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This paper surveys Japanese saving behaviour, whose rate is one of the
highest among OECD countries. Macroeconomic factors such as rates of economic
growth and inflation may have been important in explaining the high saving rate
in the past and the more recent downward trend. Even though growth is now
rather lower than in the past, there remain important structural factors which
explain the high rate of saving. The most important of these relates to
demographic factors. Government policies and cultural and institutional
factors seem to have played a relatively less important role. In the coming
years, rapid ageing of the population is likely to have an important effect on
the rate of saving. The Japanese saving rate is expected to show a substantial
decline beyond the year 2000 according to life-cycle model simulations. The
implications of this for domestic investment and international
saving/investment balances may be important.

x Kk X &k k

Ce document étudie 1l’attitude des Japonais face a 1’épargne, épargne
dont le taux est 1l’un des plus élevés parmi les pays de 1’OCDE. Des facteurs
macroéconomiques tels que le taux de croissance économique et le taux
d’inflation peuvent avoir joué un rdle important et expliquer ce niveau élevé
atteint par le passé et la tendance plus récente a la baisse. Bien que la

croissance soit & présent relativement plus faible que par le passé,
d’ importants facteurs structurels subsistent qui expliquent le taux d’épargne
élevé. Parmi ceux-ci le plus important est d’ordre démographique. Les

politiques gouvernementales, les facteurs culturels et institutionnels semblent
avoir Jjoué un moindre rdle. Dans les années & venir, un vieillissement rapide
de la population risque d’avoir des répercussions importantes sur le taux
d’épargne. D’aprés les simulations fondées sur le modéle du cycle de vie, le
taux d’épargne japonais devrait connaitre un déclin substantiel au-delad de 1l'an
2000, ce qui pourrait avoir des implications importantes pour l’investissement
domestique et les balances épargne/investissement au niveau international.
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THE SAVING BEHAVIOUR OF JAPANESE HOUSEHOLDS

I. INTRODUCTION AND SUMMARY

1. In the 1980s, the Japanese economy has experienced faster economic
growth and lower inflation rates than most OECD countries and a widening
current-account surplus. As a result, the Japanese role in the world economy
and as a supplier of capital has increased. It is worth considering the
durability of these features. In this context, this paper examines Japanese
saving, which is characterised by one of the highest rates among Member
countries. The purpose of this paper is: first, to summarise the factors that
contribute to the high saving rate relative to other countries, especially the
high household saving rate; secondly, to assess the relative importance of the
various factors that have been identified as possible causes of the high saving
rate; and finally, to provide some outlook for saving trends and their

implications for the domestic and international economy.

2. There are many studies dealing with Japanese saving although few have
provided comprehensive analysis and strong empirical support. Sturm (1983)
provided a survey of the determinants of saving and also the empirical findings
for numerous countries, while Horioka (forthcoming) surveys the vast literature
on Japanese saving from the social and demographic as well as the economic
viewpoint. This paper follows up on the latter paper and attempts to
incorporate more recent empirical studies than the former and to try to provide

some complementary considerations.

3. The Japanese household saving rate increased in the 1960s and up to the
mid-1970s; since then it has shown a moderate downward trend but it is still
high by international standards. The factors underlying this high saving rate
may have varied ’through time, although some factors have made a consistent
contribution throughout. It is therefore important to distinguish between
factors which explain historical changes in the Japanese saving-rate trends
and factors which explain the generally high level itself compared with that
in other countries. Concerning trends in the saving rate, macroeconomic

factors such as rates of economic growth and inflation may have been important



ones in explaining the observed high saving rate in the past and the more
recent downward trend, although quantitative evidence is not always convincing
because the causality is not <clear—-cut and there are measurement problems
which are not negligible. Even in the period of relatively stable growth,
there remain important structural factors which explain the high rate of
saving, in particular the age structure of the population. It is thought that
high land and housing prices, government policies and cultural and
institutional factors have played a relatively less important role in the

determination of the saving rate.

4. In the coming years, ageing of the population is likely to have an
important effect on the rate of saving. The effect on private saving of the
especially rapid ageing of the Japanese population in the period up to 2000 is
however 1likely to be largely offset by the decline in the ratio of youth
dependency. But, according to life-cycle model simulations, the Japanese
saving rate is expected to show a substantial decline beyond the year 2000.
The implications of this for domestic investment and international

saving/investment balances may be important.

IXI. TRENDS IN SAVING

5. This section first surveys trends in the Japanese saving rate and looks
at some of the key macroeconomic factors such as rapid economic growth during
the 19508 and through to the early 1970s. In addition, measurement problems

are examined before moving on to consider other factors.

a) Historical developments in saving

6. Japan has one of the highest household and private saving rates among
OECD countries (Table 1) (1). As in most OECD countries, the Japanese net
household saving rate increased during the 1960s and reached a peak in the
mid-1970s at about 23 per cent of disposable income; since then, it has shown
a moderate downward trend, falling to 16 to 17 per cent in 1985-86
{Chart 1) ({2). However, this level is still high by OECD standards, the

average in 1985-86 being around 11 per cent. High saving rates are a rather



common feature in a number of developing and newly-industrialising economies.
The net household saving rate in 1986 was 18.5 per cent in Korea and 27.7 per

cent in Taiwan according to the "Comparative Economic and Financial Statistics

1989" of the Bank of Japan.

7. From the 1950s to the early 1970s, Japan experienced rapid economic
growth. The average growth rate in the 1960s was 10.5 per cent, compared with
the OECD average (including Japan) of 4.9 per cent. There are a number of
factors which contributed to persistent rapid growth. One of the most
important was the high level of household saving which was a major source of
funds in those days for corporate investment to expand productive capacity.
Although in an open economy it is possible for capital inflow to finance
domestic investment, in that period international capital flows were smaller
and more constrained. High domestic saving facilitated growth which in turn

enabled saving to be ample.

8. On the other hand, the rapid ;ncrease in household income which was
associated with rapid economic growth may have contributed to raising the
household saving rate. Although the empirical evidence is not robust, because
simultaneity makes estimation methods difficult, there are several possible
arguments which concern the causality from economic growth to the saving rate.
For example, the permanent-income hypothesis, which implies a higher
propensity to save out of transitory income than permanent income, argues for
a positive influence of income growth on the household saving rate if the
income growth is faster than expected or believed to be temporary. Although
it seems doubtful that households continued to believe that increases in
income were transitory, some institutional factors, such as the bonus system,

might have had some effect (see below).

