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BHAEIND (RIM-1288). 2004 L&, BF, FiAETOIAWES LM S, 2008
FILERIFHE~BITENAITETHD (RM—13 2H), FH LW FEILR-TH
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ERLUADOSFIZABERED Z LICBABE LRV LICERT S5, £0720%
B 2 DBMIHEMIEE SR TV A I Tid#2 <. Social HMO {RERE L L
TOBRECERELZHOTIZLICXo T, FIHTHRMANTMEEIZR> TS, Fiz,
Social HMO DR L L TOBARNEY —CADHKM LY b, EARASRE
LTWAZEiZhd,

LA LA S, Social HMO Tit, EREBROPIZNBRAIHES SO TNDHDT,
ERV—ERAOERENPONBE=—ZAOHINBEERI ) —= 0 T3 DHEIRE
MENRTEY, FEEEOV—ERAEHEMICRBETIZLBAETHLSDOT, FiIZ
BEAMHOr 7OREFICH L TRFBICHET DI ENAETH DS, ZhbD AT,
13 & A EDEE, TETABEREE L L TERRR & MEREROM G L TRERD
D2 s, 2<AEICEEENTWVWABEFDOBRREZXH S H X T, —DODOTHEES R
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2. BEREOMEREL LTOERIZET 35 HELETE

X (Extt£Ers - AOMERETLRGRERERHERE)

2. 1 Boms
LR E
BERDESWEDOERICE > TRPT LD TERVRBRAIZOWT SSESHE(T AV,
AFXYR, FAY, FTUR, AT x2—T V) TOBBRPIET L 25TRB1EH, BEOHF
2T Questionnaijre Z{ERLL, 5 7EOBEH & IFEFELER L, 2004 EFCTFES
ATV LRMEGWIEDFRITE T 5728, 2002 £ 12K T Workshop %-BAf L. 2008 4E
EErd 1 52 B ® Workshop OREERZBEE % T, Questionnaire DEIE#52R X4, HFEERLTO
HEFFE LR L TRESTIY L7,

A WRBAR :

BERDESUEDBERIZL > TRITZLEDTERWRAIZOWWT LESIE(T AV D,
AFXIR, FAY, TR, AV =—T V) TEDLIRERMNL2EN, FolkdoeF
YAPRF IR TN DPERRD72D, BEOHRE T Questionnaire #{ERE L. 5 EOH
geE L ILFERFE LB L THFE S D, Questionnaire DIEREIZ Y7 - THL., ESFIEDOAE
- S, B0+, RIEOCFTRALEN, ATOBREINE, S2RVAL L 2B,
FEOYE (B) 2HRTIIUE-TE, EEOHBENEREFHZERTS, 20k 52K
B b R ADESWEDERICH R BRI L E8] T3,

B RN

YHEETH D 14 1L, Questionnaire #{ERL L., TFEEORMEALZRE L, SHESH
EDAyZa—NEERLT, 2FEBICTEL T workshop % 14 4EEEICBARE L 7=, 2002
F£11A22 AIRAY=—7T CBT o2 AMEL. 2003442 A 21 ARAY =—F LS D
FHizB94 % workshop Z BB L /-,

15 42551 1 5 B @ workshop ORR % B E 2 T, Questionnaire DEIE# 5T S &7, £,
WFeE E - DIERIFFR AL U CHER— R —DOERE B L7, BARICET5300E 2003
£5 Bz~ ¥F—C»i /-5 4 [B) ISSA Research Conference T3# L7z, 7, workshop
T LI _—/3—DETARIL 2003 £ 12 A (RBITHA) KU 2004 £ 6 A RITTEOIHARF
Web Journal (The Japanese Journal of Social Security Policy) =33\ TAF T A FETH A,
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1. Questionnaire® » £ 5 HEIZILEOBEEIIRD LB Y TH B,

