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Chapter 1 : Microeconomic Analysis of Dropouts of The National Pension System

This chapter tries to verify the existence of the “adverse selection” phenomenon in Japan's national pen-
sion system. Three factors are likely to motivate the drop out behavior of the insurants: the liquidity con-
straint, relatively short life expectancy and the inter-generation unfairness of net pension benefit. The last
two factors arc; integrated with the adverse selection hypothesis.

Our major results can be summarized as follows: (1) not only the significance of the liquidity constraint are
confirmed, but also the adverse selection hypothesis is fully supported; (2) the impact of adverse selection mo-
tives on the dropout decisions of the insurants are stronger than that of the liquidity constraint motive; and
(3) the probability of dropping out of the national pensic;n system will be 0.24%-0.41% lower for an increase
in age of one year 5.1%-11.1% higher for the unemployed, 0.55%-1.1% higher for every 1 million ven reduc-

tion of financial assets.

Chapter 2 : Precautionary Saving and Earnings Uncertainty in Japan

This chapter improves upon the methodology of Dardanoni (1991) and applies it to household-level data
from a Japanese Government survey in order to analyze the impact and importance of precautionary saving
arising from earnings uncertainty.

Our major results can be summarized as follows: (1) occupation, age, and educational attainment signifi-
cantly affect earnings uncertainty; (2) earnings uncertainty has a significant impact on household consump-
tion and saving; (3) precautionary saving arising from earnings uncertainty comprises 8.303% to 12.579% of to-
tal household saving; and (4) the prediction of Carroll and Summers's (1991) buffer stock saving hypothesis

that young households are more likely to save for precautionary purposes than older households is con-

firmed.
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Chapter 3 : What Determines Precautionary Saving?

In this chapter, we investigate the determinants of precautionary saving. In particular, we investigate the
impact of income variance, assets, social security wealth, transitory income, and demographic and socioeco-
nomic attributes on the amount of precautionary saving.

Our estimation results show that: (1)precautionary saving arising from earnings uncertainty appears to be
largely or completely subsumed into saving for peace of mind; (2)the magnitude of precautionary saving aris-
ing from earnings uncertainty accounts for 14.588% of total household saving when the most comprehensive
model is employed; and (3)the occupation, educational attainment, and age of the household head, marital

status, and homeownership appear to serve as proxies for the degree of risk aversion in some cases.
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