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This paper analyzes the Postwar Japanese economy with a parsimonious neoclassical growth
model that incorporates the demographic transition in Japan. We find that i) productivity growth is
the most important driver of the postwar economic growth, ii) the workweek reduction policy of the
1990s significantly reduced Japanese output, iii) the increase in the fraction of the population aged
above 65 years old significantly reduced output relative to its potential through the decline in the
employment rate and the increase in payroll tax.

We further show that population aging can account for a significant portion of the structural
transformation from goods to services and the increase in government consumption. This could
potentially account for part of the recent slow down in productivity growth.
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Population Aging and Structural Transformation
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This paper analyzes the Postwar Japanese economy with a parsimonious neoclassical growth model that incorporates the
demographic transition in Japan. We find that i) productivity growth is the most important driver of the postwar economic growth, ii)
the workweek reduction policy of the 1990s significantly reduced Japanese output, iii) the increase in the fraction of the population
aged above 65 years old significantly reduced output relative to its potential through the decline in the employment rate and the
increase in payroll tax.

We further show that population aging can account for a significant portion of the structural transformation from goods to services
and the increase in government consumption. This could potentially account for part of the recent slow down in productivity growth.
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