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Introduction
” . Population ageing presents economic and societal challenges for countries around
POpUIatlon the world. Rising life expectancy coupled with lower fertility rates is shifting age
. demographics so that, globally by 2050, 1 in 6 people will be over the age of 65, up
agelng from 1in 11in 2019 (UN, 2019a). As the share of older people in the overall population
increases, the workforce composition will also shift from young to relatively older age
presents workers in many countries (Aiyar et al., 2016).
economic Some researchers have suggested that increases in the share of the population at older
. ages can have adverse economic implications (Fair & Dominguez, 1991; Acemoglu
and SOCletaI & Restrepo, 2018). This could occur through a number of pathways. For example,
. a large population share at older ages may put fiscal pressure on social security
Cha”enges systems, pensions and health expenditure (Bloom, Canning & Fink, 2011); a large

older population may exit the formal labour force en masse and, in addition, some
researchers suggest that older people who do continue in formal work may have lower
productivity rates (Feyrer, 2008; Aiyar et al., 2016; ADB, 2019).

The potential for population ageing to result in economic challenges through these
pathways may be exacerbated if people age in poor health (Feyrer, 2008; Aiyar et al.,
2016; Cylus, Normand & Figueras, 2018). A critical question therefore is how the
health and disability of older people impacts economic growth and whether the
potential adverse economic effects described above can be moderated by supporting
healthy ageing.

This report presents estimates of macroeconomic effects of population ageing in Japan
and considers the role of health and disability. Data and methods used for the analysis
in this report are outlined in Box 1.

for 180 countries.

Box 1: Data and methods for forecasting economic gains
of healthy ageing

To estimate the effects of population ageing on economic growth and consider the potential moderating effects
of health and disability among the older working-age population, we make use of data from multiple sources.

We use data on real per capita gross domestic product (GDP) from the World Bank (World Bank, 2020a), historical
and forecasted population by age data from the United Nations (UN) Population Division (UN, 2019b), and data
on years lived with disabilities (YLD) by age from the Institute for Health Metrics and Evaluation (IHME, 2020).

We aggregate the data into three working-age groups: the young working-age (20-39 years old), the mid
working-age (40-54 years old) and the older working-age (55-69 years old). Data are available from 1990 to 2017

Country fixed effects models are used to estimate real per capita GDP growth as a function of the shares of the

population in each age group and the interaction between YLDs per person and the share of the population aged
55-69 years old. To illustrate the magnitude of the effects of supporting healthy ageing, we compare GDP growth
projections holding baseline (2017) YLDs per person for 55-69-year-olds constant to an alternative healthy ageing
scenario where disability rates are held constant at 5% lower than at baseline.




The Japanese context:
demographics, health and disability, and the economy

Population Shares of the 2019 GDP 2018 Employment 2017 Life Years lived with
(2020) population per capita | share of the population | Expectancy disability (YLD)
(%) (PPP) (%) (years) per 1000 population
55-69 years old 55-65+ years old 55-69 years old in 2017
126.5 million 2020: 18.8% $43236 55-64: 75.2% 84.2 164.6
2050: 18.8% 65+: 24.3%
2080: 17.5%

Japan is at the leading edge of the demographic transition and has an increasingly large
older population

With a rapid growth rate since 1990, Japan’s total population has reached a peak of 126.5 million in 2020. Due to low
fertility rates, the total population is predicted to decline to 106 million people in 2050 and 75 million people in 2100
(Figure 1). Japan has the world’s oldest population with a current median age of 48.4 in 2020 compared with 37.3 in
1990 (UN, 2019b); the share of people aged between 55-69 is 18.8% in 2020 compared to the younger working-age
population (20-54 years old) of 42.5% (UN, 2019b). The median age is predicted to increase further in the upcoming
decades as the population ages and the share of older people rises. Although the share of the older population aged
55-69 is projected to remain 18.8% by 2050 and slightly decrease to 17.5% by 2080, the old-age dependency ratio (ratio
of population over 65 to population aged 20-64) is projected to substantially increase from 52% in 2020 to 83.3% in
2060 as the number of people over 65 rapidly rises (UN, 2019b).

