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On the sustainability of Japanese fiscal policy: A simulation analysis
Shin Kimura, Yoshiaki Kitaura and Kyoji Hashimoto

Facing an enormous budget deficit and the problem of aging society, people have distrusted the
sustainability of social security system and public finances in Japan. In this paper, by the simulation
of an overlapping generations (OLG) model, we examine whether Japanese economy and public
finances could be sustained.

Three main results are obtained: (1) if the current Japanese pension system and fisca policy are
maintained, the public budget deficit will exceed 5,000 trillion yen in early 2050s and Japanese
economy will break down; (2) to avoid the breakdown with atax increase, it is required that 24% or
28% of a consumption tax rate is required; (3) to cap the consumption tax rate at 20%, 1.5% of
annual cutsin fiscal expenditures are required for 10 or 15 years since 2007.

JEL Clasificasion: H55; H60.
Keywords: sustainability; OLG models; pension system; budget deficit.
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