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This paper explores the issue of setting targets for government budget deficits in the pursuit of 
intergenerational equity in the context of the European Union's (EU) Stability and Growth 
Pact (SGP), as revised in 2005. Since 2001, analysis of the requirements of financial 
sustainability of public finances based on projections for ageing-related public expenditures 
has been made available to the ECOFIN Council Ministers of the EU. In 2005, it was agreed 
that MTOs are country-specific and dependent on initial debt and the potential growth rate. 
These MTOs, however, were agreed for a transition period only until the criteria for taking 
into account implicit pension liabilities under ageing populations are established. The 
preparations for this are currently (early 2009) ongoing in the various EU committees. 
 
The paper specifically addresses the question of setting budgetary targets under alternative 
rules for the public pension system, based on the criterion of ‘actuarial neutrality across 
generations’ as a benchmark for intergenerational equity, as outlined by Beetsma and 
Oksanen (2008). The effects of switching to partial funding and privatisation of the 
mandatory pension system are spelled out.  
 
Special attention is given to the work of the statistical community on the next revision of the 
national accounts, where new accounts will be established for the (implicit) pension liabilities 
of governments. The accrued-to-date pension liabilities will be recorded, in line with similar 
requirements for the private sector. Producing this data is a challenging task. The new data 
can be used for setting MTOs for the general government as it will allow targets to be set for 
explicit and implicit government debt in the light of intergenerational equity. Following the 
baseline projections for ageing-related expenditures, the outcome is a significant reduction in 
explicit public debt, with crucial implications for financial markets. This and wider 
implications for global financial flows are briefly discussed. One of the overall conclusions is 
that reassessing the generosity of public pensions, especially the generously low retirement 
age in Europe, will remain high on the political agenda, as otherwise the burden to be 
shouldered by future generations will continue to increase.  
 

http://ec.europa.eu/economy_finance/publications/publ_list24809.htm

