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Abstract of the Speech: 

The labor force in Japan is projected to fall from about 64 million in 2014 to near 20 

million in 2100. In addition, large increases in aging related public expenditures are projected 

which would require unprecedented fiscal adjustments to achieve sustainability under current 

policies. In this paper, we develop an overlapping generations model calibrated to micro and 

macro data in Japan and conduct experiments with a variety of guest worker and immigration 

programs under different assumptions on factor prices and labor productivities. Against a 

baseline general equilibrium transition which relies on a consumption tax to achieve fiscal 

sustainability, we compute alternative transitions with guest worker programs that bring in 

annual flows of foreign born workers residing in Japan for 10 years with the share of guest 

workers in total employment in a range between 4% and 16%. Depending on the size and skill 

distribution of guest workers, these programs significantly mitigate Japan's fiscal imbalance 

problem with a relatively manageable and temporary increase in the consumption tax rate. 


