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PREFACE

This report on “Aging and Economic Growth
Potentials in the Pacific Region” is the 11t report in
a series of studies conducted by the Pacific
Economic Outlook (PEO) Structure Project. PEO/
Structure is one of the projects under the Pacific
Economic Cooperation Council (PECC) and deals
with longer-term structural issues of macroeco-
nomics in the Pacific region.

Aging population has recently attracted increasing
attention in developed as well as emerging market
economies because of its potential risks for slow-
down in economic growth, stagnation of technical
innovation, and the fiscal burden it can impose
through public pension and health insurance plans.
Focusing on the Pacific region, one of the most
rapidly aging regions, we examine these issues. In
particular, we focus on the first two questions in
order to enhance mutual understanding of the situa-
tions member economies face and the policy impli-
cations.

So far we have heard a great deal about the potential
negative impacts on economic growth of aging
based on past data. In assessing future prospects,
however, we should take into account possible
adjustments, both endogenous and exogenous
(including policy responses), to the new reality of
aging population. In particular, we are interested in
the impact of an aging population on potential
economic growth through its effects on private
saving behavior and productivity growth in the
foreseeable future, and this may be very different
from what has occurred in the past.

First, we attempt to grasp an accurate picture of the
population dynamics in each member economy.
While uncertainty surrounding prediction of the
population is unavoidable, it is nevertheless true
that predictions of aging, fertility declines and
expanding life expectancies have always been
underestimated. We also found this trend to be true
for member economies.

With regard to the economic effects of an aging
population, particular attention has been paid to the
similarities and dissimilarities of its relationship to
labor supply, physical and human capital formation,
and productivity across member economies as well
as across periods. We have had reasonable doubt as
to the steadiness across periods and similarities
across economies in terms of labor market participa-
tion, saving and investment behavior of the private
sector, and productivity growth, on which a bulk of
prior studies were crucially based on. We proceed in
this study with caution with respect to simplistic
extrapolation of past data and attempt to explicitly
take into account various channels with which
private as well as public sectors adjust to the new
realities of population aging in future decades.

This report is a summary of studies conducted by
the PEO/Structure Project under the coordination of
Dr. Akira Kohsaka! The first section of the report
provides an overview, prepared by Dr. Kohsaka, on
aging and economic growth potentials in the Pacific
region as a whole. The second section consists of
executive summaries of individual countries/regions
that were submitted by specialists from each PECC

I Akira Kohsaka, Ph. D., is Professor of Economics at the Osaka School of International Public Policy, Osaka University, Osaka, Japan.
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member economy. JAPAN COMMITTEE FOR PACIFIC ECONOMIC OUTLOOK

Address : 29th Floor Nakanoshima Center Bldg.,
6-2-27 Nakanoshima, Kita-ku,
Osaka 530-6691, Japan

Email : peo@kiser.or.jp

Phone : 81-6-6441-5750

Fax : 81-6-6441-5760

Website : http://www.kiser.or.jp/peo

The PEO/Structure Project held two International
Specialists Meetings in March and September 2006
in Osaka, Japan. These meetings were hosted by the
Japan Committee for Pacific Economic Outlook
which has been housed in and staffed by the Kansai
Institute for Social and Economic Research
(KISER).2 The Committee has been sponsored by
the Ministry of Foreign Affairs of Japan and by
regional business communities, the relevant organi-
zations of which are the Pacific Resource Exchange
Center (PREX) and the Kansai Economic Federa-
tion (KEF).

Ambassador Yoshihisa Ara, Chairman of Japan
National Committee for PECC (JANCPEC), serves
as Chairman of the Japan Committee for Pacific
Economic Outlook. Mr. Hiroshi Isono, Deputy
Executive Director and Ms. Machiko Fujita,
Director coordinated the management of the PEO/
Structure Project. Dr. Janis Y. F.Kea provided edito-
rial support to the PEO/Structure Project.

The PEO/Structure Project presents its reports to the
meetings of PECC and the Asia Pacific Economic
Cooperation (APEC), forums of government offi-
cials and individuals in business, government and
academic sectors who are interested in economic
issues of the Asia-Pacific region.

For more information on the PEO/Structure Project,
contact the secretariat at the Japan Committee for
Pacific Economic Outlook.

2 The Kansai Institute for Social and Economic Research (KISER) is a nonprofit organization in Kansai (the region centered in Osaka, Kobe and
Kyoto) that has as its objectives contributing to the development of the national and regional economies through academic advances. KISER
promotes research projects under the cooperation of academia and local business community with the aid of governmental support. For more detail,
see the information provided.
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OVERVIEW:

AGING AND ECONOMIC GROWTH POTENTIALS IN THE PACIFIC REGION

BY AKIRA KOHSAKA

Introduction

The issue of an aging population has been attracting
increasing concern in developed as well as emerging
market economies because of its potential risks for
slowdown in economic growth, stagnation of tech-
nical innovation and the fiscal burden it can impose
through public pension and health insurance plans.
Focusing on the Pacific region, one of the most
rapidly aging regions, we would like to examine
these issues. In particular, we focus on the first two
issues in order to enhance mutual understanding of
the situation confronting members and in their
pursuit of appropriate policy.

Thus far we have heard a great deal about the poten-
tial negative impacts on economic growth of aging
based on past data. In assessing future prospects of
the impact, however, we should take into account
possible adjustments—both endogenous and exoge-
nous (including policy responses)—to the new
reality of aging population more seriously. In
particular, we are interested in the impact of an
aging population on potential economic growth
through its effects on private saving behavior and
productivity growth in the foreseeable future, and
these effects may be very different from that which
has occurred in the past.

First, we attempt to grasp the precise picture of the
population dynamics in each member economy.
While uncertainty on population prediction is
unavoidable, aging, fertility declines and expanding
life expectancies have always been underestimated.

We ascertained that this trend has continued across
member economies.

With regard to the economic effects of an aging
population, particular attention has been paid to the
similarities and dissimilarities of its relationship to
labor supply, physical and human capital formation,
and productivity across member economies as well
as across periods. We have had reasonable doubt as
to the steadiness across periods and similarities
across economies in terms of labor market participa-
tion, saving and investment behavior of the private
sectors and productivity growth, on which a bulk of
prior studies were crucially based on. We proceed in
this study with caution about the nature of more or
less simplistic extrapolation of past data, and we
attempt to explicitly take into account various chan-
nels through which private as well as public sectors
adjust to the new realities of population aging in
future decades.

Policy measures to enhance labor supply, domestic
saving and productivity have been scrutinized. For
each category, policy alternatives that are currently
practiced and their implementation and/or planning
are discussed across the member economies. The
composition of this overview is as follows:

Section 1 depicts demographic trends in the world,
across regions and in the PECC region. Trends in
fertility and life expectancy form the basis of demo-
graphic trends, which show common and uncommon
features across regions and individual economies.
Resulting changes in population structures or aging

AGING AND ECONOMIC GROWTH POTENTIALS IN THE PACIFIC REGION 7



are represented by the share of elderly and working
age populations, which show lagged as well as clus-
tering patterns within the PECC region as well as
across regions.

Sections 2 and 3 discuss the impact of aging on
economic growth and other macroeconomic vari-
ables, i.e., saving, investment and current account
balance, respectively. Some estimation of the impact
of aging is demonstrated to grasp quantitative
features in the context of the individual PECC
members. Section 4 touches on policy options
necessary to cope with the possible negative impacts
of aging as estimated in previous sections.

Section 5 then casts some doubt on the rationale of
conventional discussions and estimation results of
the impact of aging on economic growth and other
macroeconomic variables. In particular, it is pointed
out that the implications from these doubts are
particularly relevant to the PECC region, and this
may soothe exaggerated worries about the potential
negative impacts of aging.

1. DEMOGRAPHIC TRENDS
1.1 Global Demographic Trends

The demographic transition began around 1800
with declining mortality in Europe; it has now
spread to all parts of the world and is projected to be
completed by 2100. Before the start of the demo-
graphic transition, life was short, births were many,
growth was slow and the population was young.
During the transition, first mortality and then
fertility declined, causing population growth rates

first to accelerate and then to slow again, moving
toward low fertility, long life and an old population
(Lee 2003).

The data in Table 1 show that this transition has
generated enormous demographic changes in terms
of the size, composition and life cycles of popula-
tion. Since 1800, the size of the global population
has grown sixfold and by 2100 it will be ten times
larger. While the share of working population to the
total population will remain stable, the share of
children will be reduced by one-half and that of the
elderly will become five times larger, the latter of
which will surpass the former sometime during the
latter half of the 21st century. Life expectancy at
birth is now twice as long and by 2100, it will be
three times longer. In the meantime, total fertility in
terms of births per woman will fall from 6 to 2 by
2100. This implies that “in 1800, women spent
about 70 percent of their adult years bearing and
rearing young children, but that fraction has
decreased in many parts of the world to only about
14 percent, due to lower fertility and longer life”
(Lee 2003).

1.2 Regional Trends

These global developments mask considerable varia-
tion between countries and regions that are the
result of very different fertility, mortality and migra-
tion trends (IMF 2004). As Figure 1 shows, for
example, although fertility rates have fallen almost
universally in recent decades, they remain much
higher in developing than in advanced countries,
where they are generally below the replacement

Table 1. Global Population Trends over the Transition: Estimtates, Guesstimates and Forecasts,

1700-2100
Life Expectancy | Total Fertility Rate Pop Size Pop Growth Rate Pop <15 Pop > 65
(Years at Birth) |(Birth per Woman) (Billions) (%/Year) (% of Total Pop) | (% of Total Pop)
1700 27 6.0 0.68 0.50 36 4
1800 27 6.0 0.98 0.51 36 4
1900 30 5.2 1.65 0.56 35 4
1950 47 5.0 2.52 1.80 34 5
2000 65 2.7 6.07 1.22 30 7
2050 74 2.0 8.92 0.33 20 16
2100 81 2.0 9.46 0.04 18 21

Source: IMF [2004].
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rate. Even among developing countries, consider-
able differences exist—fertility rates are high in
Africa and the Middle East, but are below replace-
ment rates in East Asia and Central and Eastern
Europe. Likewise, while life expectancy has risen
across the globe over the past 50 years, life expec-
tancy still remains much higher in advanced
countries.

