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Introduction

Declining per capita GDP growth in G7 countries has
been prominent since the 1990s or the early 2000s. The
Growth Commission discussion paper by Douglas McWil-
liams and Shanker Singham in April 2023 provided a broad
overview of the factors for the decline, including the ef-
fects of macroeconomic policies and regulatory aspects.

In this paper, we focus on the demographic impacts on
economic growth. The demographic shifts here mean
that the share of the old cohort in the total population in-
creases or the average age rises over time because of
increased life expectancy and a decline in fertility. Of
these two forces, the significant decrease in the total fer-
tility rate over the last half-century is primarily responsi-
ble for the population aging in most developed countries.

Declines in fertility produce a long-term falling ratio of

? Weil, David N., “The Economics of Popula-

tion Aging” in Mark R. Rosenzweig and Oded youth dependents to the working-age population, resulting
Stark, eds., Handbook of Population and Fami- . “ . R ” H .

\ Economics. New York: Elsevier, 1967. in a “Demographic Dividend.” However, it eventu?lly rais-
®  Bloom, D. E, D. Canning, and J. Sevil- es old-age dependency as a “Demographic Drag.” Both
o (200%) The Demograpni Divdend: 2 New affect economic growth through the impacts on the labor
erspective on the Economic Consequences

of Population Change, Santa Monica, CA: markets, household savings, and social security budgets.

Rand Corporation.
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The most crucial process of aging affecting economic
growth is the distortion from the existing tax, social security
contributions, and various regulations. Those established
in the past periods of the abundant productive age popu-
lation have become rapidly obsolete in an aging society,
requiring many policy reforms. Still, these reforming pro-
cesses are often too slow and too late in many developed
countries.

Among the G7 countries, demographic impacts on eco-
nomic growth can be better observed in Japan, where de-
mographic changes are proceeding more rapidly, and its
GDP growth has declined most significantly. The average
real GDP growth fell from 4 percent in the 1980s to 1 per-
cent in 1990 to 2020, yet no sign of recovery exists:

People may wonder why aging, which is essentially a long-
run, continuous process, is indicated as a significant cause
for the decline in economic growth in the specific periods
since around the 1990s. It is because of the aging of a
large cohort of the baby boom generation with quite a high
fertility rate right after the Second World War. More than 70
years after WWII, most of the baby boom generation are
in retirement age, burdening the working-age population in
major developed countries.

There are three major research questions: To what extent
do demographic changes slow economic growth, to what
extent does the effect depend on variation in people’s func-
tional capacities, and to what extent do the policies offset
the negative impacts?

The first section introduces Kotschy and Bloom’s recent
NBER paper on population aging and productivity growth
and an interpretation of the “productivity puzzle” in the Unit-
ed Kingdom and Japan. A review of the significant char-
acteristics of demographic development follows this. The
third section is on the labor markets in which demographic
changes directly affect the participation of female and old-
er workers. Finally, the policy options against the negative
impacts of aging are examined. The major conclusion is
that the demographic factors do matter. Still, the negative
consequences will depend on to what extent the expanding
social security expenditures are under the control of appro-
priate policies.

¢ It was initially called “the Lost Decade” in
the 1990s, compared with the high growth in
the preceding periods, but is already “the Lost

Three Decades” in the 2020s.
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1. Retrospective and
Prospective Approach

Kotschy and Bloom (2023)" made the most recent empirical
analysis on the demographic effects of aging, using large
volumes of time series and cross-section data. The con-
ventional view of aging results in retrospective predictions
of economic stagnation due to shrinking populations. How-
ever, an alternative perspective on aging focuses on ex-
panding the economic activity of old people with longevity.

In the conventional view in a retrospective approach, a
contractive share of the working-age population adversely
affects economic growth by 0.8 percentage points from the
baseline of 2.5 percent growth through inflationary pres-
sure or economic stagnation. However, the prospective
approach slows the negative economic growth by 0.4 per-
centage points by assuming that a certain portion of older
people stay in the labor markets as they are more active
and healthier, partly offsetting the above negative impacts.
Of course, it depends on how much social institu-
tions or labor market practices will activate older peo-
ple’s work incentives. Thus, discussing the demo-
graphic impacts on economic growth is not simple.
Substantial gains are expected from policies that en-
able older people to remain economically active and re-
strain pensions and health costs for aging populations.

