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Summary 

 
Chapter 1. Japan's economy in the 21st century with new limitations 
 

 
○Japan's population will diminish by approximately 10 million people by the year 
2030. In 2030, nearly some one-third of the population will be aged 65 or over. The 
shrinking population, declining birthrate, and aging society depress the economic 
growth rate by lowering the growth of labor input. The aging of the population is 
accompanied by an increase in the dependent population, which places a yet heavier 
burden on future generations. 
 
○The aging of the population is expected to lower the household savings rate. If the 
government then ignores the massive fiscal deficit, it will become difficult to maintain 
capital stock, and this will lower the economic growth rate. 
 
○Even though the shrinking population depresses the macroeconomic growth rate, 
however, this does not necessarily mean that per capita consumption will immediately 
decline. If productivity gains are large enough, it should be entirely possible to 
maintain and increase per capita consumption. 
 
Chapter 2. Finding Japan's way out 
 

 
○Labor productivity that is not affected by population fluctuations is what makes the 
economy and society dynamic and prosperous within the context of a declining 
birthrate and an aging population. It is possible to increase productivity even when the 
population is progressively aging by raising total-factor productivity through more 
efficient distribution of resources and technological advances and raising the 
capital-labor ratio with new technology that everyone can use easily. 

The shrinking population, fertility rate decline, and aging society depress the 
economic growth rate by reducing the growth of labor input and lowering the 
household savings rate. 

Improvement of productivity is the key to building a dynamic economy and society 
as the birthrate shrinks and the population ages. Productivity is raised by bringing 
out the "human capabilities" in every individual and taking advantage of 
globalization to attract corporations and human resources.
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○For Japan, human resources are the ultimate asset. In order to bring about an 
economy and society where the productivity plays a vital role, it is necessary to 
improve the systems and environment needed to realize a society where every person, 
regardless of gender and age, can exercise and develop their capabilities and 
individuality. 
 
○In an economy where the productivity plays a vital role emphasizes productivity, it is 
also important to capitalize on advancing globalization, under which the factors of 
production pass back and forth at a level transcending national borders. Direct inward 
investment and the reception of foreign workers have an impact that is not 
quantitatively determined by their numbers or scale. What is significant is rather their 
qualitative impact as they stimulate the economy and make it more dynamic. 
 
Chapter 3. Reforming the public sector 
 

  
○The expenditure structure must be reassessed in response to changes in the 
population, the economy and society, and changing needs for public services. No area 
of spending can be held sacred. Even areas where operations have been carried on until 
now as part of the public sector will be open to cultivation as new industries through 
deregulation, outsourcing, and so on. 
 
○There are demands to conduct concentrated systemic reform of social security and 
develop the sustainability of the system in the coming two years or so. In doing so, 
inter-generational and intra-generational fairness must also be assured, as well as 
reduction of the need for benefits. To this end, it will be important to change over to a 
system that supports independence. 
 
○Reduction of fiscal deficits will provide a foundation to support economic growth by 
maintaining impeding capital accumulation in the corporate sector. As the first step to 
fiscal soundness, therefore, it will be absolutely essential to achieve a surplus in the 
primary balance of the central and local governments in the early 2010s. 

Building a small and efficient government is essential for capitalizing on the vitality 
of the private sector. With interest payments and social security benefit payments 
expected to continue trending upward, it is necessary to sustain the primary surplus 
and reduce the level of public debt (as a percentage of nominal GDP) by means of 
fiscal reconstruction. 
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○After that, toward 2030, it will be necessary to maintain the small and efficient 
government and to sustain the primary surplus and reduce the level of public debt (as a 
percentage of nominal GDP) by means of fiscal reconstruction. 
 
○Monetary policy forms the basis for carrying out stable macroeconomic management. 
Study should be made of the possibility of adopting a monetary policy framework 
utilizing numerical targets for price stabilization in order to maintain the rate of 
inflation at the desirable level (for example, a consumer price index at the 2% level). 
 
Chapter 4. Changing the downward trend in the fertility rate 
 

 
○When considering the future of Japan beyond 2030, it is apparent that the declining 
birthrate will have a serious effect on the vitalization of society and the sustainability of 
the institutional systems. Comprehensive measures to counter the declining birthrate 
must be instituted now. 
 
○Some of the factors underlying the decline in Japan's birthrate include the difficulty 
that women have in reconciling employment with child-rearing, and the sense that 
bearing and caring for infants imposes a growing economical burden on women. Japan 
is unlike Sweden, France, and other advanced countries with high birthrates in that the 
capital-labor ratio for women and the fertility rate are negatively correlated. It will be 
necessary to change this to a positive correlation. 
 
○For the improvement of an environment that allows people a sense of security in 
having and rearing children, it is necessary to take measures to support the 
reconciliation of employment and child-rearing, to reduce the economical burden of a 
household with children, and so on, through child-care supports by society as a whole. 
 
Chapter 5. The image of the economy to be realized through reforms by 
2030 
 
Promoting the reforms discussed in Chapters 2 through 4 will make it possible to 

The trend toward a declining fertility rate can be changed by developing an 
environment that allows people a sense of security in having and rearing children. 
This will also make it possible to make society more dynamic, and to build 
sustainable institutional systems. 
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realize an economy as described below in 2030. 
 

 
○An environment is realized that allows diverse ways of working even with a 
shrinking population, so that the rise in the labor force participation rate for the elderly 
and other groups cancels out the decrease in the working age population to a certain 
extent. 
 
○The real growth rate is supported by the rise in labor productivity that accompanies 
faster-paced growth in the capital-labor ratio and total-factor productivity, and is held at 
a level of around 1.5%. 
 
○Per capita real consumption is expected to grow at about 2%. Per capita consumption 
would rise from around 2.3 million yen in fiscal year 2005 to around 3.8 million yen (at 
fiscal 2005 prices) in fiscal year 2030. We should be able therefore to continue 
enjoying a high level of living that is high even in global terms. 
 

 
○Concerning the savings-investment balance by sector, it is apparent that the 
private-sector surplus will shrink significantly as saving rate declines in the household 
sector and investment grows steadily in the corporate sector. In the government sector, 
measures taken to maintain small and efficient government will improve the deficit. 
 
○Although the surplus in the current account diminishes slowly as a percentage of 
GDP, the change will be moderate and a surplus will be preserved. The balance of 
goods and services will move into deficit, but direct investment in China and other 
parts of East Asia will expand. Japan thus develops into a nation built on global 
investment where the income from external investment is on the increase. 
 
 

The real growth rate, supported by rising labor productivity, will be maintained at a 
level of around 1.5%. As a result, we will be able to continue enjoying a high level of 
living. 

Although the surplus in the current account as a percentage of GDP diminishes 
slowly, the surplus will be maintained. Direct investment in China and other parts of 
East Asia will expand so that Japan is established as a nation built on global 
investment where income from external investment is on the increase. 
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Conclusion 
○The aim under the severe limitations such as the diminishing population and 
declining personal saving rate and other conditions is a vigorous, stable society. In 
pursuing this aim, we will be required to change our sense of value, switching from the 
pursuit of material prosperity to finding prosperity in cultural values and the 
connections among people. 
 
○Japan up to now has sought largely to raise productivity by taking steps to harmonize 
the individual with the whole group, in the system of seniority-based pay and lifetime 
employment. In a society with a declining growth rate, however, the demand is rather 
for people to exercise their individual capabilities. Japan in 2030 will see the 
establishment of a new individual, who will support the public services. 
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Main Body of the Report 
 
Chapter 1. Japan's economy in the 21st century with new limitations 
 
1. Decreasing population, declining fertility rate, and aging of society 
(1) Decreasing population, declining fertility rate, and aging of society 
It is clearly apparent, when considering Japan's economy over the long term until the 
year 2030, that the factor to bring about the greatest change will be the change in 
population. The population, which presently stands at 128 million, will begin to turn 
downward in 2007, after which the pace of shrinking will gradually accelerate. By 
2030, having diminished by approximately 10 million, the population is forecast to be 
118 million (medium estimate by the National Institute of Population and Social 
Security Research). This kind of continuous decreasing population is a situation that 
Japan has never faced since modern era. 
Breaking the population down by age group, we find that the number of the elderly 
(people aged 65 and over) is expected to increases rapidly from the mid-2010s, when 
the baby-boom generation born after World War II reach that age group. The size of the 
younger population (people aged 14 and under) is expected to shrink at an annual 
average rate exceeding 1% through 2030, as the fertility rate decline accelerates (Figure 
1). As the acceleration of declining fertility rate and aging population, the size of the 
elderly population is expected to increase from its present 19.9% of the total population 
to 29.6% by 2030. No nation anywhere in the world has yet had the experience of 
nearly one-third of its population becoming elderly (aged 65 and over). The 
older-elderly (those aged 75 and over), in particular, are forecast to increase from their 
present 8. 9% to as much as 17.8% by 2030, while younger people (those aged 14 and 
under) will diminish from their present 13.9% to 11.3% of the population by 2030. The 
demographic structure has changed from its past pyramid shape to its current bell shape, 
and will change again in the future to a mortar shape that is close to an inverted 
pyramid. The decline in the size of the working age population and the increase in the 
size of the dependent population will have various repercussions in Japan's economy 
and society. 
 
(2) Effects on the economy from decreasing population, declining fertility rate, 

and aging of society 
The sources of growth are increases in the labor force and capital stock and 
improvements in productivity. The change of demographic structure is thought to lower 
the growth of labor input from two angles, that of the shrinking population and that of  
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Figure 1 Future population changes (medium estimate) 
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the reduction in the labor force participation rate as a whole economy1 due to the aging 
population. This will tend to bring down the economic growth rate, if productivity 
increases and other such factors are equal.2 It is necessary, therefore, to consider 
medium to long-term economic management that will make every effort to avoid the 
lowered rate of economic growth that results from declining labor input growth and 
heighten the pace of per capita income growth. 
At that time, it is significant to allow the private sector to do what the private sector is 
able to do, and for the government to involve itself as little as possible. What is most 
important, in order to heighten the economic growth rate, is to elicit creativity and 
ingenuity at a maximum through stabilizing price, employment, and other aspects of 
the macro economy by means of macroeconomic policy while at the same time 
maintaining a free and competitive market. It is necessary to recognize consistently that 
the wellspring of growth is first and foremost a result of free economic activity in the 
private sector and expanding the sphere of the government activities is rather likely to 
impair the growth of a nation's economy instead. 
Determined efforts must also be made to eliminate those social institutions that obstruct 
private-sector economic activity. In Japan, which grew prosperous during its 
high-growth period, government activity since the 1970s has been focused on 
distributing that prosperity widely to every corner of the country. Prosperity for all was 
a splendid notion, but the growth of productivity was blocked by regulation of market 
participation and other such industry protection, by excessive guarantees of financial 
resources to local government in order to rectify regional disparities, and by other such 
activities. It is likely that these activities ultimately had the effect of slowing down 
growth in the economy as a whole. 
The decreasing population and the aging of society will impose even greater limitations 
on Japan's economic resources than before. If economic resources continue to be 
funneled through government finance into sectors that have no prospect for growth, 
then the productivity of Japan's economy as a whole cannot be expected to increase. 
Greater growth using the same economic resources can be produced by limiting 
government intervention, and economic resources must be directed, by means of the 

                                                 

1 This is the percentage of the population age 15 and over composed of the labor force population (the 
total of people employed and people seeking work). 