Figure 1. Fertility and Life Expectancy by Region

Among the PECC member economies, fertility rates
had fallen to less than 2.1 by as early as 1990,
except for Indonesia, Malaysia and the Philippines
where the rates remain higher (Figure 2). China,
Hong Kong, Korea, Singapore, Chinese Taipei and
Thailand witnessed especially sharp declines in
fertility rates since 1965. Turning to life expectancy,
Hong Kong caught up with and exceeded the United
States (Figure 2) by as early as 1970, Singapore did
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so by 1990 and then Korea by 2005. In China, Indo-
nesia, the Philippines, Chinese Taipei and Thailand
was life expectancy shorter than that of the United
States in 2005. In other words, the most notable
feature of the PECC region is that it covers the most
rapidly aging economies in the world—i.e.,
emerging markets in East Asia—in addition to
already aged advanced economies like Japan.

Figure 2. Fertility and Life Expectancy

According to the United Nations’ current population
projections (United Nations 2003), global popula-
tion growth will continue to slow. The population in
anumber of countries is actually expected to decline
over the next 50 years; for example, population is
anticipated to fall by 22 percent in Italy and 14
percent in Japan. In other countries, population
growth, although slowing, will remain robust,
reflecting their higher fertility rates. These trends
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will lead to a continuing redistribution of the world’s
population away from the developed countries.
Among the PECC economies, population will peak
by 2050 in China, Korea, Singapore and Thailand.

The world’s population will continue to age. The
elderly will account for an increasing share of the
population, although the pace and timing of aging
varies widely between countries and regions. The
elderly dependency ratio—i.e., the population aged

65 and older as a share of the working age (aged
15—-64) population—is projected to rise dramatically
in Japan and Europe, with lesser increases antici-
pated in the United States (Figure 3). Among the
developing country regions, aging will also begin to
accelerate in Asia and Latin America around this
time—with China experiencing particularly rapid
aging—but the share of elderly in Africa and the
Middle East, while rising, will remain relatively
small.

Figure 3. Elderly and Working-Age Population by Region
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The share of the working age population will fall in
advanced countries, but increase in many developing
countries. In Japan and some European countries,
this decline has already begun and is projected to
accelerate. In the United States, a high rate of immi-
gration and higher fertility rates result in a more
modest projected decline until 2025, after which the
share of the working age population stabilizes. In
developing countries, the share of the working age
population is projected to increase until 2015, and
then remain at this higher level as a declining share
of the young offsets a rising share of the elderly. The
working age share will, however, begin to decline in
some regions before 2050, first in central and
eastern Europe, and then in Asia and Latin America.
In the Middle East and Africa, increases in the
working age populations are projected out to 2050.

Figure 4 shows the shares of the working age and
elderly populations in the PECC region. As Japan is
the fastest in aging, its share of elderly will rise
beyond 20 percent of the total population by 2010
and beyond 35 percent by 2050. Among the PECC
economies, Hong Kong, Korea, Singapore and
Chinese Taipei will be joining the fastest aging club
by 2040; their elderly shares are projected to be
more than 30 percent. Subsequently Australia, New
Zealand and the United States will form the next
aging group with elderly shares of more than 20

Figure 4. Elderly and Working-Age Population

percent by 2030, and China and Thailand will catch
up by 2050. Aging is slow in Indonesia, Malaysia
and the Philippines, whose elderly shares are not
projected to reach 20 percent by 2050.

Among the PECC economies, the working popula-
tion share will reach its peak by 2015 except for
Indonesia, Malaysia and the Philippines (Figure 4).
While Japan used to have the largest share of
working age population among the PECC region in
the 1960s and 1970s, the country hit its peak as
early as 1990 and the country’s share of working
age population will become the smallest among the
region by 2015 and will continue to be so, falling to
nearly 50 percent by 2050. Hong Kong, Korea and
Singapore will face sharp increases in the share of
working age population from around 55 percent to
around 75 percent until 2015, but will face sharp
declines in the shares from then on, almost catching
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also experience sharp increases in the working age
population shares until 2015, but, in contrast with
the emerging market economies, the declines in
their shares will not be as rapid. Australia, New
Zealand and the United States will also witness
increases in their shares of working age population
and then will face declines, both of which are rela-
tively modest.
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Working Population (15-64 years old)
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2. IMPACT OF DEMOGRAPHIC CHANGES ON ECONOMIC
GROWTH

As we have seen, the world is in the midst of major
demographic transitions in which declining fertility
rates and increasing life expectancy are significantly
changing the age structure of national populations.
The timing and speed of the demographic changes,
however, are significantly different across countries.
Advanced economies began their transition several
decades earlier than developing countries. Hence
the age composition of populations differs greatly
between developed and developing countries.
Ongoing demographic changes will have significant
impacts on saving, investment and current account
balances in the years ahead.

Economic growth is presumed to come from such
sources as labor supply, capital formation and
productivity growth. First, demographic changes

directly affect labor supply through changes in the
working age population. Second, they indirectly
affect capital formation through changes in house-
hold saving behavior across their life cycles, in size
and composition of investment demand, and in
capital-labor ratios and rates of return on capital.
Third, they also indirectly affect productivity
growth through changes in quality of human capital
and innovation.

In order to assess the impact of demographic
changes on economic growth, we start our discus-
sion by examining some benchmark estimates of the
impact. Using a 115-country panel data set covering
the period 1960-2000, IMF (2004) investigated the
relationship between demographic variables and per
capita GDP growth, saving, investment, the current
account and fiscal balances. The key results of the
analysis are shown in Table 2.

Table 2. Macroeconomic Impact of Demographic Changes

gB%“ﬁZ!'EES@L Saving/GDP | InvesimentiGDP | 5 SNTERL o | o PO
Impact of :
Share of working-age population 0.080 0.72 0.31 0.05 0.06
Share of elderly population -0.041 -0.35 -0.14 -0.25 -0.46

Source: IMF [2004].
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The table shows the following, after controlling for
other explanatory factors:

*Per capita GDP growth as well as saving and
current account balances as a ratio to GDP are
positively correlated with changes in the share
of the working age population, and negatively
correlated with changes in the share of the
elderly.

* The share of the working age population is posi-
tively correlated with investment as a ratio to
GDP.

2.1 Impact on growth

Per capita GDP growth is positively correlated with
changes in the relative size of the working age
population and negatively correlated with changes
in the share of the elderly. This result suggests that
we can think of various channels through which
demographic changes affect economic growth.
First, the positive correlation with increased
working population partly reflects the direct
productive impact of a larger labor force. Second,
lower elderly dependency ratios may be expected to
raise saving, which in turn helps finance more
investment and increases output. Third, the control
variables themselves may also partly reflect demo-
graphic impacts. The lower the initial level of per
capita income, the larger the net positive impact of a
decline in fertility,! hence increasing working popu-
lation with some time lags. The impact of demog-
raphy on growth or the demographic dividend may
be supported, through a complementary relation-
ship, by institutional and policy frameworks such as
relatively open and competitive markets, substantial
investments in basic education, fiscal discipline and
a relatively deep financial sector. Per capita growth
is also found to be positively associated with life
expectancy, which may directly affect labor produc-
tivity through workers’ health and hence human
capital.

2.2 Estimated impacts of aging on growth

How large will the impact of projected demographic
changes be on economic growth and other macro-
economic performance? Combining the estimated
coefficients reported in Table 2 with the UN’s popu-
lation projections yields a sense of the potential
magnitudes, and how they may vary across
regions.

IMF (2004) summarizes as follows:

*In advanced countries, the impact of upcoming
demographic changes on growth could be
substantial. The estimates suggest that demo-
graphic change could reduce annual real GDP
per capita growth in advanced countries by an
average of 1/2 percentage point by 2050—i.e.,
growth would be 1/2 percentage point lower
than if the demographic structure had remained
the same as in 2000. Growth would be most
severely affected in Japan, while the impact in
the United States would be relatively small.

* The impact on growth in developing countries
will vary by region. In Africa and the Middle
East, per capita growth could be boosted by an
increase in the share of the working age popula-
tion. The results suggest that per capita growth
in 2050 could be 0.3 and 0.1 percentage points
higher, respectively, in these regions. In contrast,
demographic changes are likely to weigh on
growth in Central and Eastern Europe and, to a
lesser extent, in emerging Asia and Latin
America by 2050 (although in these latter two
regions, individual country experience will

vary).

The same framework can be applied to estimate
decade-to-decade impacts of demographic change
on economic growth in the past as well as projected
periods. Table 3 and Figure 5 show the result for
selected PECC economies. First, we find that all
economies experienced positive impacts of demo-
graphic changes on growth for some duration during
the latter half of the 20™ century. Even Japan
enjoyed this demographic dividend during the
1950s and 1960s, while developing PECC members
in East Asia did so persistently from the 1960s
toward the end of the 20t century.

Second, this positive impact will largely come to an
end by 2010 and negative impacts will begin in the
2010s (or later in Indonesia, Malaysia and the Phil-
ippines) toward 2050. While the first negative
impact since the 1960s sank in, first, in Japan in the
1970s, it hit the United States in the 1980s, and
Australia and New Zealand in the 1990s. Korea will
come next in the 2000s, and China, Hong Kong,
Singapore and Thailand will follow in the 2010s.