9. A life-cycle model developed by Shibuya (1987) shows that the general
upward trend of the Japanese saving rate until 1974 was mainly due to the
rapidly rising level of real disposable income (3). The effect of inflation
in leading to a decline in real wealth also led to a rise in the rate of
saving (see below). Shibuya estimated the effect of these factors on the
household saving rate and concluded that the rise in real disposable income

over the period 1965-83 may have raised the rate significantly. After the



mid-1970s8 the substantial decline in inflation and to a lesser extent the
improvements of public pension schemes contributed to the decline in the
saving rate. Life-cycle considerations can be expected to lead to further
declines since the aged dependency ratio will continue to rise. The Economic
Planning Agency (1988a) has estimated a function for the average propensity to
consume over the period 1967-87 which incorporates effects from both inflation
and income growth (4). According to this analysis, the stability of prices and
the slowdown in the growth rate of real disposable income contributed

significantly to the increase in the propensity to consume after the mid-1970s.

10. The Economic Planning Agency (1985) compares the actual saving rate
with an "optimal saving rate"™ based on the neo-classical closed-economy
model and concludes that the Japanese current saving rate is not necessarily
much higher than this optimal level (5). They calculate that the actual net
national saving rate for the fiscal year 1983 is 11 to 16 percentage points
after adjustments are made for the services provided by consumer durables and
government tangible assets. This compares with an optimal saving rate of 9 to
13 percentage points which is based on an assumed 3 to 4 per cent rate of
Harrod-neutral technical progress. However, the estimation of an "optimal
saving rate" is highly conditional on the assumptions adopted. To take a
perhaps extreme example, some argue that for inter—generational comparison of
utility, the discount rate used should be =zero, in which case the optimal

saving rate (if there is technical progress) would be negative.

b) Is the Japanese saving rate really high?

11. The measurement of household saving rates differs between countries for
various conceptual reasons, even in the standardised national income accounts.
There are, for example, three major differences between Japan and the United
States. Firstly, depreciation is valued at historical cost in Japan but at
replacement cost in the United States. Secondly, capital transfers are
excluded from both saving and disposable income in Japan but included in the
United States. Thirdly, interest paid by households to business or foreigners
is excluded from personal disposable income in Japan but included in the
United States (6). According to Hayashi (1986), adjustment for the first

factor lowers the Japanese household saving rate by 2 to 3 percentage points



and that of the second factor lowers it by close to 1 percentage point.
However, the quantitative effect of the third factor is negligible. 1In
addition to these, the treatment of medical expenditure and social security

benefits in the statistics in each country needs to be carefully examined.

12. Further adjustments to the standard definition of household saving in
the System of National Accounts (SNA) are discussed in the literature. Blades
{(1988) shows adjustments of the saving rate series for several countries
treating: 1) expenditure on consumer durable goods as capital investment by

households with the flow of services from such durables being counted as

consumption; 2) the change in private pension and life insurance funds as
saving by financial institutions rather than households; and 3) saving of
social security funds as household saving (Table 2). When comparing the saving

rates in Japan and the United States, the most important adjustment, in terms
of narrowing the gap between Japan and the United States, concerns the
adjustment for consumer durables. While the gross household saving rates (7)
as defined in SNA for Japan and the United States are 23.0 per cent and
14.3 per cent (average for the years 1970-86), <figures adjusted for the
different treatment of consumer durables are 26.1 per cent and 23.6 per cent
respectively. Japan happens to be the country that is least affected by this
adjustment. On the other hand, adjustments for pensions and 1life insurance,
and for social security widen the disparity in saving rates between Japan and

the United States.

13. The Japanese household saving rate is also considerably reduced when
other adjustments are made to the standard concepts of income and consumption,
Takayama et al. (1988) examine three main factors: 1) re-estimation of imputed
rent incorporating the land price explicitly, 2) inclusion of medical benefits
in kind both in income and consumption, and 3) taking into account depreciation
of consumer durables and housing. According to their results using the data of
the T"National Survey of Family Income and Expenditures" (8) and the "Family
Income and Expenditure Survey", both prepared by the Statistics Bureau of the
Management and Coordination Agency, the Japanese household saving rate in 1984
is reduced from 26.2 per cent to 9.3 per cent after the above three and other
adjustments (Table 3) (9). But comparable adjustments are expected to lower

rates for other countries so that the disparities will remain, although the
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Economic Planning Agency (1989) suggests that the speed of depreciation of the

housing stock is faster in Japan compared with that in other major OECD

countries.

14. Even after all such adjustments are made, the Japanese household saving
rate seems to remain relatively high when comparisons are made with other
countries where similar adjustments have been made. In addition, it should be
noted that when these adjustments to household saving are made, there are
counterpart adjustments that need to be made elsewhere in the system, so that
national saving may not change as much. Conceptual differences and their

adjustments cannot entirely explain the disparities between countries.

III. HOUSEHOLD SAVING MOTIVES

15. According to the "Public Opinion Survey on Saving" carried out by the
Central Council for Saving Promotion, an organisation associated with the Bank
of Japan, there are three major motives for Japanese households to save. The
first is for future consumption expenditures on children’s education and
marriage expenses and on travel and other leisure expenses. The second is for
purchases of real assets such as land/housing and consumer durables. The
third is precautionary saving for illness, other unexpected disasters and old
age (Table 4). 1In this section these motives are considered. On balance, it
is found that they do not provide a strong enough explanation for the high
Japanese saving rate. While all three motives may be important from the point
of view of individual household behaviour, from the point of view of the
household sector as a whole, they may be relatively unimportant because the
considerable gross saving associated with these motives in certain households
is offset by a comparable dissaving for the same motives in others. The
various saving motives lead to a positive aggregate household saving only in a

growing economy.

a) Educational expenses

16. During the post-war period, the proportion of Japanese children entering

college or university has increased sharply (from 10.3 per cent in 1960 to
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37.8 per cent in 1975 and remained around the same level afterward according
to the "Basic School Survey" by the Ministry of Educat;on) and this ratio has
been one of the highest in OECD countries (Table 5). In a stationary economy,
the saving for specific motives will be offset by the dissaving for the same
motive. However, in Japan, because of the rapid increase in higher education
and, more importantly, because of rapid economic growth in the 1960s to the
mid-1970s, saving for education (10) has probably been positive (see Horioka,
forthcoming) . Since the college entrance ratio has stabilised in recent
years, education-related saving may now contribute less (11). The Economic
Planning Agency (1988b) suggests that the expansion in the availability of
scholarships has contributed to stabilising the proportion of workers’

educational expenditure to their income after the mid-1970s.

b) Land and housing purchase

17. It 4is often asserted that, because of the high price of land and
housing, the strong preference for home ownership, high down-payment
requirements and the relative unavailability of housing loans, saving for
housing purchase is particularly important in Japan. In fact, household land
assets amounted to Y 627 billion at the end of 1984, compared with
Y 248 billion in the case of the United States (12) (see also Table 5). The
price of owner-occupied houses (including land) amounted to five to thirteen
times average household annual disposable income in 1987 depending on the
region, according to the Economic Planning Agency (1988b), and has recently

been increasing faster than income.

