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Current Issues of Japanese Social Security Schemes
- for improving KOREA Schemes -4

Katsuya YamamotoS
(IPSS, Japan)

1. Over view of Japanese social security issues

Japanese Soctal Security consists of public support, social welfare, social insurance and
public health. More detail in social insurance finance, it consists of public pension,
health insurance and Long-term care. Total social insurance revenue is 88.2 trillion yen
which includes premium 55.9 trillion yen, public subsidies 26.7 trillion yen and revenue
from property and others 5.6 trillion yen. On the other hand, total expenditure is 95.4
trillion yen which includes pension (44.4 trillion yen), health insurance (26.3 trillion
yen) welfare and others (12.9 trillion yen) and administrative cost (11.8 trillion yen).
Total amount of elderly related expenditure is 58.4 trillion yen (69.9percent of total
expenditure).

Future projections are in Table 1. In this projection, social security expenditure is
almost double in 2025 peak of aging and that time national contribution (general tax

plus social security tax) near to 50% percent in Japan.

1.1 Common issues to Japanese Social Security

The common issues to Japanese Social Security are aging and bad condition of economic
growth. Especially, aging is serious problem in Japan. Since the 1980s, however, it has
declined sharply. In terms of age composition, a standard and broad-based population
pyramid characterized Japan in the 1950s. However, the shape of that pyramid began
changing rapidly as the nation's birth rate and death rate declined. In 2003, population
of the elderly (65 years and over) was 24.31 million citizens and constituted 19.0 percent
of the total population, its largest scale on record in either number or percentage terms.
The speed of aging of Japan's population is much faster compared with Western
countries. Although the population of the elderly in Japan accounted for only 7.1
percent of the total population in 1970, 24 years later in 1994, it had almost doubled in

4 This draft is preliminary. Pleas don’t quote without author’s permission. The views
expressed in the paper are those of the author and do not necessarily reflect those of
National Institute of Population and Social Security Research, Japan.

5 E-mail: kyamamo®ipss.go.jp



scale, to 14.1 percent. The elderly population is expected to continue expanding rapidly
in the years ahead, topping the 20 percent level by 2006. In other countries with aged
population, the speed of aging has been much slower than that of Japan. For example, it
took 85 years in Sweden, 61 years in Italy and 115 years in France for the percentage of
the elderly to increase from 7 percent to 14 percent of the population. These
comparisons clearly highlight the rapid progress of demographic aging in Japan (Table
2). The percentage of the younger age population in Japan (0-14 years) has been
shrinking since 1975 and has remained below 15 percent since 1999. In 2003, the
younger age population amounted to 17.91 million, which was 14.0 percent of the total
population. In terms of the proportion of the total population, the elderly have
surpassed the younger age group since 1997. The productive-age population (15-64
years) totaled 85.40 million, continuing its decline from the year before. In share terms,
it accounted for 66.9 percent of the entire population. As a result, the dependent
population index (the sum of the elderly and younger age population divided by the
productive age population) was 49.5 percent (Figure 1).

In addition, Japanese GDP trend is shown by Figure 2. After the high economic growth,
GDP growth is gently till 1995. Since bubble economy has broken, GDP growth cease to
be in Japan, and GDP per capita has been declining too. This bad Japanese economy
makes earnings be minus growth recent years and more important issue is
unemployment. During Japan's high-growth period in the 1960s, the unemployment
rate (the percentage of unemployed people to the total work force) remained in the
range between 1.0 and 2.0 percent. Employment conditions deteriorated after the first
oil crisis in 1973, however, pushing the unemployment rate to over 2 percent in the
latter half of the 1970s and to nearly 3 percent in the latter half of the 1980s. In 1990-91,
the rate settled down again to just over 2 percent, but it began to rise again gradually,
reaching 5 percent for the first time in 2001. This upward trend continued until 2002,
when the unemployment rate hit a record high of 5.4 percent.

