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1. Need more sensitivity analysis

 Macroeconomic base factors are
explained in the 2004 Financial Report of
the EPS and the NPS as the following

Table.

* These points shall be discussed in more
details in the final session.



Projections of the Average Real Wages and
Macroeconomic Profit Rate
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The Projected Replacement Ratio in the Most
Pessimistic Scenario

e If TFR remains at 1.10 in 2050, and the
economy falls into the worst situations (nominal
wages increase only by 1.8% and the return of
the reserve fund falls to 3.1%), the replacement
ratio will decline to 45.3% by 2031.

* |n that case, the macroeconomic adjustment
(ABM) will be suspended and the reserve fund

will be exhausted by 2066.(Source: Pension Bureau,
MHLW, 2004 Pension Financial Report, pp.264~272.)

It should be recalled that the replacement ratio
In 1969 was 45%.



The Worst Scenario
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2. Is the projected rate of return of the
reserve fund too optimistic?

o Mr. Settergren suggests that the projection
IS t0O pessimistic.

* The projection is based on the past
experience that the long-term real interest
rate Is closely correlated with the profits In
the economy as a whole (see the Table
below)

 More discussions are expected in the final
session.



The Projected Real Interest Rates
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3. The Reserve Fund does not mean that
the projected return Is guaranteed

* No, Definitely not. That was fully proved by our
experiences in the past ten years.

 The Special Fiscal Investment Fund of the MOF
will be abolished by the FY 2008 when the total
pension reserve fund of

¥ trillion must be invested by the Nenkin
Shikin Unyo Kikin (Pension Reserves
Investment Fund), which involves a great
risks.(see N.Tamaki, 2004)




The Projected TFP, real wages and the Real
Rate of Investment Return
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