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FOREWORD

Summary Statement by the Co-chairmen

of the Commission on Global Aging

The advent of modern old age represents one of the great achievements of the democratic, market economies of the developed world.  Advances in medicine and public health have led to a substantial increase in life spans, producing nearly a threefold increase in over-65 populations among the OECD countries since 1950.  Meanwhile, pension income from public and private sources now provides the kind of income security in old age that was only a dream a century ago.

Although these advances have greatly improved the quality of life for the elderly, demographic developments beginning later this decade and continuing for the next fifty years will create significant challenges to this achievement that must be addressed in a timely manner.  The surge of “baby boomer” retirements and further gains in longevity, combined with continued below-replacement fertility rates, will lead to a significant increase in old-age dependency ratios in all developed nations.  The portion of elderly in the populations of developed countries is expected to double from current levels, even as working populations grow more slowly or decline.  This, in turn, will bring substantial fiscal pressures and, absent offsetting trends, is likely to constrain economic growth.  In sum, a demographic transition is occurring in all the developed nations, albeit at varying degrees from one nation to another, making it a global aging phenomenon—one that requires the attention of world leaders, the academic and business communities, electorates, and individuals.  

This challenge prompted the Center for Strategic and International Studies in 1999 to launch a two-year Global Aging Initiative and to convene a Commission on Global Aging.  The Commission is a panel of 85 leading voices in politics, government, business, academia, and the non-governmental sector from three continents.  

Following more than a year of intensive research and discussion, CSIS surveyed the Commission members during the spring of 2001 to determine their views on the fiscal, economic, financial, and international political challenges presented by global aging.  Many were contacted by phone and otherwise for more extensive input.  The responses of 73 of these commissioners are presented and analyzed in this report.  

Summary and Highlights

With a high degree of consensus, the Commission found that the changes wrought by global aging are fundamental and unprecedented.  They pose significant challenges to the ability of nations to sustain current benefits for the elderly, as well as to sustain economic growth rates and the recent historic rise in living standards.  


The Commission found that pessimism is not warranted if the nations most directly affected act promptly to manage their aging transitions.  The Commission also found, however, that postponing reforms will lead to greater sacrifice later on.  Rising dependency ratios will require industrial nations to carefully examine their pay-as-you-go old age guarantees.  In some cases these guarantees are not sustainable in their present form at current tax rates and will require significant reforms this decade.  In other cases, the challenges facing pay-as-you-go pensions are less daunting, if addressed in a timely manner.

The Commission called on countries to undertake a multifaceted program of policy reforms to social protection schemes, private pensions, labor law, financial services, family policy, immigration, civil society and international diplomacy in order to manage the aging transition and ensure sustainable old age pension and health care systems.  Although there are many ways that nations can prepare for the aging transition, no single policy reform by itself will be sufficient.  

The growing interdependence of the major economies with one another, and with the larger world economy, means that the interests at stake transcend national boundaries.  Although retirement policies must reflect unique national issues, such as demographics and culture, the Commission recommended that nations develop a framework of international consultation and monitoring.  This will enable nations to share best practices and, where appropriate, coordinate policies.


Several major themes emerged from the Commission’s deliberations:

· The fiscal challenge.  The Commission was unanimous in its finding that demographic trends throughout the developed world pose a significant challenge to the sustainability of current social insurance pension and health guarantees for the aged.  This remains true in spite of more than a decade of reforms around the world.  The Commission found that this fiscal challenge could make it difficult for nations to afford other important spending priorities, including infrastructure, defense, and education.  Further, it found that indebted nations with large social insurance guarantees would be vulnerable to economic shocks that would reduce revenue and lead to large, potentially destabilizing budget deficits.  Such instability could adversely affect the global economy.

· The economic challenge.  The Commission found that a rising portion of the retired populations in the developed world, combined with slow growing—or, in several cases, sharply declining—numbers of labor force entrants, will lead to sluggish economic growth and to slower gains in standards of living.  These forces may be compounded as total populations decline in Japan and most European Union member states.  To the extent that nations can find ways to boost capital and labor productivity, they will be able to partially offset this effect.  This can be done by, among other things, labor law reform and economic and sectoral restructuring.

· Aged society industry as a boost for economy.  Population aging will result in a large scale sectoral shifts which could provide a stimulus to economic growth.  The Commission found that although some economic sectors, such as real estate, may decline due to population aging, the expansion of “aged society industry” sectors will provide substantial growth opportunities.  These sectors include not only medical and nursing care, but also supply of the products and services to meet the needs of the aged, including barrier-free and universal design products, housework assistance, and leisure activities.  

· Pre-funding of public pensions.  The Commission called on nations to undertake a gradual transition to market financing of public pension systems, provided that such reforms retain a public guarantee of an adequate retirement income beginning at a specified eligibility age.  Such financing could take the form of the investment of government trust funds in equities and other private assets or the creation of individual accounts.  The course any country takes would depend on its unique political and technical circumstances.  Because funded systems are not directly affected by changes in the old-age dependency ratio, commissioners view funded systems as more sustainable in the long term.  Funded systems also can help to insulate retirement security from adverse national economic trends through cross-border diversification.  However, funded systems are not completely immune to demographic vulnerabilities.  In particular, the Commission found that the trend to dissaving after 2020 could reduce equity return in some countries.  Funded pension systems also are vulnerable to fluctuations in economic performance. 

· Funded supplement to pay-as-you-go systems.  In some nations pay-as-you-go systems are generous enough to sustain pre-retirement living standards without the need for saving.  The Commission recommended gradual reductions in benefit levels in these nations, and in other nations where it is deemed appropriate due to fiscal pressures and high and rising government debt.  To make up for those benefit reductions, the commissioners also recommend that nations adopt supplemental funded pension systems designed to attract widespread participation.  The combination of pay-as-you go and funded pensions should reduce risk by diversifying retiree income sources.  

· Older populations are becoming fitter.  The commissioners found that advances in medicine have brought, and will continue to bring, longer, healthier, more productive lives with declining rates of disability for the elderly.  Further, the Commission found that some countries may be significantly underestimating future gains in longevity.  To the extent that people who have reached pension eligibility age are willing to continue working, current and future medical advances could enable more of the elderly to work past normal retirement age.  Increasing full-time and part-time opportunities for older people who wish to work offers one of the best potential prescriptions to the challenges presented by population aging.  The Commissioners also unanimously agreed that increased labor participation by the elderly could produce significant social benefit.

· Lengthening work lives.  To alleviate what is expected to be a severe tightening of labor markets in coming years, the Commission recommended that nations enact reforms designed to reduce programmatic incentives for early retirement, and to make it possible for those who wish to work after the statutory retirement age to do so.  The Commission also endorses raising statutory retirement ages under social security systems in correspondence with increases in longevity.  Some Commissioners, particularly in the United States, where the retirement age is already relatively high, strongly believe that raising the eligibility age may not be necessary, particularly if prudent actions are taken soon to ensure long-term sustainability of social security systems.  Thus, although the Commission endorsed raising eligibility ages, the application of this measure would need to take into account the unique circumstances of each country.  The private sector should likewise prepare for a world where employers will need older workers.  

· Opportunities for women.  Nations where the labor force participation rates of women are low may want to pursue policies that allow more women who wish to do so to participate in the labor force.  Employers are encouraged to provide more flexible work opportunities that make it easier for women to both work and have a family.  The Commission strongly endorses the concept of phased retirement together with anti-age- and gender-discrimination rules.

· Financial markets.  The Commission found that a rise in the old-age dependency ratio may depress savings rates and the value of equities.  Demand for public sector borrowing to meet pension obligations could increase at the same time that large retired populations are spending down their retirement savings and also when defined pension plans are paying out more in benefits than they are receiving in employer contributions.  The combined effect may put upward pressure on interest rates and downward pressure on equity and other financial asset values.  To help ensure adequate global savings and stable financial markets after 2020, the Commission recommended that nations without employer-sponsored pensions schemes establish them.  It also recommended that developed nations encourage the establishment of funded social insurance schemes in both the developed and developing worlds.  The Commission recommended that funded pensions be managed in accord with “prudent expert” fiduciary standards and a minimum of cross-border investment restrictions, and that financial markets be well-regulated and transparent.    

· The role of globalization.  The Commission found that economic integration with the “youthful” developing world could produce several benefits for developed and developing societies.  It could enable the developed nations to restructure their economies around high-value-added activities, thereby raising labor productivity.  It also could allow pension fund managers and individuals to invest a portion of their retirement assets in the developing world, both enhancing investment returns and spurring global growth.  Finally, immigration from the developing world could increase the labor supply and support economic specialization.  But it should also reflect the needs of the developing countries.  In support of this objective, the Commission recommended that the developed nations take steps to promote tolerance of non-native races or cultures, and to make it easier for non-native residents to achieve citizenship or permanent residency.

· Mechanisms for international consultation.  The Commission recommended that the challenges of global aging be a permanent item on the agenda of the Group of Eight nations.  They also recommend that a mechanism be created for senior-level consultations among officials and experts around the world on an ongoing basis to better develop and coordinate beneficial cooperative strategies.  These consultations should include the emerging market economies of the developing world.


In conclusion, we wish to thank our fellow Commissioners and the Global Aging Initiative staff of the Center for Strategic and International Studies for their many contributions to the analyses and ideas reflected in this broad and far-reaching report.  Like all important research, our work raised as many questions as it has answered.  Inevitably, these uncertainties gave rise to disagreement among the Commissioners.  Yet the breadth and depth of our consensus reflects the profound reality that the developed world is at the edge of a new era—one in which many of our past conceptions, from the way we plan our lives to the role of nations in the global system, must change.


We commend this report to the world’s leaders in the hope that you will join us in meeting the fundamental challenge of global aging.


Ryutaro Hashimoto


Former Prime Minister of Japan


Walter F. Mondale


Former Vice President of the United States


Karl Otto Pöhl


Former President, Deutsche Bundesbank
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Report to World Leaders: 

Findings and Recommendations of the Commission on Global Aging

I maintain that we need to examine our dropping birth rate and aging society as a potential engine for economic growth.





Ryutaro Hashimoto

I.
Introduction

The global economy faces a transition of unprecedented dimensions caused by rising old-age dependency and shrinking or slow-growing working-age populations among the world’s largest economic powers.  In an important respect, global aging represents a success story: the advent of mass survival into old age, formerly the destiny of only a lucky few.  Yet it remains that population aging is driven primarily by a decline in birthrates.  Below-replacement fertility over the past four decades has left Japan and Europe with the prospect of shrinking numbers of workers and perhaps even consumers for much of the next half-century—while North America faces an abrupt slowing of labor force and population growth.  These declines will occur even as the retirement of the postwar baby boom generation produces a large increase in pension-eligible populations across the developed world.  For the nations directly affected, the likely consequences will include rising deficit pressures and slower economic growth.  The fact that this adversity initially will be felt in economies that today account for two-thirds of global output
 (to be followed by the very rapid aging of key emerging market economies in East Asia and Latin America) suggests that, in the absence of effective policy responses, global aging poses a significant threat to global prosperity. 


Importantly, a key resource in combating this threat to prosperity will be older populations themselves.  Not only are most workers in the developed countries now able to remain vigorous and productive long past current ages of pension eligibility, but new patterns of consumption could stimulate the rise of “aged-society industry” sectors that can provide impetus to growth in the economies that effectively restructure around their aging demographics.  The ability to mobilize aging workforces in pursuit of new economic opportunities will be the measure of success by which aging societies will be judged.

It was to examine and make recommendations on this cross-national challenge that the 85-member Commission on Global Aging—consisting of leading voices from politics, business, civil society, and a range of academic disciplines from the United States, Japan, and Western Europe—came together in 1999-2001 under the CSIS Global Aging Initiative to develop policy recommendations for the countries most directly affected.  The Commission held three plenary sessions and two roundtables, oversaw extensive background research, and developed its findings and recommendations by responding to a written survey, designed with the active participation of many of its members.  The results of this survey were released together with a Summary Report of the Commission Co-chairmen at the Commission’s Third Plenary in Tokyo on August 29, 2001.  

This report summarizes the Commission’s research, and discusses the reasoning behind its findings and recommendations for policy reform in the developed countries.  Despite a high level of consensus, the Commission was rarely unanimous in its findings and recommendations, and some members found themselves in strong disagreement with certain prescriptions passed by the super-majority of 75 percent of those voting.  Accordingly, the report includes an Additional Views section to provide for a full expression of the Commission’s diversity.

Shrinking Labor Forces: an Unprecedented Development

Since the dawn of the Industrial Revolution, rising populations and labor forces have provided both economic stimulus and a source of social unrest in the developed nations.  Indeed, it was the perennial problem of large populations of involuntarily unemployed that prompted the rise of the social welfare state as we know it today.  Yet an accelerating decline in the number of children in Europe and Japan and a slowing of population growth in North America suggests that the era of labor surpluses will soon give way to one of ever-tightening labor markets.  Europe’s under-15 population is 23 percent smaller than it was in 1970; while in Japan, it is 25 percent  smaller.  As these smaller cohorts age, the number of workers and consumers will decline.  The population of Europe peaked in 1997 at 728,901 million and began declining for the first time in modern memory.  By 2007, Japan’s population will be shrinking as well.  

As reflected in Table 1, below, this unprecedented development is rooted in a secular decline in total fertility to levels below the 2.1 children per woman necessary for populations to replace themselves.  For most of the developed countries, birthrates fell below replacement levels in the early 1960s, and have continued to decline since then.  Altogether, some 61 countries currently have below-replacement fertility rates.

Table 1

Fertility in the G-7 and Europe, 1955-2000

Average number of children born to a women during her lifetime






1955-1960

1975-1980


1995-2000

United States
3.7

1.8
2.0


United Kingdom
2.5

1.7
1.7


France
2.7

1.9
1.7


Canada
3.9

1.7
1.6


Germany
2.3

1.5
1.3


Italy
2.4

1.9
1.2


Japan
2.1

1.8
1.4


Europe (47 countries)
2.7

2.0
1.4

Source:  United Nations (2000 Revision)

Increasing Longevity

At the same time, gains in life expectancy have dramatically increased the percentage of our populations living well into old age.  Since 1950, average life expectancy at birth has risen by 11 years in Europe; 8.6 years in the U.S.; and 17.6 years in Japan.  The United Nations (UN) projects that over the next 50 years, life spans will rise another 6.1 years in Europe; 5.1 years in the U.S.; and 6.5 years in Japan.
  All of the developed countries anticipate a significant slowing of longevity gains—in part, because most future gains in life expectancy will be lived in old age, where there is thought to be a “natural” limit on life spans.  Yet many scientific researchers and demographers feel that advances in biomedicine could lead to much larger increases in life expectancy and hence the number of elderly.  Figure 1 displays alternative demographic projections for “the oldest-old” populations in the U.S. under very different longevity scenarios.  Depending on the course of longevity improvement, the number of Americans over 85 could total as many as 49 million by 2050—three times official estimates.

Figure 1

Selected Projections of the U.S. Population Over 85 in 2050
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Sources: U.S. Social Security Administration (1996), U.S. Census Bureau (1996), and the U.S. National Institute on Aging (1996).


Even in the absence of breakthroughs against the diseases of old age, the combination of falling youth populations and rising numbers of elderly will propel the median age of Europe and Japan to unprecedented heights.  Table 2 shows the projected rise in median ages for the G-7 countries and Europe over the coming half-century.  According to the UN, the median age for all of Europe, which stood at 29.7 in 1950, will rise to 49.5 by mid-century—when an estimated 29 of the population will be over 65.  Italy can expect a median age of 54.1 at mid-century, second only to Spain as the world’s oldest society.  Japan’s median age, just 22.3 in 1950, is projected to rise to 53.1 in 2050.  In Italy and Japan, more than one-third of the population could be 65 or older by 2040, and more than four in ten over 60.  

Table 2

Projected Median Ages 

in the G-7 and Europe, 2000-2050


  2000
 2030
 2050


Canada
36.9
43.9
44.0


France
37.6
44.0
45.2


Germany
40.1
49.0
50.9


Italy
40.2
52.2
54.1


Japan
41.2
51.4
53.1


United Kingdom
37.7
45.2
47.7


United States
35.5
40.0
40.7


Europe (47 countries)
37.7
46.8
49.5

Source:  UN (2000)

Defining the Challenge


The challenges of societal aging are likely to be pervasive, affecting everything from individual life plans to international relations.  Most fundamental will be the changing role of older age groups.  Marginalized in times of labor surplus, older workers increasingly will be needed in the new era of labor scarcity.  Social programs that encourage workforce withdrawal among older workers in the name of creating jobs for the young must be reexamined.  Aging societies also will be faced with increased needs to provide support to dependent elders.  But rising old-age dependency in every industrial country could trigger budget turmoil with broad implications for global growth—potentially adding to downward pressures on savings rates and equity values as burgeoning retired populations cash out their nest eggs.  All of these factors, in turn, are subordinate to the overarching need to manage the effects of aging in ways that sustain prosperity.  In the final analysis, it is the size of the economy that will determine the pool of income that can be shared with dependent populations.  

Among the demographic factors that affect economic growth are:

Size of the labor force.  A nation’s gross domestic product (GDP) is the multiple of its employed population times the average productivity of each worker.  Absent a rise in worker productivity or labor force participation, a fall in the size of working-age populations translates into a lower GDP than would be the case in the absence of a decrease.  With important qualifiers, the opposite also holds true: growing workforces stimulate expansion.  Table 3 shows projected changes in the 25-64 age group, traditionally the most productive ages, for the G-7 and Europe.  Among the G-7 countries, only the U.S. and Canada can expect significant economic stimulus from labor force growth during the next half-century.  In other advanced countries, shrinking workforces will constitute a drag on GDP growth, with the greatest adversity to be felt by Italy.   

Table 3

Percentage Change in 25-64 Age Group

in the G-7 and Europe, 1950-2050







 

Projected
Projected







1950-2000
2000-2030
2000-2050


Canada
163.7
11.9
15.1



France
46.1
-1.3
-7.6


Germany
29.5
-15.1
-28.5


Italy
41.3
-19.0
-41.2


Japan
110.5
-15.8
-34.4


United Kingdom
16.9
-8.7
-12.2


United States
89.2
18.9
28.4


Europe (47 countries)
48.3
-9.2
-27.6

Source:  UN (2000)

Size of the national population.  Consumer spending typically accounts for 60-70 percent of GDP in the developed economies.  Absent a rise in per capita incomes or a decline in savings rates, shrinking national populations will depress consumer spending.  The size and potential growth rate of a nation’s domestic markets also goes a long way toward determining domestic investment and cross-border capital flows.  Businesses entering or expanding in shrinking markets will tend to experience stiff competition and lower rates of return on investment.  Such conditions may lead to capital outflows and weaker currencies in aging societies, as investors look abroad for higher rates of return.  Finally, a reduction in average return on investment can undermine corporate profits and lead to reduced income tax revenues. 

Population declines can also lead to declines in the value of assets, such as real estate.  Even so, as shown in Table 4, most industrial countries can expect only modest declines in their total populations.  In theory, these projected population losses could be offset by increases in immigration.  Some analysts also argue that the contractionary economic effects of modest population declines could be overcome by higher per capita incomes and consumption levels.

