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Japanese Aging and Social Welfare
Program By Diverse Entities

‘What is the issue? And Overview of the Solution
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1 Introduction

The purpose of this study is to examine the impact of Japanese aging and the
possibility. of the social welfare reform by diverse entities. When the existing
social security system such as a public pension was reformed for reduction, we
should consider that a next generation supporting system and a program for
generational mutual support should be shifted to a private enterprise, a family
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sector, a private non-profit enterprise section, a local community section and other
diverse subjects. We should clarify how to shift and how to continye the programs.
We should also propose the policy, and we will inspect its effect. To be concrete, it
means that a social security program shifts from a public sector to a non-public
sector or that a new best mix system should be built.

Whether one like it or not, we come to need the diverse subjects in future.
The social security expenditure that contains a pension and a medical care will
increase by rising aging rate. On the other hand, tax and social security revenues
will decrease by declining birthrate at the same time, This means that current
social security systems, generational mutual supporting programs by the public
sector will not be able to carry out its social welfare function enough. Therefore, I
need to clarify a matter for a non-public sector, a nonprofit sector to be able to
offer generational mutual supporting programs, and to put a policy proposal to
construct a new system.

2 Japanese Aging and its Effect

2.1 Features of Japanese aging

Let us begin with a brief review of past and future Japanese aging by the
comparison with other developed countries,

Figure 1 shows that many developed countries have a common tendency of
aging. But we have two important features in Japanese aging. The first feature is
that Japanese aging is rapid than other developed countries. For example, they
took more than one hundred years in rising the aging rate form 7% to 14% in
France. But in Japan we had no more than 30 years.

The second feature is that Japan’s final aging rate is estimated up to 30%.
This figure is highest among developed countries. These are Japanese population
problems. |



Figure 1 Population Structure
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Source:  UN, Sex and Age Distribution of World Population. (1994)

2.2 Economic Assessment of Aging

Next we will see the problems about the economic effect of Japanese
aging. We can set various scales in assessing the influence of the economic effect
of aging. We will use the scale of generational imbalance here. The generational
imbalance is estimated by the “Generational Accounting” method introduced by
Auerbach, Kotlikoff and Leibfritz (1999). In the generational accounting, net
lifetime tax burden is estimated by generation or cohort. This net lifetime tax
burden is lifetime tax payment (including indirect tax and corporate tax)
deducting lifetime transfer benefit receiving from govemment (pension, Medicare
and income support and so on).

Table 1 shows the net lifetime tax burden of three developed and
characteristic countries including Japan. Net lifetime tax burden of current and
future generation is estimated under the assumption of continuing current fiscal
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policy. In table 1, the negative value means negative tax burden or excess benefit.
In the estimation, public education expenditure is treated as transfer

Table 1 Net Life Time Tax Burden with Current Fiscal Policy

Agein 1995 New Zealand Sweden Japan
a. Age 65 _ -82.8 -161.4 -58.2
b. Age0
& 297 177.3 89.1

(lifetime burden bom in 1995)
¢. Future Generation

afier 1995y 264 122.0 390.0
d. (=(c-by/b) Imbalance -10.8% 312%  337.8%
e. Elderly share (1990) 11.1% 17.8%  11.9%
. Elderly share (2030) 18.9% 23.1%  26.1%

Source: Auerbach, Kotlikoff and Leibfritz (1999). Thousands of 1995 U.5.8. Net lifetime
tax burden = lifetime tax payment (including indirect tax and corporate tax) - lifetime transfer
benefit (pension, Medicare and income support and so on). Negative value means excess
benefit. Public education expenditure is treated as transfer

From table 1, we can see that Japanese generational imbalance is huger
than other two countries’ one because Japan’s future generation should pay net tax
4 times lager than current generation. Future generation of New Zealand and
Sweden will pay 10% to 30% smaller than current generation. It means Japanese
current fiscal policy will not sustainable under the high aged society,

Japanese current elderly share or aging rate is around 12%., Its figure is
near to that of New Zealand. But in the future, we will face high aging rate as high
as about 26%. It is near to the Sweden’s one,

New Zealand is famous for its public sector reform seeking small
government. If we follow the way of New Zealand, we should make the size of
our govemment to be down. On the contrary, Sweden is famous for the “Welfare
State”. If we should follow the policy of Sweden, we should keep or enlarge the
size and functions of our government, And to marry the fiscal balance, we should
raise the tax and contribution for social securities.