2 If the present labor force participation rate continues unchanged by gender and age group, then the 
labor force population in 2030 will be smaller by 10 million people than it is now. That impact may 
be alleviated by increases in the labor force participation rate of the elderly and women, and by 
employment of foreign workers, but these cannot be expected to make up for the entire decrease. 
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market, toward those economic entities that will give rise to the maximum productivity. 
It has also been calculated that, in the event that current systems and institutions are 
maintained and fiscal deficits are handed on to the coming generation, then the coming 
generation will bear that excess burden throughout its lifetime (Figure 2). The future 
increase in the dependent population that will accompany the graying population is 
likely to make the burden on the coming generation still heavier. The larger part of 
current social and economic institutions, which have so far been created on the 
assumption of a growing population, require drastic reform. Institutions that until now 
have been designed around the question of who new added value should be distributed 
to must be changed into systems for participation by as large a number of people as 
possible in supporting society, not being dependent upon it. 
 

Figure 2 Lifetime benefits and burdens 
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(3) Effects on the economy from a decline in the personal savings rate 
The decreasing population and the aging of society do not only reduce the labor force 
population which is the basic factor of production, also give rise to a major constraint 
on the other factor of production, capital stock. Originally, accumulating per capita 
capital stock would compensate for the shrinking labor force population and make it 
possible to avoid a decline in the rate of economic growth. The source of that capital 
stock, however, is personal savings, which will diminish as society ages. The decline in 
the savings makes it difficult to maintain capital stock, and this becomes another factor 
tending to depress the rate of economic growth. 
According to the life cycle hypothesis3, the elderly are the generation that disposes of 
personal savings, and as the elderly make up a growing proportion of the population, 
the personal savings rate of the household sector will decline. What will happen in 
Japan's case? The household savings rate, which was 15.1% in 1991, had declined to 
7.4% in 2003 (Figure 3). The decline in the savings rate so far has involved an  
 
 

Figure 3 Household savings rates in Japan and the United States 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 

3 The life cycle hypothesis offers a way of determining people's annual consumption such that the 
amount of their lifetime consumption equals the amount of their lifetime income. According to this 
approach, presently working generations accumulate personal savings in preparation for their lives 
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increase in the percentage of people who are disposing of personal savings as the 
population ages. Other major factors include the development of personal loans, the 
shrinking of employee compensation as the economy stagnates over the long term, the 
diminishing of interest earnings in the household sector due to zero interest rates, and 
so on. If the deflation is resolved, then employee compensation will increase, interest 
rates will rise, and interest earnings will also recover, so that the personal savings rate 
can be expected to recover to some degree. The aging of society will continue, however, 
and future declines in the personal savings rate are probably unavoidable. The 
baby-boom generation, which makes up over 5% of the population, will begin to 
withdraw from the labor market in just two or three years. Considering this, the 
household savings rate should be expected to continue declining. 
During Japan's high-growth period, the household sector supplied funds to the 
corporate sector through personal savings, thus reinforcing capital accumulation and 
bringing about high economic growth. Subsequently, the period of high growth ended 
and the growth of capital investment in the corporate sector grew sluggish in the 1980s, 
then, it was challenge how to absorb the abundance of the household sector savings. 
Since the1990s, Japan has experienced long-term economic stagnation and serious 
deflation, so that not only the household sector but also the corporate sector has 
accumulated a surplus in the saving-investment balance. Private-sector savings have 
been absorbed by the government's fiscal deficits and by the export of capital. In other 
words, how to absorb the excess of domestic personal savings has constantly been a 
major issue for the Japanese economy since the 1980s (Figure 4). 

 

Figure 4 Changes in the savings-investment rate 
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This circumstance will be undergoing major change in the times ahead. It is entirely 
conceivable that the continuing decline in the savings rate will cause the household 
sector, which had enjoyed a surplus of personal savings, to flip over and experience a 
funding shortage by 2030. If the government has done nothing about its enormous 
fiscal deficits when that time comes, then domestic sectors will have to rely on the 
influx of funds from overseas to cover their funding shortages. The international 
financial market can, of course, be expected to have further integrated by that time, so 
that it will be possible to raise funds from overseas for the purpose of investment in 
private-sector enterprises that promise high rates of return, even if domestic personal 
savings have run short. In order to enable the stable procurement of funds by the inflow 
of overseas funding, however, it will be necessary to raise the rate of return on capital 
to an internationally competitive level. In order to maintain the level of the rate of 
return on capital as the labor force population shrinks, it will be necessary to raise total 
factor productivity4 by advances in technology and by the efficient allocation of 
resources in the economy as a whole. 
 
(4) Per capita consumption can be maintained 
The decreasing population, the declining fertility rate, and the aging of society tend to 
depress macroeconomic growth. At the same time, however, this has the effect of 
increasing per capita financial assets and capital stock. An increase of per capita capital 
stock raises labor productivity, and this makes it possible to increase per capita income. 
This also makes it possible for the stock of social capital to be maintained at a high per 
capita level even if large amounts of resources are not channeled into the improvement 
of social capital as in the past. In housing, too, it will be possible to alleviate the high 
rents and burdensome housing loans that people have had to take on, and they will have 
an expanding range of choices from which to select housing that is suited to them. 
Furthermore, even assuming for the sake of argument that the shrinking population 
does depress macroeconomic growth, this does not in itself mean that the level of per 
capita consumption is going to decline. Larger gains in productivity will make it fully 
possible to maintain or increase per capita consumption. Together with the effort to 
raise productivity, a sure and steady reconstruction of Japan's finances could make it 
possible to avoid fiscal collapse and hyperinflation, in which case Japan will be able to 
continue  

                                                 

4 The increase in total factor productivity (TFP) includes technological advances and other such factors 
in economic growth (growth of the gross domestic product, or GDP) that cannot be fully accounted 
for by increased input of factors of production such as capital and labor. 
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Figure 5 Contribution to real growth rate by production factor 
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known as BRICs—with their huge populations, inexpensive and abundant labor forces, 
and improving technological capabilities, are becoming the new, competitive centers of 
economic growth. Rapid economic growth in these countries means that they will give 
rise to giant consumer markets and new industrial clusters. Competition and 
partnership with China and the East Asian region in particular can be expected to 
vitalize trade and investment, improve efficiency of production, and create new 
industries, among other economic effects. This therefore constitutes a positive 
opportunity to provide dynamic impetus to Japan's economy, as well. 
On the other hand, the rise in the world population and the rapid economic growth of 
the BRICs and other countries has resulted in considerably stiffer global environmental 
restrictions and resource limitations. It is possible that the environments for living and 
for nature will deteriorate, that poverty will become more widespread, and that other 
such effects will be felt. 
Though these changes in world economic conditions will also have an impact on 
Japan's economy by means of economic globalization, flexible measures must be taken 
to deal with such changes. 
The important thing at that time is not to perceive the BRICs and other newly emerging 
countries as threats but rather as contributors to Japan's economic growth. When the 
economy of a country falls into difficulties, the notion that the newly emerging 
countries pose a threat will almost inevitably come into vogue in that country. When 
the United States went through a recession from the 1960s to the 1980s, for example, 
the idea that Japan posed a threat became widespread, while at the same time, trade 
friction became a political issue. More recently in Japan, the notion of a Chinese threat 
gained considerable support in various quarters during the Heisei Recession. We must 
understand that a country that implements policies on the basis of such threat theories 
will impair its own productivity over the long term, and will end up having a negative 
impact on its own growth rate. 
 
3. Overcoming the limitations 
Japan, which is thus undergoing rapid aging and decline in its birthrate, is going to be 
faced with a variety of limitations and environmental changes. While high growth rate 
up to now cannot be expected, in order to maintain and improve per capita 
consumption and to build an vigorous and stable economy and society, Japan will need 
to elicit the maximum vitality from the private sector and raise productivity. From 
another perspective, this is to make government small and efficient so that the public 
sector will not be a weight and a burden on private-sector economic activity. Achieving 
this will require government to desist from laying off the burden on future generations 
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and proceed with financial reconstruction. At the same time, it is apparent that the 
declining birthrate will have a serious impact on the vitality of Japan's economy and 
society, as well as on the sustainability of its institutions, over the long term. Therefore 
the country must alter the trend toward a declining birthrate. 
 
Chapter 2. Finding Japan's way out: Realizing a dynamic economy 

and society where people, material, and money can come 
and go freely 

 
1. Economic management with an emphasis on productivity 
The vitality and prosperity of a country's economy and society are not determined 
solely by their overall size or rate of growth. Economic expansion supported by a 
growing population is not synonymous with prosperity, and in a circumstance of 
ongoing global economic activity, nor is the size of any one country's economy likely 
to govern corporate behavior. 
What is important for the vitality and prosperity of an economy and society is hourly 
labor productivity that is not affected by population fluctuations. This constitutes the 
key particularly when declining fertility rate and aging population continue. Even 
though the overall population may not increase, a society can extend its prosperity 
across the generations by raising productivity. Rising productivity does not constitute a 
sufficient condition to make society a win-win game in which everyone becomes 
wealthy, but it is a necessary condition. 
 
