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2.2 Output 1s central

» Two and only two ways of organising pensions
+ Store current l.‘I'HLll'IL‘IIUJI
* Build a claim to future production
« Pensioners are not interested in money, but in
consumption (food, clothing, medical services).
Thus the key variable is future output.
* PAYG and funding are merely different financial
mechanisms for organising claims on future output
* Thus the difference between the two approaches
should not be exaggerated

Solutions to problems of pension
finance

« If there are problems in paying for pensions there
are four and only four solutions
* Lower average monthly pensions
+ Later retirement at the same monthly pension
(another way of reducing pensions)
+ Higher contributions
+ Policies to increase national output
* Any proposal to improve pension finance
that does not mvolve one or more of these
approaches is illusory
Niehalen Haer. Jaemary 2014
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Policy implications

* Funding 1s not an automatic solution to
demographic change

Funding does not necessarily increase
growth rates. Funding can increase output if

* It increases saving in a country with a shortage of savings, or

= Tmproves the operation of capital markets, thus improving the
allocation of saving to productive mvestment

= The evidence suggests that finding can have a beneficial effect,
but that effect should not be taken for granted nor its magnitude
over-stated

+ Funding is only one of the sources of growth

Nichalan Barr, Jaemary 2013 1%
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5 Conclusion

+ No single best system for all countries

» Four and only four policies to fix problems of pension finance

+ Mistakes to avoid: a country
* Should not reform piecemeal and in haste, but strategically and with a long

time horizon

* Should not set up a system beyond its capaciry o implement

+ Should not introduce a mandatory. eamings-related pension system until it
has a robust capacity to keep records accurately over forry+ vears

* Should not introduce mandatory ndividual funded accounts until it can
regulate investment, accumulation and annuitisation

* Should not underestmate administrative costs over a long working life

* Should not underestumate transition costs, hence should not move owards
funding 1f that nsks breaching fiscal constraints

+ What really matters

* Good government
* Output growth

Nichalan Barr, Jaemary 2013 0
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