g()l(lll]flll

achs

Global Economics Paper No: 132

GS GLOBAL ECONOMIC WEBSITE

Economic Research from the GS Institutional Portal
at https://portal.gs.com

60 Is the New 55: How the G6 Can Mitigate
the Burden of Aging

m Population aging is a well-known story and, on the surface, a rather depressing one.
Working-age populations are peaking across the G6, suggesting that the window in
which demographics are most conducive to growth is closing. But the gloom about
the impact on economic growth may well be overdone.

m One solution to the challenge of an aging workforce is to ‘make 60 the new 55’. Higher
employment participation rates among older workers and delayed retirement could
significantly improve workforce growth rates, trend GDP growth and income per
capita over the next two decades, most notably in Europe.

m Under a scenario of higher participation rates among older workers, the EU-4 could
grow by 5% over the next 20 years, rather than decline by 7%. In the US, the workforce
could grow by 17%, up from 10%. In Japan, the workforce would still decline, but by
9% rather than by 15%.

m This would raise trend real GDP growth rates over the next 20 years by 0.6ppt in
Europe, 0.5ppt in the US and 0.3ppt in Japan.

m G6 citizens would be considerably richer as a result. Income per capita would be 12%-
16% higher than otherwise across the EU-4, 11% higher in the US and 7% higher in Japan.
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60 Is the New 55:
How the G6 Can Mitigate the Burden of Aging

The sorry state of demographics throughout the G6 is a well-known story. It is also
a fairly depressing one, at least on the surface. Populations are aging and fertility
rates, other than in the US, have been below replacement rates for three decades.
The result is that the working-age share of the population is either already declining
(in Japan, Germany and Italy) or will peak by 2010 (in the US, the UK and France).
The decline in the working-age share is likely to constrain real GDP growth and
growth in income per capita in coming decades. As we have shown in our work on
the BRICs, demographics also play a key role in the shift of economic power from
the G6 towards the faster-growing economies of Brazil, Russia, India and China.

Most demographic analysis presents this gloomy outlook for the G6 as a fixed
picture of inevitable decline. Demographic trends do adjust slowly, and obvious
solutions to the problem of aging—higher fertility and increased immigration—
run counter to prevailing social and political trends.

Yet there is one fairly simple shift that could make an important difference: longer
working lives. Life expectancy in the G6 has increased dramatically over the past
half-century, but retirement ages have not risen in tandem—in fact they have
generally fallen. This makes little sense from a national perspective and will
increasingly make less sense from an individual perspective. As people live longer
and enjoy better health—and as public pension systems come under increasing
strain—there are few reasons why they should not work longer.

One plausible solution to the demographic challenge is to ‘make 60 the new 55°.
G6 countries can raise the number of people actually employed, by boosting
participation rates among older workers and by extending the working lifespan to
70. Although this would certainly entail some political and social pain, the payoff
would be significantly higher trend growth and therefore higher income per capita.

In Europe, where this proposal yields the best results, raising participation rates
among older workers would allow the workforce to grow by 5% over the next
two decades, outstripping both the fall in the traditional working age population
(-4%) and the overall population growth (1%). In Japan, the workforce will still
shrink, but our proposed reforms would help to keep the workforce more in line
with the overall population decline (-9% vs. -6%). In the US, our reforms
would allow the workforce nearly to keep pace with the overall population
growth (17% vs. 18%).
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Higher workforce growth means that trend GDP growth rates would be higher
across the G6 over the next 20 years. The biggest gain would be realized in Europe,
where trend growth would be 2.2%, 0.6ppt higher than otherwise (rounding accounts
for the 0.7 ppt increase on the chart on the previous page). In the US, trend growth
would be 0.5ppt higher, at 2.8%; in Japan, it would rise 0.3ppt to 1.5%. As a result,
by 2025, living standards would rise significantly, with income per capita 12% or
more higher than otherwise in Europe, 11% higher in the US and 7% higher in
Japan. Higher participation rates would also help the G6 to keep pace with the
BRICs: by 2025, the EU-4 combined would be 13% larger than China, rather than
slightly smaller.

