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2.2 Output is central

* Twoand only two ways of organising pensions
* Siore current produetion
* Build o ¢laim w fomre production
= Pensioners are not interested in money, but m
consumption (food, clothing, medical services).
Thus the key variable is fumre 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

Nk B, g T

Solutions to problems of pension
finance

* Ifthere are problems in paying for pensions there
are Tour and only four solunons
* 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 (o improve pension [inance
that does not involve one or more of these
approaches is illusory
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Policy implications

* Funding 1s not an automatic solution to
demographic change
* Funding does not necessanly increase
growth rates. Funding can increase output if
= Iincreases saving wa commlry with a shortage of savings. o
= Impmoves the aperation of copial mmdets, ilns noprovi the
allacation of saving 1o praductive mvestment
» The svidence sijgzests that fimding can liave a beneficanl effect.
but that effect shonbd niot be taken for graned nor its mwagnimde
over-stiled
» Funding is only oue of the sources of growih

e

5 Conclusion

+ Mo simgle best svstem for all countries
+  Four and only four policies o fix problems of pension fnance

*  Mistakes 1o avoid: a country

* Sheald nat refomi preceien] and m haste, s steate peally ad % 7 long
N loaizoi

= Should mor szt wp m sysiem beyomd its capacity o i

sl e penidion sysici it o

= Should aot miradiace » mdgory, e i
raiely e fourys veirs

R 0bust Gapacy 10 ke reccads

* Should nor imroduce mawbmory sdividual foocded accoomes winl it can
pegilare imvestment, accunmiation md aninitisation

* Should sof imderestinnie sdmimistmiive costs over o Jong working life

* Sheuld not imderestmnne trusition costs, bence shoubd not move owards
fiomsclimige 18 that ks Bresching fisenl constmmes

+ What really matters

» Goad goverms
* Chitprit groowth
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