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IR ERIC L AENBEERC LERFEE2AVEZENEE L,

OWBEMERABOBMABBRICE WV THEFRFNERARICMAE IR, £
OHBREFOI L, BEGICHMEES 4 REEORREMLMTE, £, &
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SEZE) —BAHBEA SHREOHEBQ0AFEFTTRE . 05FEHER, 06FEXSED)

OE—-#H0PH-RE EH
R mARE
B B - 1: E ElEp) EEIAA
H£E HERE | AREX 7] w7 EEE YA 5L & 1
HERE HERE R fTHR BE BE

1990 692,687 377,409 114,805 69,557 315,278 159,308 143,142 717,035 643,915 601,059 73,120 63,431 9,689
91 705,472 379,401 121,500 74,205 326,071 158,002 155,366 729,906 662,606 598,204 67,300 67,300 0
92 704,974 414,599 127,557 96,715 290,375 142,037 146,284 714,660 619,300 544,453 95,360 95,360 0
93 751,025] . 472617 133,463 136,845 278,408 139,498 137,142 777,312 615,572 541,262 161,740 161,740 0
94 736,136 464,153 136,034 130,276 271,983 120,687 134,222 763,390 598,490 510,300 164,900 123,457 41,443
95 759,385 490,091 145,429 127,950 269,294 123,021 128,204 805,572 593,102 519,308 212470 164,401 48,069
96 788,418 479,726 150,323 123,402 308,752 139,450 160,838 818,090 600,608 520,601 217,482 107,069 110,412
g7 784,703 468,986 153,855 110,671 315,717 154,810 159,258 801,704 617,124 539,415 184,580 99,400 85,180
98 843,918 523,887 156,582 130,342 320,031 143,046 176,985 897,827 557,827 494,319 340,000 170,500 169,500
99 890,374 540,638 190,224 129,723 349,736 124,445 202,719 943,763 568,628 472,344 375,135 131,659 243,475

2000 893,210 520,461 176,364 119,143 372,149 149,149 214,461 933,610 603,570 507,125 330,040 111,380 218,660
01 848,111 522,766 192,914 108,201 325,345 158,038 158,289 869,030 569,030 479,481 300,000 90,760 209,240
02 836,743 515,943 196,326 91,621 320,800 164,791 156,003 872,890 523,210 438,332 349,680 91,480 258,200
03 824,160 475,922 197,201 93,588 348,238 173,988 155,440 856,228 502,778 432,824 353,450 66,930 286,520
04 848,968 484,388 202,860 82,357 364,580 176,621 175,148 888,975 534,075 455,890 354,900 87,040 267,860
05 867,048 485,140 208,235 80,154 381,908 174,406 196,203 867,048 532,358 470,420 334,690 77,620 257,070
06 796,860 463,660 205,738 72,015 333,200 145,584 187,616 796,860 497,130 458,780 299,730 54,840 244,890

Qe - A DT (%) KO B ER

1990 100.0 545 16.6(30.4)| 10.0(18.4) 45.5 23.0 20.7 100.0 89.8 83.8 10.2 8.8 1.4
91 100.0 53.8 17.2(32.0)] 10.5(19.6) 46.2 224 220 100.0 90.8 820 9.2 9.2 0.0
92 100.0 58.8 18.1(30.8)] 13.7(23.3) 41.2 20.1 20.8 100.0 86.7 76.2 133 13.3 0.0
93 100.0 62.9 17.8(28.2)] 18.2(29.0) 37.1 18.6 18.3 100.0 79.2 69.6 20.8 20.8 0.0
94 100.0 63.1 18.5(29.3)] 17.7(28.1) 36.9 16.4 18.2 100.0 78.4 66.8 21.6 16.2 54
95 100.0 64.5 19.2(29.7)]  16.8(26.1) 35.5 16.2 16.9 100.0 73.6 64.5 264 204 6.0
96 -~ 1000 60.8 19.1(31.3)| 15.7(25.7) 39.2 17.1 204 100.0 734 63.6 26.6 13.1 13.5
97 100.0 59.8 19.6(32.8)] 14.1(23.6) 40.2 19.7 20.3 100.0 710 67.3 230 124 10.6
98 100.0 62.1 18.6(29.9)] 15.4(24.9) 378 17.0 210 100.0 62.1 55.1 37.9 19.0 18.9
99 100.0 60.7 21.4(34.8)| 14.6(23.8) 39.3 14.0 228 100.0 60.3 50.0 39.7 14.0 25.8