‘Making 60 the new 55’ is a fairly simple solution to the problem of an aging
workforce. We think it is a feasible one: the scenario outlined below calls for a
gradual, 20-year transition to participation rates that seem quite reasonable. To
some extent, this change is likely to occur naturally, as individuals recognize
and respond to the compelling economic case for working longer. Indeed, there
is some evidence that it may already be underway in several G6 countries,
notably in the US and the UK. Governments can facilitate the process by
adjusting their pension and tax systems, and by shifting expectations about
retirement. This will be especially important in Europe, which stands to gain
the most from these reforms. If the trend of working longer does take hold
across the G6, then much of the consensus gloom could turn out to be
overblown.

The Sorry State of Demographics in (Most of) the G6

Aging is a global phenomenon, but its impact is felt most acutely in the developed
countries." Over the past half century, the developed world has seen a significant
jump in life expectancies and an even more dramatic decline in fertility rates. As a
result, the populations of Japan, Germany and Italy will begin to decline in a
decade—a forecast that has received much attention. While overall population
decline is certainly eye-catching and politically important, from the standpoint of
economic growth, the real problem lies elsewhere.

One critical constraint on economic growth in the G6 in the future—even in
countries that will see continued population growth—will be the decline in the
share of the working-age population. The share of those aged 15-64 (the widely
used definition of working age) has already peaked in Japan, Germany and
Italy, and it will peak in the US, the UK and France by 2010. In absolute terms,
the working-age population is forecast to shrink more than twice as fast as the
overall population in the next 20 years in Japan, Germany and Italy; in France,
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1. Most of the demographic projections in this paper draw on data from the US Census Bureau, which was also the source for demographic data for
our BRICs research. Historical data is primarily from the UN Population Division. Data on participation rates are from national sources.
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A Demographic Spectrum Across the G6
Within the G6, the US has the best demographics—the youngest population, the highest fertility rate and the smallest
share of people over 65. In terms of labor force growth, the US even compares favorably to the more dynamic of the
BRICs countries: the US working-age population is forecast to grow faster than Brazil’s in about 20 years and faster
than India’s in about 30. In 2050 the US will have three workers for each retiree—a dependency ratio roughly half
that of Japan or Italy. But aging will be a burden even in the US: over the next two decades, the 65+ age bracket is
slated to grow four times as fast as the overall population, and the dependency ratio will increase by nearly 60%.

Japan is by far the hardest hit of the G6. In absolute terms, Japan’s population is forecast to shrink by 6% from
current levels in the next two decades, but its working-age population is forecast to fall by 15%. In fact, in terms of
labor-market growth, aging will hurt Japan more than HIV/AIDS will hurt Africa, where even the hardest hit countries
will still post labor force growth of more than 2% until 2025. On current forecasts, Japan will have an almost
unimaginable one retiree for every two workers within 30 years, and two retirees for every three workers in 2050.

Europe falls between the US and Japan, but there is sharp demographic divergence here as well. The UK, at the most
favorable end of the scale, is generally the ‘runner-up’ to the US across most demographic variables. In some areas it fares
even better: after 2010, the working-age share will be higher in the UK than in the US. At the opposite end of the spectrum
is Italy, which resembles Japan in the age of its population, its pace of aging over the next 50 years and its soaring
dependency ratio. France and Germany fall in the middle, with France faring slightly better than Germany on most
measures. The most significant difference is in fertility rates, which are significantly higher in France, suggesting better
growth prospects in future decades. Elsewhere, even the ‘new Europe’ is old, and so EU expansion in 2004 did little to
improve the region’s demographic prospects. Although the 10 new EU members do have a considerably higher working-
age share today, these countries account for only about 15% of the total EU population, meaning that their boost to the EU-
wide working-age share is less than 1ppt.
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Europe: Demographic Suicide or Harbinger of the World's Future?
In a development that is historically unprecedented—and probably historically unimaginable—fertility has been
below replacement rates for 30 years across much of Europe. The decline in fertility has been most acute in countries
experiencing social, political and economic transition. Between 1985 and 2000, fertility fell by 40% in Russia and by
25% or more in Eastern Europe. Spanish fertility is still just half what it was in the last years of Franco’s rule. But
countries with more stable recent histories have also seen fertility fall well below replacement rates, including
Belgium, Denmark and Switzerland.