18. Sato (1988) argues that the high saving rate of the households until
the mid-1970s can be traced mainly to the strong housing demand pressure
associated with the concentration of the population in the major metropolitan
areas. During the rapid growth period, industrialisation induced many
families to move from the countryside to wurban areas, especially the three
metropolitan areas. New arrivals lived in rented apartments while they saved
enough money for a down-payment, but eventually moved into houses they
purchased. More than 60 per cent of households are now homeowners. The
Economic Planning Agency (1987) shows that this ratio is slightly lower than

that of the United States but considerably higher than that of larger European
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countries except the United Kingdom (Table 5), although the per capita

residential asset (excluding land) is much lower than those of the United

States and the United Kingdom.

19. Compared with other countries, the Japanese are required to save more
due to higher down-payment requirements (13). This induces postponement of
consumption early in the life cycle. However, Hayashi, Ito and Slemrod (1988)
suggest that the contribution of the induced early saving due to the
down-payment requirement would be too small to explain much of the differential
in the saving rate of Japan and the United States. Their simulations suggest
that an increase of 10 percentage points in the down-payment ratio increases
the saving rate by less than 1 percentage point in each country; the
difference in the stylised values of the down-payment ratio is 10 percentage
points between the two countries. This could be partly because there are two
offsetting impacts from a higher down-payment ratio. First, higher saving is
required for a given size of home. Second, a higher down-payment ratio causes
a smaller house to be purchased given the tenure choice pattern. However,
their results should be conditional as they do not take into account changes in
the housing tenure ‘choice pattern. The authors admit that a large enough
decline in the required down-payment ratio in Japan might induce a saving rate
and life-cycle( tenure pattern similar to those of the United States. In
addition, some evidence suggests that the down-payment ratio was higher in the
1950s and 1960s in Japan, so that it could have been a more important factor in

explaining the high saving rate in the past.

20. On the other hand, Horioka (1988) raises the importance of looking not
only at the saving behaviour of pre-purchase households but also at that of
post-purchase households. Analysing the data of the “Natiénal Survey of
Family Income and Expenditure"™ (NSFIE), he argues first that renter households
with plans to purchase land/housing are engaged in strenuous efforts to save
for the down-payment. Secondly, homeowner households with land/housing
purchase experience show higher saving rétes than homeowner households without
such experience because they must engage in housing-related saving in the form
of housing loan repayments. The latter finding needs to be qualified however
since most of the repayments are initially interest payments and so they are

not saving (14), though there may be a large repayment of principal

‘
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(i.e. saving) by the household sector as a whole. As far as there are
important saving, both of the pre-purchase households and the post-purchase
households, a higher Japanese saving rate would be more 1likely to be
attributable to the high level of land/housing prices than to the
unavailability of housing loans (15). In addition, he points out that although
the housing-related saving in the form of saving for the down-payment and
housing loan repayments is considerable (ranging from 3.8 per cent to 7.3 per
cent of household disposable income), it is roughly offset by dissaving in the
form of depreciation of the housing stock (ranging from 5.9 per cent to 9.6 per
cent of household disposable income) (16). Thus, he concludes that the
contribution of housing-related saving to the net aggregate household saving
rate is negligible or even negative (17). As mentioned earlier, in a
stationary economy the saving for a specific motive will be offset by dissaving
for the same motive. However, the housing-related saving might be influenced
by other factors, such as a bequest motive (discussed below) which could be

important given the differences in the structure of age distribution.

c) Saving for precautionary purposes and for retirement

21. An analysis by Sato (1988) of the T"Households’ Financial Saving
Target", (a sample survey by the Central Council for Savings Promotion, an
organisation associated with the Bank of Japan), shows that precautionary
saving increases when households feel greater economic uncertainty. In
addition, inflation, especially the double-digit inflation following the first
0il shock, exerted a strong positive effect on the saving rate. Though
theoretically inflation can have either a positive or negative impact on
saving, it is suggested that the positive effects outweigh the negative ones.
This could be either because inflation induces households to increase their
saving in order to maintain the real value of their financial assets (18) or
because inflation increases the amount of uncertainty about the future and
hence the perceived need for precautionary saving. Recent econometric studies
support the proposition inflation-induced wealth effects have a positive impact
on private saving (19). In addition to these, the treatment of interest
payments in the standard national accounts could contribute to increases in
measured saving. In times of inflation, part of interest payments represents

compensation for capital depreciation and should therefore be deducted from
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both current income and current saving. Such an adjustment is not made in the
national accounts. Hence, when inflation rises there will be an increase in
the measured saving rate if households do not alter their real consumption

behaviour, since both saving and income will increase by the same absolute

amount (20).

22. According to the life-cycle hypothesis, the primary motive for saving
is to provide for retirement. Thus, individuals save during their working
years and dissave during their retirement years. The saving rate of the
Japanese household sector has been going through a "life c¢ycle" of its own.
Immediately after the War, life expectancy was short and most disposable income
was consumed. As the young working population grew rapidly and the 1life
expectancy of its population increaséd, households saved more. Since the
mid-1970s an increasing proportion of the Japanese population has reached
formal retirement age and the average public pension benefits have rapidly
improved, thereby reducing the average need to save for retirement. 1In fact,
the ratio of public pension benefits to the average worker'’s salary has jumped
from a ratio of 10 to 20 per cent in the 1960s through to the mid-1970s to
40 per cent at the beginning of the 1980s (Economi¢ Planning Agency, 1982), a
ratio which is similar to that in other developed countries (Table 5) (21).
However, the likely effect of public pension schemes or social security on
household saving is said to be theoretically uncertain. Public pensions
represent an alternative source of funds for financing living expenses during
retirement; hence they would tend to reduce private saving. However, to the
extent that such pensions induced workers to «retire earlier, thereby
necessitating more saving for retirement, such pensions would tend to increase
private saving. Horioka (1986) argues that these two effects would offset one

another, so that their net impact on private saving cannot be determined

a priori.

23. On the other hand, the insufficient provisions at the incipient stage
of the public pension system in Japan may have forced the Japanese in the past
to continue to work and to save more. In fact, the substantial improvement in
terms of both the coverage and the 1level of benefit of the pension system
since the mid-1970s is associated with a continued decline in the labour force

participation ratio of the elderly -- the ratio in the case of male labourers
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aged 65 and over declined from 56.9 per cent in 1960 to 41.0 per cent in 1980,
which is still high by international standards (22). However,it does not seem
to ‘have affected their saving behaviour; the average propensity to save of
employee households whose head is aged 65 or above is 13.6 per cent according
to the 1980 "Family Income and Expenditure Survey" (23). Although this is
10 percentage points lower than the peak average propensity to save shown by
househglds with heads aged 40-44, it is still far from the tektbook

characterisation of the dissaving elderly.