2. A dynamically active economy and society that accepts changes 
The growth of labor productivity can be broken down into that of total factor 
productivity and capital equipment ratio (capital-labor ratio). Even during the 1990s, 
the Japanese economy maintained an annual rate of 0.6% rise in total factor 
productivity and 1.3% in capital equipment ratio, making a total productivity increase 
of 1. 9%. This can be considered to show the basic strength of Japan's economy. As 
Japan faces a declining fertility rate and an aging population, it is essential for the 
country to exercise its efforts and ingenuity to the efficient allocation of labor force and 
capital, as well as to the enhancement of this basic strength. 
Regarding the aging of society, given that the work efficiency of man over a certain age 
goes down, if the other conditions are held constant, then the productivity must decline. 
It is also possible, however, to draw a different conclusion. That is changing the other 
conditions. In a case, for example, when inefficiency is caused by rigidity in personnel 
utilization or organizational administration, or by unreasonable practices or regulations 
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or some other such factor, then productivity can be raised by eliminating them. This is 
precisely how total factor productivity improvement is achieved through various 
ingenuity and the elimination of distortions in the resource allocations. In the interest of 
productivity, the widespread application of technology is more important than the 
invention and development of technology. It is entirely possible that raising the capital 
equipment ratio with new technology that anyone can use easily can compensate for the 
declines in working efficiency from aging. 
Pushing up productivity requires an attitude not of maintaining the status quo, but 
rather of adopting new technology, introducing creative ingenuity, and adapting to the 
constant changes of the economy and society. The Japanese economy possesses some 
superior sectors that are highly productive in international terms, but some sectors are 
low in productivity. The reassessment of regulations to make them responsive to 
environmental changes in the economy and society will admit of raising productivity 
well. Current technological innovation is also opening up new frontiers, and raising the 
capital-equipment ratio of new technological capital will broaden the possibilities for 
enhanced productivity. 
Japan will further increase its appeal in terms of technological capability and income 
level and become a society where great talents endowed with motivation and capability 
from inside and outside the country play an active part if it engages boldly in such 
initiatives as: Investing in technology and education, which are major factors in rising 
productivity; promoting the foundation of entrepreneurial ventures and other such 
start-ups; attracting high-quality management resources and human resources from 
other countries; improving the efficiency of low-productivity sectors by regulatory 
reform; reinforcing corporate governance that is adapted to globalization; engaging in 
policy for international competitiveness by the formulation of international standards 
and protection of intellectual property; and carrying out reform of the public sector.  
 
3. A society where everyone develops their own abilities and individuality 
Japan is a country poor in natural resources, and its greatest asset is its human 
resources. In order to realize an economy and society focused on productivity, Japan 
must improve the environment and systems required for a society that allows 
individuals to freely express their capabilities and individuality, regardless of their 
gender and age. This should also contribute to curbing the decrease in Japan's labor 
force. 
In education, by restrengthening basic and higher education, the fostering of human 
resources capable of responding flexibly to advances in science and technology and to 
changes in society will be more important. As switching job becomes popular, the 
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education system will be called on to meet the needs of society by providing the 
employed members with opportunities to invest in themselves and improve their skills, 
not only by company training, but by reeducation at a variety of levels, including 
professional graduate school. 
The younger generation faces employment problems of lost jobs and an increase in the 
number of people who work only part-time. These must not be trivialized to problems 
at the individual level, such as lack of the will to work. Rather, they must be recognized 
as issues in the formation of human capital during the youthful years, which is a 
problem for the whole economy. In order to prevent social losses of this kind, it is 
important to upgrade the working skills of the young people who will lead the future 
from a long term perspective, through the cooperation of people involved in education 
and employment for smooth collaboration and transitions between them. 
The formerly uniform employment patterns must be improved accordingly as the health 
life expectancy increases6. It will be desirable not only to extend the time of mandatory 
retirement but to enable a variety of flexible working modes for elderly people who 
want to work, such as reemployment, contract employment, self-employment, and so 
on. This will make it possible for people to make effective use of the abundant 
experience and skills they have accumulated over many years, so that they are not lost 
but can instead be handed on progressively to following generations. 
In the respect of employment for women, it is essential to promote women's 
participation in work by improving environments that will enable them to select the 
way of working suited to lifestyles following marriage and childbirth. Women working 
full-time should be offered access to appropriate maternity leave systems7 and day care 
services that parents feel secure about using, so that those who want to continue 
working can do so rather than having to quit their jobs against their wishes. System 
enhancements and improvements in effectiveness of these kinds are called for. 
Meanwhile, for women working part-time, there is need to improve their status, at the 
same time offering them support for occupational training and reeducation when they 
want to return or shift over to regular employment. It is also important to establish tax 
and pension systems that are neutral to the mode of work as a precondition to making it 
easier for people to select from variety ways of working. 
 

                                                 

6 According to World Health Organization reports, 72.3 years for men and 77.7 years for women as of 
2002. 

7 According to the Basic Survey on Employment Management of Women (Fiscal 2003), 73.1% of 
women who gave birth in fiscal 2002 took maternity leave, and 0.4% of spouses took maternity leave. 
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4. Measures to attract corporations and human resources by capitalizing 
on globalization 

For an economy and society that value productivity, it is also important to capitalize on 
the trend of globalization, in which corporations and human resources come and go 
across national borders. 
Japan has accumulated a great store of assets in other countries through the direct 
investments abroad carried on actively by Japanese corporations. In fiscal year 2003, 
the income from external assets of this kind amounted to approximately 9 trillion yen, 
which was nearly 2% of GDP.8 The income from this economic activity can be 
expected to go on increasing if individual enterprises continue to make optimum global 
allocations of their resources by external direct investment and other such means, 
particularly in the East Asia region which has prospects for growth, and so improve 
their competitive advantage. 
On the other hand, "internal globalization" within Japan is also important toward 2030. 
The purpose of this, however, is not to correct an internal-external disequilibrium, or to 
compensate quantitatively for a domestic labor force that is foreseen to shrink. The 
significance of direct inward investment is not the quantitative effect that depends on 
its scale, but rather the qualitative effect from the economic vitalization that is 
stimulated by such investment. It will also be desirable to accept foreign workers and 
management, which are linked to the attraction of human resources with the knowledge, 
technology, and skills to contribute to realization of a dynamic, prosperous economy 
and society. By moving positively to accept the superior management and human 
resources in the world, Japan will summon a diversity and innovativeness from across 
national boundaries. These can be expected to stimulate domestic entrepreneurship and 
serve as catalysts to revitalize the country's economy and society. 
Japan possesses the appeal of high technological capability and income to attract such 
enterprises and human resources from the rest of the world. For this country, which is 
already the home of economic and management resources in great abundance, 
improvement of an environment that will allow the smooth formation of business 
partnerships across national borders (cross-border M&A) is an increasingly urgent task. 
Acceptance of foreign workers should not be merely a matter of passively welcoming 
those personnel who meet certain conditions of governmental certifications and 
Japanese language ability. It should extend beyond that to include active measures for 

                                                 

8 Income from external assets is represented by net investment income figures from the international 
balance of payments. The net investment income (as percentage of GDP) in 2003 was 0.4% for the 
United States, 5.3% for the United Kingdom, and -0.6% for Germany. 
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attracting superior human resources from overseas, including educational programs to 
train them in the Japanese language and teach them about Japan's society and culture. 
 
Chapter 3. Reforming the public sector: Assuring inter-generational 

equity and sustainability 
If Japan is to maintain its current level of public services in decreasing population, 
particularly declining labor force, then the per capita burden will grow and the inequity 
between generations will also increase. Those of us who are living today bear the 
responsibility for building a small and efficient government and bequeathing to future 
generations a foundation that will enable them to achieve a dynamic economy and 
society and improve standards of living by themselves. Meanwhile, Japan bears the 
largest government debt, as a percentage of GDP, of all the advanced countries, so 
Japan must carry out fiscal reconstruction to eliminate this negative legacy. 
 
1. Making the public sector more efficient 
(1) New management for the public sector 
In order to deal with rise in the percentage of the elderly who constitute a beneficiary 
group, public sector operations must be made more efficient, and government must be 
made both slim and more capable of working. 
The government, after it has undergone the necessary reforms, will have become a 
service industry enterprise that accurately ascertain the needs of the people and think 
about how to realize the needful services at a low cost. Just as the results produced by 
private-sector enterprises are examined on the market, so the government will have its 
policies evaluated and its results stringently examined. At the same time, the 
implementing sectors will be required, by means of market testing, to demonstrate 
productivity on a par with or better than the private sector. Moreover, the identification 
of the public sector with the government will no longer apply. Services that are 
considered to belong to the public sector will be supported by Non-Profit Organizations 
(NPO) and other private-sector actors. Employees will heighten their expertise so that 
they can respond flexibly to environmental changes both internal and external, and 
human resources will frequently pass back and forth between the private and public 
sectors. Civil servants who work in the public sector will focus on their customers and 
think constantly about thoroughgoing improvements in efficiency. 
Achieving this vision of the public sector will require Japan to make progress on the 
present administrative and budgetary reforms already engaged in. Once the public 
sector has been made thoroughly efficient, it will become possible to improve the 
quality of services without expanding the budget, and to limit expenditures without 
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lowering quality. 
 
(2) Reorganization of the expenditure structure 
The basis for reorganization of the expenditure structure is to achieve a small and 
efficient government by reforms based on the “From Public Sector to Private Sector” 
and “From the State to the Regions”. This will necessitate a reassessment of the 
expenditure structure that adapts to changes in population, economy and society, and 
the accompanying changes in people's needs for public services. In doing this, it will be 
necessary to reassess expenditures in all areas including a unified reassessment of 
social security currently addressed, with no area of spending held sacred. The 
development of social infrastructure should be limited to that which makes a 
contribution to the life of the people compared to its cost, and to that which is highly 
effective. Meanwhile, amid advancing globalization and the transition to a knowledge 
economy, investment in technological capabilities and human resource education take 
on increasing importance. The assurance of safety and security is also important. 
It will become possible, through privatization, regulatory reform and outsourcing based 
on market testing and other means, to foster new service industries even in those 
sectors that have been operating until now as public sector. Constructive application of 
methods like these will not only bring more efficient provision of services, but will also 
make it possible for the public to enjoy higher-quality services. 
The role of the central government will be limited to those administrative services that 
can only be provided by that.  Decentralization of authority is taken farther so that 
local governments do not rely on the central government for their fiscal resources and 
local residents can choose the optimum government for their area by their own 
judgment and expense. Doing this will generate sound competition among regions and 
increase the autonomous measures taken by the residents of each region, and these 
movements will give rise to regional development. 
The work of reorganizing the expenditure structure will require decisions to be made, 
based on public debate, following this kind of conceptual approach, regarding what 
specific administrative services the central government should offer and how changes 
in the expenditure structure should be made (Figure 6). 
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Figure 6 General government expenditures classified by purpose (FY 2003) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2. Sustainable and equitable social security 
Even if the public's standard of living does not decline on the average, fairness must be 
assured between and within generations. Otherwise, there is a danger that individual 
standards of living will deteriorate. Therefore, it is important to assure the 
sustainability of the social security system, highly sensitive to changes in demographic 
structure, so that the public can feel secure that it will continue to function. 
The elderly, particularly the older-elderly aged 75 and over, is expected to grow as a 
percentage of the total population and, on the premise of the current system, the 
increase in their benefit payment is projected to outpace economic growth. Furthermore, 
the introduction of macroeconomic indexation to the pension system means that from 
the 2010s on, medical and nursing care benefits are expected to exceed pension benefits. 
A shift will therefore take place in the distribution of social security, away from the 
assurance of old-age income to preparation for old-age health risks. (Figure 7) 
There are limits to sustain a system that assumes continued population growth. There 
are calls for intensive examination of social security system reforms to be conducted in 
the coming two years, and improvement to the system's sustainability to be made 
quickly, based on the results of that examination. 
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(Trillion yen) （％）

Total 187.0 37.3 

General public services 12.8 2.6 

Defence, public order, and safety 11.9 2.4 

Economic affairs 21.2 4.2 

Environment pritection, housing,
and community amenities

10.6 2.1 

Health, social protection (pensions,
medical care, etc.)