Demographic projections from two and three decades ago assumed that below-replacement fertility was a temporary
aberration that would quickly correct. Europe’s experience has forced demographers to change their assumptions,
however. Although fertility has rebounded off its lows in some countries (notably France, Italy and Spain), below-
replacement rates across the continent are projected to persist for the foreseeable future. By 2050, the US Census
Bureau expects fertility rates in five of the G6 (except the US) to be at 1.7; the UN Population Division sees a
relatively rosy 1.85. The UN projects that European fertility will not return to replacement levels until about 2075—a
full century after it first dropped below replacement.

This has led critics to dismiss Europe as committing ‘demographic suicide’. But Europe may simply be the first region
in the world to feel the full effects of the transition to a post-industrial economy. Very long-term estimates by the UN
suggest that fertility rates will fall below replacement (though not as low as in Europe) in all major regions, including
Asia and Latin America from 2015 and even Africa after 2050. As in Europe, fertility in these regions is forecast to
remain below replacement rates for about a century.

the working-age population is projected to decline despite overall population
growth. Even in the US and the UK, which have the best demographics among
the G6, a falling working-age share will still pose obstacles to growth. Over the
next 20 years, the working-age population will continue to grow in both
countries—but much more slowly than the overall population.

Aging will weigh heavily on public pension systems. In less than 30 years,
there will be roughly half as many people over the age of 65 as there are of
working age in Japan and much of Western Europe. In other words, there will
be just two ‘workers’ (who may or may not be working) for each person past
the current retirement age. Even in the US, the ratio will be three to one—an
enormous jump on today’s ratio of five to one. For the G6, the ‘demographic
window’, in which demographics provides the most support for economic
growth, is closing.

A Bleak Picture...But Not a Fixed One

Current projections are undoubtedly bleak—but they are not set in stone. They
highlight the acute need for an effective policy response—as well as the likelihood
that one will materialize. After all, it is hard to imagine that Japan will simply sit by
until 2050 as its total population shrinks by one-fifth and its working age population
by nearly twice as much. Or that Europe will be able to sustain current levels of
social security obligations as the share of people over 65 rises from less than 20%
of the total today to nearly 30% by 2050. It is also difficult to imagine that
individuals across the G6 will fail to recognize the strains that demographics will
place on public pensions and living standards.

There are three ways in which countries can improve their demographic profiles:
increasing fertility rates; allowing more immigration; and raising labor-force
participation rates. All will be politically challenging, but the first two are especially
difficult, as we discuss in the box on the next page. The best solution for countries
wishing to improve their demographic prospects seems to be making the most of
what they currently have. In practice, this means raising labor-force participation
rates—getting more people older than 55 to work, and for longer.

Despite continued advances in life expectancy and health care over the past half
century, older people are generally less inclined to work today than in previous
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Neither Higher Fertility Nor Migration Can Solve the Demographic Challenge
Raising fertility rates and increasing net migration are two obvious solutions to the challenge of aging. But neither is
likely to be a viable solution in the G6.

Higher fertility will be important over the long term, but it will not make much difference to the labor force over the
next 20 years. At a minimum, the impact of higher fertility will not be felt for 15 years, when children formally enter
the workforce. In practice, the trend toward longer education means that the impact will be further delayed.