2000 100.0 58.3 19.7(33.4)|  13.3(226) 41.7 16.7 240 100.0 64.6 543 354 11.9 234
01 100.0 61.6 22.7(36.7)] 12.8(20.6) 38.4 18.6 18.7 100.0 65.5 55.2 345 10.4 241
02 100.0 61.7 | 235(38.1)] 10.9(17.8) 383 19.7 18.6 100.0 59.9 50.2 40.1 10.5 29.6
03 100.0 511 23.9(41.4)1 11.4018.7) 423 211 18.9 100.0 58.7 50.6 41.3 7.8 33.5
04 100.0 57.1 23.9(41.9) 9.7(17.9) 42.9 20.8 20.6 100.0 60.1 51.3 39.9 9.8 30.1
05 100.0 56.0 24.0(42.9) 9.2(16.5) 440 20.1 226 100.0 61.4 543 38.6 9.0 29.6
06 100.0 58.2 25.8(44.4) 9.0(15.5) 41.8 18.3 23.5 100.0 62.4 51.6 37.6 6.9 30.7




SEEH EREER-BENERSBROER (20025 B )

EEGEE BEMNERGESE NETERE R
EA miGMlE | E2FEH EA mEiE | EREH | BER hismE | EXRER EA HiGEE | EFEH
BWHEE EHEE | BRRE wEE EEmE | ERHE wAEE EHEMS | BEERmMEG BHEE EEFE | EREE
T U4 48.6 577 70.4 48.6 57.7 70.4 100.0 84.2 69.0 17.4 20.7 25.3
A1~ Y 49.9 575 69.8 50.2 578 70.2 100.0 86.9 71.5 16.9 19.5 23.7
TIVA 44.0 51.2 61.0 47.3 55.0 65.6 100.0 85.9 721 15.1 17.6 21.0
T4 459 54.7 64.2 45.9 54.7 64.2 100.0 83.8 71.4 13.8 16.4 19.3
AE - 458 54.0 62.4 4538 54.0 62.4 100.0 84.8 73.4 13.0 15.3 17.7
{97 425 49.0 58.1 44.9 51.8 61.4 100.0 86.8 73.1 14.7 17.0 20.1
A—AM7T 43.9 51.5 60.0 443 52.0 60.6 100.0 85.3 73.2 15.0 17.5 20.4
JyxA 435 50.8 58.5 435 50.8 58.5 100.0 85.6 74.4 13.6 15.9 18.4
7394 38.9 46.1 53.4 421 50.0 57.9 100.0 84.3 72.8 13.0 15.5 17.9
FARATUE 38.1 445 543 39.2 45.8 55.9 100.0 85.6 70.2 17.2 2041 24.5
WEPrNYA 41.7 478 55.6 417 47.8 55.6 100.0 87.2 75.0 13.9 16.0 18.6
FILAA L 33.4 40.4 479 37.8 458 54.2 100.0 82.6 69.7 14.1 17.1 20.3
FAY 35.6 42.0 47.8 39.2 46.1 52.5 100.0 84.9 745 119 14.0 15.9
Uy 355 39.0 46.3 37.0 40.6 483 100.0 91.2 76.7 14.6 16.1 19.1
FEARS 35.3 39.7 46.6 36.6 412 48.3 100.0 88.8 75.8 13.6 15.3 18.0
Za1—Y —-FUb 35.2 40.5 474 35.2 40.5 474 100.0 86.8 74.1 12.7 14.6 17.1
sy 35.2 40.8 474 35.2 40.8 474 100.0 86.4 74.2 13.3 15.4 17.9
ANAY 35.5 41.3 47.0 35.5 413 471 100.0 85.9 75.4 11.6 13.5 15.4
EES 25.8 32.1 355 33.7 420 46.3 100.0 80.2 72.6 8.3 10.4 11.5
A—-A7T 300 35.6 41.6 30.3 36.0 42.0 100.0 84.2 72.2 13.3° 15.8 18.5
AA 30.6 36.9 38.5 30.6 36.9 385 100.0 83.1 79.7 7.6 9.2 9.6
TAh 26.6 30.2 32.7 297 33.8 36.6 100.0 88.1 81.1 7.3 8.3 9.0
FANTIE 28.3 315 36.0 28.4 317 36.2 100.0 89.7 78.5 12.1 13.4 15.4

