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2.2 Output is central FRHERETT B2 DEITDAE

T, BEQEEYEEZD
* Two and only two ways of organising pensions .
* Store current production 4“’ EE 0) ﬂi F:E % ' ;(“_l- j— é ;_k *E % DQ JE j— é

* Build a claim to future production

* Pensioners are not interested in money, but in . Eﬁ = %ﬁ %[i ﬁﬁ% (ZBHILD B DD TlE 7K . 5% % (ZBHILHA D

consumption (food, clothing, medical services).

Thus the key variable is future output. ( ﬁ‘*sl-\ K iﬁ\ Fi_ ‘7%# — E\Z ) ° ). J: 5 l Z ﬁﬁ': 7:!: %) a&k i&(i N
* PAYG and funding are merely different financial 4\\/ ;E D E J-:!: I_‘-l_@ T % é

mechanisms for organising claims on future output
" shouldnot e saggerted BEF AT SR, B TROEEYIHT BHRIEE
HIEAL S B DB B E DA A RABITBERLY,

Nicholas Barr, Jasuary 2013
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Solutions to problems of pension oF & B R RB D R R 2R
finance C LLESOTHNCREL BB E, 4DZLTEEADETD

+ If there are problems in paying for pensions there
are four and only four solutions ﬁL'F /;% % 75\ 37) %) )
* Lower average monthly pensions " o
+ Later retirement at the same monthly pension ) I'Z il}j ﬁiﬁ H %E@ g | —F (T
e SR B3| (23 THOSINTR)

. Pniicica to increase national output 1% Bﬁ *:I'O) g | —t (.j;‘
* Any proposal to improve pension finance BEE 5[" e E D iEé K E& %

that does not involve one or more of these
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Policy implications

+ Funding is 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
» Improves the operation of capital markets, thus improving the
allocation of saving to productive investment
* The evidence suggests that funding 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

Nicholas Barr, Jamary 2013
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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 capacity to implement
* Should not introduce a mandatory. eamings-related pension system until it
has a robust capacity to keep records accurately over forty+ years
+ Should not introduce mandatory individual funded accounts until it can
regulate investment. accumulation and annuitisation
* Should not underestimate administrative costs over a long working life
* Should not underestimate transition costs, hence should not move towards
funding if that risks breaching fiscal constraints
*  What really matters

* Good government
* Output growth

Nicholas Barr, Jamary 2013
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