More importantly, most G6 countries are likely to struggle to raise fertility to levels that would meaningfully affect
current demographic projections. This is because current projections already incorporate a sharp improvement from
today’s well-below-replacement levels in Europe and Japan. Raising fertility rates further will be even more difficult.
A handful of governments, including those in Scandinavia, France and Singapore, have experimented with efforts to
boost fertility rates. Typical measures include direct cash transfers, tax incentives, state-subsidized child care, and
regulations or incentives for the private sector to offer longer parental leave and more flexible working policies.
Academic studies find that these programs—particularly direct transfers and tax credits—have had a small positive
impact on fertility. Research also suggests that childbearing decisions are affected by a range of institutional policies
and social attitudes, and that total fertility may not rise significantly until there is a broader social shift that sees
childbearing as a benefit for society at large rather than for just individual parents.

Migration has obvious advantages as a strategy for bolstering the working-age population, both immediately and over
the longer term. Most migrants are of working age, and most actually work, meaning that they help to raise
participation rates. Moreover, migrants to developed countries typically have higher fertility rates than the native-born
populations, so they provide an additional boost to the labor force in decades ahead.

But migration poses its own challenges. The biggest is the sheer scope of what would be needed to offset aging. Our
estimates indicate that migration would need to rise significantly in much of the G6 just to keep the share of the
working-age population in 2025 at roughly current levels.
In the US and the UK, migration would need to increase
by a challenging but still-plausible 30%, but elsewhere the
figures are preposterously high. Migration would need to

Raising Fertility Rates Will Be a Challenge

Children per woman
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And in today’s global security climate, the trend is

1955 1965 1975 1985 1995 2005 2015 2025 2035 2045 generally running against immigration rather than for it.

Source: UN Population Division So while migration can provide some offset to aging, it
alone cannot solve the developed world’s problems.

1

decades. In the US (the only country for which we have extensive historical data),
participation rates among workers 65 and older fell from 23% in the 1950s to a
trough of 10% in the 1985. Though they have ticked up over the past 15 years, they
remain well below the peak. Effective retirement ages have fallen significantly
even as life expectancy has risen—meaning that ‘retirement’ typically lasts 20
years rather than the 13 that was the norm in the early 1950s.

Participation rates among older workers have been able to fall for several reasons.
At an individual level, people have been able to retire early because public pension
systems offer a reliable cushion. High asset returns in recent decades might also
have played a role, since the expected rate of return on savings should affect the
expected retirement age. The ongoing bull market in asset prices may well have
become deeply embedded in workers’ expectations—though this confidence may
be unwarranted for younger workers.

2. Making the Most of Global Migration, Global Economics Paper No. 115, 6 August 2004.
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Participation Rates Drop Sharply After Age 55
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At a broader level, low participation rates among older workers have not had a
significant impact on the overall labor force, for two reasons. The first is the
structural shift toward higher participation by women at all ages since the mid-
1960s. The second is the post-war baby boom. Because older workers have
accounted for only a small fraction of the labor force in recent decades, their falling
participation has not significantly affected the overall rate. But this is set to change
as the baby boom generation enters the ranks of older workers.

60 Is the New 55
If older people are healthier, live longer and consider themselves to ‘be’
younger, why should they not work like younger people do?

Higher participation rates beyond age 55—even beyond age 65—will be
critical to keep the overall workforce from shrinking in Europe, and to mitigate
(though not prevent) its decline in Japan.

We construct two alternative scenarios for the G6 workforce over the next two
decades. Each looks at the 15-70 age bracket—a working lifetime that seems more
sensible to us than the traditional definition of 15-64. We define ‘workforce’ as the
number of people actually working, calculating it by multiplying specific
population shares by the employment participation rates for those age groups. This
allows us to capture both the impact of demographic trends and the variations in
employment rates across countries and age groups. Thus our results turn on two
factors: the change in participation rates, and the change in the number of
people in each age bracket.