FE¥ - COPENERZETEEH L. National Accounts, & S EEHHE ., Revenue Statistics,

SE1A—ARSY T ORIV L, A X 20014

E2: ma—U—SURE, MEERT 20 MBI IETH,




N

SEEHS: A ERER {20015 }GDPHE

J0OX HERkERERKHOAKNEHE bk YRR HEGHIEEEE) vk

NS | A8HE B | EER Nt | XY | BEEM |RAMEY | AMNEE | AEs

RESA it 2i8F | REH B8iBE | RELH /NET A taft =k REHEE

B C D E F G H I J K L M
, E+F C/B B-D JHK+L B-C+H

A T—T 2 29.8 6.1 20.5 3.6 2.5 8.4 23.7 0.0 0.0 0.0 0.0 23.7
R 29.2 7.4 25.3 4.1 3.3 11.3 21.8 0.0 0.0 0.0 0.0 21.8
T5R 28.5 4.1 14.4 1.3 2.8 9.8 24.3 0.9 0.8 0.1 0.0 25.2
KA 274 3.4 12.4 1.3 2.1 7.7 24.0 2.2 0.9 0.5 0.8 26.2
F—ZARYT 26.0 5.3 20.4 2.6 2.7 10.4 20.6 0.1 0.0 0.0 0.1 20.7
T4o0R 24.8 5.6 22.6 2.7 2.9 11.7 19.2 0.1 0.0 0.0 0.1 19.3
~NJLEx— 24.7 3.9 15.8 1.7 2.2 8.9 20.8 0.6 0.5 0.0 0.1 21.4
A3 — 24.4 3.9 16.0 1.8 2.1 8.6 20.6 0.2 0.1 0.1 0.0 20.8
JILoxA 23.9 43 18.0 1.9 2.4 10.0 19.6 0.2 0.0 0.0 0.2 19.8
1R 21.8 2.2 10.1 0.3 1.9 8.7 19.6 1.4 0.1 0.1 0.9 20.7
524 21.4 42 19.6 2.0 2.2 10.3 17.2 0.7 0.3 04 0.0 17.9
FARSUR 19.8 2.2 11.1 0.6 1.6 8.1 17.6 0.9 0.0 0.0 0.9 18.5
ANRAL 19.6 2.9 14.8 1.3 1.6 8.2 16.7 0.2 0.0 0.0 0.2 16.9
—a1—_—5FK 18.5 3.1 16.8 15 1.6 8.6 15.4 0.1 0.0 0.1 0.0 15.5
A—ALSYT 18.0 1.2 6.7 0.2 1.0 5.6 16.8 1.8 0.1 0.2 1.5 18.6
hra 17.8 1.5 8.4 0.6 0.9 5.1 16.4 0.7 0.4 0.3 0.0 17.1
HAX 16.9 0.8 47 0.2 0.6 3.6 16.1 1.6 0.9 0.0 0.7 17.7
FAJAH 14.7 0.8 5.4 0.5 0.3 2.0 13.9 3.1 0.8 1.2 1.1 17.0
TAITUR 13.8 1.9 13.8 0.3 1.6 11.6 11.9 2.6 0.1 0.2 2.3 14.5

OECD, Net Social

Expenditure 2005 Edition, OECD 2006
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Reform of Social Security Swings into Motion
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A COMMENTARY ON ECONOMIC AND BUSINESS TRENDS

By HirOSHI Mivaima, WASEDA UNIVERSITY

ajor reform is underway

in Japan's social security

system. The process was
kicked off in 2004 with a reform of the
pension systetm, moved on to nursing
care insurance in 2005, and will reach
the medical care system in 2006. In
parallel with these reforms, full-scale
measures to counter the decline in the
birthrate are being put into effect.