Another OECD review°® found that aging directly im-
pacts productivity growth, with the effect being concen-
trated in urban areas. One possible explanation is that

5 Rainer Kotechy and David E, Bloom, Pop- cities specialize in sectors, such as tradable services,

ulation Aging and Economic Growth: From where the content of tasks makes it difficult to auto-
Demographic Dividend to Demographic Drag? f : :
NBER Working Paper 31585, 2025, mate stages of the production process and where busi-
¢ Federica Daniele, Taku Honiden and ness dynamism= negatively aﬁ:eCted by demograph_
e o - orch o b ic change, is a more solid driver of productivity growth.

batting the economic impact of ageing
through productivity growth? OECD, 2019.
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Demographic impacts are already observable in the “Pro-
ductivity Puzzle.” There is a break in the long-term trend
in UK productivity after the Global Financial Crisis. Among
the various explanations, the demographic factors can par-
tically explain the puzzle (Figure 1). Demographic factors
directly affect the decline and aging of the workforce while
indirectly discouraging business activities through various
regulations established in the past and not adopting the
changing social needs.

Figure 1: U.K. Output Per Hour Worked
(Index where 2007 Q4 = 100) (Source: ONS)
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Source: Jessop (2023)

To explain the productivity puzzle in Figure 1, we run the
regression in OLS, explaining the GDP per hour worked by
time trend and old-age dependency rates in both the UK
and Japan. GDP per hour worked here is a better indicator
than per capita GDP for measuring productivity, accounting
for an increasing share of part-time workers. The regres-
sion results are significant, and an increase in the old-age
" Anincreasing share of part-time workers in dependency rates explains the trend decline in productivity
the total labor force is likely to lower the per around the 2000s in both countries (Figures 2 and 3, Table

capita GDP growth with no adjustment of work-
ing hours. 1 )
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(Table 1) Regression Results

U.K. T-value Japan T-value
Intercept 54.8264 20.10955 16.5064 55.728
Time Trend 0.931844 56.04537 1.06952 34.86739
Old Age Dependency |[-1.26802 -11.27 -0.4213 -11.981
Ratio
R2 0.993114 0.993756
Sample 51 51

Source: OECD database
https.//data.oecd.org/Iprdty/gdp-per-hour-worked.htm
https://data.oecd.org/pop/old-age-dependency-ratio.htm
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2. Demographic Development

Declining and aging populations are common phenomena
in virtually all OECD countries. Initially, infant mortality de-
clinesfaster thanfertility, producing many young dependents
that tend to depress economic growth. However, economic
growth can take off once the fertility decline accelerates and
these young people move to the working-age population.
The growing young labor supply with higher education pro-
motes the productivity of manufacturing or service industries.

A striking feature in the case of Japan is the high speed
of demographic changes with the aging of the baby-boom
generation. Itis closely related to the rapid economic devel-
opment in the postwar period. The high economic growth
resulted in a substantial decline in fertility rates and a rapid
rise in the life expectancy of the elderly. Gary Becker ex-
plained this decline in fertility rates as increasing investment
in education for fewer children with an increase in household
income or the substitution between the quantity and quality
of children’. In Japan, 2.7 million babies were born in 1947,
but it has continuously declined to 0.76 million in 2023. Also,
the average life expectancy significantly increased from
50.1 to 81.1 for males and 54.0 to 87.1 for females between
1947 and 2023, largely reflecting improved living standards.

The declining number of children and the increasing
longevity are brought about by a high rate of econom-
ic growth, which resulted in a rapid aging of the Jap-
anese population. It is amplified by the shift from the
economy with the lowest to the highest old-age depen-
dency ratio in the G7 economies within five decades,
which has significant economic implications. (Figure 4).