In 2003, there were 3.50 million unemployed people, representing a decrease of 90,000
people over the previous year. It was the fifth straight year that the number of
unemployed exceeded 3 million. The unemployment rate was 5.3 percent (5.5 percent
for men and 4.9 percent for women), down 0.1 percentage points from its historic high in
the year before. This decline continued in 2004, with the unemployment rate for May
lowering to 4.6 percent. The employment situation in Japan has been harsh, with the
ratio of job offers to job seekers trending well below 1 since 1993. In 2003, the ratio of
job offers to job seekers was 0.64, up 0.10 percentage points from the 0.54 recorded in



the previous year. Of the 3.50 million unemployed people in 2003, 1.46 million were
involuntarily dismissed because of payroll cuthacks, poor business conditions,
mandatory retirement, and other reasons. Another 1.13 million voluntarily left their
jobs for personal or family reasons. The number of new job seekers who have just
graduated from schools was 200,000, while that of new job seekers for other reasons was
690,000 (Figure 3).

Viewed in terms of age, the unemployment rate for both men and women in 2003 was highest
among young people aged 15-19 (men, 13.3 percent; women, 10.5 percent), followed by men
and women aged 20 through 24 (men, 11.2 percent; women, 8.2 percent). These statistics reveal
the high rate of unemployment among people in young age brackets. One of the reasons for the
high unemployment rate among young people is that the number of young people who
voluntarily quit their jobs is increasing. This is due to the difficulty that young graduates
experience in finding satisfactory jobs in an extremely harsh employment environment where
employment opportunities are quite limited. Unemployment among men aged 60-64 was 9.2
percent in 2003. Older workers who have been forced to leave the job before the normal
retirement age as part of corporate restructuring programs are finding it extremely difficult to
~ find the next job. Among those older than the retirement age of 60, there is a growing gap
between their strong desire to work and the available employment opportunities. The same
conditions apply to women aged 25-34 (6.8 percent) who are seeking to reenter the workforce.
Many people over the age of 45 are finding fewer job opportunities. The search period tends to
become longer for older people. Since 1995, the proportion of people looking for work for more
than one year has climbed (Figure 4). In 2003, approximately 1.18 million people, or about 34
percent of the unemployed, found themselves out of work for a year or more. To be sure,
economy has own cycle and Japanese economy move to good condition steadily. However,

aging affects seriously social security finance both in short and long run.

1.2 Necessity for reform

As noted above, Japanese social security system needs reform on account of aging and
economy. The environment surrounding the social security system has changed
dramatically with the rapid aging of society with fewer children, low growth economy,
deterioration of the state’ s financial situation , changed in living conditions and
changed in working style, etc. Considering the population structure of Japan, we can
afford no further delay on measures for the decrease in the number of children, and

serious efforts to future society, such as bad influences to the healthy growth of children,



etc. has been feared. Especially, the expected increase in social security benefits and
burden which far exceeds the growth of economy has caused young and middle aged
people to fear the sustainability of the system and increase of burden in the future.
Therefore, reconstruction of a social security system with good balance of economy and

finance is an important issue for the future.

2 Public pension scheme
All Japanese people must participate in one of public pension programs and current
Japanese public pension is twopillar system, basic pension and earnings-related
pension. Insured persons are three type detailed in Table 3. To sum up, self-employed
persons called No.1 insured persons participate in National pension and have basically
only basic pension. Employees called No.2 insured persons participate in employee’s
pension insurance have basic pension plus wage related part (Figure 5) since 1986
reform. Benefit formula is as follows
Basic Pension =
¥794,500 X insured period /480 X CPI  (¥794,500 is 2004 price)
Earnings related partsé =
SMR X insured period X multiplication/ 1000 X CPI
As noted above, basic pension is flat rate pension and full benefit is 66,208 yen per
month (2004 price). National pension’s premium is 13,300 yen per month and
Employee’s pension is 13.934 percent to total earnings (monthly income and bonus) .The
premium is evenly borne by employers and employees. Current pension aceount is in
Figure 6. Since 2002, benefit is Jarger than premium in Japan. So, we must implement

2004 reform.

