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LONDON SW1A 2AA

THE PRIME MINISTER

Welcome to the United Kingdom. I hope you will enjoy your stay here as

greatly as I enjoyed my own visit to your town in July 2000.

The events of the past few months have shown us all the crucial importance
of good international relationships. And Britain and Japan have long been staunch
friends. The British and Japanese Governments are now working closely together
on a whole range of issues to promote global security and stability while, at the
grassroots level, Japan 2001 continues to make a huge contribution to strengthening

the ties between our two countries.

The future belongs to your generation. Your visit marks one more chapter in
the long history of friendship between the British people and the people of Chatan.
I hope that you will build strong links with young people in the United Kingdom
and that the special relationship between Chatan and Britain will grow stronger still

in the years ahead.

February 2002
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Japan: Visit by Okinawan Schoolchildren

When the Prime Minister visited Okinawa in July 2000 for the G8 Summit, he
visited a primary school in the town of Chatan (press release/cuttings enclosed). Chatan
was chosen for the visit because of its special historical links with the UK. In 1840,
while Japan was still closed to the outside world, the British naval transport ship the
“Indian Oak” was shipwrecked off the coast of Chatan. Despite the draconian penalties
imposed by the Tokugawa Shogunate for contact with foreigners, the local people
welcomed and took care of the crew until they could return home safely.

A group of four Chatan schoolchildren (13-15 years old; slightly older than those
the Prime Minister met) are visiting the UK from 3-8 February, accompanied by a
teacher and two representatives from Chatan Local Education Council. The Japanese
Embassy have requested a call for them on the Prime Minister. We see no case for such
a call. But it would be good if No 10 could make a small gesture in return for their
hospitality to the Prime Minister in Japan.

We recommend that the Prime Minister send a short message of welcome to the
schoolchildren to coincide with their visit. Could the group also be given permission to
have their photograph taken in front of No. 10?
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(Patrick Davies)
Private Secretary

Ms Anna Wechsberg
10 Downing Street




MESSAGE FROM THE PRIME MINISTER TO THE CHILDREN OF CHATAN

Welcome to the United Kingdom. I hope you will enjoy your stay here as greatly as |
enjoyed my own visit to your town in July 2000.

The events of the past few months have shown us all the crucial importance of good
international relationships. And Britain and Japan have long been staunch friends. The
British and Japanese Governments are now working closely together on a whole range of

issues to promote global security and stability, while, at the grassroots level, Japan 2001
continues to make a huge contribution to strengthening the ties between our two
countries.

The future belongs to your generation. Your visit marks one more chapter in the long
history of friendship between the British people and the people of Chatan. I hope that
you will build strong links with young people in the UK, and that the special relationship
between Chatan and Britain will grow stronger still in the years ahead.

Tony Blair

[Wendy Wyver
NEAPD
Tel: 7270 2956]
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Japan: Visit by Okinawan Schoolchildren

Yviien the Prime Minister visited Okinawa in July 2000 for the G8 Summit, he
visited a primary school in the town of Chatan (press release/cuttings enclosed). Chatan
was chosen for the visit because of its special historical links with the UK. In 1840,
while Japan was still closed to the outside world, the British naval transport ship the
“Indian Oak” was shipwrecked off the coast of Chatan. Despite the draconian penalties
imposed by the Tokugawa Shogunate for contact with foreigners, the local people
welcomed and took care of the crew until they could return home safely.

A group of four Chatan schoolchildren (13-15 years old; slightly older than those
the Prime Minister met) are visiting the UK from 3-8 February, accompanied by a
teacher and two representatives from Chatan Local Education Council. The Japanese
Embassy have requested a call for them on the Prime Minister. We see no case for such
a call. But it would be good if No 10 could make a small gesture in return for their
hospitality to the Prime Minister in Japan.

We recommend that the Prime Minister send a short message of welcome to the
schoolchildren to coincide with their visit. Could the group also be given permission to
have their photograph taken in front of No. 10?
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MESSAGE FROM THE PRIME MINISTER TO THE CHILDREN OF CHATAN

Welcome to the United Kingdom. I hope you will enjoy your stay here as greatly as I
enjoyed my own visit to your town in July 2000.

The events of the past few months have shown us all the crucial importance of good
international relationships. And Britain and Japan have long been staunch friends. The
British and Japanese Governments are now working closely together on a whole range of
issues to promote global security and stability, while, at the grassroots level, Japan 2001
continues to make a huge contribution to strengthening the ties between our two
countries.

The future belongs to your generation. Your visit marks one more chapter in the long
history of friendship between the British people and the people of Chatan. I hope that
you will build strong links with young people in the UK, and that the special relationship
between Chatan and Britain will grow stronger still in the years ahead.

Tony Blair

[Wendy Wyver
NEAPD
Tel: 7270 2956]




RESTRICTED - POLICY

Frue,

S-'H]APS %))
Po &
PRIME MINISTER

My visit to Korea and Japan from 6th January to 12th January underlined the
importance of both countries to UK businesses. Increasing signs of a buoyant economy
in Korea combined with its close links to China make it a high potential trading partner
for UK companies, especially in areas such as ICT and e-commerce, creative industries,
and biotechnology. Prospects for UK business in Japan are better than press reports of
the economic situation would suggest and demand in many areas is holding up strongly.
Very positive discussions with Japanese Government and electricity generating
companies on nuclear power, with clear signals that they are ready to begin a new
partnership with BNFL. Also strong interest in a Prime Minister level joint statement
on ICT.

Both Korea and Japan are making rapid progress on broadband take-up, thanks in a
large part to huge public investment. We will need to redouble our efforts to ensure the
UK is not left behind.

UK policy on euro membership is being watched very closely. Japanese investors in
particular are being squeezed hard by the exchange rate. However, while they are
certainly likely to source more components outside the UK, no clear indication yet that
major automotives manufacturers such as Nissan, Honda and Toyota are contemplating
moving their investment to the eurozone -though we shall need to keep a close watch on
this.

An early visit from you would do much to consolidate UK-Japan relations.

Detail

I visited Korea and Japan from 6th January to 12th January where I had a series of very
constructive, largely trade-related discussions with senior Government figures and business. I
thought it might be helpful to report on some of the key issues emerging from the visit.

Korea

As you will be aware from President Kim Dae-jung's visit last December, the Korean
economy is large and sophisticated with an exceptionally well developed communications
infrastructure. Uniquely among Asian economies, it is also showing promising signs of
recovery: Government predictions are for 4% growth in 2002. A number of UK investors
including AMEC, Tesco, Shell, Prudential and BP have made significant inroads and while
there are still obstacles for inward investors to Korea - notably problems around transparency
and corporate governance as well as market access in some areas such as legal and financial
services - I believe there are real opportunities here for UK companies. It is right that it is

now a Target Market for trade promotion.
JW1081
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As well as representing a lucrative market in its own right, Korea also has the potential to act
as a regional hub, especially with access to the huge Chinese market especially for those
companies capable of forging successful partnerships with Korean companies. Tesco's link-
up with Samsung to provide retail services in Korea is an outstanding example of such a
collaboration and BTI will continue to help UK companies to develop similar partnerships.

Your meeting with President Kim Dae-jung has made a huge impact in terms of cementing
UK-Korea relations. I was able to build on this during my discussions with senior
Government figures (including the Ministers for Information and Communication, Culture
and Tourism, Commerce Industry and Energy, Trade, and Gender Equality) which I used to
underline the message that the UK is a natural partnier for Korea in a range of areas where we
have complementary strengths notably R&D investment, ICT and e-commerce, creative
industries, defence industry, biotechnology, financial and other services, and third country
projects.

I believe there is also more we could be doing to promote the educational sector in Korea,
both as an important economic sector in its own right but also to boost the image of the UK as
a world leader in many high tech fields. Here there is a good opportunity to combine our
strength in digital educational content with Korea’s advanced electronic infrastructure.

