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Public pension funds are valuable assets of the people of Japan, and adequate fiduciary 
responsibility must be in place to assure faithful management and thoughtful investment 
of public pension funds based on specialized knowledge for the sake of the people.   
While the safety of investment is essential to the public pension fund management, 
enhancing the governance and keeping the portfolio well diversified can offer more room 
for improving both profitability and safety. The review of public pension fund investment 
practices is extremely important for ensuring the sustainability of the public pension 
system and the benefit of the people.  
 

Problems in current investment practices 
 

1. Lack of risk diversification 
Despite the fact that the nation’s public pension funds have raised 150 trillion yen, which 
is a huge amount by world standards, investment practices of the funds have been subject 
to various institutional constraints with inadequate risk diversification.  
It seems reasonable to suppose that enhancing the governance of the management and 
investment will improve the profitability without increasing risks. (The profitability of 

Japan’s public pension fund investment is relatively low in a global sense.) 
 

2. Lack of fiduciary responsibility 
While GPIF1, an independent administrative institution, is responsible for management 
and investment of the reserve funds of the government pension plans, the Ministry of 
Health, Labour and Welfare and the Ministry of Finance are involved in the formulation 
of its mid-term plans which include its strategic asset allocation, and the Ministry of 
Internal Affairs and Communications is also engaged in GPIF’s operation for evaluating 
                                                  
1 GPIF, or Government Pension Investment Fund 
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incorporate administrative agencies. Accordingly, where the ultimate fiduciary 
responsibility lies is not clear.  
  

3. Inability to hire qualified financial experts 
GPIF cannot afford to hire frontline financial experts because GPIF, an independent 
administrative institution, is required to reduce or limit personnel costs under the 
Administrative Reform Promotion Law. 

 

Recommendations for reform 
 

1. GPIF should be upgraded into a specialist organization with greater independence. 
- The size of Japan’s public pension fund is huge. For strengthening the governance, the 

government pension investment fund should be divided into several components in order 
to enhance the investment efficiency.  

- To enhance the governance and to improve the organization, GPIF should be upgraded 

into an organization with greater independence like a central bank, and authorities 
should allow GPIF to push hard for greater profitability by setting allowable risk limits 
and  hiring qualified financial experts. For that purpose, GPIF should be liberated from 
constraints that are imposed on every independent administrative institution, and instead 
it should be reorganized as an authorized corporation2.  

- It is essential that GPIF achieve higher transparency and public accountability as well as 
greater flexibility of investment management. 

 
2. The reform should be implemented immediately. 
- The review of how to invest public pension funds is an urgent necessity for improved 

sustainability of the country’s social security systems.  
- The Government should, sparking national debate on and giving more specialist 

consideration to the issue, pave the way for the reform to examine public pension 
financing by fiscal year 2009.  

 

3. GPIF should not be relocated to Kanagawa Prefecture. 
- GPIF is to be transferred to Kanagawa Prefecture by the end of this fiscal year because 

the Pension Welfare Service Public Corporation, forerunner of GPIF, was in 1988 
designated as a function to be transferred following the planned relocation of the capital.    

- However, GPIF needs to provide sophisticated investment management for the benefits of 
                                                  
2 For example, the Bank of Japan. 
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the people, unlike then Pension Welfare Service Public Corporation (which established 
and operated green-pias). For that purpose, GPIF must be located in the middle of 
financial districts, and accordingly, we have to say that the decision made 20 years ago is 
outdated. The relocation should be immediately cancelled and authorities have to review 
the site selection. 