Third, with regard to the size of the impacts in terms
of per capita growth, both the positive and negative
impacts will be larger in Hong Kong, Korea and

14 PACIFIC ECONOMIC OUTLOOK STRUCTURE PROJECT



Table 3. Estimated Total Demographic Impacts on Per Capita Growth

1950-60 | 1960-70 | 1970-80 | 1980-90 | 1990-2000 | 2000-2010 | 2010-2020 | 2020-2030 | 2030-2040 | 2040-2050
Australia -0.34 0.13 0.12 0.08| -0.05 0.04| -037| -0.40| -0.15| -0.13
China -0.46| -0.00 0.29 0.52 0.09 024 -035| -0.41 -0.62| -0.17
Hong Kong, China| -0.88 0.17 0.62 0.08 0.09 0.09| -0.52| -0.95| -0.51 -0.35
Indonesia 0.00| -0.13 0.08 0.34 0.31 0.14 0.14| -0.09| -0.35| -0.34
Japan 0.33 0.33| -0.20 0.05| -033| -0.56| -0.62| -0.20| -0.52| -0.26
Korea -0.05| -0.01 0.58 0.50 0.11 -0.07| -0.30f -0.90| -0.78| -0.52
Malaysia -0.15 0.06 0.38 0.23 0.18 0.21 0.07| -0.12 -0.11 -0.26
New Zealand -0.26 0.11 0.21 0.15| -0.06 0.07| -0.30| -0.45| -0.18| -0.01
Philippines -0.10 0.05 0.13 0.18 0.24 0.30 0.19 0.04| -0.06| -0.28
Singapore -0.18 0.20 0.78 0.33| -0.21 0.14| -067| -1.22| -0.51 0.07
Chinese Taipei 0.44 0.17 0.19 0.18| -0.34| -0.84| -0.62| -0.72
Thailand -0.15| -0.05 0.40 0.53 0.25 0.02| -0.21 -0.38| -0.30| -0.29
United States -0.41 0.12 0.30| -0.06| -0.00 0.06f -0.29| -0.32| -0.07| -0.03

Source: Author’s calculation based on Population Projections for Taiwan Area 2006-2051, http://www.cepd.gov.tw/encontent/
en_data/en_list.jsp?linkID=239&parentLinklD=112, and National Income, http://eng.stat.gov.tw/Ip.asp?ctNode=3567&
CtUnit=1179&BaseDSD=7

Figure 5. Estimated Demographic Impacts on Per Capita Economic Growth
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Singapore than in the other PECC economies, and
the negative impacts in the near future will be
sharper and more acute than the positive ones in
previous periods in those economies. Somewhat
surprisingly, their negative impacts will be even

larger than will occur in Japan. One of the reasons
for this asymmetry comes from the negative impacts
arising from the increasing share of the elderly
population as opposed to either positive or negative
impacts from the increasing and then decreasing
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share of the working age population.

3. IMPACT OF DEMOGRAPHIC CHANGES ON SAVING,
INVESTMENT AND CURRENT ACCOUNT

The conventional argument is that the demographic
impacts on saving come from individuals’ consump-
tion smoothing behavior over lifetimes. This life-
cycle behavior is assumed to show dissaving when
individuals are young, little saving early in adult
life, high saving at the middle and end of the
working life, and then low or negative saving after
retirement. Changes in the age composition of the
population therefore affect aggregate personal
saving. In particular, a demographic transition
initially increases household saving as it reduces the
number of young dependents and increases the
number of working adults, but eventually it reduces
saving as a larger portion of the population retires
and reaches old age.

There are, however, ambiguities on saving behavior
in the later stages of the life cycle. Studies based on
macroeconomic data generally support the predic-
tions of lifecycle approaches (for example, an
increase in the elderly dependency ratio reduces
saving). Studies based on microeconomic data,
however, have cast some doubt on the extent to
which the elderly dissave.?2 This may be because
simplified lifecycle approaches do not adequately
take into account the desire of the elderly to leave
bequests, or their uncertainties about their lifespan
after retirement and the financial support they will
need. Some empirical studies based on household
survey data do not adequately incorporate the public
pension portion of elderly incomes, and this is why
they may appear at odds with lifecycle behavior.3

Furthermore, when thinking about national saving,
it is important to keep in mind that it consists of not
only household saving but also corporate and public
saving, all of which could behave in a very uncorre-
lated manner. For example, if we look at macroeco-
nomic developments in the global economy since
1997, about two-thirds of the fall in saving rates in
the industrial countries has been due to a reduction
in private saving, with falling household saving
only partly offset by higher corporate saving (IMF
2005). Noticeably, corporate saving has replaced
household saving as the main source of private
sector saving in industrial countries. In contrast, the
saving rate in emerging markets has resumed its

secular increase, reaching a record high level in
2004. A substantial part of this increase reflects
higher public saving.

These aggregate developments, however, mask
considerable variation between the countries and
regions. The recent deterioration in saving rates in
industrial countries has been particularly marked in
the United States and Japan. In Japan, this is a
continuation of the decline in saving that began in
the early 1990s, driven by a large drop in public
saving. In the United States, saving has declined
sharply since the late 1990s driven initially by a
drop in private saving and since 2000, by the swing
in the government budget from surplus to substantial
deficit. Furthermore, in both Japan and the United
States, corporate saving has risen substantially,
offsetting lower household saving. Accordingly,
there are good reasons why national saving does not
necessarily appear to be consistent with the lifecycle
hypothesis for household saving behavior.

With regard to investment, empirical studies gener-
ally find that investment is positively related to the
share of young population.# Countries with higher
youth dependency rates face a relatively higher
demand for investment in human capital and infra-
structure. As a population ages, however, the labor
force grows more slowly and the level and composi-
tion of investment (for example, in medical facili-
ties) shift with the needs of a more elderly
population.

The net effect on the saving-investment balance
may or may not vary during the different stages of
the demographic transition. Countries with a rela-
tively young population may experience current
account deficits, when investment demand outstrips
domestic saving. As children age, fertility rates
decline, life expectancy rises and the share of
working population increases, which in turn may
tend to cause saving to rise faster than investment.
Hence, as economies go through the middle stages
of a demographic transition, they are expected to
experience current account surpluses. Eventually, as
the aging of the population continues, the net impact
on the saving-investment balance becomes ambig-
uous, reflecting uncertainty about the relative
effects of rising elderly ratios on saving and invest-
ment. Although higher elderly dependency is often
associated with an excess of investment over saving,
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and hence a current account deficit, this partial
correlation has lower statistical reliability.?

3.1 Estimated Impacts of Aging on the Current Account
Balance

Just as in the case of estimated impacts of aging on
per capita economic growth, the IMF (2004)
summarizes the estimated impacts on current
account balance as follows:

* Current account balances increase with the rela-
tive size of the working age population and
decrease when the elderly dependency ratio
rises. Although saving and investment are both
affected by the age structure of the population,
so that it is not immediately obvious what
impact demographic change should have on the
current account, most empirical studies agree
with this. The same framework can be applied to
estimate decade-to-decade impacts of demo-
graphic change on economic growth in the past
as well as projected periods.

* Future demographic changes could lead to large
changes in current account balances. In
advanced economies, the negative impact of
population aging on saving will generally result
in deteriorating current account balances;
indeed, for Japan, the results suggest that the
deterioration could be on the order of 2 1/2
percentage points of GDP. The major exception
is the United States, where demographic devel-

opments could lead to an improvement in the
current account position of over 1 percentage
point of GDP.

As before, let us turn to the estimated decade-to-
decade impacts of demographic change on the
current account in the past as well as projected
periods. Table 4 and Figure 6 show the result for
selected PECC economies. First, while we see
negative impacts in developed economies and posi-
tive impacts in developing economies in the region
until the 1980s, negative impacts have prevailed in
both groups since the 1990s and then more or less
large negative impacts will develop in the 2010s.
This is simply because we assume a relatively large
impact of the share of the elderly population (-0.25)
as compared to the share of the working age popula-
tion (0.05).

Second, as a result of the above, while Japan turned
out to have had persistent negative impacts since
1970 and toward the 2000s in terms of the current
account when it had persistent current account
surplus, the country will have less negative impacts
from the 2020s onwards. Third, somewhat surpris-
ingly, advanced economies in the region will suffer
from significant negative impacts in the 2020s, and
Hong Kong, Korea and Singapore (and later China)
will face serious negative impacts in their current
accounts.

Table 4. Estimated Total Demographic Impacts on Current Account

1950-60 | 1960-70 | 1970-80 | 1980-90 | 1990-2000 | 2000-2010 | 2010-2020 | 2020-2030 | 2030-2040 | 2040-2050
Australia -0.30 0.13| -0.22| -0.31 -0.24| -0.34| -1.02| -1.02| -0.55| -0.35
China -0.36 0.11 0.09 0.12| -0.22| -0.19( -1.03| -1.25| -1.74] -0.40
Hong Kong, China| -0.62| -0.17| -0.18| -0.40| -0.51 -0.26| -1.45| -244| -129| -0.76
Indonesia 0.14| -0.02| -0.04 0.15| -0.05| -0.16| -0.21 -0.67| -1.05| -1.04
Japan 0.03 -0.11 -0.55| -0.64| -138| -152| -1.67| -058| -1.20f -0.59
Korea -0.10| -0.01 0.25 0.05| -047| -092| -1.16| -2.31 -2.04| -1.27
Malaysia 0.29 0.04 0.17 0.15 0.02f -0.10| -0.48| -0.77| -0.65| -0.84
New Zealand -0.07 0.09| -0.21 -0.16| -0.22| -0.25| -1.00| -1.23| -0.59| -0.12
Philippines 0.07 0.06 0.02 0.12 0.08 0.01 -0.22| -047| -0.67| -0.94
Singapore -0.05| -0.17 0.20 0.01 -0.49| -054| -210| -2.85| -1.38 0.09
Chinese Taipei -0.03| -0.33| -043| -0.32| -1.39| -232| -1.81 -1.91
Thailand -0.03| -0.06 0.19 0.20f -0.32| -0.44| -0.85| -1.18| -0.91 -0.81
United States -0.46| -0.06| -0.13| -0.26| -0.03| -0.08| -0.86f -0.97| -0.27 -0.11

Source: Author’s calculation based on Population Projections for Taiwan Area 2006-2051, http://www.cepd.gov.tw/encontent/
en_data/en_list.jsp?linkID=239&parentLinklD=112, and National Income, http://eng.stat.gov.tw/Ip.asp?ctNode=3567&
CtUnit=1179&BaseDSD=7
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Figure 6. Estimated Demographic Impacts on Current Account
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4. HOW TO COPE WITH POSSIBLE ECONOMIC SLOWDOWN?

