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 A challenge that is shared by all industrialized countries facing aging populations is that 
of pension systems, and through various reforms, they are seeking to establish a 
sustainable pension system. In Japan, the pension system reforms of 2004 set an upper 
limit on premiums and introduced macro economy indexation, etc. aimed at restricting 
premium hikes. This in turn greatly contributed to increasing the level of stability of the 
pension system. 
 However, the aging of Japan’s population is advancing more rapidly than that of Europe 
or the United States. Thus, further reform is indispensable so as to create a truly 
sustainable pension system even in the super-aging society that is forthcoming. 
 
(Note) Noteworthy instances of recent public pension reforms in various countries: 
♦Premium restriction Japan and Germany: setting of premium caps, Sweden: fixing of 
premiums 

♦Benefits review The UK: lowering of benefit levels, Germany: introduction of net-income 
adjustment, Japan: introduction of macro economy indexation 

♦Strengthening of state’s contribution Germany: additional injection of treasury funds, 
Sweden: introduction of minimum guarantee pension funded by tax revenue, Japan: increasing 
of state contribution to basic pension (scheduled)  

♦Raising of pensionable age The US and Germany: Increase to age 67, The UK: Increase to 
age 68 

♦Pension taxation The US: Imposing pension tax on the high income group and transferring 
revenue into special account 
 

1. Issues Pertaining to Basic Pension System 
The basic pension system represents the core of the public pension system reforms. The 

following issues have been already raised regarding the basic pension system. 
 

(1) Hollowing out of the universal pension plan – Problem of unpaid pensions  
The number of persons who are eligible but have not subscribed the pension plan or have not 



paid premiums amounts to 3.4 million (as of FY2006) and consist mainly of young persons. 
(Note1) In the Employees’ Pension Insurance system, many part-time workers have not 
subscribed. As a result, the cost burden on private company workers, etc. will increase in 
relative terms. (Note2) At the same time, it is possible that the number of citizens without 
pension benefits will increase in future. (Note3) 
(Note1) The number accounts for 4.8% of total pensioners and 16.0% of Category I insured persons 

(self-employed, etc.) 

(Note2) In calculating per-capita contribution amounts to the basic pension system, premium 

defaulters and exempts are subtracted from the denominator. This causes an increase of contribution 

unit costs to insured persons under the Employees’ Pension Insurance system, etc. 

(Note3) According to information provided by the Ministry of Health, Labor and Welfare, two-thirds of 

the people who are not entitled to pension benefits are welfare recipients. 

 

(2) Large intergenerational gaps in benefits and burdens 
Once comparing benefits and burdens, the latter generations have heavier burdens than 

benefits and people’s impression on an intergenerational imbalance becomes larger . 
 

(3) Differences in pension systems between occupations and households 
 Unification of public pension plans in terms of burdens has not been underway (Note4) and 
treatment of employees’ dependent spouses (Category III insured persons) can be a factor that 
hampers women’s will to work. 
(Note4) Category I insured persons (Self-employed, etc) pay fixed premiums. Category II insured 

persons (Employees) pay premiums in proportion to their income and split the burden with employers. 

Category III insured persons (Employees’ dependent spouses) bear no direct burden. 

 

(4) Inadequate management system 
People’s trust in the current pension management system has been greatly damaged by the 
pension record loss issue and the inefficiency of the collection system, etc. 
 

2 Basic direction of Basic Pension System -- Presenting “Options”-- 
As a possible prescription for the above issues, it has been proposed that the basic pension 

system would be financed entirely from tax revenue. In this regard, we hereby present the 
following two proposals as a basis for discussions on a basic direction for the pension system: 
(1) raising the state’s contribution share to one-half and maintaining the current system of 
financing the basic pension system through premiums and (2) shifting to a two-half (2/2) state’s 
contribution share (total taxation method). It is vital to conduct a thorough comparative review 



of all merits and issues pertaining thereto. (See attached paper on options of basic pension plan) 
 

Option 1: Raising the state’s contribution share to one-half and maintaining the current 

system of financing the basic pension system by premiums 
*Can increase the stability of pension financing by raising the state’s contribution share from 

one-third to one-half while maintaining the current basic system of social insurance premiums. 
*However, simply raising the state’s contribution share while maintaining the current system 

would not settle the existing (1) issue of premium defaults as well as (2) the issues of the 
reliability and efficiency of pension administration, leaving the problems unresolved. Besides, 
its effect in (3) narrowing intra- and inter-generational gaps is expected to be limited.  

