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g&ﬁ » The Institute of Actuaries of Japan (IAJ) was founded in 1899. During its history

- of more than 100 years, the IAJ has strived to contribute to the sound
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1. FY 2019 Financial Verification of the public pension
(1) Japanese pension system

m Japanese pension system has the three-floor structure.

m Private pension on the 3rd floor are voluntary systems operated by companies and individuals and
generally provide fixed pension without an indexation. Lifetime pension is rare.

iDeCo | 1.21 mil. iDeCo (individual-type defined contribution pension)

_________ Corporate pension_____ | Private
|| e.88mi. | 9.4mi. |0.16mil.|}4.48 mil pension
| i i d
i DC DB Employees’ E o::lijggfs, 3r ﬂoor
i Ple:?;'gn i benefit

0.36 mil. : (B T

National I e i

Pension ' : .

Fund Employees' Pension Insurance (EPI) > Public
National Pension (NP) pension
public Dependent spouse 1%t & 2" floor
[ self-employed persons ] [ salaried workers ] [ S ] [ of a salaried worker

L 1471 mil. '

' 8.47 mil. —

44.28 mil.

As of March 31, 2019

Source: Ministry of Health, Labour and Welfare

67.46 mil.
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(2) Role of the public pension

m The public pension plays an extremely important role in supporting the elderly.

Breakdown of elderly households' income Percentage of elderly households receiving public
pension by percentage of public pension to total income

m public pension = 100%
m 80~ 100%
mworking income u60~80%
. . . m40~60%
m private pension, savings
and others " 20~40%
u(0~20%

Source: Ministry of Health, Labour and Welfare, Comprehensive Survey of Living Conditions, (2018)



1. FY 2019 Financial Verification of the public pension
(3) Financial Verification of the public pension

m Japanese public pension has shifted from DB-basis to DC-basis in 2004.

______________________________________

( )

The financing framework in 2004

O Financial Projection

» Increase in insurance premiums (Set upper limit) O M -  Slide Outlook
acro-economic shiae outioo

> Utilization of the reserve fund Burdens Benefits

o _ _ T Reserve fund 1 i \ y
» Raising the national subsidy rate National !
» Introduction of the modified indexation subsidy ac%g:z?:gto i If the replacement rate is expected to fall
as an automatic balancing mechanism Burdens | | below 50% by next Financial Verification
(Macro-Economic Slide) Premium ! (five years later), the government is
v A required by the law to examine how the
Y Y benefits and burdens should be provided.

(Couple’s NP amount + Husband's EPl amount)

The replacement rate = ) )
(The average take-home income of active males)

FY 2019 rate; 61.7% = (JPY65,000*2 + JPY90,000) / JPY357,000

Source: Ministry of Health, Labour and Welfare, FY 2019 Financial Review, (2019) 6




1. FY 2019 Financial Verification of the public pension
(4) Summary of FY 2019 Financial Verification

m The replacement rate in FY 2019 was 61.7%, and in FY 2024 it will be 60.0% to 60.9% depending

on each economic growth and labor participation.
m FY 2019 rate exceeds 50%, so no legal action is necessary at this time.

FY 2019

[ \ High economic growth
and labor participation

(Case l, II, 1)
The replacement rate

61.7%

Low economic growth
and labor participation

\_ "/ (CaselV,V,VI)

Assumption of population: medium birth, medium death

Source: Ministry of Health, Labour and Welfare, FY 2019 Financial Review, (2019)

FY 2024

é )
Case | 60.9%
Case |l 60.6%
Case llI 60.2%

. J
Case IV 60.1%
Case V 60.1%
Case VI 60.0%

At the end of adjustment

( )

Casel 51.9% (FY 2046)
Case ll 51.6% (FY 2046)
Case lll 50.8% (FY 2047)

\_ J

[ Case IV, V, VI ]
The replacement rate
will fall below 50%
before the end of adjustment.
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(5) Option Trial

m In the case of low economic growth and labor participation, or if the replacement rate of 50% is not
sufficient for the elderly, what kind of reforms will be necessary in the future?

m Option Trial is the basis for discussion and suggests a reform plan.

