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EDITORIAL

Demography and the economy
have gone hand in hand for ages.
Their relationship hasgivenrise
to fantasies. The CAE report
attempts to take a close, objective
look at the economic impact of
ageing: firstly, by specifying the
demographic outlook, then by
explaining the channels of inte-
raction between demography and
growth, and finally, by examining
what mutual benefitsrich, ageing
countries and poor, but still young
countries can draw frominterna-
tional savingsflows. Thisleadsto
three conclusions. French
demography is healthy, in any
case healthier than in the rest of
Europe; ageing is not necessarily
athreat to growth; pensions
represent a key issue requiring
public action. This should help to
dispd fantasies and make it
possible to focus on the real
iSsues.

Jean Pisani-Ferry
Executive Chairman of the CAE

Demography and the Economy

Report by Michel Aglietta, Didier Blanchet and Frangois Héran

Over the next half-century, France will
experience a gradua shift in demographic
growth and a considerable ageing of its po-
pulation. Regardless of the threshold —over
60, over 65, over 70, etc.— the number of se-
nior citizenswill grow sharply.

The impact on our penson systems is now
clear, especially after severa reports were
published on the subject in the past few years.
Their broader economic ramifications,
however, are not so clear, which sometimes
raises concern over a possible ‘economic
decline'.

Thereport by Michel Aglietta, Didier Blanchet
and Francois Héran seeks to establish the
economic effects of current and future
demographic changes.

No demographic decline,
but inevitable ageing

From a purely demographic standpoint, the
authors urge to serioudy rethink the currently
fashionable theory of ‘decling . Admittedly, a
cursory look &t the short term fertility indicator
focused on by the media (1.9 in 2001)® tends
to suggest that the renewa of generationsin
France is no longer teking place. However,
thisindicator givesadistorted view of thebirth
rate, since it does not take into account the

(1) Measures at a given moment the average number
of children that afictitious generation will have during
its child-bearing life (age 15-49) if it had, for each
age, the average number of children measured at that
age a the date considered.

fact that the average age of women giving
birth is rising steadily. When the short term
fertility indicator is adjusted in order to take
this trend into account, the result is that in
France, the number of births corresponds
closely to what is required to ensure the
renewd of generations.

Maintaining thebirth rate around the threshold
level for the renewa of generations (nearly
2.1 children per woman) isapositive ‘ French
exception’. Although significantly below the
level of the baby boom, the French birth rate
by far surpasses those of the vast mgjority of
European countries.

Two-thirds of the European Union’s demogra-
phic growth is currently attributable to France.

French society’ svast tolerancetowardsbirths
among unwedded couples, the great impor-
tance of family benefits policy and efforts
made in order to reconcile professiond and
family life (especidly through day-care and
early schooling) are some of the factors
discussed by the authors to explain how such
birth rate levels are maintained. But, given
the lack of specific evaluations, they cannot
separate the effects of family benefits policy
as such from the effects of day-care or the
schooling of young children, or even from
those of more generd sociologica changes.
The actua effectiveness of family benefits
policy remains difficult to assess.



1. A simplified representation of ageing
(Dependency ratio of over 60/ 20-60 years)
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The graph uses simplified but realistic assumptions in order to trace the basic
mechanisms at work in the ageing of the French population. The actual and forecast
change (middle curve), of the dependency ratio (measured here between the number
of individuals having reached retirement age and the number of individuals within the
age bracket of the active working population) is the result of the increase in life expectancy
in older age groups (top curve) and the effects of the baby boom (bottom curve). The
latter has cushioned the effect of ageing considerably over the past 30 years, and will
amplify it over the next three decades. If there is no noticeable shift in the birth rate, and
if the steady increase in life expectancy recorded in the last half-century continues, the
dependency ratio will then continue to increase, but at a slower rate.

Source: ‘Demography and the Economy’ Report.

Nonetheless, the ageing of the
French population is inevitable.
It results essentialy from ever-
increasing life expectancy. It will
be amplified in the coming
decades by the ageing of the
baby-boomers, as the post-war
generation gradually reaches
the highest age brackets (See

graph 1).

Economic effects should
not be overestimated

The economic effects of these

demographic changes should not
fud fears of impending disaster.

The risks associated with the
slower pace of demographic
growth areminor: itstheoreticaly
ambiguous effect on the standard
of living is empiricaly
insgnificant. Ageing will lead to
a sharp rise in pension and
dependency costs and to a much
more moderate increase in
healthcare spending. Assuming
unchanged trends of technical
progressand productivity per age
group, its effect on productivity
per capitawill be minimal.