24. There are several articles which deal with saving behaviour of the
elderly. Hayashi, Ando and Ferris (1988) investigate cross-section micro-data
of the 1984 "National Survey of Family Income and Expenditures" and point out
that the elderly continue to save and that there appear to be significant
signs of a large wealth transfer between generations. Ishikawa (1988)
analyses the impact of the elderly on the overall saving rate of Japanese
households, dividing the elderly population into those who maintain an
economically active status ' and those who depend on their children and have
become economically inactive. He finds that for the former category of
individuals, their propensity to save is 13 percentage points higher than that
of the latter because of employment, and this difference supplies the leverage
by which the internationally high labour force participation ratio of elderly
Japanese (Table 5) can be translated into high household saving, assuming
similar rélations hold between old age groups abroad (24). He suggests that,
for the second category of aged individuals, the presence of parents neither
increases nor decreases the young generation’s household saving rate. The
reason for such behaviour may relate to cultural factors such as a preference
for extended families (see below); however, other important motives for

bequest should alsoc be taken into account.

IV. GOVERNMENT POLICY AND STRUCTURAL FACTORS

25. There are many structural factors which affect private saving behaviour.
In this section factors not mentioned above such as government policy and
institutional and cultural factors are surveyed (25). These factors do not

generally provide a strong explanation of the high Japanese saving rate.
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a) Government policy

26. The Japanese Government has engaged in a variety of policies designed
to promote saving since the 1870s. Horioka (forthcoming) points out some of
these activities. In 1875, the government established the postal saving
system in order to encourage individual saving. During the post-war period,
the government has continued to engage in saving promotion, through the
establishment of the "Saving Promotion Department of the Bank of Japan
(1946)", the "Council for Saving Promotion (1952)" and the "Saving Promotion
Centre of the Ministry of Finance (1957)". 1In recent years, in response to
criticism from abroad, saving promotion has been de-emphasised. The impact of
saving promotion activities on household saving is difficult to measure, but

it appears that such policies have been much more widespread in Japan than in

other countries.

27. There are many different tax instruments which influence saving.
Dean et al. (1989) survey the current taxation of housing and consumer
purchases in the OECD countries and conclude that the differential treatment
of different forms of private saving or investment can lead to a misallocation
of resources, although the extent of such misallocation is not quantitatively
clear. Most of the interest income from consumer savings had been tax exempt
and interest payments on consumer mortgage and other debts are not tax
deductible in Japan. Many economists have therefore suggested that differences
in tax systems may egplain the gap in the private saving rate between Japan and
countries like the United States where the reverse has been the case. However,
empirical evidence does not support this proposition. Shibuya (1987) estimates
the contribution of the tax exemption on interest income to the saving rate
has been only about 1 percentage point in recent years. Although, Hayashi, Ito
and Slemrod (1988), analysing the effects of the abolition of the so-called
"maru-yu" accounts in April 1988 (the tax exemption system for interest income
from small savings), predicted that it would cause a drop in the steady-state
private saving rate of 3 to 4 percentage points, the estimates may be biased
upward as they seem to assume no substitution effects among financial assets.
In addition, the introduction of tax deductibility of mortgage interest

payments is predicted to change the aggregate saving rate very slightly



17

although this result is heavily conditional on the imposition of liquidity

constraints (26).

28. In order to reduce the Japanese external surplus, one of the policy
options might be the expansion of domestic demand through increased public
investment. From the viewpoint of government balance, however, it is necessary
to consider how to finance such investment. Tachibanaki and Ichioka (1988)
show that among variocus financing methods, an increase in direct taxes such as
personal income tax brings about a considerable reduction in the nominal saving
level, while the reduction is smaller in the case of the introduction of a
value-added tax. This is because the general price level increases when a
value-added tax is introduced. In addition, different impacts on saving would
occur because direct taxes are not part of disposable income, while indirect
taxes paid are part of disposable income. Therefore measured saving rates will
differ between countries with identical real income and household tax payments,

depending on whether the latter are levied directly or indirectly.

29. In any event, there are likely to be important interactions between
government policy and private saving. One view argues that the private sector
anticipates the future tax burden associated with the government debt service
and adjusts its saving behaviour accordingly. Nicoletti (1988) summarises
earlier work on this topic and suggests that; 1) the government’s inflation
tax is in part anticipated by consumers, and 2) expectations of future policy
correction depress private consumption quite noticeabl: when public debt is
explosive. However, he found 1little empirical support for the strict "“debt
neutrality hypothesis". Among the eight countries studied (the United States,
Japan, Germany, France, the United Kingdom, Italy, Canada and Belgium), TItaly
and Belgium, two countries with high debt/GNP ratios were the only exceptions
which showed a complete offset. In the case of Japan, several authors have
tested the extent of public debt neutrality. Muto et al. (1987) point out that
although fiscal neutrality is not consistent with Japanese data for the whole
post-war period, especially after the mid-1960s when national debt was
increasing, it is not entirely rejected either. General rejection of this
hypothesis does not imply that fiscal action through taxation has no influence

on private saving since partial offsetting is still likely.



18

b) Institutional factors

30. The institutions and policies of the financial system may have had a
positive impact on the 1level of household savings in Japan. Horioka
(forthcoming) points out the following relevant characteristics of the system:
1) the 1large number of offices of banks and various kinds of financial
institutions including labour and agricultural co-operatives; 2) the existence
of the postal saving system whereby deposits can be made at any post office;
3) direct promotion of saving by banks through various form of non-price
competition; and 4) corporate promotion of saving through payroll saving plans

at rates substantially above the controlled rates paid by banks.

31. The bonus system is one of the most frequently cited causes of the high
Japanese saving rate. The ratio of bonus income to total compensation is
relatively high (about one-third of annual income is paid in the form of a
twice~yearly lump-sum bonus payment). If bonuses were viewed as "transitory
income™, the permanent-income hypothesis would suggest that bonuses would be
saved and the system would contribute to a high household saving rate.
However, this argument is weakened by the fact that the bonus system has
existed for a long time and bonuses have become an integral and anticipated
component of workers’ compensation. Although the Economic Planning Agency
(1982) shows the close correspondence between movements of the household
saving rate and the ratio of bonus income to total employee compensation, it
should be noted that those developments could be explained by other
explanatory variables such as higher-than-expected growth. An overall
assessment is difficult because of the high degree of multicollinearity that
arises because bonuses depend heavily on general economic conditions and on the

profitability of the firm or industry.

32. As leisure time and consumption are normally complements, long working
hours may have a significant influence on the level of the household saving
rate. In fact the average number of hours worked in Japan is the highest
among OECD countries (Table 5). The Japanese Government has set a target to
reduce annual working hours from the current 2 150 hours to 1 800 hours by the
fiscal vyear 1992 in the latest Medium-term Economic Plan. However, it is not

clear to what extent the target will be reached. Moreover, taking into
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consideration that the female labour force participation ratio has increased

recently, average national hours worked might even increase (27).