1) #aft : SESRITOXNGD P, M08, ZHFMGER L GITHROKEE, FiEEE &

B 5 PIPEESIR AR SIS, &

2) RE : MR, R, BB, REUSEE O RHE

3) Py R HAEVSBEES, FAOBRORMELBE, KitLES (BFETIROFW, &
BEES) . BIR - il b DBIR,. DRVESOERE (Income Smoothing, FiEHE
S3ED, HHfvs EA), B¥EEEO YT b (EHE, BN®E). B

4) BBERLBEDHN  AHEOIRM L RIYREYE, HRHATSE, HECESY, Yoy

FROHHEAETFT D) #HLTHROU=A b)), &

2. FEZLIZTREOS——SERE N,
7 7 A : Pension Reform in France (S. Oka)
FA 2 : The 2000/2001 Pension Reform in Germany — Implications and Possible Lessons
for Japan (H. Conrad and T. Fukawa) JSSP Vol.2, No.2
A x—% . : Pension Reform in Sweden (N. Miyazato)
4 ¥ R : Pension Reform in the UK : Implications for Japan (K. Yamamoto)
T A U1 : Social Security Reform in the United States : Implications for Japan (R. Clark)
JSSP Vol.2, No.1 |
Reforming Social Security: Distributional, Equity, and Economic Considerations
(R. Clark) JSSP Vol.2, No.2
S]: 3 : Pension Reforms toward an Aging Society (A. Seike) JSSP Vol.2, No.1
Japanese Employees’ Pension Insurance: Issues for Reform (T. Fukawa and K.
Yamamoto) JSSP Vol.2, No.1
The Future Prospects of Japanese Employees’ Pension Insurance (K. Yamamoto
and T. Fukawa)
Japanese public pension reform from international perspectives (T. Fukawa)
(JSSP Vol.2, No.1 1% 2003 £ 6 A 1T, Vol.2, No2 ii 2003 4= 12 A &1T)

3. FESroWME
75 o ADARESHIERBERD 4 50 3 85D 5 EMHFIOESHIEE & AR & 58

E LIEERIEICKRIENDG, 77 ADESHIE T, R & AR OBRER TR
SEEAKERRIETH D, EFRHFAOKIERIEIR 1993 £iciThbh, A8UEPHI VLTS Rk
DOWIED 2003 FizfThhiz, LHrLefb, 75 A TRANESOERN 2R (BiEy
K. BEEARTT. PHSHLHIAIE - 8. %) BFRETHY . SHFSBMIBERED 10%% 45
BB EVHREIE Do TV, 60 B b ERMES 2 AT DHIEMOSEEE TIIE X
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LRV, BHSIEEREL, RERZETERIZ LNBLVEENLBETHI, 77
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3LULEZSDTVD), FEOREFSCEAESRIHEVRBL QR 2, 7IF LAD
FEHETIHREE b IBRATO AR KEZHRFTE A 7 LBABODTEERSA TV,

FA Y ClimEs OFfSRBEIIAMESNERMICEETH D, H2EREOTE T ALY
IR BER IR0, ARESIZEWTBREOHFELZEY, EoITHIcHETAH
DIRVERHRE S & B> TESBT ORI 28 5 FRABRBRIN:, FEI0E 2000 / 2001
TRARYES ORI L (4 SEMADERESOFIMY BEERERE 7 0% 56 4%IT).
Z OATHIRAE R S BT, BIREERBO OV IEEAT THROBAZBRESE (D2s
@I AES « Riester &) BBFAINE, ZHITRBRFXOEREBENE T 5720
THHH, . (bLEH LARTNIENLATHS )) FETRESLENEETHADY
LTWHEHIZ b A2 5, FEFTABSORMBERSEH= R b & OBBRCTERNOBEICZE L
PoTHE (ERERROSF CRFEREORAB S RN HB), FA Y THLEHSI
BAEFR L. HI5EEHII60 R THD,