Admitting that the impact of aging on economic
growth and other macroeconomic developments is
far from unambiguous, a policy that responds to
aging in order to enhance labor supply, saving/
investment and/or productivity is needed. We can
summarize potential policy implications against
possible negative impacts of aging along the lines
put forth by the IMF (2004).

Labor supply. Increasing labor market participation
rates is critical in order to cope with a decline in the
labor supply. Measures to enhance labor force
participation rates and labor supply, particularly
among women and elderly have therefore attracted
considerable attention. The increase in the participa-
tion rate among the working age population that
would be necessary to keep the workforce-to-popu-
lation ratio at current levels, however, is large.
According to the IMF (2004), for advanced coun-
tries, participation rates would need to increase by
an average of 11 percentage points, with the required
increase being much higher for European countries
and Korea than for the United States.

Permitting more immigration could also increase
the labor force. In the PECC region, Hong Kong,

Singapore and Chinese Taipei are active host econo-
mies, while Indonesia and Philippines are source
economies. Again, the migration flows that would
be required to keep the labor force-to-population
ratio constant at current levels are very large, partic-
ularly in light of the fact that the levels of migration
have been low in recent years.

Raising the retirement age could also help offset the
impact of population aging on the labor force. IMF
(2004) estimates that an increase of about seven
years would be needed, on average, in the advanced
countries to keep the share of the working age
population constant at its current level.6

Increasing fertility rates is naturally a fundamental
solution to aging, though being a long-term one.
These policies are relevant to emerging market
economies including Hong Kong, Korea, Singapore,
Chinese Taipei and Thailand as well as the advanced
economies in the PECC region. It is far from unam-
biguous, however, whether public policies can raise
fertility in low-fertility countries (Demeny 2003).7
In developing countries, in contrast, the larger
working age populations need to be absorbed into
the workforce. This holds true for Indonesia and the
Philippines in the PECC region, which will require
reforms to improve the flexibility of labor markets,
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as well as better education and training to provide
the skills necessary for employment.

Capital formation. A larger and more labor-efficient
capital stock could help to at least partially offset
the impact of a declining labor supply. As far as the
Feldstein-Horioka paradox goes, saving may need
to increase in order to finance domestic investment.
One way to do this is for the government itself to
save more, namely, generating primary fiscal
surpluses and reducing public debt in emerging
market economies as well as in advanced countries
in the PECC region. In reality, however, population
aging is likely to increase health care expenditures
and make this fiscal task more difficult. As well as
helping to contain public sector outlays, pension
reforms may also contribute to higher private
saving. In developing countries including those in
the PECC region, as a general rule, a strong and
stable macroeconomic framework together with
institutional reforms are important elements of an
environment conducive to domestic saving, capital
inflows and capital accumulation.

Productivity. More efficient use of existing capital
and labor could also offset the expected decline in
labor and possibly capital availability in the
advanced countries and the more rapidly aging
developing countries. In this context, structural
reforms aimed at boosting productivity by reducing
the impediments to competition, improving labor
market and price flexibility, upgrading human
resources through investment in education, and
spurring innovation will be important. Even in other
developing countries, enhancing productivity would
provide an important complement to the positive
impact that demographic change may have on per
capita growth in the coming years.

5. MISSING LINKS
5.1 Individual and Time Effects

To what extent can we rely on the above benchmark
results of estimation? We need to keep in mind two
reservations. First, we should note that the estimated
responses of demographic changes, represented by
parameter estimates in Table 3, are average estimates
across regions as well as periods. Namely, if we
have very diverse responses across regions and
periods, the responses could be larger or smaller
depending on the specifics of each region and time
period. In fact, it would be rather surprising if we

have identical responses in practice. We should be
modest, therefore, and view the estimated parameters
only as benchmark averages instead of representa-
tive figures. Second, we should note that the esti-
mated responses are historical estimates based on
past data. Namely, they were carried out under past
institutional environments which will likely be very
different from future ones in various respects. For
example, the degree of trade and capital openness,
pension and other social safety net schemes, etc.
could endogenously and significantly change these
responses in the future. In other words, we may
overlook many adjustment mechanisms across
diverse economies/regions as well as unforeseen
institutions.

In addition to the reservations pointed out in the
previous section, which holds true for this section as
well, we should specifically emphasize the possi-
bility of striking cross-national differences in the
time series pattern of saving and investment rates.
For example, constructing a panel data set of 85
countries over the period 1960-2005, Bosworth and
Chodorow-Reich (2006) examine the impact of
demographic changes on saving and investment
(Table 5). They assert that the demographically-
induced fall in saving within the industrial econo-
mies will be far smaller than is often assumed
because of a similar offsetting decline in investment
requirements. Second, they note the importance of
demographic effects which varies across regions.
The impact in industrial countries appears rather
weak, while Asia exhibits extremely large effects.
Third, thus far the influence of demographic change
on both saving and investment has been very
modest, and its effects have been overwhelmed by
other developments in the global economy.

Table 5 shows that the implied effects of past demo-
graphic changes on rates of saving and investment
in (developing) Asia far exceed those for other
regions. Whether or not the lack of a social safety
net and/or a greater role for dynastic saving and
other cultural factors, it suggests that Asia is the
source of macroeconomic evidence for large demo-
graphic effects on saving. Nevertheless, there is no
guarantee that the large sensitivity to demographic
change will continue in future years as their incomes
increase. In fact, many of the higher-income Asian
countries, for example, have begun to introduce
public retirement and unemployment insurance
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Table 5. Demographic Impact on Saving and Investment by Major Region

Variable All Countries g‘:;fttrrifé Latin America Asia Other Argigt?:g\t:izs
Saving
Aged dependency -0.64 -0.14 -0.72 -1.68 -0.32 -0.4
(-6.7) (-1.3) (-2.7) (-3.0) (-0.8) (-3.7)
Youth dependency -0.19 -0.4 -0.25 -0.19 0.19 -0.11
(-6.9) (-6.4) (-4.0) (-3.1) (-3.3) (-3.1)
Investment
Aged dependency -0.28 -0.22 -0.78 -2.37 0.09 -0.18
(-3.7) (-2.5) (-3.7) (-4.3) (-0.3) (-2.2)
Youth dependency -0.06 -0.17 -0.04 -0.29 0.11 0
(-2.8) (-3.4) (-0.7) (-4.8) (-2.5) 0

Note: Regression of saving and investment ratios to GDP. In parenthesis are t-values.

Source: Bosworth et al. [2006], Table 4.

programs that will likely affect future saving and
investment patterns.

5.2 General Equilibrium Considerations

Econometric analysis has been used to examine
how demographic change could affect key economic
variables. While it is a useful and convenient appa-
ratus, it is known to suffer from some drawbacks.
For example, each variable (i.e., saving, investment
or the current account) is considered separately
rather than as part of an integrated economic system,
and the historical correlations identified between
variables may not reflect causality. In particular,
econometric analysis of demographic issues is
subject to problems of endogeneity and omitted
variables. For instance, income itself is an important
determinant of fertility, mortality and hence the age
structure of populations, and this in turn may intro-
duce biases into the estimated coefficients.

Thus far, the global impacts of demographic change
and the macroeconomic interactions among national
economies through multiple channels of interdepen-
dence have been completely neglected. Namely,
interest rates, exchange rates and external transac-
tions need to be examined within a global general
equilibrium framework. Explicit multicountry
models, despite their weaknesses, are without doubt
more desirable than partial equilibrium or implicit,
unsystematic methods.

To address these issues, the IMF (2004) examines
the potential impact of demographic change, using a
multiregional macroeconomic model that explicitly
captures the interactions between variables and
across countries within an integrated and consistent
framework. The results from the model and those
from the econometric exercise reach broadly similar
conclusions about the likely impact of the demo-
graphic changes projected over the next 50 years. It
must be pointed out, however, that substantial
uncertainties exist with these results, and different
models project different outcomes. For example,
simulations using some other multiregional general
equilibrium model suggest a broadly similar impact
on per capita GDP, but different future current
account paths.® While the behavior of saving is
particularly critical to the results, it is not certain
how households will respond to demographic
change in reality, despite the lifecycle hypothesis.
Will the elderly dissave in retirement or will they
seek to maintain their wealth in the face of uncer-
tainty about how long they will live? Further, if
people expect that incomes in the future will be
lower because of demographic change, will they
raise saving in the near-term to smooth their future
consumption?

5.3 Globalization

Globalization has linked macroeconomic variables
across national borders more closely than in the
past. External transactions and adjustments to
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demographic shocks have become more important
than purely domestic adjustments. Because demo-
graphic transitions are different in their pace and
intensity across countries, their macroeconomic
developments are strongly influenced by external
transactions and exchange rate changes.

Countries with faster demographic transitions and
greater population aging are likely to experience an
appreciation of their currencies and current account
surpluses (i.e., national saving exceeding domestic
investment). Such changes partly cushion the
rapidly aging economies from their larger demo-
graphic shocks; the openness of their economies
works to mitigate the negative consequences for
domestic output and consumption. On the other
hand, industrial countries that are aging more slowly
may experience opposite, adverse effects. It seems
likely that population aging in the industrial econo-
mies will reduce the pool of available saving in
those economies as a whole by less than it will
reduce the domestic demand for investment funds.
It is uncertain, however, whether industrial countries
as a whole can feasibly run large, sustained current
account surpluses with developing nations (that is,
exporting some of their savings to finance produc-
tive investments in developing nations). In order for
such a major change in the saving-investment
balance of developing regions of the world to occur,
low-income countries will have to make major
progress in macroeconomic management, prudential
supervision of financial markets and greater security
for contracts.