Japan

The Japanese economy is of course much less buoyant. Nevertheless the political and
business environment was much more encouraging than press reports would suggest. Prime
Minister Koizumi appears to be reasonably secure and remains committed to reform.

On the economic front, consumers are depressed, but still very wealthy and demand is holding
up strongly at both the luxury and lower ends of the market. The message I got from the UK
companies I met at the British Industry Centre in Yokohama was that this is the best ever time
to invest in Japan - demand is holding up in many areas, property and rental prices in Tokyo
are dropping sharply and the younger Japanese are increasingly keen to work in foreign
companies which offer more exciting career prospects.

Telecoms deregulation, while still behind good international practices, has created substantial
business opportunities for us. Vodafone and Cable and Wireless are now amongst the biggest
foreign investors in Japan, but they are hampered by regulatory difficulties and the Japanese
Government still needs to be persuaded of the still urgent need for future reform. I was
pleased therefore that Hiranuma - the influential and impressive Economy, Trade and Industry
Minister - was very keen on our suggestion to build on the joint ICT statement I agreed last
year in Japan with one at Prime Ministerial level. My officials are hoping to hand over a
‘London’ draft to the Japanese by the end of this month.

Jw1081
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There are a number of new streams of investment coming on line from Japan into the UK
(including from Toshiba and Nippon Gohsei) and the vibrant science and technology sector
offers excellent prospects for collaboration with UK scientists and high tech companies.

I had particularly useful discussions on nuclear power. [ met the Japanese Federation of
Electric Power Companies alongside Norman Askew who was also in Tokyo. Many of these
companies have been privately supportive of BNFL in recent months and I was able to
reassure them about the Government's plans for the future of BNFL including the
establishment of the Liabilities Management Agency, and the fact that the management of
BNFL has our full support. I repeated these points in discussions with Hiranuma - his
response was very positive and signalled that the Japanese Government has reached the point
where it is willing to work in partnership with BNFL again. Clearly much will depend on the
successful early return of the Takahama fuel and Japanese public acceptance of the MOX
programme. But I believe this is a significant step forward: the mood music over BNFL was
good.

Euro

The UK's position on euro membership is being closely watched by Korean and Japanese
investors.

Extensive coverage in the Korean press of the introduction of euro notes and coins has
provoked a lot of interest and there is a perception that trading will become more difficult for
Korean investors in the UK (who include Samsung and LDC). I explained our policy on
membership and emphasised that the euro has been in operation as a trading currency for three
years and that the City of London handles more euro transactions than any other financial
centre including Frankfurt.

I had some particularly useful discussions with Japanese automotives and automotives
components manufacturers - many of whom of course are major investors in the UK. They
are naturally concerned about the impact on their bottom lines of the current exchange rate
and pressed hard on UK policy on the euro. We can expect to see more components being
sourced from outside the UK, as well as the loss of a number of components manufacturers -
though probably to Eastern Europe as much as to other countries within the eurozone.
Significantly, however, I did not get the sense that the big investors - Honda, Nissan, Toyota -
are contemplating any major withdrawal of investment in the UK at this stage, though we
shall need to keep a close watch on this.

Broadband

Korea is the world leader on broadband penetration (around 14% of all Koreans have
broadband access) and Japan has set itself ambitious targets for broadband roll-out: Minister
Hiranuma outlined plans for increasing the number of broadband connections in Japan to

9 million within two years. In both these countries, large public investment over a long period

has been a major factor but there are others at play. For example narrowband access in Korea
JW1081
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is about the same price as broadband and there has been a strong demand side pull in Korea
especially for online games and educational content. Despite this the full capacity is not yet
being used and it is unclear that this level of public sector investment would be good value for
the UK. However I continue to believe that there are real risks to UK productivity if we fall
behind other key economies on broadband; my letter of 12 November set out the measures I

believe are needed to achieve our targets in this area.
WTO

Minister Hiranuma was keen to continue to pursue co-operation on WTO talks and shares
many of our cbjectives on capacity building, developing countries and environment. There
was also a strong interest in Korea in globalisation and the follow up to Doha.

Conclusion

In conclusion, both Korea and Japan continue to offer significant opportunities for UK
business. Despite its current difficulties, Japan in particular remains a key priority for UK
trade and investment. An early visit from you would I believe have a major beneficial effect
in consolidating UK-Japan relations and highlighting the opportunities which exist for UK
business.

A copy of this letter goes to John Prescott, Gordon Brown, Jack Straw, Sir Richard Wilson,
Sir Stephen Gommersall and Charles Humfrey.
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E& Archer

From: Stuart Jack Tokyo -Conf

Sent: 22 January 2002 09:58

To: Nick Archer

Cc: Colin Roberts Tokyo -Conf; Hugo Shorter
Subject: Possible PM/Koizumi call

Nick
Could you please pass the following message to Sir D Manning at No10 (I cannot get through on his e-mail address).
Thanks.

Dear David
| gather Stephen Gomersall discussed with you a possible call to Koizumi soon after the Afghanistan conference in Tokyo.

We would like to recommend a call. The conference has been a great success (Ms Short says it exceeded expectations)
and the Japanese organised it well. We want both to acknoweldge that and encourage their ongoing engagement.

| have discussed with Clare Short and Robert Cooper the points that the PM might make:

- conference very successful. Excellently organised by the Japanese Government

- important now to continue to work together to implement the pledges

More detail on the conference follows tomorrow.

The PM will also want to thank the Japanese for their logistic support for the RN ships in the coalition (agreement signed

last week providing for free Japanese fuel).
If he wants also to mention East Timor he could welcome their despatch of a battalion of Japanese engineers for the UN

operation. And say we are prepared to share our peace-keeping experience with Japan.
Regards
Stuart

MM Bealh o1\
r/’,)/‘/
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From: Stuart Jack Tokyo -Conf

Sent: 22 January 2002 09:58

To: Nick Archer

Cc: Colin Roberts Tokyo -Conf; Hugo Shorter
Subject: Possible PM/Koizumi call

Nick
Could you please pass the following message to Sir D Manning at No10 (I cannot get through on his e-mail address).
Thanks.

Dear David

| gather Stephen Gomersall discussed with you a possible call to Koizumi soon after the Afghanistan conference in Tokyo.
We would like to recommend a call. The conference has been a great success (Ms Short says it exceeded expectations)
and the Japanese organised it well. We want both to acknoweldge that and encourage their ongoing engagement.

| have discussed with Clare Short and Robert Cooper the points that the PM might make:

- conference very successful. Excellently organised by the Japanese Government

- important now to continue to work together to implement the pledges

More detail on the conference follows tomorrow.

The PM will also want to thank the Japanese for their logistic support for the RN ships in the coalition (agreement signed
last week providing for free Japanese fuel).

If he wants also to mention East Timor he could welcome their despatch of a battalion of Japanese engineers for the UN
operation. And say we are prepared to share our peace-keeping experience with Japan.

Regards

Stuart
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Japan: Reception for the 21st Century Group

Summary

Recommendation that the Prime Minister meet members of the UK/Japan 21*
Century Group (UK Chair, Peter Mandelson) at No 10 on Thursday 21 February, and,
if possible, call in, briefly, at the FCO reception for the Group that evening.

Detail

The next meeting of the UK/Japan 21* Century Group will take place at
Ditchley Park from 22-24 February.

The Group comprises UK and Japanese opinion formers from politics,
business, journalism and academia, who meet annually to discuss matters of
importance to the two countries. Established in 1984 by Prime Ministers Thatcher and
Nakasone, one of the ideas behind the establishment of the group was to allow key
opinion formers from each country access to the UK and Japanese Prime Ministers.
Traditionally, the Prime Minister of the country hosting the annual talks has held a
meeting with the participants.

The 21% Century Group was given a new lease of life last year, when the Prime
Minister appointed Peter Mandeison as UK Chair, and Koizumi appointed Yasuhisa
Shiozaki, a relatively young, reform-minded Japanese politician, as Japanese Chair.
The new Chairmanship should ensure that the Group’s discussions are relevant to the
work of the two Governments.