¢ Gary Becker, An Economic Analysis of the
Family, Economic and Social Research Insti-
tute, 1986.
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Figure 4

Old-age Dependency Rates
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The decline in the fertility rate in the initial phase of the
demographic shift entails a fall in the total dependency ra-
tio by an increasing working-age population and a smaller
number of children as the “demographic dividend.” How-
ever, it is more than offset by a rising old-age dependency
rate as the baby-boomers eventually move into retirement
age. This results in higher total dependency rates as the
“demographic drag.”

Japan’s total dependency rates fell until the 1970s, stab-
lised for two decades, and have steadily increased since
the 1990s. These three phases roughly correspond with
the periods of the average real GDP growth of 10 percent,
4 percent, and 1 percent, respectively (Figures 5 and 6).
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Figure 5
Japan’s Dependency Ratios
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Figure 6

14 Japan's long-term economic growth rates

1956 1966

An extension of average life expectancy is a significant
factor in increasing old-age dependency. Japan belongs
to the highest life expectancy country group and is still
projected to grow further. The high life expectancy is obvi-
ously desirable reflecting the high level of nutrition, better
income disparity, and health and safety social conditions.

Why do these favorable social factors adversely af-
fect per capita GDP growth? This is mainly because
several fiscal and regulatory frameworks were estab-
lished in the past periods with abundant labor forces
that have yet to be revised accordingly in the aging so-
ciety. We will discuss them in the policy section below.

10
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3. Demographic Impact on
the Economy

The implications of rapid changes in demographic factors
on economic growth are profound for the labor markets,
government finances, healthcare, and welfare systems.

3.1 Labor Market Impact

In most OECD countries, the total fertility rates’ are below
the replacement rate in 2021. Among them, Japan’s fertility
rate is 1.30, compared with 1.58 for the United Kingdom
and 1.64 for the United States. An obvious consequence of
the fall in fertility rates below 2.1 is an eventual decline in
the working-age population. It peaked in 1995 and contin-
uously declined by 14 million in 2020, or minus 0.7 percent
of growth annually. In addition, the labor force reserves in
the primary industry, the exploitation of which had facilitat-
ed employment growth in other sectors in the past decades,
are almost exhausted in Japan.

However, increased labor force participation can partly off-
set the negative impacts of the declining population growth.
The rise in older workers’ participation rate is mainly due to
a rising life expectancy. It is partly attributed to “age-friendly
jobs,” which are more suitable for older workers, such as
human resources management and insurance sales.’

A particular feature of the Japanese labor markets is older

" Atotal ertity rate of 2.1 children per wom- people’s high labor force participation, reflecting their high-
an ensures a broadly stable population if she . " . . .
lives to the end of her childbearing years. er life expectancy. In 2021, the labor force participation
10 .

Acemoglu, D., N. . Muhlbach, and A. rate of people aged 55 to 64 was 77 percent in Japan, com-
J. Scott (2022): “The Rise of Age-Friendly . . . .
Jobs,” Journal of the Econormics of Ageing, 23, pared with 65 percent and 62 percent in the United King-
100416 dom and the United States, respectively (Figure 7).

" A rising life expectancy implies that older
workers become healthier and have to work to

save more for a longer retired life.

1



Discussion Paper March 2024

Figure 7

Labor Force Participation Rates of age 55 to 64
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Female labor force participation rates in Japan are gen-
erally lower than males, and there is a possibility of
catching up to the males’. In particular, the female par-
ticipation rates at ages 25 to 40 were relatively low due
to child-raising. They have gradually risen recently
and are almost flat at 80 percent in 2022, and it seems
there is no more room for further increase (Figure 8).
Figure 7
Female Labor Force Participation Rates in Japan
3K 2022 1990
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Source: Ministry of Health Labor and Welfare, Labor Force Survey

12
© The Growth Commission, 2024



The Growth Commission

However, the female labor force participation pattern large-
ly differs between the single and the married. An increas-
ing share of single women whose labor force participation
rates are as high as men’s has pushed up the average fe-
male participation rates. On the other hand, the participa-
tion rates of married women have risen but are still low at
70 percent (Figure 9).