Understanding how demographic change will affect
saving, investment and net capital flows is far from
complete. There are uncertainties not only about the
demographic projections themselves, but also about
the reactions of private saving and investment as the
demographic transitions unfold. Households—in
both advanced and developing countries—will
probably respond according to the broad predictions
of the lifecycle model; but aggregate saving, invest-
ment and net capital flows will also be significantly
influenced by other factors including international
differences in policies and business cycle
conditions.’

6. CONCLUDING REMARKS

Like the world itself, the PECC region is in the
midst of the demographic transition that is resulting

in an unprecedented aging of its population.
Different economies, however, are at different
stages of this transition. In most advanced econo-
mies (with Japan as a front runner), population
aging is already well under way and the share of the
working age population is projected to decline
significantly. Some emerging members will be
accelerating their pace of catch-up with advanced
economies over the next 50 years. In contrast, the
relative size of the working age population in devel-
oping economies in the region will rise in the
coming years before aging begins.

The impact of these demographic shifts will be
diverse in pace and degree across economies.
According to conventional econometric analysis, in
advanced countries, population aging will strain the
finances of governments, especially pension and
health care systems, while per capita growth rates
are likely to be reduced. Notable is that the negative
impacts of aging upon per capita economic growth
in emerging markets in the region may exceed that
of Japan, though with some time lags. In other
PECC developing economies, their impacts will be
negative (although modest) in contrast to developing
countries in the rest of the world. International
capital flows could be significantly affected. The
conventional estimates suggest that significant
changes in saving, investment and current account
balances could take place in the next 50 years.

However, this conventional econometric analysis is
too simplistic to project reliable future scenarios on
macroeconomic development in the PECC region.
It tends to understate country differences and time
effects as well as possible future adjustments. In
general, estimated parameters have tended to over-
state the positive effects of demographic dividends
in the past. Accordingly, straightforward application
of those parameters to future projections in the
period of aging tends to exaggerate negative demo-
graphic impacts, particularly without considering
adjustment mechanisms including institutional and
environmental changes. Even so, the estimated
negative impacts on per capita economic growth in
the PECC member economies appear modest to be
in the range of at most -0.6 percent for one or two
decades with the only exceptions being in Hong
Kong, Korea and Singapore for the 2020s and
2030s.
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In addition, there are considerable uncertainties and
our understanding of how demographic change will
affect economic performance is far from complete.
For example, while it is clear that population aging
will place strains on pension and health care systems
in advanced countries, the magnitudes of the finan-
cial impact will depend on demographic outcomes,
which are difficult to project. Even greater uncer-
tainty surrounds the impact of demographic change
on external balances and capital flows. Here, much
will depend on the reaction of private saving, but it
remains unclear to what extent households will
adjust their behavior as the demographic transition
unfolds.

Since the present dramatic population aging is
unprecedented, it will inevitably bring serious
economic and political challenges. Note, however,
that life in aging, capital-intensive and culturally
diverse countries in itself is part of our ultimate
goals and there seems to be no strong reason for
significantly negative impacts of aging on potential
economic growth and other macroeconomic devel-
opment in the PECC region. Pessimism on the
impact of aging is unfounded, especially “provided
our institutional structures are sufficiently flexible
to allow us to adapt our life cycle plans to the
changing circumstances and provided we are willing
to pay for the health care and the extended retire-
ment that we apparently want” (Lee 2003).

ENDNOTES

I Bloom, Canning and Sevilla (2001).

2 Poterba (2004).

3 Miles (1999).

4 Higgins (1998).

5 Higgins (1998) and Bosworth and Keys (2004).

6 A remaining issue to consider is the possible role
of labor mobility in the demographic adjustment
process. Most macroeconomic models assume that

labor does not move across countries. This omission
could lead model predictions to overstate the role of

capital flows in the adjustment process because
movements of labor from regions with rising
working age populations to those with rising elderly
dependency ratios are a possible alternative to
capital flows. Government policies inhibit the flow
of people across borders. In fact, immigration poli-
cies are a more significant determinant of migration
than the willingness of individuals to migrate. Large
movements of people across borders in the coming
decades are thus unlikely—at least under current
policies—to significantly mediate the macroeco-
nomic effects of asymmetric demographic transi-
tions.

7 Proponents of an activist public policy to raise
fertility often point to the Scandinavian experiences,
where measures to make motherhood and participa-
tion in the labor force by women more compatible
have been implemented. While fertility rates have
increased in recent years, it is not obvious whether
these measures have caused the increase in fertility.
For example, the IMF (2004) pointed out that
fertility rates in the United States have also risen in
recent years largely in the absence of such policies.
In the United States, the private sector has responded
to the increase in demand for child care and this has
supported female labor force participation.

8 See Batini, Callen and McKibbin (2004).

9 Empirical studies have found evidence that popu-
lation age structure affects stock market prices and
the real returns of different asset classes, but the
consistency of this evidence is not overwhelming. It
is not clear whether the evidence shows that demo-
graphic influences on asset prices and returns are
large relative to other and less predictable determi-
nants of prices and returns. The estimated effects of
demographic factors are often sensitive to the start
and end dates of the period analyzed and to the
countries included in the sample. Researchers
sometimes find that estimated demographic effects
have the opposite sign in different countries, even
countries such as Canada and the United States
which share similar demographic histories and
financial institutions. Economists can offer some
plausible explanations for the divergent effects of
demographic factors in different countries, but so
far the evidence in support of these theories is
weak.
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AUSTRALIA

BY ROSS GUEST
TONY MAKIN

According to Australia’s Productivity Commission,
the proportion of Australians aged 65 years or over
is expected to more than double by 2050. Similar to
other developed countries, the population aging in
Australia is attributable to increases in life expec-
tancy and reduced fertility rates. Exactly how this
will affect Australia’s long-term economic prospects
has generated significant analysis and policy
debate.

Aging is occurring more slowly in Australia as
compared to other European and Asia-Pacific econo-
mies; nevertheless, in the coming decades, Austra-
lia’s population is expected to age rapidly. By mid-
century almost one in four persons, or 7 million
Australians, will be 65 years of age or over. Over
the same period, the proportion of people over 85
years—i.e., the “oldest of the old”—is anticipated to
rise from 1.5 percent to 5.0 percent.

Population aging not only relates to the number of
elderly people, but also refers to the age structure of
the population, that is, the ratio of the old to other
ages. In Australia, the age structure of the popula-
tion has shifted markedly. At present, there are 5.2
people in the potential workforce for every person
aged 65 years or older, giving rise to an aged-depen-
dency ratio of around 20 percent. By mid-century,
the figure will have fallen to less than 2.4 people,
increasing the aged-dependency ratio to over 40
percent. This is symptomatic of the long-run decline
in fertility that has occurred in Australia since the
1960s and is not a product of the so-called “baby

L AL

20 ¥

A~ |
AV,

\/

\/\/

=

Q@ LD DL L DTSN
S N AN A AR, R S G ARG ) $
R O S ARG SPGB I R SR

‘g

% of total population

Gross capital formation
Gross savings

Private savings

Population ages 15-64 (RHS)

boom” that followed the end of World War II
(although it is often mistakenly associated with that
phenomenon).

Much of the projected change reflects slow growth
in the population of younger age groups in the
forthcoming decades. Still there are a sufficient
number of younger people to drive the economy and
provide necessary services, and it should be possible
to meet the needs of any given number of old
people.

While population aging will accelerate in the
coming decades, the impact on Australia’s national
prosperity will be slight to modest, compared to
other economies in the region that are experiencing
more pronounced aging. For Australia, the estimated
worst that can be expected is a slowing in the rate of
growth of living standards in the order of 0.13
percent per annum and the best case is a slowdown
of 0.015 percent. To put this in proper perspective,
without any demographic change, living standards
could be expected to grow at the rate of growth of
labor productivity on average, which the Produc-
tivity Commission expects to be 1.75 percent per
annum. The worst case would cut 0.13 percent from
that, which implies a 1.62 percent growth in living
standards.

Population aging does, however, pose challenges. It
will have fiscal effects, alter international capital
flows and change the relative prices of labor and
capital. These consequences will mainly involve
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income transfers within the economy rather than
affect national living standards, although funding
increased pensions and health care costs implies a
disincentive to work effort arising from higher
future tax rates.

Concerns about population aging may be alleviated
by noting that aging is predominantly a reflection of
beneficial trends, i.e., improved life expectancy and
voluntary reductions in fertility. Moreover, popula-
tion aging is a gradual phenomenon and its
economic and fiscal impacts will build slowly over
time.

Unfunded pension liabilities, while significant, will
not exert as much pressure on Australia’s govern-
ment budget as it will in many other advanced econ-
omies. Australia will be a richer country when these
impacts are felt and will have a greater capacity to
absorb the additional costs of aging with average
per capita incomes expected to be almost twice as
large at mid-century than at present. Older Austra-
lians will also continue to play a significant role as
volunteers and community members, with the value
of volunteering expected to rise significantly by
2050.

Policies can mitigate the effects of population aging
on living standards and the fiscal balance by influ-
encing fertility rates, migration, labor force partici-
pation and productivity growth. For instance, there
has been a significant rise in the Australian birth rate
since the Australian government introduced a
maternity payment in 2004 that was raised again in
2006.

Without continued immigration, Australia’s popula-
tion will age more rapidly. However, substantially
larger migrant intakes could result in unsustainably
large population growth. Within the existing
program, skilled migrants will lessen the fiscal
impact of aging although competition with other
aging economies for skills is strong.

Population policies are likely to be less effective
than policies that encourage greater labor force
participation in raising Australia’s future labor
supply. Recent retirement-related policy changes
now dissuade early retirement.