33. ’In Japan the "formal" retirement age has ranged between 55 and 60,
which is flow by international standards (Table 5) (28). This might induce
imdividuals to save more for retirement. But it should be noted that most
people who had "formally" retired typically worked some years at reduced wages
or entered another occupation. In fact, as noted earlier, the 1labour force
participation ratio of the aged is one of the highest among the Member
countries. The "actual®™ average retirement age, therefore, may reasonably be
assumed to have been 65. However, the reduction in workers’ wages after
"formal®™ retirement is substantial so that a high saving ratio might still be
necessary if individuals wish to maintain the same standard of living after

"formal®™ retirement.

c) Cultural factors

34. Many authors have cited "tradition", "culture", or "national character"
as one explanation of the high Japanese household saving rate. The common
argument is that the proclivity of Japanese people to work hard and save more
is due in large part to their Confucian heritage, which regards diligence and
frugality as virtues. Horioka (forthcoming) mentions "the high degree of risk
aversion™ and "the weakness of the demonstration effect in consumption®.
Although a student of Summers (1986) found that the saving rate of
Japanese-Americans is 5 percentage points higher than that of other ethnic
groups in the United States, supporting the argument that national character is
one explanation of the high Japanese saving rate, it would not be wise to place
too much emphasis on this result since it is not clear to what extent the
differences in income, education and other factors were taken into account.
Another argument concerns a "vintage effect", with signs of change in the
consumer behaviour of the young generation in Japan today. However, evidence
which suggests that younger generations save less than earlier generations did

at a corresponding age, has also been observed in other countries.

35. It is still common in Japan for young adults between the age of 18 and

the time of marriage to live with their parents if they live in the same town.
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Even after their marriage, children often continue to live with their parents.
Moreover, it is common that when parents become very old, or especially when
one of them dies, they are "looked after™ by their children. According to the
"International Comparison Research on the Life and Concerns of the Aged People,
1980" by the Prime Minister’s Office, the ratio of aged people who live with
their married children was 50.2 per cent in Japan, a ratio that is
substantially higher than that found in Europe and North America (Table 5). A
country that is similar to Japan in this respect is Thailand, where the
relevant ratio is 63.1 per cent. The existence of elderly people within the
young generation’s household could reduce the latter’s saving although, as
mentioned above, the negative effects may be offset when the aged parents
greatly assist the young in acquiring home-ownership. In "return" for taking
care of parents, the child usually inherits the parents’ real and financial
assets (including their home). One of the reasons for this arrangement is that
the Japanese inheritance tax is low for real estate since the assessed value

for the inheritance tax is usually well below market prices.

36. In line with the number of extended families, the prevalence of bequests
and transfers between generations is marked. As noted above, the elderly
continue to save so that wealth transfer between generations is significant.
This partly reflects the process of Japanese economic development. Having
started out with a low level of wealth, Japanese households have wanted to
raise their level of wealth in order to allow their children to enjoy a higher
standard of living. On the other hand, recent spectacular increases in land
and housing prices have made it very difficult for Japanese people to purchase

homes, such real assets more often being obtainable as a bequest.

V. THE OUTLOOK

37. The’ various factors concerning saving behaviour which have been raised
in the preceding sections are compared in Table 5, together with the
demographic factors which are the most important ones for the future. 1In this
section, the relative importance of these factors is considered. In the coming
years ageing of the population should reduce the Japanese saving rate

substantially, with important implications for the economy.
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a) Influence of the ageing of society

38. The relative importance of certain key variables in explaining the
relatively high level of the Japanese private saving rate has been investigated
by Horiocka (1986) using an empirically-estimated model, largely based on the
life~cycle hypothesis, for the period 1976-82. He points out that the high
Japanese saving rate is primarily due to the lower share of the elderly in the
total population. Less important factors included higher land prices, an
earlier formal retirement age, a lower ratio of young dependents (with respect
to the productive population), and the lower level of per capita income. 1In
contrast, the higher labour force participation ratio of the elderly (29) and,
to a lesser extent, the lower inflation rate, have acted to bring the country’s
private saving rate down closer to that of the United States (Table 6).
According to his estimates, these factors can explain virtually all of the
difference between the Japanese saving rate and that of the United States and
this suggests that omitted variables such as cultural difference, tax
incentives, the limited availability of consumer credit, the ratio of bonus
income to total worker compensation, the distribution of income, household
wealth holdings, etc., explain little of the difference. However, it should be
noted that the data used in the study covered the period 1976-82 when Japanese
per _capita income growth was moderate. Including the data for the 1960s and
1970s might suggest the relative importance of income growth and including data
after financial liberalisation in the United States might also suggest the

importance of credit availability.

39. Taking account of Horioka’s findings, the dominant factor determining
future saving seems likely be the forthcoming change in the age structure of
the population. The Japanese dependency ratioc of the aged population (defined
as ratio of the population aged 65 and over to that aged between 15 and 64),
which was 15 per cent in 1985, is predicted to reach more than 30 per cent by
the year 2010 (30). Horioka (1986) points out that the decline in the ratio of
young dependents will cause the private saving rate to increase slightly until
1995 while a rapid increase in the ratio of the aged will lead to a precipitous
decline in the rate thereafter. According to the projections by Shibuya
(1987), the household saving rate is likely to decline from 17 per cent in

1985, reach a low of 2 per cent in 2020 and then recover slightly thereafter.
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In addition, Heller (1989) shows that by 2025 the gross private saving rate
would decline in all of the major seven industrialised countries as a result of
the ageing of populations, even though initial pressure on saving will be felt
at different times among the countries. He points out that, in the case of
Japan, this effect should be felt earlier than in the other countries with the
largest declines in the saving rate being related to the most rapid ageing of
the population (Table 7). On such mechanical calculations, Japan might thus
have a lover private saving rate than the other major industrialised countries

by 2010 though there might then be some closing of the gap by 2025.

40. In addition, population ageing might reduce the national saving rate
through lower government saving. During the process of ageing, the role of
government in transferring resources from those of working age to the elderly
could be increased, although this is conditional on whether the elderly
keep working or retire. It is expected that the share of GNP devoted to public
expenditure on social programmes in general; and public pensions in particular,
will increase. A study by Auerbach et al. (1989), wusing an overlapping
generations model, looked at possible effects on national saving rates. A
baseline simuiation, which abstracted from policy changes, indicated the
Japanese national saving rate declining rather sharply and continuously from
now through to 2025 and then recovering somewhat in the following 25 years.
The study also showed ' longer—-term but much gentler declines for the ‘United
States and Germany. But compared with other countries, the profile of the
changes in Japanese saving seemed likely to be far more pronounced, underlining

the important differences in underlying demographic trends.

b) Implications for domestic investment and’international balances

41, It is often argued that despite Japan’s relatively high per capita
income, which has been brought about partly by the yen’s recent appreciation,
Japanese capital formation, especially in social capital, has not proceeded
well and the Japanese are not satisfied with their standards of living. In
contrast to the era of high economic growth, the further household saving is
reduced the less it will provide funds for private and public investment. If
the ageing of the population causes downward pressure on private saving, it

might be necessary from the long-term point of view to promote domestic
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capital formation in an efficient way both in the private and the public
sectors rather than the current trend of foreign asset accumulation. The
choice between domestic and foreign investment of domestic saving should of
course be based on relative rates of return, with risks in foreign investment
being taken in consideration. In addition, although the implication of the
public pension system on private saving is ambiguous, as is pointed out by
Hagemann and Nicoletti (1989), given the long-run nature of the individual
retirement decision, future chaqges to public retirement schemes need to be
adopted early so that they may be phased-in gradually and avoid disruptive

adjustments later.