Three general causes are driving
this series of social security reforms,
particularly the fundamental reform
of the social insurance system, which
accounts for-nearly go% of Japan's
total spending on social security
benehts. First, in January 2002 the
National Institute of Population and
Social Security Research released a
new statistical projection of japan’s
population for 2001—50 that revealed
that the decline in Japan's birthrate
and the aging of the population have
grown more serious. These trends of
increased fragility in the population
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What to do in economic policy with
Koizumi’s mandate b
By Adam S. Posen, Instilute for

International Economics

Dear Readers,

The Japan Business Federation (Keidanren), its non-profit arm, the Keizai

Koho Center, and all our member companies were deep]y moved by the

scenes of tragedy and loss in Louisiana, Mississippi and the US guif region in

the wake of Hurricane Katrina.

"A fund has been established by Keidanren to aid the victims of Katrina, with

the hope that those who have been hardest-hit will be enabled to rebuild

their lives. The Hurricane Katrina Fund will be disbursed through the Red

Cross by October 6, 2005.
With deepest regards,

Katsunori Nemoto
Director, Keidanren-USA

base have darkened the outlook for
social security iinances.

Second, economic globalization has
heightened the need to upgrade the
economy's structure and overhaul the
administrative system. This means that
Japanese policymakers are focusing
their attention on ways to boost inter-
national competitiveness by holding
down labor costs and making govern-
ment smaller and more efficient.

Third, the need to cut budget deficits
and rein in mounting government debt
has grown more imperative. By one
means or another, the government

needs to regain equilibrium in the key
measure of public finance known as the
"primary balance.”

Given these trends, current condi-
tions and outlook for the population,
the economy, and public finance, which
form the base of the social security
system, were looking increasingly
severe. The sustainability of the social
security system itself was being ques-
tioned, making an overall reform inevi-
table. The sense of crisis was particu-
larly acute in the Council on Economic
and Fiscal Policy, a government advi-
sory body. In its report "Basic Policies
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2003," which was published ahead of
the reform of the pension system, the
Council recommended restraining the
government's size so as to hold the
“latent national burden"—the ratio of
taxes, social insurance premiums, and
the budget deficit to national income—
to the level of 5o percent. And the
Council also announced ambitious tar-
get: reversing the deficit in the primary
halance to a surplus by the beginning
of 2010.

Projected growth in social
security costs

These targets for economic and
fiscal management represent very
tight constraints. With the graying of
Japanese society proceeding at a fast
pace, the upward trend of increase in
the burdens and benefits of the social
security system must be suppressed.
According to a Ministry of Health,
Labor, and Welfare's long-term fore-
cast published prior to the reforms,
the ratio of social security benefits
to national income was set to rise
from the current ratio of 23 percent
to about 32 percent in 2025, at which
point the ratio of the aged (65 and
over) was projected to be 29 percent,
up from 19 percent today. At that
level, the overall national burden rate
would have climbed from the present
latent level of 46 percent to an argu-
ably unsustainable 58 percent.
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Reform of Social Security
Swings into Motion

The percentage of the elderly in the
population provides a useful yardstick
for assessihg the maximum level of
the burden a government imposes on
the public. In Scandinavian and other

children and nursing the elderly, and
companies have been paying for job
security and occupational training.
But with the birthrate still in decline,
the aging process moving rapidly, and

The main reason that Japan has been able to
restrain the size of the public sector’s social
security expenditures, despite the falling \‘
birthrate and the swelling ranks of the elderly,
is that the private sector has carried out social
security functions in place of the government.

West European countries where the
percentage of working age to elderly

in 2002 was 16—17 percent, the latent
national burden was well in excess of
5o percent. In this light, the japanese
government is and will continue to be
comparatively modest in size. At least
compared with the situation in West-
ern Europe, spending on social security
benefits is on the low side.

The main reason that japan has been
able to restrain the size of the public
sector's social security expenditures,
despite the falling birthrate and the
swelling ranks of the elderly, is that

' the private sector has carried out

social security functions in place of

“the government. Families have been

bearing the bulk of the costs of raising

globalization in full swing, the private
sector is losing its capacity to provide
social security. This decline in capacity
must be borne in mind\és a new policy
factor that may boost the hill for social
security in the years to come.

