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The ESRI International Collaboration Project 2016/17
“Empirical Analysis on Population Decline
and Aging in Japanese Economy
(The Effects on Macroeconomic Economic Growth)”
Introduction

Shin-ichi FUKUDA, The University of Tokyo

Recently the world economy came to have growing concern that population aging would be
one of the most serious structural constraints for sustainable economic growth. In particular,
the population of Japan is rapidly aging and shrinking at unprecedented speed. According to
National Institute of Population and Social Security Research, population over 65 years old
will account for 40% of the total population by 2050. Many economists argue that this will
have substantial negative impacts on the Japanese economy. Aging society accompanied by
population decline will have more serious impacts on the Japanese economy after 2035 when
most of the second-generation baby boomers (baby-boom juniors) will have retired. Without
effective policy actions, it is likely that more pessimistic views on the Japanese economy will
prevail in near future.

However, without rigorous analysis, we cannot derive definitive conclusion on how serious
impacts the population decline will have on the Japanese economy. This special issue thus in-
cludes one review paper and eight analytical papers on the related topics. The review paper
discussed recent development of economic growth models with population decline. Each of
the eight papers analyzed macroeconomic effects of population aging from varieties of per-
spectives.

The paper by Horioka and Niimi analyzed the saving behavior of elderly households in Ja-
pan in order to shed light on the impact of population aging on the household saving rate. It
showed that the saving rate of the working elderly is positive but lower than that of younger
households, while that of the retired elderly is negative and high in absolute magnitude. The
wealth decumulation rate of the retired elderly has shown a moderate increase over time due to
reductions in social security benefits. The retired elderly are decumulating their wealth but
not as rapidly as predicted by the simple life-cycle hypothesis. These findings imply that, as
Japan's population ages, her aggregate household saving rate will continue declining but that

the wealth decumulation rate of elderly households will remain relatively low.
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The paper by Tanaka investigated whether a rapidly growing aging society can achieve suf-
ficient human capital accumulation when the choice to take recurrent education is left to the
private sector. Using an OLG model where human capital is accumulated through recurrent
education as well as tertiary education, it showed that the impact of mortality rate on recurrent
education depends on the relation between tertiary education and recurrent education. If tertia-
ry education and recurrent education are complementary, a decline in mortality rate promotes
recurrent education and accumulates human capital. In contrast, if they are substitutes, a de-
cline in mortality rate suppresses recurrent education and may decrease human capital. In the
latter case, the level of recurrent education may not be sufficient to achieve sustainable eco-
nomic growth without policy supports.

The paper by Komaki estimated the effect of demographic change on Japanese business cy-
cle indicators using several local business condition indexes. Focusing on their volatility, pace
and magnitude, it examined what would happen when population declined and its cohort com-
position changed. It found that in the regions where the old-age population grew faster and the
youth-age population declined, local business condition indexes showed smaller volatility,
pace and magnitude. Focusing on the gap between rural and major metropolitan areas, the esti-
mated results showed various interesting features on the effect of demographic change on Jap-
anese business cycles.

Umeda, Kawamoto, Sakamaki, and Hori contributed two pieces of papers. Their first paper
investigated the effects of population aging on domestic investment using an international pan-
el data set covering about 160 countries. In the analysis, they explored two alternative chan-
nels: a channel through the saving rate decline and a channel through the expected growth rate
decline. They found that population aging leads to smaller domestic investment through both
of the channels. It suggests that rapidly growing population aging is one critical factor that
might have caused recent sluggish investment in the world.

Their second paper estimated the firm-level investment function using financial data. In the
estimation, they included several variables which reflect the firm's age structure and explored
their effects on the firm's investment behavior. The estimation results showed that the CEO's
age does not necessarily have significant impacts on the investment behavior. However, it sup-
presses the investment nonlinearly when the CEO’s age exceeds 70. The employees’ average
age, on the other hand, has a tendency to reduce investment because of the increased labor
costs.

The paper by Lee, Shin, and Park assessed the impact of population aging on economic

growth using Penn World Table 9.0. They found that population aging hampers economic
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growth in both short run and long run but that elderly participation in the labor force has a pos-
itive influence on economic growth. They also found that the future level of population aging,
not just the past level, has a detrimental effect on economic growth. They projected how aging
will affect Korea's future growth prospects. They offered a number of policy options for Korea
to mitigate the pronounced impact of population aging on economic growth.

The paper by Owen examined the interdependence between migration, human capital for-
mation and countries” economic welfare, highlighting certain key features from the experience
of the European Union (EU). It first offered a broad empirical overview of trends in interna-
tional migration since 1980 for EU countries. It pointed out that distinctive feature of the Eu-
ropean experience has been a marked build-up in the importance of Erasmus student mobility.
It then provided more summary presentation of empirical findings and methodological in-
sights, based on an empirical investigation relating to the inter-regional labor mobility of re-
cently graduated French workers. It also proposed a conceptual framework for understanding
how heterogeneous abilities and initial national levels of educational attainment critically
co-determine individuals' international educational choices and their subsequent professional
options.

The paper by Joh and Jeong examined the factors affecting bank activities before and after
the crisis in 2007, using banking sector information in metropolitan statistical areas (MSAs) in
the United States. Before the crisis, banks in MSAs with higher real estate market prices
showed more lending and better accounting performance. After the crisis however, total bank
loans did not depend on real-estate prices while MSAs with higher real-estate price indices
provided more bank loans to households but fewer loans to commercial and industrial borrow-
ers. The results suggested that the recovery of real-estate markets did not necessarily lead to
better performance by the surviving banks.

We thank Mr. Mamoru Maekawa and Mr. Masao Nishikawa, two former presidents of
ESRI, for supporting our research projects and the conference. We also appreciate the adminis-
trative assistance provided by ESRI staff members. We are most grateful to the discussants,
Keiko Murata, Hideki Nakamura, Shigeru Wakita, Jun-ichi Nakamura, Susumu Suzuki, and

Hirofumi Kawasaki, all of whom made this conference stimulating.
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