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Changing life cycles and 
population ageing : an ovewiew 

Ageing : a general trend 
Ratio 65+115-64 (UN projections, medium variant, in %) 
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About macro-consequences 

*General economic growth 

*Capital markets 



General economic growth 

Mechanical (one-per-one) effects on 
potential growth, total and per head 
The mechanical effect on per capita 
growth is equal to the change in the 
global support ratio (1 5-64ltotal 
population) 

Contribution of the global dependency ratio 
to growth of GDPlhead 

(Source UN, medium variant, % per year) 

+-North America 



Non mechanical effects 

Will the true effect be stronger or lower 
than that ? 
- A  negative impact of ageing on productivity : 

seems to be weak, and no fatality (life long 
learning) 

- Possible compensation of higher dependency 
ratios by higher LFP rates 

lmpact on capital markets 

Conventional wisdom derived from standard life- 
cycle theory (LCT) : older people are dissavers 
and aging should depress savings rates. 
More precisely, there are two steps : higher 
dissavings are a compensation for a first phase 
of increased savings by large cohorts of baby- 
boomers who anticipate large retirement needs. 
Leads to the so-called asset meltdown 
hypothesis (AM H ) .  
9Assets bought at increasing prices during the 

first phase will be resold to later cohorts at 
depressed prices. 



A (weak) illustration of the first 
phase 
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The AMH hypothesis : what 
implications ? 

Reminds us that, in principle, funded 
pension systems are not less affected by 
demographic shocks than unfunded ones 
(even when they have higher returns in the 
long run) 
But not necessarily sufficient to predict a 
dramatic decline in asset prices for the 
next decades 



The AMH hypothesis : is it relevant ? 

Empirical validation remains weak 
Naive LCT is challenged on many aspects: 
- Agents are more myopic and less rational 

than assumed by the theory 
- Under current conditions, people remain 

savers during their retirement period (bequest 
motive) 

But actual behaviour could come closer to LCT if 
pension levels decline and if institutional 
innovations make it easier to consume one's 
capital after retirement (e.g. reverse mortgage). 

Some more specific 
consequences for insurance 



The demand for old age 
insurance 

Even if people move closer to expected 
life-cycle behavior, the impact of ageing 
will remain mediated by many other 
parameters. 
If pension reforms succeed in maintaining 
high replacement ratios through massive 
postponement of retirement age, the 
impact on demand for additional coverage 
could remain weak. 

But demand should remain 
dynamic . . . 

. . . if people go on retiring early (by choice 
or because of labour shortage) 
. . . or if they wish to compensate for less 
generous indexation rules of pensions 
after retirement (that will progressively 
erode their relative standard of living). 

. . . or if they worry about consequences of 
ageing for health and invalidity. 



Health and invalidity 

Same uncertainties at the macro level as 
for global life-expentancy. 

The mechanical elasticity of health 
expenditures to global ageing is 
(paradoxically) lower than for pension 
expenditures 

The pure impact of aging on health 
expenditures (an example) 
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Ageing and health expenditures : 
the uncertainties 

This is due to the fact that the age profile 
of health expenditures is much smoother 
than the profile of pension expenditures. 
There is also the question of knowing 
whether the profile of expenditures will or 
will not move rightwards in parallel to the 
average age at death. 
This question also arises for old age 
invalidity. 

Old age invalidity 

Little doubt that the phenomenon will 
gain importante 

But the order of magnitude will depend 
on the average duration spent in 
invalidity 

+ One example of projections for France 



Assumptions on the average length of the 
period spent in invalidity 
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lmplications for the number of old age 
dependant 

(~rance, source : INSEE) 
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The need for coverage 

Demand for additional coverage will of 
course depend on the way this risk will be 
covered by social insurance. 
A scenario of indexing invalidity benefits 
on prices makes this increase managable 
for public finances, but at the cost of a 
strongly reduced level of coverage at the 
individual level : who will cover the 
difference ? 