92.5 18.5 

Education 20.2 4.0 

Interest expenses 13.9 2.8 

Others 4.0 0.8 

General government expenditures
classified by purpose

Source: Created from Cabinet Office, National Accounts. 
Note: General government includes the central government, local governments, and social security funds.
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Figure 7 Outlook for social security benefits and burdens based on the current system 

 

 

 

 

 

 

 
Key issues in this process will be how to continue supporting people's lives with social 
security benefits and maintain a balance burdens and benefits between generations and 
within generations, and guarantee fairness. 
At the same time, there is also a moral hazard when a social security system is designed 
simply to provide a safety net, since the very existence of such a system may in itself 
cause people to be dependent on it, then benefit payments will expand more than 
necessary. For the future, the emphasis should be placed on the approach that 
eliminates the very need for benefit payments by shifting over to a system that supports 
independence. The health care and nursing care systems must also be shifted toward 
health promotion, which emphasizes maintenance of health and prevention of illness. 
Employment policy must likewise be shifted toward employment assistance by means 
of reeducation and occupational training. 
A method of macroeconomic indexation9 has been adopted in the interest of making 
the pension system sustainable. As a result per capita pension levels are expected to 
drop below current levels in terms of income replacement ratio by around 203010 while 

                                                 

9  This is a mechanism to reflect the decline in the number of participants in the public pension system 
overall and the lengthening of average lifetime in the revision of pension amounts, and to hold those 
increases below the level of wage and price increases. When a person starts receiving a pension, the 
indexation adjustment ratio is subtracted from the rate of wage increase; for a person receiving a 
pension, the indexation adjustment ratio is subtracted from the rate of price increase. An annual 
average of the index adjustment ratio is expected to be about 0.9% until fiscal year 2023. 

10 This is the ratio of pension benefits to the take-home pay of the working generation. 

（％ of GDP, approximately）

FY2005 FY2010 FY2015 FY2020 FY2025 FY2030

Social security expenditure 15.4 16.0 17.2 18.4 19.3 20.5 

  Pensions 8.2 8.1 7.9 7.6 7.4 7.4

  Medical and nursing care 6.4 7.1 8.5 10.0 11.3 12.6 

  Others 0.8 0.8 0.8 0.7 0.6 0.5 

Social security burden 14.3 15.1 16.7 18.6 20.1 21.5 

  Insurance premiums 9.9 10.0 11.1 12.3 13.2 14.0 

  Public burden 4.4 5.1 5.7 6.3 6.9 7.5 

Notes: 1. Provisional estimates made by this Working Group using Cabinet Office, Model for Medium- to 
Long-Term Perspectives of the Japanese Economy (Japan's Vision for the 21st Century version). 
2. This envisions that no change takes place in the current social security system. 
3. This is SNA-based, and the social security benefits do not include social assistance, pensions, and 
so on. 
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supports for the system will continue to diminish as the average lifetime expands and 
the fertility rate declines. Meanwhile progress in improving the employment 
environment for elderly people is expected to increase their earning. If 
inter-generational inequities are to be further ameliorated, and the pension system made 
sustainable, it will be worth giving careful consideration to having those elderly people 
who have incomes provide their support to the system, while also being careful not to 
impede employment of the elderly. 
Continued efforts must be made to rationalize the medical and nursing care system by 
raising productivity through standardization and computerization of health care, 
evaluation of the quality of service providers, and improvement of efficiency by 
deregulation. Efforts must also be made to reassess medical treatment fees and so on so 
that necessary services can be provided more efficiently. Immediate examination of the 
range of coverage by public health insurance and applicable individual burden, 
including terminal medical care, will be necessary. 
 
3. Clearing fiscal deficits 
(1) Achieve a surplus in the primary balance in the early 2010s 
A society that should be working on its dream for the next generation must at all costs 
avoid shifting the burden onto future generations by means of fiscal deficits. As the 
personal savings rate declines, it will become increasingly difficult for government 
sectors to continue with their current fund shortage (Figure 8). Reduction of the fiscal 
deficit will avoid impeding capital accumulation in the corporate sector as possible and 
will serve as a foundation to bolster declining economic growth. 
As the first step to fiscal soundness, therefore, it will be absolutely essential to achieve 
a surplus in the primary balance11 of central and local governments combined in the 
early 2010s. With social security benefit payments expected to continue trending 
upward hereafter, the Reference Projection of “Reform and Perspectives12” indicates  

                                                 

11 This primary balance refers to the fiscal balance of the “tax and other revenue excluding borrowing” 
minus the “expenditure excluding principal and interest payments for the existent debts”. In terms of a 
household budget, this would correspond to being able to cover spending other than debt repayment 
within one's income without incurring new debt. 

12  Formulated in January 2002, “Structural Reform and Medium-Term Economic and Fiscal 
Perspectives” (commonly referred to as “Reform and Perspectives”) presents medium-term policy 
centered mainly on structural reform for the coming period of about five years. It also presents the 
economic and fiscal outlook. Reform and Perspectives is revised every fiscal year in response to 
economic and other changes. The FY 2004 revision, which was formulated in January of this year, is 
the third revision. 



   

 19

Figure 8 Changes in fiscal balance (% of GDP) 

 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 
 
that the sum of central and local primary deficits (about 4% of GDP in fiscal 2005, at 
some 20.5 trillion yen) are on course to achieve a surplus during the coming seven 
years, by the early 2010s.  
In that process, major efforts to improve the fiscal balance will be required. These will 
involve the slimming down of administrative services through a drastic reevaluation of 
institutions and organizations, an upward shift in burdens, and so on. This is not by any 
means an easy approach. Moreover, according to the Reference Projection of “Reform 
and Perspectives”, the nominal growth rate will rise above the nominal long-term 
interest rate in the late 2000s, but if this is reversed, then it will make fiscal soundness 
still harder to achieve, even if the primary balance is improved. 
Besides, the delay in achieving fiscal soundness would cause a malignant cycle that a 
rise in the interest payment brought by the additional increase of the government debt 
and a increase in the social security expenditure would squeeze the expenses for the 
other policies and also lead to a further delay in fiscal soundness. 
If the expansion of fiscal deficit continues, by any possibility, the deficit may gobble up 
the economy and, at worst, Japanese economy would collapse. It is necessary to 
prevent the collapse at least and therefore the fiscal reform until the early 2010s is the 
very pressing issue. 

-10

-8

-6

-4

-2

0

2

4

90 95 00 05 10

(％)

Primary balance
(Central + local government)

Fiscal balance
(General government)

(Fiscal year)

Source: Created from Cabinet Office, National Accounts and Reference Projection “Reform and Perspectives – FY 
2004 revision”. 

Notes: 1. Figures are SNA-based. 
2. Figures up to FY 2003 show actual performance. FY 1998 is adjusted to reflect the transfer of 
obligations from the JNR Settlement Corporation and so on to the general account. 
3. Figures for FY 2004 and on are provisional estimates from the Reference Projection of “Reform and 
Perspectives – FY2004 revision”. 



   

 20

(2) Fiscal outlook after achieving a surplus in the primary balance 
Achieving a surplus in the primary balance by the early 2010s is the first step in 
reassessment of the structure of revenue and expenditure over a longer term. The 
objectives of fiscal reconstruction beyond that time, such as for example at the stage of 
the year 2030, must be discussed according to the future status of progress in fiscal 
reconstruction, and economic situation, and other such factors. The basic direction, 
however, is toward maintaining small and efficient government.13 
There are certain matters that must be addressed carefully at that time. The first is that 
changing interest rates cause significant fluctuations in interest payments. Therefore, 
even though Japanese government debt (as a percentage of GDP) remains at a stable 
level, its level of debt is among the highest in the advanced countries, so that those 
fluctuations make fiscal management very difficult. For example, if the government 
debt were to be 150% of GDP, then a one percentage point rise in interest rates would 
cause a 1.5-point deterioration in the fiscal balance as a percentage of GDP (in terms of 
FY 2004 levels, this would amount to about 7.6 trillion yen).14 
The second matter that must be addressed is that, supposing the current system, the 
aging of the baby-boom generation is expected to bring a significant increase in 
payments of social security benefits from the 2010s. (See section 2, "Sustainable and 
equitable social security.") 
Taking these matters into consideration, it is necessary to implement fiscal 
reconstruction in order to maintain a surplus in the primary balance and reduce the 
level of public debt (as a percentage of nominal GDP). 
Even granting that expenditure cuts were made along the lines of the reference 
projection from “Reform and Perspectives”, maintaining the level of public services15 
in place at the beginning of the 2010s would unavoidably entail a considerable burden 

                                                 

13 “Basic Policies for Economic and Fiscal Management and Structural Reform 2004” states that, "For 
example, holding the potential national burden ratio at about 50%, enlargement of the government 
should be contained." 

14 However, interest payments on instruments such as Japanese government bonds with fixed interest 
are determined by interest rates that are decided at the time of issuance, so that even if market interest 
rates rise (or fall) by 1%, the effective rate for interest payments does not rise (or fall) at the same 
rate. As of the end of FY 2003, the average term to maturity of Japanese government bonds was five 
years and no months. The period during which interest payments would reflect interest rate 
movements has therefore become somewhat shorter. 