B Our baseline case holds today’s participation rates constant to evaluate the
impact of broader population aging on the workforce. Because participation
rates among older workers are lower in Europe than elsewhere, aging takes a
particularly sharp toll. At current participation rates, the EU-4 workforce is
projected to fall by 7% by 2025, considerably worse than the 2% decline in
the full 15-70 age bracket. In Japan, the pressures of aging mean that both
the workforce and the overall 15-70 population are projected to shrink by
some 15%. The US workforce is projected to rise by 10%, lagging the 13%
increase in the 15-70 population.

M As an alternative, we assume that ‘60 is the new 55’ across the G6. In this
‘climbing participation’ scenario, participation rates for workers 55 and older
rise gradually over the next two decades, so that by 2025 each five-year cohort is
working at rates currently seen in the immediately preceding cohort. Thus, in
2025, people aged 55-59 work at rates currently seen among 50-54-year-olds.
People aged 60-64 work at the rate of 55-59s today. People aged 65-69 work at
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the rates of 60-64s today. We have stopped this exercise at age 70—though
advances in life expectancy may well mean that people in their 70s are fit to
work more by 2025. Because this shift is phased in over a full 20 years, it
would not entail a dramatic shock to older workers’ current expectations.

Under our climbing scenario, the biggest gainer is Europe, where the EU-4
workforce grows by 5% over the next two decades rather than shrinking by 7%.
The US also gets a substantial boost: the workforce grows 17% rather than our
baseline 10%. In Japan, the workforce is still projected to shrink—but by 9%
rather than by 15%.

Europe: Biggest gain, hardest challenge? Europe stands to gain the most
from our exercise, largely because its older population currently works the
least.” Although participation rates currently peak at slightly higher levels in the
EU-4 than in the US or Japan, they fall off more sharply thereafter. Across the
EU-4, participation rates for workers above 55 have averaged only 30% in
recent years, against 54% for Japan and 48% for the US. Participation rates
among younger workers are roughly equivalent to US rates but are lower than
those in Japan. The notable exception is Italy, which has significantly lower
participation rates among all except the very oldest age groups.

As noted above, our climbing scenario swings the EU-4 labor force from a
decline of 7% over the next 20 years to an increase of 5%. Germany gets the
biggest boost from higher participation: rather than declining by 11%, its
workforce instead grows by 1%, slightly ahead of the 2% decline in the overall
population. In France and the UK, the workforce grows nearly twice as much as
the overall population. In Italy, changing participation rates is not enough to
offset the overall aging trend, and the workforce still declines by 1% over the
period. But even this is an improvement on the 3% decline in the overall
population.

To see if Europe could realistically improve further, we added another element to
the calculations. Employment rates among older workers still ‘climb’, as before,
while participation rates among younger workers across the EU-4 rise to levels
currently seen in the UK. This is quite a challenge in Italy but is more manageable
elsewhere. When combined with our climbing analysis, this boosts the EU-4
workforce growth rate over 20 years to 10%—a dramatic improvement on our
baseline of -7%.

Japan: Aging is inescapable. In Japan, even our best efforts still produce a
fairly gloomy outlook. Japan already has the highest participation rates among

3. Our European economists have conducted a related analysis, looking at the implications for savings. See ‘Lisbon Agenda Crucial to Combat Age-
ing,” Euroland Weekly Analyst, 1 April 2005.
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The 55+ Bracket in the US Is "Young' Relative
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older workers, and its older workers are already ‘older’, clustered in the 65+
segment. This means that our climbing scenario can make only a small dent in
the country’s rapid aging trend, cutting the decline in the workforce from 15%
to 9%. The workforce will still shrink more rapidly than the overall population,
which is forecast to decline by 6%. Japan could get a small boost from higher
participation rates among older female workers (which are lower than
elsewhere in the G6), but even this would only add about one percentage point
to the workforce growth rate.

US: Picture is brighter, but aging is still a burden. The US doesn’t ‘need’
higher participation as acutely as Europe and Japan do. Higher rates of fertility
and net migration, as well as a younger population, mean that aging takes a
smaller toll on the US workforce. Our baseline case shows the workforce
growing at a more-than-respectable 10% by 2025, well ahead of our best case
in either Europe or Japan.