Figure 9

Female Labor Force Participation Rates by Marital Status (2022, %)
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Source: Ministry of Health Labor and Welfare Labor Force Survey

This indicates a trade-off between the policy targets of pre-
venting declining fertility rates and utilizing the female labor
force. An increasing share of single women encourages
higher labor force participation, but it lowers fertility rates,
as 98 percent of babies are still born to married couples in
Japan. Indeed, the declining fertility rate is not mainly due
to fewer children per family but a decreasing number of
marriages in the younger generation. The government en-
courages married women to have more babies while stay-
ing in the labor market by providing better maternity leaves
and nursery schools (see policy section below). Declining
fertility rates in the last decade have been common in G7,
with 1.56 in the U.K., 1.66 in the U.S. compared with 1.30
in Japan.

13
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3.2 Capital Market Impact

Itis well expected thata country undergoing population aging
should “save forits old age,” that is, accumulate extra capital
during the period of low dependency to maintain a smooth
path of consumption into the period of high dependency.

This is to the extent that individuals have a lifecycle
savings pattern of accumulating while employed and
withdrawing after retirement.” Based on the average
relationship observed in OECD countries, aging gener-
ally hurts the household saving ratio (Figure 10). Var-
ious non-economic factors influence household sav-
ing behavior and are difficult to predict for the future.

Figure 10

Elderly Ratio and Household Saving Ratio in OECD
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" The household saving ratio of the elderly is
relatively high in Japan. This is partly due to the
high rate of co-habitants of the Japanese poor
elderly with their children’s families, resulting
in relatively high-income elderly represented
on household statistics. See Michael Hurd and
Naohiro Yashiro ed. The Economic Effects of
Aging in the United States and Japan, NBER.
1997.
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The extent to which population aging affects household
savings depends on people’s expectations as longevity
rises.” The estimated demographic drag in OECD coun-
tries is smaller under the prospective-aging scenario, which
incorporates expected increases in remaining life expec-
tancy, than under the retrospective aging scenario, which
abstracts from them.

The projected decline in labor force growth will likely impact
investment demand. On the one hand, it stimulates factor
substitution, entailing a trend increase in the equilibrium
capital-to-labor ratio, for example, replacing a worker with
labor-saving machines. Conversely, fewer contributions to
the labor force need to be equipped with capital, reducing
the investment-to-GDP ratio. Thus, the decline and aging
of the population growth on the overall saving-investment
balance is highly uncertain.

The above discussion is based on the case of a closed
economy, and many developed countries can easily fi-
nance the capital from abroad. However, in practice, net
financial flows among countries tend to be far smaller than
a model of perfectly open capital markets would imply.*

3.3 Fiscal Impact

In developed countries that are aging rapidly, government
transfer programs are a significant source of support for
dependent elderly. Population aging also reduces govern-
ment revenue. Putting these tax and spending effects to-
gether, the impact of population aging would raise the tax
 Rainer Kotschy and David E. Bloom., Pop- rate required for government transfers on a PAYGO basis
ulation Aging and Economic Growth: From from 16% in 2000 to 21% in 2030 in the United States.”

Demographic Dividend to Demographic Drag?
NBER Working Paper No. 31585, 2023.
" Brooks, Robin, “Population Aging and Glob-
al Capital Flows in a Parallel Universe,” IMF
1Staff Papers, 50:2, 2003.

Burtless, Gary, “Cross-National Evidence
on the Burden of Age-Related Public Transfers

and Health Benefits,” Working Paper 2006-6,
Center for Retirement Research at Boston
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The expansion of the public sector in the past decades has
been a general phenomenon in OECD countries, associat-
ed with the aging of the population. Countries with a relative-
ly higher share of elderly people have a larger government
sector. There are various reasons for this. First, an increas-
ing ratio of pension beneficiaries to contributors results in a
higher ratio of pension expenditures to GDP. Second, as the
incidence of sickness or being frail elderly tends to rise sharp-
ly with increasing age, medical and nursing care expendi-
tures will expand rapidly with the aging process (Figure 11).

