
Continental Europe’s lavish government 
benefits protect the old against poverty 
but are threatening to bankrupt the states 
that offer them. The French finance min-
ister recently told parliament that the 
government was looking at an unfunded 
pension liability of €900 billion 
(Cdn$1.3 trillion) on top of already re-
cord levels of public debt. The Italian 
government passed a pension reform bill 
that extends the retirement age to 60 (up 
from 57) for many workers, encourages 
them to save more and to invest in pri-
vate pensions. How-
ever, the govern-
ment has agreed to 
delay implementa-
tion until 2008, 
which gives the 
bomb longer to tick. 

Canada’s Chief Actuary has stated for 
the record that the public pension sys-
tem, the Canada Pension Plan, is sound 
for the next 75 years.2 Shockingly, Cana-
dians have accumulated in their private 
pension plans and RRSPs less than half 
the equivalent in of those in Britain or 
the US.3 How will the deficiency be 
made up? 

What happens in 2006 will be just the 
first inkling of the challenges ahead.  
Populations around the world will begin 
ageing at an unprecedented rate.  For 
instance, Canada’s Finance Minister says 
the ratio of workers to retirees will de-
cline from 5:1 to 2.5:1 by 2010.4 In Ger-
many for most of the past 30 years, the 
dependency ratio – the proportion of 
people over 65 to those aged 20 to 64 – 

has hovered around 25%; over the next 
30 years it will climb to 50%. By 2015, 
one in four Japanese, or 30 million peo-
ple, will be over age 65.  Already, 
25,000 Japanese are over age 100 and 
that number is going to rise quickly.5  

The main question for all governments 
is: who should provide for people in 
their old age - businesses, governments 
or the individuals themselves?  

Individuals can best gauge how much 
retirement income they need to live com-
fortably, and when they are really too 
old to keep working. But individuals are 
also the most prone to, and the least able 
to withstand, bad investment decisions.  

Employers are better at investing. But 
pensions require them to make promises 
that come due forty or fifty years later 
when market conditions may have 
changed radically. Moreover, having 
your retirement dependent on the same 
firm that provides your pay cheque puts 
all your financial eggs in one basket, a 
violation of basic investment principles. 

Public pensions are usually pay-as-you-
go (PAYG), taking benefits for retirees 
out of current workers’ benefits; this is 
in contrast to private pensions, which 
generally pay benefits out of investment 
earnings. PAYG schemes work very 
well as long as the workforce is steadily 
growing. Throughout the rich world, 
however, this pyramid scheme is rapidly 
running out of new workers, as birthrates 
fall well below replacement rates. 

The problem is that governments have 
simply promised pensioners more than a 

T he year 2006 could be a pivotal 
one.  This is the year that the 
leading edge of baby-boomers, 
that generation born in the two 

decades after WWII, turns 60.  Over the 
next twenty-five years, baby-boomers - 
who make up about one-third of western 
populations and who have dominated 
schools, workplaces, housing prices, con-
sumer trends and stock markets - begin the 
long march from employment to economic 
dependency. 

Most retiring baby-boomers will be all 
right. Many are in for a surprise: they will 
have underestimated just how much they 
will need in retirement and just how 
quickly inflation can whittle away their 
purchasing power. A few will be distraught 
because they cannot afford to retire.   How-
ever, none will be more shocked than gov-
ernment treasuries as they try to defuse the 
time-bomb of public pensions. 

A new World Bank report, “Old-Age In-
come Support in the Twenty-First Century: 
An International Perspective on Pensions 
and Reform”, says that growing demo-
graphic and economic pressures are forcing 
both developing and developed countries 
to undertake urgent pension reform.1   

Britain is the latest country to search for 
answers. A commission, which was 
charged with finding ways to reform the 
pension system, urged the government to 
make sweeping changes that would force 
people to save more and to delay early 
retirement.  The commission recommended 
increasing the state pension age to 68 by 
2050.   
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for older workers to delay their retirement 
until later in life in order to maintain a 
sufficient workforce to sustain growth. 
The bottom line is boomers will have to 
save and invest more if they want to retire 
comfortably.   