The economy’s capacity to meet the higher costs of

aging over the longer term depends critically on
productivity growth because higher productivity—
induced household incomes and increased average
tax revenues would considerably lessen fiscal pres-
sures. Considerable scope for improving produc-
tivity performance remains through policy reforms
that heighten efficiency. For instance, at the sectoral
level, a more efficient health system could play a
role in reducing the direct costs of aging through
better coordination across services and jurisdictions,
a more flexible health care labor market, and better
preventative health care. According to the Produc-
tivity Commission, productivity performance could
also be further raised through policies focused on
infrastructure, taxation, labor markets, natural
resource management, innovation policy and the
regulatory environment.
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CHINA

BY PING YANG

Since the 1970s, the family planning program has
been in place throughout rural and urban China and,
as a result, China’s demographic transition process
from the phase characterized by a high birth rate and
low death rate to the phase characterized a low birth
and low death rate has been shortened. At the start
of the country’s recent economic boom in 1982,
China’s population age structure was largely a
bottom-heavy one which is characteristic of a young
and growing population. In contrast, by 2000,
China’s population age structure was that of a
mature population, where the largest shares are
found in the working age populations. According to
the result of the 1-percent population spot check
issued by the National Statistic Bureau in August
28, 2006, by 2005, the population of age 0—14 years
was 264.78 million or 20.27 percent of the total
population, the population of age 15-59 years was
897.42 million or 68.70 percent of the total popula-
tion, and the population aged 60 and over was
144.08 million or 11.03 percent (among this group,
those 65 and over was 100.45 million, equivalent to
7.68 percent of the total population).

In February 23, 2006, the Office of China National
Committee on Aging issued a report that studied the
development trend of Chinese aging. The general
conclusion of the report is that population aging is
enduring and is irreversible in the 21st century. The
proportion of older persons continues to rise and
this trend is expected to continue throughout the
next century. According to the report, both the
proportion of older persons in the population and
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the rate of population aging have been rising since
1999 when China transitioned from a mature society
to an older society. The projected elderly population
in 2100 is expected to be 318 million and will make
up 31.09 percent of the total population.

The most significant period of population aging will
be the period spanning 2030-50. During this period,
the fastest-growing age group will be the oldest-old,
i.e., those aged 80 years and over; this age group is
expected to hit 437 million in 2051.

The golden period of population growth with a low
support ratio that benefits economic growth will
come to an end in 2033. After 2030, the total support
ratio will increase by a large margin, exceeding 50
percent, with the older support ratio growing
rapidly. Generally, the total support ratio and the
older support ratio will rise to 60-70 and 40-50
percent, respectively. Up to the second half of the
21st century, the number of older population, the
level of population aging and the older population
aging will be stable and be at a high level after 50
years of rapid growth. The older population will be
around 300 million, the level of population aging
will be 31 percent, the number of persons aged 80
and over will be 80-90 million, and the level of
aging of the older population will be 25-30 percent.
Thus, the issues surrounding serious population
aging and older population aging will soon become
obvious.

From the end of 1978 until 2005, the demographic
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situation was especially favorable for China’s
economic growth. The most significant gains from
the first demographic dividend has already been
reaped by the country, and China’s average annual
GDP growth rate is more than 9 percent. The gains
from the second population dividend have also been
reaped. China has maintained a high capital forma-
tion rate since the 1980s, and as a direct result, the
country has experienced a higher capital-labor ratio
and total factor productivity, both of which have
contributed to labor productivity and economic
growth.

With the population aging, the first population divi-
dend will come to an end. However, with the appro-
priate economic and public policies, China can still
gain from the second population dividend which
can, in turn, contribute to China’s economic devel-
opment. In the next decade, the possible decline in
savings that results from the aging of the population
and the rise in the population share of the elderly is
likely to be more than offset by the increase in the
share of workers in the latter half of their working
life when they tend to be particularly high savers.
The demographic factors by themselves would
imply higher household savings over the next
decade. As the old-aged dependent ratio continues
to rise and low-saving younger cohorts become
more dominant in the working age group, the saving
rate will begin to decline after two decades or
more.

Although China officially became an aging society
in 1999, the macroeconomic effects of the aging
population have not been obvious until now. Never-
theless, we expect it will soon become more evident
as the first population dividend will come to an end
with the progress of aging and as the comparative
advantage in labor-intensive industries erodes. The
Chinese government has been paying attention to
the issue of population aging and its effects on the
Chinese economy. It is important for the Chinese
government to take proper measures to resolve
these issues related to population aging in order to
realize China’s economic growth potential.
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HONG KONG, CHINA

BY KA'CHUN HOU

Population aging is undoubtedly one of the major
challenges facing the global economy today. While
the precise effects of population aging on the
economy are still not fully understood, the consensus
is that the macroeconomic implications generated
are significant and far reaching, and therefore
should not be overlooked. In most studies, a reduc-
tion in the overall savings rate, lower productivity
consequential to the dwindling labor force, slower
GDP growth and greater strain on fiscal resources
are the oft cited economic effects.

Hong Kong, China is also facing intensifying pres-
sure of population aging. The fertility rate has now
dropped to less than 1, which is significantly below
the replacement level. Concurrently, thanks to the
persistent decline in mortality and improving
medical and health care services, life expectancies
at birth for both sexes have increased appreciably.
These developments taken together have resulted in
a surge in the proportion of the elderly (age 65 and
above), to around one-eighth today. While the
current situation is still not too alarming, the latest
official projections point to a marked acceleration in
the aging trend in the next two decades, including:
(1) a doubling in the proportion of the elderly popu-
lation (aged 65 or above) by the late 2020s; (ii)
sustained slow growth in the total population in the
next two to three decades; (iii) a reduced share in
the population of working age from 2012 onwards;
and (iv) a contraction in the labor force in about ten
years’ time.
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Under a do nothing scenario, the above develop-
ments can be expected to have considerable negative
effects on the economy. A simple quantitative study
based on a Cobb-Douglas production function esti-
mates that the aging trend is likely to drag down the
five-year trend growth rate of Hong Kong, China’s
potential output by 1.2 percentage points in 20
years. Moreover, as most of the old age-related
public expenditure items—notably social security
payments and subsidized health care service—are
noncontributory and are funded by general revenue,
the implications of an increasing share of elderly
population on Hong Kong, China’s public finances
cannot be taken lightly.

The Government of the Hong Kong Special Admin-
istrative Region (HKSAR Government) is fully
aware of the challenges arising from population
aging and has been proactively taking the necessary
steps to address them. Since population aging is a
complex and wide ranging issue that straddles many
different areas, a multi-pronged approach is consid-
ered to be a more pragmatic and viable option.
Broadly speaking, the relevant policies and
measures can be categorized into three main types:
(1) reform of pension or retirement schemes; (ii)
reform of the social security and health care systems,
together with reform of the taxation system; and (iii)
reform of manpower policy.

More specifically, the HKSAR Government has
extensively revamped its population policy in recent
years, including aligning the admission conditions
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for professionals and talents from Mainland China
with those from other sources as from July 2003;
granting the same level of tax deduction for all chil-
dren irrespective of number as of the 2003-04
assessment year; and launching the Quality Migrant
Admission Scheme (QMAS) with a view to
attracting more high-quality people to come and
settle in Hong Kong. On pension reform, the
HKSAR Government in 2000 launched the Manda-
tory Provident Fund (MPF) system to assist the
local workforce in accruing financial resources for
retirement protection and in replacing the original
defined-benefit scheme with a defined-contribution
scheme for newly recruited civil servants. For health
care reform, the HKSAR Government started
consultation on a future health care delivery model
in July 2005, recommending repositioning of the
public hospital system to target its services more
towards low-income and underprivileged groups.
With regards to manpower policy, the HKSARG has
been devoting substantial resources to investment in
education, resulting in a marked improvement in the
quality of local workers over the years. There are
also other schemes in place to encourage the local
workforce to enhance their skills and pursue life-
long education.

In order to mitigate the adverse impacts of popula-
tion aging on public finances and economic growth
in general, it is imperative for the HKSAR Govern-
ment to come up with a coherent policy framework
as soon as possible, with a view to coping with the
challenges lying ahead. As it normally takes quite
some time for public policy to be formulated, delib-
erated and implemented before producing any real
effect on the community, now is probably not too
early to kickstart the entire process. Despite the
package of measures that have already been put in
place, further reforms—particularly those on the
social welfare and health care fronts—are still
considered necessary.

Admittedly, experiences in other economies thus far
are not conclusive as to whether population aging
will hamper long-term economic growth. Aging has
been observed for quite a long time in some
advanced countries, but its effect may have been
blurred by their sustained strong income growth.
Furthermore, the nature of aging itself has also
changed. Old aged people lead much healthier lives
today as compared to the past, which allows them to

prolong their contribution to society. It seems likely
that the definition of old age will change over time,
as will the general perception of what aging is. Old
age does not necessarily imply a net liability to the
community at large. In quite a number of developed
economies, a significant number of businesses are,
in fact, related to the “silver hair market” and people
are generally inclined to retire at a much older age
than before.

Thus, population aging may present both challenges
and opportunities for Hong Kong, China. Concerted
efforts are needed from all parties concerned,
including not only the HKSAR Government, but
also nongovernment organizations, the business
community and private individuals to improve
further the three pillars of old aged financial security
(in accordance with the framework suggested by the
World Bank), as well as exploit new business
opportunities that are generated by the aging trend
where appropriate.
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INDONESIA

BY;MIRANDA S. GOELTOM
SOLIKIN M. JUHRQ

It is widely believed that an aging population has
important impacts on potential economic growth
because of its expected impact on saving rates, labor
supply and prodctivity. This paper is aimed at
addressing issues of aging population and economic
growth potential within the Indonesian macroeco-
nomic policy context. In particular, this study
answers two questions. First, can the impacts of an
aging population on economic growth be explained
well through the labor force effect and changes in
national saving-investment behavior? Second, what
is the impact of an aging population on the potential
for economic growth in the medium to long run?