At this year’s meeting the Group will discuss:
redefining the global order post-September 11

the provision of welfare and public services
the contribution of science and technology to sustainable development.

We recommend that, if possible, the Prime Minister agree to a short meeting with
the Group at No 10 (I understand that 1415 on 21 February might be possible), and

RESTRICTED




A

. that he call in briefly on the FCO reception being held for the Group f%ﬁ“f‘?f%@%%
that evening. It would be a clear demonstration of the Prime Minister’s personal
support for the re-launch of the Group and his commitment to a reinvigorated
dialogue between UK and Japanese opinion formers. Prime Minister Koizumi
expressed his support for the Group when Mr Mandelson called on him in Tokyo in

October.
s e
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(Mark Sedwill)
Private Secretary

Ms Anna Wechsberg
10 Downing Street




Dear Prime Minister,

On behalf of the Government and people of
Japan, | wish to convey to you my sincere gratitude for
your most kind congratulations on the birth of Her
Imperial Highness the Princess expressed in your
message of the first of December, 2001.

Yours sincerely,

Junichiro Koizumi
Prime Minister of Japan

The Rt. Hon. Tony Blair, MP,
Prime Minister,

10 Downing Street,
London.




,{ﬁ
EMBASSY OF JAPAN

LONDON

6" December 2001

Loer Prwe sttenste,

| have been asked by Prime Minister Koizumi to send a
copy of his letter to you, which | have the pleasure to enclose herewith.

Masaki Orita
Ambassador

The Rt. Hon. Tony Blair, MP,
Prime Minister,

10 Downing Street,

London.
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Prime Minister’s Message to Prime Minister Koizumi Following
the Birth of the imperiai Baby

The Japanese Crown Princess Masako, is due to give birth to the Imperial couple’s
first child in late November/early December. The child, if a boy, will be second in line to
the Imperial throne behind his father, the Crown Prince. This birth has been long
anticipated by the Japanese public since the couple married in 1993.

Given the significance of this event to Japan, we recommend that the Prime
Minister send a short message of congratulations to the Japanese Prime Minister. I
enclose a draft. If the Prime Minister agrees, we will send the message by telegram to
Tokyo for the Ambassador to deliver immediately after the birth.
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(Patrick Davies)
Private Secretary

Ms Anna Wechsberg
10 Downing Street




DRAFT MESSAGE FROM THE PRIME MINISTER
TO THE JAPANESE PRIME MINISTER

I was delighted to hear that Her Imperial Highness Crown Princess Masako has given
birth to a baby boy/girl [insert name, if known] on x date. Please pass my sincere
congratulations to Their Imperial Highness The Crown Prince and Princess on the birth
of their child. I would also like to extend my deepest good wishes, and those of the
people of the United Kingdom, to you and the people of Japan on this very happy
occasion.

[Jonathan Thomson
NEAPD, 7 270 5961]




13 November 2001

Michael Arthur

Tokyo

Financial Section
No.1, Ichibancho
Chiyoda-ku, Tokyo 102-8381

Tel. +81352111100
Fax. +81352753164
Direct Tel: +813 5211 1212
Direct Fax: +813 5211 1121

JAPAN’S SOCIAL SECURITY SYSTEM: CREAKING AT THE JOINTS

1. As you know, Japan is now embarking on its own version of the structural reforms the UK
went through in the 80s and 90s, with the emphasis on deregulation, cleaning up the financial
sector, and getting public finances under control. Reform of social security is part of this wide
reform agenda. Social security reform involves both improving the safety net to deal with short
term problems (particularly unemployment, which hit a post-war high of 5.3% in September)
and also taking steps to reduce the growing cost of the system and improve public finances over
the longer term. As you probably know, in this last respect the debt to GDP ratio in Japan is a
remarkable 130 per cent and set to grow.

2. These are clearly big issues and ones where the choices made are bound to affect Japan’s
economic performance over the next few years. Japanese policy makers are increasingly
looking abroad for ideas and there are some experts’ visits to other countries in the pipeline. We
therefore thought that it would be timely to look in more detail at how the social security system
operates here and what the main policy options and constraints are.

3. Attached are five relatively short annexes that attempt to do this. The first tries to bring the
issues together. We have sent a shorter version of this back as a telegram on the FCO system.
The other annexes look in turn at the main components of the social security system, namely
unemployment insurance, income support, pensions and healthcare.

4. One could of course write a book on each so the information is far from comprehensive.
Please do let us know if you or copy recipients would like further information on any aspect of
the social security system.

5. Copies of this letter and attachment go to Alastair Clarke at the Bank of England, David
Lawton at the Treasury, John Longbottom at the FSA, Roger Liddle at No 10, Paul Gray at
DWP and Clive Smee at DOH.

Andrew King

John Murton

Peter Green

British Embassy Tokyo




ANNEX 1: |
JAPAN’S SOCIAL SECURITY SYSTEM: AN OVERVIEW

Ke

oints

Japan’s social security and health system has helped to minimise poverty and social
exclusion in Japan. In particular there has been a lot of redistribution to the poorer
members of the post-war elderly generation.

But as the population ages and the baby boom generation retires, the system is starting to
creak at the joints. The main problem is that it continues to redistribute wealth to the
elderly who already have large retirement savings.

The system is not well designed to cope with a world of increased unemployment, let
alone the transitional problems of structural reform.

As far as long term sustainability is concemed, reforms of the pension system have been
made and reforms of the health insurance scheme are planned which will lessen the
expected public expenditure burdens. The system is not in much danger of collapsing
although the burden on the working population will rise markedly over time.

As far as short-term support is concerned, the main issue is one of expanding coverage of
the employment insurance system and addressing a growing homeless problem.

Many working people doubt the system’s future capacity to provide for them and are
saving because of concems about pension and long term healthcare provision. More
recently fears about job security and unemployment insurance provision have reinforced
these concems.

Clearer explanation by the government of reforms to date and of possible further reform
options might help to release any unnecessary precautionary savings. But people may be
wise to be saving given economic uncertainties and the difficulty of coping with an
ageing population.

Detail

1. Japan’s social security system has done a good job of protecting the post-war generation
and has helped minimise poverty and social exclusion. Pensioners have a decent standard of
living. Public health is good with the world’s best set of primary health indicators.

2. Of course some of the credit for this lies with the culture and business model rather than the
design of the social security system. People eat healthily. Families tend to look after old people.
And businesses, in particular large ones, provide a range of social support for workers and their
families.
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3. As Japan ages and as the business and family culture changes, some of the flaws in the
social security system are showing up. The basic problem is that the system was designed for
the post-war environment, with a rapidly growing economy and relatively poor older
generation. With Japan now a mature economy in which those about to retire have generally
built up substantial savings, much of social security spending is still focussed on pensioners with
the result that it is poorly targeted and is placing an increasing burden on current workers. As
economic reform continues, the social security system is not well designed to cope with
expected further increases in unemployment, especially long term unemployment.

Chart 2: Falling Support Ratio

Sustainability

4. The public expenditure costs of social security (including health) are big, but not massive in
terms of their share of GDP — around 3.5 per cent. Social security does, however, take up

3.
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around 20.5 per cent of the budget (and around 33.5 per cent of revenue) and this is set to rise as

the population ages. Overall expenditure, which is mainly funded by contributions, amounts to
around 15.6 per cent of GDP at around ¥78 trillion a year.

Chart 3: Social Security Related Spending

M Total Spend
= W Public Spend

¥ trillion

FY2000 FY2005 FY2010 FY2025

5. Attempts are being made to bring costs under greater control, including through some pretty
heavy cuts to pensions in the medium term. Although more than tinkering at the margins, these
reforms are not findamental changes to the design of the system. There will still be a big
subsidy going towards the old and a consequent heavy burden on the working generation. The
key policy issue is whether this design fault can be addressed. This will not be an easy change to
achieve. The most obvious consequence of an ageing population is a lot of older voters. It is
going to be tough to persuade them to vote for someone who wants to reduce their pensions.