Because few of today’s politicians will be 
present when the pension time-bomb fi-
nally explodes, they have put off painful 
changes to the system.  Those public pen-
sion schemes left unreformed will eventu-
ally blow up, and the resulting mess will 
be difficult and expensive to sort out.  
And unlike individual or corporate pen-
sion disasters, the politicians’ failure to 
deal with this issue could overwhelm the 
affected country’s finances.  The year 
2006 could also be the high water mark 
for low taxation governments; from now 
on the pressure to raise taxes to cover the 
cost of public pensions may become irre-
sistible.   

The private sector will be called upon to 
help defuse this time-bomb.  Bomb dis-
posal squads include wealth management 
firms, health care firms and those compa-
nies catering to greying boomers.  The 
economy is about to be shifted by this 
generation once again: to the lifestyles of 
the elderly.  

From 2006, astute investors may want to 
have some exposure to those firms serv-
ing the needs of the biggest, healthiest 
and wealthiest generation in history.  
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shrinking workforce can realistically de-
liver, and even now few politicians are 
facing up to this fact.  

If a government wants to deal with the 
pension schemes, it has to raise more taxes, 
reduce benefits, make budget cuts else-
where or delay retirement ages. Because of 
the difficulty of raising taxes, governments 
in many developing countries choose to 
prune back other social spending, typically 
for health and education. In many cases, 
the World Bank report says if problems 
like these are not solved, falling economic 
growth and greater poverty may be the end 
result. 

Over and above the economic impetus for 
reform are three profound changes in so-
cieties and the ways in which people now 
work.  

First, the numbers of women in the work-
force worldwide have jumped considerably 
in recent decades, but most pension sys-
tems are designed for workers with full-
time careers. This does not reflect the ex-
perience of most women, who may leave 
their jobs to raise children, earn lower 
wages, and typically outlive their husbands 
by several years. Lifelong marriage has 
also become the exception, rather than the 
rule in many countries. In many countries 
belonging to the Organisation for Eco-
nomic Co-operation and Development 
(OECD), divorce rates are so high that 
some fifty percent of marriages are thought 
unlikely to survive, resulting in large num-
bers of older individuals living in single 
households. All of these trends place 
women at greater risk of poverty in old 
age. 

Second, a more recent development is the 
reduction in full-time salaried jobs and the 
increase in part-time work, in self-
employment and in temporary jobs. What-
ever the reason for these developments, 
these workers do not fare well under many 
current private pension schemes, which are 

based on a full-time employment model. 
Pension systems will need to be extended 
to provide access and portability of bene-
fits to these 21st century workers or many 
will be at risk of poverty in old age. 

Third, the world’s elderly population is 
growing briskly as a result of increasing 
life expectancy and falling fertility rates. It 
will result in a steadily rising average age 
of the population throughout the world, a 
rising number of elderly (age 65 and 
above), an even greater increase in the 
number of very elderly (85 and above), and 
a rising dependency ratio.  This trend is 
most pronounced in Europe and Japan and 
least pronounced in Africa and the Middle 
East, but it is a reality in nearly all coun-
tries, and is occurring at a much faster pace 
in the developing than in the developed 
world.  

While nearly 60 percent of the elderly live 
in developing countries, that share is pro-
jected to increase to 80 percent by 2050. 
The developed economies got rich before 
they got old but developing countries are 
getting old before they get rich. Both face 
profound challenges as a result of popula-
tion ageing. 

It may get more interesting for the tail-end 
of retiring boomers – though, again, not for 
government treasuries.  Dr. Michael Rose, 
an expert on longevity at the University of 
California, forecasts that the human life-
span could be extended to age 200 within 
50 years.6 The abrupt change in the age 
structure of the population is cause for 
concern.  It will slow growth and increase 
the burden on overloaded welfare states. 

This change has major implications. Pen-
sion systems that collect taxes from one 
generation to provide benefits to their par-
ents will need to be adjusted to the reality 
that elderly people live longer lives today 
than when these systems were first de-
signed. In addition, the systems will need 
to be more flexible to provide incentives 
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