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In this study, we analyzed the sustainability of the pension system and
fiscal sustainability under an aging economy. The analysis revealed the following points. (1) The
government may be able to maintain the PAYG pension system without reducing per capita pension
benefits, even when the population aging progresses, If public educational policy has enough effect
to raise the productivity of households and the firms® output. (2) By analyzing the economy assuming

households with finite horizons, we show that the ratio of public debt/GDP will increase if the
population ages. This is because the level of income tax rate that maximizes the economic growth
rate will be raised and at the same time, the ratio of public debt/GDP will follow the fiscal rule
of the golden rule of public finance.
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