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ACCJ Viewpoint

BACKGROUND

Under the Kishida administration’s plan to double
asset income, fundamental reforms to NISA will
be implemented, including expanding investment
limits and making updates to the system
permanent. The updates are scheduled to launch as
a new system in January 2024.

Furthermore, the defined contribution (DC) segment
of the plan will be considered in conjunction with
the financial review of the social security old age
pension system, which is scheduled for 2025. Full-
scale discussions will commence shortly.

Two of the major issues with the current DC
system are its small size and the difficulty in
understanding its framework. Due to this, both
public awareness and utilization are limited, and it
has not yet become a go-to system for Japanese
society. Even with these clear problems, there
are some concerns that more complex changes
are planned for the future, making the system
even more difficult to understand and use by the
general public.

Furthermore, there is a risk that the drastic
expansion of NISA may give the public the feeling
that it overlaps with DC as a means of building
assets for retirement, so clear messaging on
the exact purpose and mission of an improved
DC system that appeals to Japanese society is
essential.

Furthermore, it is necessary to consider not only
individual-type defined contribution plans (iDeCo)
but also corporate-type DCs. As of March 2022, the
number of DC participants was approximately 11
million, i.e., 16 percent of the working population,
with an asset balance of approximately ¥22
trillion, i.e., 1 percent of the ¥2,043 trillion in
personal financial assets. More effective utilization
is urgently needed.

In January 2022, the American Chamber of
Commerce in Japan (ACCJ) published a Viewpoint,
“Steps to Support Further Growth of the Defined
Contribution Pension” (DC Viewpoint), proposing
reforms to the DC system. Considering the recent
expansion of NISA, the ACCJ would like to make
the following recommendations in the hopes
of enriching Japanese society via the reform of
the DC system where NISA and DC support the
foundations of an “Asset Management Nation”
from a scheme perspective.

JeEa
B>
FHBIEN B T2 EEFSEIE TS TlE NISAICEL
TIREBRERDOILFEHEDEBRILEWSIRARGLIE
MNERIN. 2024FD SHHEE U TEASINSENT
H5o

— A EEWHFS (DC)ICBLTIF2025FICFES
NTWBRHNFEZDHBIREE FIRZH O ETIRFT S
ZEEEN. INDSERNBERBIRBSINDEIST
H5o

DCHIEDEREBEE LT /NI THEHEFD MDD <N &
MERSIN 2, ERORAE SEREIFEL. TFAZEDH]
B1ERBICESTVRW ICHEID DT . SHRISICE
HICBBZEENFESN. FITEIT—RHTRINSEWNE
EILB>TUESZENE =SSN D,

I NISADKIBIATEIF EREEDTERFRELTD
DCLERIBIRBEEZERICSEZAZBNNHD . DCEF
DEEREZHRRIDERODLETHD,

BRERINRISEAREEMULFE (iDeCo) 21T
ICEEDBDTIBL EERDCHHNRICTZDED
$H5.DCOMAEZFEDEIF2022F3BRTHI11007
AEFEBAAODKT6%IcEEED FEmIFHI22I8HE
BAESREE2043KADTBIBZEWKETHD,
ZDEMERIIRBETHS,

EHXEEISZF (ACCI) IF2022F1RICERE
EWHFEDSSRIMRDICHDIRE 1 ZAFRL.DC
HIEOWERZRE LTS,

S NISADILFTEHEEF X ACCIIE DCHIEDHIE K
1EEZ8U T NISAEDCH & EER T E D& Z H EH
MEXZ HEAZENCL HARITEADEFND L
ZHRUC U TOREZT S,

RE

|  ETHRASNI2ERHK—OWHRERDEE

MOBECTBFIN D BHEZE->2&LTH. IR
A—H—DEBRETERTINIEE>THESZIBRWVIRITOD
DCISHIENEMTE 2 (SSIC. KDEMICT ZHELE
MFEINTND) DX AHFZEBET ZERPFTELD
BERENEFNZIERE B> TV HEZI Y ILICU
T EREBERVWSRET, ZOEFDLHICIENLS

TEEMSEIE TSV IICBRUTOEENRLFE (DC) HIEWENDELE / REEBEMAEESR / 2024F 118X TEY
Requests for Defined Contribution (DC) Plan Reform as Related to PM Kishida’s “"Asset Income Doubling Plan”
Investment Management Committee / Valid through November 2024 2



ACCJ Viewpoint

RECOMMENDATIONS

I. Set a uniform contribution limit for all
citizens that is easy to remember

Even if the government creates a system based
on solid tax logic, if end users do not understand
it, they will not use it. The current DC’s system
is too complex (and there are plans to change it
to make it even more complicated), which is the
primary reason why so many people are reluctant
to use it. The system should be simplified so that
consumers can focus on the core issues.

1. What level of retirement assets do I need?

2. How much should I contribute to meet that
amount?

3. How should I invest those contributions?
To satisfy these points:

e The same contribution limit for all citizens
should be set at a reasonable amount that
will meet typical retirement needs (e.g.,
¥1.2 million per person per year) and;

e In order to minimize the effect of inflation,
similar to the United States, limits should
be adjusted automatically according to the
inflation rate.

Considering the case of NISA, a two-tier system
was once proposed, but soon after withdrawn due
to criticism that the system was too complicated.
The new NISA is very easy to understand.
Similarly, more complex conditions around DC will
be introduced in December 2024, e.g., if a person
has a defined benefit corporate pension (DB) as
well as a corporate DC plan, the contribution limit
for the corporate DC will be the DC limit less any
amounts equivalent to the contributions to the DB
plan (calculated based on assumptions such as the
DB contribution amount). This change will make
the system even more difficult for participants
to understand, indeed making it an even less
consumer-friendly system. We strongly request
that this rule be repealed, as in the case of the
“brave withdrawal” in the NISA.

