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Brief Outline of Current ProvisionsBrief Outline of Current Provisions

●● 22--tier Benefitstier Benefits

●● ContributionsContributions

●● The Biggest BusinessThe Biggest Business
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TwoTwo--tier Benefits (DB)tier Benefits (DB)

●●Basic FlatBasic Flat--rate Benefits (PM, PP)rate Benefits (PM, PP)

66,400 yen = USD 58066,400 yen = USD 580

●● EarningsEarnings--related Benefits (40Yrs)related Benefits (40Yrs)

28.5% of Career Average Monthly Real 28.5% of Career Average Monthly Real 
EarningsEarnings

●● Replacement Rate (OneReplacement Rate (One--earner Couple)earner Couple)

Around 60% Net (230,000 yen = USD 2,000)Around 60% Net (230,000 yen = USD 2,000)

●● CPI IndexationCPI Indexation
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Contributions/Transfer from GRContributions/Transfer from GR

●●ContributionsContributions

13.58% of 13.58% of AnnualAnnual WagesWages

13,300 yen = USD 117 (PM, PP)13,300 yen = USD 117 (PM, PP)
●● Subsidy from General RevenueSubsidy from General Revenue

1/3 of Flat1/3 of Flat--rate Basic Benefitsrate Basic Benefits
●● Mainly PAYG, but Mainly PAYG, but 

with Partial with Partial PrefundingPrefunding
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The Biggest Business in JapanThe Biggest Business in Japan

●●Aggregate SS Pension Benefits Aggregate SS Pension Benefits 

44 tr. Yen = USD 386 billion in 200344 tr. Yen = USD 386 billion in 2003

(12% of National Income)(12% of National Income)

cf. The Automobile Industrycf. The Automobile Industry

40 tr. Yen (Domestic Output in 2000)40 tr. Yen (Domestic Output in 2000)

●● Rapidly GrowingRapidly Growing
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DemographyDemography

●● TFRTFR

●● Total No. of PopulationsTotal No. of Populations

●● Proportion of 65+Proportion of 65+
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Basic Facts Basic Facts 

●●Deficit in Current AccountDeficit in Current Account
●● Balance Sheet:Balance Sheet:

Huge Excess LiabilitiesHuge Excess Liabilities
●● SS Pension Contributions:SS Pension Contributions:

Heavy Burdens OutstandingHeavy Burdens Outstanding
●● Too Much Income Transfers between Too Much Income Transfers between 

GenerationsGenerations

●● Increasing DropIncreasing Drop--outout
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Balance Sheet of the KNH
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Is NDC the Answer? Is NDC the Answer? 

●● How Helpful?How Helpful?

●● Any JPNAny JPN--specific Problems Remaining?specific Problems Remaining?

●● Politically Feasible?Politically Feasible?
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Strengthening IncentiveStrengthening Incentive--Compatibility Compatibility 

●●Direct Link between Contributions Direct Link between Contributions 

and Pension Benefitsand Pension Benefits

““Every Penny CountsEvery Penny Counts””

→→Increased CredibilityIncreased Credibility
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JPNJPN--specific Problems specific Problems 

●● Income Reporting Reliable?Income Reporting Reliable?

●● Legacy PensionsLegacy Pensions

Huge Excess LiabilitiesHuge Excess Liabilities

●● Reducing EL:Reducing EL:

Several OptionsSeveral Options
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Option 1:  Reducing BenefitsOption 1:  Reducing Benefits

●●DeflationDeflation--IndexingIndexing

●● A A ClawbackClawback SystemSystem

●● ““Macroeconomic IndexationMacroeconomic Indexation””

●● Increasing the NRA to 67Increasing the NRA to 67

●●Deducting Contributions for Health CareDeducting Contributions for Health Care

●●More Taxes on BenefitsMore Taxes on Benefits
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Option 2: Increasing Contributions Option 2: Increasing Contributions 

●● IncentiveIncentive--compatible? compatible? 

→→What Matters is What Matters is Taste of PieTaste of Pie

●● Penalties on EmploymentPenalties on Employment

NonNon--neutral & Regressiveneutral & Regressive

●● Income Tax Revenues Income Tax Revenues ↓↓



26

Option 3: Increasing Subsidies Option 3: Increasing Subsidies 

●●Where to Go: Where to Go: 

FlatFlat--rate Basic Benefits (1/3 rate Basic Benefits (1/3 →→ 1/2) or 1/2) or 
Guaranteed Pensions or                   Guaranteed Pensions or                   
Legacy Pensions?Legacy Pensions?

●● What Funding Source: What Funding Source: 

Consumption Tax or Income Tax or Consumption Tax or Income Tax or 
Cutting Other Public Expenditure?Cutting Other Public Expenditure?



27

Politically Feasible? Politically Feasible? 

●● Strong Interest Already ShownStrong Interest Already Shown

●● No Concrete Proposals, YetNo Concrete Proposals, Yet

●● Options Still Vary among Different Options Still Vary among Different 
MinistriesMinistries

●● GovGov’’tt Reform Plan: Reform Plan: 

May be Fixed by the End of DEC 2003May be Fixed by the End of DEC 2003
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Conclusion Conclusion 

●● Switch to NDC:Switch to NDC:

Very Much Helpful for Strengthening   Very Much Helpful for Strengthening   
IncentiveIncentive--CompatibilityCompatibility

●● Handling Legacy Pensions Still RemainsHandling Legacy Pensions Still Remains

●● Politically Feasible, but Unclear When to Politically Feasible, but Unclear When to 
SwitchSwitch