Indeed, for ageing to have a
significant macro-economic im-
paect, it would have to primarily

affect the oldest age groups?.
This is the case for pensions or
dependency expenditure. It is
clearly lessthe casefor hedthcare
spending: people of al ages need
medical treatment, and the
elderly, who spend admittedly
more than the rest of the popula
tion, are gtill less numerous than
therest of thepopulation. Finaly,
the effects of ageing on changes
in average productivity with age
will be very modest, whatever
those changes may be (graph 2).

Ageing could theoreticaly result
in amarked drop in savings, and
therefore in less growth. But
empirical analyses do not reved
the expected link between the
savings rate and age: depending
on the interpretation of this
phenomenon, the effect of ageing
on household savingsrateswould
either be negative or zero. The
only unquestionable effects of
demographic changes in France
are increased pensions and
dependency spending.

(2) If the average age associated with
an expense —or with any other interest
variable- is defined as the average of
different ages, weighted by the expense
of this age bracket in relation to total
spending, this average age must be
extremely far from the population’s
average age for the expense to be
significantly affected by ageing.

In view of the above, the report
examines the benefit of funded
pension schemes. First of al, it
emphasises the potentiad benefits
of financial globalisation for na-
tions which are neither at the
same stage of development, nor
equally advancedin demographic
transitions. According to UN
forecagts, theactive populationin
devel oping countries should con-
tinue to grow until the middle of
this century, whereas it is
supposedly already stable, or
evenfdling, in Europeand Jgpan,
and this will also be the case in
North America as of 2050
(graph 3). The current high level
of savings in wealthy, ageing
countries could then finance the
development of poor countries,
whose population is on average
younger. Macro-economicaly,
the establishment by rich
countriesof high-yield asset port-
folios, from which they
subsequently draw astheir popu-
lation ages, could substantially
reduce the cost of pay-as-you-go
pension schemes. This inter-
tempord exchangewould benefit
everyone.

The only unquestionable effect of
demographic trends would be an
increase in pension and depen-
dency costs.

This result illustrates the mgjor
potentia benefits of funded pen-
sion schemes in an open
economy. However, it assumes a
significant correlation between
ageand savingspatterns, and this
cannot be guaranteed. It is dso
subject to a set of globd condi-
tions —investment security,
financid stability—whichhaveyet
to be established. If these condi-
tions are not met, the benefits of
funded pension schemes are less
sgnificant, but must nevertheless
not be ignored. In a closed
economy, the yield on defined
contribution pension schemes is
affected in the same way as pay-
asyou-go schemesby theageing
of the population. But adding a
dose of funded pensions to a
system that would remain mainly
a pays-as-you-go system would
unquestionably achieve risk di-
vergfication: capita returns and

pensions financed by payroll
taxesdo not react inthe sameway
to macro-economic shocks (as
shown during the ail crigis), nor
are they subject to the same type
of political risk.

Retirement, the major
risk of ageing

From this study of the ties
between demography and the
economy, pensonsemerge asthe
main issue for economic policy
arising from future demographic
devel opments. Ageing should not
prevent improvement in the
population’ s average standard of
living. It is however likely to
bring about a decline in growth
of approximately half a
percentage point per annum
between 2005 and 2040, thereby
putting pressure on the distribu-
tion of income, particularly
between the working populations
and pensioners.

The report examines three possi-
ble options in order to confront
this issue and in each instance
illustrates the constraints.
Increasing contribution amounts
risks generating increased labour
cogts, especialy for unskilled la-
bour, and therefore damaging
employment prospects for the
least-skilled workers. The intro-
duction of funded pensions
schemes admittedly produces
some benefitsin terms of risk di-
versfication as well as surplus
revenue if it involves additiona
savings, but at the price of a
sacrificefor thefirst generations.
Raising theretirement age comes
up against the difficulty of
reconciling the older workers
productivity with the sdary they
and the rest of the population
believe they are due.

Thereport a so putsinto perspec-
tive theimpact of family benefits
policy in terms of immediate
changes in demography:
theoreticdly becauseitisdifficult
to define what the optimum
demography would be, and
empirically because the effec-
tiveness of these policies has nat
been proven. Aglietta, Blanchet
andHéran neverthd essrecommend
avoiding adjustments in family
benefits policy that may be too
sudden or dramatic, thereby



2. Impact of future demographic changes on average labour productivity

a. Two theoretical profiles of labour productivity by age
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Under the central scenario of INSEE’s demographic forecasts, the impact of expected ageing trends on productivity (graph on right) is presented in relation to a base of 100 in 2000.
Two extreme hypotheses of the correlation between productivity and age (graph on left) provide a broad framework for possible changes: in one extreme case (scenario 1), productivity
decreases constantly with age, due to the gradual obsolescence of initial knowledge; in the other, in line with what some American research has shown, productivity develops until
about age 50, then starts to fall. Despite such different hypotheses, the differences found are moderate, less than 3% in 2050 (a gain of 0.5% in the productivity level per capita in one

case, and a loss of 2% in the other).