Figure 11

Elderly Ratio and Health Care Expenditure to GDP
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However, the people’s health conditions affect intra-coun-
try differences in healthcare expenditures. In this re-
spect, the overweight and obese population ratios in the
OECD Health Date are good indicators of potential ill-
ness across the country. These ratios in G7 countries in-
dicate that an extremely high level of US health expendi-
tures to GDP could partly be explained by its large share
of overweight people in the total population. On the con-
trary, the modest level of Japan’s healthcare expenses
could be lowered further by accounting for its relative-
ly small share of the overweight population (Figure 12).

16

© The Growth Commission, 2024



The Growth Commission

18
16
2
e 14
2
2 12
e}
s
u% 10
£ 8
(&S]
£ 6
3
T a4
2
0

16

OECD, The taxation of labour vs. capital

income, 2023.

Figure 12
Overweight Ratio and Health Care Expenditures
to GDP in G7 Countries
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Third, as older workers have a higher probabili-
ty of being unemployed, and their duration of unem-
ployment is wusually longer than average, expendi-
ture for unemployment compensation is higher, too.

3.4 Effect of Tax Policy

Financing the expanding social security expenditures
with aging, the tax burden has increased historically.
Notably, the taxes on corporate profits or capital gains
would increase the cost of capital and discourage in-
vestment, thereby tending to lower economic growth’

17
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The Japanese government maintained a high corporate tax
rate of 50 percent in the early 1990s. However, with the
globalization of economic activities and tax competition, the
government subsequently lowered the corporate tax rate to
30 percent, including local tax 2016. The corporate tax level
is comparable to other major OECD countries (Figure 13).

Also, a 20 percent capital gain tax was introduced in the
1989 Tax Reform. Still, it is a flat rate with separate taxation
from other countries and favours high income households
under progressive income taxation. It is comparable to
that in the United Kingdom and other European countries’

Figure 13
Statutory Corporate Income Tax Rates
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v OECD, Taxation of Capital Gains on Indi-

viduals, 2006
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4. Policy Options

The observed decline and aging of the population are often
considered negative phenomena. However, they are es-
sentially the result of individual rational decisions. Declin-
ing fertility is based on the family’s logical choice to invest
in higher education for fewer children, which is typically
observed behavior in many developed countries. Also, an
increasing life expectancy is undoubtedly desirable for indi-
viduals and families. A policy failure causes these rational
people’s behavior to become social problems by maintain-
ing out-of-date regulations that do not accommodate de-
mographic changes.

Many of the undesirable repercussions of population aging
can be cushioned or offset by appropriate policy measures.
An increasing old-age dependency ratio requires an eco-
nomically active population to support a more significant
number of non-active populations. A key concept here is
an “age-free” principle. The conventional definition of “the
elderly” as those aged 65 and above does not account for
the vast differences in life expectancy across countries.
Also, individual differences in health or working capabili-
ties become broader with age. Thus, age-discriminatory
employment practices become more inefficient and unfair
in an aging society. For example, mandatory retirement is
prevalent in Japan. The various policy options to deal with
these problems will be discussed below:

A comprehensive approach is needed to reduce various
costs of aging and promote inclusive growth in an era of de-
mographic change.” They are improving the design of pub-
lic pensions, incentivising private savings, and enhancing
the efficiency of health care provision. Also, they expand
the coverage of social security systems, promoting employ-
ability and skills of older workers and striving for a better
labor market inclusion of women, youth, and migrants.

" Dorothée Rouzet, Aida Caldera Sanchez
and Oliver Roehn, Fiscal challenges and in-

clusive growth in ageing societies, OECD Eco-
nomic Policy Paper September 2019 No. 27.
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In the case of Japan, with a rapidly aging population, the
share of the elderly will reach close to 40 percent of the
population in 2050, and each population of age 20 to 64
has to support 0.8 elderly person. The gloomy situation
could be vastly improved if we change the definition of the
elderly to those aged 75 and above, and the new support-
ing ratio will be just 0.4. This is mainly because of the large
volume of people aged 65 to 74, shifts from being support-
ed to supporting one (Figure 14 ). This is not necessarily
unrealistic accounting for an increasing longevity and high
labor market attachment of the Japanese older people.

