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Summary
Population ageing in OECD countries over the coming decades could
threaten future growth in prosperity. Governments should take action now
across a broad range of economic, financial and social policies to ensure the
foundations for maintaining prosperity in an ageing society. While reforms
are already underway, much deeper reforms will be needed to meet the chal-
lenges of population ageing.

In the past 25 years, the number of people of pensionable age (65 and over)
in OECD countries rose by 45 million, but the population of working age
rose by 120 million. As a result, population ageing has so far posed no major
economic or social problems for our societies. This will change dramatically
in the next 25 years when the number of persons of pensionable age will
rise by a further 70 million, while the working-age population will rise by
only five million.

Critical policy issues for the future stand out as a result of the inevitable age-
ing of our societies:

■ will it continue to be possible to share societies’ resources between the
working generation and its dependent non-working members in ways that
do not give rise to unacceptable societal and inter-generational conflicts?

■ how can the contribution of older people to society and economic prosper-
ity be enhanced?

■ how should pension, health and long-term care best be reformed?

■ which changes in the financial infrastructure are needed to support the
development of funded pension systems?

■ to what extent will ageing OECD countries be able to improve their well-
being through growing trade in goods and services and assets, in particular
with younger, faster-growing non-OECD countries?

Based on recent and on-going analysis at OECD, this Policy Brief addresses
these questions and sets out seven principles to guide the reforms needed
to address demographic pressures that will start to emerge about ten years
from now. ■
Organisation for Economic Co-operation and Development
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Seven Principles 
to Guide Reform

1. Public pension systems, taxation systems and social transfer programmes
should be reformed to remove financial incentives to early retirement, and
financial disincentives to later retirement. 

2. A variety of reforms will be needed to ensure that more job opportunities are
available for older workers and that they are equipped with the necessary skill
and competence to take them. 

3. Fiscal consolidation should be pursued, and public debt burdens should be
reduced. This could involve phased reductions in public pension benefits and
anticipatory hikes in contribution rates. 

4. Retirement income should be provided by a mix of tax-and-transfer systems,
advance-funded systems, private savings and earnings. The objective is risk
diversification, a better balance of burden-sharing between generations, and
to give individuals more flexibility over their retirement decision. 

5. In health and long-term care, there should be a greater focus on cost-effec-
tiveness. Medical expenditure and research should be increasingly directed to
ways of reducing physical dependence, and explicit policies for providing
care to frail older people should be developed. 

6. The development of advance-funded pension systems should go hand-in-
hand with that of the financial market infrastructure, including the establish-
ment of a modern and effective regulatory framework. 

7. Strategic frameworks should be put in place at the national level now in order
to harmonise these ageing reforms over time, and to ensure adequate atten-
tion to implementation and the build-up of public understanding and
support. ■
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Why must 
spending 
on public pensions, 
health 
and long-term care 
be contained?

In most OECD countries, sharing
societies’ resources between work-
ing people and retirees importantly
involves public pension systems,
which are usually financed by pay-
roll taxes. Even though many
Member countries have already
taken steps to reform their public
pension systems, these are insuffi-
cient to cope with demands on
them in future. The public pension
accounts in most Member coun-
tries will start to go into sustained
deficit in about ten years time.
Public provision of health and
long-term care for retirees will add
to the burden.

Countries could finance future
social spending obligations by rais-
ing payroll taxes to whatever level
was necessary, but these would be
so high as to discourage work
effort and would cut deeply into
working people’s living standards.
These considerations point to the
overriding importance of curbing
the growth of spending on public
pensions, health and long-term
care. ■

How should 
the structure 
of retirement income 
be changed?

The provision of income in older
age should take account of all the
resources available to older people
including public and private pen-
sions, earnings and assets. Existing
public pension systems which ena-
ble older people to maintain ade-
quate standards of living are likely
to remain the major source of old-
age income for many retirees for
some time to come. 