AR =—T rOAMESIIINE CERES LTEFIESO 2R T T, BB TEE

STz, LML, ARoEEk, BEFROERAE Y DX, REEEIZRIL e et
HRDB G2 HTHME, 2 E O OFESMBORENLHRES 720 | 1998 FOESWH TR
BEIC A DHEOE(LITH L THIMRESEHEL O & LIk iwE R Thh ik, FHE
TIHRRERIT 185 %ICEE SN, £D 9 5 16% SRR, 25% BBI FRTEAE NS,
L L BRSO OV TH AR LFIFELEWIBE AV TESESEEINS 120,
BARBRE - THED bAHAIUTHESESEIAFR CEA SN TV AOEFALTHS (NDC K
R 2F 0, ERCEFLEAY LTI EENICEEMHE OB 2T O AN TH S5, E&O
IABRLAERNY 61 RUAE THBICE~ (2L, AR & » THESFRITEAMNIZH
BEEAN3), o, BRORTIHROFEHLEGIESRIKBREIND,
ARV RAFEHIIANESE RN LTEOAHZEBRET SEERBAN, 14X ) ATHEHRS
HEIHLS2EOBEMETH S LW HEXFIEDTHL . FE&IZR L TITARGRIBEOEEII/
EV\, KEBLOBHFHC & > TR OFHREIRTAEES (RRERT) [THD Z & —
BOTH D, 4% ) AOAFESIIEEOERS & L SRLFI O IN4EE (SERPS) &5 2
RERECCRBEARICL VIEE Sh, TIESHSIIEEES UIMFAAELERBIRTSZLITX
VBRI END Z L BFARETh T, FBEOTVTEFEL - T, E&HIFERROL I
WEENT: 1) fTMMESE (SERPS) 1282 T 2 & (State Second Pension) ZHI5% LT,
49,000 R F (EHEESD 12 BE) REOEFREEOESY KIBICHETS ; 2) 49,000
~20,000 7> FOPRIFTERRE TEEESORWEERMRITAT — 7 FmAF—EE GHHBI72E
NES) FIELZAERT 5. 1 ¥V ROLMEEEFT O GDP s B D 6%4>5 2050 &Fi2iX
AB%IETTARBELTH D, BBADOREL LITEEESEZHR LTI, —HTHEY
ESOEFEL T EEHELLEPOTREEL TN S,
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FEER Gy OFE/S - 2BEERSDILKRT OFMORERLBEIZR B,

3) NES L EEESORMBEEER U = o F— MR ESHIEICBELT, BEIZE T
RKNZBBI R DAHBH B,
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2. 2 The Future Prospects of Japanese Employees Pension Insurance
- From Comparative Perspective -
K. Yamamoto and T. Fukawa

{National Institute of Population and Social Security Research)

Population aging due to low fertility and long longevity has a strong impact on public
retirement program. Japanese public pension system has been reformed in every 5
years, and the next one is scheduled in the fiscal year 2004. The most pressing issue in
the Japanese public pension reform is to establish its long-term financial stability.
The purposes of this paper are 1) to describe the characteristics of Japanese
Employees Pension Insurance (EPI) from international perspectives, 2) to simulate
future prospects of EPI incorporating various reform options seen in other developed
countries, and 3) to discuss importance of various reform options for the future of EPL
The first proposal for the next public pension reform was made public by the Govern-
ment in December 2002, and we believe that these kind of simulations are not only

useful but also necessary for the Japanese pension reform discussion.

1. Introduction

There are several common features in the public pension systems for employees in
private sectors as shown in Table 1: pay-as-you-go financing method; earnings-related
contributions and benefits; defined benefits; etc. The Japanese Employees Pension In-
surance (EPI) covers most of the employees in the private sector, although it does not
cover part-time workers. The contribution to the EPI is 13.6 percent of annual earnings
shared equally by employees and employers. The amount of old age pension received by
retired employees is the sum of Basic Pension (basic part, unrelated to earnings) and
the earnings-related part. The earning-related benefit is proportional to the number of
years of contribution and the level of lifetime earnings, and benefits acerue at the rate of
0.548 percent of annual earnings per year (Note 1). The amount of earning-related
benefit for those male employees whose earnings were average throughout 40 years of

working life was 108 thousand yen per month in 1999. Past earnings are revalued every
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five years to reflect the growth in post-tax earnings (net wage indexation). After re-
tirement, pension benefits are indexed in line with price increase.