Table 4

Percentage Change in National Populations

in the G-7 and Europe, 1950-2050






 

Projected
Projected







1950-2000
2000-2030
2000-2050


Canada
123.9
22.6
31.4



France
41.6
6.2
4.4


Germany
19.9
-5.3
-13.7


Italy
22.1
-11.7
-25.3


Japan
 52.0
-4.6
-14.1


United Kingdom
17.4
3.2
-0.8


United States
79.5
26.6
40.2


Europe (47 countries)
32.2
-7.8
-17.0

Source:  UN (2000)

Population Age Structure.  Changes in the relative size of age groups within a population can have large implications for public budgets as well as individual economic sectors.   As people retire, they move from being net contributors to the tax base to net consumers of fiscal resources.  Table 5 shows projected changes in the old-age dependency ratio of working-age to pension-age populations.  These projections suggest that under pay-as-you-go public pension and health schemes (in which productive populations are taxed to finance retirement benefits), increases in old-age dependency will create pressures to raise social security taxes or cut benefits.  

The controversial nature of these choices also creates political incentives to run budget deficits.  Most developed countries will see a significant rise in dependency ratios over the next three decades.  In the absence of changes in pension benefit formulas, for example, Social Security taxes per worker would need to roughly double in the U.S. and Canada by the mid-2030s.  Although economists generally believe that the adverse effects of tax increases (which distort economic behavior and reduce saving) outweigh those of benefit reductions (which reduce consumption), cross-national comparisons are inconclusive.  However, there is much broader agreement as to the adverse impact of budget deficits on long term prosperity.  Rising deficit pressures can result in interest burdens that crowd out fiscal capacity and private investment.  Financing these added benefit and debt service costs through budget deficits, over time, would result in increased default risks and consequent threats to global financial stability.  

Further economic effects of aging populations can be seen in the tax system.  A decline in the labor force as a share of the total population can reduce payroll and income tax revenues.  Consumption tax revenues can also be affected to the extent that older consumers are thriftier, and consume less, than their younger counterparts.  

Table 5

Percentage Change in Old Age Dependency Ratios

in the G-7 and Europe, 2000-2050

Projected
Projected


2000-2030
2000-2050


Canada

97.7
115.8


France

60.0
88.0


Germany

64.3
96.4


Italy

62.0
134.5


Japan

73.3
132.3


United Kingdom

66.6
95.8



United States

83.3
94.4


Europe (47 countries)

65.2
104.3


Source: UN (2000), Table A. 35
Finally, changes in the relative size of age cohorts also can have significant effects on consumption patterns, leading to large scale sectoral shifts within aging economies.  Population trends in Europe and Japan, for example, point to diminishing demand for new homes and primary education services and rising demand for medical and long-term care services.  The efficiency with which economies accommodate these shifts will have significant implications for GDP and per capita income growth rates.

Formulating Findings and Recommendations

In formulating its findings and recommendations, the Commission was aided by an extensive review of the economic, financial, scientific, and military literature, plus original demographic research commissioned by the Global Aging Initiative staff.  Contributing to this effort were more than 100 papers and presentations delivered by Commission members and outside experts at the Commission’s three plenary meetings in Washington, Zurich, and Tokyo, and roundtable in Paris and Washington, D.C.  In the policy formulation phase, the commissioners were canvassed through an iterative process that gave substantial scope for individual input.  The result was a survey covering 40 findings and 58 recommendations—with a number of the items proposed or modified by the commissioners themselves.  Every commissioner was asked to agree or disagree with respect to each item.  In order to be adopted, an item needed to achieve at least 75 percent support from the commissioners who voted on it.  Abstentions were not counted toward this total.  

Despite a diverse membership representing most of the developed world and myriad professional specialties
, the commission at the end expressed a high degree of support for a comprehensive set of 38 findings and 55 recommendations.  Indeed, only two of the findings and three of the recommendations failed to garner 75 percent “agree” votes of those who voted.  Even more compellingly, most of the findings and recommendations earned at least 90 percent “agree” vote among those voting.  Of the 40 proposed findings, 25 (63 percent) received at least 90 percent support.  Of the 58 recommendations considered, 41 (72 percent) received 90 percent support or higher.  

The Commission’s findings and recommendations, and the analyses that informed them, are discussed in the following pages.  The responses of individual members are confidential.  Where members are cited by name, it is either because they gave their express permission to be quoted, or their remarks are already part of the public record.

II. 
Discussion of Findings

In a relatively short period, we must adapt our domestic institutions, international relationships, and even our individual life plans to a new, and powerful reality.





Karl Otto Pöhl
With a high degree of consensus, the Commission found that the changes wrought by global aging will be fundamental and unprecedented.  Population trends in the developed world will challenge societies at every level: individuals, employers, governments, international arrangements, and financial markets.  Population and labor force decline in significant economic regions is a trend with which economists have no hands-on experience.  To be sure, theoretical models reviewed by the Commission were helpful for understanding the potential magnitude of these effects.  But important questions remain unanswered.  What is clear from these analyses is that productivity growth will constitute the single most important factor in determining the sustainability of the modern social contract. 
   

For this reason, the Commission’s findings address a broad range of factors that affect productivity—from trade, immigration, and international finance to domestic pensions, family policy, and capital and labor markets.  Over the past 100 years, the rapid growth of urban populations has made unemployment a principal concern of social and economic policy.  Under these priorities, it has been common practice to tolerate economic inefficiency in the name of full employment.  But in the coming era of chronically tight labor markets, past measures of economic success may no longer pertain.  Amid labor scarcity, unemployment will be either voluntary or disability-driven.  In these conditions, the principal challenge of economic policy will not be to create or preserve jobs; rather, it will be to raise per capita output.  This will mean not only engendering higher rates of labor force participation among less-productive populations, but facilitating shifts from less- to more-productive forms of work.

The Threat to Growth

The commissioners found that changes in population age structures in every developed country would lead to a potential negative fallout in the global economy, labor markets, as well as world financial markets.  Fiscal pressures will grow because, in many cases, benefit promises are unsustainable at current tax rates.
 , 
  Overall saving rates are likely to decline, possibly affecting investment levels.
, 
, 
  Economic growth rates are likely to be slower, as the growth in the working age population and the number of consumers declines.
   

Table 6

Contributions to Economic Growth in OECD’s Reference Scenario

(Per Cent Per Annum)


Average

Contribution From:


            


Potential         
Working-Age
Participation
Labor
Capital 


Growth
 Population            Rate
Efficiency
Intensity

  2000*

  United States
2.5
  1.1
 0.2
 1.2
--

  Japan
1.9    
-0.3
 0.9
 1.4 
--

  European Union
2.3
  0.1
 0.9
 2.0
--

  2000-2025

  United States
1.6
 0.4
 0.0
 1.3
0.0

  Japan
0.9
-0.7
 0.2
 1.4
0.0

  European Union
1.2
-0.4
-0.1
 1.7
0.0

  2025-2050

  United States
1.4
 0.1
 0.0
 1.4
-0.1

  Japan
0.6
-0.9
 0.1
 1.4
-0.1

  European Union
0.5
-0.9
 0.0
 1.4
-0.1

* Estimates for 2000 are based on as assumed growth equilibrium path; i.e., with stable capital intensity.  

 Source: Tuner et al, Organization for Economic Cooperation and Development 1998, Table 3, p. 47.
According to 1998 Organization of Economic Cooperation and Development (OECD) projections, summarized in Table 6, in the absence of an increase in labor force participation, during the years 2025 to 2050, the average potential growth rates for the United States will be 1.4 percent annually, while it will be 0.6 percent in Japan and 0.5 percent in the European Union.
   Under this scenario, after 2025, economic growth rates will depend entirely on productivity growth.   The expansionary effect of productivity growth is projected to account for 100 percent of GDP growth in the United States; 216 percent of growth in Japan; and 260 percent of growth in the fifteen nations that make up the European Union (EU-15).   

Standards of living are likely to rise more slowly than in recent decades,
 and could even decline if the historical rate of productivity growth is not maintained.  This is because the productive share of population is expected to shrink.  In the world’s fastest aging countries, the share of the population in the traditional working ages stood at, or near historical highs at the turn of the twenty-first century.  The small generation born during the Great Depression and World War II had fully entered retirement, while the “baby bust” cohorts born since 1970 had yet to fully enter the labor force.  Over the coming years, however, this trend will reverse.  As the large baby boom generation enters retirement, it will be replaced in the labor force by a smaller generation, resulting not only in higher rates of dependency, but a lower rate of labor force participation.  Scenarios developed by OECD and the European Commission illustrate these effects—but include in their supporting assumptions the expectation that productivity growth rates will remain essentially unchanged over the period, 2000-2050.

Table 7

Annual Growth in Per Capita GNP


U.S.
  Japan
 EU-15


1970-1980
1.6
2.8
2.2


1980-1990
1.7
3.7
1.7


1990-2000
1.7
1.5
1.7


2000-2010
1.4
1.3
1.7


2010-2020
1.0
1.3
1.5


2020-2030
1.0
1.2
1.2


2030-2040
1.2
0.8
1.1


2040-2050
1.2
0.9
1.1

Source: Turner et al, OECD, 1998, Table 5, p. 49.

Stagnant or declining numbers of consumers in Japan and EU-15
 will have adverse implications for the growth rate of domestic markets.  Explains Norbert Walter, a member of the Commission and Chief Economist of Deutsche Bank, “Enterprises operating in stagnating or even shrinking sales markets would run a higher rate of misplaced investment.”  Hence, businesses may decide to target investment toward foreign markets where demographic demand is growing.  In addition, aging populations may be resistant to adopting new technology and less prone to innovate or start new ventures.  While concluding that “slow growth is not conducive to productivity gains,” Walter nevertheless holds out hope that better utilization of domestic human capital and greater economic integration with the emerging market nations could counteract this tendency.  “The national and international reforms that are necessary if we are to utilize all this potential,” he notes “must, however, be started without delay and with great determination” 
  

Implications for Fiscal Balances

The Commission found that population trends in the developed countries would present a significant challenge to the sustainability of government old age health and income guarantees, “especially in countries where benefits are most generous.”
  Germany, Italy, and France, for example, have social security tax cost-rates approaching 40 percent of payroll, and each can expect their old-age dependency ratios to rise by at least 50 percent over the next 30 years.  (See Table 5.)   In the absence of significant fiscal reforms, the Commission concluded, there would be “potentially destabilizing budget deficits, high levels of national debt, and the distortion of public priorities in every developed country.”
   

Table 8 presents the OECD’s long-range budgetary projections for 21 developed-country members.
  These estimates suggest that old-age pension spending will rise on average by 3.4 percent of GDP over the next half century.  Currently, the OECD region spends an average of about 7.4 percent of GDP on public old-age pensions.  According to OECD’s analysis, increased spending will push that up to 10.8 percent of GDP by 2050.  However, these projections include the assumption that yet-to-be-enacted labor market and pension reforms, such as higher ages of pension eligibility, will stem the rise in pension spending.  

Many other parts of government budgets are also sensitive to changes in the age structure of the population.  In an attempt to estimate the relative magnitude of the fiscal impacts of aging, the OECD surveyed its members for projected spending in these areas—early retirement, health care and long-term care, long-term unemployment, disability, family and child benefits, and education.  According to this analysis, additional age-related spending is projected to rise by an average of 5.9 percent of GDP by mid-century, from 16.9 percent of GDP today to 22.4 percent of GDP in 2050.  

Table 8

OECD Estimates of Age-Related Spending, 2000-2050

Percent of GDP

2000
2010
2020
2030
2040
2050
Pensions
7.4
7.6
8.7
10.1
10.9
10.8

Health Care
5.5
5.8
6.5
7.4
8.0
8.3

Long-Term Care
1.2
1.3
1.6
1.9
2.1
2.3

All Age-Related
16.9
17.0
18.7
20.9
22.1
22.4

Source:  OECD Economic Outlook (June 2001), Tables A-6 to A-12.

Significantly, the OECD did not attempt to make independent judgments regarding the validity of the estimates.  Japan, for example, estimated that spending for long-term care would not rise as a share of GDP over the projection period—despite a 236 percent expected increase in the over-80 population.  For its part, the U.S.—which expects a 201 percent rise in its population over 80—estimated an increase of 2.5 percent of GDP, while Italy made no estimate at all.  

OECD also projects that health spending will rise only modestly as a percentage of GDP, whereas projections developed by the United States Congressional Budget Office (CBO) and the Japanese Ministry of Health and Welfare point to the probability of much higher increases in each of these countries.  For example, independent estimates by Japan’s Ministry of Health and Welfare in October 2000 project that health spending under the current system will rise an average rate of 4.4 percent a year from 2000 to 2025.   Meanwhile, health spending in the U.S. soared by 7.2 percent in Fiscal 2001, driven in part by hospital staffing shortages.
  The CBO estimated that annual excess growth in health costs per enrollee (i.e., growth in excess of nominal growth in wages, adjusted for the age mix of enrollees) would average 1.1 percent a year through 2030.  Using this formula, CBO projects that U.S. spending for retirement and major health programs would rise from 7.5 percent of GDP in 1999 to over 16.7 percent in 2040
—3.7 percent of GDP more than the rise projected by OECD.  

Figure 2

Spending for U.S. Social Security, Medicare and Medicaid Programs

Midrange Assumptions
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Source:  U.S. Congressional Budget Office (October 2000)

Adding to these uncertainties, the commission found that “several developed countries may be underestimating the fiscal and economic consequences of population aging because official population projections assume that upward trends in longevity and low fertility rates will substantially moderate.”
   With life expectancy at age 65 averaging about 20 years in the advanced economies, each additional year of unanticipated longevity adds roughly five percent to pension costs.  

To examine this question more closely, the CSIS Global Aging Initiative staff commissioned a research paper
 on probabilistic forecasts of populations for the G-7 nations by Mountain View Associates (MVA).  This paper built on research and analyses pioneered by demographer and economist Ronald Lee of the University of California and Berkeley, and Shripad Tuljapurkar, President of Mountain View Research in Los Altos, Calif., a demographer and former Professor of Biological Sciences at Stanford University and member of the Commission.
, 
  MVA developed a stochastic or probabilistic mortality series for the Group of Seven (G-7) for the Denver Summit of 1997, and completed this series (adding fertility and immigration) for CSIS.
   The results of that work, which incorporate probability tables based on past variations around trends, were made public at a Paris meeting of the Global Aging Initiative in June 2000.  MVA found that some of the official projections incorporated in the United Nations 1998
 (which contained more aggressive mortality and fertility assumptions than the 2000 revision) fall below the range of outcomes that have a two-thirds probability of occurring—meaning that they were unlikely to be accurate, and that they are too optimistic.  The 2000 revision to UN population data (shown in Table 9) has narrowed this gap, but according to the MVA analysis, actuarial optimism on mortality remains a significant problem.  Significantly, both OECD and European Commission modeling exercises have used population projections prepared by the aging countries themselves, in some cases, resulting in projections that have a very small chance of occurring.

Table 9

Developed Countries Expect Recovery of Birthrates,

Fewer Gains in Longevity

Percent Change in Fertility
Years of Added Longevity


1950s
2000s
1950s
2000s 


to 2000s
to 2050s
to 2000s
to 2050s

Canada
-53.62
6.36
9.42
3.10



France 
-37.00
9.30
10.63
5.35


Germany
-39.81
14.62
8.50
5.90



Italy
-44.83
14.06
11.16
4.14


Japan
-45.82
9.40
15.56
6.80


United Kingdom
-18.35
0.56
6.99
5.63



United States
-40.58
-2.44
6.64
5.84



Source:  United Nations (2000)

The Commission further found that global economic shocks in the future will present fiscal challenges to developed nations, and that the impact will be greatest in nations with the highest dependency ratios, more generous benefits and the highest debt levels.
  This is because recessionary shocks, which diminish tax revenues, will lead to higher levels of deficit spending in economies where the share of public spending is highest.  Options for responding to shocks with counter-cyclical fiscal policies are limited by high levels of public debt.  In extreme cases, such as Argentina in 2001 or Italy in 1993, market forces can effectively deny countries access to additional borrowing.  Also, under the EU’s Stability and Growth Pact, room for fiscal maneuver is linked to existing levels of indebtedness; for example, Italy and Belgium are subject to greater restraints on deficit spending.  Such circumstances may require indebted countries to respond to shocks with tax increases and benefit reductions, which may reinforce cyclical trends.  Table 10 shows debt levels in the EU-15, U.S. Italy and Japan.

Table 10

Gross Financial Liabilities in Selected Countries and Regions, 1980-2000

as a Percent of GDP


1980
1985
1990
1995
2000

EU-15


n/a

57.1

58.8

75.2

70.2


U.S.


37.7

53.5

61.4

68.3

58.8


Italy


59.0

82.1

103.7

123.1

110.8


Japan


41.9

64.2

61.4

76.0

 122.9

Source: OECD Outlook (1993 and 2001)

The commissioners agreed that spending on old age benefits will make it difficult for nations “to finance necessary public investments in such areas as defense, infrastructure, and education.”
  Rising old age dependency will, in fact, will lead to the “distortion of  public spending priorities in every developed country,” the commissioners suggested.
  A few commissioners were reluctant to support this finding.  One economist argued that it was too soon to say whether there will be a distortion of public priorities in “every” developed country.  Countries with little or no debt and a high primary surplus will not necessarily face a distortion of public priorities, he explains.  The EU-15 and the U.S. reduced their debt levels as a percent of GDP in the 1990s, in part, through a strategy of primary budget surpluses made possible by reductions in military spending.  Yet, with the exception of America, these adjustments did not compensate for the large debts run up in the first half of the decade.

While the potential for old-age spending to crowd out necessary defense spending was the subject of a white paper
 prepared for the Commission by former CSIS military analyst Daniel Gouré, now with the Lexington Institute, the commission members did not agree to his conclusion that the fiscal pressures and a declining workforce population would lead to a decline in the military capabilities of NATO countries.
  Some members argued that recent significant declines in defense spending were more a reflection of a reduction in military threats than increased risk tolerance.  (This survey was taken before September 11, 2001.)

In Italy, annual interest payments on the public debt peaked at 11.5 percent of GDP in 1993 before declining to 6.4 percent in 2000.  This turnaround was made possible by the commitment of successive Italian governments to a program of debt retirement—which, in turn, was imposed as a condition of membership in the European Economic and Monetary Union.  A retreat from fiscal discipline, even if caused by an economic shock, theoretically could endanger the stability of the common currency, the Euro.   Figure 3, developed by the European Commission, illustrates the potential impact of financing new spending on the aged with debt.
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The Challenge for Financial Markets


The financial market impact of aging was a major focus of the Global Aging Initiative.  While research into this area is fairly new, commissioners found it compelling enough to support several findings in this area.  They agreed with the general observation that population trends would affect the stability of global financial markets.
  Fiscal crises resulting from budget deficits could undermine savings rates and, in extreme cases, provoke fears of default, triggering interest rate and currency shocks.  Moreover, even in the absence of fiscal crisis, the effects of aging populations on financial markets could be significant, as burgeoning retired populations across the developed world spend down their life savings in unison.  


The commissioners found that population trends will pose a significant challenge to global savings.
  This finding was approved despite the controversy among academics over how aging will impact saving.  While some scholars do not believe there is dissaving among the elderly, others do.  And, while there is broad agreement that saving rates would tend to decline as one ages (the “life cycle” hypothesis), there are differences over whether or not the balance between investment demand and saving will actually be affected in economies where the number of workers and consumers is also declining.  Finally, there is disagreement over whether a decline in savings in the developed world will affect global interest rates.

