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Overview

• Report on the Economic & Budgetary 
Impact of Aging Populations
– Very important
– Draws attention to issues 

• I will comment on circumstances that 
could change future projections
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Important considerations 

• Concentrate on behavioral response to 
changes in social security programs

• Also note importance of:
– Large uncertainty
– Potential increases in life expectancy and 

declining disability
– Importance of medical technology in 

determining future health care costs
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Living Longer Working Less

• Large increases in life expectancy
• Declines in disability (in the U.S. and 

apparently in other countries)
• Yet rapid declines in LFP at older ages
• Could be much stronger reversal in LFP 

trend in future years
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Social Security and LFP

• Two social security provisions matter most
– Age of first eligibility
– “Actuarial adjustment”—reduce benefits if 

retire early
• Must also include disability programs and 

special unemployment programs
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Social Security and LFP

• Social Security provisions often penalize 
work —tax on work
– If work another year, is the increase in 

benefits enough to offset receipt of benefits 
for 1 fewer years?  (Actuarial adjustment)

• Strong relationship between tax on work 
and % of older workers out of the labor 
force



13

Belgium Arnaud Dellis, Raphaël Desmet, Alain Jousten, Sergio 
Perelman, Pierre Pestieau, Jean-Philippe Stijns

Canada Michael Baker, Jonathan Gruber, and Kevin Milligan 
Denmark Paul Bingley, Nabanita Datta Gupta, and Peder J. 

Pedersen
France Didier Blanchet, Ronan Mahieu, Louis-Paul Pelé, 

Emmanuelle Walraet
Germany Axel Börsch-Supan, Simone Kohnz, Giovanni 

Mastrobuoni, Reinhold Schnabel 
Italy Agar Brugiavini, Franco Peracchi
Japan Takashi Oshio, Akiko Sato Oishi, Naohiro Yashiro
Netherlands Arie Kapteyn, Klaas de Vos
Spain Michele Boldrin, Sergi Jiménez-Martín, Franco 

Peracchi
Sweden Mårten Palme, Ingemar Svensson
United Kingdom Richard Blundell, Carl Emmerson, Paul Johnson, Costas

Meghir, Sarah Smith
United States Courtney Coile, Peter Diamond, and Jonathan Gruber



14



15



16

Changing Provisions and LFP

• For illustration, consider:
• Three-year increment in eligibility 

ages: Increase all eligibility ages by 
three years, including the early 
retirement age, the normal retirement 
age, and the ages of receipt of 
disability
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Changing Provisions and LFP

• Actuarially fair: reduce benefits 
actuarially if taken before the normal 
retirement age and increases benefits 
actuarially if taken after the normal 
retirement age. 
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Changing Provisions and LFP

• Common reform: the same reform 
in each country:
– the ERA is 60; the NRA is 65
– benefits taken before age 65 are 

reduced “actuarially” by 6% each year 
and increased by 6% each year if taken 
after 65

– replacement rate at age 65 is 60 % of 
age 60 earnings.
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Large Fiscal Implications of 
Reform

•3-Year increment in eligibility ages
•Actuarial adjustment
•Common reform

•Consider: (decrease in government 
benefit payments) – (increase in tax 
revenues)
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LFP Increases Since 1995

• The reversal can be traced to 
changes in social security provisions 
in many countries
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Conclude

• Rapid increases in longevity & health
• Might suggest longer working lives
• LFP and social security provisions strongly 

related—eligibility age and tax on work
• Changing provisions would increase LFP
• Increases in LFP would have large fiscal 

effects
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Conclude

• Thus realized effect of longer and healthier 
lives will depend on changes in provisions 
of social security systems

• With continued changes could see longer 
working lives

• (Personal retirement accounts do not 
incorporate early retirement incentives)
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Further
• Large uncertainty

– Want self-adjusting social security provisions
• Future increases in longevity likely 

underestimated
– Tuljapurkar (2005)—large potential effects of 

medical technology
– James Vopel (several papers)
– Systematic underestimation in U.S.
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Further

• Expenditure on health care will depend in 
large part on advances in medical 
technology
– Kotlikoff and Hagist (2005)--89% of the rise in 

health care costs 1970-2000 in 10 OECD 
countries due to rising benefit levels 

– Newhouse (1992)
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