BERBEBAFZRLRAMAE  Tre IUK Grabuate ScHool Journal, 12: 33-39, 2020 November

FEDOMHBBUTAIL L BHEN R

Consumption-based Public Pension and Structural Unemployment
Ryoichi IKEDA!

Abstract

Several scholars have suggested that pension should be financed by consumption taxes. However, Prof. Yoshikazu
Kenjoh of Keio Gijuku University suggests that this is not practical because of the transition process and the existence of
several people without a pension. Consumption tax based pension is desirable because, in the long run, people will be
entitled to a pension. However, there is a difference between desirability and feasibility. This study investigates the
transition dynamics (transition process) from premium based pension schemes to consumption tax based pension
schemes using computer simulation with the Gauss-Seidel method. Many extant studies do not consider such transition
dynamics. Additionally, the present study also examines the relationship between public pension schemes and structural
unemployment.

In line with some previous studies, the results of the present study showed that, in the long run, the utility of a
representative household increases with the enhancement of per capita capital stock and reduction of structural
unemployment.

However, in the transition dynamics process, the utility of an individual whose old-age period coincides with the time
of the scheme change will decrease significantly until it reaches an unsustainable level. In conclusion, changes to pension
schemes are matters of extreme sensitivity and must be dealt with care.
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