4) 528 3243
1990( 1236 | 12.0 59.7| 1.54 759 819 110 43 5.6 1.1 59.1 430.0
1995 1255 145 543 | 142 765 830 134 50 6.9 15| 629 483.2
2000 1269 | 174 49.1 |1 1.36 7717 846 15.2 5.1 8.0 2.1 68.1 5155
2025 1211 28.7 1.38 798 875 234 80 1.2 42
2050 100.6 | 35.7 1.39 80.9 89.2