The commissioners concluded that if investment demand in the developed world does not fall commensurately with the decline in saving, the result would be higher interest rates.
  In the major macroeconomic study by Turner et al. at the OECD, the authors concluded that investment needs would partly outpace saving and, thus, lead to a small increase in global interest rates.
   

At the global level, the Commission held that adverse financial trends in developed countries will be reinforced by population aging in Eastern Europe and in East and Southeast Asia.  Nations in Asia may also experience declining saving rates just as deficit pressures are peaking in the developed nations.
  A 1998 International Monetary Fund (IMF) study by Commission member and IMF Deputy Director of Fiscal Affairs Peter S. Heller and Steven Symansky
 examined the impact of aging on saving in East Asia and Southeast Asian countries.  This modeling exercise suggested that these nations, too, will experience declining saving rates as their populations age.  Even so, developing nations are likely to have higher saving rates and be the source of much of the world’s capital in the long run.  Says Ignazio Visco, a Commission member and chief economist with the OECD, “It is not clear that in fifty years there will not be sufficient savings from other parts of the world [to keep global interest rates from rising].”  In that event, developing nations with high savings rates might play a larger role in global finance.
  

Other studies, such as those conducted by economist and Commission member Axel Börsch-Supan
, suggest investment demand in the aging countries will fall in tandem with the supply of saving.  There could still be imbalances between countries that affect national interest rates.  As Börsch-Supan notes, “The point is less that savings equal investment—they must globally, since the world is a closed economy—but that this equilibration will happen without overly dramatic swings in the rates of interest/equity returns.”
  Falling investment demand in countries with shrinking populations would reflect declining returns on investment, says Norbert Walter, Chief Economist of Deutsche Bank. “Economic theory teaches us that productivity per unit of a production factor employed decreases as factor input rises.”  The result may be capital outflows, as investors look abroad for higher rates of return.   A key uncertainty is whether these outflows would adversely affect productivity growth.

The commissioners found that rising public sector deficits, combined with falling private savings, could significantly reduce savings rates in the developed countries.
  However, one economist on the Commission argued that the effect on saving is likely to be among the least significant economic effects of global aging.  Adverse effects on economic growth, fiscal balances, the stability of financial markets, and the sustainability of current social security and health guarantees could be more consequential.  He states: “At the very, very least, it should come at the end of this list since it is of much less severity than the other impacts of population aging.  It is the implication of the other findings on the fiscal impacts of aging on growth that makes the maintenance of global economic growth rates important, not the (suggested implication) of global savings on growth rates.”  

The commissioners also found that an increase in the relative size of the retired population would lead to lower rates of private saving unless it is offset by a commensurately higher savings rate among the young.  This is the case even though dissaving among retired populations varies from country to country.
  In some countries, such as Germany, household dissaving is obviated by high rates of income replacement under intergenerational transfers.  In that case, dissaving may occur in the government rather than household sector.  Under generous pension systems, reductions in pension benefits (to avert government dissaving) could shift dissaving back to the household sector.  

The establishment of funded social security schemes and employer-sponsored private pension systems in developed and developing nations could do much to mitigate the downward pressures on aggregate global saving, the Commission concluded 
   This is because relatively few countries now have funded public or private pension systems.  However, notes commissioner Paolo Onofri, professor of economics at the University of Bologna and formerly chief economic advisor to Prime Minister Giuliano Amato of Italy, an increase in funded retirement plans can moderate downward pressures on saving “only if capitalization increases the propensity to save—but this is not certain.”   Some economists have suggested that the funding of pensions may lead to less saving through vehicles such as savings accounts and insurance.  Table 11 presents estimates of national pension wealth developed by InterSec Research Corporation.  Although America has a high level of pension wealth as a share of GDP, its household savings rate is relatively low—suggesting that households may adjust to rising pension wealth by saving less through other vehicles.  Other research suggests that well-managed pension systems help to raise capital productivity, enabling more wealth to be created for the same investment.

Table 11

Six Nations Account for Most of the World’s Pension Assets


1999 Assets
Est. 2004 Assets



Nation



(Billions US$)

(Billions US$)



United States


    $ 7,765

    $ 9,985



Japan 



       1,544

       1,979



United Kingdom

       1,365

       2,025



Netherlands


          427

          582



Switzerland


          351

          477



Canada



          345

          466



Total for Six Nations

   $11,797
 
   $15,514



World Total (All Nations)
   $12,977

   $17,539

       



Six Nations  percent of Total
       90.9 percent    
      88.5 percent 

Source: InterSec Research Corp.

While supporting the concept of market financing for social security systems, the commissioners recognized that the transition from a pay-as-you-go state-funded system to a funded pension system could create a “double payment” problem for one generation that is paying the old benefits from the old system, while pre-funding their own retirement.  The commissioners agreed that this challenge “could be minimized if the transition period covers more than one generation.”
   However, for the foreseeable future, pay-as-you-go financing would continue to be the mainstay of public pension systems in most developed countries, with incremental movement toward funded pensions feasible only at the margin.


Another potential concern, from the standpoint of retirement income adequacy, is the impact of generational retirement patterns on financial asset values.  The Commission found that after 2020, net cash outflows from funded systems in some developed countries would lead to weaker demand for equities which, in turn, could lead to lower equity values.
   Modeling by Robin Brooks at the IMF
 suggests that there is a potential negative impact of aging on both equities and return on fixed-investments.  His simulations suggest that that the second half of the baby boom will earn 20 percent less on their investments than did their parents, but that the effects will be gradual rather than dramatic.


Powerful arguments in support of this conclusion include an influential paper by Sylvester J.  Schieber, a commission member, and John B. Shoven in 1994,
 which suggests that by 2025, withdrawals from corporate defined-benefit pension funds could exceed contributions and investment earnings under current regulatory and asset management schemes.  Figure 4 shows the authors’ finding that net annual withdrawals from pension funds could deplete assets under management at a rate of four percent a year by 2064.  A 2001 study by Maureen M. Culhane at Goldman Sachs Strategic Relationship Management Group
 also concludes that the retirement of the baby boom poses a challenge for financial markets.  After 2010, Culhane states, “Dissaving by governments and individuals could result in high real interest rates and reduce equity returns.”  

Figure 4

Net Change in Pension Assets Relative to Total

Private Payroll for the Years 1996 to 2065, Assuming Current  

Plan Characteristics and Contribution Rates Persist
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Source: Schieber and Shoven (1994)


A 2000 Merrill Lynch-London study
 of the impact of the baby boom retirement on financial markets in the United States, UK, The Netherlands and Japan, similarly suggested that aging could have a dampening effect on financial asset values.  However, the author, Jan Mantel, argues that this effect might be erased by the markets’ ability to adjust the supply of equities over time to a reduced demand for them.  For example, firms could buy back their shares.  Mantel also estimates that the creation of new funded pension systems in European countries that do not now have them will offset portfolio liquidation in the four countries in his study.  


Other economists, including  James A. Poterba
, say that the elderly will not dissave in retirement and, therefore, will not flood the market with equities in order to maintain their income.  Clearly, the extent to which older populations are able to support themselves through work rather than asset liquidation will play a major role determining the effect of aging on financial markets.  Figure 5 shows the projected net capital flows in pension programs based on current retirement practices in the absence of a countervailing rise in equity demand.

Figure 5

Pension Funds’ Net Cash Flow ( percent of GDP)

Merrill Lynch Baseline Scenario
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Source: Jan Mantel, “Demographics and the Funded Pension System. (London: Merrill Lynch & Co. Global Securities Research and Economics Group, 2000), p. 13.

Aging and the Individual

While the economic, fiscal, and financial challenges of global aging are potentially daunting, there is also important good news to celebrate.  Due to medical advances, people increasingly are physiologically able to lead productive, useful lives long beyond today’s typical retirement age of 63 in the U.S. and 59 in much of Continental Europe.
  In the past, age has been seen as a proxy for physical disability.  But the frontiers of physiological old age are being pushed back faster than mortality.  As a result, more and more people who wish to support themselves through work in (what is today defined as) old age will be able to do so.  Likewise, the rising economic and social status of women provides a key resource for filling the labor market needs of aging societies, the Commission found.

It is now a generally accepted view among gerontologists that the maximum life span is greater than 85 years (as was thought to be the case in the 1980s) and may, in fact, be closer to 120 years.  Additionally, considerable research that has found that disability among the elderly is declining, beginning with a landmark study by Kenneth Manton in 1997
.  The OECD found that the trend exists throughout the developed world in a 1998 study.
  A study by the World Health Organization found the elderly were enjoying gains in their “healthy life expectancy”—meaning that more of old age is enjoyed in good health. 
   


Some commissioners are enthusiastic about this possibility.  Keizo Takemi, a member of the Japanese House of Councillors, argued in a paper prepared for the Zurich plenary of the Global Aging Initiative in January 2001, that gains in the healthy life spans will be key to addressing the challenge of global aging.
  Commissioner Orio Giarini of the Geneva Association, an international organization that studies insurance economics, suggests that there are so many positive aspects to the expected reduction in disability, that growing old should in the future more properly be called “counter-aging.”  


But realizing the productive potential of older populations may require significant—and controversial—changes in pension and labor policy.  “Most people have physically difficult or maybe mundane jobs,” and, given the choice, may not want to work longer, one commissioner notes.  Behavioral responses to the retirement option support this observation.  As illustrated in Table 12 below, pensioners retiring today can expect to spend an average of about 7 years more in retirement than those retiring in 1960.  In France, the expected period in retirement rose by more than nine years in the space of just 35 years.  The broad based trend toward earlier ages of retirement underscores the popularity of pension benefits.

Table 12

Average Additional Years in Retirement, 1960-1995


 Attributable to:



Earlier
Greater


Retirement
Longevity
  Total
Canada*
4.7
2.5
7.2

France
6.4
2.8
9.2

Germany 
4.2
2.1
6.4

Italy
4.4
2.6
7.0

Japan
0.8
5.7
6.5

United Kingdom
3.3
2.9
6.2

United States
3.2
1.7
4.9


Source:  OECD; U.S. Bureau of Census; Mountain View Associates


*  Figures for Canada are 1960 and 1994.

Employers, too, may have second thoughts about having people work longer.  Seniority pay systems frequently obligate employers to pay older workers in excess of their marginal product.  Under these systems, companies with a disproportionate share of their workforces in late-career would be at a competitive disadvantage.  In the U.S., where most health costs are borne by the employer, higher medical premiums for older employees may have a similar effect.  


Issues of cost and benefit weigh heavily in the debate over health and longevity in aging societies, where the prospect of rising expenditures poses a vital budgetary challenge.  Under compulsory national health systems, Japan and several European countries are effectively managing medical expenditure through the allocation of scare resources.  "Health investment," says former Prime Minister Hashimoto, “is important as a measure to prevent the occurrence of illness.  It is also important to decide what is an appropriate medical treatment, by considering the cost and benefit in the healthcare field.  These discussions should be done in the context of communication among people engaged in medical treatment, and involve citizens to foment agreements.”
Yet too much focus on cost-management could delay the development of some cost-saving therapies, warns a leading medical researcher on the Commission.  Conditions that allow for medical advances are under attack in “virtually every country—most importantly, in the developed world,” he says.  Among the list of barriers to the development of new therapies: “Threats to patent protection, expanding pre- and post-approval clinical and regulatory requirements, government-mandated or -encouraged restrictive formularies, and misguided efforts to control health care costs by looking simplistically at individual cost components rather than at overall cost impacts.”  

For pension systems, expanded longevity raises another dimension of cost:  If today’s investments in anti-aging research pay off, as many researchers expect, beneficiary populations could explode.  Dr. Timothy Flaherty, Chairman of the Executive Board of the American Medical Association (AMA) addressed the question of whether health and pension policies are working at cross purposes in a presentation before the Commission’s Tokyo plenary in August 2001.  He called on policy makers to see rising expenditures on disease prevention as an investment in productivity.  To better align policy to this end, he said, individuals should bear the cost directly, noting that the AMA supports a gradual “shift from a tax-financed system to one based on private savings.”
  

A complementary policy—fostering longer work lives—drew widespread support from the Commission.  The commissioners found that older populations “represent a significant untapped resource, and their increased participation in the labor force can produce significant social benefits.” 
   It found that higher labor force participation, first by the elderly and, secondly, by working-age women could alleviate tight labor markets and thereby spur economic growth.
  Higher growth rates, the Commission found, would mitigate the “stringency of the fiscal reforms required to prevent budget deficits.”
  Fostering longer work lives thus would enable societies to alleviate their labor shortages, increase potential GDP growth rates, and reduce old-age dependency in a single stroke.  This was also key finding of the 1999 European Commission study
 by McMorrow and Roeger.

One commissioner, Ignazio Visco, agrees that increasing workforce participation by the elderly would alleviate tight labor markets, but objected to the claim that “every” developed country would have tight labor markets.  Under the prevailing labor laws of some countries, he explained, structural rigidities may lead to unemployment even in countries with shrinking working age populations.  Further, Visco argues that an increase in the percentage of women in the workforce would create a one-time gain; as female workers retired, they would be replaced by smaller generations of women as well.  In the long run, he explains, “Female participation may possibly increase the standard of living, but will not affect the tightness of the labor market.”   To address pension problems head-on, he says, policy reforms should be aimed more at delaying workforce withdrawal among older workers of both genders.  


Further, Commissioner Jeannette Takamura, former United States Assistant Secretary for Aging in the Department of Health and Human Services and currently professor of gerontology and public service at California State University at Los Angeles, warns that in some societies, increasing labor force participation by women may have unintended side-effects.  “If women are to be encouraged to participate in higher numbers and for more years,” she says, “there is a need for more family friendly/female friendly polices that provide assistance with care giving and the opportunity to earn wages and benefits comparable to their male counterparts.”  

The causes of the decline in fertility are attracting considerable attention in countries facing a population loss.  Demographers in Japan, for instance, point to the changing lifestyles of women as a key cause of the decline in fertility.  According to Japan’s National Institute of Population and Social Security, the main reason for the declining fertility rate is the increasing number of single young persons, not a decrease in the average number of children per married couple.  Other analysts point to expanded career options as a factor in the decision to delay or forego family formation. “There are better job opportunities for women in the Japanese employment system and it’s hard to keep on working when married or having children,” says Naohiro Yashiro, a Commission member and President of the Japan Center for Economic Research.
  

A study by John Ermisch and Naohiro Ogawa of time-series data from a 1990 survey of both single and married women suggests that both factors may be at work.  Those data reveal the median age for motherhood for women born between 1966 and 1968 was 26, more than two years later than the cohort born between 1946 and 1950.  The authors found that the trend toward later marriage and motherhood can largely be explained by the potential of earning more because of higher educational attainment.  They predict that if this relationship persists, the women in the generation born in 1975 will marry at a median age of 27 years 11 months and become mothers at a median age of 28 years 7 months.
  More will never marry or remain childless. This suggests fertility rates might decline rather than rise in the future, Ogawa says.  

Yet, relatively high birthrates in the U.S. and Norway, where levels of female labor force participation and educational attainment are also high, suggest that families and careers can coexist if other circumstances are favorable.  There is some evidence that public services such as day care and cash subsidies for childbearing can improve birthrates—although such benefits do not exist in the U.S.  In Europe, several countries, including Sweden, Germany and France, have adopted child benefits that have been credited with improving fertility, but sometimes for only a brief time, as was the case in Sweden.  Similarly, elder care subsidies might remove the incentives to avoid marriage that women in some countries face.  

Even so, the Commission found that boosting fertility, while important, would not be a panacea for aging societies.
  There would be a tradeoff.  If effective, family policies would lead to near-term rise in dependency costs, as families spend more on raising and educating the young.  It would be 20 years before household investments in childrearing began paying meaningful social dividends in the form of added labor supply and tax collections.

Implications for International Relations

The Commission found that globalization—in the form of cross-border movements of goods and services and financial and human capital—could be an important resource for aging societies with tightening labor markets.  International trade can enable the developed nations to specialize in high value-added work,
 while immigration, mainly from the developing world, can help to alleviate labor force bottlenecks.
   In addition, developed-country pension funds could invest in, and, in theory, obtain higher rates of return from fast-growing emerging markets.
  However, the Commission also recognized that obtaining the maximum benefit from such relationships would require an unprecedented degree of policy coordination. 
, 
  

Increased integration with the global economy could be an important policy tool for boosting per capita incomes.  In recent years, the acceleration of economic integration with the labor-rich developing world has permitted the advanced nations to shift employment away from low-value, labor-intensive activities, such as low-end manufacturing, and toward high-end, knowledge-intensive services and manufacturing, as well as research and development.  These labor force shifts have played a major role in the productivity gains enjoyed by the U.S. during the 1990s.  Broad evidence suggest that jobs in trade-related sectors have higher-than-average incomes.  According to the U.S. Department of Commerce, workers in U.S. export industries earn on average $4,000 per year more than the average manufacturing wage.


Significantly, the prospect of tightening labor markets removes a major historic justification for trade protectionism—the need to preserve employment.  Frequently, the jobs protected by tariffs are in low-paying sectors, such as farming and textile manufacturing.  Countries with shrinking labor forces will see employment levels decline in any case, and by protecting or subsidizing their least productive sectors, they will retard the shift of human capital into more productive sectors and depress the growth of national incomes.  One result will be a diminished capacity to bear the cost of rising old-age dependency.  

The Commission found that while targeted immigration can provide a valuable source of economic vitality by alleviating labor bottlenecks and augmenting economic specialization, it too was not a panacea for aging societies.  On a socially acceptable scale, the commissioners concluded, immigration will do little to moderate the rise in old age dependency in the fastest-aging countries.
  The United Nations in 2000 released a report, Replacement Migration
, that found it would take enormous levels of immigration to keep dependency from rising.  Germany, for example, would need 181.5 million immigrants over the next 50 years, or 3.6 million a year to maintain its current old-age dependency ratio, according to the UN report.  By mid-century, under this scenario, 80 percent of the people living in Germany would consist of immigrants or their progeny. 

The commissioners also strongly agreed that the fast-growing economies of the developing world could be a resource to aging countries by becoming destinations for portfolio and foreign direct investments.  The developing countries are characterized by large labor forces with low productivity.  In theory, infusions of capital and technology can generate outsized returns, which can then be shared back as remittances.  By investing in these markets, developed-country pension funds may be able to generate more retirement income, while fostering a higher rate of economic and social development in the developing world.  

Making a strong case for cooperation and coordination between the developed and developing world is former Indian Prime Minister I.  K.  Gujral.  In his keynote address
 at the second plenary of the Global Aging Commission in Zurich, he concluded that:

“Seen separately and in isolation, the problems of an aging industrial world and a young developing world do seem stark and serious.  But seen together, in the context of a globalized world economy, it would appear that the worst outcomes could be mitigated if not avoided altogether.  The differing age and demographic profiles, in this sense, are not problems but another complementarity to be harmonized through the conventional mechanisms of international trade, investment, technology and the movement of people, towards a global optimum.

“The ‘aging crisis’ poses problems but global cooperation could convert them into opportunities.  The complementarity between resource-supply in the industrial countries and resource-demand in the developing countries needs to be tapped.”