However, other sources may have
to play a growing role, with the
objective of spreading the burden
across generations and enabling
individuals to diversify risks across
the different sources of retirement
income. Such reforms are likely to
mean that middle and high-income
earners will want to supplement
their public pensions. Hence, it
will be important to establish a
sound regulatory framework for
private pension funds, including
occupational pension schemes.
Reforms along these lines would
change the current “implicit con-
tract” between many governments
and future retirees, and must there-
fore be implemented with enough
warning to allow people time to
adjust to the new “contract”, i.e.
now to begin to anticipate prob-

lems only likely to arise two or
three decades down the road. In
addition, there are limits on the
speed that a country can move to a
funded-based scheme because of
inter-generational equity consider-
ations: current workers will be
“paying twice”, into their own pen-
sion fund and for the pensions of
the current retired. ■

What about health 
and long-term care 
spending?

People are living longer and health-
ier lives. Nevertheless, population
ageing means that health and long-
term care costs are likely to rise,
although perhaps by less than was
once feared. The central challenge is
to ensure that these expenditures
are cost-effective and meet the most
pressing requirements – reducing
time spent in dependence and time
in chronic care. 

This means that medical research
and technology should be focused
on the reduction of dependence
arising from conditions which par-
ticularly afflict older people, such
as senile dementia or arthritis.

Care-giving for frail older people is
now often fragmented and unnec-
essarily costly. As demographic
trends point to a particularly large
growth in the numbers of people in
the oldest age groups, it will be

Fiscal consolidation should
be pursued, and public debt
burdens should be reduced.

Retirement income should be
provided by a mixed system.

In health and long-term care,
there should be a greater
focus on cost-effectiveness.
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important now to develop explicit
policies and financial arrange-
ments for care-giving that deliver
quality and cost-effective services. ■

Why should 
incentives 
for early 
retirement 
be eliminated?

Material standards of living, and
hence the tax base, would also be
higher if people worked longer. It
is not a question of "forcing" older
people to work longer. The current
trend to early retirement is, in part,
a reflection of a rising demand for
leisure as societies become more
prosperous as well as a response to
high and persistent unemployment. 

But current public pension sys-
tems, tax systems and social pro-
grammes interact to provide a
strong disincentive for workers to
remain in the labour force after a
certain age. Removing these disin-
centives, perhaps even providing
positive incentives to work longer,
coupled with effective steps to
enhance the employability of older
workers, could make an important
contribution to sustaining the
growth of living standards.

But an increased willingness on the
part of older workers to work
longer will have to be matched by a
sufficient number of job opportu-
nities for them if higher unemploy-
ment is to be avoided. This, in turn
will require a major change in the
attitudes of firms towards hiring
and retraining older workers. Since
these changes will have to be
reflected in wage and labour cost
structures, the co-operation of the
social partners could play a very
useful role in this process. ■

Why is 
“active ageing” 
important?

A more flexible work-retirement
transition is one example of "active
ageing" – the capacity of people, as
they grow older, to lead productive
lives in the society and economy.
Active ageing implies a high degree
of flexibility in how individuals
and families choose to spend their
time over life – in work, in learn-
ing, in leisure and in care-giving.

Public policy can foster “active
ageing” by removing existing con-
straints on life-course flexibility. It
can also provide support that wid-
ens the range of options available
to individuals via effective life-long
learning or by medical interven-

tions that help people maintain
autonomy as they grow older.
Indeed, the available evidence
shows that the more active older
people are, the better the quality of
life they enjoy. ■

What about financial 
market reforms?

Ageing will change saving and
investment patterns nationally,
including through the build up and
subsequent unwinding of private
pension assets by the retiring baby-
boom generation. Differences in
ageing patterns across countries –
particularly between the OECD
and the non-OECD regions – will
give rise to shifts in patterns of sav-
ings, investment and international
capital flows. 

A more efficient global allocation
of savings and risks could raise
productivity, and therefore the
goods and services available to
consumers in OECD countries as
the baby-boom generation retires.
The consequences of these global
economic linkages for living stand-
ards in OECD countries are likely
to be positive, but perhaps not very
large. These considerations call for:

■ strengthening of financial market
infrastructure through improved
legislation and codes of conduct
and the introduction of rigorous

Public pension systems,
taxation systems and social
transfer programmes should
be  re fo r med  to  remove
financial incentives to early
retirement.

A variety of reforms will be
needed to ensure that more
job  oppor tun i t i e s  a re
available for older workers.