 

Option 2: Shifting to two-half state’s contribution share (total taxation method) 
*A solution of the long-pending (1) “default issue” will be found, and the unification of 

burdens will be promoted. As well, this option will pave the way for (2) the simplification of the 
basic pension administration and (3) contribute to the narrowing of intra- and inter-generational 
gaps. 

*However, as the pension system has a long historical background, shifting cannot be easy as 
“paint a picture on a clean sheet.” When it comes to actual implementation, difficult issues 
including transitional measures arise (the issue of “benefits restriction,” the issue of “additional 

burdens” on persons who have already paid premiums, treatment of corporate burdens, etc.)  

 

3 Measures to be taken 
Two options regarding the basic direction of basic pension system is proposed in this paper. 

When choosing, people’s full understanding and cooperation are indispensable. The pension 
system involves all citizens, whose views in many cases differ by age, profession and so forth. 
As well, once the system starts running, it is not painless to change direction. From these 
viewpoints, the following efforts should be made: 

 

(1) Significance of bipartisan initiative by both ruling and opposition parties  
As seen in pension reform in Sweden and the United States, bipartisan consensus building is 
required for pension reform, which serves as a foundation of people’s lives. 
 

(2) Realizing an increase in the state’s share of contributions to one-half 
 No matter which options we take, raising the state’s share of pension contributions is a 
measure required in order to enhance the stability of the basic pension system. Thus, it is 
essential that the state’s share of contributions would be raised to one-half in FY2009 after 



implementing fundamental reform of the taxation system along the planned line for the purpose 
of securing stable sources of revenue. 
 

(3) Promotion of national debate regarding basics of pension system 
Widespread national debate should be promoted by utilizing materials, including the “options” 
presented here. Providing sufficient and easy-to-understand information is required to prevent 
such debate from becoming expert-only discussions replete with obscure terminology. This in 
turn ensures that a wide variety of options are taken into consideration.  
 
(4) Early solutions of the current issues 
Concurrently with national debate, the following measures should be considered with the aim of 
solving the problems pertaining to (1) premium defaults, (2) pension administration, (3) intra- 
and inter-generational gaps. These are issues to be resolved no matter which options end up 
being taken. 

① Default issue 
(i) Shortening of “minimum required period of subscription”: If existing minimum 
subscription period of 25 years is reduced, it will be easier for current premium defaulters 
to enroll the pension system.   
(ii) Improving the method of payment through the promotion of measures such as 

premium payment by credit cards and account transfer payment and so on. 

② Administrative issue 
(i) Steady implementation of efforts to solve the issues of pension record keeping so that 

people’s trust in public pension will be restored. 
(ii) Introduction of “social security card” 

③ Issue of intra- and inter-generational gaps  
(i) Imposition of tax on the high-income group’s benefits and financing pension system 
through the tax revenue 
(ii) In parallel with the promotion of employment for the elderly, the pensionable age 
should be raised. 



(Attached paper) 

Options for Basic Pension System 
Option 1: Idea of raising the state’s share of pension contributions to one-half and 

maintaining the current system of financing basic pension through premiums  
[Mechanism] 
Raising the state’s share of contributions from present one-third to one-half while 

maintaining the current system of financing basic pension through premiums 
[Required amount in FY2009] 
*State contribution at present            Approximately 7.4 trillion yen 
*State contribution additionally required   Approximately 2.5 trillion yen 
 

Option 2: Idea of shifting to two-half (2/2) state’s contribution share (total taxation 

method)  
[Sources of revenue] 

Abolishing basic pension premiums (i.e. National Pension premiums and a portion of 
Employees’ Pension Insurance premiums equivalent to basic pension) and financing all 
benefits through tax revenues (Note) 

[Required amount in FY2009] 
*Based on current basic pension benefits 

*State contribution at present            Approximately 7.4 trillion yen 
*State contribution additionally required   Approximately 12.0 trillion yen 
However, the equal amount (12.0 trillion yen) as premiums payment is no longer required 
(Reference) If basic pension benefits (66,000 yen per month) are uniformly provided to every 

person aged 65 and over (regardless whether one has paid premiums or not) 
*State contribution at present            Approximately 7.4 trillion yen 
*State contribution additionally required   Approximately 16.3 trillion yen 
Note: It should be noted that there is a broad range of options regarding tax items, and merits and 

problems vary from item to item. 