42. Japanese policy-makers may therefore need to act with caution in
attempting to reduce the Japanese current—-account surplus through policy
changes aimed at reducing private saving apart from eliminating distortions
which bias domestic saving and hence.the external surplus upward. Firstly, the
predicted decline in the private saving rate in the coming couple of decades
might itself be sufficient to eliminate the Japanese current-account surplus.
Secondly, it should be noted that in Japan and Germany, where there is excess
national saving over investment, the excess has largeiy emerged because of a
decline in invest@ent, rather than a rise in saving. On the contrary, in the
United States, the United Kingdom and Canada, where national saving is not

sufficient to finance investment, there has been a fall in saving.

43, . More fundamentally, it may be questioned whether the gaps in national
saving and investment are matters of concern. Dean et _al. (1989) point out
that the influence of international financial liberalisation in the 1980s
has facilitated the large capital flows necessary to sustain recent
saving/investment gaps in many countries. In addition, the latest OECD survey
of the Japanese economy (OECD, 1989) considers the macroeconomic nature of
external imbalances. In the absence of other market distortions, it is in
principle possible that differences in rates of time preference among the
people in the countries concerned make persistent external imbalances optimal
from a global welfare point of view. Moreover, the Economic Planning Agency
(1984), have predicted that Japanese sgving might still exceed domestic
investment in the future, even after taking account of the factors mentioned

above that might lead to a declining trend in saving and a possible expansion
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in investment. Japan’s role as a supplier of capital in the world has been

stressed from the point of view of the efficient allocation of capital.

VI. SUGGESTIONS FOR FUTURE RESEARCH

44. This paper has surveyed the voluminous literature on Japanese saving
behaviour. A summary of the main conclusions has already been given in
Section I. . Although there are many areas of agreement, with the demographic

structure being identified as a key factoxr, there are still many areas where
there is not yet agreement and where further investigation is needed. Future

work needs to take account of the following considerations:

1) Measurement issues are important. Where adjustments are made to
household saving rates these need to be made on a common basié. Some
studies make adjustments to gross saving rates as defined in standard
national accounts, while others discuss adjustments to net saving
rates. In addition, there are other studies which consider
"effective" saving rates whose concepts are very different from those
in the SNA. Those studies are not comparable and do not help much

for international comparisons of saving rates.

2) Saving motives are not important in explaining the saving rate of the
household sector as a whole under a stationary economy. However, the
assumption is not satisfied in the real world where growth has
typically been important, especially so in the case of Japan, and
where the population distribution varies significantly across
countries. With the ageing of the population becoming a key feature
of economic developments in Japan and elsewhere, it would be useful
to have further study of saving behaviour by each cohort with the

implications for the aggregate saving rate being assessed.

3) There have been many attempts to explain differences in saving rates.
However, many of the studies are limited by a partial approach with
the empirical evidence not being robust. This suggests that it is
important that future assessments of the relative importance of
different factors should be investigated in a more intégrated

framework.
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NOTES

The relative position of different countries and the volatility of
saving behaviour depend to some extent on the sectors considered and on
the method of measurement (for example, gross or net). See Dean et al.
(1989) for some discussion of these points and detailed data.

The inflation-adjusted saving rates show a different story about ups
and downs, but do not suggest much change in the relative position
among the countries. See Annex III in Dean et al. (1989).

Shibuya explains that higher income led to a decision to retire earlier
and to save more. However, it is questioned whether this mechanism
worked 4in Japan. An increase in the expected length of the retirement
period would be important because of expansion in life expectancy.
Retirement decision would have been made institutionally rather than by

economic incentives.

The estimated function, which is based on a modified version of the
permanent-income hypothesis, is as follows,

CP = 67.189 + 1.179/YD - 0.564*GYD + 3.766*FA(~1) /YD - 0.446*GP

(25.03) (7.96) (4.55) (4.18) (7.01)
+ 5.179*J0
(4.67)

R2 = 0.8994 D.W. = 1.41 SEE = 0.830 Estimation period: 1967-87.
CP : average propensity to consume
YD : real disposable income (divided by 100000)
GYD : annual growth rate of real disposable income
FA : household financial assets
GP : annual growth rate of private consumption deflator
JO : ratio of job offers to job seekers

The calculation is cited as based on the model of Mirrlees (1967) and
Boskin (1981). The "optimal saving rate" is derived as a saving rate
which maximises the discounted value of welfare generated by a
congumption stream in the future wunder a constant rate of increase in

population and technical progress.

This is true for the definition of household saving wused by the U.S.
Department of Commerce. However, in the standard OECD definition,
households’ interest payments are excluded from U.S. disposable income.

Gross saving 1is defined as net saving plus consumption of fixed

capital.

The "National Survey of Family Income and Expenditures" surveys
household incomes, expenditures, assets and liabilities of about 50,000
households and is considered as one of the most comprehensive sources
of consumption data in Japan. It has been conducted every five years
since 1959 by the Statistics Bureau of the Management and Coordination

Agency.
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9. The studies by Blades (1988) and Tatayame et al. (1988) are not
comparable. The former made adjustments to gross saving rates while the
latter considers net saving nates. The depreciation of consumer

durables is dealt with differently.

10. Expenditure on children’s education is not really consumption but would
be better considered as investment, although much of it is replacement
investment from society’s point of view.

11. It is posgible that expenses on "informal"™ private schools are
increasing. However, such education-related saving would represent

only a small percentage of aggregate household saving.

12. These figures come from the "Annual Report on National Accounts™ by the
Economic Planning Agency and "Balance Sheets for the U.S. Economy" by
the Federal Reserve Board. The high Japanese figure is strongly

influenced by the thigh land price in the Tekyo area. According to the
"International Land Price <Census 1984" by the .Japanese Real Estate
Appraisal ®ssocietion, the land price per square metre inm residential
areas is %1 562 in Tokyo, $68 in Los Angeles and $88 ‘to $102 in
Frankfurt. The gap might now be even wider as the yen has appreciated
since 1985 and Tokyo land prices (in yen) doubled from 1985 to 1988.

13. "pPown~payment™ in the Japanese survey is literally defined as "the
portion of self financing" including the owner’s savings, gifts to the
owner and sales of other real assets. If an owner borrows without

collateral some amount of money from his parents, in this case it would
be in fact a gift from the parents, and applies it toward the
"down~payment"™ to the developer, the amounts of money would still be
counted as "loans" instead of "down-payment". The down-payment ratio
could therefore be biased downward.