Short-term support

6. As far as unemployment and wider safety net reform is concemed, coverage is the major
issue. Official figures show that only half of all employed people are covered by the
employment insurance system and an even smaller proportion of the unemployed receive
benefits from the system. Extending coverage to the self-employed, part-timers and newly
graduated workers will be important. It may also become necessary to shift the emphasis of the
system from income replacement to benefits determined by need. At the bottom end, a growing
homelessness problem is highlighting the problem of achieving a minimum standard of living
when the initial costs of renting accommodation are so high.

Conclusion

7. The social security system in Japan is not unsustainable, although over time it will look
increasingly unfair and become increasingly burdensome to the working generation, as they
have to support ever-richer pensioners. Wholesale reform is unlikely. Most of the work on debt
and deficit reduction will probably have to be on the tax side. In any event, the best way for the




government to improve the prospects of the social security system is to help put in place
measures that allow the economy to grow faster — ie the broad structural reform agenda.

8. As for the short-term safety net function of social security, coverage is far from universal.
Rising unemployment, particularly youth unemployment, will increase demands for a more
effective safety net for all as Japan goes through the traditional pains of structural reform.




ANNEX 2:
THE JAPANESE EMPLOYMENT INSURANCE SYSTEM

Key Points

e Employment insurance in Japan provides income replacement for employees who lose their
job after having contributed premiums to the system for at least six months. The duration
and level of benefits is dependent on age, length of employment and reason for
unemployment. Benefits are calculated as a percentage of final salary.

Calls for reform are being driven by the rising unemployment rate, now a record 5.3%, but
in the longer term reform will probably have to focus on the efficiency and scope of the
system.

The main problem with employment insurance is not the income replacement it offers, but
the coverage of the system. In 2000, coverage was little over 50% of all employed people.

The system is poor at facilitating job search and reskilling.

Description of the Employment Insurance Svsteml

1. The Japanese system is insurance based in the sense that employees pay ‘premiums’ whilst
in work in exchange for payments if they lose their job. Those who have not paid premiums are
not eligible for unemployment benefits — the requirement is to have contributed premiums for at
Jeast six months in the preceding year. The premium rate is set at 1.2% of total wages paid, of
which 0.6% is bome by the employee. The premium rate was raised from 0.8% as of 1 April
reflecting the increased costs of the system during the current severe employment situation.
Employers also pay 0.35% of wage costs towards subsidies for hiring from the pool of
unemployed.

2. Benefits amount to 60-80% of daily wages up to a maximum daily wage of ¥17,840.
Before 1 April 2001, benefits were paid for between 90 and 300 days depending on age and
insured period. 14% of these benefits came directly from central government funds. As of 1
April, the maximum period of benefit payment was shortened to 180 days for the voluntarily
unemployed irrespective of age, and extended to 2 maximum of 330 days for the involuntarily
unemployed as shown in the table below. The government upped its contribution to 25% of
benefits in order to fund these new arrangements. '

3. The actual value of the benefits payment can be remarkably high. A middle-aged worker
could receive up to ¥10,900 per day in replacement income — around £60! Or, put another way,
a 55 year-old salaryman, dismissed through corporate restructuring could be eligible for total
benefits of ¥3.6 million (£21,000).

! An assessment of labour market issues is available in the British Embassy paper “Unemployment and
Uncertainty: Changes in the Japanese Labour Market” — Contact john.murton@fco.gov.uk for copies.

8.




Table: Benefits for qualified standard workers

Age/ Insured Period 1-4 years 5-9 years 10-19 years | 20 years+

Under 30 Voluntary 90 days 120 days 150 days 180 days
(+30) (30)

Involuntary 90 days (1200(;ays 180 days 210 days
+3

Voluntary 90 days 120 days 150 days 180 days
) (-60) (-60) (:30)

Invohmtary 90 days 180 days 210 days ?40 days
+30)

Voluntary 90 days 120 days 150 days 180 days
(-90) (:90) (:90) (-120)

Involuntary | 180days 240 days 270 days 330 days
. (+30) (+30) (*30)

Vohmtary - 90 days 120 days 150 days 180 days
(-150) (-180) (-150) (-120)

Involuntary 150 days 180 days 210days 240 days
(-:90) (-120) (-:90) (:60)

Notes:

(1) Duration of benefits is 90 days for those who have been insured for less than one year, but more than six months.
A similar, though slightly less generous split is applied to temporary workers who have previously paid premiums and
have contributed for more than six months in the last year.

(2) In each cell, the upper figures show the duration of benefits under the revised law; the lower figures show the
difference in duration between the revised and old law.

4. The impact of this change of system will not be fully felt until next year when all recipients
of unemployment benefit will be subject to it (those who started claiming before 1 April did not
have their benefits duration adjusted). Currently around 30-40% of claimants are falling into the
involuntary category, so the changes should reduce the cost of the system. However, the rising
unemployment rate could offset cost savings.

5. Benefit payments are split into a number of different categories aimed at maintaining
income, promoting employment and retraining and supporting day labourers. This split is,
however, heavily skewed towards maintaining income (97.7% of total benefits) rather than
facilitating job search and reskilling the unemployed. Until 10 years ago, the system consisted
only of income replacement. Study and training benefits were brought in just three years ago.

6. As an insurance-based system, expenditure should be financed via revenue’. In the past this
has been the case: in 1990, employment insurance ran a ¥780 billion surplus due to low
unemployment and the high growth of wages. After the bubble burst and unemployment began
to rise, revenue no longer met expenditure. The deficit on employment insurance stood at ¥318
billion in 1998, on total expenditure of ¥2.5 trillion. The reserves accumulated by the system
during the high growth years peaked at ¥4.7 trillion in 1993, but have since fallen to just ¥580
billion. This year, the MHLW forecasts total outlays to reach ¥2.6 trillion, but reserves are
expected to hold steady from now on due to the 50% increase in the premium rate and increase
in Treasury contributions.

2 Revenue in the Employment Insurance system comes chiefly from three sources: premiums, Treasury
charges and income from reserves. In 1998, the split was 75%, 18% and 7% respectively.
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Rising Unemployment

7. Japan’s unemployment rate has reached 5.3% - a post-war record — and will rise further,
pushed by the economic downturn and an acceleration of corporate restructuring. Private sector
forecasts range from 5.4%-6.2% by the end of 2002. This has obvious cost implications for the
government. The revenue from premiums will fall whilst the expenditure on benefits will rise.
However, the net exchequer cost should be manageable. If unemployment were to rise by
another million (far above government projections and at the top end of private sector estimates)
the net exchequer cost would probably be in the region of ¥1 trillion.”

Unemployment in Japan and the UK

1992 1993 1994 1995 1996 1997 1998 1999 2000 Latest

8. One problem that is becoming more apparent due to rising unemployment is the limited.
coverage of the system. According to government statistics, in 2001 employment insurance
covered 34 million people compared to 64.5 million people employed. The coverage gap is
partly explained by the self-~employed and ‘family workers’ who total 11.3 million (the rest are
part-timers and youths). MHLW figures show that just 1.03 million people are claiming

- unemployment benefit out of 3.36 million unemployed. The other 2.23 million fall through the
unemployment insurance net.

Reform options

9. There have been calls from a number of quarters for the govemment to enhance the safety
net in the face of rising unemployment. The latest reform program announced at the end of
September contained two proposals specific to the employment insurance system:

e to expand substantially the benefits paid to the unemployed seeking retraining.
e to introduce a new scheme to cover self-employed and temporary workers who lose their
jobs.

? This is our own estimate and assumes the average period of benefit claims to be three months and the
average wage for the unemployed to be the same as that of the employed. Dai-Ichi Life reached a
similar conclusion although we have not seen the assumptions on which their estimate is based.