 [Pension benefits] 
*Pensioners shall be persons aged 65 and over who have lived in Japan (i.e. paid a tax) for 
longer than a certain period. 
*Benefits shall be “fixed” (66,000 yen per month in full amount) as same as at present. 
*There can be several methods for implementing system transition. 

➢Method wherein benefits equivalent to premiums already paid are guaranteed 
➢Method wherein uniform benefits are provided regardless of premiums already paid 



 

 (Option 1) State’s contributions to 
one-half 

(Option 2)  Total taxation method (ex. 
consumption tax case) 

Merits (1) Stability of pension financing 
will grow through an increase in 
state contribution 
 
(2) Maintaining of benefits linked to 
personal contributions, which are 
fundamental to the exiting social 
insurance method 
 
(3) Lack of fluctuation in premium 
burdens due to changing the 
current system 
 
 

(1) Resolution of premium default issue 
 
(2) Elimination of disparities between the 
burdens on insured persons in Categories 
I, II and III 
 
(3) Removal of need for collection of 
National Pension premiums (for 
self-employed individuals) 
 
(4) Conducive to the narrowing of income 
gaps between generations and those 
between the elderly, since the elderly also 
bear tax burdens, 
※It should be noted that pension amounts 
will also increase through price indexation. 

 
(5) Burdens proportional to consumption 
amount (which is relatively close to 
income), in contrast to fixed premiums, 
lead to reduce regressive payments 

Issues and 
challenges 

(1) How to resolve the issues 
surrounding the future increase in 
the number of citizens without 
pension and those with little 
pension due to premium defaults 
(3.4 million persons are eligible but 
have not subscribed the pension 
plan or have not paid premiums.)  
 
(2) How to respond to people’s 
anxiety over the sustainability of 
the pension system derived from 

(1) A system which offer benefits 
regardless of contributions paid is similar 
to “public assistance” and generally 
requires income limitation. How to 
differentiate the system from welfare 
benefits. 
※In foreign countries, income limitations 
are generally set for benefits financed by 
tax. 

 
(2) How to gain the understanding of 
people who have already paid premiums 



the fact that successive generations 
have heavier burdens 
 
(3) How to handle the situation 
where burdens on insured persons 
in Categories I, II and III have yet 
to be unified 
 
(4) How to enhance people’s 
confidence as well as efficiency in 
regards to basic pension 
administration,  which is more 
likely to cause unsuccessful 
application procedures 
(In particular, how to respond the 
situation wherein women frequently 
transfer their status, moving 
between Categories I, II and III of 
insured persons 
 

(mainly people aged 60 or over), on 
whom virtually additional tax burdens 
will be imposed 
※ [Regarding typical cases wherein 
procedures for handling transition periods 
become problematic] Refer to the following 
figure A 

 
(3) Necessity of long-term and 
complicated  transitional measures so as 
to ensure that fairness is maintained in 
regards to the balance between premium 
payment records prior to the transitional 
period and tax burdens after the period 
※ [Regarding typical cases wherein 
methods for managing transition periods 
become problematic] Refer to the following 
figure B 

 
(4) How to deal with corporate burdens 
(approximately 3.7 trillion yen (FY2007 
trial calculation by the Cabinet Office))  

 



※[Regarding typical cases wherein methods for handling transition periods become 

problematic]  
A  Case where premiums were paid in full prior to transition period 
➢In a case of a person who is aged 60 at the time of transition and had paid the entirety of 

premiums for a period of 40 years prior to the transition 
 

             Age 60 Age 65 Age 20 

 
 

40 years period  Pension benefits 

Burden share of consumption tax 

 
○After age 60, “additional burdens” will occur in the form of a share of the consumption 

tax burden, which they are not obliged to pay under the existing system. 
○Comparable issues will affect persons who have already been receiving own pensions. 
 

 

B  Case where premiums were unpaid prior to transition 
➢ In a case of a person who is aged 50 at the time of transition and prior to the transition, 

was delinquent in their payment of premiums 
 

             Age 20 Age 75 Age 50 

Unpaid premium Pension benefits？ 

Burden share of consumption tax 

 
 

 
○If the requirement of premium-paid period remains at the current 25-year period, 

pension will not be paid until age 75. 
○If full amounts of pension are paid regardless of premium default, fairness with persons 

who kept paying premiums is not ensured. 