But the ‘60 is the new 55’ argument applies to the US as well. Why shouldn’t
older people work more, and longer? Aging will be a burden even if the US
workforce grows by 10%, given that the total population is forecast to grow by
a much more robust 18%. The 17% workforce growth generated by our
climbing scenario would help to offset the increase in the population share
above 65.

Higher participation is also important because there is a risk that the recent
improvement in participation rates among older workers may be temporary.
Today’s older workers are relatively ‘young’, with the baby boomers clustered
at the lower end of the 55+ bracket. This creates a bulge that accounts for about

As Life Expectancy Has Risen, US Retirement
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half the increase in the participation rate among 55+, and it should continue to
fuel participation rates for the next five years. But beyond 2010, as the baby
boomers move to the older side of the 55+ cohort, their participation rates could
fall back to early-1990s levels.

The Payoff: Higher Growth and Per Capita Income

The payoff from having older people work longer is higher trend growth
and higher per capita income. To identify how much economic growth our
scenarios can generate, we return to the basic model of growth that we
used in our BRICs analysis. In this model, GDP growth is a function of
three components: growth in employment, growth in the capital stock and
growth in technical progress, or total-factor productivity. In our original
BRICs analysis, we held growth in the capital stock and in TFP constant
for each of the G6. Thus demographics (specifically, growth rates in the
15-60 age bracket) were entirely responsible for the divergence in trend
real GDP growth paths (2.3% in the US, 1.5% in the EU-4 and 1.2% in
Japan) over the next 20 years.

To quantify the impact of higher participation rates and longer working lives,
we have re-run this model using the results of our ‘climbing’ scenario to 2025.
Although we use a bigger pool of working-age people (15-70 rather than 15-
60), this does not throw off our comparisons, since we are interested in the
growth rates in these population shares rather than the absolute numbers.

The results suggest that changing participation rates and expectations about
retirement is well worth the effort:

B Trend growth over the next two decades is higher than in our original
projections by 0.6ppt in Europe, 0.5ppt in the US and 0.3ppt in Japan.

B Within Europe, Germany sees trend growth nearly three-quarters of a
percent higher over the next 20 years, with a significant acceleration in the
decade after 2015. Trend growth is 0.6ppt higher in both France and the UK.
In Italy, potential growth gains more than half a percentage point—more
than the US.

Bl If we extend the growth projections out to 2050, keeping participation rates
constant at the new levels after 2025, trend growth over the whole period is
nearly 0.3ppt higher in Europe and 0.2ppt higher in the US and Japan.

G6 Trend GDP Growth Gets a Significant Boost Raising Participation Makes Per Capita Income
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2.8
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Source: GS calculations. Source: GS calculations.

4. Dreaming With BRICs: The Path to 2050, Global Economics Paper No. 99, 1 October 2003.

Issue No: 132 10

28th September 2005



Goldman Sachs Economic Research

Global Economics Paper

The Burden of Aging Is Inescapable The Largest Economies in 2025: EU-4 Could Switch Places
Dependency ratio: number of people aged 65+ for each 100 aged 15-64 With China If Workforce Participation Climbs
& Us Size of GDP, 2003 US$
.- - UK 25,000
65 - Japan m Original BRICs Projections
France 20,000 - G6 Climbing Scenario
55 A Germany

Italy

45 |
35 4
25 4
15 T T T T T T T T T
2005 2010 2015 2020 2025 2030 2035 2040 2045 2050
Source: US Census Bureau International Projections Source: GS Calculations

15,000 4
10,000 4
5,000 - I I
N B =
us

China EU-4 Japan

India

W Higher trend growth makes G6 citizens richer. Again, the impact is felt most
dramatically in Europe. Per capita income is 16% higher than under our
original projections in Germany, 13% higher in the UK and France, and 12%
higher in Italy. This pushes Germany slightly ahead of France. In the US, per
capita income is 11% higher, and in Japan 7%.