It remains that a combination of endemic corruption, weak private property protections, inadequate physical infrastructure, and poor economic management limit the ability of developing nations to absorb the kind of capital flows that would be needed to materially change the fiscal and economic picture in the aging developed world.  One private-sector member of the Commission complains, for example, that capital controls have made it difficult for his company to repatriate profits from parts of Latin America. “In order to harvest the potential advantages, capital sending and receiving companies must fulfill various politically and economically challenging requirements,” writes Robert Holzmann, a Commission member and Director of the World Bank’s Social Protection Program.”
   He notes that some OECD countries have laws and regulations that restrict most assets to domestic investments.  “These would have to be changed before industrial nations could invest assets—especially pension assets—in emerging countries,” Holzmann says.  

The OECD study
 by Turner et al suggests that the potential rewards from these efforts would not by themselves alleviate developed-country pension crises.  In its reference scenario (without reforms to counter the effects of aging) income from foreign investment added only 0.25 percent a year on average to gains in living standards for the largest industrial nations.  For the OECD as a whole, the impact actually becomes negative before 2050 as foreign net assets are liquidated.   

Turner et al. did develop an alternative scenario where industrial nations stepped up their investments in the developing world.  In addition, the authors assumed that the developing world would be able to improve its labor efficiency by an average additional one percent a year.  In that alternative scenario, foreign investment in developing countries would lead to a substantial build-up in net foreign assets held by industrial nations by 2050 that would be 60 percent to 80 percent of GDP higher than otherwise would be the case.
  


The commissioners approved a finding that differential population trends “may lead to a shift in global economic and political power away from the developed countries and toward the developing world.”
  Stagnation in the developed world coupled with dynamic growth in countries like India and China would increase the chance that some developing countries will play significant roles in the global trade and finance in future decades.  According to a Japan External Trade Organization study “White Paper on International Trade 2001,” the global import share of the East Asian developing countries, including China, was 7.4 percent in 1980, 11.3 percent in 1990 and 16.7 percent in 2000.

Another reason for enhanced cooperation and coordination between developed and developing countries on global aging is the recognition that there will be spillover effects in the international economy if the major industrial economies fail to grow or, worse, trigger global financial and economic instability.  The Commission found that if the developed countries fail to manage the challenges of aging and depopulation, their relations with the developing world could suffer.
   Were the developed nations to cause an economic crisis, this might generate a political backlash that would put at risk the benefits of globalization.

Embracing the Challenge

There can be little question that global aging will present significant, unavoidable challenges.  But they are not insurmountable.  Speaking at the Commission’s Second Plenary in Zurich, former Prime Minister Ryutaro Hashimoto captured the sense of his fellow commissioners in declaring:  “I will not be a party to such negativism.  Indeed, I maintain that we need to examine our dropping birth rate and aging society as a potential engine for economic growth.”
   The Commission concluded that “pessimism is not warranted provided that countries act promptly, both individually and in concert, to manage the global aging transition.”


The Prime Minister’s remarks underscored the view that population aging can, over the long term, bring about dramatic evolution of a country’s industrial structure and help to facilitate economic growth.  The Commission found that although some economic sectors, such as real estate, may decline due to population aging, the expansion of “aged-society industry” sectors will provide substantial growth opportunities.
  Demand will increase in such areas as high-tech medical equipment and long-term care.  Several Japanese commissioners stressed that aging societies will see large market opportunities for such things as barrier-free or universal-design products, housekeeping services, and leisure activities.


Japan is aging faster than other developed countries, and long-term care and medical services are experiencing extensive growth, according to several participants in Commission meetings.  Speaking at the Commission’s Tokyo plenary, Japanese Minister of Economy, Trade and Industry Takeo Hiranuma, emphasized the potential for social welfare spending to stimulate demand in aging societies.  “Social security as a whole induces the same demand effect as public investment does,” he noted.  “According to a committee of the Council on Economic and Fiscal Policy, the ripple effect of social welfare industries is 3.79, which is the same level as that of public-works” (3.8).  The medical industry also has a multiplier effect, according to Keizo Takemi, a Japan House of Councilors member who is also on the Commission.  “The health care industry, which now amounts to about 30.3 trillion yen [$250 billion], has spillover effects on production activities exceeding 80 trillion yen.”  

Taking full advantage of aging-society industries will require economic and financial structures to become more nimble and dynamic even as workforces age.  The commissioners agreed that a holistic approach to increasing total factor productivity would be an essential element in this strategy.  In the absence of labor, commercial, fiscal and trade policies that encourage efficiency in the economy, thereby raising total factor productivity and raising growth rates, the welfare state would face insurmountable challenges.
  Time is of the essence.  

III.
Recommendations of the Commission
A stubborn resistance to change is not acceptable when so many are affected.  Nations owe it to themselves, and to one another, to adapt in ways that minimize the potential for global instability.
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The breadth of the global aging challenge requires a commensurate response—one that not only addresses the full range of potential impacts on individuals, employers and public finances in the nations most affected, but also engages the international community in a cooperative search for solutions.  Throughout the Commission’s investigation, its members urged a comprehensive agenda of reform designed to boost per capita GDP and limit fiscal instability.  Because these goals would be desirable even in the absence of aging, many of the ideas will seem familiar.  Yet, it was a central conclusion of the Global Aging Initiative that population aging lends urgency to this agenda.  In the absence of meaningful domestic policy reform, they concluded, it is unlikely that any developed country will mount a satisfactory response to the fiscal and economic challenges of rising old-age dependency.  

The international community has a significant stake in this quest.  Exploding debt burdens in one or more developed countries could lead to global financial instability.  Massive dissaving could raise global interest rates and lead to pressures for capital controls or other nationalistic responses in the emerging market countries.  Sluggish or negative growth (aging recessions) could depress export demand and slow GDP growth worldwide.  The potential for global financial and economic upheaval will grow as the industrial world ages.  Yet, to the extent that higher productivity can be achieved through greater integration with the global economy as well as in the more effective utilization of the talents of older workers, global aging also presents a unique and historic opportunity.  For this reason, the Commission has proposed new mechanisms designed to improve coordination and cooperation not simply among the developed countries, but between the developed and emerging market nations as well.

Taken as a whole, the Commission’s domestic policy recommendations should be seen as a general framework rather than a detailed roadmap of reform for the developed countries.  The application of individual recommendations must take into account each country’s unique circumstances—ranging from the severity of its aging challenge to the status of existing policy and political structures.
   The Commission’s recommendations for refocusing diplomacy on the challenges of global aging are necessarily procedural.  The developing countries, too, must embrace comprehensive domestic reforms if they are to become partners in managing the global aging transition.  

Public Pension and Retirement Policies

The Commission’s policy agenda for the developing nations begins with public pension reform, because these programs are most directly affected by aging demographics, and they, in turn, will most directly affect the future of aging societies.  In most of the developed countries, pensions are the largest single item of public expenditure.  Pension budgets will do much to determine the resources available for private and public investments designed to boost productivity.  Unsustainable pension commitments in most developed countries represent looming fiscal crises that could lead to large budget deficits which deplete savings, and divert tax revenues to debt-service.  The structure of pension entitlements, meanwhile, will play a major role in determining rates of labor force participation among older populations—and hence, future GDP growth rates.  Accordingly, the Commission saw pension reform as the most direct and high-priority response to the challenge of global aging.

Recommendation No. 1  The Commission recommended “an integrated strategy designed to alleviate the fiscal burdens of rising old-age dependency ratios under pay-as-you-go basic (Pillar 1) pension schemes” through a series of reforms designed to simultaneously increase reliance on saving and decrease dependency on tax-financed programs.  These steps include:

Recommendation No. 1.a.  Gradually reducing the rate of income replacement to adequate and sustainable levels in schemes with excessive levels of income replacement.


Pay-as-you-go pension systems in some of the nations studied were seen has having excessive levels of income replacement.  Among them are Italy, Germany, and France, whose pension outlays exceed 11 percent of GDP—and where, not coincidentally, funded pension assets add up to less than 10 percent of GDP.  For the purposes of this recommendation, the term, “excessive,” refers to pay-as-you-go pensions that replace a very high percentage of pre-retirement income.  In some cases, pensioners actually enjoy higher living standards in retirement than while employed.  The effect of such generosity is to obviate the need for retirement saving and create strong financial incentives to retire.  Perhaps most importantly, the obligation to replace a high share of pre-retirement income represents a significant fiscal burden, particularly in countries with high social insurance taxes and fast-rising old-age dependency ratios.  The Commission envisioned that income replacement rates would be gradually scaled back to levels that restore incentives to save and work.  These changes would be part of a larger reform package designed to assure retirement income adequacy through funded—or market financed—retirement schemes.

Recommendation No. 1.b.  Gradually replacing pay-as-you-go financing with market-based financing, supplemented by a contingent state guarantee providing that benefits at a specified eligibility age will be adequate.


The unsustainability of unfunded government pension guarantees represents a major source of retirement insecurity in many developed countries.  Several developed-country governments must enact large tax increases if they are to meet the rising cost of old age dependency under existing pension laws.  When health and long-term care are included, social insurance costs might rise to 60 percent of payroll, or higher, under some scenarios.  Governments, meanwhile, face the prospect of political resistance to both tax increases and benefit reductions.  The result may be the build-up of destabilizing levels of public debt.  Individuals, meanwhile, face the risk of unplanned reductions in retirement living standards in the event of fiscal crises, while employers face uncertainties with respect to future tax rates and currency values.  To reduce these risks, the Commission recommended that developed countries put themselves on a path of gradually shifting toward a system of market financing, supplemented by a contingent guarantee of retirement income adequacy after a specified age.  


Significantly, in making this recommendation, the Commission is not proposing to leave individuals solely dependent on investments in stocks and bonds for their old-age income security.  Rather, as experience under the U.S. Pension Benefit Guaranty Corporation (PBGC) has shown, it is considerably less expensive to insure well-managed funded pension systems than to pay 100 percent of benefits.  The basic principles of social insurance—that of providing a safe and secure source of retirement income—need not be sacrificed under a market-financed scheme.  The PBGC has guaranteed the defined-benefit pension obligations of funded pension plans up to a legislatively determined amount (currently $3,579.55 a month) at minimal cost to the taxpayer.  


Moreover, the Commission did not address the mode of market financing.  Some countries, such as Canada, invest social security trust funds in a diversified portfolio of financial instruments, while others, such as the United Kingdom and Australia, have systems of individual social security accounts.


Depending on their design, funded pension systems have other advantages as well.  Pension wealth can be diversified through cross-border investments, whereas pay-as-you-go pensions are determined solely by domestic economic and demographic conditions.  Investments in multinational companies—whose operations inevitably will shift toward faster-growing markets—can help to insulate retirement security from national economic trends in countries where population decline portends an era of sluggish GDP growth.  Nevertheless, funded pensions would not entirely insulate retirement security from demographic influences.  Some of the research reviewed by the Commission suggested that a surge in the sale of financial instruments by the post-World War II baby boom generation could adversely affect asset prices, although other research suggested this would not happen.

Recommendation No. 1.c.  Increasing pension eligibility age in correspondence with improvements in life expectancy at older ages.


Over the last four decades, the combination of rising longevity and the establishment of early-retirement benefits has caused the average time spent in retirement to increase by between five and eleven years in most developed countries.  At their inception, early retirement features and generous benefits were justified, in part, as mechanisms for removing older workers from the labor force, thereby opening up opportunities for the young.  However, the developed countries can look forward to increasingly tight labor markets in the future.  And, as a result, such incentives will become increasingly counterproductive.
   In order to stabilize lifetime pension benefits (see Table 12), the Commission recommended raising pension eligibility ages in correspondence with increases in longevity.  Such a policy change would reduce costs and help to assure adequate labor supplies.

Recommendation No. 1.d.  Eliminating features of pension schemes that discourage, or prevent labor force participation by older workers, including, but not limited to, features that penalize full- or part-time work or promote early exit from the labor force.


In several of the countries studied, pension schemes incorporate financial penalties for working past the age of pension eligibility.  The U.S. Social Security system’s “earnings penalty” was justified as a mechanism to ensure that retirees did not reenter the workforce and thereby take jobs from younger workers.  This penalty was eliminated, effective January 1, 2000, at an estimated cost (of paying benefits to employed workers) of more than $5 billion a year.  Similar policies remain in effect throughout much of Europe and were recently the subject of campaign promises in Italy.  While the Commission recommended eliminating such penalties, it remains that such reforms can be expensive, and they may need to be undertaken in conjunction with offsetting fiscal measures.

Recommendation No. 1.e.  Eliminating features that discourage or prevent labor force participation by women.


In some countries, pension laws for men and women differ with respect to such areas as early retirement or survivors benefits.  The Commission advocated eliminating any features specifically affecting women that discourage workforce participation.

Recommendation 2.  In countries that now rely almost entirely on a pay-as-you-go pension system, adopt a supplementary or occupational funded system that features either compulsory participation or voluntary participation with incentives. 


In several of the major economies studied, funded pension wealth adds up to a relatively small share of GDP.  Retirement incomes in such countries are not diversified for most workers, with the result that dependence on public benefits is nearly universal.  The Commission recommended the creation of a supplemental funded state pension benefit for countries “that now rely almost entirely on a pay-as-you-go pension system.”  The proposal specifies that the funded system should be either mandatory—or, if voluntary, it should contain sufficient incentives to attract participation by workers.  In recent years, two countries have moved in the direction of creating voluntary supplemental state pensions: Italy in 1995 and Germany in 2001.  In Italy, the new system is voluntary, but there have not been the types of incentives put into place that would attract large-scale participation.  In Germany, the new voluntary supplementary funded system does contain incentives.  In contrast, Sweden created a compulsory saving system of individual accounts in 1994 that was funded by a new tax of 2.5 percent of payroll.  

Private Pension and Retirement Policy


The Commission recommended a series of changes to tax and securities law governing private pension systems, which, taken together, are designed to promote a robust employer role in old-age provision.  However, the Commission recognized that it is not enough simply to foster retirement saving through pensions.  There are numerous cases across the world where pension funds have been managed too conservatively, or according to policy goals that did not reflect the best interests of the pensioner—with the result that returns on investments were low (see Table 13).  Drawing on best practices in the developed countries, commissioners strongly recommended a set of initiatives designed to protect the fiduciary interests of plan participants and increase the returns on funds invested in retirement plans.  

Table 13

Returns on Pension Fund Portfolios 1984-96

mean of real total return in local currency



Country


     1984-1993

    1984-1996


Belgium
  8.8
  9.0

Denmark**
  6.3
  6.0

Germany
  7.2
7.0


Ireland*
10.3
11.0


Japan
6.5
--



Netherlands*
  7.7
8.0


Spain
7.0
--


Switzerland
  4.4
4.0


United Kingdom*
10.2
10.0


United States*
  9.7
  9.0


Prudent Man Countries
9.5
  9.5


Asset Limits Countries
6.9
5.2



*Countries with prudent man principle



** Danish pension funds are subject to tax on their interest income.

Sources: European Federation for Retirement Provision Report, June 1996; Pragma Consulting; OECD Secretariat calculations.

Recommendation No. 3.  Establish funded employer-sponsored pension plans in nations where they do not now exist.


In several of the countries studied, employers have played a central role in establishing funded pensions.  The Commission recommended that such policies be adopted in all developed countries.

Recommendation No. 4.  Where employer-sponsored pension plans do exist, require that they be fully-funded.


Some of the countries studied have employer-sponsored defined-benefit pension schemes that are financed on a as pay-as-you-go basis and supplemented by a state guarantee.  The Commission recommended that employer pensions be fully funded both to limit public sector fiscal exposure and protect retiree property interests.  Funded plans could be defined benefit plans—as is the case, for example, of pensions overseen by the U.S. Employee Retirement Income Support Act.  Or, they could be defined contribution plans.  Some countries, such as the U.S., have both systems.  In October 2001, Japan increased the options available to employees in its corporate pension system under a new defined contribution pension law establishing what is popularly known as the “Japanese 401(k) plan,” named for the popular employer-sponsored 401(k) defined contribution plan in the United States.  

Recommendation No. 5.  The Commission recommended that the developed countries “pursue an integrated strategy designed to protect the interests of pensioners and increase returns on private investments."   According to research reviewed by the Commission, rules governing pension fund management can significantly affect both the productivity of capital as well as the ensuing retirement benefit.  Features of this strategy include:

Recommendation No.  5.a.  Adopting “prudent expert” rules, requiring pension managers to invest in the best interests of the client. 


The commissioners strongly recommended that countries adopt the “prudent expert” rule that requires that pension fund managers invest the assets of pension plans in the sole interest of the retiree—which, under modern portfolio theory, requires that the assets be diversified and allocated in a manner that provides the best risk-adjusted return.  (Although “prudent man” and “prudent expert” are sometimes used interchangeably, “prudent expert” implies “knowledgeable in such matters,” and has come to be the preferred standard in the financial community.)  This recommendation is consistent with other Commission recommendations that asset managers not be subjected to “asset limits” compelling some proportion of assets under management to be invested domestically or in such instruments as government bonds.  As reflected in Table 13, research at the OECD
 published in 1998, found that nations with a prudent man or prudent expert law tend to have retirement fund portfolios that outperform those in nations with restrictions on investments.  Between 1984 to 1996 OECD nations with prudent man principles earned 4.3 percentage points higher than other OECD nations that restricted assets in some way or another. (See Table 13.) 

Recommendation No. 5.b.  Eliminating restrictions on cross-border investment of pension funds. 


A number of countries have cross-border restrictions on the investment of pension funds.  Canada, for example, requires that 70 percent of domestic pension funds be invested domestically.  Such restrictions arguably may serve national commercial interests, but they are inconsistent with the practice of investing in the best interest of the client, and can serve to reduce rates of return.  In the future this will be particularly true in economies where declining numbers of workers and consumers increase the risk of misplaced investment.

Recommendation No 5.c.  Eliminating requirements that pension plans own national public debt instruments. 


Some countries have required pension funds, life insurance companies, and other financial intermediaries to purchase government debt instruments with money under their management.  Such policies may serve to reduce risk in some cases; in others, however, it has created a “moral hazard” by reducing governmental debt service costs at the expense of the pensioner.  The Commission determined that such policies are inconsistent with the practice of investing in the best interest of the client.

​Recommendation No. 5.d.  Assuring that financial markets are well-regulated and transparent. 

Commissioners strongly recommended  that nations assure that financial markets are well-regulated and transparent, a policy that can serve to make the markets more stable and reliable and thereby help protect retirement savings invested in the markets.  Better transparency and protection against market manipulation will enable pension funds and individuals saving for retirement to more effectively diversify retirement assets across a range of company, sector, and national risks.  

​Recommendation No. 5.e.  Removing obstacles to pension portability. 


Commissioners strongly recommended removing regulatory obstacles to pension portability, a policy that can help to assure that individuals who change jobs more frequently will be better able to build a larger funded retirement benefit.  Within the EU, this policy could help preserve pension benefits across national boundaries as workers and jobs become increasingly mobile.  In addition to facilitating labor mobility, such policies can significantly reduce pension fund administration costs, thereby generating higher returns.  

Recommendation No. 6.  Assure that pension benefits and other forms of compensation designed to make workers more self-supporting in old age are offered on a prorated basis to part-time workers. 


With the recognition that part-time and contract work is becoming more prevalent throughout the developed countries, the Commission recommended that pension laws ensure that employer-sponsored retirement benefits are offered to such workers on a pro-rated basis.  The commissioners were silent on whether this would be in the form of an employer mandate or simply an option that would be available to the employer.  