15 This is the level of public services as a whole, excluding interest expenses, at the point when a surplus 
in the primary balance is achieved (in the early 2010s), on the assumption that efforts to cut 
expenditures are continued. 
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on the people. If that burden cannot simply be placed on working people and 
corporations that have undergone globalization, then the people must bear the burden, 
which will include double-digit consumption taxes. If the response is to reduce the 
range of coverage by public services, and to substitute private-sector services instead, 
then the burden on users of those services will increase. 
Sustaining a surplus in the primary balance and maintaining a small and efficient 
government even beyond the beginning of the 2010s will require more than just 
establishment of well-defined fiscal management rules and targets for spending cuts. It 
will also require public debate to be carried on to examine integrally the desired range 
of the administrative services that the government should offer such services, and the 
minimum necessary burden that the public must bear for those services.16  (For 
scenarios of achieving fiscal soundness by examples of policy options, see the 
“Reference Projection”.) 
If effort of this kind leads to greater market confidence in fiscal reconstruction, then it 
will be possible to avoid a rise in long term interest rates that would be caused by 
concern over a drop in ratings or a fall in Japanese government bond prices. Stable 
fiscal management would become possible, as well. This would further lead to a sense 
of confidence among the public and on the market, which would enhance the 
sustainability of government finances. 
 
4. Stable macroeconomic management  
Raising the growth rate over the medium and long term is a matter of human creativity 
and ingenuity working through technological innovation, efficient distribution of 
resources, and so on. This cannot be handled by macroeconomic stabilization policies. 
If macroeconomic stabilization fails, however, then we cannot expect to achieve 
economic growth and productivity increases for society as a whole by carrying out 
structural reform of the financial system, the tax system, the regulatory system, and so 
on in an attempt to encourage people to exercise their free creativity and ingenuity. It 
became clear in the course of the formation and collapse of economic bubble, and then 
the subsequent long-term stagnation, that it is crucially important to combine 
macroeconomic management with structural reform. 

                                                 

16 In the Internet survey on Japan's 21st Century Vision(conducted in October 2004), the majority of 
respondents expected improvements of the fiscal balance to come from cutting expenditures, with 
31.3% thinking that all improvements should be achieved by the cuts, 29.3% of them thinking that 
three quarters of the improvement should be made by the cuts, and 21.8% thinking that one half 
should come from cuts. 
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Macroeconomic stabilization policies include fiscal policies and monetary policies. In 
Japan, economic stimulus measures are strongly associated with public spending, and 
fiscal policies are also expected to accomplish a great deal. The basis for carrying out 
stable macroeconomic management, however, is monetary policy. This is not simply 
because of the severity of the fiscal environment. There is a lag before decisions are 
made on fiscal policies, so they cannot be used flexibly. Moreover, economic stimulus 
measures and other such fiscal policies entail a risk of distorting the efficient allocation 
of resources, so they should not be implemented lightly. The role of macroeconomic 
stabilization played by fiscal policies should henceforth be basically that of built-in 
stabilizers. 
On the other hand, if fiscal reconstruction tends to dampen the economy on the demand 
side, then the available option is a policy mix of fiscal austerity and eased monetary 
policy. The practice of continuing monetary easing policy in combination with fiscal 
austerity for the purpose of fiscal reconstruction, and so partially offsetting the drop in 
demand, is the experience of fiscal reconstruction in the Western countries. 
The question is what objectives are appropriate for medium and long term monetary 
policies as macro stabilization policies. It goes without saying that a stable price is one 
objective, but Japan learned from its deflationary depression of the 1990s that zero 
inflation is not appropriate as a long term objective. When the economy falls into a 
stagnant state under conditions of near zero inflation, the zero restriction on the 
nominal interest rate makes it difficult to bring down the real interest rate. Thus it 
becomes difficult to avoid deterioration of the macro economy. When zero inflation 
coincides with downward rigidity in nominal wages, businesses cannot easily lower 
real wages so they cut down on hiring in order to limit their employment costs. This 
has a wide-ranging dampening effect on the economy. Central banks not only have to 
avoid not only deflation, but also zero inflation. 
The question here is what level of inflation rate is desirable as an objective. In general, 
the rate of increase in the consumer price index has an upward bias. Considering the 
inclusion of an "extra working margin" in light of the risk of deflation, it would be 
desirable, for example, to realize a positive inflation rate that remains stable at the 2% 
level. This is also the level taken as a target or reference value in other advanced 
countries. The possibility of adopting a monetary policy framework utilizing numerical 
targets for price stabilization (inflation targeting) should be studied in order to maintain 
the desirable inflation rate stably. In return for its independence, central banks maintain 
transparency in their methods of policy operation, and bear the responsibility for 
explaining the background of policy decisions. The adoption of numerical targets for 
price stabilization is desirable in terms both of enhancing transparency and 
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accountability and of providing a shield against outside pressure. 
There are other factors to consider. By the year 2030, the economic disparities among 
East Asian countries will be reduced, and trade and investment will be liberalized. 
Within the context of these and other changes, it is also possible that a regional 
currency stabilization mechanism will have been formed, and future currency 
unification may be in the picture, as well. The macroeconomic stabilization policies 
discussed above would strengthen international confidence in the yen, and Japan would 
be called on to take a leadership role in these international movements. 
 
Chapter 4. Changing the downward trend in the fertility rate 
 
1. Key issues extending beyond 2030 
Since 1975, Japan's total fertility rate has fallen below the population replacement level 
(2.07) and reached a low level (1.29) even in international terms. If the current fertility 
rate were to continue, Japan's population in the year 2100 would fall to half of its 
present level or less. Such a tendency toward falling birthrates can be seen throughout 
the advanced countries, but some countries have recently begun to show signs of 
recovery in their fertility rates (Figure 9). 

 

Figure 9 Changes in the total fertility rate 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1.0

1.2

1.4

1.6

1.8

2.0

2.2

2.4

2.6

2.8

3.0

65 70 75 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03

 1.29
 （Japan,
  Italy）

1.89
（France）

  1.34
 （Germany）

 1.71
 （Sweden,
  UK）

Japan

Sweden

Germany

France

Italy

United States

United Kingdom

2.07
（US）

(％)

（Year）

Source: Created from National Institute of Population and Social Security Research information materials 
and Eurostat.



   

 24

Most of the children who are born now will enter the labor market in 2025 or later. In 
that sense, therefore, the current number of births will have little influence on the labor 
force population by 2030. Looking ahead to Japan's future beyond 2030, however, it is 
apparent that the declining birthrate will have a major impact on the vitality of the 
Japanese economy and society and on the sustainability of its institutions. It is 
imperative that comprehensive measures to counter the declining fertility rate are 
instituted now. 
 
2. Various aspects of the context of the declining fertility rate 
The total fertility rate can be divided into the two factors of the rate of married people 
(the percentage of women who are married) and the fertility rate of married women. 
Viewed in these terms, the major factor in the decline of the total fertility rate from the 
late 1970s to the 1980s was the drop in the rate of married people (the shift to later 
marriage) due to the rise in the rate of women in their 20s who have never married. 
Starting in the 1990s, however, the increasing tendency to marry later in life was joined 
with a newly emerging tendency, namely, the drop in the birthrate of married women. 
Background factors in the increasing tendency to marry later in life include the 
popularization of higher education for women and women's emergence in the 
workplace, which have caused a lessening in the relative advantages of married life. 
There is also a change in men's and women's notions of marriage, such as their 
positioning of marriage in their life design. Furthermore, the deterioration of the 
employment climate for the younger population since the 1990s has apparently been 
accompanied by a heightened sense of uncertainty among young people about their 
incomes and employment. 
Background factors in the declining birthrate of married women include the difficulties 
they face in combining work with child-rearing as they are hired and become part of 
the labor force, the increasing sense of economic burden that women feel in the form of 
opportunity costs, education costs, and other such costs that accompany childbearing 
and child-rearing (Figure 10). Unlike in Sweden, France, and other advanced countries 
with higher fertility rates, the labor force participation rate for women in Japan and 
their fertility rate have described an inverse correlation. It will be necessary for this 
relationship to turn into a positive correlation in the times ahead, as the working age 
population diminishes and women become an increasingly important presence in the 
labor force (Figure 11). 
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Figure 10 Reasons for not wanting to have the ideal number of children 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 11 Women's labor force participation rate and total fertility rate 
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The lack of dreams for the future among people today is another factor in the declining 
birthrate. It is necessary to cultivate a social environment that cherishes children as the 
embodiments of hope for the future, and that places high priority on achieving 
happiness for the next generation. 
 
3. Creating an environment that allows people a sense of security in 

having and rearing children 
The causes of the declining birthrate are not all uniform across the board, but rather 
diverse. On the one hand, there is considerable indeterminacy about whether some 
given measure can directly yield a higher birthrate. On the other hand, the junior baby 
boom generation has now reached early 30s, and there are many women aged 25–34 in 
the population, making this a major opportunity for Japan to take measures against the 
decline of the fertility rate. Therefore comprehensive, versatile policies should be 
implemented, with a focus on the upcoming five or so years, to make society as a 
whole support the bearing and rearing of children, and so bring about the improvement 
of an environment that allows people to rear their children with a sense of security. 
 
(1) Supporting efforts to make employment and child-rearing compatible and 

guaranteeing ample time for child-rearing. 
In order to foster children's feelings and emotions in a healthful environment that 
allows both men and women ample time to enjoy child-rearing, it will be necessary to 
reassess the way people work in general, and to reassess the balance between the time 
people spend working and the time they spend with their families. It is also important 
to make a greater diversity of employment patterns widely available by utilizing 
information technology so that people are not tied to certain times and places for work 
(teleworking, ubiquitous working), by adopting flextime systems and discretionary 
work time systems, and so on. 
In addition to lengthening prenatal leave, child-care leave should be added flexibly so 
that both men and women can receive in accordance with their child's development, 
their occupational group, their type of business, and so on. It is important to promote 
the improvement of an environment that will make it easier to return to the workplace 
after child-rearing leave or to find new employment for parents who have temporarily 
dropped out of the workforce, and to provide diverse child-rearing support services that 
parents can feel secure about using. These and other such approaches should be used to 
reconcile child-rearing with work. 
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(2) Reducing the financial burden 
Compared to the 1980s, there are growing numbers of people who cite the economic 
burden as a reason for being unable to have as many children as they would like. 
Internationally, a loose correlation can be found between government expenditures17 
on family policy and the birthrate18, but Japan belongs to the category of advanced 
countries with the lowest government expenditures. It is imperative that a unified 
reassessment of the social security system be carried out, as part of which support for 
child-rearing should be improved and the extreme imbalance in distribution of 
resources in favor of the elderly should be corrected (Figure 12). Tax-related support 
for households with children must also be improved. In doing so, however, the 
incentive to work of those households with children should not be impaired. 
 
 

Figure 12 International comparison of public social expenditure by branch (2001) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 

17 This is the total of day care centers and other such services in kind provided, together with child 
allowances, maternity leave pay, and other such cash benefits. 