The focus on the Indonesian economy is particularly
interesting due to the fact that, compared to other
dynamic economies in Asia, Indonesia is still in the
earlier stage of its demographic transition, with 7.5
percent of the population of age 60 years or older in
2005. Furthermore, for Indonesia, the demographic
transition is considered to be an important issue, not
only because of its implications for macroeconomic
development in the medium to long run, but also
because of its relationship with social values
prevailing in society.

From a policy perspective, the Indonesian govern-
ment’s policies on population for the six decades
after independence, indeed, have brought about
significant changes in the demographic profile of
Indonesia’s population. Intensive programs on
population welfare, especially in family Planning
(Keluarga Berencana) and in health programs in
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general, have succeeded in accelerating the demo-
graphic transition faster than, or at least at the same
level as, economic development. This demographic
transition is reflected in the rising trend in the
number of aging population in the last three decades.
The significant progress in Indonesia’s economic
and human development has resulted in better
health conditions for Indonesians and a longer life
expectancy. The country’s life expectancy has
increased dramatically from 45 in 1970 to 69 in
2005. Consequently, the number of Indonesians
aged 60 and older have increased from 4.5 percent
of the population in 1971 to 7.5 percent of the popu-
lation in 2005.

It is worth noting that since the beginning of inde-
pendence, Indonesia has faced and continues to face
the problem of aging population vulnerability. In
this regard, care for elderly citizens largely falls
under the jurisdiction of their families, since it is
assumed that productive citizens will take care of
their aged and infirm parents. Very few government
resources have been allocated to assist elderly Indo-
nesians, especially those who are poor and/or have
no immediate family members to assist them.
However, since the late 1990s, the way the Indone-
sian government views the problem of the aging
population has begun to change. This is due to
changes in family structures and economic condi-
tions that have led to greater difficulty for families
to support the care of elderly Indonesians by them-
selves, thus leaving many elderly Indonesians to fall
below the poverty line or become vulnerable
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towards poverty.

With the country currently in the early stage of its
demographic transition and with potential problems
arising in the near future, it is quite difficult to
comprehensively investigate the impacts of aging
population on potential economic growth in Indo-
nesia. This is so because economic growth is deter-
mined by many factors, not only demographic
changes, but also other fundamental economic
conditions, such as technological levels, human
capital and policy environment. In this research, in
addition to a qualitative investigation, we propose
an alternative parsimonious setup in the context of
regression analysis. Based on preliminary exercises,
the study concludes that the impacts of aging popu-
lation on economic growth potential can be
explained well through the labor force effect and
changes in national saving-investment behavior. In
this regard, it is estimated that the increase in the
proportion of aging population over the next two
decades will hamper economic growth, with
approximately 0.5 percent potential loss per year.

The key policy implications arising from the study
are to maintain sound macroeconomic policies with
low inflation and sustainable public debt, as well as
to formulate the policy and institutional framework
to promote domestic saving and capital formation.
Beyond these findings, the challenges in Indonesian
demography are also inseparable with the problem
in fostering a higher quality of life and promoting a
balance between population dynamics, natural
resources and socioeconomic development. It seems
also that future economic growth must come from
growth in productivity. The fact that productivity
growth has tended to slow down during the last ten
years implies that the government needs to reex-
amine its policies with regard to education and
training and technology development.
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JAPAN

BY TAKASHI OSHI0

Japan’s population has begun to decline; from 127.8
million in 2005, the country’s population has fallen
by 14,000 in 2006 for the first time since the end of
World War II. With no significant pickup in fertility
projected in the foreseeable future, it is anticipated
that Japan’s population will shrink to 118 million in
2030 and to 101 million by 2050. Moreover, the
proportion of people aged 65 and older will rise to
about 36 percent as compared to 20 percent in 2005.
In 2100, the total population is projected to fall to
around 60 million, only half of its current size.
Since World War II, none of the leading world econ-
omies has faced a continually declining population
as a result of lower fertility and an aging population,
and Japan should be the first advanced country to
have a society with a declining population.

These demographic pressures place serious chal-
lenges to economic policies in Japan. The declining
population should depress the country’s growth
potential through slowing growth of the labor force
and a reduction in the household savings rate. Popu-
lation aging will place a heavier burden on future
generations and dampen growth of per capita
disposable income. In fact, the Japanese government
has begun to seriously consider policy measures
such as increasing childcare allowances and other
public support to childcare so as to enhance fertility.
However, it remains unclear how effective these
policies will be and it is almost impossible to turn
population growth into positive numbers. In terms
of long-term economic prospects, therefore, key
policy agenda are how to raise labor participation,
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especially of women and the elderly, and how to
improve productivity of the overall economy. Both
of these could help to mitigate the negative impact
of declining fertility and aging population on
Japan’s growth potential.

This study has three purposes that help to assess the
demographic pressures and address policy issues in
Japan. First, we review the country’s long-term
demographic trends, including population growth,
fertility, age structure and life expectancy, over the
period 1950-2050. Second, we review the relation-
ship between demographic trends and macroeco-
nomic performance, which has been observed over
the past decades. Third, we roughly explore the
impact of demographic pressures on the country’s
growth potential over the coming decades and
present policy issues. In particular, we survey the
current policy discussions about raising labor force
participation and improving productivity, and
investigate the extent to which these policy
measures can affect growth potential.

The key points of the study are summarized below.

First, Japan has entered a phase of population
decline with a rapid pace of aging. The total popula-
tion will decline from 127.8 million in 2005 to 101
million in 2050, and the share of those aged 65 and
older will rise substantially from 19.9 percent to
35.7 percent over this same period. This pace of
aging is higher than in any other country in the
world today. Moreover, there is no sign of increases
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in the total fertility rate, which is officially projected
to recover to 1.39 from the current level of 1.29.

Second, population shrinking and aging will reduce
the country’s growth potential mainly via two
routes. On the one hand, the total labor force will
decline by 0.8 percent per annum and subtract about
0.6 percentage points from real GDP growth over
the next few decades. In addition, population aging
will lead to a reduction in the household savings
rate, which will decelerate capital accumulation
(unless corporate savings do not fully offset its
reduction). The overall impact of these two factors
on potential growth is expected to be nearly 1
percentage point per annum. Assuming that total
factor productivity will grow at 0.9 percent, the rate
that has been observed over the past 25 years, the
underlying real GDP growth rate over the next 25
years is projected to be around 0.6 percent, much
lower than the 2.4 percent pace of growth that has
occurred in the past 30 years.

Third, the government should implement policy
measures to mitigate demographic pressures and
ensure modest economic growth. First, it must
enhance labor participation of the elderly and
females. This could be accomplished, for example,
by an increase in the mandatory retirement age,
pension reforms to raise the elderly’s incentives to
work, and more childcare support and family-
friendly policies to make it easier for females to
keep working. Second, the government should
accelerate productivity growth by promoting corpo-
rate R&D activity and enhancing human capital
accumulation. The recent low pace of corporate
R&D spending as well as the government’s limited
commitment to education raises concern about
prospects of future productivity growth.

Fourth, a combination of enhancing labor force
participation and promoting productivity advance-
ment raises the possibility that GDP growth will
remain at around 1.5 percent and that per capita
GDP growth will sustain almost the same pace that
has been observed over the past 25 years.

Lastly, it is difficult to forecast the impact of popu-
lation aging on financial markets. However, the age
pattern of asset holdings suggests that population
aging will likely raise demand for riskier assets and
have some positive impact on asset prices.
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NEW ZEALAND

BY JOHANNAH BRANSON

Many developed countries around the world,
including New Zealand, are experiencing aging
populations with older age groups comprising an
increasing proportion of the total population. As in
other countries, the main drivers of the aging of
New Zealand’s population have been declining
fertility and rising longevity. This aging of the
population may have implications for the economy
through its effects on labor supply and productivity,
private and public expenditure, and savings and
investment.

Population projections suggest that New Zealand’s
population will continue to grow, albeit at a slower
rate, as the population ages. By the late 2030s, one-
quarter of the population will be of age 65 years or
older as compared with 12 percent in 2005. The
working age population will continue to increase
over the next 20 years, before gradually declining,
and the labor force will become older. New Zealand
has higher fertility and a younger population than
many other countries. These afford it some protec-
tion from more marked demographic changes that
occur with population aging.

Increased labor force participation and employment
of older workers are likely and will partially mitigate
the slower and eventually negative growth in the
size of the working age population. More elderly
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workers in the labor force may reduce average hours
per worker, but will not necessarily reduce labor
productivity per hour worked. The latter may benefit
from a possible improvement in New Zealand’s
currently low capital-to-labor ratio.

Private expenditure is likely to decrease and change
in composition, while public expenditure is likely to
rise significantly, particularly on health care,
although not only due to age and superannuation.

Population aging would not necessarily reduce total
savings, given increased life expectancy, but is
likely to change the types of assets held in favor of
investments providing fixed income returns. It is
also likely to increase the demand for financial
products enabling withdrawal of the considerable
equity held in housing in New Zealand. Conse-
quently, a fall in the supply of investment funds
available domestically—and, of particular impor-
tance for New Zealand, from overseas—which
could exert upward pressure on interest rates, is
possible but not inevitable. In addition, a fall in
demand for investment capital is also not inevitable
but depends on changes in labor supply, whether
capital augments or substitutes for labor, the cost of
and returns to capital, and changes in private
expenditure.
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Policy options focus on labor supply and produc-
tivity, with the greatest potential being in main-
taining worker participation and productivity to an
older age. These may be particularly important for
New Zealand if it is to succeed in improving its low
GDP per capita ranking as its population ages, given
its already high participation, employment and
hours worked and low labor productivity.
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THE PHILIPPINES

BY CAYETANO W/ PADERANGA, JR.

Many countries, including some in the developing
world, are experiencing the increasing burdens of an
aging population. The Philippines, however, seems
far from having to address this issue. As 0f 2004, the
aging population in the country comprises only 4
percent of the total population and is estimated to
reach 10 percent only in 2040.