Economic Restructuring and Labor Policy


While declining labor forces will constitute a drag on the growth of GDP and living standards, there is wide agreement that these forces can be partly overcome to the extent that nations can enhance productivity and promote economic efficiency.  Economic growth is essential to stimulating the rise in fiscal revenues required to meet the rising cost of old-age dependency.

The 1998 OECD study Turner et al. looked at the potential for productivity gains for the OECD countries, relying somewhat on another OECD study
  in 1997 of specific sectoral reforms that could boost productivity.  In the earlier study, authors S.  Blondal and D.  Pilat looked at five sectors of the economy—electricity, airlines, road transport, telecommunications and distribution—and found that regulatory reforms could eventually raise the level of GDP by 5.9 percent in Japan, 4.3 percent in the European Union and 0.9 percent in the United States.  If reforms were extended to agriculture, public administration, professional services, other transportation and manufacturing, the benefits would be much larger, perhaps doubling the gains from reform in the five sectors above.  

The OECD modeled the effect of extensive regulatory reforms on the economy, with the reforms gradually taking place between 2000 and 2030 in the European Union and the United States, and between 2000 and 2050 in Japan.  The biggest potential impact for improved total factor productivity is in Japan.  Here, it was found, broad regulatory reforms could raise total factor productivity (per capita GNP)
 19 percent above where it would otherwise be by 2050.  Almost all of the effect on total factor productivity in Japan would come from an 11.1 percent improvement in labor efficiency by 2050 over a reference scenario
 (the aging scenario without reforms).  The effects in the European Union could also be significant.  Broad regulatory reforms could by 2050 raise total factor productivity by 7.3 percent and living standards by 6.6 percent relative to the reference scenario without reforms.  The effects in the United States, which already has substantially deregulated key sectors of its economy, would be more modest.  By 2050 reforms could raise both total factor productivity and living standards 2 percent above the reference scenario.  

Recommendation No. 7.   With an eye toward stimulating GDP growth, the Commission recommended  that the developed countries “pursue an integrated strategy designed to raise productivity.”  In effect, this will require the aging countries to be fast adapters of new technology, even as they wring inefficiencies out of their public and private sectors in a bid to increase competitiveness.  Recommended policy changes include:

Recommendation No. 7.a.  Adopting deregulatory reforms designed to introduce, or expand, competition in sectors where market forces are currently limited, especially in services. 


In several of the countries studied, competition is stymied through policies justified as preserving jobs, enhancing social equity, or supporting industrial policy.  These include the retail laws found throughout much of Europe, as well as myriad regulatory limits on market entry and pricing.  Under its lifetime employment system, Japan has nurtured a strong sense of employer obligation to employees, with the goal of minimizing employee turnover.  The result has been widespread under-employment.  As many as 17 million employees are said to be “unemployed within companies,” according to one estimate.
  Regulatory measures have helped to ensure that the costs of this quasi-private social compact are passed on to consumers.  According to some estimates, consumer prices in Japan are as much as 60 percent higher than prices in other countries.  However, the ensuing inefficiency has depressed returns to both labor and capital.

Recommendation No. 7.b.  Providing financial support, and creating a favorable tax and regulatory environment for research and development in the industrial, new services and health sectors, including disease prevention, anti-aging medicine, and other innovative technology. 

A central challenge facing nations with stagnant or declining labor forces will be to raise productivity by shifting labor and capital out of declining sectors with low rates of return and into rising sectors with high rates of return.  The commissioners recommended that developed countries provide financial support and favorable tax and regulatory treatment for research into industrial and technological innovation, as well as for advances in disease prevention and anti-aging medicine.  This would include, for example, government-supported medical research, as well as such measures as research and development tax credits.  The Commission supported public spending on anti-aging medicine partly as endorsement of a governmental role in supporting leading-edge technology.  Another purpose of such spending would be to invest in human capital, in the expectation that medical advances will enable people to remain economically productive at later ages.

Recommendation No. 7.c.  Providing financial support, and creating a favorable tax and regulatory environment for the development of human capital, especially in the technical and medical fields. 

Human capital development is crucial to boosting labor productivity.  Most developed countries provide significant public sector funding and tax incentives for education and training.  The Commission reaffirmed such policies, particularly as they relate to support for highly skilled and professional workers and favorable tax and regulatory treatment for the development of human capital, especially in the technical and medical fields.

Recommendation No. 8   Commissioners strongly endorsed a raft of proposals designed to enhance labor market participation as well as the value of all workers in the economy.  Labor market participation rates can be increased not only by expanding the number of people past pension eligibility age who are willing to work, but by also increasing the number of women in the workforce.  Important gains can also be made by increasing the participation of segments of the population that are now unemployed or underemployed.  
Powerful support for the benefits of increasing labor market participation can be found in a 1999 European Commission study
 by McMorrow and Roeger.  The labor participation rates for Europeans are currently considerably lower than in the United States and Japan.  In the medium term, this offers Europe a policy remedy for aging populations not available in the United States and Japan, where working-age populations are more fully employed in the economy.  In 2000, labor participation rates for the 15-64 year old population were 69.9 percent in the European Union, compared to 78.1 in Japan and 77.1 percent in the U.S.  However, as noted above, some labor economists think that labor under-utilization in Japan could be the source of new labor if there is economic restructuring in sectors where productivity is low.   

Accordingly, the commissioners recommended that nations pursue a coordinated strategy to raise labor participation rates.  This would be accomplished by:

Recommendation No. 8.a.  Eliminating features of social protection schemes, such as unemployment or disability insurance, that discourage or prevent participation in, or encourage early exit from, the labor force.

In some of the countries examined, disability and unemployment benefits have depressed labor force participation.  For example, unemployed Germans are eligible for a pension at age 60 (instead of the normal age of 65), while, “elderly” workers over 50 can receive three years of unemployment benefits—making 56 a popular age of workforce exit.  The Commission recommended eliminating such structural causes of low labor force participation.

Recommendation 8.b.1.  Increasing flexibility in labor markets by reforming statutory and case law, and reducing regulation that creates disincentives for employers to expand their workforce, such as laws which unreasonably restrict their ability to discharge workers. 


In several European countries, labor market regulations impose high financial penalties on employers who fire employees—even when employers are restructuring to avoid financial losses and bankruptcy.  In Japan, case law has a similar impact.  Although such measures are intended to stabilize employment, they are widely criticized as a cause of structural unemployment in several European economies, where their effect has been to deter employers from hiring new workers.  By stimulating the inefficient substitution of capital for labor, such rules also have lead to lower returns on capital.  In Japan, similar incentives embedded in case law have led to widespread underemployment, with millions of workers trapped in unproductive jobs.   Such rules have also made it more difficult for companies to restructure and embrace new technologies or areas of competence.

Recommendation 8.b.2.  Increasing flexibility in labor markets by reforming statutory and case law, and reducing regulation that unreasonably prevents employers from freely contracting with workers.


The flexibility to expand and restructure is similarly hindered by a series of labor laws that impose regulatory burdens on employers, such as France’s 35-hour work week or Germany’s worker benefit mandates.  Economists sometimes cite such restrictions as a reason why it is so rare for small companies to grow into large ones.  It is common in the countries studied for labor regulations to be more stringent on larger employers.  In recent years, however, the relaxation of rules governing contract workers has aided European competitiveness.  

Recommendation 8.b.3.  Increasing flexibility in labor markets by enhancing pension portability. 


The commissioners took every opportunity to reaffirm the utility of pension portability as an important tool in promoting labor market flexibility.  Portability across employers in the same country can be even more important than portability across national boundaries in promoting labor flexibility.  In the U.S., where there is already considerable labor market flexibility, the average job tenure in 2000 was just 3.6 years.  Defined contribution pensions—so-called 401(k) plans (as well as 403(b) in the non-profit sector and 457 plans in state and local government sector)—enable retirement savings to accumulate in individual accounts that follow the worker from job to job without penalty.  Defined benefit plans, in contrast, typically are designed to reward longevity with a single employer, and can impose significant penalties for mid-career job changes.  In addition, defined benefit plans frequently are not available to contract or part-time workers.  

Recommendation No. 8.c.  Enacting prohibitions against unreasonable discrimination in the workplace solely on the basis of the worker’s age. 


The Commission called for measures designed to reduce “unreasonable” age discrimination in the workplace.  Older workers often are not hired, promoted or given training because employers believe the worker will leave the workforce too soon to justify the investment.  A European in his mid-fifties, for example, is only expected to work a few more years, even though he (she) may desire to work well into his (her) seventies.  Such employer expectations can become self-fulfilling.  Age discrimination can hinder labor flexibility, particularly among older populations, and give rise to higher rates of early labor force exit.  In rare cases, of course, age discrimination may serve a reasonable purpose: for example, military recruits are not accepted past a certain age.

Recommendation No. 8.d.  Enacting reforms designed to restrain the use of mandatory retirement in most occupations. 


The Commission called for restraining, but not prohibiting, mandatory retirement—a practice which, although generally illegal in the U.S., remains widely in use throughout Japan and Europe.  Mandatory retirement (typically at age 60 or 65) serves an economically rational purpose when applied in compensation systems where seniority is heavily rewarded.  Some seniority systems underpay junior workers relative to their marginal product, while overpaying older workers.  Such pay systems are designed to reward longevity with a single employer.  But they make it uneconomical for firms to retain workers past a certain age.  Although the mandatory retirement system is widely practiced in Japan, 35 percent of men over 65 remain in the workforce
.  However, in Europe, the great majority of workers who are discharged due to age exit the workforce permanently.  The commissioners concluded that automatically discharging workers at a certain age was inconsistent with the goal of increasing labor force participation among older populations. 

Recommendation 8.f.  Enacting reforms designed to enable employers to eliminate seniority wage differentials where such differentials constitute the principal economic basis for mandatory retirement and other forms of age discrimination. 


In a complementary reform, the Commission called for legislative relief that would enable employers to simultaneously exit from mandatory retirement and seniority pay systems.  Simply ending mandatory retirement would saddle employers with rapidly escalating labor costs as the average age of their workforce rose.

Recommendation No. 8.f.  Revising pension and other labor regulation to support phased retirement for older workers. 


The concept of phased retirement—where workers could semi-retire to part-time work, or take on less demanding assignments for a period prior to retiring—is practiced in every society, but nowhere on a wide scale.  The commissioners strongly endorsed revisions to existing law and regulation that would remove financial disincentives and regulatory barriers to a gradual transition from work to retirement.

Recommendation No. 8.g.  Enacting prohibitions against unreasonable discrimination in the workplace solely on the basis of the worker’s disabilities. 


With the goal of increasing labor force participation, the Commission called for an end to artificial barriers to employment rooted in discrimination against persons with disabilities.  Such a reform would also complement recommended reforms designed to eliminate disincentives to work in existing disability insurance statutes (No. 8.a.).

Recommendation No. 8.h.  Enacting prohibitions against unreasonable discrimination in the workplace solely on the basis of the worker’s gender. 


Analyses by the OECD and European Commission have suggested that raising female labor force participation can play a useful role in assuring adequate labor supplies in some OECD countries.  In addition, cultural factors may be preventing women from reaching their earnings potential in some countries.  The commissioners endorsed prohibitions on gender discrimination as a tool in facilitating increased labor force participation as well as higher rates of labor productivity among female populations.

Recommendation No. 9.  Shift the emphasis of labor law and social protection toward measures that encourage lifelong learning and human capital development, such as midlife retraining. 


Labor law heretofore has dealt mainly with the symptoms and causes of unemployment.  Many of its most significant provisions, accordingly, have subsidized various modes of workforce withdrawal (e.g., disability, unemployment, retirement), or imposed rules designed to promote job-sharing or prevent employers from discharging their workers except as a last resort.  The research reviewed by the Commission suggests that the future will bring a very different set of labor market problems in the developed countries.  Labor scarcity rather than unemployment will become the principal source of social crisis.  And, invariably, labor markets will be tightest in those areas requiring the highest skills.  If workers are to have fifty- or even sixty-year careers in an era of rapidly changing technology, it will be essential that they have up-to-date skills.  Today, schooling is something we do in the early part of our lives.  But creating competitive, fast-adapting aging societies may require a different life plan, one in which individuals and governments spend resources that might have been used to alleviate unemployment or subsidize workforce exit in an earlier era on retraining or continuing education.  As a complement to other recommended changes in pension and labor law, the commissioners endorsed a shift toward labor policies that support lifelong learning and human capital development.  

The Role of Immigration in Aging Societies 


Immigration can boost economic growth in aging societies by supplementing the number of workers and consumers.  With the notable exception of Japan, most developed countries have already seen a meaningful rise in immigration in recent years.  The expected 40 percent gain in the U.S. population over the coming half-century is largely attributable to immigration.  Meanwhile, in several EU countries, projections of population decline would be more pronounced in the absence of immigration.  Some countries, such as the Netherlands, have programs to recruit immigrants to fill labor force needs.  Others, such as Germany, are seeking to emulate the experience of the U.S. in attracting highly-educated immigrants—where 41 percent have college degrees.  These immigrants have made substantial contributions to the U.S. economy, and many have become successful entrepreneurs.  


During the plenary sessions, as well as meetings of the commissioners, immigration was sometimes a topic of spirited discussion.  Although demographers recognized that immigration could not sustain current dependency ratios, most saw room for it to play a role in economic and labor policy.  A number of commissioners made it clear that, for many countries, it was culturally difficult to absorb immigrants on a larger scale (and sometimes even on a small scale).  Most nevertheless joined in recommending that countries take steps to capitalize on immigration as a resource to developed and developing nations alike.

Recommendation No.  10.  Make it easier for non-native residents to achieve citizenship or permanent residency. 


The commissioners concluded that in order for aging countries to benefit from immigration, whatever the scale, recipient countries should develop procedures that would enable immigrants to make long-term plans.  This recommendation had a powerful economic rationale: countries with restrictive work visas may be less competitive in attracting high-skill immigrants.  In addition, the ease with which immigrants are granted citizenship may have political and cultural benefits.  The U.S. has made it relatively easy for immigrants to obtain citizenship, which in turn has forced elected leaders to be responsive to ethnic constituencies.  George Bush, who comes from state of Texas, which has a large Mexican immigrant population, is the first American president to deliver speeches in Spanish.  Such responsiveness by leaders may not only enhance a country’s economic and cultural life, but also its foreign relations with the emigration countries.  

Recommendation No. 11.  Adopt policies, and undertake public education initiatives designed to promote tolerance toward non-native cultures or races.


In a complementary recommendation, commissioners called on the industrial countries to take steps to promote tolerance of diverse cultures and races.  They agreed that tolerance is a fundamental value in globalization.  In a global economy characterized by extensive cross-border relationships, a nation’s tolerance at home may be a source good will abroad.

Recommendation No. 12.  Integrate immigration policies into a long-term strategy to assure adequate labor supplies, particularly in high value added occupations, taking into consideration the needs of both the developed and developing countries. 


While the commissioners held generally favorable views toward immigration, this consensus centered on the potential for immigration to augment a strategy of boosting labor productivity.  They also concluded that any such policy should take into consideration the needs of the developing countries.  This latter concern is a reference to “brain drain,” in which developed countries are thought to hinder the pace of social and economic development in the emigration countries by siphoning off their best trained workers.  Yet, there is considerable evidence that well-designed immigration policies can have synergistic effects.  Remittances by immigrants dwarfs developed-country foreign aid budgets in the developed world.  Meanwhile, many immigrants return home to apply skills and savings amassed in the developed countries, which can foster trade.  The close relationship between the American and Indian software industries is an example of such synergy.  Finally, opportunities to emigrate creates demand for higher learning in developing countries by raising economic returns to education.  

Family Policy in Aging Societies 

As old-age dependency rises in aging societies, families may be faced with the choice of raising children or caring for elders.  The Commission agreed on a series of policies designed to reduce the living costs of families with dependents, mainly though tax reductions.  

Researchers have given a mixed review to policies designed to increase fertility.  Sweden and France have adopted policies that have been credited with improving fertility—but sometimes for only a brief time, as was the case in Sweden.  Against the backdrop of child subsidies, Sweden’s fertility rose from 1.65 during 1980-1985 to 2.01 during 1990-1995, only to fall back to 1.51 during 1995-2000.
  A European Union
 survey of research on policies to promote fertility reported that research in France suggests that a policy that provides payments to families for the third birth may have an effect on fertility rates in low-income families.  However, maternity leave and benefits do not appear to have significantly raised fertility in France—whose fertility has declined over the past two decades, albeit not as steeply as in most other European countries.  It remains that declining populations have adverse long-term consequences for aging societies, and the cost of child rearing may inhibit family formation in some cases.  Likewise, there is evidence that the burden of elder-care may play a role in deterring marriage in some countries.

Recommendation 13.  Accordingly, the Commission called for a series of government initiatives designed to support families in countries where economic factors deter family formation.  These include:

Recommendation 13.a.  Providing tax reductions for parents with children. 


Several of the countries studied by the Commission provide tax incentives for children.  Inasmuch as declining fertility rates have coincided with rising tax burdens on the young, this measure would help to offset any dampening effect tax increases may have had on child bearing in countries with high tax burdens.

Recommendation 13.b.  Providing tax incentives for providers of child services and facilities.


The commissioners also supported providing tax incentives for child service providers, in the belief that such support may lead to more such services, and also lower the costs of such services to families.

Recommendation 13.c.  Providing financial and in-kind benefits for families, including child care services and facilities.


Several countries, including Sweden and France, provide in-kind and financial benefits for child services.  In the U.S., in-kind benefits, such as day care benefits are provided to a limited number of low income families.  Day care subsidies would complement the Commission’s recommendations designed to boost labor force participation by women.  Some commissioners have cautioned that simply drawing more women into the workforce could have the unintended side-effect of further depressing fertility.

Recommendation 14.  Assist families in the care of elderly parents or relatives through such measures as providing tax incentives for families that purchase long-term care insurance or services.


Several countries provide long-term care under health systems, and these expenditures constitute a fast-rising component of social spending.  From a relatively small component of Medicaid, the income-tested health program in the U.S., just 20 years ago, long-term care expenditures now account for an estimated 90 percent of the growth of this program and 70 percent of its costs.  The commissioners considered several kinds of benefits for families who are either caring for elderly parents, or are making provision for their own long-term care in order to protect their estates.  Only the option of providing favorable tax treatment to purchasers of long-term care insurance drew the requisite level of support.  

Recommendation 15.  Ease the social insurance burden of younger cohorts in their family raising years in countries where it is severe, and assure inter-generational equity in terms of burden and benefit. 

The commissioners recommended easing the social insurance tax on younger cohorts in their family raising years in countries where this tax burden is “severe.”  This, the commissioners concluded, would “assure inter-generational equity in terms of burden and benefit.”  While attracting broad support, the proposal does not spell out how this would be accomplished.  It does, however, reflect the general sense of the Commission that significant increases in taxes on younger workers in recent decades, and the perception of still more fiscal crises to come, has had a dampening effect on family formation.  

The Role of Employers in Aging Societies

The Commission recognized that it is not just governments that will need to make major adjustments in the face of aging and depopulation.  It is, after all, the employers who will face labor supply bottlenecks in coming years, and who will lead the way in maximizing the productive potential of all workers, including older workers past pension eligibility age.  Employers have considerable latitude in their compensation policies—and this latitude would increase further under the Commission’s policy recommendations.  Accordingly, the commissioners made a series of five recommendations for changes in employer personnel and compensation policy.