18 Although there is a correlation, but the direction of the causal relationship (whether the birthrate is 
high because of generous family policies, or whether there is greater government spending on family 
policy because the birthrate is high) is by no means clear. 
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(3) Building an environment that allows people to rear children with a sense of 
security 

It is important to improve an environment in which young parents can rear their 
children with a sense of security. A system of coordinators should be set up in local 
communities for child-bearing and child-rearing. Networks of local governments, 
medical institutions, and other concerned parties must also be constructed to combine 
support across the range from pregnancy to childbirth to child-rearing. 
 
Chapter 5. The image of the economy to be realized through 

reforms by 2030 
 
In the context of decreasing population, if we neglect to take steps aimed at improving 
productivity and reforming the public sector or are unable to respond to changes in the 
environment, shrinkages in the working age population and the stagnation lead directly 
to a contraction of economic activity. If we do not take steps to ensure fiscal soundness 
our finances will collapse, the government sector will start to obstruct the private 
sector’s economic activities, and the economy will further stagnate. Anxiety about the 
collapse of the government’s finances could lead to a crash in government bond prices, 
a simultaneous loss of confidence in the yen and a nosedive in its value. Fears about 
inflation would become a reality and both economic activity and the everyday life of 
the people would be pitched into chaos. Private sector investment would stagnate, and 
innovation would not be developed. As society loses its vitality, moral hazards could 
become prevalent. As a pessimistic view about the future spreads throughout the 
country, Japan could start to be perceived as a place that people should escape from, 
resulting in an exodus of manpower, assets, technology and knowledge. In the midst of 
such a situation, Japan would descend into a vicious circle of further deteriorating 
productivity.  
Though the scenario outlined above is not entirely impractical, if the reforms discussed 
in chapters 2 to 4 are followed then we expect to be able to achieve the following 
image of the economy by the year 203019. This will, however, simultaneously entail 
                                                 

19 The figures presented below are provided as an aid to forming a more specific image of the economy 
that is to be realized, following upon reform, in 2030. They are based on the estimates compiled after 
deliberation by this working group. The group used the Model for Mediium and Long Term 
Perspectives of Japanese Economy in the Cabinet Office’s Japan’s 21st Century Vision edition. The 
premises were selected after referring to the discussions of the other working groups, and every effort 
was made to ensure that they reflect the overall philosophy of Japan’s 21st Century Vision. It should 
be noted that the long term projection contains various unforseeable factors, and that the estimates are 
based on a variety of assumptions. 
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major changes in the structure of industry and regions, efforts by individuals to change 
the way they work, the way they live, and a constant advancement of their abilities. It 
should be noted that this is by no means an easy path to follow.  
Since indicators about government finances may fluctuate depending on the content of 
the policy options for fiscal soundness, we offer here two scenarios.  With the premise 
that a surplus in the primary balance of the central and local government combined 
would be achieved in the early 2010s, in the first scenario, the expenditures are 
subsequently hold down (Curtailed expenditure case). In the second scenario, the 
standards of public services are maintained at the same rate in the early 2010s 
(Expenditure maintained/public’s burden increased case). (Please refer to the sections 
entitled Premises of the Projection Estimates and Reference Projection). 
 
1. The supply side: maintaining growth by means of improved labor 

productivity 
Regarding the real growth rate, a rise in the labor force participation rate of the elderly 
and other groups20 will, to some extent, cancel out the decline in the working-age 
population21. The real growth rate will also be supported by steady increases in labor 
productivity, and should be at a level of around 1.5% in the years 2021-2030. The 
nominal growth rate will be around 3.5 - 4% through the steady increases in the real 
growth rate and the stable inflation hovering at around 2%. (Figure 13 &14) 
 
 

Figure 13 Prospects for economic growth 

 
 
 
 
 
 
                                                 

20 The labor force participation rate of people over 60 years of age will increase from 28% in FY 2005 
to 32% by FY 2030. In paticular, the rate of those between the age of 60 and 64, 54% in FY 2005 will 
increase to 65% by FY 2030 due to delayed retirement and the raising of the age at which pensions 
begin to be paid. 

21 Though the preparation of an environment allowing women to balance working and child rearing will 
lead to an increase in the labor force participation of people in their 30s and the elimination of the 
so-called ‘M-curve,’ this will also result in an increase in maternity leave, and there is therefore no 
guarantee that the proportion of women actively involved in economic activity will increase. 
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Figure 14 Prospects for increase in labor productivity and capital equipment ratio 

 
 
 
 
 
 
 
 
 
 
 
Note: There is little significant difference between the curtailed expenditure case and the expenditure 

maintained/public’s burden increased case. 
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As a result, labor productivity is expected to rise at a rate above 2% during FY2021－
2030, as well. 
 
2. The Demand side: new consumption demand and expansion of 

investment 
It is expected that growth will be backed up by the new consumption demand that will 
result from an increasingly ageing population, and investment demand for enhancing 
competitiveness and others (Figure 15).  
On the consumption side, the continued ageing of the population will lead to an 
expansion in demand for the health and medical sectors. As the Kyoto Protocol comes  

                                                 

22 TFP was around 0.3% during the five years from FY1999 to FY2003. 
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Figure 15 Prospects for increase in real GDP (by demand category) 
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2005 to approximately 3.80 million yen in fiscal year 2030 (at fiscal year 2005 prices). 
Figure 16 Prospects for per-capita GDP and consumption 

 
 
 
 
 
 
Note: There is little significant difference between the curtailed expenditure case and the expenditure 
maintained/public’s burden increased case. 
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In the government sector, a surplus in the primary balance of the central and local 
government combined is expected to achieve in the early 2010s, after which measures 
to promote small and efficient government should lead to the amelioration of the 
governmental sector’s savings-investment deficit.  
As a result, though the surplus in the external sector, that is, the surplus in the current 
account diminishes slowly as a percentage of GDP, the change will be moderate and a 
surplus will be preserved. Breakdowns indicate that the balance of goods and services 
will turn into deficit as imports increase under robust domestic demand. The surplus in 
the balance on income is, however, expected to increase as a percentage of 
GDP(around 2% as a percentage of GDP in FY2005 is expected to increase just under 
4% by FY 2030). It is envisioned that foreign direct investment in China and other 
parts of East Asia will expand, and the profits received therefrom will also increase. 
Japan will thus become a mature creditor nation. It means that Japan will develop from 
the export-based country that it has been to date, and become instead an 
investment-based country that utilizes superior management resources and technology 
to carry on global investment activities23. 
 
Conclusion: Realizing a dynamic, stable society 
 
1. Seeking a new prosperity 
An examination of the prospects for the year 2030, as the preceding discussion has 
shown, find the Japanese economy subject to a shrinking population, declining personal 
savings rate, and other severe constraints. Clearly, Japan cannot hope for a high growth 
rate like that of the 1980s (nominal growth rate averaging 6.3%, real growth rate 
averaging 3.7%), and the Japanese people face a situation in which they have no 

                                                 

23 According to the balance of payments development theory, the savings-investment rate in an economy 
develops as to economic growth, and the country develops from an external debtor country to an 
external creditor country. 
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alternative but to choose life with low economic growth rates. The goal under these 
severe constraints, however, is to achieve a dynamic, stable society. Moreover, these 
scenarios do not envision a decline in terms of per capita consumption. They point 
rather to the maintaining high levels of living in the world standards, and Japan still 
remains a wealthy country despite low macroeconomic growth. 
Even with a low economic growth rate, it is possible to shift over to new industries that 
revolve around the knowledge and service industries, and individuals can act in an 
achievement of self-realization. This is precisely what it means to be economically 
dynamic. In addition, regulatory reform in such sectors as health care, welfare, 
education, and so on will give rise to new service industries, and their development will 
make it possible to enjoy higher-quality services. A new prosperity will be born. 
A shift in values will provide important perspectives, as well. Over the last half of the 
20th century, Japan paid the greatest attention to economic growth. Within the context 
of the conflict between the United States and the Soviet Union, Japan sought to assure 
its security while pursuing material prosperity. The high household savings rate 
symbolizes that pursuit. This attached high value to material prosperity in the future 
and was diligent in accumulating personal savings, which were used as a source of 
funding for capital investment and improvement of social infrastructure. This approach 
realized high economic growth. It is what built Japan up into an economic power with 
the so-called prosperity of mass production and mass consumption. 
Now, however, people's interests are beginning to turn toward culture. Instead of taking 
material prosperity as a standard, a shift should take place instead to cultural values, 
which pursue high artistic quality in everyday life, or to the view that wealth is to be 
found in the relations between people. These should be the standard for prosperity. 
As a matter of fact, the Edo Period was a period of zero economic growth. This was 
also a time in history when Japan's traditional culture flourished in renga linked verse 
and many other forms of literature, tea ceremony, kabuki theater, Japanese music for 
the koto, the shamisen, and other instruments, Japanese classical dance, ukiyoe and 
Japanese-style painting, as well as pottery, lacquer ware, and other craft products. 
These cultural artifacts were also widespread among the populace during that time in 
history. Even if Japan takes a course of low economic growth in the future, it could still 
be a dynamic society. It is necessary to be aware of the shift in values, as people's 
interests turn from material things to cultural. The renaissance of culture will bring a 
transition so that the notion of prosperity, which has been predicated on the mass 
production and mass consumption of today, will refer instead to a non-material, cultural 
value. This transition to a nation founded on culture is required. 
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2. Society where “a new individual” is established 
In the past, the demographic structure of Japan was pyramid-shaped and therefore 
contained the driving force for high economic growth. In such a society Japanese-style 
management system was devised, and this ended up driving the high growth. In other 
words, when a company as a whole developed with a certain age group composition, 
then a seniority-based pay system would also result in individuals' lifetime distributions 
developing according to that company's growth rate. The growth of the company and 
the profits of the individuals who belong to that company were consistent with each 
other. With the application of lifetime employment and a system of rotation and other 
such methods to accumulate technology within the company, the information in the 
company as a whole would be shared, thus raising productivity. The individual in the 
seniority-based lifetime employment system has therefore committed itself to raising 
productivity by seeking to coordinate the individual with the whole. This made it 
possible to make use of the economic results of that approach in the public sector to 
expand a variety of different public guarantees. It was also possible to devote effort to 
correcting regional disparities in the name of balanced national development. 
The demographic composition has, however, been turning into an inverted pyramid and 
the economic growth rate has been declining. In such a society, people will be required 
to exercise their individual abilities even more fully. In fact, since the collapse of 
Japan's economic bubble, globalization and the long-term low economic growth have 
caused the growth of most companies to slow, so that the Japanese-style management 
system was no longer sustainable. The occurrence of downsizing and the adoption of 
annual salary systems and results-based methods have brought major changes to the 
Japanese-style management system. The companies have become less interested in 
raising productivity through the cooperation of employees and more interested in how 
to secure profits by encouraging the people working for them to make use of their 
individual abilities. The adoption of results-based methods by so many companies is 
one reflection of this change. In other words, greater expectations are placed on 
professional individuals' exertion of their own abilities. The development of 
information technology is having a great influence in this regard. One characteristic 
element of the Japanese-style management system was the sharing of information, and 
information technology will in part substitute for that. The introduction of information 
technology causes changes in management systems, and these promote reform of the 
Japanese-style management system. The number of young people who are making their 
way with venture businesses and SOHO arrangements independently of existing 
company formats also begins to increase. 
Meanwhile, as noted in this report, the declining rate of economic growth means that 
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significant increases in tax revenues can no longer be expected. The system of public 
finance as it has been so far can no longer be supported. Small and efficient 
government is required, and fiscal reforms must therefore continue to be implemented. 
In other words, society must cast off a dependence on government; people must respect 
the spirit of self-help and self-reliance. This is not, however, to diminish the importance 
of the public arena, which is where the value of the individual is realized. It is not only 
government that supports the public, which can be seen on the one hand as a market 
that comes into being when deregulation throws open the work of government to the 
private sector, and on the other hand as the power of NPOs and other such 
private-sector volunteer activity. This means that an arena where many people can 
realize their own hopes and aspirations is created within the realm of the public. In the 
year 2030, the individual will conduct its activity with the aim of realizing itself. At the 
same time, however, Japan should make itself into a society with a spirit that seeks to 
positively support the public. 
There will be demand, then, to make the desired form of nation and social systems as 
neutral as possible with regard to people's choices of lifestyle, employment patterns, 
and so on. The choice is made by the individual, not by the government. However, 
harmonizing this with the public interest and working so as to actively promote the 
public interest, will be the power to inherit the Japanese tradition. The public sector 
should establish the foundation of security and safety for the people. It should also be 
assigned the role of supporting the choices and efforts made by individuals. The year 
2030 will see the establishment of the new individual, who will constitute a society that 
supports the public interest. 
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Premises of the projection 
Until fiscal year 2012, the assumptions of the reference projection from “Reform and 
Perspectives” apply (given below). 
1. Population, labor force 
 