2.1 pension reform in 2004

In February 2004, the bill to revise the pension law based on the basic concept of aiming
at a system that is sustainable and flexibly responds to changes in socioeconomic
circumstances was submitted to the 159th ordinary session of the Diet and enacted in
June of that year. To sum up, 4 points are important portion of the reform (Figure 7).

(DEstablishment of a sustainable system that harmonizes with the social economy,

and securing of trust in the system

¢ This formula is applied after April 2003. SMR means standard monthly remuneration,
multiplication is given by 6.058 to 5.481 depends on one’s birthday. )



® Raising the national contribution ration of basic pensions form one-third to
one-half
® Lifting of the freeze on raising premiums
® Introduction of the system that sets an upper limit on premium burdens and
that automatically adjusts benefits according to changes in socioeconomic
circumstances
@ Establishment of a system that deals with the diversifying lifestyles and
employment formats
® Expansion of the premium exemption system during child-care leave period
® Review of the old-age pension for active employees paid to employees in their
early 60s( abolition of 20% payment suspension across the board)
@Improved measures for collection of national pension premiums
® Introduction of the earnings -related multistage exemption system
® Introduction of the postponement system of premium payment for young
people who have difficulty in inding employment
@Efforts to deepen the understanding of the pension system
® Development of the mechanism(point system) where contributions can confirm
their record of contributions by turning their premium payments into points each
year and feel that the benefits they will receive in the future are steadily increasing

Details are in Appendix 1.

2.3 remaining issues of pension

2004 reform is basically to keep current system in the future. As Figure 8 shown,
Japanese national contribution is relatively low in developed country. In this context,
there could be some rooms of Japanese contribution for social security. However, as
shown in Figure 6, pension account is bad condition owing to aging and Japanese
economy.

In 2004 reform, we could not implementation employees pension to partime worker.
Before 2004 reform, part-time worker is basically No.l insured person except her
annual wage over 1.3 million yen or her working time is over 3/4 of No.2 insured person.
In the idea of 2004 reform, this condition would be 65 million yen and 1/2 working time
to extend number of No.2 insured person. However, this idea is not implemented in 2004

reform.



3 Long-term Care Insurance scheme .
In April 2000, we introduced Long-term Care insurance (LTC)Figure 9). Aims of
Establishing Long-term Care Insurance is to establish a system which responds to
society’'s major concern about aging, the care problem, whereby citizens can be assured
fhat they will receive care and be supported by society as a whole.
® Lengthening and seriousness of long-term care
One of every two bedridden persons is bedridden for three years of more.
® Aging of care attendants
Over 50% of care attendants are 60 years or over.
® Declining percentage of elderly persons living with their children
This has declined to approximately 50%.

Increase in the number of working women
® To build a stable system in which the relationship between benefits and costs is

clear, and which can easily gain public understanding
Before introduce L.TC, care for old age is financed by tax and supplied by municipalities.
In the system, there is no choice for user. So, LTC could provide efficient delivery of
user-centered, quality long-term care services and must have as follows nature:
® Organize a system so that users can use services of their choice.
® Provide necessary welfare services and health and medical care services in a

comprehensive and unified manner, to persons requiring long-term care.
® Promote the participation of a variety of independent enterprises such as people in

provide enterprise, agricultural cooperatives and citizens' non-profit organizations,

and provide service that is not uniform, but diverse and efficient.
To be sure, old age health insurance cost is more important issue in Japan. As noted
above, Japanese family policy is very poor and the number of core family are growing up
after WWII, most of all Japanese family have no room for old aged in care. So, some old
ages are in hospital without intensive cure. It is true, many old ages need care not cure
in Japan’. In this situation, we must comparative the cost of hospital with the cost of
care facility or in-home care. Neglecting family member’s effort, in-home care cost is the
cheapest among them. After all, hospital cost and care facility cost are important for
Japanese health insurance finance. The key is cost of wage. In general, hospital cost is
more expensive than care facility. Doctor’s wage is expensive, and nurse’s wage is higher

than care staff. In the financial aspect, introducing LTC means cutting health insurance

T Now, we neglect terminal cure.
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