Recommendation No. 16.  Shift from seniority-based to merit-based pay schemes in order to remove incentives to discharge highly paid older workers. 


In the course of the Commission’s meetings, some employers argued that mandatory retirement served a laudable purpose in its own right—that it provided workers with an opportunity to reevaluate and redirect their careers.  Under the Japanese lifetime employment system, mandatory retirement also provides employers with opportunities to regenerate the workforce by bringing in younger blood.  Perhaps most fundamentally, under pay systems that heavily reward seniority, it relieves employers from having to overpay older workers relative to their marginal product.  However, the Commission was not persuaded:  It recommended restraining the use of mandatory retirement (Recommendation No. 8.b.).  In this complementary recommendation, the Commission calls on employers to make corresponding changes to seniority pay systems so that they do not create a need for personnel policies that force early workforce exit, inhibit labor market flexibility among older workers, and result in age-discrimination.  Such a change would, of course, have to be phased in gradually, and in some cases would need to be negotiated with trade unions.  Moreover, not all features that reward seniority would need to be eliminated.  A partial retreat from seniority-pay systems would imply a shift towards merit-pay, under which an older employee might be demoted or fired for incompetence, but not age.  Such a shift would reinforce financial incentives for workers to continue lifelong learning (Recommendation No. 9).

Recommendation No. 17.  Adopt compensation systems, including pension benefits, that are neutral to the age of retirement. 

The commissioners strongly approved a recommendation to adopt compensation and pension systems that are neutral to the age of retirement.  Currently, in most developed nations with private defined-benefit pensions, benefit accruals become more costly as the employee rises in seniority.  Many such plans consequently have early-retirement incentives.  The Commission called on employers to implement changes in pension and related compensation policies that would eliminate such features.

Recommendation No. 18.  Shift compensation toward benefits, such as family leave to care for dependent parents and children and the provision of private long-term care insurance.


In countries where there is a strong tradition of employer welfare plans, there has been some movement toward providing “family friendly” benefits that would encourage higher levels of labor force participation by women, who have traditionally functioned in caregiver roles.  In addition, as the workforces ages, more employees can be expected to purchase such coverage through employers, to the extent such benefits are available.  To support these demographic shifts in the workplace, the Commission called on employers to shift employee compensation toward such benefits.  Such changes, of course, would not be mandated for employers, and where offered should be voluntary for employees.

Recommendation No. 19.  Provide equal career opportunities to older workers, women, and immigrants. 


The Commission emphasized that raising labor productivity and participation among the workforce by women and the elderly, as well as immigrants, would require a strong commitment to equal opportunity by employers.  By denying opportunities on any basis other than merit, employers would fail to realize the productive potential of available human resources.

Recommendation No. 20.  Provide flexible working environments that allow some workers to work at remote locations, including their homes, and to work part time. 

Commissioners strongly recommended that employers “provide flexible working environments that allow some workers to work at remote locations, including their homes, and to work part time.”  This approach, facilitated by the information technology revolution, has been especially helpful in allowing women with dependent children or parents to remain in the work force.  It could also be  helpful for the elderly, who may be less mobile, but would like to pursue phased retirement options through flexible arrangements that allow them to work from home.

Aging and Civil Society


The commissioners agreed that civil society—from non-profit and voluntary organizations to business and individual initiatives—can play a pivotal role in addressing the challenge of aging.  Public dialogue is perhaps the most vital component of democracy.  Implementing any meaningful program of governmental reform, particularly one as encompassing as the framework outlined here, requires the informed consent of an educated public.  The emphasis on public education is embodied in the Commission itself, a collection of opinion leaders—including governmental officials acting in a private capacity—from diverse countries and backgrounds.  But the Commission’s efforts, by themselves, will be inadequate.  Others in a position to lead the public dialogue must join in.

Recommendation No. 21.  Promote a civil dialogue regarding the implications of aging populations for individual life plans, social and economic stability, and the international responsibilities of each nation to address the aging challenge.


The commissioners called on individuals and organizations to actively educate each other and the general public regarding the implications for global aging for social, labor market, and economic, and international  institutions.   To the extent that public and private sector decision-makers are unaware of these implications, their policies may ignore significant social and financial risks.  Moreover, to the extent citizens are educated about international spillovers of domestic policy choices, they may be less inclined to view domestic reforms purely as a struggle among domestic constituencies.  An ongoing public dialogue regarding the need to comply with the Stability and Growth Pact has aided in the passage of domestic reforms in member countries of the European Economic and Monetary Union.  Similar recognition of the larger interests at stake in sound domestic policy can reinforce arguments for reform in other developed countries.

Recommendation No. 22.  Promote a civil dialogue regarding the need for terms such as “elderly”, “aged” and “old age” to change in public perception, standard usage, and law, in correspondence with the expansion of longevity, and the postponement of physiological old age


Consistent with the view that successful aging societies should embrace longer working lives, the commissioners recommended that social definitions of old age, and the stereotypes they convey, should apply at a later age as well.  Indeed, in countries where the median age is expected to rise above 50 by mid-century, the prevailing view of workers in that age group as being “elderly” will have little practical utility.

Recommendation No. 23.  Acknowledge the importance and foster the involvement of older persons in volunteer activities throughout society


Commissioners wanted to emphasize that the concept of productive aging can extend into retirement through volunteer activities.  

Recommendation No. 24.  Mobilize industries, employers and individuals to invest in lifelong learning and health promotion


The Commission called on private and public institutions as well as individuals to invest in health promotion, so that workers are better prepared for longer working lives.  They also advocated investments in workers designed to help them remain productive through the continual development of knowledge and technical skills.

Global Aging and Diplomacy

Even in the best of worlds, global aging is bound to trigger tectonic geopolitical change.  Developed countries that for the past century or longer have constituted “engines of global growth,” can expect only modest growth in the future—in some cases, teetering barely above contraction.  With soaring old-age dependency ratios and relatively few young, most will have neither the manpower nor the money to continue in the role of major military powers.  In relation to countries historically considered poor and backward, there may be a role reversal.  In the near future, not only China, but India, Brazil, and Indonesia could become engines of growth in their turn.  In the best of circumstances, these emerging market countries will become repositories of pension wealth from the developed countries; partly as a result, they will achieve high, sustained growth rates and strong currencies—and the fruits of their wealth creation will be used to accelerate social progress at home, while augmenting pensioner incomes in the aging developed nations.

In a less than perfect world, there is also the possibility that war, terrorism, poor governance and international financial crises will interrupt already fragile growth rates in the aging industrial countries; and that these recessionary shocks, in turn, could generate excessive levels of debt and add to global financial instability.  If the inability of the aging nations to control deficit spending leads to hardship in the youthful developing world, international relations could suffer.  A rising America was reluctant to assume international economic responsibilities commensurate with its economic and financial power in the 1920s and started a trade war that helped propel the world into depression.  Could history repeat itself in the 2020s, this time with China and India in the role of rising powers?  While such a prospect is highly speculative, the Commission concluded that more dialogue would help to avert such an outcome.

Significantly, the developing world is also aging—and at a more rapid pace than the developed countries did.  With a median age of 30, China is a relatively young country today, but can expect to have an older population age structure than the U.S. by 2030, as can Korea and Taiwan by 2035, and Thailand by 2050.  In some respects, it is more urgent for these emerging market economies to achieve sustained per capita GDP growth than it is for the already wealthy countries of the West.

Clearly, it is in the interest of all nations to manage the global economic and financial consequences of demographic change in the interest of a stable global economy.  For this reason, the Commission called on the developed nations to take a series of steps designed to expand cooperation and coordination in managing the global aging transition among each other, as well as with key emerging market countries.

Recommendation No. 26.  Make the global implications of population aging a prominent item to be pursued as the common agenda for the developed countries in G-8 and other summit opportunities 

Voting commissioners unanimously recommended that that high-level international diplomacy—specifically in Group of Eight meetings of the heads of state of the largest seven industrial nations plus Russia—systematically focus on the global aging challenge.  Not only will rising budget pressures signal a growing need for peer pressure among the major economies to responsibly manage their fiscal affairs, but it will also be increasingly necessary for senior policy makers to understand the strategic implications of demographic change.  The vulnerability of developed economies to global shocks over time can constitute a significant threat to the economic security of dependent populations.  The imperative of regional powers such as Russia and China to prepare their economies for challenges of aging and depopulation suggests a growing commonality of interests with the industrial nations.  Commissioners believe that systematic monitoring of global aging at the highest levels of international summitry can do much to foster a public dialogue in support of the many policy adjustments that will be necessary, if the industrial nations are to cope successfully with the aging challenge in the years to come.

Recommendation No. 27.   Task multilateral bodies, such as the International Monetary Fund, the United Nations, World Bank, OECD, and the World Trade Organization, to conduct further research and analysis of the economic and financial impacts of global aging.

Commissioners also strongly recommended that existing multinational agencies intensify their efforts to understand the economic and financial impacts of global aging.  The World Bank, OECD, IMF, and European Commission, in particular, have developed analyses that underscore the urgency of domestic policy reform in the industrial countries.  They should similarly attempt to understand the impacts of aging in key parts of the developing world.  The World Trade Organization is included in this recommendation because economic integration through trade relationships can play a central role in boosting labor productivity in the developed countries.  Countries with trade policies that protect their least efficient sectors will undermine their long-term capacity to meet rising old-age dependency burdens.

Recommendation No. 28.  Establish a new multilateral forum for senior-level governmental consultations, including participation by developed and developing countries, to address the global financial and economic impacts of aging in the industrial countries. 

Commissioners recommended the creation of a new, dedicated multilateral forum for senior-level government consultations on the global financial and economic impacts of aging, including leaders from both developed and developing countries.  Key purposes of such a forum would be to identify and promote complementary policy reform in the developed and emerging market nations and educate international public opinion on the desirability of cooperative action.

Recommendation No. 29.  Encourage social security agreements among the developed countries to enhance pension portability


The commissioners again endorsed international social security portability agreements including not just the EU-15, but other developed countries as well.  Such agreements would help to promote labor mobility and economic integration among key trading partners in the industrial world.  This recommendation echoes two other recommendations—Nos. 6.e. and 8.b.3.— endorsing pension portability. 

Recommendation No. 30.   Promote international anti-aging research cooperation. 


In recognition of the potential value of anti-aging medicine in boosting the health and productivity of older populations, the Commission called for developed-country governments to foster cooperative research in this field.  Such efforts might include jointly sponsored government initiatives.  However, private initiatives are also desirable, and could be fostered through an easing of trade restrictions on the products of such research, as well as support for the protection of patents and licenses for newly-developed therapies and products.

Recommendation No. 31.   Adopt policies such as nuclear disarmament, nuclear non-proliferation, reduction of weapons of mass destruction, and enhanced inter-dependence in the economic and cultural areas with a view to building an international environment conducive to peace, upon which economic growth and the maintenance of social guarantees depends.

The commissioners recognized the linkage between a stable international environment and domestic income security.  In many of the aging societies, old-age income and health guarantees depend precariously on already modest projections of economic (and tax revenue) growth that would be less likely in the event of significant recessionary shocks resulting from the use of weapons of mass destruction in regional conflicts or international terrorism.  In this way, the proliferation of nuclear, biological or chemical warfare capabilities constitutes a fundamental threat to the modern welfare state.  However, the proposal, as worded, had its detractors: some commission members doubted that nuclear disarmament by the developed countries would further the goal of international peace.

Recommendation No. 32.  Working with the developing nations toward open capital markets, private property protections, and open trade.

The commissioners called on developed-country governments to work with the developing nations toward the goal of promoting open capital markets, private property protections and open trade.  Such steps would make developing countries less risky destinations for portfolio and foreign direct investment, a key precondition for maximizing synergies between aging developed and youthful developing countries.  In advocating these goals, the Commission recognizes that trade and investment is a two-way street, and that the developed countries should adopt complementary reforms.  By maximizing the two-way benefits from trade and investment, the developed world would do much to ensure a stable and prosperous international environment.  

Recommendation No. 33.  Encouraging the establishment of funded social insurance schemes in both the developed and developing worlds, in order to assure adequate global capital supplies and stable financial markets in the years after 2020, taking into account the situations in individual countries.


Commissioners called on developed country governments to advocate the establishment of funded social security schemes in both the developed and developing worlds, “taking into account the situations in individual countries.”  They did so in recognition of the potential challenges to global savings rates posed by the simultaneous aging of the developed nations.  By the late-2020s, the baby boom generation is projected to be fully in retirement.  In pay-as-you-go pension systems, pressures for public sector borrowing will rise significantly.  For example, according to some projections, between 2016 and 2038, the U.S. plans to borrow as much as $11.3 trillion (in constant 2001 dollars) in order to repay its Social Security Trust Fund.  At the same time, in countries with funded retirement systems, large retired populations will be dissaving by spending down their assets, while smaller, potentially more highly taxed working age cohorts may not be able to replace those savings.  

One economic model reviewed by the Commission suggested that the establishment of funded pension programs in EU-15 nations that do not how have them could offset dissaving (through net asset liquidation) in other developed-country funded programs.
  To the extent such programs are compulsory, such as Sweden’s and Australia’s, populations that do not now save can be made to do so: virtually the entire lower half of the income distribution in the U.S. and EU-15 depend exclusively on government for old age income and health security.  The creation of funded pension systems in emerging market countries could further augment global savings.  Key emerging market countries also will face a steep rise in over-65 populations during the 2020s, and the adoption of funded systems could increase individual self-sufficiency and thereby help to alleviate future fiscal pressures.  Such systems might also help to alleviate downward pressure on the value of financial instruments to the extent they do not incorporate cross-border investment restrictions or requirements to purchase government debt instruments.

Develop a Strategy for Managing Global Shocks
Most, if not all, of the developed world faces a lengthy rise in old-age health and income support expenditures for benefits that at current tax rates already are unsustainable.  These mounting fiscal pressures—which will occur even in conditions of full employment—will leave developed countries ill-prepared to cope with recessionary shocks that depress tax revenues.   History is replete with wars and slumps, and there is little to suggest that the future will be uniformly more benign.  Recessionary shocks borne of conflicts, terrorism, or international financial instability are, in many cases, preventable with forward-looking foreign policy.  Yet, to the extent they are not prevented, and their effects are severe, the developed countries will face difficult choices.  Should they respond to shocks by raising taxes or reducing benefits, actions which may reinforce recessionary pressures?  If so, whose benefits and taxes would be affected?  Or, should they respond with fiscal stimulus at the risk of running up destabilizing levels of public debt? 

Already, there are indications that aging societies operating at more or less full employment with large populations in their pre-retirement years respond differently to fiscal and monetary stimuli than younger societies with high levels of unemployment.  Stimulus is most productive when it puts large numbers of the idle back to work.  New economic strategies for managing shocks in economies with shrinking numbers of workers and consumers may need to be devised and communicated to the public as contingency plans.

Recommendation No. 33.  Accordingly, commissioners recommended that developed countries pursue “an integrated strategy designed to avert or mitigate global shocks”  by –
Recommendation No. 33.a.  Recognizing the growing vulnerability of welfare state finances to disruption from severe global economic shocks, such as those emanating from significant regional conflicts or terrorism with weapons of mass destruction, and develop contingency plans for modifying social guarantees, to the extent that they are no longer sustainable in such circumstances.

The Commission adopted this recommendation that developed countries put in place contingency plans for cutting benefits in the face of a significant shock with considerable ambivalence—reflected in 17 abstentions and 13 votes against.  That there was not more opposition reflects the reality that fiscal policies resulting in “debt traps” (i.e., where countries must borrow to pay debt service costs) pose a danger to global economic stability, as well as future living standards in the counties directly affected.  Whatever the case, it will be essential for aging countries, and the economics profession, to have a strategy for maintaining fiscal solvency in the face of significant recessionary shocks—which, though perhaps not predictable, are likely nonetheless.  

Recommendation No 34.b.  Enhancing preventive diplomacy and inter-dependence in non-military fields, while maintaining sufficient military resources to deter regional conflicts which may create global economic shocks.

Commissioners were only slightly less ambivalent about a recommendation to avert global shocks arising out of conflict (or terrorism) through the maintenance of sufficient military forces.  Studies reviewed by the Commission demonstrated that military spending had declined significantly among the developed countries, and that these spending reductions had played a key role in the improvement of Western European and North American fiscal balances by the end of the 1990s.  The study warned that the NATO countries were relying too heavily on equipment purchased in the 1980s, and that this equipment would mostly wear out by 2010, resulting in a dramatic, broadly based decline in military capability.  Rebuilding these capabilities would be very costly, and could compete for scarce fiscal resources with old-age benefit programs.  Moreover, some commissioners doubted whether strong militaries could prevent shocks.  The passage of the recommendation reflected a wary consensus among those who did vote that declining military capabilities in the developed world reflected an increasing risk-tolerance in aging societies.

A Diversity of Views

The Commission was rarely unanimous in its findings and recommendations, and some members found themselves in strong disagreement with certain recommendations passed by the super-majority of 75 percent of those voting on any finding or recommendation.  Most were overwhelmingly supportive of the policy agenda outlined here.  The typical (median) member supported 90.3 percent of the items that were approved.  Just eight of the 73 participating members disagreed with 15 percent or more of the items.  However, one member disagreed with 40 percent of the adopted items.  The procedure followed in the development of recommendations was designed to avoid a politicized “lowest common denominator” approach that would, in effect, give every member a veto over every item.  With 85 members, and tight reporting deadlines, the Commission was too large for such an approach.  At the same time, by maintaining confidentiality with respect to all survey responses, the report might suggest unanimity where it did not exist.  To allow areas of intense disagreement to be honestly aired—each commissioner was encouraged to submit a statement of their views.  In some cases, these are expressions of agreement or a discussion of issues not debated by the Commission.  The statements of individual commission members are compiled in Appendix A, Additional Views.

Appendix A

Additional Views

Don Ezra, Director of Strategic Advice, Frank Russell Company

Frank Field, Member of Parliament, United Kingdom 

Former Vice President Walter F. Mondale, Co-Chairman, Global Aging Initiative,

& Horace Deets, Executive Director, AARP,

Dalmer Hoskins, Secretary General, International Social Security Association,

U.S. Congressman Earl Pomeroy, Member, United States House of Representatives,

Dallas Salisbury, President, Employee Benefits Research Institute,

U.S. Congressman Tom Sawyer, Member, United States House of Representatives,

and Jeanette C. Takamura, Professor of Gerontology and Public Service

California State University at Los Angeles
Sylvester Schieber, Vice President, Watson Wyatt Worldwide, 

 and Paul S. Hewitt, Director, CSIS Global Aging Initiative

Clay Shaw, Member, U.S. House of Representatives

William G. Shipman, Chairman, CarriageOaks Partners LLC
 Prof. Norbert Walter, Chief Economist of Deutsche Bank Group, Frankfurt 

Additional Views of

Don Ezra, Director of Strategic Advice, Frank Russell Company
I congratulate the authors on an outstanding document.  In particular:
(1) You have not simply presented the findings and recommendations, you have drawn them into an absorbing overview that emphasizes exactly what this is all about.

(2) You have been very fair in the way you have presented the majority views and the dissenting views.  I checked issues on which I was on one side or the other; in both circumstances you have dealt with the range of views with much sensitivity.  This enhances the value of the document, as you have presented nuance rather than simply a list of resolutions approved.