(1) Population dynamics 
They are obtained from the medium variant projection in the 
“Population Projections for Japan: 2001-2050” (as of 
January 2002) (National Institute of Population and Social 
Security Research). 
(2) Labor force participation rate  
The labor force participation rate of people below age 60 is 
constant, but for people age 60 and above, the labor force 
participation rate by age group and gender varies depending 
on the ratios of nominal wages and pension benefits. 

2. Productivity (TFP) The growth rate of total factor productivity (TFP) 
The growth rate of total factor productivity in the five years 
from FY2005 is supposed to gradually increase up to the 
average rate of FY1990 onward (except for FY1997 and 
FY1998 during the period of financial instability). Moreover, 
due to acceleration of the structural reforms, 0.2% is added 
to the each year’s growth rate calculated above.  

3. World economy, etc. (1) Growth rate and inflation rate 
The growth rate of the world economy (consisting of major 
destination countries for Japanese exports) and the inflation 
rate, which are based on the “World Economic Trends 2004 
(Fall)” issued by the Cabinet Office, are assumed to be 
around 3.5 and 2.2 percent, respectively.  
(2) Crude oil prices 
As to crude oil price based on the IMF World Economic 
Outlook (2004 Fall), it will decrease by 2.8 percent annually 
in the period of FY2006-2009 and remain constant beyond 
2009.  
(3) Exchange rates 
The exchange rate is supposed to be constant in real terms.  

4. Long-term interest 
rates 

These will fluctuate according to short-term interest rates, 
the rate of price increase, the national government debt (as a 
percentage of GDP), and so on. 

5. Government finance See Envisioning Fiscal Soundness Achieved on the Basis of 
and Subsequent to the Reference Projection in “Reform and 
Perspectives” (Cuts in Expenditures): Simulation Results 
from the Model for Mid and Long Term Perspectives of the 
Japanese Economy. 
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The factors for FY 2013 and after are set as follows. 
1. Population, labor force   (1) Population fluctuations 

Population dynamics are obtained from the medium variant 
projection in the “Population Projections for Japan: 
2001-2050” (as of January 2002) (National Institute of 
Population and Social Security Research) (the same as for 
“Reform and Perspectives”). 
(2) Labor force participation rate  
・Under age 60 
The rate is constant for each group by age group and gender 
(as in “Reform and Perspectives”). 
・Ages 60–64 
Considering the raised age of eligibility for pensions and the 
extension of the mandatory retirement age to 65, the labor 
force participation rate will be pushed upward by external 
factors up to FY2020, and thereafter will be constant. 
・Over 65 and over 
The rate varies according to the ratios of nominal wages and 
pension benefits and other such factors. 
(3) Working hours 
The rate by age group and gender is constant for each group.

2. Productivity (TFP) The growth rate of total factor productivity (TFP) 
The growth rate of total factor productivity is fixed to the 
average rate of FY1990 onward (except for FY1997 and 
FY1998 during the period of financial instability).  

3. World economy, etc. (1) Growth rate 
The Global Working Group, Long-Term Outlook for the 
World Economy and other such sources were used (rate fixed 
at about 3.5%, the growth rate of 10 major destination 
countries for Japanese exports). 
(2) Inflation rate 
As to the inflation rate based on the IMF World Economic 
Outlook (2004 Fall), it is calculated from average inflation 
rates in 10 major destination countries for Japanese exports 
weighted by export volume, for increases of about 2.2% in 
2013 to about 3.5% in 2030. 
(3) Crude oil prices 
The prices for 2012 are according to the assumptions in 
“Reform and Perspectives”, and their changes from 2013 on 
will be linked to the inflation rate in the world economy. 
(4) Exchange rates 
This is estimated by the differences between domestic and 
foreign price increase rates, the differences between 
domestic and foreign interest rates, and so on. 



   

 39

4. Long-term interest 
rates 

These are assumed to be equivalent to the nominal growth 
rate. 

5. Government finance See Envisioning Fiscal Soundness Achieved on the Basis of 
and Subsequent to the Reference Projection in “Reform and 
Perspectives” (Cuts in Expenditures): Simulation Results 
from the Model for Medium and Long Term Perspectives of 
the Japanese Economy.  
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Reference Projection  
Envisioning Fiscal Soundness Achieved on the Basis of and Subsequent to the 
Reference Projection in “Reform and Perspectives” (Cuts in Expenditures): 
Simulation Results from the Model for Medium and Long Term Perspectives of the 
Japanese Economy 
 
These reference projections describe government finances in fiscal 2030 on the 
assumption that a surplus is achieved in the primary balance by the early 2010s through 
cuts in expenditures, as envisioned in the reference projection in “Reform and 
Perspectives”. As future economic conditions involve a variety of indeterminacies, 
considerable range should be allowed in understanding the results from projections. 
The following assumptions were defined by Group Chief Yoshida, taking discussion in 
the Economic and Fiscal Prospects Working Group into consideration. 
 

1. Assumptions 

The reference projection from “Reform and Perspectives” envisions that a surplus in 
the primary balance of the central and local governments combined will have achieved 
by the early 2010s through cuts in their expenditures. This scenario is taken here as a 
starting point and the following two provisional cases are projected as optional 
examples for subsequent fiscal management. 
For reference purposes, provisional estimates were also made of a case in which 
expenditure reforms do not take place from fiscal 2007, and presented for consideration. 
This case does not follow the reference projection from “Reform and Perspectives”. 
These three cases assume that long term interest rates will be the same as the nominal 
growth rate and that the annual growth rate of TFP will be about 0.7% over FY2013. 
 
【Case of curtailed expenditures】 
Cuts are made in order to maintain the scale of government expenditures excluding 
interest payments at a constant level relative to the size of the economy over FY2013. 
In this case, a stable surplus is maintained in the primary balance. 
 
【Case of expenditures maintained and burden on public increased】 
This case assumes that a surplus of about the same size as in the case of curtailed 
expenditures is maintained in the primary balance. While maintaining the same level of 
administrative services as at the early 2010s with respect to expenditures, this case 
places the burden on the public. 
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【Reference: Case of government finances unreformed】 
This case does not follow the reference projection from “Reform and Perspectives”, 
but posits that expenditure reforms do not take place over FY2007. 
 
2. State of finances in 2030 
 
Provisional estimates made according to the assumptions in section 1 yield an image of 
finances that will be realized in 2030 under each case as follows. 
These provisional estimates depict images of finances in FY 2030 on the assumption 
that a surplus is achieved in the primary balance by the early 2010s by means of 
spending cuts, according to the reference projection from “Reform and Perspectives”. 
Depending upon the content of efforts to improve the fiscal balance from FY 2007, 
however, as will be the subject of upcoming debate in the government, it is necessary to 
note the possibility that general government expenditures and the potential national 
burden rate in FY 2030 will be higher than the figures in the following table. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Curtailed
expenditure

case

Expenditure
maintained/publi

c's burden
increased case

(Reference)
Government

finances
unreformed case

Ratio of general government
expenditures to GDP

(approximate ％)
37 36 41 48

Potential national burden rate
against NI (approximate ％)

44 44 50 58

Primary balance of central and
local governments against GDP

(approximate ％)
▲ 4 2 2 ▲ 4

Savings - investment balance
of general government against

GDP (approximate ％)
▲ 7 ▲ 1 ▲ 2 ▲ 11

Outstanding Bond Amount
against GDP (approximate ％)

142 131 119 234

Nominal GDP (approximate
trillion-yen)

512 1,269 1,367 1,374

FY2005

FY2030

Note 1: The scale of general government expenditure is on the SNA basis prescribed in the new OECD 
definition, and includes government product and non-product sales. In this and other ways, it 
differs from the reference projection in “Reform and Perspectives”. 

Note 2: The potential national burden rate and the primary balance of central and local government 
combined are also on the SNA basis. 
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Reference 1: Public burden (consumption tax equivalent) envisaged under these 
projections  

The content of efforts to improve the fiscal balance from FY 2007 until achieving a 
surplus in the primary balance at the early 2010s is slated for upcoming debate in the 
government. Depending upon that content, the burden on the public in FY 2030 may be 
envisaged differently, as shown below. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Note: Subtotals and totals show consumption tax rates at each point in time in light of the current 

consumption tax rate (5%) and on the assumption that all additional increased burden on the public 
will be imposed in the form of consumption tax. 
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To the early 2010s 
 

 Subtotal 5＋α%

According to the reference projection from “Reform and 

Perspectives”, the deficit in the primary balance is expected 

to be at about 20 trillion yen in FY 2005. 