Figure 1. Population age-mix in Japan, historical and projections (1990-2100)
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Japan has one of the highest life expectancy rates in the world

Life expectancy at birth in Japan has substantially improved since 1960 with a gradual increase from 69 to 84.2 years in
2017. Japan’s life expectancy is among the highest in the world and it remains higher than the World Health Organization
(WHO) Western Pacific Region’s average of 76.6 years. Death rates overall are rising slowly, however, amongst the
population aged 50-69, death rates have fallen from 755 deaths per 100,000 in 1990 to 550 per 100,000 in 2017 (IHME,
2020). The contributing factors to the extended life expectancy and few deaths in Japan can be linked to healthy lifestyles,
hygiene and sanitation as well as equitable and universal health system coverage (Sakamoto et al., 2018).

Non-communicable diseases are the main cause of disability

The main drivers of disability and morbidity in Japan are non-communicable diseases, cerebrovascular diseases,
cardiovascular diseases and respiratory diseases (mainly pneumonia). In fact, 82% of the burden of disease in Japan is
attributed to a rise in non-communicable diseases, which are mostly related to increasing population risk factors, including
high levels of obesity, physical inactivity, smoking and alcohol consumption. The prevalence of obesity among adults in
2016 is 4.3%, which is lower than the Western Pacific Region’s prevalence of obesity among adults of 6.4% in 2016
(WHO, 2017). In addition, 36% of adults in Japan led a lifestyle with insufficient physical activity in 2016 (WHO, 2018).
Consumption of alcohol is projected to be 7.9 litres per person in 2020 and to increase to 8.3 in 2025 (WHO, 2016).
Moreover, 29.2% of adult males are projected to smoke tobacco in 2020 compared to 9.6% of females (WHO, 2015).
Optimistically, both are predicted to decrease in 2025 respectively to a prevalence of 25.5% and 8.7% (WHO, 2015).
Further, high disability rates affect the population in Japan. In particular, people aged between 55-69 approximately
experienced roughly 164.6 YLDs in total per 1000 population in 2017 (or alternatively, one can consider an equivalent
conceptualization that around 16.5% of the population aged 55-69 was fully disabled for the entire year). Disability rates
in Japan are lower than other countries in the region including Viet Nam, the Republic of Korea and Australia, which
respectively report per 1000 population YLDs of 166.9, 171 and 176.3 (IHME, 2020).

Figure 2 displays how YLDs have been on the rise in Japan since 1990. Since 2000, YLDs have increased rapidly from
158.6 per 1000 population, reaching 165 per 1000 population in 2017 (IHME, 2020).

Figure 2. Years lived with disabilities per 1000 population, for 55—-69-year-olds in Japan, historical (1990-2017)
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Although the economy has been improving, growth will not remain in the near term
due to the COVID-19 pandemic and rapidly declining labour productivity

The burst of asset bubbles in the 1990s led to Japan’s ‘lost decades’, a period of economic stagnation, deflation, high debt
and a dysfunctional financial system (Yoshino & Taghizadeh-Hesary, 2015). During this long-term recession, Japan suffered
from sluggish economic growth and a sharp decline in its real GDP growth rate. Since then, the economy has been
moderately expanding, with a rise in the country’s annual GDP growth from 0.5% in 2018 to 0.9% in 2019 (World Bank,
2020a). Japan’s poverty levels and unemployment rates have been historically low, and the manufacturing and services
sector are the biggest drivers of economic growth (Sakamoto et al., 2018).