(3) I particularly like the forthright way in which the recommendations are presented.  They are a stark contrast to bland communiqués issued when world leaders meet.  Perhaps this document will provide them with the support they feel they need to do difficult things.

There are two issues on which I want to add a brief word.

The first relates to the published work of macroeconomists.  They are the experts in this field.  But their collective work shows a wide range of projections and strong disagreements about the future consequences of trends associated with aging.  They make it easy for politicians to pick and choose conclusions which justify pre-conceived political views.  Their work is necessary, but so far it is by no means sufficient to provide clear guidance.  (I suspect that what makes their task so difficult is that they are attempting to model the actions and reactions of humans, who have thus far proved to be gloriously unpredictable.)

The second relates to the likely investment of capital from developed nations into developing nations as aging trends accelerate.  The document rightly notes the lower standards of transparency, protection of private property, and political and economic freedom that often characterize developing nations and inhibit investment in their economies.  I am glad to record, as I did at the Commission’s Third Plenary in Tokyo, that portfolio investors from developed countries have taken the initiative in identifying, country by developing country, what exactly these barriers are.  We discuss these barriers, and the progress (or otherwise) in removing them, with political leaders in each country.  Those leaders have received the implied criticism openly and, in many cases, constructively.  As this effort expands, it bodes well for the future.
The views expressed above are my own, not necessarily those of Frank Russell Company, which has given me permission to express my own views on these subjects.

Additional Views of

Frank Field, Member of Parliament, United Kingdom
The Commission has now produced a report that should provide a framework for developed countries to pursue policies to avert the serious difficulties flowing from an ageing population.  The next stage is more detailed and country-specific work on adapting health, welfare, employment and pension arrangements for the coming decades.  Those countries that take measures such as encouraging older workers to stay in work and move towards more funded social security arrangements should be well placed to avoid any demographic crisis.  However all developed countries must urgently face up to the challenge.  It is disturbing to see that in Italy and Japan - to take two examples - there is evidence of official underestimation of the problem and consequently the response that is needed.

Additional Views of

Former Vice President Walter F. Mondale, Co-Chairman, Global Aging Initiative,

Horace Deets, former Executive Director, American Association of Retired Persons,

Dalmer Hoskins, Secretary General, International Social Security Association,

U.S. Congressman Earl Pomeroy, Member, United States House of Representatives,

Dallas Salisbury, President, Employee Benefits Research Institute,

U.S. Congressman Tom Sawyer, Member, United States House of Representatives,

and Jeanette C. Takamura, Professor of Gerontology and Public Service

California State University at Los Angeles

Since the dawn of humanity, people have sought ways to extend life.  Yet, it is only during our lifetimes that we have succeeded in this endeavor.  In many nations, average life expectancies have doubled or tripled and they continue to rise.  In the United States alone, the number of people at least 100 years old has doubled in just the past ten years.  

As we celebrate our new longevity, it is fitting that we pause to contemplate the implications of longer lives.  We applaud the Center for Strategic and International Studies for providing a forum to discuss these issues.  We agree that aging will present significant challenges, particularly to existing social insurance and pension systems.  We recognize that in some countries these challenges will be greatly intensified by declining numbers of workers.  At the same time, however, aging presents significant opportunities that were unavailable just a generation ago.  Nations with declining working-age populations will be able to draw upon older, more experienced work forces, and industries will be able to refocus on serving the needs of older populations.  These factors will provide important opportunities to grow and prosper. 

To prepare for this new world, we believe policymakers should consider the following three principles:  

Balance.  Global aging clearly will require policymakers to address the challenges to social insurance and public pension systems.  At the same time, however, we must seek ways to encourage productivity and vitality throughout enhanced lifespans.  Millions of older persons around the world remain in the labor force, and many more who expect to live well into their 80’s or 90’s may choose to extend their working lives.  This will reduce the pressure on social insurance and pension systems.  We should seek ways to encourage people to work longer, if they choose to do so. 

We also must recognize and promote the important role played by older volunteers, whose productivity may be overlooked because they are not in the paid labor force.  Through religious institutions, nongovernmental organizations, and civil society, these volunteers provide services that enhance well-being and quality of life in their communities.  Without their contributions, the burden on government would be even greater. 

Moderation.  In the absence of an immediate crisis, reforms to social insurance and pension systems should be moderate.  The future is very difficult to predict, particularly where it involves forecasting conditions decades ahead.  A series of prudent and targeted reforms is more likely to succeed than sweeping reforms designed to achieve specific goals in the year 2020 and beyond.  We recognize, however, that some countries will face serious budgetary and economic challenges before 2020, and in those cases, prompt and significant corrective action may be required.

National Focus.  Although many nations will experience aging populations, the Commission has stressed that policies must reflect the demographic situations, cultures, and social commitments of individual nations.  Policies dealing with the aged and other vulnerable populations are a reflection of national values.  In the words of Hubert Humphrey, a society is judged by how it treats its most vulnerable citizens.  Although we should work together to share best practices and other information, nations ultimately must enact their own solutions, tailored to their unique circumstances. 

Based upon these principles, we believe it is important to clarify our views and provide another perspective.  Although we support the Commission’s role in providing leadership in the global aging debate, we are strongly opposed to some of the Commission’s findings and recommendations.  We have devoted much of our public careers to the creation and sustenance of Social Security and Medicare, which ensure adequate retirement incomes and health care for millions of older and disabled Americans.  We believe they are two of the most successful and admirable programs in our nation’s history. 

Some of the Commission’s findings and recommendations could be interpreted as mandates to fundamentally change the U.S. Social Security system through the establishment of individual private accounts.  Although the Commission did not expressly call for such a reform, we want to go on record as strongly opposing this course.  Some of us are not opposed in principal to investing a portion of the Social Security trust fund in market instruments, but feel that such a decision deserves careful consideration before any such action is taken.

Medicare and Social Security in the U.S. were established on worthy principles and represent solemn commitments from our government to our citizens.  America’s population trends do not justify sweeping reforms that would renege on this commitment.  Rather, we should rededicate ourselves to finding creative ways to meet the commitment, particularly because the United States does not face the same demographic challenges as other nations.  This includes aligning public and private policies to promote financial security throughout life and educating young people regarding the importance of life-long savings and sound financial management.    

We do not support the Commission’s findings and recommendations that might result in the dismantling of social insurance programs and their replacement with funded schemes.  Funded schemes are not a panacea for aging societies.  They are not immune to financial and demographic fluctuations, as the recent stock market performance clearly demonstrates.  Funded systems should remain an important supplement to existing guarantees, but they should not replace those guarantees.  Complete reliance on funded systems could leave many people with inadequate savings when they retire, and thus do not provide a clear solution to the challenges of global aging.  We were pleased note that the Commission did not recommend this.

We also would not support recommendations to reduce the rate of income replacement under the U.S. Social Security system.  We recognize that the Commission recommended such reductions only for pension systems where replacement rates are excessive.  But we want to go on record as saying that replacement rates under U.S. Social Security are not excessive.  Reducing Social Security’s rate of income replacement could leave millions of people financially vulnerable in their old age.  We favor balanced approaches that encourage longer working lives while, at the same time, providing financial security for people over 62 who choose to retire. 

Finally, we do not support recommendations to raise eligibility ages under Social Security for full retirement benefits beyond those increases that have already been legislated, at least until there are sufficient jobs to support longer working lives and an adequate safety net for those who can no longer work.  We should remove disincentives for older people to work and ensure that there are strong protections against age discrimination.  At the same time, we should ensure that there are robust unemployment, disability insurance, and other income protection programs.

Once again, we are grateful to CSIS for their leadership and for providing this opportunity to discuss the many important issues surrounding global aging.  We look forward to a continuing dialogue and to the implementation of policies that enable aging populations to be productive, fulfilled, and secure throughout an enhanced lifetime.

Additional Views of

Sylvester Schieber, Vice President, Watson Wyatt Worldwide

 and Paul S. Hewitt, Director, Global Aging Initiative
Over the past decade, governments have become increasingly aware of the phenomenon of population aging and its implications for national budgets and economic growth around the world.  While many countries have adopted changes to their retirement systems aimed at reducing the impact of rising old-age dependency, in some of the fastest-aging countries the recent significant improvement in the financial outlook of national pension systems owes more to changes in the assumptions underlying these projections than to the reforms themselves.

The nature and extent of the reforms undertaken to date has been highly varied.  Sweden and Italy are phasing in notional account defined-contribution plans that promise to significantly curtail benefits for future generations of retirees.  Germany and Japan have adopted legislation to reduce retirement benefits to varying degrees in their existing systems and have implemented voluntary tax-favored savings programs similar to the 401(k) system in the United States.  Canada has adopted an increased schedule of payroll taxes so today's workers can pre-fund a portion of the benefits to be provided to future retirees.  In 1993, France modestly reduced the generosity of private sector pensions, changing the indexing formula and number of years required to qualify for full benefits—but foundered in its attempts to trim generous public sector retirement benefits or institute supplementary savings programs.  In the United States, there has recently been considerable debate over reforming old age pensions, but no action since 1983.

In 1994, the World Bank released a report, Averting the Old Age Crisis, that focused on the need for pension system reform around the world.  It included an estimate of how much the G-7 countries (Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States) would each have to increase taxes to finance their existing national pension programs over the long run.  The simple average of the required tax increases across the countries was 6.56 percent of GDP.  A set of estimates developed during 2001 by the Organization for Economic Co-operation and Development (OECD) and the European Commission suggest that considerable progress has been made in reining in pension costs in these countries.  The simple average of the increase in pension spending in these same seven countries is expected to be only 2.30 percent of GDP higher in 2050 than in 2000.  Some people will undoubtedly point to the closure of the financing gap for the national pension systems in the major economies of the world to suggest that major progress is being made in dealing with the aging challenge ahead.  We believe that conclusion is premature.

At a casual glance, the retirement systems in the G-7 countries do not appear to have been changed across the board sufficiently to account for the change in estimates of long-term cost concerns they pose.  As noted, the United States has not modified its retirement pension system at all between the development of the two sets of estimates cited.  France has adopted only modest changes to its system.  Canada has adopted higher tax rates to fund benefits but has done little to actually reduce them over the long term.  The Germans have adopted some reforms but they appear to involve more shifting of the cost of benefits to general revenue financing rather than using the payroll tax than in actually cutting benefits or increasing funding.  

To a significant degree, the more optimistic outlook on future pension burdens in the major developed economies is related to the underlying assumptions used to estimate pension costs.  In order to understand their implications on future pension costs, there are four classes of assumptions that need to be examined.  Assumptions about the labor force participation rates of women, and retirement patterns among older members of society are important in determining near- to medium dependency ratios.  Over the longer term, assumptions about birthrates and the pace of improvement in life expectancy have important ramifications for the relative sizes of working and retiree populations.  Assumptions about the structural relationship between retirement benefit levels and the growth in wages or national income levels determine the relative levels of income provided to retirees relative to those financing retirement benefits.  Finally, assumptions about the overall growth rate of a country can play a major role in the assessment of future pension burdens and the relative shortfall compared to current levels.

On the behavioral front, the improving outlook arises mainly from the assumption that labor force participation by women, the elderly, and low-skilled workers,will increase—in some cases, considerably.  Implicit in these numbers is the presumption that there will be significant labor market reforms, including changes in fundamental changes in pension, disability and unemployment benefit programs as well as laws governing hiring, firing, minimum wages and so-forth.  The forecasts, then, do not represent a “base case,” but, rather, a best case, whose prospects depend on public acceptance of reforms that previously have been rejected.  Younger women may well be bid into the labor force in the absence of reform, but there are strong cultural factors that will have to be overcome in some cases.  

With respect to demographics, governments generally assume that fertility rates are going to increase and the rates of improvement in life expectancy are going to slow relative to rates experienced in recent decades.  To the extent the pension cost outlook has improved because of our perceptions about demographics, there is some evidence that we ought to be skeptical about the underlying assumptions being used in estimating future liabilities (see Schieber and Hewitt, “Demographic Risk in Industrial Societies, World Economics, October-December 2000).  Demographers have been projecting a rebound in fertility for decades, but in most aging populations, birthrates have continued to decline.  Likewise, recent years have seen an acceleration rather than a slowing of increases in life expectancy in the older ages.  Finally, the assumptions entail behavioral changes that are unlikely to occur in combination.  For example, an increase in female labor force participation historically has been associated with declining, not increasing fertility rates. 

Another concern is that the structural relationship between retirement benefits and the sources of revenue financing them may not be adequately captured in forecasting models that are used to estimate retirement the costs related to aging populations.  The likely result is to bias spending estimates downward.  Such models frequently do not capture the ongoing phenomenon that initial benefits in many national retirement systems tend to grow at rates in excess of those of national income or wages.  Partly this is the result of the maturing of the retirement systems.  But it may also be related to a number of other factors.  For example, in the official projections of the U.S. Social Security system, there is a presumption that initial benefit levels on average will grow at the rate of average growth in wage rates in the economy.  But it is quite possible that wages grow within individual birth cohorts across time at rates higher than across the whole economy.  In that event, benefits will grow relative to wages over time.  

This phenomenon can be exacerbated by structural shifts in the characteristics of beneficiaries over time.  For example, in the U.S. system, dependent spouses receive benefits that are 50 percent of their earning partner’s benefit at retirement.  But as women’s labor force participation rates have increased significantly in recent decades, more and more women are now receiving benefits as retired workers rather than dependent spouses.  This phenomenon has driven up the average level of benefits relative to average wages and increased the cost of the system over time.  In systems that base benefits on the duration and levels of a worker’s earnings, changing female labor force participation patterns will also tend to drive up the average level of benefits.

What happens to overall economic growth can be vitally important in determining the burden rates that retirement systems will impose on a society.  In some cases, sustained rates of high GDP growth will dampen the rate of growth in pension costs or possibly reduce them compared to total production in the economy.  It appears that recent projections of future pension costs in the developed countries are counting on future economic growth rates that might be hard to accomplish given the labor force outlooks these countries actually face.  In some circles, the hope that the “new economy” phenomenon will spur worker productivity might explain optimism on economic growth assumptions.  To rely on these to reduce pension costs without a clear understanding of how such productivity increases will be realized has the potential to exacerbate the aging problems some countries face.

We agree with the conclusion of the optimists that there is a good side to our aging dilemma—namely that we all get to enjoy added years.  However, it looks to us that the presumption that we can continue to enjoy the retirement patterns of the last quarter of the twenty-first century through many added years of retirement is unfounded.  The conclusion that our future pension costs in the developed world have become more manageable over the past decade is largely based on assumptions that are unlikely to stand the test of time.  

Additional Views of 

Clay Shaw, Member, United States House of Representatives

Since the Center of Strategic and International Studies (CSIS) began their project on global aging, world governments, once able to focus on the challenges of supporting elderly populations, have been thrust into a shadowy, and possibly lengthy war against terrorism concurrent with an international economic slump.  

Hardly a time it seems, to concern oneself with problems that may be five or ten years away when personal security, joblessness, energy supplies and military and public health readiness consume governments’ around the clock attention.

Yet, now is when the role of government, particularly in the developed, market based, capitalistic nations is in the vanguard.  At these times, government  calls upon programs and institutions whose role it is to supplement the dynamic private sector when it has been attacked.  Government stands as the protector of private and economic liberties and the insurer, although perhaps imperfect, of last resort.  When it plays that role correctly, government has the public’s trust. 

So it is with social insurance.  It is an important element of the developed and wealthier nations’ ability to provide programs that care for the elderly, disabled and survivors, providing a prevention of personal crisis, without becoming an ongoing crutch.  If a system is properly balanced, workers and retirees trust in having a basic support system without the burden of heavy taxation to support their social safety net.

However, as the research and surveys of the Global Aging Commission show, confidence in the viability of social insurance is low among public officials, reflecting the attitude of the population these programs serve. Without replacing trust in social insurance, and acting sooner rather than later, any financing crisis will be greater, more widespread and debilitating.

Few of the world’s problems are bettered by lack of attention.  That is why I was pleased to serve in this comprehensive effort to address the global aging challenge.  That so many of the world’s leaders, as reflected in the Commission’s survey, agree on the scope of and solution to problems of social insurance, regardless of nationality is a very positive first step.

Not all of the recommendations, however, have my support.  I believe that no one solution fits each country’s problems, and the degree to which these policies can be coordinated among nations may or may not be realistic, particularly given the evolving realignment of national policies toward terrorist threats.

More important and more productive are the examples of leadership nations provide when they chose to confront their aging population difficulties.  The United States has examined and learned from the social insurance reforms in Europe, Latin America, and Southeast Asia.  Some have ideas we may want to consider; others, such as Canada’s policy of having government officials invest taxpayer’s money, which I strongly oppose, have presented many difficulties and illustrate policies we should not adopt.

As the Commission report shows, the social, economic and demographic circumstances in developing nations vary and therefore, policy changes in one nation may not be suitable for another.  Consider the United States as an example.  Many of the more severe global aging problems do not exist here, and many of the recommendations the Commission promotes to ease the problem have already been adopted.  If structured correctly and quickly, Social Security reform in the U.S. will not need benefit reductions or tax increases.

Consider the following conditions already existing in the United States.

· America’s GDP is the world’s largest; it holds more pension assets than any other nation.

· Higher immigration supplements labor growth, and our fertility rate is on the high end for developed nations.  

· Productivity gains, although uncertain in the future, fueled a decade of spectacular growth.

· Americans enjoy access to most highly developed and superbly responsive financial markets.

· Coverage by financially strong private pension plans have historically secured and diversified retirement income for U.S. citizens in addition to government programs.

· Replacement rates for Social Security, the U.S. social insurance program for the aged, are not excessive; private sector plans integrate their programs to Social Security to bring flexibility and added features to retiree needs.

· Spending on pension and health as a percent of GDP is lowest in the U.S. comparted to other industrialized nations.

· Retirement ages have already been increased by law in the U.S.

· Roadblocks to employment, such as discrimination of aged workers and benefit reductions for working elderly, under employment by women and lack of lifelong education of both genders, do not hamper U.S. workers.

Dr. Peter Drucker, the widely regarded management expert and futurist writes in a recent survey entitled, “The Next Society” in the Economist, that society and governments around the world are on the verge of dramatic change in work—the kind, amount and organization of jobs and production. This will occur inevitably, and soon due to global aging. 

Drucker’s foresees  workers who will become ‘knowledge’ workers with perhaps many varying careers over long workspans, who work independently of the familiar corporate structure, sustained by constant re-education  and identifying  themselves and their loyalties, not with their corporate organization, but with their ‘profession’.   Some may work part time or drop out of the workforce for certain time periods and remain successful in several careers. He sees the new workplace particularly suited for women. 

America, Drucker states, is the best suited to handle this challenge with its liberal immigration policies, younger workforce, encouragement of work and education for women and movement from traditional manufacturing to ‘knowledge’ based industry based on more flexible, dynamic work organizations.

What new social insurance system best averts a financial crisis and also serves the new workforce?  I believe it is a strengthened Social Security system enhanced by personal accounts, updated for the dual role of women in both the ‘knowledge’ society and the home, that creates wealth and provides the opportunity for workers to reap the benefits of America’s growth and pass it onto their children.     
 

I have developed a plan that  harnesses America’s greatest asset–its private financial system with the long standing right of individual choice– to save Social Security and fulfill the promise of current law benefits.  For it to succeed, America must act quickly, so the accounts can grow and guarantee not only the current benefit package, but support updated benefits for women. 

