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2.2 Output 1s central

* Two and only two ways of organising pensions
+ Store current production
* Build a claim to future production
+ Pensioners are not interested in money, but in
consumption (food, clothing, medical services).
Thus the key variable 1s 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

Nicholas Barr, Jamsary 2013
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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 involve one or more of these
appmaches is illusory
-

icholas Barr, Jamsary
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* Funding is not an automatic solution to 'C‘:lj:ti LY,
demographic change

» Funding does not necessarily increase ’ F_Lji_tli M\j‘b%ﬁiﬁgé ﬂﬂé‘t‘i‘&b\ *EE_Lji_tt)\
growth rates. Funding can increase output if HEEZBEINSBACENAHEIDIE. ROEISHBEZEETHD,

« Tt increases saving in a country with a shortage of savings, or

+ Improves the operation of capital 1_11a{‘kets. thus improving the . 37) 5 . D ELJ'"- 7‘:)\ = /@ LTL3B ,Ik /R T ELJL‘- E iﬂél j][l é 5 75\ 35 f'— [j:

allocation of saving to productive investment
» The evidence suggests that funding can have a beneficial effect.
but that eff;cr should not be taken for granted nor its fllaguimde " ﬁ 2': Fﬁ iﬁ 0) * & ﬁE 75\ E&é é #’L ot [’) EE J-ﬂ: 'Ii 0) =] L N ?X ﬁ' > 7:—:L 75\ é ot j' ELJL" @EE/ >
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» Funding is only one of the sources of growth
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5 Conclusion -2 TOEITHLTHBD., B—CREOHEILE
* No single best system for all countries ’ £|E ﬁ jE& ﬁ:ﬁ E &LIE-g_ éE& % lj:\ 4 D ’CS\ 75\ 04 ) d)gf
. Fo'ur and only fL‘.)lll’ policies to fix problems of pension finance . ;&(j— é ~ % u/\U . {j:

+ Mistakes to avoid: a country

« Should not reform piecemeal and in haste. but strategically and with a long . I-'ZI'S AN E/J ' 75\ 9 Ii = ' E& E 'g’ /\° % 'C‘[ j: 7:'; < . $3i H}% EI\J [: E ,Hﬂ EI\J *ﬁ%‘f? —C‘ E& E _g— /\é %

time horizon

« Should not set up a system beyond its capacity to implement . 5% Eﬁ BE jj E ﬂ}ﬁ A 7’: ﬁ'-TIJ F§ E zf/E é ~ % 'C\[ j: 7:'; L \

* Should not introduce a mandatory. earnings-related pension system until it

A0 LA HEREEE LRI HRIRBAENEF OETE, RO

* Should not introduce mandatory individual funded accounts until it can

i‘e ulate investment, accumulation and annuitisation Fﬁ ?;E_IF J:I_’, {5” E'E ﬁﬁ-ﬂ] F§ E in_%_'; /-\ _g— ~N % —C‘[ j: 7:-:;: LY

* Should not underestimate administrative costs over a long working life s, _ < -, <

* Should not underestimate transition costs. hence should not move towards ' ?& :é N % E N EE ﬁ ’f |: E j\E t)] '_ %E, %IJ —C % é tk D ' - 7:-:’: é 35 —C [ j: N gﬁ %IJ 0)
funding if that risks breaching fiscal constraints ,f )\ %%5 1._L E}j /:'_E E i‘—%_'; /-\ _g_ ~ % _C\[ j: 7:.:’: L \

* What really matters

; Goodzovmpen ROE B D 5B EIRNE RN T A E TER

* Output growth
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