In early 2020, the outbreak of COVID-19 altered the economic course of Japan. Although a rapid response and the
implementation of preventative measures significantly decreased the spread of the virus, the economy was highly impacted.
Being deeply integrated through trade and tourism with the Western Pacific region, which has experienced massive GDP
losses, Japan is incurring adverse economic knock-on effects. With the disruption of Asia’s value chains through cost increases
and restrictions on cross-border movements, Japan's manufacturing sector, specifically the machinery and automotive
industries, are bearing the economic toll (UNDP, 2020). Japan’s GDP growth decreased by 3.4% in the first three months of
2020 and economic output is expected to contract by 6.1% by the end of the year, pushing the country into a recession that
has been especially aggravated by the postponement of the Tokyo 2020 Olympics (World Bank, 2020b).

To cushion the economic and social blow of the pandemic, the government is distributing fiscal support packages that
account for 40% of GDP, and the Bank of Japan has expanded its balance sheet with securities and corporate bonds
(World Bank, 2020b). Japan has taken extensive social protection measures, including income support to citizens, sickness
benefits, employment retention subsidies, direct income support for freelance workers, and family leave and care policies,
as well as access to affordable treatment and testing by injecting funds into the health system (UNDP, 2020).

Although the economic outlook for this year is challenging to overcome, with the right fiscal and monetary support,
economic growth is projected to bounce back at 2.5% in 2021 (World Bank, 2020b). However, due to its accelerated ageing
and shrinking working-age population, Japan is still facing various economic challenges and financial sector vulnerabilities.
As a result, structural reforms are needed (notably relating to labour market conditions such as encouraging women and the
elderly to participate in the labour force), monetary easing and flexible fiscal policies (IMF, 2020). These interrelated policies
would contribute to raising inflation and stabilizing debt rates to regain GDP growth in the post-pandemic era (IMF, 2020).

As regards population ageing, the number of older people in the labour force has steadily been decreasing. In 2018,
11,480,000 people aged between 55-64 were employed compared with 12,140,000 in 2010. The inverse is observed for
people over 65 years, with 8,620,000 employed in 2018 compared to 5,700,000 in 2010 (ILOSTAT, 2018).

How will population ageing in Japan affect economic growth
according to the models?

Without accounting for the level of disability of the population, the increase in the share of the population aged 55-69

is expected to coincide with a slowdown of per person GDP growth. From 2020 to 2045, the share of the population

aged 55-69 is expected to increase from 18.78% to 20.09%, contributing to a slowdown in per person GDP growth of
around 0.9% according to model estimates. Additionally, taking a longer projection from 2020 to 2100, the share of the
population aged 55-69 is expected to decrease from 18.78% to 17.14%, which, according to our model estimates, would
be expected to increase per person GDP by around 1.12%.

Accounting for the level of disability among those aged 55-69, however, moderates any adverse effects of population
ageing according to model estimates.
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To illustrate, projections of per person GDP growth holding 2017 disability rates among the 55-69-year-old population
constant in the future are compared to projections where a 5% improvement in disability rates is assumed. Figure 3 shows
that reducing disability among the older working-age population is associated with increases in per person GDP growth.
The 5% reduction in disability rates among the older population contributes positively to annual per person GDP growth,
adding just above 0.5% in 2020, rising to just over 0.6% per year around 2035.

Figure 3. GDP growth attributable to a 5% improvement in disability rates among older population (55-69 years)
compared to 2017 baseline disability rates, projections (2020-2100)
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To get a sense of the full contribution of healthy ageing over the projection period, Figure 4 shows the cumulative effect
of this growth due to lower disability. If disability rates among 55-69-year-olds were constant but 5% lower than in 2017,
Japan could expect to see an additional 52.8 percentage points of GDP growth per person by the end of the century.



Figure 4. Cumulative GDP growth attributable to a 5% improvement in disability rates among older
population (55-69 years) compared to 2017 baseline disability rates, projections (index 2020 =100)
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Discussion

This report suggests that, although population ageing has historically been associated with slower economic growth,
a healthy and active older population can have economic benefits. Model estimates indicate that relatively small
improvements in disability rates among older people in Japan can result in sizeable economic impacts by the end of
the century.