Benefit expenditure of the EPI was 4.1 percent of GDP in 2000. Public pension
spending is about 7 percent of GDP in Japan. Historically, it is one of Japanese char-
acteristics to treat employees and non-employees, such as self-employed or farmers,
differently in the social insurance system, and to support the social insurance system
for the latter through numerous government subsidies. Japanese public pension system
is rather similar to German system. However, there are some remarkable differences
between the two countries. The Japanese system has a flat rate benefit part, which of
course increases the degree of income redistribution. The German system places more
weight on supporting childcare and long-term care, and it suffers more from early re-
tirement and high unemployment than Japanese system (OECD, 1999a; Schmaehl,
1999; Schmaehl, 2000).

In January 2002, a new population projection was made public, which was based
on the 2000 Population Census. Concerning to the assumption on future fertility rate,
middle scenario assumed that TFR would stabilize at 1.39. According to the middle
scenario of this projection, Japanese total population will reach at 127.7 million in 20086,
then decline gradually for many years afterwards. The proportion of the elderly (65+)
will increase from 17 percent in 2000, through 28 percent in 2020, to 35 percent in 2045.
Based on the latest population projection, the Ministry of Health, Labor and Welfare
(MHLW) announced its first reform proposal in December 2002, for the next public

pension reform.

2. Issues for the reforms of the EPI

The main points of the propesal by the Ministry to reform the EPI in the FY 2004 are

the followings:

- To set a ceiling on future contribution rate and reduce benefit through lower indexa-
tion of benefit;

- To cover part-timers in order to increase contributors;

- To improve child raising leave;
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- To tax on pension benefits; etc.

According to the proposal, the contribution rate will be increased gradually but
be fixed at 20 or 18 percent in 2022 and afterwards. Benefits will be decreased accord-
ingly, and the model replacement rate will decrease from present 59 percent (Note 2) to
52 percent in 2025. When there is a ceiling on future contribution rate, the way to
control expenditure becomes all the more important. Although there are several ways to
control expenditure, further increase in normal pension age is off the agenda. The
proposal by the Ministry has chosen the way to adjust benefit more slowly. Previous
earnings will be revalued in line with total net wages of all insured, instead of present
average net wage increase. If we denote total net wages increase minus average net
wage increase as D, pension benefit will be increased each year in line with price in-
crease minus D, instead of present price increase. The package of these adjustments is
called “macro economy slide”.

Most part-time workers are not included in the EPI. Currently, those whose
working hours are less than three-fourth of regular workers are defined as part-timers.
If part-timers satisfy the following two conditions, they are classified as the third group
of the insured in the BP (Note 3} and exempted from paying social security contribu-
tions: 1) their spouses are covered by the EPI; 2) their annual earnings are less than 1.3
million yen. The Ministry is considering lowering the thresholds to one-half in terms of
working hours and 650 thousand yen for annual earnings.

Consecutive efforts have been made to reform the EPI since 1985. The most se-
rious problems in the Employees Pension Insurance (EPI) before 2000 Reform were 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 PAYG financing system, which is vulnerable to demographic changes and
~ economic fluctuations. Other than these serious problems, there are several inconsis-
tencies in the present system: 1) dependent spouses of employees are treated favorably;
2) pension benefit has negative effects on labor force participation of the elderly, and 3)
most pensioners do not pay income taxes. The proposal for the next reform in 2004 has a

few new measures, but there are still several important issues to be discussed such as
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coverage of self-employed, effective contribution rate, and benefit formula (Table 2).

3. The future prospects of the EPI

In order to analyze the Fix Contribution proposal shown in Table 2, we have done the
following four simulations: Note

Simulation Q: - Increase in contribution rate is the same as shown in Note 4;

- Benefit, Contribution, Contribution Rate and Fund adjustments follow
the Fix Contribution proposal; and no other changes from current sys-
tem.

Simulation 1: (a) To include part-timers in the EPI;
and no other changes from Simulation 0.
Simulation 2: (a), and
(b) To include self-employed in the EPI.
and contribution rate will be adjusted to maintain the EPI fund level
manage one year benefit.
Simulation 3: (a), (b), and
(¢) To change the benefit formula of the EPI as follows:
- Eliminate the flat-rate benefit part;
- Benefit accrues at the rate of 1.6 until a bend point, then at the

rate of 0.42 above the bend point.