8.




iR,

Following the extension of the benefits period for the involuntary unemployed, there have been
calls for still further extensions designed at further supporting income in the face of rising
unemployment.

10. In the longer term, when rising unemployment is no longer the driving force behind labour
market reform, the focus will probably need to shift to the efficiency of the system. The present
system is in fact quite generous, both in terms of the level of benefits and their duration. As
such, it does not provide older workers with the incentive to price themselves back into the jobs

market.

Conclusion

11. The main issue for Japan to address in terms of unemployment benefit is not the level or the
duration of those benefits, but rather the coverage of the system. The expenditure implications
of expanding coverage mean that the government will have to consider whether Japan wants an
expensive, but generous, system that requires either higher taxes or reduced spending in other
areas. This is not, however, an immediate concem.




ANNEX 3:
THE JAPANESE PUBLIC AID SYSTEM

Key Points

e The public aid system in Japan is similar to the UK’s income support system. It
supplements the incomes of the poorest households. It also covers medical, housing and
other essential costs for those households.

Within itself, the system functions well and is affordable. There are just over 1 million
claimants in total receiving around £7.2 billion a year overall. As the average pensioner

becomes wealthier, we can expect expenditure pressures to fall.

However, the shifting patter of recipient households demonstrates some of the weaknesses
of current pension provision in the short term.

Work incentives are poor with a 100 per cent withdrawal rate. This is particularly difficult
for those who are seeking part time work.

The system is currently the subject of an internal review at the Ministry of Health, Labour
& Welfare.

Description of the Public Aid System

1. The Public Assistance Law requires the government “to provide necessary protection to
poverty-stricken people to guarantee the minimum standard of living and to promote their self-
sufficiency.” Any household whose income falls below a certain level judged necessary to
purchase the necessities of life has that income supplemented through the public aid system.
These ‘livelihood’ payments are not a flat rate, but are paid to bring income up to a certain level

dependent on family type and location. Some example ‘standard” household types are shown in
the table below.

Household Type Minimum Minimum Minimum
Monthly Income: | Monthly Income: | Monthly Income:
Region 1 Region 2 Region 3

Retired Couple — man, 72 and womnan, 67 ¥150,750 ¥138,570 ¥121,550
(£887) (£815) | (£715)

Retired Woman , 70 ¥108,990 ¥100,730 ¥87,460
(£641) (£593) (£514)

Single Mother, 30 and two children, 9 and 4 ¥205,940 ¥189,730 ¥161,330
(£1211) (£1,116) (£949)

Young Married Couple, 33 and 29, one child, 4 ¥163970 ¥149,200 ¥134,460
(£965) (£878) (£791)

Notes:

Exchange Rate: £1 =¥170

Minirmum income is calculated on the basis of the age of household members, the number of household members,
supplements for the aged, disabled and single mothers and standardised housing costs.

2. Families receiving Public Livelihood Aid are eligible for further payments in six areas:
medical, housing, educational, maternal, occupational and funereal. In practice, more than 97%
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of payments fall in three categories: livelihood (32.3%), housing (9.4%) and medical (55.8%).
These proportions have remained remarkably stable over the last 15 years — there has not, as
some have suggested, been a sharp rise in medical payments. The total cost of the system is
relatively small. In 2000, there were just over one million claimants receiving a total of ¥1.23
trillion (about £7.2 billion or 0.24% of GDP). Again, this figure has been fairly stable over the
past decade.

3. There has, however, been a shift in the type of households receiving public aid. In the 1970s
and 1980s, by far the most common reason for household income falling below the minimum
standard was illness or disability. During the last decade that has changed. It is now pensioners
who make up the largest proportion of recipients. The trend in the total number of recipients,
which had been heading down for thirty years, turned up in 1995. This is mainly a reflection of
the ageing population and small basic pension (see Annex 4) which means that the elderly with
inadequate pension provisions require public aid to achieve acceptable living standards. The
maximum basic pension is ¥67,000 whereas the minimum acceptable income for a single
retired person, even in a ‘cheap’ area, is ¥87,460. In this sense there are parallels to the UK
system whereby the basic state pension is less than the minimum income guarantee for
pensioners. e

Nurrber of Welfare Recipients by Household Type

B Persioners B Single Mothers

4. Welfare payments are not time-limited. As a result, many people continue to claim benefits
for extended periods. In 1999, over 85% of recipients had been claiming for more than one year
and over 34% had been claiming for more than 10 years.

5. There are two groups that are not covered by this supposedly universal safety net. The first
are the elderly poor with wealthy children. Before paying out to elderly households with
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inadequate income, any children the household has are means-tested regardless of whether they
live with their parents or not. If the children are wealthy enough, they are deemed under
obligation to support the parents and so public aid is not paid. If support is not forthcoming, the
welfare system does not step in. The second group is the homeless. There is a growing army of
homeless in Japan — mostly middle-aged men — which the public aid system fails to adequately
reach (for reasons that are unclear). It is estimated that in both Osaka and Tokyo there are more
than 20,000 homeless. Roughly 25% find shelter in official centres where they can receive
public aid — the rest must fend for themselves.

6. It has been suggested that the public aid system actually creates an incentive for
unemployed men to leave home to improve the welfare of the family they leave behind. The
figures do not support this claim. There is a supplementary benefit for single mothers that
increases the minimum income per person by 10-20%. Is this incentive enough to force one’s
husband to leave? It seems not. The number of single mothers claiming public aid has steadily
declined despite the rising unemployment rate. The more plausible explanation for
homelessness in Japan is twofold. Firstly, the initial costs of renting accommodation are very
high®. Secondly, public provision of shelter is capacity constrained. It is also suggested that local
authorities in metropolitan areas take a hard line towards homeless to prevent an influx from the
rest of Japan.

7. Work incentives are probably impaired by the one-for-one removal of benefits when
household income increases. This will be particularly true of the decision to search for part-time
work.

Prospects for the future

8. As the pension system matures, the trend towards more pensioner households claiming
public aid should be reversed — ie more people will be able to claim the maximum basic pension
and will have better supplementary pensions. Rising unemployment is likely to exacerbate the
homelessness problem. How to improve the welfare of the homeless is already an issue.

9. Initself, the public aid system does not present an issue of affordability for the govemnment.
There are relatively few claimants and the total cost is only a small proportion of social security
spending. However, there are wider issues concerning how public aid relates to the rest of the
system. It has been argued that raising welfare payments further would be the most cost-
effective way to provide a better safety net for the growing number of long-term unemployed in
Japan. It is also suggested that if the minimum guaranteed incomes were raised then this would
unlock some of Japan’s precautionary savings and spur economic growth. However, we believe
that uncertainty conceming pensions and healthcare are probably more important factors in
spurring precautionary saving.

4 Typically one month’s rent to pay the real estate agent, two month’s rent as a deposit and two month’s
rent ‘gratuity’ payment to the property owner.




ANNEX4:
THE JAPANESE PENSION SYSTEM

Key points

. The public pension system in Japan is similar to the UK There is a low universal
pension supplemented by eamnings related pensions.

The eamnings related pensions are similar to SERPS, although there are very limited
options to contract out and the scheme is much larger. In addition, there are a large
number of occupational schemes. Fully private pension provision is relatively small.

The public pension system is not in crisis, but given the current fiscal position,
contributions will certainly have to be increased over time and benefits may have to be
reduced further to cope with the ageing population.

The system is partially pre-funded and partially pay-as-you-go. The large surpluses in
the public pension schemes will probably be drawn down as the population ages. And
tax changes are also likely to be needed to shift some of the burden from the working
population to the elderly. The elderly are, on average, very well off in Japan. Average
income is similar to that of average income of all households yet the elderly have
around 1.7 times as much savings as working households

Many people no longer have full confidence in the pension system and thisis givenas a
reason for increased savings. It is unclear, however, whether uncertainty over pension
reforms is resulting in unnecessary over-saving at present. In terms of savings, far less is
invested in pension and insurance funds in Japan (33 per cent of total savings) than in
bank deposits (around 50 per cent). (The UK is roughly the opposite.)

