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Point One: The Global '(L)ﬁb'
demographic picture

2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050
OA4ge0-14 B Age 15-64 O Age 65+ B ———

10

hillion of persons

L L= I = s




S )

Point One: The Global '(gﬁb'
demographic picture of
dependency
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Point One: The Global
demographic picture : fertility

trends
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Point One: The Global demographic o
picture : development of joint life
expectancy
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Point One: The Global ga;;;ti“m'
demographic picture :
development total dependency

ratios
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Point One: The Global demographic s
picture : economic dependency trends -
share of dependents at total

consumption
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Point Two: The challenge beyond  ofic
the ageing hype... Projected total
social expenditure in the EU...

Level in 2030 2050
2004  (Change from 2004 in percentage points)
(per cent of GDP)

Pensions 10.6 +1.3 +2.2
Health care 6.4 +1.0 +1.6
Long-term care 0.9 +0.2 +0.2
Unemployment benefits 0.9 -0.3 -0.3
Education 4.6 -0.6 -0.6
Total 23.4 +1.6 +3.4

Source: European Commission 2006
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Point Two: Years spent in _
retirement... international
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Office
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Point Two: ... effective vs. oo
legal retirement ages (2005
data)
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Point Two: ...effective vs. Lo
legal retirement ages
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Point Two: labour force Lo
participation rates...(2005 data)
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_rOJecHe total social

expenditure in the EU...

Estimated old age system dependency rates in
Western Europe 2004 - 2050 without (DR1) and
with {DRZ) increased retiment age
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Point Two: The challenge '(L)ﬁb'
beyond the ageing hype...
pension coverage N AS|a (age
60+) -
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Point Two: Pension coverage Lo
In Africa
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Point Two: Pension coverage oo
in ...Latin America
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Point Three: A brief history of pensiai
reforms since the 1980s

Paradigmatic reforms:

Wave one: 12 Countries in Latin America (1981-
2004)

Wave two: 14 countries in CEE (1995 — 2005)
Parametric reforms:

constant process in LA, Europe and

elsewhere since the mid 1980s
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Reform outcomes: Financial and fiscal .o
Labour

successes... Projected total social o
expenditure in the EU...

Estimated Gross Public Pension Expenditure -
EU 2004-2050
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...and replacement rate in the
EU, standard case
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...declining coverage rates

Coverage of labour force in %

Country

Contributors
before reform

Contributors
after reform
(around 2002)

Chile
Bolivia
Mexico
Peru
Uruguay
Costa Rica

64
12
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11
30
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Four: Pensions in the crisis stress test: abour

Labour

what we see In funded pension schemes:  °"
the base of 2007
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Effects of the crisis: effects on the .
. . . . . abour
Individual pension saver in DC schemes Office
under different crisis scenarios
Total savings at 3% real
12000 rate if return without
crisis
10000 Rate of return 3% with
crisis at age 40 and
3000 further rate of 3%
—— Rate of return 3% with
crisis at age 40 and
6000 further rate of 5%
—e— Rate of return 3% with
4000 crisis at age 50 and
further rate of 5%
2000 —— Rate of return 3% with
crisis at age 55 and
further rate of 5%
0 rrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrriri _'_RatGOfreturns%Wlth
SPD PR RN PP crisis at age 60 and
further rate of 5%
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Effect of the crisis: what we see In o
funded pension schemes - fund losses Iin ™
2008 ....and lost years of pension savings
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Effect of the crisis: what we see In
funded pension schemes — pension fund

returns (Jan - Oct 2008)
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Policy responses and effects so

far... and beyond

e Immediate responses:

Current acceptance of stabilisation function of social transfers leads to
extending benefits (G8)...

... But there are first signs of “consolidation measures” ...

e Long term effects:

Budgetary pressures due to multi-trillion dollar rescue packages (that
cannot be absorbed inflation free through “quantitative easing”) will
lead to pressures on government expenditure and hence social
transfers (at an interest rate of 2% and financing over 15 years the 6
trillion rescue package would have to increase the government
spending in the G20 by 1%-point of GDP) => social transfer recipients
could pay the bhill...

Loss of pension funds (if not recovered) can be as big as the fiscal
stimulus package of 5-6 trillion US $
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dimensions of a ntermatonsl
solidarity based policy Office
paradigm for the crisis and beyond...

e Fix existing schemes

e Introduce/strengthen a social protection
floor

e Combine the two into a rational long-term
social security development strategy
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Fix existing schemes - A reminder of emnaiona
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facts and myths ... Office

Transfer schemes /pension schemes can only define
entitlements to a share of present/future consumption
(not absolute amounts) — no society can promise more

Markets cannot be asked to secure the income of
people who cannot or can no longer operate in markets

The statement that pension schemes can only be
stabilised by paradigmatic reforms is a myth...

The statement that countries can only afford a basic
social safety net type welfare state in the globalised
economy is likewise a myth...

The statement that developing countries cannot invest
In social security with wide coverage
IS a further myth
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Fix existing schemes International

Labour
e Stop wasting public money on providing tax breaks for voluntary privatstice

third tier pension schemes

e Stop undermining trust in public DB schemes by pretending that DC
schemes are immune to ageing

Enforce efficiency: minimum administrative cost levels

Improve the incentive structures in unemployment and social assistance
schemes

Intelligent pension age rules need to be used as stabilisers

Intelligent funding levels in DB pension schemes need to be developed to
optimise the economic role of pension schemes ...

e Reduce dependency of benefit levels in pension schemes on financial
market performance through:

— Shifting the balance in the systems back to DB schemes

— Option One: Develop DB guarantees for DC schemes, e.g. throygh
innovative « re-insurance « schemes

— Option 2: Turn public/publicly mandated DC schemes into
NDC schemes with guaranteed minimum rates
of return
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Five: ...start with a basic social protection iematona

Labour

floor that could inter alia consist of four Office
essential social security guarantees:

e Universal access to basic health benefits, through a set
of sub-systems linked together: basically a public
health service funded by taxes, social and private
Insurance and micro-insurance systems.

e Income security for all children through family/child
benefits aimed to facilitate access to basic social
services: education, health, housing.

e Access to basic means tested/self targeting social

assistance for the poor and unemployed in active age
groups.

e Income security for people in old age, invalidity and

survivors through basic pensions.
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Five: Soclal impact — preliminary results of nternational

Labour

an ILO Meta study of 63 basic transfer Offios
schemes in 28 countries

Criteria Number of studies Effect Effect
that found Effect small/neut. | negative
positive

Health/nutrition 25 1

Education

Enrolment 30 -

Quiality 9 5

Child labour 12 3

Prod. Investments/act’'s 40 5

Social Status/bonds 23 1 2

Gender 13 4
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Five: The emerging comprehensive internationa|
policy paradigm - key principles Office

Based on the human right to social security, in the ILO’s constitution and
the relevant international labour standards, in particular ILO Convention
No. 102, solidarity based social security systems should comply with the
following social outcomes:

Universal coverage of basic income security and essential health care.
Benefits and poverty protection as predictable rights.

Actuarial equivalence of contributions and benefit levels.

Sound financing.

Societies should remain the ultimate guarantor of social security rights

and benefit levels.

Key observation: the crisis is a giant stress test for the (pension)
reform experiments of the last 2.5 decades —

many failed on at least four of the five counts...




The social security development

stalrcase

Voluntary insurance

Mandatory social insurance/social security benefits

of guaranteed levels for contributors

THE FLOOR: Four essential guarantees
Access to essential health care for all
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income security
children
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income security
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