Simulation 0 is to trace one of the Fix Contribution models under the following condi-
tions: a) middle scenario for both population variables and economic variables; b) final
contribution rate is 20 percent; ¢) national subsidy is 50 percent of the Basic Pension

benefits. Simulations 1, 2, 3 are all variations of Si_mulation 0.

Simulation 1
According to the proposed rule, more than 90 percent of the present part-timers will be

covered by the EPI (Yamamoto, 2003b). This measure will have some positive effect on

the revenue of the EPI in the short term, even the wage level of part-timers is low.
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However, the real financial implication of this measure depends on the benefit formula.
If the minimum floor of the EPI benefit remains as present level, most part-timers will

receive benefits which are well above their contributions.

Owing to part-timer’s low earnings, the financial situation of EPI will be worse.
As we have noted, EPI has flat rate benefit and earnings related benefit. In two tiers
system like EPI, low incomes will be able to get redistribution effects. EPI fund is de-
clining in simulationl. To keep the same amount level of current system’s EPI fund
projection, if part-time come into EPI, we needs to cut benefit level 11.4percent as
shown in (Fig.1).

In our projection, if we cut the benefit level more than 5.4percent, we succeed in
keeping EPI fund rising.

In our projection, owing to changing benefit indexation way, earnings to price,

and EPI has two tiers, replacement ratio will be declining in (Fig.2).

Simulation 2

We put two assumptions for the income of self-employed: First, same as employees;
Second, 60percent of employees. In Japan, earnings of self-employed are usually lower
than that of employees. So, EPI benefit formula’s redistribution effect makes EPI funds
accumulate more slowly by including part-timers in EPI (Fig.3). If earnings level of

self-employed is higher than our assumption; EPI funds accumulate faster.

In Japan, earnings of self-employed are usually lower than that of employees,
and financial implication of the measure to include self-employed in the EPI will depend

very much on the structure of the benefits.

Simulation 3

In simulation 3, we examined the effects of new benefit formula: 1) no flat-rate benefit,
2) different accrual rate by income level. This simulation showed that it would be pos-
sible to realize equivalent results as Simulation 0 in terms of fund level and replace-

ment rate if the contribution rate would be raised to 18.5 percent immediately.
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However, one accrual rate makes benefit distribution gap widen so that we set a
bend point separating high incomes and low — middle incomes to keep redistribution
effects. (Fig.4)

Simulation result is that extended pension member effects and rising premium rapidly
make pension fund accumulation and replacement rate more stable than MHLW Dec.
2002 projection and pension premium will be reduced 0.20 to 0.185 after 2022 as shown
inTable3. The contribution rate will be increased from present 13.6 to 23.1 percent in
2025 if the system remains as it is today. This means that effective contribution rate
covering those parts financed by tax would increase from present 16 percent to 32 per-
cent in 2025. The future level of effective contribution rate in the EPI is more or less the
same as in Germany, and this effective rate, not nominal rate, is very much related to

the scale of the EPIL.

4 Simulation results

Simulation Results are below.

® Siml: part-timers don’t improved financial situation of the EPI.

® Sim2: self-employed effect is same as part-timer effect.To finance Part-timers and
self-employed, it is need to raise contribution rate 21% in 2005.

® Sim3: using accrual rate with bend point, we could keep effective contribution rate

less than Sim2 level.

As many researcher said, immediately raising contribution improves financial
situation of pension. This time’s settings for Sim3, we could realize 18.5% contribution
rate in 2040. Of course, other settings in benefit formula are thinkable. We must note
those settings are close to moral-hazard, incentive and redistribution effect.

: Today’s settings for Sim3, we could realize 18.5% contribution rate in 2040. Of
course ,other settings in benefit formula are thinkable. We must note those settings are

close to moral-hazard, incentive and redistribution effect.