14. The figures on the NSFIE basis would overvalue the saving since they
include both intérest repayments and the principal.

15. Horioka points out that, firstly, if the saving for the down-payment
decreases due to the increasing availability of housing loans, there
will be increased saving in the form of housing loan repayments and
thus the total amount of housing-related saving will not necessarily
decline. Secondly, the high level of land/house prices in Japan
appears to have raised the level of housing-related saving of both
pre-purchase and post-purchase households. On the other hand, based on
the life-cycle hypothesis, Shibuya (1987) points out the possibility
that an increase in land prices reduces the saving rate through wealth
effects.

16. The figures on depreciation are biased upwards because they include
depreciation not only on housing but also on equipment and structure
for business use, but his rough adjustments for this do not suggest
significant differences.

17. It is quite possible that the amount of net housing-related saving was
much higher and even positive during the rapid growth era of the 1950s
and 1960s. Unfortunately this analysis is restricted to the period
since the 1970s.
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It should be noted that Japanesé households hold most of their financial
savings in fixed price assets such as currency, deposits and long-term
bonds. Commercial stocks are a small portion of their total financial
assets. Consequently, inflation directly reduces the real wvaliue of

household financial savings.

See Richardson (1987) for the results of the OECD INTERLINK model and
Yoshitomi et al. (1985) for the results of the EPA world economic model.

See QECD (1988b) and Dean et al. (1989) for further discussions.

The ratio of social security benefits in general to national income is
lower in Japan than in other countries even when the lower ratio of aged
people to the total population is taken into consideration.

This information comes from the "Labour Force Census" by the Statistics
Bureau of the Management and Coordination Agency. High labour force
participation of the elderly is closely related to the high ratio of the
self-employed. For example, as far as the structure of the female
labour force is concerned, many of the elderly have been absorbed in
farming families. Changes in the structure of industries could be

another important factor.

Because of the Statistics Bureau’s criterion of identifying the
household head as the principal earner of the household, many aged
persons that are 1living with their children become hidden in the
children’s households. There is therefore a tendency for high income or
large wealth-holding individuals, who can afford tco save more, to form

independent core families.

On the contrary, Ishikawa argues that the decline in the ratio of
employed persons has tended to generate an offsetting increase in
household saving. He explains that because precautionary and/or bequest
motives are strong in aged households this makes them prefer employment
opportunities so as to continue to have an income and to increase saving
to be left to succeeding generations. When employment is inadvertently
cut back, the overall saving propensity may rise to compensate for the
loss from employment income. However, testing such an interpretation is
left for a future study.

The survey in this section owes particularly to Horicka (forthcoming).
For details concerning institutional and cultural factors see his

article.

Their simulation results suggest very slight increases in aggregate

saving rates. This is maiply because they imposed liquidity
constraints and so tax incentives for borrowing did not increase
consumption. They admit the possibility that the introduction of tax

deductibility of mortgage interest payments could reduce the saving

rate.

Contrary to the view that Japanese enjoy leéss leisure time than others,
the ratio of expenditures for cultural services and entertainment to
the total final household consumption expenditure is higher than in
other countries. In 1987, this ratioc amounted to 10.1 per cent in
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Japan, compared with 9.7 per cent in Germany, 9.1 per cent in the United
States and the United Kingdom and 7.2 per cent in France (according to
"Comparative Economic and Financial Statistics 1989"). This is partly
caused by relatively high prices for entertainments and transportation
facilities because of their high utilisation in the limited leisure
time. In addition, since 1985 expenditure for tourism has increased
rapidly, reflecting the rise in the number of people who travel abroad
following the appreciation of the yen.

The retirement age has continued to decline in many OECD countries since
the 1960s. However the average is still higher than in Japan. See OECD

(1988¢c) .

The higher labour force participation ratio of the elderly would be
expected to increase the saving rate. See also the evidence concerning
the behaviour of the elderly, reviewed earlier in the paper.

Figures based on the 1985 "Population Census"™ by the Statistics Bureau
of the Management and Coordination Agency and the 1986 "Estimates of the
Future Population of Japan" by the Research Institute of Population
Problems, Ministry of Welfare.
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Gross private saving rates

(per cent of gross national product)

Japan

United States
Germany
France

United Kingdom
Italy

Canada
Austria
Belgium
Denmark
Finland
Netherlands
Norway

Sweden

Australia

Average of above

1960-70 1971-80 }981-87 1986 1987
Annual Average
28.7 29.9 26.8 27.1 25.8
17.7 19.2 18.7 18.1 16.7
21.1 20.2 20.0 21.5 21.7
-- 22.0 18.8 19.3 18.5
13.1 16.4 17.7 16.8 16.3
19.7 22.9 21.7 - -
18.1 20.7 22.5 21.3 21.3
20.8 21.7 21.1 21.6 23.0
21.2 22.5 21.8 23.2 22.0
- 14.8 15.2 10.9 11.4
18.2 19.3 20.0 18.0 19.7
-~ 20.8 22.8 23.7 22.3
19.4 18.8 19.2 14.5 17.1
-- 14.2 15.5 15.0 12.7
- 21.1 18.4 18.1 18.9
- 21.0 20.4 20.2 19.4

Note:

1981-1987, the terminal year is 1985 for Italy.

Source:

Annual National Accounts, OECD.

Figures are averages for the periods indicated. In the case of
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Table 2. Household saving-rate adjustments

(average for 1970-1986 as per cent of household disposable income)

United United
Japan States ‘France Kingdom Canada Sweden
SNA 23.0 14.3 17.7 10.4 16.5 7.8
ADJ 1 26.1 23.6 24.6 19.0 27.3 16.8
ADJ 2 20.6 9.4 - - 12.1 6.2
ADJ 3 25.8 13.9 18.4 10.8 17.9 13.1
Note: Figures are household gross saving rates for the following;

SNA

ADJ 3 :

: as defined in SNA
ADJ 1 :
ADJ 2 :

adjusted for consumer durables expenditure

adjusted to exclude net equity of households in life
insurance and pension funds

adjusted to include saving in social security funds

Blades (1988).
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Table 3. Alternative definitions of the Japanese household saving rate
Case Household saving rate for 1984
(per cent)
1 26.2
2 25.5
3 23.7
4 21.7
5 21.4
6 21.7
7 20.2
8 13.1
9 9.3
Note: Disposable income and consumption expenditure in the different cases is
defined as follows (modifications are cummulative):
Case Di incom Consumption ex itur
1 reported on the NSFIE and the FIES reported on the NSFIE and the FIES
2 + interest and dividend estimated - remittance to relatives
from monetary asset holdings
- interest and dividend reported
in the NSFIE
- interest payments for loans
- remittance to relatives
3 + imputed rents for owner occupied + imputed rents for owner occupied
housing reported in the NSFIE housing reported in the NSFIE
4 + imputed rents by own estimates + imputed rents by own estimates
5 + differential imputed rents for + differential imputed rents for
employer-provided housing, etc employer-provided housing, etc
6 + services from consumer durables + services from consumer durables
- amount of consumer durables
purchased
7 + medical benefits in kind + medical benefits in kind
8 + depreciation of consumer durables Same as Case 7
9 + depreciation of owner occupied Same as Case 7

housing

Takayama 1. (1988).
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Table 4. Saving motives -- Japan

{per cent of those giving each item as a major saving motive) (a)

For future consumption expenditure

Children’s educational expenses 42.0
Children’'s marriage expenses 15.5
Travel and other leisure expenses 6.1

For purchase of real assets

Land/housing related 20.4

Purchase of consumer durables 9.4

Precautionary saving

Illness and other unexpected disaster 76.4
Living expenses during old age 46.1
a) Figures are the percentages of persons interviewed in 1987 for

whom each motive is one of their top three motives for saving.
A number of less important other motives are not shown,
therefore figures do not add up to 100.