With the analysis of generational accounting listed in table 1, we can
conclude the effect of Japanese aging as follows.

10



1.Populational aging in Japan will bring huge generational imbalance.

2.We may categorize developed countries into two groups.

3.0ne is country seeking small govemment like New Zealand. The other
is country keeping the high level of social welfare program like
Scandinavian countries.

4.We have to discuss which Japan should follow with generational equity
and the viewpoint of maximizing social welfare,

3 Two Directions for the Solution

3.1 Break Down of the Problem

We have examined about the feature of the Japanese aging and its economic
assessment with the viewpoint of generational imbalance. Following above, we
will consider the direction of solving those problems. In analyzing the issue, a
following equation is set to break down the problem.

In Figure 2, we expressed the image of the issue breaking down equation.

Figure 2 Breaking Down Equation of the Problem

Generational Imbalance=(A: Rapid Aging) X (B: Weak Fiscal System))

0 X 100

100 X 0

100 X 100

Generational imbalance listed in the section 2 stems from two factors.

1




One is rapid aging, illustrated factor A in figure2. The other is fiscal system weak
for aging, illustrated factor B in figure2. Let us consider the aging issue with the
equation listed in figure2. If we express the scale of the problem with the figure
form zero to 100, we can indicate rapid aging with the figure 100, In the same way,
We can say the scale of the problem in the weak fiscal system with the figure 100.

This equation not only shows us the two factors of the issue but also
shows the way to solve the problem. If we reduce the scale of aging problem,
factor A, to be zero, we can manage the aging society under the weak fiscal
system. It means A times B is 0 times 100. The answer is zero. On the contrary if
we improve the weakness of our current fiscal system, factor B, to be zero, we
will be able to hold our social welfare system.

In the next section, I will discuss factor A, rapid aging first. After that, I
will put focus on the reform of fiscal system factor B.

3.2 Analyzing a Rapid Aging

In discussing Japanese Rapid aging, I will check and compare the Japanese
low fertility rate with other countries,

Table 2 Gross Fertility Rate

Us SDN JPN DEVED DEVING WLD

14.7 10.3 9.6 11.3 25.5 227
Source: UN. Gross Fertility Rate = Number of new borns among 1,000.

Table 2 shows the gross fertility rate around the world. As you know,
Japanese fertility rate hits the lowest level not only in the world average, but also
in the developed countries. So we have to clarify this low fertility issue to solve
Japanese aging problem.

When we consider the low fertility rate in the context of economic
viewpoint, we will set the issue to be the issue of demand for children, About this
theme, not a few works has done (Becker(1960,1965), Becker and Lewis(1973),
Butz and Ward (1979), Easterlin (1980)).

We will focus on two points on the demand for children here. One is a
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theory that children are treated to be durable consumption goods. The other is a
theory that children are treated to be investment goods for retired,

Based on these theories, we have made a casual regression analysis. The
result is listed in table 3. The estimated coefficient of education expenditure in
household is significantly negative, The education expenditure in household is
seemed to be the cost or price of child bearing. And next estimated coefficient of
wage of women is also significantly negative. The wage of women is seemed to
be the opportunity cost of child bearing. These results agree with our hypothesis
that children are treated to be durable consumption goods.

Table.3 Regression on Total Fertility Rate

Items Coef. P-Valye

a.  Educational expenditure in household -0.112 0.00267
b.  Wage of women -0.669 2.89E-05.
C.  Number of nursery institutions per child 0.0561 0.0813
d.  Expenditure for insurance in household -0.0401 . 0.49]
e. _Social welfare budget for elder -0.029 0636
f.  Marriage rate 0.380 0.0370
g. Divorce rate -0.168 0.0416
h. ONE 4.863 2.29E-05

Adj-R? 0.70589

N 47 OLS

Note: The author’ €stimation. OLS regression with
47 prefectural macro data in 1997. Explained variable
is Total Fertility Rate.