At the end of adjustment
( )

Casel 51.9% (FY 2046)
Case ll 51.6% (FY 2046)
Case lll 50.8% (FY 2047)
\_ . What reforms will be necessary

in the future?
What should we discuss? Option Trial

[ Case IV, V, VI ]
The replacement rate
will fall below 50%
before the end of adjustment.

Source: Ministry of Health, Labour and Welfare, FY 2019 Financial Review, (2019) 8



1. FY 2019 Financial Verification of the public pension

(6) Option A
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m Option A is Further Expansion of the EPI coverage.

(

\_

The replacement rate

(Case I, FY 2047)

~N

50.8%

J

‘ The replacement rate  The effect

A-1

Extending the coverage to non-regular employees
working on the same conditions as the current provision
except for the size of the workplace (with no more than
500 employees) > About 1.25 mil. expansion

51.4%

+ 0.6%

A-2

Extending the coverage on the same conditions as the
current provision except for the size of the workplace 51.9%
and the monthly salary > About 3.25 mil. expansion

+1.1%

A-3

Extending the coverage to the non-regular employees
earning no less than JPY 58,000 per month including

students and those working for the workplace for less
than a year > About 10.5 mil. expansion

55.7%

+4.9%

Source: Ministry of Health, Labour and Welfare, FY 2019 Financial Review, (2019)



1. FY 2019 Financial Verification of the public pension

(7) Option B

m Option B is Prolonging the contribution period and Raising the age limit for the deferral.

[

\_

The replacement rate

(Case I, FY 2047)

~N

50.8%

J

‘ The replacement rate  The effect

Prolonging the NP contribution period from 20-60 to 20-
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Source: Ministry of Health, Labour and Welfare, FY 2019 Financial Review, (2019)

B-1 65 57.6% + 6.8%
_, Elimination of reduction adjustment for employees aged 0 0
B2 o o older 50.4% - 0.4%
, Raising the upper age limit of the EPI contribution 5 5
83 period from 70 to 75 a1 e
54 Raising the age limit for the deferral of starting to ultimate ultimate
receive the old-age pensions from 70 to 75 95.2% + 44.4%
10
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and elderly

(1) Changes in the employment rate

m The total population is expected to decline, but the number of employees is expected to decline
moderately.

The employment rate (Male) The employment rate (Female)
100% 100%
80% 80%
60% 60%
40% 40%
20% 20%
0% (age) 0% (age)
\(0,@ (}9;1?‘ q(?;ﬁb rbQ;b"‘ (bb;bq bg,b?‘ bi’f@ %Qjab‘ b%,@ (bg,@‘ éf@ /\Q,@"‘ & \6}9 (19}19‘ (ﬁ;‘f? ,bg"(bb‘ rb(o,‘bQ’ @/Vb‘ b‘ff@ (ogjob‘ gf@ @,@"‘ @@/@ /\szb‘ &
==2010 (Actual) ===2017 (Actual) ===2040 (Estimated) =—2010 (Actual) =—2017 (Actual) =—=2040 (Estimated)

Source: The Japan Institute for Labour Policy and Training, Estimation of Labor Demand and Supply, (2019) 1 1



2. Current Situation in the work environment for women

and elderly
(2) Changes in the life expectancy
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m The life expectancy in Japan is expected to increase further.

(year)
30.00

25.00

20.00

15.00

10.00

The life expectancy (Age 65) (vear)
2794 100.00
26.48 —
95.00
260 90.00
19.41
75.00
70.00
1985 2015 2040 2065
(Actual) (Actual) (Estimated) (Estimated)

=—=|/ale ==Female

The life expectancy (Age 0)

91.35
89.63 S
86.98
84.95
83.27 I
80.51 80.75
74/
1985 2015 2040 2065
(Actual) (Actual) (Estimated) (Estimated)

==|\lale ==Female

Source: National Institute of Population and Social Security Research, Population Projections for Japan (Estimates for 2017), (2017) 1 2
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and elderly
(3) Health status and willingness to work

m The elderly is about 5-10 years younger than 10-20 years ago.

m Also, about 80% of age 60 and older who are currently working are willing to work longer until they
reach 65 or can work regardless of age.