For the new knowledge worker, Social Security with personal accounts fits into the new work arrangements perfectly.  At those times when company pensions providing market based investments are not available for  or chosen by the worker, Social Security personal accounts will provide access to the higher returns of private investing and unlike today’s program, provide the opportunity for that wealth to be inherited.

Personal accounts fit the employers’ needs, too. While U.S. private pensions may have to update their pensions to attract knowledge workers in the new society, they will not have to worry about filling the gaps in a crippled social insurance program or paying job-killing taxes if we act now and use the personal account strategy.   

Nations should not shrink from dealing with their aging societies, any more than they would from international threats.  This Commission has ably outlined the work needed to secure this generation’s and the next’s prosperity.  Our efforts to combat international terrorism and bolster the global economy may pause but must not stop this critically important work. 

Additional Views of

William G. Shipman, Chairman, CarriageOaks Partners LLC
As few as five years ago discussing the implications of societal aging on state mandated pensions was not common in public discourse.  Indeed, when the issue was broached it was often considered odd, in some venues even impolite.  In the last half decade all of this has changed.  The financial strains of pay-as-you-go Social Security systems are now subject to frequent commentary across much of the world.  We have awakened to the reality that financing social services through taxing a shrinking labor force is not sustainable in the long run.  This recognition is a necessary first step to reform.  The CSIS Global Aging Initiative deserves much credit for its efforts in encouraging this dialogue.  

Although the aging of society is the impetus of this now open debate, demographic concerns, per se, are not new.  In the United States, for example, there were 16 workers per beneficiary in 1950, there are now only 3.4.  The relative decline in workers over the last half century was common in many other countries as well.  Governments were not unaware; their usual response was to raise payroll taxes.  In the U.S. the maximum payroll tax increased about 1,200 percent in real terms over the past 50 years.  

Now, however, other responses are being considered for most governments realize that raising taxes will not, in and of itself, solve the problem.  Not only that, present payroll tax rates are already prohibitively high in many countries.  New solutions are needed.

One of the often proffered suggestions is reducing benefits.  Such reductions are usually expressed in rather opaque terms such as raising the eligible age to receive benefits, increasing the years of wage income necessary to receive full benefits, establishing initial benefits to price instead of wage indexing, adding or changing bend points in benefit formulae, pegging benefits to life expectancy instead of a specific retirement age and so on.  Reducing benefits, if applied in isolation, is the flip side of raising taxes.  It approaches the financial challenge in strictly cash flow terms.  From this perspective raising taxes or reducing benefits makes imminent sense.  But neither appropriately addresses broader long-run societal concerns.  And neither changes below-replacement birth rates or the increasing of life expectancy.  Reducing benefits, much like raising taxes, is a financial patch. 

Another solution, which has only recently gained ground, is the fundamental restructuring of pay-as-you-go systems to market-based financing.  This idea was discussed and debated extensively by members of the Commission and found to be desirable by a large majority of the members.  Strictly moving to market-based financing, however, is not a panacea.  Market-based systems can be poorly designed and it is important that they not be.

Beyond the policy of pension reform, there are many structural issues that the Commission may wish to consider as we continue our efforts within the Global Aging Initiative.  The transition cost, or bridge financing to which it is sometimes referred, should be addressed.  From a cash flow point of view moving to market-based financing, in whole or part, will cause greater strains in the early years than staying with pay-as-you-go financing.  This is often characterized as some will have to pay twice, once for their own retirement and once for those retired.  From a broader perspective, however, the all-in cost of market-based financing will under all reasonable assumptions be less than the all-in cost of staying with pay-as-you-go financing.  Cash flow should not be the only metric of concern.  Unfortunately, political pressures are often focused more on cash flow realities than long-run accruals.  Much work is needed to explain clearly the differences and why it is politically advantageous to think further out than a single year’s budget.

Success in market-based systems will hinge on the assets that are allowed for investment.  A portfolio of only domestic government bonds is a portfolio of contingent tax liabilities.  Such a so-called market-based system is roughly equivalent to the pay-as-you-go system it purports to replace.  Success requires the investing in wealth-producing assets.  Not only that, such investments should be diversified across asset classes, national borders and time.  Should it be determined that the sole purpose of the accumulated assets is to provide for retirement security, then well established portfolio practices and risk management should play a central role.  Otherwise, it is possible—perhaps even probable—that the accumulated wealth will be used for other needs, political or otherwise.  

Workers through their individual accounts should have personal property rights over their accumulated wealth.  When there is a direct relationship between one’s saving and one’s wealth there is a buy-in on the part of individuals.  Non-compliance, a common problem in many pay-as-you-go systems, is much less of a concern when individuals have property rights.  

Having said this, if the system incorporates personal property rights and modern portfolio practices but is highly taxed, as is the case in some countries, compliance is compromised.  People save and invest for after-tax, not pre-tax income.  

Administrative costs must be reasonable.  Unnecessarily high administrative costs act like a tax for they reduce one’s after-cost wealth.  Few countries presently have the administrative infrastructure in place to support a defined contribution national saving and investment system.  To build one is a significant undertaking but quite feasible.  In all likelihood no single system will work for all countries.  But basic design features are applicable to most.

Other issues such as portability, distribution choices at retirement, spousal equity, redistribution, labor market mobility and investment choice—to name but just a few—should also be considered in any funded system.   The devil is truly in the details.  

Now that the Report to World Leaders: Findings and Recommendations of the Commission on Global Aging is published the real work is ahead of us.  Hopefully, through the efforts of Commission Members we will be able to influence the solution to one of society’s greatest challenges.  

Additional Views of

Prof. Norbert Walter, Chief Economist of Deutsche Bank Group, Frankfurt
Population aging will be one of the major topics of the 21st century. CSIS deserves acknowledgement and recognition for initiating a truly global discussion on this subject and for providing a forum. In close co-operation with CSIS the Commission on Global Aging has prepared a comprehensive report on the economic and social impact of population aging, including a remarkable list of policy recommendations. The report is impressive proof of what can be achieved in open dialogue among committed participants from different parts of the free world. 

The report rightly stresses that there are chances as well as major risks in the process of population aging. The challenge will be greatest for Japan and major European countries. In these countries the overburdened pay-as-you-go state pension schemes are not sustainable, nor are tight labour-market regulations, given the imminent shortage of (young) labour. The report therefore calls for substantial reforms in these areas, e.g. the strengthening of funded pension schemes, the deregulation of markets, especially the labour markets, as well as economic and sectoral restructuring. These are indeed the crucial issues. On any agenda for economic policy in the industrial countries top priority should be given to these reforms. 

Decisive action is needed and it is needed now. Although the main economic problems resulting from aging will only materialise in the next decades, they must be tackled today. The more time passes before effective reforms are launched, the smaller the chances of safeguarding the economy from shocks or vicious circles.

This is obvious in the case of the restructuring of social-security systems through the strengthening of funded schemes. A cover fund large enough to finance a substantial part of pensions or healthcare expenditure for millions of old people cannot be accumulated in a few years: it needs decades to reach the necessary volume. But in a balanced pension system about half of all the pensioners’ income should come from funded schemes by 2030. As most European countries are far from this goal, we cannot afford either further delays in the reform process or half-hearted measures.

In the case of labour-market deregulation and the implementation of rational immigration rules, however, many Europeans doubt the urgent need for reforms. Given the high unemployment rates in Europe, labour is perceived to be in excess supply for the time being, so no reason is seen to bother about bottlenecks in the labour market. Such a short-sighted attitude is misguided. Decisive action to remove all the red tape that stifles labour flexibility, prevents the labour market from clearing, and hampers productivity growth would be a shot in the arm for Europe’s low-growth economies. Marching on the growth path as soon and as long as possible is the best strategy to prepare for the challenges of aging. It is the simple matter of a bigger cake: countries with access to a large pool of resources resulting from a dynamic economy will be able to meet the claims of a growing number of pensioners much better than countries which have suffered from ongoing economic stagnation. Economic growth certainly does not solve all the problems of population aging, but without growth the prospect will be bleak.
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� I.  K.  Gujral, “Global Ageing and the Role of South Asia,” address at “Managing the Global Ageing Transition” plenary session of the Global Aging Initiative of CSIS at Zurich, Switzerland, January 24, 2001.


� Holzmann, Robert, “Can Investments in Emerging Markets Help to Solve the Aging Problem?”, Social Protection Discussion Paper No. 0010.  (Washington, D.C.:  May 19, 2000) p. 2


� Turner et al., pp. 27-31


� The reference scenario calculates a decline in net foreign assets of 16 percent in the United States, a decline of 13 percent in Japan and an increase of 40 percent in Europe by 2050.


� Finding No. 26.  Differential population trends in the developed and developing world may lead to a shift in global economic and political power away from the developed nations and toward the developing world.  (Approved by 77 percent of those voting.  Vote tally: 51 agree, 15 disagree, 7 abstentions.)


� Japan External Trade Organization, “White Paper on International Trade 2001, World Trade Expands Broadly and China Rises to Prominance”  (Tokyo: 2001) p.12  


� Finding No. 2.g.  Over the coming half-century, population trends in the developed world will pose a significant challenge to, in the event of global financial and economic crises resulting from a failure to manage the effects of aging, population trends in the developed world will pose a significant challenge to] relations between the developed and developing worlds.  (Approved by 87 percent of those voting.  Vote tally: 54 agree, 8 disagree, 11 abstentions.)


� Ryutaro Hashimoto, “How Japan is Preparing for the Retirement Boom,” key note speech at “Managing the Global Ageing Transition” plenary of the Global Aging Initiative, Rüschlikon, Switzerland, January 23, 2001.


� Finding No. 30.  The dynamic qualities of society are such that pessimism is not warranted, provided that countries act promptly, both individually and in concert, to manage the global aging transition.  (Approved by 93 percent of those voting.  Vote tally: 65 agree, 5 disagree, 3 abstentions.)


� Finding No. 12.  Although some economic sectors will experience decreasing demand due to population aging, others, such as medical and long-term care products and services, will grow significantly and provide a stimulus to economic activity.  (Approved by 92 percent of those voting.  Vote tally: 65 agree, 6 disagree, 2 abstentions.)


� Finding No. 14.  Labor, commercial, fiscal, and trade policies that promote economic efficiency, and therefore productivity growth, will make social guarantees to the aged more affordable to future contributors and taxpayers.  (Approved by 96 percent of those voting.  Vote tally: 63 agree, 3 disagree, 2 abstentions.)


� The Rüschlikon Declaration.  March 31, 2001


� Op Cit., Finding No. 1. “The aging of the developed world presents a major global challenge that will require coordinated policy responses in every developed country in accord with its unique circumstances.”  (Approved by 96 percent of those voting.  Vote tally: 69 agree, 3 disagree, 1 abstention.)


� Approved by 88 percent of those voting.  Vote tally: 50 agree, 7 disagree, 16 abstentions.


� Approved by 85 percent of those voting. Vote tally: 52 agree, 9 disagree, 12 abstentions.


� Approved by 91 percent of those voting.  Vote tally: 62 agree, 6 disagree, 5 abstentions.


� Stephen Barr, “Retirement Wave Creates Vacuum,” The Washington Post, May 7, 2000, pp.  1, 14.  The U.S. federal civil service, for example, allows workers to retire with a full pension at age 55 with 30 years of service.  By 2005, 30 percent of the 1.6 million full-time employees in the U.S. federal government will be eligible to retire, and another 20 percent would be eligible for early retirement.  


� Approved by 100 percent of those voting. Vote tally: 71 agree, 0 disagree, 2 abstentions.


� Approved by 100 percent of those voting. Vote tally: 52 agree, 0 disagree, 1 abstention.


� Approved by 96 percent of those voting.  Vote tally: 65 agree, 3 disagree, 5 abstentions.


� Approved by 90 percent of those voting.  Vote tally: 62 agree, 7 disagree, 4 abstentions.


� Approved by 88 percent of those voting.  Vote tally: 61 agree, 8 disagree, 4 abstentions.


� Approved by 100 percent of those voting.  Vote tally: 69 agree, 0 disagree, 4 abstentions.


� Organisation for Economic Cooperation and Development, Maintaining Prosperity in an Ageing Society (Paris: OECD, 1998).  


� Approved by 93 percent of those voting.  Vote tally: 62 agree, 5 disagree, 6 abstentions.


� Approved by 90 percent of those voting.  Vote tally: 60 agree, 7 disagree, 6 abstentions.


� Approved by 100 percent of those voting.  Vote tally: 70 agree, 0 disagree, 3 abstentions.


� Recommendation No. 6.e.  Pursue an integrated strategy designed to protect the interests of pensioners and increase returns on private pension investments by removing obstacles to pension portability.  (Approved by 100 percent of those voting.  Vote tally: 70 agree, 0 disagree, 3 abstentions.)


� Approved by 94 percent of those voting.  Vote tally: 64 agree, 4 disagree, 5 abstentions.


� S.  Blondal and D.  Pilat, “The economic benefits of regulatory reform” (OECD Economic Studies No. 28, 1997/I).


� Measured as GNP per capita adjusted fro terms of trade effects.  For details, see Technical Annex of OECD Economics Department Working Paper 193.  


� For Japan broad regulatory reforms would lead to a negligible 0.2 percent effect on capital deepening while it would reduce investment income by 0.4 percent and affect terms of trade by a negative 0.9 percent over the reference scenario.


� Approved by 97 percent of those voting.  Vote tally: 62 agree, 2 disagree, 9 abstentions.


� Noboru Hatakeyama, unpublished presentation to the Third Plenary of the Commission on Global Aging. Zurich, Switzerland., January 23, 2001, citing a study, “Report on Aging, Low Birthrates and the Japanese Economy,” by the Japan Policy Research Institute.  This figure includes the agricultural sector.


� Approved by 86 percent of those voting.  Vote tally: 57 agree, 9 disagree, 5 abstentions.


� Approved by 90 percent of those voting.  Vote tally 61 agree, 7 disagree, 5 abstentions.


� Kieran McMorrow and Werner Roeger Op.Cit, p?.


� Approved by 76 percent of those voting.  Vote tally: 52 agree, 16 disagree, and 5 abstentions


� Approved by 94 percent of those voting.  Vote tally: 59 agree, 4 disagree, and 10 abstentions.


� Approved by 89 percent of those voting.  Vote tally: 56 agree, 7 disagree, and 10 abstentions.


� Approved by 99 percent of those voting.  Vote tally: 67 agree, 1 disagree, and 5 abstentions.


� Approved by 96 percent of those voting.  Vote tally: 64 agree, 3 disagree, and 6 abstentions.


� Approved by 90 percent of those voting.  Vote tally: 60 agree, 7 disagree, and 6 abstentions.


� Of these older workers, 12 percent are corporate managers, 27 percent are full time employees, 20 percent are self-employed and 33 percent are farmers.


� Approved by 91 percent of those voting.  Vote tally: 58 agree, 6 disagree, and 9 abstentions.


� Approved by 98 percent of those voting: Vote tally: 65 agree, 1 disagree, 7 abstentions.


� Approved by 95 percent of those voting.  Vote tally: 62 agree, 3 disagree, and 8 abstentions.


� Approved by 97 percent of those voting.  Vote tally: 65 agree, 2 disagree, and 6 abstentions.


� Approved by 94 percent of those voting.  Vote tally: 62 agree, 4 disagree, and 7 abstentions.


� Approved by 87 percent of those voting.  Vote tally: 55 agree, 8 disagree, 10 abstentions.


� Approved by 93 percent of those voting.  Vote tally: 66 agree, 5 disagree, 2 abstentions.


� Approved by 91 percent of those voting.  Vote tally: 60 agree, 6 disagree, 7 abstentions.


� Op. Cit, United Nations, 2000 Revision, p.?


� Linda Hantrais (editor), Interactions Between Socio-Demographic Trends, Social and Economic Policies” (Cross National Research Papers, Fifth Series, Cross-National Research Group, European Research Centre, Loughborough University, Leicestershire, Great Britain.  April 1999, pp.  3-19).


� Approved by 90 percent of those voting.  Vote tally: 61 agree, 7 disagree, 5 abstentions.


� Approved by 78 percent of those voting.  Vote tally: 52 agree, 15 disagree, 6 abstentions.


� Recommendation No. 15 [Governments should encourage family formation through such measures as] providing financial and in-kind benefits for families, including child care services and facilities.  (Approved by 86 percent of those voting.  Vote tally: 57 agree, 9 disagree, 7 abstentions.)


� Approved by 90 percent of those voting.  Vote tally: 61 agree, 7 disagree, 5 abstentions.


� Approved by 91 percent of those voting.  Vote tally: 58 agree, 6 disagree, 9 abstentions.


� Approved by 94 percent of those voting.  Vote tally: 63 agree, 4 disagree, 6 abstentions.


� Approved by 97 percent of those voting.  Vote tally: 62 agree, 2 disagree, 9 abstentions


� Approved by 77 percent of those voting.  Vote tally: 50 agree, 15 disagree, 8 abstentions.


� Approved by 99 percent of those voting. Vote tally: 69 agree, 1 disagree, 4 abstentions.


� Approved by 100 percent of those voting.  Vote tally: 69 agree, 0 disagree, 4 abstentions.


� Approved by 99 percent of those voting.  Vote tally: 70 agree, 1 disagree, 2 abstentions.


� Approved by 98 percent of those voting.  Vote tally: 64 agree, 1 disagree, 8 abstentions.


� Approved by 99 percent of those voting.  Vote tally: 66 agree, 1 disagree, 6 abstentions.


� Approved by 96 percent of those voting.  Vote tally: 66 agree, 3 disagree, 4 abstentions.


� Approved by those voting.  Vote tally: 71 agree, 0 disagree, 2 abstentions.


� Approved by 99 percent of those voting.  Vote tally: 70 agree, 1 disagree, 2 abstentions.


� Approved by 87 percent of those voting.  Vote tally: 62 agree, 9 disagree, 2 abstentions.


� Approved by 100 percent of those voting.  Vote tally: 67 agree, 0 disagree, 6 abstentions.


� Recommendation No. 31. [World leaders should] promote international anti-aging research cooperation. (Approved by 92 percent of those voting. Vote tally: 60 agree, 5 disagree, 8 abstentions.)


� Approved by 79 percent of those voting.  Vote tally: 56 agree, 12 disagree, 5 abstentions.


� Recommendation No. 33.  [World leaders should pursue a goal of] working with the developing nations toward open capital markets, private property protections, and open trade.  (Approved by 97 percent of those voting.  Vote tally: 66 agree, 2 disagree, 5 abstentions.)


� Recommendation No. 34.  [World leaders should pursue a goal of] encouraging the establishment of funded social insurance schemes in both the developed and developing worlds, in order to assure adequate global capital supplies and stable financial markets in the years after 2020, taking into account the situations in individual countries.  (Approved by 91 percent of those voting.  Vote tally: 60 agree, 6 disagree, 7 abstentions.)


� Op. Cit, Mantel, Demographics, p.3.


� Approved by 77 percent of those voting.  Vote tally: 43 agree, 13 disagree, 17 abstentions.


� Approved by 87 percent of those voting.  Vote tally: 48 agree, 7 disagree, 18 abstentions.
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Figure 3: Interest Rate Effect of Non-Respect of Stability and Growth Pact in Europe Interest
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