Containing contributions
while indexing henefits

The goal of the 2004 pension reform
was to safeguard the pension system
far into the future, even in the context
of a graying and globalizing society,
without departing fundamentally from
current fiscal policy, which is struc-
tured on a "pa?—as-you—go” financing
basis. The reform, which is premised
on a hike in treasury funding of the
"basic pension,” controls and fixes final
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contribution levels while taking into
account intergenerational burdens and

labor costs.

The new design accommodates the
risks of unanticipated trends in popula-
tion and economic growth with flexibil-
ity in benefit levels. That s, it incorpo-
rates an automatic adjustment of ben-
efit levels by means of macroeconomic
indexation, so that the level rises or
falls with changes in socioeconomic
conditions. If, for instance, there is
a decline in the number of people
insured (the workforce population) or
an increase in average life expectancy,
benefits will become less generous.

The adoption of an arrangement
that fixes contribution levels while
automatically adjusting beneht levels
has significantly lowered the final
contribution rates. In the case of an
employee’s pensién, the total con-
tributions from the employer and
employee will be capped at 18.3 per-
cent, down from 26 percent before
the reform. Against this, the rate at
which benefits replace wages will
fall from sg percent to slightly over
5o percent. Even as it enacted this
reform to keep the pension system in
good heatlth, the government revised
the tax system to strengthen taxa-
tion of pension income. This change
was made to secure equitable dis-
tribution of pension benefits among

the generation receiving benefits (in
which there are large disparities in
income and assets), and also to secure

resources for fiscal subsides.

Reform of the pension system has
now been settled for the time being.
In the course of the debate, how-
ever, a sense of crisis arose over the
strong impact that a dip in the birth-
rate could have on benefits levels.
Since people were already worry-
ing about the dangers of a shrinking
population — which could cause the
economy to stall and regional commu-
nities to collapse — the government
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A new tack for nursing and medical care

As the first item on the reform
agenda, pension reform made people
aware of how demographic and eco-
nomic factors form the base of the
social security system. It brought into
relief a number of issues that are also

_involved in reform of nursing care

insurance and medical care, and it pro-
vided an opportunity for people to look
broadly at the social security system
and to rethink assumptions about ben-
eft and burden levels and the revenue
choice between insurance premiums

and tax payments.

In order to soften the economic impact of falling
bnthrates,agnwg,andzashrnwkn1g130pLﬂatu)n,the
authorities have attached greater importance

o0 measures aimed at boosting productivity
and encouraging older citizens to work.

launched the nation's first full-fledged
initiative to counter the downward
trend in the number of children being
born. At the same time, in order to
soften the economic impact of falling
birthrates, aging, and a shrinking pop-
ulation, the authorities have attached
greater importance o measures
aimed at boosting productivity and
encouraging older citizens to work.

After the pension reform, the

Health, Labor, and Welfare Minis-

try conducted a second long-term
forecast of social security benefits
and burdens and found that reform
could hold the increase in expen-
ditures for pension benefits within
the range of economic growth. As a
result, the ratio of henefits to national
income in 2025 are expected 1o be

3 | No.s7
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three percentage points below what
it would have been had reforms not
been undertaken. On the other hand,
benefits for medical care and nursing
for the elderly were projected to rise
faster than economic growth, reflect-
ing the aging of society. As a result,
the latent national burden was still
expected to rise as high as 56 percent.

Social security reform therefore
moved on to the next stage of restrain-
ing the bill for nursing and medical
care — a different matter than provid-
ing pensions for old age in a number of
respects. First, the benefits are benefits
in kind, not cash, and they are deliv-

Reform of Social Security
Swings into Motion

third, since this is security provided
against direct risks to life and health,
the funding of benefits depends heavily
on public financial resources.