(point) Physical Fitness Test score The willing to work longer
45.0 Male 12.4 Female BmAsfaras HEUpto EUpto H Upto H Upto l Others
a 441-7 ’ possible Age 80 Age 75 Age 70 Age 65
- 40.
40.0 . 39.3 39.3
: 37. 36. 36.
35.5 35.8
34.
35.0 33. 33. 33.
I 20 I I I 4% 11% 22% 14% 7%
’ 29.
30.0 I
2;0 IS NI NNS - I

S 79%
Age 65~69 Age 70~74 Age 75~79 Age 65~69 Age 70~74 Age 75~79

H 1998 m2008 = 2018
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Source: Japan Sports Agency, Physical Fithess and Exercise Capacity Survey, (2018) / Cabinet Office, Survey of Elderly People's Attitudes toward Daily Life, (2014) 1 3
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(1) Changes in corporate and individual pension

m Defined Benefit corporate pension (DB) was established as a scheme to succeed tax-qualified
pension plans and the employees' pension fund.

m Defined Contribution pension (DC) was established as a new scheme, not savings, referring to the
U.S. 401(k).

Corporate pension Corporate pension Corporate pension

2000 2017 EPF
EPF Establishment EPF Expansion
of DB and DC of iDeCo DB
Tax-Qualified DB

pension plan

Individual pension
DC (iDeCo)

Individual pension
DC (iDeCo)

14



3. Current Situation in private pension

(2) Trends in DB and Corporate DC
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m Many companies have maintained their DBs by abolishing lifetime pension and lowering pension
benefit rates. Some small and medium-sized companies have given up on DB.

® The main cause is the market deterioration.

Trends in DB and Corporate DC

(plan number)

35,000
30,000
25,000
20,000 18,393
14,296
15,000 11,706
10,000
5,008

5000 2,379

o o mm

2004.3 2009.3 2014.3

E DB ® Corporate DC

Source: Ministry of Health, Labour and Welfare / Ministry of Finance

33,138

12,952

2019.3

3.0%

2.5%

2.0%

1.5%

1.0%

0.5%

0.0%

-0.5%

-1.0%

Trends in Government Bond

2004 2009 2014 2019
30Y government bond (annual average)

=—=20Y government bond (annual average)
—10Y government bond (annual average)

15



3. Current Situation in private pension
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(3) Retirement Benefit Plans’ Coverage

m The smaller companies, the lower coverage.

B In recent years, the coverage has declined in all categories with a significant decline in categories

with fewer than 300 employees.

The 2008 survey

(company size)

30~99 employees 51.5% 18.3%
100~299 employees 51.8% 36.2% 12.0%
300~999 employees 63.9% 28.3% 7.8Y

18.4%

4.8

1,000 employees or more

16.1%

46.4%

Total

0% 20% 40% 60% 80% 100%

B Pension plan B Lump-sum payment only B No retirement benefit

Source: Ministry of Health, Labour and Welfare, General Survey on Working Conditions, (2018)

The 2018 survey

(company size)

30~99 employees iBEZS 60.5%
100~299 employees 47.8% 17.3%
300~999 employees 57.5% 34.1%  8.39Y
1,000 employees or more
Il 22.6% 55.2% 22.2%
0% 20% 40% 60% 80% 100%

B Pension plan B Lump-sum payment only B No retirement benefit

16
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(4) Individual DC (iDeCo)

m Given the difficulties in managing corporate pension, the government has been promoting the
establishment of individual DC (iDeCo), where individuals can choose to save. Currently, all insured
persons of NP are eligible to participate.