Policies aiming to promote healthy and active ageing can play an important role in mitigating the adverse economic
effects of ageing. Some effective policies that have been proposed in the literature to promote healthy ageing and
improve disability rates reflect a life-course approach, including: preventing disease progression, cognitive and frailty
declines; workplace initiatives; and other interventions outside the health system (Cylus, Normand & Figueras, 2018).
An assessment of possible approaches to support the health needs specific to Japan’s ageing population would be
useful so that appropriate policy interventions can be considered and the full potential of the older population realized.



10

© ° @
€S0’ Se
0.5 e
ogels ofee®
®ec .
®o98
027 €
e, Se e
-ty . ° 7O
(Y IR Japan
@0 :2°% 0@
R EEE AL
3
®

References

Acemoglu D, Restrepo P (2018). Secular stagnation? The effect of aging on economic growth in the age of automation.
Cambridge, MA: National Bureau of Economic Research (NBER), Working Paper 23077 (http://www.nber.org/papers/w23077,
accessed 4 May 2020).

ADB (2019). Asian Economic Integration Report 2019/2020: Demographic change, productivity, and the role of technology.
Manila: Asian Development Bank, November 2019 (http://dx.doi.org/10.22617/TCS190461-2, accessed 4 May 2020).

Aiyar S et al. (2016). The impact of workforce aging on European productivity. International Monetary Fund (IMF) Working Paper,
European Department (https://www.imf.org/en/Publications/WP/Issues/2016/12/31/The-Impact-of-Workforce-Aging-on-
European-Productivity-44450, accessed 1 May 2020).

Bloom DE, Canning D, Fink G (2011). Implications of population aging for economic growth. Cambridge, MA: National Bureau of
Economic Research, NBER Working Paper 16705 (https://www.nber.org/papers/w16705.pdf, accessed 4 May 2020).

Cylus J, Normand C, Figueras J (2018). Will population ageing spell the end of the welfare state? A review of evidence and policy
options. Copenhagen: WHO European Observatory on Health Systems and Policies (https://www.euro.who.int/en/about-us/
partners/observatory/publications/policy-briefs-and-summaries/will-population-ageing-spell-the-end-of-the-welfare-state-a-
review-of-evidence-and-policy-options-2018, accessed 4 May 2020).

Fair RC, Dominguez KM (1991). Effects of the changing U.S. age distribution on macroeconomic equations. The American
Economic Review, 81(5):1276-1294 (https://www.jstor.org/stable/2006917, accessed 1 May 2020).

Feyrer J (2008). Aggregate evidence on the link between age structure and productivity. Population and Development Review,
34:78-99 (http://www.jstor.org/stable/25434760, accessed 1 May 2020).

IHME (2020). Institute for Health Metrics and Evaluation. GBD Results Tool. Seattle, WA: University of Washington, Global Health
Data Exchange (GHDx), 2017 results. (http://ghdx.healthdata.org/gbd-results-tool, accessed 4 May 2020).

ILOSTAT (2018). ILOSTAT Data. Geneva: International Labour Organization, ILOSTAT database (https://ilostat.ilo.org/data, accessed
4 May 2020).

IMF (2020). Japan: 2019 Article IV Consultation-Press Release; Staff Report; and Statement by the Executive Director for Japan.
Washington D.C.: International Monetary Fund, Asia and Pacific Dept, IMF Country Report No. 20/39 (https://www.imf.org/
en/Publications/CR/Issues/2020/02/07/Japan-2019-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-the-
Executive-49032, accessed 15 May 2020).

Sakamoto H et al. (2018). Japan Health System Review. New Delhi: WHO Regional Office for South-East Asia, Vol 8(1) (http://
www.searo.who.int/entity/asia_pacific_observatory/publications/hits/hit_japan/en, accessed 4 May 2020).