The Ministry of Health, Labour and Welfare has just started a public relations
campaign aimed at reassuring people about the state of the pension system.

Description of pension system

1. The Japanese pension system has three tiers, with all contributions tax relieved:

Tier L. A compulsory basic pension for all citizens (the National Pension): The working
population between 20 and 60 must contribute to the National Pension scheme’. The fixed
contribution is ¥13,300 a month, around £80. There is no eamings related payment or benefit
and it is a pay-as-you-go scheme, one third subsidised from general taxation. The retirement age
is 65 and to receive the maximum pension - 67,000 a month, a little under £400 - contributions
have to be made for 40 years. The National Pension is not enough to live on by itself. The
relatively few who do not have supplementary pensions or other income have to rely on social
welfare (see annex 3).

5 Those receiving public assistance and disability benefits do not have to pay nor do those on very low
incomes. Spouses of the self-employed, however, do pay. As of March 2000 there were around 71
million participants




Tier IL. Compulsory supplementary pensmns All pnvate and public sector employees
under 60 must also join an earnings related pension scheme®. The two schemes are the
Employees’ Pension Insurance Scheme (EPI) for private sector employees and the Mutual Aid
Pension (MAP) for public sector employees’. The schemes operate on a pay-as-you-go basis
with contributions paid to the government who then pay out current pensions. The contribution
rates for the EPI are 17.35 per cent of monthly salary, plus 1 per cent of bonus payments. For
the MAP the rates vary between 13 and 20 per cent depending on the scheme. These
contributions take into account the ¥13,300 contribution to the basic pension (i.e. they are not
additional). In both cases, contributions are split equally between the employer and employee.
The pension, payable at 60, is based on the average monthly eamings of the employee over the
contribution period rather than his final salary. For someone with a full contribution record and
average salary, the pension is about 59 per cent of pre-retirement income (including bonuses).

TierIlI  Voluntary supplementary pensions: Private insurance products dominate the
relatively small personal pension market. On the compan y side, a large number of companies
offer occupational pensions, mainly defined benefit plans”. Many of these have guaranteed in
the past, and in some cases continue to guarantee, a very high return. These company pensions
are not, however, easily transportable (and consequently the ratio of retirees actually receiving
such pensions is relatively low) and a new portable defined contribution scheme has just been
introduced (modelled on the US 401(k) pension plan). This should help improve labour
mobility and will place the finding risk on employees rather than companies. For the self-
employed, the main scheme is the National Pension Fund, open to the self-employed between
20 and 60. Few take it up — there are currently around 760,000 participants. Benefits are
dependent on the level of contribution, but are fixed rather than investment based.

Ageing population

2. The public pension system, both basic and supplementary pensions, are pay-as-you-go with
a pre-funded element. While they have built up huge surpluses in the past’, the ageing
population will still require further increases in contribution rates down the track, and possibly
further reductions in benefits. By 2025 there will be roughly 47 elderly for every 100 people of
working age (compared with 36 elderly in the UK, 33 in the US and 41 in France). By 2050, it
reaches a peak of around 64 elderly for every 100 workers. The government has taken some

steps to prepare for this. The pension reform of March 2000, which made significant cuts in
future pension benefits, will reduce the government’s unfunded pension liability from around
100 per cent of GDP to 70 per cent'’.

6 Such schemes are not compulsory for businesses employing fewer than 5 people.

7 There are currently around 32.5 million participants in the MAP scheme. There is also another
scheme that is part supplement and part replacement for the EPI (i.e. some contracting out). The funds
are held by the company rather than the government. This is called the Employee Pension Fund.

® The most important are Employees Pension Funds and Tax Qualified Pension Plans. Benefits can be
taken as annuities or lump sums. Funds are invested with life insurance companies, trust banks or
investment advisers.

® The basic pension has a surplus of around ¥12 trillion, compared to current annual expenditure of
around ¥4 trillion; the EPI has surpluses of around ¥180 trillion, compared with current annual
expenditure of around ¥30 trillion. Surpluses are now invested direct in the market by trustees
appointed by the Ministry of Health, Labour and Welfare rather than being passed to the Ministry of
Finance for use in public spending programmes.

19 (IMF estimates) Lifetime benefits will be cut by around 20 per cent for future retirees through a5 per
cent reduction in benefit levels; a gradual increase in the pension age for supplementary pensions from
60 to 65 (to be phased in between 2013 and 2025); and the removal of indexation to average earnings.
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3. Ifbenefits are not reduced any further, then it is estimated that contributions to the national
pension will have to rise gradually over the next 20 years from ¥13,300 to around ¥20,000
(around an extra £40 a month). At the same time, contributions to the supplementary pension
would have to rise from 17.35 per cent to around 28 per cent''. This would represent an
increase in deductions for the average employee of around 5 per cent of salary (with an
equivalent increase in the employer’s matching contribution). Coming on top of increases that
will be needed to fund old-age medical costs, this will place a heavy burden on the working
population.

Low returns

4. The occupational and private pension system (Tier IIT) are funded schemes and are not in
great shape, mainly because guaranteed returns on policies have been much hlgher than returns

since the end of the bubble and the subsequent fall in stock prices'?. The size of the hole in
companies’ schemes is unclear. Daiwa Research estimate that the unfunded pension liabilities at
Japan’s 1401 listed companies is approximately ¥22.3 trillion. Changes to accounting rules
which have come in this year should make things more transparent. Companies will generally
probably have to divert some profits into pension funds to make up the shortfall and increase
contribution rates. We are also likely to see a shift into defined contribution plans where the risk
rests with the employee rather than the employer. (Legislation to make it easier to transfer out of
occupatlonal pensions has been passed recently.) Over the next few years we are also likely to
see increasing numbers of small and medium sized enterprises liquidating their schemes".

5. Purely private pensions, mainly held through insurance companies, remain a small part of

overall pension funding (around 4 per cent). However, the insurance sector remains weak and,
unless returns improve, we may see more msolvenc1es over the next few years, with holders of
private pensions policies taking big write-downs'*.

Reform options

6. The public pension system will certainly need to be reformed further. The next regular
review is due in 2004 (the system is reviewed every 5 years). If benefit rates are assumed to
remain constant then, with an ageing population, funding problems arise, exacerbated by a
likely continued national debt problem. There are a number of options for mitigating the
funding issue without making drastic changes. The 2000 changes have certainly made the
problem smaller. While further reform is not an immediate priority, decisions will have to be

The government is also planning to increase its contribution to the national pension (from taxation)
from one third to a half by 2004. This is partly intended to improve the returns on the national pension
and reduce the current very large avoidance of payments (around 5 per cent of self-employed people do
not pay). The additional cost will be around ¥3 trillion a year, rising to ¥3.7 trillion by 2025.
11 Actuarial revaluation in 1999 (Ministry of Health and Welfare). The increase to ¥20,000 assumes the
government will increase its contribution to the basic pension to Y. Otherwise the increase will be to
¥25,000.
12 Until 1997 the government mandated rate of return was 5.5 per cent. Current actual returns are
between 1 and 2 per cent. Occupational schemes also seem to have raised benefits higher during earlier
Penods leaving them with less surplus to deal with low returns.

In recent years an average of 3,500 plans ceased.