® The main merit of iDeCo are the three tax advantages.

Premiums are Investment Benefits are
deductible gains are deductible
from income tax-free from income

At the time of contribution

17
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(5) iDeCo participants

m DeCo participants has gradually increased since introduced.
m However, there are still many non-participants especially among young people.

(mil. people) Participants Age structure
1.40
1.21
1.20
1.00
B Age 30 ~ 39
0.60 l Age 40 ~ 49
0.40 B Age 50 ~ 59
0.18
0.20 0.03 0.10
2004.3 2009.3 2014.3 2019.3

Source: Information Services Agent Liaison Meeting, Defined Contribution Pension Statistical Data , (2019) 18



4. Future Issues
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m The main issues of public pension, private pension and work environment are as follows.

Public pension

Work
cnvironment

Private
pension

|
>

Public pension

Sufficiency of benefits (The replacement rate must be 50% or more) is ensured for the time being. However, the
replacement rate will decline in the future.

To address, further promote economic growth and labor participation. Conduct Optional Trial in response to changes
in the social economic environment, and discuss and reform.

Work environment

The elderly are healthier and more willing to work longer. However, it is unclear whether there is a desirable way of
working.

To address, the government should take the lead in creating the employment environment for people up to the age
70 or 75, as well as 65.

Private pension

Given the social economic environment in which small and medium-sized companies and others have given up on
corporate pension, it will be difficult for corporate pension coverage to recover. In addition, there is strong opposition
from companies to the enforcement of compulsory measures, which is not realistic.

iDeCo has plenty of room for expansion. However, it is not expected to spread widely because it is voluntary.

19
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5. Solutions in Japan @

m In order to promote private pension, it is necessary to establish a scheme that is as enforceable as
possible.

m "Auto Bridged Pension" as a scheme to solve the problem of retirement income are as follows.

Bridge from corporate pension to individual pension

Auto Bridged N _ . . > -
Pension @ Participants transfer their assets to iDeCo once a year automatically IDeCo

@ Participants' withdrawal @ Tax Refund (Premiums are deductible from income)
from the DB is possible

@ Investment gains are tax-free

@ @ Return the investment
Benefits are deductible from income

profit of the DB to companies

@ Companies withdraw the premium

Company from the payroll and aggregates it Employee

into the single DB
“ J @ Applies to all employees

20
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6. Suggestions to other countries

m Three Areas (Public pension, Private pension, Work environment) vary by each country.

m If the burden is too high in one area, the overall balance would be lost. The reform of the three
areas should be conducted according to the social economic environment.

m What is needed is for the people to understand how to allocate the burden in the three areas.
m Actuaries should be actively involved to ensure that discussions are conducted properly.

Public Public
pension pension

Public pension

Work Private Work Private Work Private
environment pension environment pension environment pension

21
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Contact details :
1-6-1, Marunouchi, Chiyoda-ku, Tokyo, 100-8240, Japan
kenji.kusakabe@mizuhotb.co.jp

See you in Tokyo!
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Disclaimer:

The views or opinions expressed in this presentation are those of the authors and do not necessarily reflect
official policies or positions of the Institut des Actuaires (IA), the International Actuarial Association (IAA) and
its Sections.

While every effort has been made to ensure the accuracy and completeness of the material, the 1A, IAA and
authors give no warranty in that regard and reject any responsibility or liability for any loss or damage
incurred through the use of, or reliance upon, the information contained therein. Reproduction and
translations are permitted with mention of the source.

Permission is granted to make brief excerpts of the presentation for a published review. Permission is also
granted to make limited numbers of copies of items in this presentation for personal, internal, classroom or
other instructional use, on condition that the foregoing copyright notice is used so as to give reasonable
notice of the author, the IA and the IAA's copyrights. This consent for free limited copying without prior
consent of the author, IA or the IAA does not extend to making copies for general distribution, for advertising
or promotional purposes, for inclusion in new collective works or for resale.