The items of expenditure for insurance in household and social welfare
budget for elder mean the financial support for retired. The estimated coefficients
of these items are negative but not significant. If we can obtain more strong
results that show the financial support for retired reduce the demand for children,
we can rely on the theory that children are treated to be investment goods for
retired.

The estimated coefficient of number of nursery institutions per child is
positive in 10% significant level. This means we can recover low fertility rate
with reducing the cost of child bearing. We should build effective social welfare
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system supporting child bearing,

3.3 Reforming Social Welfare System

3.3.1 Public Pension System

We have examined the issue of low fertility rate with the theory of demand
for children. Adding that result, we will discuss about the reform of social welfare
system here.

First of all, we will consider about the public pension system. As you know,
we cannot sustain current system as it is. In solving the problem, we can consider
the reform plan cutting the benefit and/or raising the tax and contribution. But it is
not the final solution because such reform does not solve the generational
imbalance but the balance of the revenue and expenditure in public sector.

And we have to pay attention about such reform brings generational conflict
because the benefit of one generation will be made with the loss of other
generation under the zero sum condition. In other words, the benefit of future
generation is the burden of current generation. So we can not solve the issue with
simple reform of cutting benefit or raising contribution,

Another proposal for the reform in the public pension is to shift the system
form pay as you go to full funded. Under the full funded system, any aging will
not affect the fiscal balance of public pension budget. That means we set the
figure of factor B to be zero in the equation shown in figure 2. But there remains
problem of double burden of transitional generations. In the transition terms, these
generations should pay contribution not only themselves in full funded system but
also for former generations to pay off the pay as you go system,

When it comes to think of it, we cannot adopt the full funded system. But
there may be the possibility of compensation with high-income growth that comes
form capital accumulation under the full funded system, If we can prove this
possibility in some macro economic or dynamic theoretical model, we can say
there is the possibility of “Pareto Improving Pension Reform” with full funded
system,
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3.3.2 Shifting to the Non-public Sectors

Another way to reform social welfare program is to shift the
public sector to non public sector. We analyze the factors on the
households’ volunteer participation as an example of social welfare supplied by
non-public sectors from the economic viewpoint, and to confirm a substitutable
relationship between public sectors and non-public sectors in this field.

Recently, the expectation and interest for volunteer activities have
increased, and the Act for Non-Profit Organization has had its own system
maintained. But the actual rate of the activities is low. To analyze this matter, a
volunteer supply model has been assumed with an individual who maximizes
utility from consumption and volunteer activities time under the limited condition
of time-allotment and budget in the paper. .

The present writer has made regressions about the rate of volunteer and
social activities using such data tallied every prefecture as 2001 Survey on the
Time use and Leisure Activities.

Table 3 Regression on Voluntary Activity Rate

Items Coefficient (P-Value)
Aging rate (elderly share) 1.106 (0.634)
Rate of household

e -3.589  (0.601)
receiving welfare benefits

Rate of Physically Handicapped 9.758 (0.039)**
Price Index -0.0216 (0.276)
Income in household -0.196E-04 (0.890)
Rate of Higher Education 2,505  (0.043)**
Social Welfare Expenditure

-0.0157  (0.043)**
of local Govenment

ONE 2300 (0.162)
Adj-R? 0.244
N 47

Note; Author’™ ®stimation. Assuming the logistic
equation, Y=(e**P*/(1+e****)). OLS with
transformed style of y=La(Y/(1-Y)). Using
prefectural data in 2001 that are weighted with
number of population. Parentheses are P-value, **
means significant in 5% level.

In results shown in table 3, age, income and the rate of the household on
public assistance are not significant, but academic background and the rate of
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needs for physically support significantly increase the volunteer activities. We can
say a public social welfare program has the possibility of substituting welfare
supplied by the household because of the result that the coefficient of the
expenditure for social welfare programs of local government is negative.
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