W Higher growth also helps the G6 to narrow the gap with the BRICs, though it
is not enough to counteract the BRICs’ rise over the long term. In 2025, the
EU-4 combined is 13% larger than China, rather than slightly smaller. China
still overtakes the EU-4 before 2050, however.

How to Make 60 the New 55

Given the large boost to long-term growth and income that higher participation
could generate, we believe making 60 the new 55—or, better yet, making 60
the new 50—should be a key objective across the G6.

To some extent this transition should happen naturally. Retirement may be
enjoyable, but it can also be expensive. As asset returns fall and pension
promises (both public and private) come under pressure, people may decide
that they simply cannot afford to retire as early as they do now. Others may
wonder what they would do all day for the next 20 or so years. Better physical
health, desk jobs and a reluctance to become ‘old’ may convince many baby
boomers to continue working well into their 60s. The recent rise in participation
rates among older workers in the US and the UK provides some evidence that
this trend may be taking hold.

G6 governments can do much to facilitate this shift by improving the financial
incentives for people to work longer. This would be especially helpful in
Europe, where it is difficult to imagine significantly greater participation rates
under current incentive systems. Higher employment is an explicit goal of the
EU, which set ambitious employment targets as part of its Lisbon Strategy in
2000. In an effort to make the EU the ‘most dynamic and competitive
knowledge-based economy in the world’, the EU is seeking to raise the average
employment rate from 61% in 2000 to 67% in 2005 and to 70% by the end of
the decade. Progress toward this ambitious target has been slow, with the
employment rate reaching just 64.4% in 2004. Although EU national
governments, most notably France and Germany, have taken some steps to
reform their labor markets, these steps have been tentative and have fallen far
short of what would be needed to increase employment to the Lisbon levels.
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Throughout the G6, the obvious step would be to raise the age of eligibility for
public pensions, bringing it more in line with modern life expectancies.
Although some developed countries have raised their eligibility ages in recent
years, formal retirement rates still fall well short of where they ‘should’ be. For
example, the age at which people can receive full pension benefits in the US
held steady at 65 from the inception of the program in the 1930s until just a few
years ago. It is now rising gradually, but only to 67, and with a 25-year phase-
in period. Yet the US Social Security Administration itself estimates that
increases in life expectancy already make 71 the appropriate retirement age.

Other governments have also taken steps to extend the age at which people receive
public pensions. Eligibility ages have risen or will rise to 65 from 60 in Japan and
for men in Germany and women in the UK. But the age is still 60 in France and for
women in Italy, despite significant increases in health and life expectancy.

Raising the age at which (reduced) benefits are first available would also help, not
least because it would signal that retirement ages across the board should be higher.
So would other financial incentives, including true actuarial fairness in state
pensions, and tax and benefit reforms to ensure that people who continue to work
while receiving pensions are not penalized.

Governments can also do their part to change expectations about retirement. Higher
pension-eligibility ages are a key part of this. Other steps could include stiffening
restrictions on age discrimination; requiring flexible working conditions for older
workers; offering tax credits to firms hiring older workers; reducing individual
income tax rates for older workers; and funding job retraining programs. Older
workers might also benefit from broader labor-market reforms in continental
Europe that encourage firms to hire casual workers.

Aging Is Inescapable...Flexibility Is Key

Changing expectations about retirement will not be easy. Structural reform is
always difficult, and voters’ appetite for painful change is limited. But the potential
gains of higher living standards in the future should make trying worthwhile,
and growing concern about the reliability of public pensions should help to
make the case. The burden of aging will be significant even in the best case.
Dependency ratios will soar in the G6 over the next 20 years, straining pension
systems and national savings. In this respect, the upward trend in older
workers’ participation in the US and the UK is encouraging. Flexibility—in
working lifetimes, pension systems and, most importantly, in expectations—
will be essential if G6 countries are to meet the challenges of their own
demographics.
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