Source: "Public Opinion Survey on Saving", Central Council for Saving
Promotion (1987).
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Table 5. Factors affecting saving (a)

United United
Japan States Germany France Kingdom Italy Sweden

Household net saving rate (b) 17.5 8.7 12.2 12.5 6.5 19.6 4.3
Economic (c)

Economic growth rate 6.6 3.2 3.1 3.7 2.4 3.8 2.9
Inflation rate 5.1 5.0 4.0 7.1 8.3 10.2 7.2
Saving motives

University entrance ratio (d) 36.1 48.6 25.0 27.1 21.6 - --
Land asset per household (e) 16.3 2.9 -- - 1.2 - -
Dwelling ownership ratio (f) 62.4 64.7 40.7 50.7 60.9 - -
Public pension ratio (g) 40.5 43.4 39.2 - 43.8 - 47.7
Aged participation ratio (h) 45.6 21.3 12.8 14.9 15.6 11.8 22.3
Institutional and cultural

Annual working hours (i) 2 150 1 924 1 655 1 643 1 938 - -
Retirement age (J) 62.3 63.6 62.0 62.4 65.4 - -
Expanded families ratio (k) 50.2 3.4 - 9.1 2.4 - -
Demographic (1)

Young dependency ratio (m) 34.7 39.1 31.1 36.9 34.8 30.9 30.9
Aged dependency ratio (n) 12.1 16.6 21.7 20.8 22.0 17.6 23.5

a)

b)

c)

d)

e)

£)

g)

h)

i)
1)
k)

1)

m}

n)

Figures are in per cent or percentage points in the average of following intervals
or the year. Figures in other units are explained below.

Average 1960 to 1987 for Japan, the United States and Germany, 1960 to 1985 for
France and Italy, and 1960 to 1986 for the United Kingdom and Sweden.

Average for 1961 to 1988.

Proportion of the people who go to university or equivalents in their cohort. 1984
for Japan, 1982 for the United States and 1981 for the others.

Million yen (1 dollar = 251.10 yen = 0.8647 pound) at the end of 1984.

Proportion of the households who live in their own home or apartment. 1983 for
Japan and the United States, 1982 for Germany and the United Kingdom and 1984 for

France,

Ratio of pension benefits to average wages in the manufacturing sector in 1983.

Male labour force participation rate for persons aged 65 and over. Average for
1965 to 1985 for male.

Hours per year including overtime working except for France in 1987.
Average retirement age in Old-Age Schemes. 1983 to 1984 for male workers.
Proportion of old people who live with their married son or daughter in 1980.

Average for 1966 to 1985 for Germany, 1966 to 1971 and 1977 to 1986 for Italy and
1966 to 1986 for the others.

Ratio of population aged 0-14 to those aged 15-64

Ratio of population aged 65 and over to those aged 15-64

Sources: b),c¢) "Annual National Accounts”, OECD

d) "International comparisons in Educational Indicators", Ministry of Education
@), f) Bconomic Planning Agency (1987)

g) Ministry of welfare (1987)

h) OECD (1988a)

i) Ministry of Labour

) OBCD (1988c)
k) "International Comparison Research on the Life and Concerns of the Aged

People”, Prime Minister’s Office (1980).
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Table 6. Determinants of saving

(contributions to the excess of Japan’s private saving rate
over that of the United States)

Factor Coefficient Contribution (a)
Variant 1 Variant 2

Economic

Income growth +/- 1.6 -0.2
Inflation rate + -1.7 -1.4
Demographic

Aged/working population (b) - 11.5 8.1
Young/working population (c) - 3.2 3.5
Aged participation ratio - -11.1 -1.7
Retirement age . + N/A 3.7
Other

Land price + 5.0 3.6

Per capita income - 3.9 2.6
Residual 0.1 0.0
Total ‘ 12.3 12.3
a) All figures are expressed in term of percentage points of the private

saving rate. Variant 1 and Variant 2 correspond to alternative

estimation results.
b) Ratio of population aged 65 and over to aged 20-64.
c) Ratio of population aged 0-19 to aged 20-64.

Source: Horioka (1986).
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Table 7. Outlook for private saving rates

United ' United
Japan States Germany France Kingdom Italy Canada

Dependency ratio

Young (a) 1980 50.7 .1 52.6 53.3 57.1
2000 37.9 .4 43.0 40.8 44.4
2010 42.4 .4 43.2 41.9 41.3
2025 42.8 .1 43.5 39.5 44.0
Aged (b) 1980 15.1 .9 26.6 24.0 16.5
2000 24.1 .7 25.8 26.1 18.5
2010 31.6 .2 25.9 28.4 20.6
2025 38.5 .3 32.1 32.8 34.6

Private saving (c)

Young 1980-2000 11.8 .9 8.8 11.5 11.7
2000-2010 -4.1 .9 -0.2 -~1.0 2.9
2010-2025 -0.3 .2 -0.3 2.3 -2.5
1980-2025 7.3 .0 8.3 12.7 12.1

Aged 1980-2000 -14.6 .0 1.3 -3.5 -3.3
2000-2010 -12.0 .4 ~-0.1 -3.7 -3.4
2010-2025 -11.2 .9 -10.1 -7.1 -22.5
1980-2025 -37.8 .3 -8.9 14.3 -29.2

Total 1980-2000 -2.9 4.5 .9 4.4 10.0 8.0 8.4
2000-2010 ~16.1 2.2 -8.5 6.0 ~-0.3 -4.7 -0.5
2010-2025 -11.5 -21.5 -8.7 0.1 -10.3 -4.8 -25.0
1980-2025 -30.5 -14.8 -11.3 10.5 -0.6 -1.5 -17.0

a) Ratio of population aged 0-19 to to aged 20-64.

b) Ratio of population aged 65 and over to aged 20-64.

c) Estimated change in percentage points in the ratio of private saving as a

per cent of private national income during each period due to the change
in each dependency ratio and total of them.

Sources: P. Heller (1989).
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Chart 1. Household saving-rate developments
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