Figure 14

Elderly Population and the Ratio to Total
Population in Japan
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4.1 Labor Market Policies

Policies facilitating the better utilization of the existing la-
bor force can increase the employment of married women
and older workers, thereby stimulating their labor supply.

20
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4.1.1 Married Women

The first is encouraging more women in the labor market
and providing them with better-quality jobs. The Japanese
government offers maternity leaves for a year or more and
guarantees more than 50 percent of their previous wag-
es through public employment insurance.” Also, after the
maternity leave, the nursery schools are expanded to
encourage working parents to stay in the labor markets.

Still, 30 percent of married women quit the firms when
they have their first child without using generous pub-
lic support. This is because most working married
women cannot afford the Japanese work style of long
working hours and frequent job rotations. After their chil-
dren grow up, they eventually return to the labor mar-
ket, but few full-time employment opportunities exist.
This results in a trade-off facing Japanese women between
pursuing their work career with no children and raising their
children at home. It implies that the government also fac-
es a trade-off between preventing declining fertility rates
and underutilizing the female labor force. The govern-
ment had set the target of achieving 30 percent of women
in leadership positions by 2020 but postponed the target
based on the actual 10 percent. The achievement of the
target is difficult without modifying the current employment
practices requiring “greedy jobs” to full-time workers. The
government recently encouraged men to take maternity
leave as a first step to changing the male workstyle. This
is effective for Japan, with just 17 percent rates of mater-
nity leave of men compared with 80 percent for women.

19 The firms do not have to pay wages during

maternity leaves, and the employee receives
benefits comparable to unemployment com-
pensations.

% Claudia Goldwin., Career and Family, Princ-
eton University Press, 2021
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4.1.2 Older Workers

Policy action to ensure employment opportunities for older
people could mitigate the decline in the labor supply. The
conventional old-age dependency ratio assumes that indi-
viduals 65 and older will automatically retire from the labor
force. However, Japan’s labor market participation rate of
65 to 69 is 63 percent for males and 42 percent for females
in 2022, which is much higher by international standards.

On the other hand, older workers face mandatory retirement
at the age of 60 in most cases’” This compulsory retirement
practice is a typical example of discrimination by age and
is prohibited in many other developed countries. Still, it is
a significant obstacle in Japan to better utilization of older
people who want to stay longer in the labor markets. The
government obliges firms to re-employ the workers after
mandatory retirement up to age 65. In most cases, they are
employed in a fixed-term contract with wages on average at
60 percent of the peak level, regardless of their job capability.

Abolishing the mandatory retirement practice is difficult for
Japanese firms. This is because of the practices of se-
niority-based wages and employment security, which keep
the skilled workers in the firm, and they must be terminat-
ed at somé age. Also, mandatory retirement is a rare op-
portunity for firms to dismiss unproductive workers. The
OECD'’s indicator for employment protection includes Ja-
pan in the group of quickly dismissed employees like the
United States. However, it is misleading as they do not
account for the restriction by unpredictable case laws. In-
troducing the law for monetary compensation for dismiss-
als would make the procedure more transparent and re-
duce uncertainty, leading to greater labor market erxibiIityfs

Alternatively, if Japanese firms end these practices of senior-
21 |1 Japan, most firms set the mandatory re- ity-based wages or long-term employment assurance, they
tirement at age 60, as that below the age of 60 no longer have to depend on mandatory retirement. The

is not allowed by the law.

% duard P. Lazear, “Why is there mandatory governmentintroduced the “equal pay for equal work rule” to
retirement?", Journal of Political Economy, Vol. revise partly the seniority wage rule. Also, it will reduce the fa-
87, No. 6 (Dec., 1979), . .

