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Comprehensive Solutions to the Declining Benefit Level
of the Basic Pension

NAKASHIMA Kunio*

Abstract

This paper explains the background and impacts of the declining benefit level of the Basic Pension
(BP), and provides possible solutions to improve the current BP system. When the 2004 Pension Reform was
undertaken, the automatic benefit adjustment was projected to end in FY2023 for both the BP and the
earnings-related pension (EP). However, after the 2004 Actuarial Valuations, the ultimate benefit level of the
BP has declined more than expected in 2004 so that BP’s adjustment period has been extended. This can
heighten the likelihood of the beneficiaries who receive only BP to be welfare recipients. In addition, it can
cause regressive declining of the public pension benefit level because those with lower salary in active
employment period face the larger reduction of the ultimate benefit level. This regressive declining of the
public pension benefit level was caused by the compound impacts of structural factors of the pension finance
scheme and environmental factors due to deflation. The government has worked to resolve environmental
factors in the past pension system revisions, and the concern will be smaller if the coverage of the EP is
expanded. In addition, the governments would need to tackle fundamental structural factors causing
regressive issues so that it will be easier to achieve the targeted ultimate benefit level even under the limited
economic growth rate. On the other hand, to avoid large decline of the ultimate BP level, the burden on the
national treasury could increase. The government should concern the options which have great impacts to
solve the challenges as well as to secure financial resources.

Keywords : Basic Pension, Public Pension Finance, Automatic Balancing Mechanism
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