Source: ‘Demography and the Economy’ Report.

creating the risk of a sharp drop
inthe birth rate and upsetting the
current existing bal ance between
pension transfers to previous
generations and the cost of
educating future generations.

Comments

In her comments, Béatrice
Majnoni d' Intignano emphasises
that a relatively generous family
benefits policy and mgjor efforts
amed at reconciling family and
professiona life have played an
important rolein maintaining the
birth rate in France, compared
with other European countries.

Ageing countries might benefit less
from the information society.

She fears that the report
underestimates the impact of
ageing in France on its capacity
to innovate and on the
functioning of its labour market.
Drawing on recent econometric
research, she presents a less
encouraging outlook, according
to which the ageing countries
might benefit lessfrom the infor-
mation society and therefore
would post lower economic
growth and createfewer jobsthan
the others.

Lastly, she expresses scepticism
over the prospects of a rapid
narrowing of the gap between the
developing and wedlthy countries
that underlines the report’s
globalisation scenarios. Closing
the gap in developing countries
would imply significant
improvements in the ingtitutional
framework and mgjor investment
in healthcare and education.
These investments require much
larger financia transfersfromrich
countries than those made thus
fa.

In his comment, Patrick Artus
suggests placing more emphasis
on the impact of ageing on
demographic trends rather than
the birth rate, whose effects are
margind. In view of the above,
he expresses regret that the issue
of the age until which workers
remain productive was not
discussed in the report.

Like Béatrice Majnoni
d Intignano, Patrick Artus fears
thet the report underestimated the
effects of demography on the
standard of living and on
employment. In his opinion,
pensioners savings patterns,
which are not fully understood,
threaten our savingsand therefore
our growth. He fears that the
behaviour of international
investors', who tend to shun

ageing countries where demand
is less dynamic, will, in the long
run, weigh heavily on our
economy’s potentia to invest in
new technologies.

He aso doubts whether the gap
between poor and wealthy
countries may be closed rapidly
by means of large transfers of
capital. Henoted that inthe 1990s
the United States, broadly
speaking, increased their

technological lead over the rest
of the world, whereas the report
assumesthe convergence of other
countriestowardsthe United Sta-
tes. He observes that significant
capital imports were not to be
durably upheld by developing
countries during the 1990s
because the accumulation of
substantial external debt
systematically produced severe
exchange crises.

3. Forecasted growth rate of the labour force
throughout the world
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Notes: (1) East Asia and Eastern Europe; (2) South America, Indonesia and Turkey;

(3) Rest of the world.

Source: ‘Demography and the Economy’ Report.
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Background Studies

The report is published together with seven supporting studly.

A. The Economy of Transfers Between the Generations: Altruism, Equity, Indirect Reciprocity,

Ambivalence...
André Masson

B. Demographic and Economic Fluctuations: Some Lessons from the Past and Some Questions

for the Future
Michel Godet

C. Funded Pension Schemes and Pressure on Pays-as-you-go Pensions

Michéle Debonneuil

D. Family Benefits Policy and the Birth Rate: An Analytical Framework Based on the Swedish

Example
Nathdlie Le Bouteillec

E. Dependent Elderly People

Laurence Assous, Olivier Bontout, Christel Colin and Rosdlyne Kerjosse

F. Demography and Innovation
Frédéric Cherbonnier and Nicolas Sagnes

G. Elderly Workers and the Labour Market
Geneviéeve Cancell
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La Documentation francaise, Paris.

Economic Inequalities

In contrast to what has happened in the US or the UK since
the 1980s, France has not experienced a major rise in income
inequality. Income dispersion is actually lower than in the
1960s. The report by Tony Atkinson and its co-authors
examine this record carefully. They conclude that the mini-
mum wage and welfare system have played a major role in
this respect, but that the rise in part-time or temporary jobs is
giving rise to new forms of inequality. Thomas Piketty looks
at the role of the progressive income tax over a century. His
main point is that its role should be looked at from a dynamic
rather than a static point of view. Its main impact over time is
to limit wealth accumulation, rather than to redistribute current
income. Piketty thus argues against cuts in the top income
tax rates.

Enchéres
et gestion
publique

Asppars
Elie Cohen
Michel Maiigeot

La Documentation francaise, Paris.

Auctions and Public Affairs
Management

In several European countries, the allocation of 3G mobile
licenses has relied on auction procedures. More generally,
auctions are increasingly used in public procurement
procedures. This practice is in line with recent advances in
the economic theory of auctions. The report by Elie Cohen
and Michel Mougeot examines under what conditions this
can be considered an improvement in public management.
They generally support the use of auctions, but emphasise
that the design of auction procedures is of major importance
in the presence of asymmetries of information. They are,
however, critical of the lack of coordination between
governments for the allocation of 3G licences within the
European Union.
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