These differences make it difficult to
curb the climb in benefit payments by
adopting a rational cost managerment
system of the sort applied to pen-
sions, where benefits have been con-
tained by macroeconomic indexation.
In addition, nursing and medical care
are closely linked to public finance
and can be directly affected by mea-
sures the government adopts in other
areas. A program to regain a better
fiscal balance, for instance, could

In the long term, the ideal solution would

be to place a greater emphasis on risk
prevention to curtail the incidence of lifestyle-
related diseases and to reduce the reliance

on public medical care expenditures. |

ered through services that vary in qual-
ity, price, and productivity. Second,
there is great diversity in the quality
and quantity of the demand for these
services. The demand differs depend-
ing on the nature, degree, and charac-
teristics of the disability or ailment, as
well as the family circumstances of the

individual receiving the service. And
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entail cuts in social security outlays
and hikes in taxes.

For these reasons, the reform of
nursing care insurance in 2005 made
use of new methods for restraining
expénditures‘ One was an adjustment
between systems aimed at eliminating
a duplication of benehts provided for
pensions on the one hand and nursing

care on the other. Another that prom-
ises to be of greater importance was a
reordering of priorities to place more
emphasis on support to keep elderly
people healthy and independent. This
change, which was made in response
to a spurt in demand fdr light nursing
services triggered by the introduc-
tion of the nursing care system, was

a preventive move to reduce round-
the-clock care. As a result, the reform

of nursing care insurance involved an

- overhaul of social security systems to

provide seamless support for the aged
and also marked the start of a shift

in the principles of the social secu-
rity system toward restraining costs
through risk prevention.

Guiding pﬁncip’les for future reforms

Reform of Japan's national medical |
care system is scheduled for 2006.
Compared with nursing care, medical
care is expected to have a low growth
rate of spending on benefts. As the
scale of these expenditures is far
greater, however, restraining growth
will be the key challenge in Japan’s
bid to hold down the latent national
burden and return the primary bal-
ance to a surplus. For a number of
reasons, containing medical expendi-
tures is a difficult proposition. These
include the special characteristics
of medical services, such as its so-

called asymmetrical information and
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its constant technological advances.
There are also ethical considerations,
since many of the benefits go to
people in advanced old age, whose
numbers are rapidly swelling, and to
the terminatly ill.

From the perspective of economic
and fiscal management, some say that
the best approach would be to link
total expenditures [0 macroeconemic
indicators, such as the economic
growth rate. From the perspective of
the health and life of the people, how-
ever, others say that the fairness and
universality of medical services should
be the guiding principles. The govern-
ment will have to strike a balance
between the two sides.

Realistically, securing adequate
resources to finance the medical care
system will not be possible if expen-
ditures balloon too rapidly. For the
short-term and medium-term future,

accordingly, the authorities will simply
have to mobilize all the tools at their
disposal to hold benefits in check, all
the while trying to maintain the qual-
ity of medical care. In the long term,
the ideal solution would be to place a
greater emphasis on risk prevention

to curtail the incidence of lifestyle-
related diseases and to reduce the
reliance on public medical care expen-
ditures, by making use of the decen-
tralization of the providers of medical

care insurance.

Drawing from the above trends,
three general directions for future
social security reforms are needed.
First, with the goal in mind of attain-
ing a small and efficient government,
strict constraints on social security
burdens and benefits should be main-
tained while urging people to take
the care of their health into their own
hands. Second, given that the trend
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toward a society of many older people
and fewer children is bound to con-
tinue and that families and companies
will find it increasingly difficutt to
provide social security in place of the
government, a reconsideration of the
targets set for containing social secu-
rity burdens and benefits is necessary,
including the target for the latent
national burden. And third, the pub-
lic's dependence on benefits should
be lessened by refocusing social secu-
rity goals in line with reversing the
decline in the birthrate and length-
ening healthy life and working life
expectancies. The Japanese people
should have much say in the choices
facing Japan.

Hiroshi Miyajima is a professor at Waseda
University. A specialist in public finance, he
is a member of the Social Security Council

and the Tax Commission. M
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Machiko OSAWA (Japan Women's University}

3 Tendency of Integiation between Public Pension and Private Pensivo. and the Role of the State
Takahiro EGUCH! (Graduate School of Business Science, Unmversity of Tsukuba)

3. The Pubhic Pepsion System in Japan
Satoshi USHIMARU (Waseda University)

Symposium For the Construction of Destrable Peasion System
Satoshi USHIMARU (Waseda University)
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