II1. Introduction of “catch-up” contributions
for people aged 50 and over

Many people start thinking about their retirement,
preparing in earnest from their 50s, but they face
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the challenge of not having enough time to save
sufficient funds. In the United States, DC plans allow
for increased contribution limits for those over 50
to help accelerate their preparation for retirement.
Japan should also adopt this framework. By making
the DC scheme the most flexible and convenient
way to prepare for retirement, the system will
differentiate itself as a specialized framework for
preparation for retirement.

III. Create incentives that consumers can
understand

In order to popularize self-help and voluntary
systems, incentives are needed to encourage
participation. In Japan, tax breaks are currently
used to motivate users (DC contributions can be
deducted from income). However, these incentives
and how to deduct contributions from their income
can be difficult for the public to understand. In
addition, there are concerns that the progressive
tax rate may end up benefiting relatively high-
income earners more than lower income earners.

Structure of Government Matching Contributions

@ From your peycheckto your DC account @ From your paycheck to your DC account
@ You make 10,000 yen contribution q E @ You make 20,000 yen contribution q E
% @ Government will add half % @ Government will add half
of the amount, 5000 yen, of the amount, 10,000 yen.
= e

e

Figure 1

On the other hand, the government matching
system?! shown in Figure 1 has been adopted by
a relatively large number of countries because
individuals can intuitively understand the benefits.
This incentive to join is highly effective.

While tax incentives and government matching
are the same in that they are financed by the
national treasury, government matching has two
advantages: It can limit the number of eligible
people and contributions based on policy, and it
also prevents preferential treatment for the rich.
It is easy to use and should be considered for
introduction in Japan.

1. Matching contributions is a system in which the government or the em-
ployer makes a contribution in proportion to the amount of the contribu-
tion made by the individual. From the point of view of the individual, the
amount of his/her account balance increases in a visible manner, giving
him/her a high degree of visibility, which not only encourages him/her to
contribute, but also gives him/her an incentive to contribute more.
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IV. Rearrange rules around who pays the
contributions

There are three ways for individuals to make
contributions to DC plans: iDeCo, participant
contributions in corporate DC plans, and what is
known as “salary sacrifice DC". There are different
rules around each, such as contribution limits and
whether social insurance premiums are levied or
not. The “salary sacrifice DC"” system, however,
allows private pension contributions at the
expense of public pensions, and this poses a major
problem.? Also, since October 2022, participants
have been allowed to use iDeCo and to make
participant contributions under corporate DC
plans at their discretion, which may cause further
confusion among participants, given that they are
in essence the same since individuals that make
the contributions. The current distinction between
corporate DC and iDeCo should be eliminated, and
the rules around them should be reconfigured, i.e.,
the contribution limits and benefit events should
be set based on who contributed the money, i.e.,
employer vs. participants.

V. Separate tax benefit limits and contribution
limits

Beyond tax benefit limit
Contributions

Tax benefit limit

Contributions

e e

Figure 2

DC plans in the United States, the United Kingdom,
and East Asian countries (South Korea, China, and
Hong Kong) allow individuals to build retirement
assets with sufficiently high contribution limits,
[if there are limits] but also retain tax benefit limits
in order to secure national financial resources.

Life insurance premium deductions in Japan are
also structured to allow the policyholder to decide

2. A scheme in which an employee’s original salary is reduced at the em-
ployee’s choice, and the reduced amount is paid to DC as a contribution.
The reduced portion will be excluded from compensation and will not be
subject to social insurance premiums, such as employee pension insurance
premiums. This leads to a reduction in amounts available to pay future
public pension benefits. This also works to increase one’s private pension
while reducing one’s public pension benefits.
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the amount of benefits required, but the tax
benefits are capped. DC in Japan should follow this
design.

Japanese people have retirement funds in bank
savings and securities accounts. But if they can
consolidate all retirement savings in DC as a one-
stop solution, enhanced visibility and transparency
will make household budgeting easier, leading to
improved overall household financial literacy.

VI. Shift the funding source of retirement
income deductions to increase the

contribution limit

Discussions are underway to revise retirement
income deductions, which give preferential
treatment to long-term employees and hinder
employment mobility.

Retirement income taxation is applied to DC plans,
but due to retirement income deductions, DC tax
is actually EEE (exempt at contribution, exempt
while investing, exempt when taking benefits)
instead of EET (exempt at contribution, exempt
while investing, taxed when taking benefits). We
hope that the EET will be thoroughly implemented
by abolishing the application of retirement income
deductions to DC plans and that financial resources
secured by this will be committed towards the
expansion of the contribution limit by introducing
catch-up contributions or providing government
matching funds.

It is worth noting that due care should be given
when transitioning, and transitional measures
shall be applied to maintain retirement income
deductions accumulated through previous service.
Presenting a trade-off in which retirement income
deductions would not increase in the future,
but participants would benefit from increases
to the contribution limit in the future, would be
recommended.

CONCLUSION

Twenty-two years have passed since the
establishment of the DC system, and now is the
time to look back on achievements to date while
considering future challenges. Since individuals
are doing the decision-making on their DC plans,
it is critical to design a system that is fair, easy to
understand, of sufficient scale, and meaningfully
able to build retirement assets. The ACCJ believes
that these goals can be achieved through the
measures outlined above.
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