14 Most pension contracts in Japan are term insurance with a savings element rather than pension plans.
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reached over the next few years given the length of time it takes for changes to have effect'”.
Options include: :

raising the pension age further, from 65 to 67 or 70. This is unlikely to be an option in
the next review round, but trade union resistance — fierce when the rise from 60 to 65
was decided in 1994 — s likely to more muted now; -

increasing taxation on the elderly. This could be done by reducing tax reliefs on
pensions when paid out (politically quite difficult to do unless very gradual); or more
widely by increasing the consumption tax (which unlike income tax has to be paid by
the elderly as well). The average income of the elderly, from all sources, is close to that
of national average income. However, the average pensioner pays no tax on their
pension income because of high thresholds and allowances;

increasing the contribution rate gradually. There is an automatic step-up built in to the
legislation (which the Diet can always postpone). The rate for the Employees’ Pension
Scheme is due to increase to 18.65 per cent in 2005 and by 2.3 per cent every five years
until it reaches 25.2 per cent in 2020; ‘

reducing benefits. This is unlikely in the next review given the deep cuts in 2000, but
may well be on the table again at the following review;

moving slowly to a pre-funded system (the 401(k) pension is a start down this road). A
massive switch here would be difficult — and is very unlikely - involving as it would a
very heavy double-burden as workers fund current pensions as well as their own;

drawing down more of the surpluses in the pension system. The maintenance of a
continuous high reserve fund does not make much sense after 2050 as support rates are
expected to stabilise. Government projections for increases in the contribution rates
assume that the surplus will remain at very high levels. Scheduling a drawing down of
surpluses may well be one of the main proposals at the next review round.

Conclusion

7. Everyone knows that the pension system needs further changes beyond those made last
year. However, drastic changes are not necessary to ensure a sustainable pension system. Quite
a few options remain open, the key policy issue being how much burden to place on the
working population. Consulting on and making changes early could bring short-term benefits
through improved confidence and better informed decision making by current workers, possibly
releasing unnecessary precautionary savings. In our view it would almost certainly help and we
would see it as an important part of the debate on fiscal reforms more generally. -

15 The Council on Economic and Fiscal Policy, the government’s key economic committee, has said
that it will consider options to provide a sustainable pension system with burdens spread fairly between
generations




ANNEX S
THE JAPANESE HEALTHCARE SYSTEM

Key points

The Japanese health care system has delivered the highest set of primary health
indicators of all the major industrial economies. Although there is no equivalent to the
NHS in Japan, there is a system in place that ensures that virtually everybody is covered
by some form of health insurance. :

Total expenditure on medical care has been on a rising trend, reaching over ¥30 trillion
this year (£176 billion), around 6 per cent of GDP (below the OECD average of around
8 per cent). This is mostly paid for by contributions to employer and government run
insurance schemes. The public expenditure costs total around ¥7.6 trillion.

Over one-third of the ¥30 trillion spend goes towards caring for the elderly and with the
population ageing, the overall cost of the system is projected to rise to ¥31 trillion over
the next 25 years.

Proposed reforms to be introduced next year may be enough to keep the system stable
in the short term, but further changes will be needed over time if too big a burden is not
to be placed on the working population. With the shape of further reform still unclear,
people are wise to be saving. :

Description of healthcare system

1. Japan’s healthcare system is funded through a complex structure of private insurance,
financed mainly by contributions but with around one third overall coming from govemnment
subsidy. There is some sharing of treatment costs by patients, subject to caps, with a lower cap
for those on low incomes. The elderly and those receiving public welfare generally pay low
contributions and share only a small proportion of costs. In more detail:

Employees of large companies are covered by company schemes; govemment
employees by mutual aid associations; and employees of small and medium sized
enterprises by a single govemment managed (and subsidised) scheme Contributions are
income related, and usually split between employer and employee, with the employee
paying around 8 per cent of salary (this covers dependants as well). The insured and
dependants pay around 20 per cent of the cost of treatment'® subject to a cap of ¥63,600
(around £370) a month'’;

the self-employed are covered by schemes run by municipalities. Each municipality
sets its own rate, with monthly contributions averaging 9 percent of salary. The self-
employed pay 30 per cent of treatment costs with the same caps as for employe&s;

16 Prescription costs are negligible. .

17 For low income, the cap is around half this amount; and is double for high income. There is also a
small additional contribution of 1 per cent of costs over ¥319,000 a month (effectively, a small levy on
the costs of operations.
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there is a special health scheme for the elderly 18 run by municipalities but financed by
transfers from employee and civil service health insurance schemes as well as from
central and local government'®. The elderly pay low contributions and pick up around
10 per cent of costs, subject to a monthly cap of ¥37,200 (around £220); and

there is also a new and separate long-term care insurance system for the elderly*® who
need non-hospital based nursing care (introduced April 2000). Income related
premiums (set by the municipality) are paid by the elderly to an insurance scheme. 50
per cent of the cost of long term care is bome by the government, 10 per cent by the
patient (if they have sufficient wealth) and the remainder by the insurer.

Problems of the ageing society

2. The amount Japan spends on healthcare has been rising fast (see the graph below). As in
other countries, the rate of medical inflation in Japan has been consistently higher than normal
inflation. It has also remained consistently higher than the rate of Japanese economic growth in
recent years. As the population ages, the system has started to show signs of strain. Most of the
insurance schemes are in the red, and have had to raise premiums. The key problem has been
the increase in the transfers that employee schemes have to make to schemes for the elderly to
pay for the cost of healthcare for pensioners. These are up from around 28 per cent of overall
expenditure in 1993 to around 35 per cent today.

3. Demographic changes are taking place at a faster rate in Japan than most other countries.
By 2050 the ratio of people over 65 is projected to reach a little over 30 per cent of the
population, while the ratio of very old people over 75 is projected to reach around 19 per cent.
Obviously per capita health care costs for the elderly are far higher than those of younger

people?’.

4. Without change overall expenditure is therefore projected to rise to ¥46 trillion by 2010 and
¥81 trillion by 2025 (Ministry of Health, Labour & Welfare figures) as the population ages.

Reform options

5. The government is proposing to make a number of changes next year to start reining in
costs:

introduction of a management system to control the expansion of medical costs related
to the elderly;

patient’s contribution towards their own healthcare bills will be increased: it will rise to
30 per cent for all employees and to 20 per cent for the elderly between 70 and 75;

the cap on total monthly expenditure will increase by around 14 per cent to ¥72,300 for
most people (around £425);

there will be a small increase in the insurance premiums (the magnitude of which is not
yet decided);

'8 Those over 70 and the bedridden between 65 and 70.

1% Insurers pay around 70%, government 30%.

2 For those of working age, premiums for long-term care are part and parcel of their general healthcare
remiums. ,
! The MOHLW estimate that over half of all a person’s medical costs are incurred after the age of 70.
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and there will be a revision of medical fees. This will involve changes to the medical
fees for long term care beds, rationalisation of drug prices and expansion of the flat-sum
payment scheme, limiting payments to doctors.

Chart 1: National Spending on Health Care in Japan
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6. According to Ministry of Health, Labour and Welfare estimates, the introduction of a
management system to control healthcare costs should reduce the expected costs of the system
by ¥2.1 trillion by 2007. A breakdown of the savings is not available as yet, but the most
significant appears to be the revision of medical fees.

7. In addition, there are undoubtedly further efficiency savings that can be made.
Japanese doctors’ basic consultation fees are relatively low, but they can increase
their income by extending patients’ stay in hospital or over-prescribing drugs. As a
result, stays in Japanese hospitals are the longest in the world, some four times longer
than in the UK*. The government is also working to cut the length of time that
patients, particularly elderly patients, spend in hospital. The creation of the ‘Kaigo’
system of nursing care is aimed at moving elderly patients, who cannot manage at
home alone, but do not need to be in hospital, out of hospital beds and back into their
houses or local care centres where they can be looked after more cheaply.

Conclusion

8. Reform will be tough since Doctors’ Associations are a powerful interest group, amongst
the largest contributors to the ruling LDP. The current set of Health & Welfare Ministers are all
ex-medical staff. But even if the recently proposed measures get through unscathed, this will not
be enough to contain the expected rise in expenditures over the medium term as the population
ages. The key policy issue is how much more of the burden of paying for care of the elderly
should rest with the elderly, who on average are quite wealthy in Japan.