5. Discussion
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Japan is already among the most aged societies in the OECD countries. Public pension
spending is 7.3 percent of GDP in Japan, which is higher than that in the US (6.8 per-
cent) but considerably lower than that of 10.3 percent in Sweden, 12.0 percent in
Germany and 13.1 percent in France (OECD, 2001c). However, Japanese public pension
expenditure will increase quite rapidly in future. Tﬁerefore, it is of great interest for
Japan to review how the role of public pension system ig going to be redefined and how
the system will be reformed against economic and demographic changes in the other
developed countries. We have already many examples of such efforts: Notional DC ap-
proach in Sweden, tax-supported funded pension approach in Germany, and personal

retirement account approach in the United States (Fukawa & Yamamoto, 2003).

We examined that there are still many rooms to reform the EPI. The measure to
include part-timers in the EPI will have some positive effect on the revenue of the EPI
in the short term, even the wage level of part-timers is low. However, the real financial
implication of this measure depends on the benefit formula. If the minimum floor of the
EPI benefit remains as present level, most part-timers will receive benefits which are
well above their contributions. In that case, new contribution schedule may not be
enough, and further benefit reduction might be needed.

It is a big issue whether to include self-employed in the EPI or not. In Japan,
earnings of self-employed are usually lower than that of employees, and financial im-
plication of the measure to include self-employed in the EPI will also depend very much
on the structure of the benefits.

In simulation 3, we examined the effects of new benefit formula: 1) no flat-rate
benefit, 2) different accrual rate by income level. This simulation showed that it would
be possible to realize equivalent results as Simulation 0 in terms of fund level and re-
placement rate if the contribution rate would be raised to 18.5 percent immediately.
Immediate increase of the contribution rate was proposed already by many researchers
(Hatta, 1998 ; for example).

One of the most important factors for the s.ustainability of the EPI is the effective
contribution rate, which is the real index of the scale of the EPI. The issue here is an

optimum scale of the EPI for the Japanese working population in order to provide
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meaningful retirement income within an affordable level of contribution. The roll of the
public pension, such as degree of income redistribution, degree of social solidarity, de-
gree of linkage between contribution and benefit, etc., shﬁuld be defined and agreed
upon. It is also necessary to define which benefits will be covered by the public fund, and

to avoid different treatment against different income sources.

(Note 1)
(Note 2) Model replacement rate of the current system (in thousand yen per month in
1999 price)

Average net annual earnings of male employees: W = 401

Old age pension for those male employees with dependent spouse who are in-

sured for 40 years with average earnings: B =134 + 104 = 238

B/W=59%
(Note 3) Dependent spouses of employees are called as the third group of insured in the
Basic Pension. The treatment of this group is one of the focus issues for the next reform.
(Note 4 ) Our simulation model are based on ordinal insurance mathematics way model
which is presented in Winklevoss (1993) and ILO(1998). Any parameter like a con-
tribution rate keeps balance Equation of pension finance in eql,
Fxr+C+7Ts;=8B {eql)
where F ; the EPI fund, r ; rate of return, C ; Coniribution, T ; ; Revenue from Gov-
ernment, B ; benefit. And, C and B are functions made from population and earnings. B
is made from accrual rate, WPOPy and Wy and C is from contribution rate, WPOP, and
Wo. where WPOPy; young population , Wy; young’s earnings, WPOP,; old population and

Wo; old’s earnings. Those functions behave like below.

X 50%C50 B 08B0 e
OWPOP, -~ oW, SWPOP. oW

(Note 4) The scheduled increase in contribution rate for Fix Contribution is as follows:

14.29% in 2005, 16.06% in 2010, 17.83% in 2015, 19.60% in 2020, and 20 % after 2022.
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{Note 5) In Sim3, our model could guarantee 60% median earnings and accrual rate is
42.2% until median earnings. Over median earnings, our model set 28.5% accrual rate.
(Note 6) It is surely included in the policy options for the 2004 reform to cover
part-timers in the EPI. However, this measure is not reflected in the simulation results
of the Ministry which was made public in December 2002.

(Note 7) (Note 8) The number of such people is about 10 million.
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