The “Reform and Perspectives” states that the course of 

expenditure reform will be held to firmly and will be 

intensified until FY 2006. Beyond FY 2007, the government 

aims to achieve a surplus in the primary balance in the early 

2010s through continuing the same level of effort as before to 

improve the fiscal balance and realization of sustainable 

economic growth led by private-sector demand. If the burden 

on the public is necessary as a result of investigation,  the 

consumption tax rate by α% (approximately 2.5 trillion yen 

per one percentage point rise, on a FY 2005 base). 
 
※ The reference projection in “Reform and Perspectives” 
additionally envisages that income tax (total 1.5 trillion yen) 
for the two years from FY 2006 and consumption tax (total 
1.5 trillion yen) for the remaining two years are raised, as to 
the sources of revenue for the increased state contribution to 
the basic pension. 

Curtailed expenditure 

case 
 

No additional increased 

burden 

 Total 5＋α% 

Expenditure 
maintained/public’s 

burden increased case
 

Additional increased 
burden about 5% 

From the early 2010s 
to FY 2030 

 Total 10＋α% 

Both cases alike envisage a margin of approximately 2% of 

GDP in the surplus as a stable basic fiscal surplus is achieved 

at the fiscal year 2030 stage after a surplus in the primary 

balance has achieved. 

Surplus achieved 

in the primary 

balance 
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Reference 2  Trends to FY 2030 
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3. Finances as envisioned in each of the cases 
 

(1) Case of curtailed expenditures 

Expenditure cuts are made so that the scale of general government expenditures 
excluding interest payments remains at a constant level relative to the size of the 
economy (about 32% against nominal GDP) beyond FY 2013. The social security 
expenditure will be curtailed according to a growth rate determined with reference to 
the current system, while other expenditures will be curtailed by the same rate, here 
with reference to the nominal growth rate. 
The state of government expenditures envisioned in this case signifies that, beyond FY 
2013, government services will be held down.  General government expenditures 
would be reduced by about 12 trillion yen (about 32% against nominal GDP) from the 
present fiscal 2005 level (about 175 trillion yen, about 34% as a percentage of nominal 
GDP, excluding interest payments). Consequently, social security expenditure is limited 
to a growth rate of about 1% compared to the case assuming the current system, while 
personnel costs, public capital formation, and "other expenditures" of that kind are 
similarly limited to a growth rate of about 1% compared to nominal growth of the 
economy. (The period average for these is about 4% and 3% growth, respectively.) The 
"other expenditures" are as a result at about 70% of FY 2004, as a percentage of GDP. 
Looking at the breakdown of general government expenditures, we find that where 
social security expenditure makes up 40% of the total for FY 2005, this figure would 
reach 50% in FY 2030. 
 
(2) Case of expenditures maintained and burden on public increased 
Beyond FY2013, social security expenditure proceeds in terms of current system 
assumptions and growth of other expenditures follows the nominal growth rate. 
According to the image of government expenditures envisioned in this case, the size of 
FY 2005 general government expenditures (about 34% of nominal GDP, excluding 
interest payments) rises to about 36% by FY 2030. Based on current system 
assumptions, social security expenditure beyond FY 2013 grows about 5% annually on 
average, and other expenditures grow at an annual rate of about 4%. The result is that 
other expenditures as a percentage of GDP are at a level approximately 80% of FY 
2005. 
The growth of expenditures here is greater than in the case of (1), however, so that the 
primary balance falls back into deficit, and the amount of government bonds and other 
such debts also tends to turn in that direction. On the assumption that a primary surplus 
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on the same order as in case (1) is maintained at FY 2030, therefore, the increase of the 
burden will be placed on the public (an increase of about 5% in consumption tax rate 
equivalent). 
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＜Assumptions in each case＞ 
(1) Assumptions of the “Reform and Perspectives” reference projection applies up to 
FY 2012 

 
 

① Social security expenditure (pensions) 
This is in accordance with the FY2004 pension system reform. 
Contribution: In the case of employee pensions, rates will be raised in annual 
increments of 0.354% from October 2004. 
Benefit levels: Adjustment following the system of fixed insurance premium levels. 
State contribution rate to the basic pension: Raised gradually to one-half by FY 2009.
Social security benefit payments (medical and nursing care) 
Healthcare costs: Envisaged as increasing at the same rate as the consumer price 
index, relative to the previous fiscal year's costs. 
Nursing care insurance: A portion of the insurance coverage would be reduced from 
October 2005. 
② Investment expenditures 
3% cut over the previous fiscal year’s are assumed to take place from FY 2006. 
③ Personnel expenditures 
The rise in overall personnel expenses is assumed to be limited from FY 2006 by 
keeping growth at 0.5% below the average increase in average wage relative to the 
previous fiscal year. 
④ Other general expenditures 
Cost of supplies: Mechanical 1% reductions over the previous fiscal year’s are 
assumed to take place from FY 2006. 
Non-general expenses: Envisaged as increasing at the same rate as the consumer 
price index, relative to the previous fiscal year's costs, from fiscal 2006 on. 
⑤ Tax system 
This is in accordance with the FY2005 tax reform and so on. 
In addition, it is assumed that income tax for the two years from FY2006 (total 1.5 
trillion yen) and consumption tax (total 1.5 trillion yen) for the remaining two years 
are raised, as to the sources of revenue for the increased state contribution to the basic 
pension.  
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(2) The assumptions for beyond FY 2013 on are as follows. 

 
【Reference: Case of government finances unreformed】 

 
 
 

【Case of curtailed expenditures】 
Growth of expenditures excluding interest payments is held down to the nominal 
growth rate. Increases in social security expenditure take place according to 
assumptions similar to those of the “Reform and Perspectives” reference projection 
noted above. Increases in "other expenditures" excluding interest payments takes 
place with reference to the nominal growth rate. These are both reduced at an 
identical rate such that the sum of the two increases is equal to the nominal growth 
rate. 
Note: Social security increases at a rate higher than the nominal growth rate, and 
items other than social security increase at a rate lower than the nominal growth rate. 
【Case of expenditures maintained and burden on public increased】 
① Increases in social security expenditure take place according to assumptions 
similar to those of the “Reform and Perspectives”  reference projection noted above.
② Other expenditures excluding interest payments increase at the nominal growth 
rate. 
③ An additional burden is placed on the people (in effect, about 5% in terms of the 
consumption tax rate; in the simulation, an increase by 2% in the consumption tax 
rate portion in FY 2013, 2% in FY 2015, and 1% in FY 2017) in order to maintain the 
primary surplus at the same level as in the case of curtailed expenditures (a surplus of 
about 2% relative to GDP at FY 2030 ). 
Both cases envisage that long-term interest rates are identical to the nominal growth 
rate and that TFP growth is about 0.7% annually. 

This is a case in which expenditure reforms are not carried beyond FY 2007, and 
which is not according to the “Reform and Perspectives”  reference projection. In 
specific terms, other expenditures excluding social security expenditure and interest 
payments are assumed to increase at the nominal growth rate. Social security 
expenditure increases according to assumptions similar to those of the “Reform and 
Perspectives” reference projection, whereby the current system remains unchanged. 
It is assumed that long-term interest rates are identical to the nominal growth rate and 
that TFP growth is about 0.7% beyond FY 2013. 
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The impact on government finances in the case of a rise in long-term interest rates 
 
Provisional estimates were made of the possible impact on government finances in the 
case that the nominal long-term interest rate increased at a rate higher than the nominal 
growth rate by 1% from fiscal 2013, both in the case of curtailed expenditures and in 
the case of expenditures maintained and the burden on the public increased. This was 
done in light of discussions in the Economic and Fiscal Prospects Working Group and 
with a view to clarifying the risk that a rise in the long-term interest rate poses to the 
reconstruction of government finances. 
 
 
 
 
 

Curtailed expenditure
case

Expenditure
maintained/public's
burden increased

case

Ratio of general government
expenditures to GDP

(approximate ％)
2 2

Potential national burden rate
against NI (approximate ％)

3 3

Primary balance of central and
local governments against GDP

(approximate ％)
0 ▲0

Savings - investment balance
of general government against

GDP (approximate ％)
▲ 2 ▲ 2

Outstanding Bond Amount
against GDP (approximate ％)

21 24

(Percentage point differences between the case of long term interest rate
equal to nominal growth rate and the envisoned cases)

FY2030

Addendum 
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History of Deliberations by the Economic and Fiscal Prospects 
Working Group 
 
Session No. 1 (September 30, 2004) 
・Procedures for facilitating the proceedings 
・Free discussion of the Economic and Fiscal Prospects scenarios and basic concepts 
・Procedures for future proceedings 
 
Session No. 2 (October 13, 2004) 
・Issues that should be considered in macro-frame study 
・New concepts and scenarios for Japan's economy and society 
 
Session No. 3 (October 27, 2004) 
・Concerning budget system reform and expenditure reform in the Koizumi Cabinet 
(Ministry of Finance hearing) 
・Concerning replacement investment in public investment (Secretariat explanation) 
・Concerning issues in government finance (Presentation by Mr. Iwamoto) 
・Free discussion 
 
Session No. 4 (November 1, 2004) 
・Approaching the investigation of government scale (Secretariat explanation) 
・Concerning issues in financial policy 
(Presentations by Mr. Kono and Mr. Feldman) 
・Free discussion of financial policies 
・Concerning social security system reform (Ministry of Health, Labor and Welfare and 
Ministry of Economy, Trade and Industry hearing) 
・Concerning the aging of the population, the social security burden, and the macro 
economy (Secretariat explanation) 
・Issues concerning social security and the declining birthrate 
(Presentations by Mr. Oshio and Ms. Oishi) 
・Free discussion of social security and the declining birthrate 
 
Session No. 5 (November 24, 2004) 
・Concerning social security and the declining birthrate (free discussion) 
・Concerning the Economic and Fiscal Prospects Working Group interim report (free 
discussion) 
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Session No. 6 (December 8, 2004) 
・Concerning the Economic and Fiscal Prospects Working Group interim report (free 
discussion) 
 
Session No. 7 (January 28, 2005) 
・Investigation directed toward the Economic and Fiscal Prospects Working Group 
report (free discussion) 
・Concerning the “Reform and Perspectives -FY 2004 revision” (report) 
 
Session No. 8 (February 22, 2005) 
・Investigation directed toward the Economic and Fiscal Prospects Working Group 
report (free discussion) 
 
Session No. 9 (March 18, 2005) 
・Consideration of the Economic and Fiscal Prospects Working Group draft report (free 
discussion) 
 

 


