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AgeingAgeing and and PensionPension System System ReformReform::
ImplicationsImplications forfor FinancialFinancial MarketsMarkets

and and EconomicEconomic PoliciesPolicies

•• A A reportreport preparedprepared at the at the requestrequest of the of the deputiesdeputies of the Group of Tenof the Group of Ten
•• PresentedPresented toto the G10 the G10 MinistersMinisters and and GovernorsGovernors in in SeptemberSeptember 20052005
•• PublishedPublished in in ““FinancialFinancial Market Market TrendsTrends””, OECD, , OECD, NovemberNovember
•• On the web On the web sitessites of the BIS, the IMF, the OECD, e.g.of the BIS, the IMF, the OECD, e.g.

http://www.bis.org/http://www.bis.org/publpubl/gten09.htm/gten09.htm
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Population ageing is likely to affect:Population ageing is likely to affect:

•• Economic growthEconomic growth

•• Fiscal balancesFiscal balances

•• External balances and capital flowsExternal balances and capital flows

•• Asset pricesAsset prices

•• Volume of private retirement saving (also Volume of private retirement saving (also 
through reforms) and its influence on through reforms) and its influence on 
financial marketsfinancial markets
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Pension funds importance across time and spacePension funds importance across time and space
(pension funds assets in percent of GDP)(pension funds assets in percent of GDP)

1990 1995 1996 1997 1998 1999 2000 2001

Belgium 2 4 4 5 6 6 6 6

Canada 29 39 42 44 48 46 48 48

Germany 3 3 3 3 3 3 3 3

Italy 3 4 3 3 3 5 5 4

Japan 12 15 15 16 16 19 19 19

Netherlands 72 85 93 101 108 119 114 105

Sweden 2 2 2 3 3 3 3 4

Switzerland 56 .. 80 .. 98 .. 105 114

United Kingdom 50 68 69 79 79 88 79 66

United States 42 57 61 67 71 74 69 63

Source: OECD (2003), Table S.2.
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The retirement saving industryThe retirement saving industry

•• WideWide--spread underspread under--fundingfunding
•• Problematic management of risksProblematic management of risks
•• Industry & regulatory responsesIndustry & regulatory responses

•• Underdevelopment of suitable instruments and Underdevelopment of suitable instruments and 
marketsmarkets
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Funding ratios of DB plans are decliningFunding ratios of DB plans are declining
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Sources: Netherlands Pension and Insurance Supervisory Authority; van Ewijk and van de Ven (2003); Pacific Investment 
Management Company LLC (PIMCO); and Bank of Canada.
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DecliningDeclining fundingfunding ratiosratios of DB of DB plansplans in in JapanJapan
(number of funds)(number of funds)

Sources: Netherlands Pension and Insurance Supervisory Authority; van Ewijk and van de Ven (2003); Pacific Investment 
Management Company LLC (PIMCO); and Bank of Canada.
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Asset allocation of pension funds, 1999, 2002 and 2004Asset allocation of pension funds, 1999, 2002 and 2004
((in percent of pension funds assetsin percent of pension funds assets))

Sources: Watson Wyatt; International Financial Services, London
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Size of the G10 longSize of the G10 long--term and inflationterm and inflation--linked bonds marketslinked bonds markets
(in percent of global pension funds assets)(in percent of global pension funds assets)
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Potential unmet demand for longPotential unmet demand for long--term and inflationterm and inflation--linked bondslinked bonds
(selected G10 countries; in billions of U.S. dollars; amount out(selected G10 countries; in billions of U.S. dollars; amount outstanding)standing)

Sources: U.S. Department of Treasury, Board of Governors of the Federal Reserve System; U.K., Debt Management Office; Agence

France Trésor; Italy, Ministry of Economics and Finance; Japan, Ministry of Finance; Merrill Lynch; and OECD (2003).

  Current supply Potential demand 

      
  Corporate and 

government 
long-term bonds 

Inflation indexed 
government 

bonds 

Pension fund 
assets (at end-

December 2001) 

Pension fund assets, assuming a 
75 percent allocation to bonds, 
as a percent of long-term and 

inflation-indexed bonds 
      
United States 2000 1,143 115   
 2004 1,266 223 6,136 309 
      
      

United Kingdom 2000 144 99   
 2004 241 155 954 181 
      
      

France 2000 74 12   
 2004 178 92 … … 
      
      

Italy 2000 81 …   
 2004 241 28 47 15 
      
      

Japan 2000 250 …   
 2004 427 22 711 119 
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Policy recommendationsPolicy recommendations
I.I. SupportSupport economiceconomic growthgrowth, , alsoalso through through increasingincreasing

nationalnational savingsaving and and itsits efficientefficient allocationallocation

II.II. DevelopDevelop regulatoryregulatory and and supervisorysupervisory frameworksframeworks thatthat
encourageencourage more more rigorousrigorous riskrisk management, management, greatergreater
transparencytransparency, and , and betterbetter governancegovernance at private at private pensionpension
fundsfunds, , alsoalso byby ensuringensuring consistentconsistent accountingaccounting standardsstandards
and and taxtax rulesrules

III.III. Facilitate the Facilitate the developmentdevelopment and and expansionexpansion of of marketsmarkets
forfor underunder--suppliedsupplied financialfinancial instrumentsinstruments thatthat willwill bebe
usefuluseful forfor retirementretirement savingssavings and the and the provisionprovision of of 
pensionpension benefitsbenefits

IV.IV. ProvideProvide adequateadequate protectionprotection toto pensionpension beneficiariesbeneficiaries, , 
alsoalso through through financialfinancial educationeducation programmesprogrammes
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