%\ aohiro Yashiro, ‘Dismissal Compensation vorable tax treatment on considerable lump-sum retirement
and Labor Mobility in Japan,” in Tatsuo Hatta benefits based on the seniority rule. It encourages labor mo-

and Shinya Ouchi ed., Severance Payment

and Labor Mobilty, Springer, 2018. bility, as the lump-sum benefits are not transferable to oth-

er firms to discourage employees from quitting voluntarily.
22
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4.1.3 Employment Practices

One of the significant factors for Japan’s good macro-
economic performance in the past is the well-function-
ing labor markets, particularly its low unemployment rate
and high productivity growth. However, the rapid aging of
the labor force will significantly impact the labor market’s
performance. Long-term employment security and the
seniority-based wage structure were established when
the share of young workers in the labor force was much
larger than today. The projected rapid rise in the ratio of
old to young workers will reduce opportunities for promo-
tion based on seniority rules, lowering the flexibility within
a firm. The development of a high current level of labor
force participation largely depends on how quickly employ-
ment practices change according to demographic shifts.

Japanese employment practices have been essential
in “profit-sharing” between firms and firm-based labor
unions. However, they are unsuitable for a declining share
of union membership below 20 percent of recent. Most
of the increasing labor force of married women and old-
er workers are underpaid and outsiders of the firm-based
labor union, resulting in dual labor markets” Current em-
ployment practices are counter-productive and have to
change with the declining and aging of the population to-
ward job-based wages and more flexible working styles.

# Naohiro Yashiro, “Myths about Japanese
employment practices: An increasing insider—
outsider conflict of interests”, Contemporary
Japan 23 (2011).
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4.2 Public Pension

As the share of older people increases, reforming the pub-
lic pension should be more savings-based system. Also,
the upper age boundary of working life — using 65 as a
reference — will have to increase substantially to prevent
the decline in the relative size of the labor force.” Among
OECD countries, the majority have some automatic adjust-

26

ment mechanism in pensions to deal with aging (Figure 15)

Figure 15

Automatic adjustment mechanisms in
pensions are crucial to deal with ageing

Multiple mechanisms:
11 countries, of ’ No mechanism:

which 7 link 14 countries

statutory retirement
age to life expectancy

Only balancing
mechanism: AAMS Funded
4 countries defined contribution:

I 7 countries

|

Only benefit adjustment:
2 countries —I

Compared with repeated reforms, AAMs make pension
adjustments less erratic, more transparent and equitable,
but one-third of OECD countries don’t use them.

Japan’s public pension was initially established as a
funding scheme, or each generation saves for retire-
ment. However, the system gradually moves to a de
facto pay-as-you-go scheme by shifting most of the
savings of the working generation for the future to the
5 OECD, Promoting as Age-Inclusive Work existing retired people. This brings about growing in-

force; Living, Learning and Earning Longer, ter-generational inequality, with the demographic shift-

OECD, 2020. H H _ H
5 0aD, Ponsion at a Glance 2021 ing to a more elderly and less working-age population.
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The best way to moderate inter-generational excessive
transfers is by raising the statutory age of pension eligibility
according to an extension of life expectancy. This increas-
es the “equivalent retirement age,” which is necessary to
maintain the financial balances of the pension insurance
scheme, given statutory benefits and contributions. With an
increasing life expectancy, the duration of receiving pen-
sion benefits automatically increases, and extending the
pension eligibility age is a reasonable solution.

Japan’s statutory age of pension eligibility is fixed at age
65, which is too early compared to 67 in Germany and the
United States or 68 in the United Kingdom, accounting for
the highest life expectancy of the Japanese, the statuto-
ry age of public pension eligibility should be raised to 70,
which is equivalent to that of Australia, with a similar level
of life expendtancy to Japan.

4.3 Public Healthcare

An expansion of healthcare expenditures will be more sig-
nificant with the combination of population aging and de-
velopment in medical technologies. The government must
set a clear defense line for expanding public healthcare
services mainly arising from the diseases associated with
adult lifestyle habits.