22 Average hospital stays in Japan in 1997 were 33.5 days, compared with 7.8 for the US and 9.8 for the
UK.




10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 6 November 2001

Dear Mr Monji

Thank you for writing to tell me of your departure from London and of
your new assignment in Brussels.

I would like to pass on to you my best wishes for your new position and
for the future.

NI \fa/v_) LbeV widle
RAnne

ANNA WECHSBERG

Mr Kenjiro Monji




020-7465 6500 7 EMBASSY OF JAPAN
101-104 PICCADILLY
LONDON
W1Jd 7JT

31 October 2001
Dear Ms WechsBerg,

[ am writing to inform you that I shall be leaving London in early November.
I will take up a new assignment in Brussels as Minister and Deputy Chief of Mission

in the Japanese Mission to the European Union.

During my two and a half years stay in London, I have thoroughly enjoyed
both my professional and private life. It has been a most memorable and exciting
period for me. I am very pleased to be able to continue to follow political and
economic developments in Europe and to work for the furtherance of relations
between Japan and Europe.

I would like to take this opportunity to express my sincere appreciation for all
the support and co-operation you have kindly extended to me during my stay. I would
be most grateful if you could extend the same courtesy and assistance to my successor
Mr Kazuyoshi Umemoto who is to arrive here in mid December.

Although it is with regret that we leave London, all my family are delighted to
go to Brussels because it is the city in which we once lived in the early nineties and
liked so much. Since it is so close to London, I hope to continue to see you from time
to time.

Please accept my best wishes for your continued success and good health.
My address from 9" November will be:

The Japanese Mission to the European Union
Square de Meeus 5-6
1000 Burxelles, Belgium
Tel: 32(0)2/500 77 11  Fax: 32(0)2/513 32 41
E-mail: kenjiro.monji@mofa.go.jp

Yours sincerely,

Keénjiro Monj4

Minister (Political)
Ms Anna Wechsberg
Private Secretary to the Prime Minister
for Foreign Affairs i s PP : 4 /
Prime Minister’s Office /#b?% Lo ane >, il .
10 Downing Street
London SW1A 2AA




10 DOWNING STREET

LONDON SW1A 2AA
020 7930 4433

From the Policy Adviser 29 October 2001

Dear Mr Yano,

VISIT OF NIKKEIREN DELEGATION TO THE UK

Thank you very much for your letters, dated 5 and 12 October, to my
colleague Anna Wechsburg, concerning a visit by the Nikkeiren Delegation to the
UK.

I am sorry to hear that you have decided to postpone your planned visit. I
can fully understand why it is difficult to organise a delegation composed of top
management in the current circumstances.

I hope that it proves possible to organise a visit to the UK in the future. If
it does prove possible, then please do contact me and we will try to arrange a

time for the delegation to meet with the Prime Minister.

I am copying this letter to Tom Goodwin and John Murton at the British
Embassy.

Yours sincerely,

O

OLY JONES

Mr Hironori Yano
Deputy Director-General
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BY FAX British Embassy

Tokyo e
From the Ambassador
25 October 2001 Sir Stephen Gomersall
No. 1, Ichibancho
Chiyoda-ku, Tokyo 102-8381
Ms Anna Wechsberg Office Tel. +813 5211 1100
No 10 Downing Street Office Fax. +813 5211 1111

Dear A .

CALL BY PETER MANDELSON ON THE JAPANESE PRIME MINISTER

1. Peter Mandelson called on the Japanese Prime Minister today in the course of his
reconnaissance visit as Chairman-designate of the UK-Japan 21* Century Group.
Koizumi said he had been made to feel very welcome in London last July and enjoyed
several meetings and conversations with the Prime Minister since. He felt very close
to Mr Blair. He also expressed his very high regard for the Prime Minister’s
diplomatic skill in the weeks since September 11. There could be no stronger
relationship in the world than that between the UK and the United States. Although
Japan had limits to its ability to act militarily, the same spirit existed in Japan-US
relations. He just wished that his own opposition parties would be as supportive as
those in Westminster.

2. Mr Mandelson expressed in turn the Prime Minister’s best wishes and appreciation
to the Japanese leadership in helping to underpin international support for the US-UK
military action. He asked what feedback the Japanese had had from the envoys they
had sent to the region. Koizumi said that Saudi Arabia and Iran were in a very
difficult position because of the importance of Islam. Among the Asians, Malaysia
and Indonesia, while condemning terrorism, found it difficult positively to support
military action. Even though we might like them to say more, we should understand
their position. Koizumi thought President Bush understood this very well. Japan saw
its role as helping politically and with financial assistance in areas where the US could
not be as active. It was very important to belp the neighbour countries such as
Uzbekistan and Tajikistan. He would be asking Prime Minister Mori to travel to India
next week. While Japan maintained its opposition to nuclear testing, it had decided to
lift the ban on economic assistance to India and Pakistan because of the change in the
international situation.

3. On military support, Koizumi expected the Bill to clear through the Diet on

29 October, following which they would be ready to send military equipment in
support of the US, or further humanitarian assistance, though JMSF personnel would
not enter a combat zone. They would decide precisely what in the light of requests
yet to be received from the United States.
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4. Peter Mandelson agreed that President Bush’s approach had been sensitive and
realistic. The UK shared Japan’s concerns about supporting Gen. Musharraf. Would
Japan be willing to take a lead, for example, in hosting a conference on post-conflict
re-habilitation as the Americans had suggested at the G8? Koizumi bad said at the
APEC meeting he had conveyed Japan’s willingness to do whatever it could either in
the area of piecing together a successor government, or of re-construction. He had
emphasised to President Bush the need to think about these issues while conducting
the military campaign. Mr Mandelson said that our Prime Minister fully understood
the limitations on Japan’s military action, but was nonetheless a firm supporter of
Japan’s political and diplomatic role.

5. He continued that he admired Koizumi’s efforts to get the Japanese economy back
on track. This was very important, and there was much international anticipation of
the results of his reforms. He hoped that the 21¥ Century Group meeting in February
would focus, among other things, on the challenges of domestic and economic reform
which both governments faced. Koizumi said that his main task continued to be the
revival of the Japanese economy. He would not relent on this, however important
other current issues. The opposition parties were accusing him of having achieved
very little, but in fact reform continued at a steady pace. He, Koizumi, thrived on
resistance, and interpreted it as a good sign that his efforts on reform were in fact
being felt. He commended to

Mr Mandelson his new Japanese counterpart, Mr Yasuhisa Shiozaki. Although still
young, he had cabinet potential and was an expert in the financial reform area.

Mr Mandelson said he bad been asked many times why he had taken on responsibility
for the 21 Century Group. The reason was very simply that he admired Japan and
the Japanese people. Koizumi said that he had spoken warmly about the UK when
questioned in the Diet yesterday. He looked forward very much to seeing Mr Blair
again.

ot
Stephen Gomersall
cc: Mr Archer, NEAPD, FCO
Mr Evans, SAD, FCO

PS/PUS
Chancery, Washington
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; NI KKEIREN Japan Federation of Employers’ Associations

ADDRESS : PALACE BLDG.,1-1,MARUNOUCHI 1-CHOME, CHIYODA-KU, TOKYO 100-0005, JAPAN
DIRECT : Telephone 03-3213- Telefax 03-3213-
INTERNATIONAL DIVISION : Telephone 03-3213-4454 Telefax 03-3213-4455

12 October 2001
Ms. Anna Wechsberg
No 10 Downing Street
London SW1A2AA
United Kingdom

Dear Ms. Wechsberg,
ikkeiren Delegation to U.K

Following my letter dated 5 October, requesting your cooperation in seeking our
appointment with your Prime Minister, we regret to inform you that we have decided
to postpone sending the delegation headed by Chairman Okuda. This is because it
becomes actually difficult to organize the delegation composed of top management of
various companies under unforeseen circumstances in the global actions against
terrorism. We also think we had better refrain from asking your Prime Minister to
spare for us his precious time, which is to be d