UN (2019a). World Population Ageing 2019: Highlights. New York: United Nations, Department of Economic and Social Affairs,
Population Division, ST/ESA/SER.A/430 (https://www.un.org/en/development/desa/population/publications/pdf/ageing/
WorldPopulationAgeing2019-Highlights.pdf, accessed 4 May 2020).

UN (2019b). World Population Prospects 2019. New York: United Nations, Department of Economic and Social Affairs, Population
Dynamics, custom data acquired via website (https://population.un.org/wpp, accessed 4 May 2020).

UNDP (2020). The social and economic impact of COVID-19 in the Asia-Pacific Region. Bangkok United Nations Development
Programme, Position Note prepared by UNDP Regional Bureau for Asia and the Pacific (https://www.undp.org/content/undp/
en/home/librarypage/crisis-prevention-and-recovery/the-social-and-economic-impact-of-covid-19-in-asia-pacific.html, accessed
3 July 2020).

WHO (2015). Risk factors: Prevalence of current tobacco use among adults. Geneva: World Health Organization, Global Health
Observatory data repository (https://apps.who.int/gho/data/view.main.GDO2102v?lang=en, accessed 20 April 2020).

WHO (2016). Risk factors: Total (recorded and unrecorded) alcohol per capita (aged 15+ years old) consumption. Geneva:

World Health Organization, Global Health Observatory data repository (https://apps.who.int/gho/data/view.main.
GDO02103v?lang=en, accessed 20 April 2020).

WHO (2017). Prevalence of obesity among adults, BMI = 30, age-standardized estimates by WHO region. Geneva: World Health
Organization, Global Health Observatory data repository (https://apps.who.int/gho/data/view.main.REGION2480A?lang=en,
accessed 20 April 2020).

WHO (2018). Prevalence of insufficient physical activity among adults — Data by country. Geneva: World Health Organization,
Global Health Observatory data repository (https://apps.who.int/gho/data/view.main.2463?lang=en, accessed 20 April 2020).

World Bank (2020a). World Development Indicators. Washington, DC: World Bank, custom data acquired via website (https://
data.worldbank.org/indicator/NY.GDP.PCAPKD.ZG?locations=AU, accessed 4 May 2020).



World Bank (2020b). Global Economic Prospects, June 2020. Washington, DC: World Bank, eLibrary (https://doi.org/10.1596/978-
1-4648-1553-9, accessed 4 May 2020).

World Bank (2020). World Bank East Asia and Pacific economic update, April 2020: East Asia and Pacific in the time of COVID-19.
Washington, DC: World Bank, Open Knowledge Repository (https://openknowledge.worldbank.org/handle/10986/33477,
accessed 3 July 2020).

Yoshino N, Taghizadeh-Hesary F (2015). Japan’s lost decade: Lessons for other economies. Manila: Asian Development Bank,
ADBInstitute, ADBI Working Paper Series (https://www.adb.org/publications/japans-lost-decade-lessons-other-economies,
accessed 15 May 2020)

1"



The European Observatory on Health Systems and Policies is
a partnership that supports and promotes evidence-based
health policy-making through comprehensive and rigorous
analysis of health systems. It brings together a wide range of
policy-makers, academics and practitioners to analyse trends
in health reform, drawing on global experience to illuminate
policy issues. The Observatory’s products are available on its
web site (www.healthobservatory.eu).

The World Health Organization (WHO) Centre for Health
Development (the “WHO Kobe Centre”), was established
in Kobe, Japan, in 1995 as an outposted office to WHO
Headquarters and a global research centre. The Centre
supports research on Universal Health Coverage, capacity
building and information exchange.

WHO/EURO:2020-1657-41408-56449

= Z

o

>

Print ISSN
1997-8065

Web ISSN
1997-8073



http://www.healthobservatory.eu