In this respect, the reform of the payment system is crucial.
Japan has 12.6 hospital beds per 1,000 population, more
than the OECD average of 4.3. The average length of stay
in the hospital is 16.0, more than 6.1 in the US and 6.9
in the UK. This is mainly because of the “fee for service®
payment scheme and the patient’s “free access to health
services with no gatekeepers” Those generous schemes
established at the time with a small share of older people
in the population become wasteful in an aging society. As
Japan lacks general practitioners (GPs) in the UK, many
old patients with multiple diseases freely go to various clin-
ics or hospitals. Average number of in-person doctor con-

“"" The temporary pension eligibity age has sultations per person is 11.1 compared with the 6.0 in the
pecn raised every free years and wil reach to OECD average in 2021. This is convenient for patients but
age of 65 in 2025. . . . . 2 . . . .

* David A. Wise and Naohiro Yashiro ed., is costly in the aging society. Still, introducing the GPs in

Health Care Issues in the United States and

Japan, NBER 2006, Japan faces strong resistance from the private healthcare

doctors’ association.
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4.4 Housing Policy

Housing policies in Japan have focused on the quantita-
tive supply of houses for a wide range of targeted groups
and public rental houses.” The total population has recently
decreased, but the concentration is in the urban areas. As
people age, a balance must be struck between new con-
struction and activating existing housing stocks, in particu-
lar rural areas with an increasing number of vacant houses.

Currently, no specific zoning policies are taken except
for the colleges in the Tokyo 23 ward that attract young
students. In the urban area, apartment construction has
been active, replacing traditional small wooden houses.
Those apartments are mainly for families with both hus-
band and wife work full time. Young people find small one-
room apartments for rent or stay at their parents’ housing.

Those who migrated from rural areas have gotten old-
er and are now concentrating in the urban area. There
is an increasing need for nursing care for frail elder-
ly people living in their own housing. The govern-
ment urges them to move into apartments for the el-
derly, making the nursing care service more efficient.

% Masahiro Kobayashi, “The Housing Market
and Housing Policies in Japan”, ADBI Working
Paper Series No.558, 2016
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Conclusion

There is much uncertainty in the above analysis on the
demographic impact on economic growth.” The first is the
expected fruits of technological innovations on per-capi-
ta income and its growth rate, offsetting the adverse ef-
fects of population aging. The second is the variation of
individual capacity, such that an increasing life expec-
tancy does not necessarily account for good health con-
ditions, putting more burden on long-term care. The
third is the risk of “Silver Democracy.” A rising num-
ber of elderly people can pressure the adequate provi-
sion of pensions, healthcare, and long-term care,” which
might increase taxes and further slow economic growth.

Nevertheless, the policy direction towards the aging of the
populationis clear. As the aging of the population proceeds in
the G7 countries, a growing working-age population, which
had been a source of economic growth, turns into declining
and discourages economic growth. It means that the for-
mer demographic dividend becomes a demographic drag.

However, the aging of the population is different from a
natural disaster. Still, it results from people’s rational deci-
sion to invest in fewer children and live longer and health-
ier lives. The negative impacts of population aging could
be offset by encouraging people to work longer to keep
the ratio of the retured to the working population constant.

Akey is a labor market policy for stimulating and supporting
female labor force participation, particularly of the child-rais-
ing age. Also, encouraging the labor market attachment of
older people is essential to access more “age-friendly jobs”
and remove age-discriminatory employment practices. Im-
proving the “quality” of the labor markets by accepting diver-
sified workers with age- and gender-free principles is critical.

The social security system should be reconstructed to a
more extended living lifestyle. Moving the statutory pen-
sion eligibility age automatically according to the aver-
age life expectancy is desirable. Those who wish to retire

@ | otschy and Bloom (2023). earlier can receive the pension benefits on an actuarial-
*' Rouzet, D, A. C. Sanchez , T. Renau, ly-fair principle. The government’s provision of healthcare
and O. Roehn (2019): “Fiscal Challenges and . . .. . .

Inclusive Growth in Ageing Societies,” OECD services should set specific limits against an explosion
Economic Policy Papers 27, OECD. caused by aging and medical technology developments.
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