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Does graying Japan choose the consumption tax increase for the

fiscal consolidation?®

Abstract

We calculate welfare changes to reveal Japan’s preferred tax
hike option to achieve fiscal sustainability by an overlapping
generation model with four types of households grouped by income
levels based on the latest Japanese data. Households vote on preferred
taxation, i.e. the consumption tax or the progressive income tax,
according to respective welfare changes under the current election
system. Following implications are delivered.

First, the consumption tax option is chosen when voters
consider temporary welfare changes alone, i.e. myopic, while the
progressive income tax is chosen when voters consider life-long
welfare changes, i.e. rational.

Second, the consumption tax option is chosen under the
Utilitarian-type government setting even when life-long welfare
changes are considered. However, this choice results in net benefits
among higher income households at the cost of lower income households,
giving rise to worsening income distribution and unfairness.

Third, the fiscal consolidation by the consumption tax option
tends to bring net benefits to those with higher income, and to those
born later.

Finally, the government intention to raise the consumption tax
further for fiscal consolidation will not be achieved by the current
voting system with rational voters. To realize it through voting,
it is necessary to give the right of voting to those who will be born

before 2137.

Keywords: population aging, fiscal sustainability, consumption tax,
simulation analysis
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BARPERUN 4 B GDP b 0.0009 0.009
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3 A - PTG R AR A R

r—2Z1 (1) =22 (2) Tl (3) (= (2) - (1))
(1N TR I A Y e a5 T C =75 S IR (i95T S S N 25T S Y s S =20 T S (N (395 = S (i 215 TR e e e s =iy
0 17.5 21.2 25.1 51.1 16.0 18.7 21.5 37.8 1.5 2.5 3.6 13.4
5 17.2 20.9 24.8 51.2 15.8 18.6 21.4 37.7 1.4 2.3 3.5 13.5
10 16.8 20.6 24.5 51.3 15.7 18.4 21.2 37.6 1.2 2.2 3.3 13.8
15 16.4 20.2 24.1 51.3 15.5 18.2 21.0 37.4 0.9 1.9 3.1 14.0
20 15.8 19.6 23.6 51.0 15.3 18.0 20.8 37.0 0.5 1.6 2.8 14.0
25 14.7 18.3 22.3 49.5 14.5 17.2 19.9 35.7 0.2 1.2 2.4 13.8
30 13.1 16.6 20.4 46.7 13.4 16.0 18.6 33.9 -0.3 0.6 1.8 12.8
35 11.4 14.7 18.3 43.2 12.3 14.8 17.3 31.9 -0.9 -0.1 1.0 11.2
40 9.6 12.6 15.9 39.0 11.1 13.5 15.9 30.0 -1.5 -0.9 0.0 9.0
45 7.8 10.4 13.5 34.2 9.8 12.1 14.4 27.9 -2.1 -1.6 -0.9 6.3
50 6.0 8.4 11.2 29.3 8.5 10.6 12.8 25.7 -2.4 -2.2 -1.6 3.6
55 4.2 6.3 8.7 24.1 6.8 8.8 10.9 23.2 -2.6 -2.5 -2.2 1.0
60 2.6 4.4 6.3 18.9 5.1 7.0 8.9 20.4 -2.6 -2.6 -2.6 -1.5
65 1.1 2.6 4.2 13.9 3.4 5.1 6.9 17.4 -2.4 -2.5 -2.7 -3.5
70 0.2 1.6 3.1 12.2 1.8 3.3 4.9 14.5 -1.6 -1.7 -1.8 -2.3
75 0.0 1.4 2.9 11.9 1.5 3.0 4.5 14.0 -1.5 -1.6 -1.7 -2.1
80 -1.4 -0.2 1.1 8.8 -0.9 0.3 1.6 9.4 -0.4 -0.5 -0.5 -0.6
85 -1.7 -0.5 0.6 7.8 -1.5 -0.4 0.7 8.0 -0.1 -0.1 -0.1 -0.1
5 Sl AR 17.6 21.3 25.1 50.8 15.8 18.5 21.3 37.4 1.8 2.8 3.8 13.4
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