The development of advance-
funded pension systems
should go hand-in-hand with
that of the financial market
infrastructure.
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rules of transparency, fiduciary
responsibility and disclosure;

■ improved supervision, an
upgrade and modernisation of
pension asset investment rules,
and better domestic co-ordination
among the different regulatory
and supervisory agencies involved
in the provision of retirement
income; 

■ structural reforms in emerging
market economies to ensure effi-
cient allocation of savings into
the most productive investment
opportunities in the mutual
interest of OECD and younger,
f a s t e r  g ro wing  no n-OECD
economies. ■

Can higher 
economic growth 
alleviate pressures?

Higher economic growth will alle-
viate pressures arising from popu-
lation ageing. Taxes to support the
retired will be easier to bear, when
the working-age population can
look forward to rising prosperity.
Encouraging people  to work
longer would raise economic
growth, increase the tax base, and
reduce the numbers of dependent
older persons, a triple gain. The
higher national saving, if used pro-
ductively, will result in higher cap-
ital stock and thus more output
over the long term.

Although higher productivity is
central to increasing living stand-
ards of the whole population, it
does not directly address all of the
economic, financial and social pol-

icy aspects of ageing populations
discussed above. Nevertheless,
while an increasing proportion of
national output will need to be
transferred to retirees, the higher
economic growth is, the easier it
will be to ensure that making one
group better off does not entail
making another group worse off. ■

How should 
reform
be approached?

The agenda for policy reform for
maintaining prosperity in an age-
ing society requires  a policy
response cutting across traditional
boundaries of economic, financial
and social disciplines, and across
traditional areas of responsibility
of government administrations.

Strategic frameworks, including
implementation structures and
timetables, should be put in place
at the national level now in order
to implement these reforms in a
coherent way over time.

The central objective of reforms is
to ensure that the way societies
transfer resources to a rapidly
growing number of retired people
creates neither major economic
nor social strains. This points to
the desirability of speeding up the
growth of output, reducing the

n umber s  o f  d epend an t s ,  by
encourag ing people  to work
longer, and ensuring that the trans-
fer mechanisms operate efficiently.
Since the main demographic pres-
sures will start to emerge in about
ten years’ time, our societies have a
very limited window of opportu-
nity to put reforms in place. Seven
principles have been identified to
guide these reforms (see box on
page 2). ■

What role can 
international 
co-operation play?

Action at the international level
can supplement national action.
While specific reforms must be tai-
lored to meet the circumstances of
each country, there are many com-
mon directions and much that can
be gained by international co-oper-
ation during the reform process.
Areas for international co-opera-
tion include: 

■ collection and sharing of new sta-
tistical data on an internationally
comparable basis and exploita-
tion of existing information;

■ monitoring of reforms and shar-
ing of lessons in a multilateral
setting; 

■ and assisting emerging market
economies to implement success-
ful structural reforms and sound
macroeconomic policies in order
to facilitate the mutually benefi-
cial flow of trade in goods, serv-
ices and financial assets between
O E C D a nd  no n-O E C D
economies. ■

Fiscal consolidation should
be pursued, and public debt
burdens should be reduced.
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Trends in ageing and employment
This chart brings the various dimensions of ageing and employment patterns together for a typical
OECD country. At the level of the whole population, the trends are dominated by the ageing of the
“baby-boom” generation.

■ the baby-boom generation is now of working-age, and the number of paid workers relative to non-
workers is rising. An additional reason for this is that the number of women entering the workforce
is partially off-setting a drop in workforce participation by men.

■ during the period 2010-2030, increasing life expectancy, labour force trends (notably a tailing off
of the rise of female participation and the continuation of a trend toward early retirement), coupled
with the passage of the baby-boom generation from work to retirement, will begin to work together
to reduce the amount of time that a society devotes to employment.

The chart shows this combined effect. It projects likely future directions in employment, expressed as a
portion of the total population, in the absence of policy change.

■ The top line shows that the size of the labour force (the number of employed plus unemployed) will
decline.

■ The bottom line tracks and projects the ratio of workers to total population.

■ The projection assumes that unemployment rates have fallen to 5 per cent by 2005. ■
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Over the next twenty-five 
years around 70 million 
people will retire, to be 
replaced by just 5 million 
new workers.
This contrasts strongly 
with the past period 
where 45 million new 
pensioners were replaced 
in the workforce by 
120 million baby-
boomers.
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