In contrast with other ASEAN countries, the demo-
graphic transition in the Philippines has been
prolonged. This is because the reduction in fertility,
attributed partly to increased income and partly to
increased access to contraceptive devices, has been
largely delayed for the country (Balisacan and Mapa
2004). As a consequence, the aging of the popula-
tion has also been delayed, implying a different set
of issues for the Philippines.

Although demographic transition “promises” a real-
ization of the “demographic dividend” after about
two decades of the “baby boom” period, it does not
arrive automatically. The Philippines, with one of
the lowest per capita spending on social services—
particularly on education (2.8 percent of GDP in
2004) and health (0.3 percent of GDP in 2004)—has
failed to establish an environment that enhances
human capital in addition to insufficient population
management.

The Philippines has done poorly in managing popu-
lation growth. Despite the assistance and huge
inflow of funds from various foreign agencies to
help curb the population problem, the decline in
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growth of the population is flatter than in most
Asian countries. The loyalty of policymakers to
natural methods of fertility reduction and the
perceived restraint in effort are among the major
reasons for the resulting population pattern.

The high population growth rate resulted in other
challenges for the country. For one, fiscal and
investment policy has been significantly affected by
the demographic patterns. Other aspects of socio-
economic policy affected that may be mentioned are
labor and education policy. The relatively faster
population growth has prolonged the task of signifi-
cantly reducing unemployment. In addition, allevi-
ating poverty has also been made difficult with
rapid population growth accompanied by high
fertility rates.
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SINGAPORE
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BY KHEE GIAP TAN
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The total population in Singapore, which comprises
Singapore residents (residents include Singapore
citizens and permanent residents) and nonresidents,
more than doubled from 2.1 million in 1970 to 4.4
million in 2005.

Singapore is experiencing a steady increase in
population and is one of the most rapidly aging
populations in Asia. In terms of dependency ratio
(defined as the percentage of citizens and permanent
residents aged 0—14 and 65 and above per 100 of
those aged between 15 and 64), it is expected to
increase significantly after 2013, as life expectancy
at birth for males and females rose from 74.1 and
78.4 in 1994 to 77.5 and 81.5 in 2005, respectively.
As Singapore became more developed over the
decades, its total fertility rate per female aged 14— 44
years has declined drastically from 4.66, 2.07 and
1.611n 1965, 1975 and 1985 respectively. Moreover,
it has continued to decline significantly since the
new millennium to an time low of 1.21 in 2005.

In terms of labor supply, Singapore continues to
actively engage foreign white and blue workforce
through flexible immigration measures and gradual
enlargement of population policy in order to satisfy
expanding demand, to improve labor cost competi-
tiveness and to raise labor productivity. The latter
objectives are in fact the mission of Standard,
Productivity and Innovation or SPRING Singapore,
a government agency set up to enhance the competi-
tiveness of enterprises for a vibrant Singapore
economy.

The unemployment rate which hit a historical high
of 5.4 percent in 2003 due to the SARS outbreak,
improved remarkably to 1.9 percent in 2005
(another historical low) due to robust full-scale
economic recovery with record job creation in 2006.
This achievement is largely complemented by the
proactive efforts of the Workforce Development
Agency (WDA) that was set up by the Ministry of
Manpower (MOM) in 2003, which works in consul-
tation with its Distributed CareerLink Network
(DCN) partners in terms of job matching, job skill
upgrading and job content redesign.

Notwithstanding significant improvement in the
unemployment rate in recent years, the government
is fully aware of the potential structural unemploy-
ment of the resident population of age 40—49 of age
and older, coming from both the white (diploma and
degree holders) and blue collar (with secondary or
lower education attainments) workforce. The poten-
tial structural unemployment is also exacerbated by
widening income disparity, as measured by the Gini
coefficient which has worsened from 0.49 in 2000
to 0.52 in 2005. This deterioration in income distri-
bution is due to increased globalization, rapid tech-
nology upgrading and economic restructuring
currently going through the Singapore economy,
which hit the middle age and older workers the
hardest.

In terms of labor force participation rate, female
participation has risen steadily over past the two
decades from 46 percent in 1995 to 54 percent in
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2005. This is particularly true for females in their
early 30s, largely due to a successful policy on equal
opportunity in education. However, female labor
force participation dropped drastically for women in
the early 50s as compared to males, probably due to
age-sex discrimination and considerations for caring
of extended family. Despite the longer average life
span for Singaporeans, labor force participation for
both sexes after 60 of age dropped dramatically, and
this may be evidence of discrimination or general
reluctance by employers to engage senior workers.

In terms of the mix of locals and foreign workers,
which stood at 3:2 in 2005, MOM is facing the dual
challenge of effectively meeting labor market
demand during economic upturns without jeopar-
dizing growth, and at the same time, ensuring swift
retrenchment of the contract-base foreign workers
to ensure low unemployment for the local work-
force. MOM must ensure that policies on foreign
labor will not unintentionally “price out” the
competitiveness of the local workforce or hamper
efforts toward higher productivity. That is, MOM
has to balance meeting the economic growth-driven
labor demand against foreign workers’ welfare,
coupled with social friction and security impacts on
the resident population in Singapore.

Singaporeans continued to be the biggest savers in
the world, with gross national saving to GDP well
over 50 percent in the 1970s and 1980s, and at 49
and 44 percent in 1994 and 2004, respectively. This
trend of high saving ratios is mainly due to the
mandatory central provident fund (CPF) contribu-
tions (or known as “force saving”) and lack of a
comprehensive state social safety net in Singapore.
The fundamental objectives of CPF are (i) to build a
nonpension saving scheme for retirement needs (i.
e., the minimum sum scheme), (ii) to promote
public housing ownership through competitive loan
scheme, (iii) to promote comprehensive health care
(such as Medisave, Medishield, Medifund and
Medishield plus), and (iv) to promote social equal-
izing through education (such as Edusave, Tertiary
Education Loans Scheme). The secondary objec-
tives of CPF are (i) to promote macroeconomic
stability through CPF contribution variations espe-
cially during economic downturns, (ii) to promote
company welfarism through employers’ contribu-
tions and (iii) to promote national unity through
CPF cash top up schemes.

CPF is a self-financing social security system with
mandatory saving for the resident workforce. The
CPF fund is managed by the state or the CPF Board
which guarantees a certain percentage return on the
investment fund. The CPF system does ensure and
allow for pre-retirement withdrawals from the age
of 55 or for resident workers who have left the
country for good. Mandatory CPF contributions are
required from both the employee (z percent
deducted from salary) and the employer (z percent
in addition to the salary), with combined contribu-
tions going as high as 50 percent of the monthly
salary in past years.

However, the CPF system, essentially a nonstate
private sector—driven co-payment system between
the employer and employee, has resulted in some
unintended consequences. For example, due to an
overcommitment of CPF saving into housing
financing, the CPF housing scheme has been
extremely successful with near 90 percent house
ownership. However, it has also led to an “asset-rich
cash-poor” syndrome as workers approach retire-
ment age. The CPF system has also resulted in high
and inflexible labor costs which erodes competitive-
ness of the Singapore workforce as regional compe-
tition intensifies. As the lifespan of Singaporeans
increased to the 70s, an insufficient minimum sum
set aside for old age retirement exerts a heavy social
burden to younger related family members. As the
size of the accumulated CPF fund expands after four
decades of robust economic growth averaging 8
percent per annum, the burden of the state to effi-
ciently manage the fund increases.

Under the CPF Public Housing Development Board
(HDB) linkage and flow of fund, the CPF Board is
under statutory requirements to purchase long-term
Singapore government securities (SGS) from the
central bank or the Monetary Authority of Singapore
(MAS) with payment of interests and bond redemp-
tion. Financial institutions such as commercial
banks and insurance companies are also required to
hold SGS as part of their reserved requirements or
liquid assets. Some of the CPF funds are also being
channeled through MAS into the Singapore
Government Investment Corporation (SGIC) for
investments abroad.

The government, with MAS as the banker, provides
the HDB with housing development loans, annual
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grant and mortgage financing loans with repayment
of interest. HDB then provides mortgage loans to
public housing buyers (PHBs) at a concessionary
rate and PHBs service the housing loans through
employees’ and employers’ CPF contributions.

The pertinent issue for CPF members and the
government is how to improve and optimize returns
on investments through privatization of funds.
Singapore’s central bank finds it difficult to justify
continued issuance of large sizes of bonds when
there is no natural fiscal need (since the government
is able to run a balanced budget on average over the
business cycles). The next issue really is how to
better satisfy the multi-pillar social security system
(SSS) in order to achieve the tri-objectives as
recommended by the World Bank, which include
income smoothing saving, redistribution of incomes
and insurance against risks. Thus the biggest chal-
lenge for the Singapore government is to further
finetune the CPF system with swifter fund divest-
ment drive, which should meet the tri-objectives of
the SSS but can also serve to promote the fund
management industry for the island state.

Total labor productivity in Singapore has fluctuated
over time and hit a high of 6.6 and 7.3 percent in
1994 and 1999, respectively. However, labor
productivity has declined -5.3 and 2.6 percent in
2001 and 2003, respectively, when the economy
experienced negative growth GDP. In Singapore, it
is more meaningful to look at multifactor produc-
tivity (MFP), which relates output to a combined set
of two or more factor inputs. MFP therefore reflects
the combined effect of factors such as technical
progress, improvement in management practices,
innovations, better organization of shop-floor and
diffusion of technology across firms. A change in
MFP measures the change in output that cannot be
accounted for by the change in combined factor
inputs. In 2004, the 8.1 percent growth in real GDP
were due to contributions of capital, labor and
multifactor productivity at 1.8, 0.8 and 5.5 percent,
respectively.

As a small open economy in the face of greater
globalization, increased regional competition and
rapid escalation on the technological ladder, Singa-
pore must begin to “think out of the box™ and seri-
ously examine the economic and sociopolitical
implications of the doubling of the population to 8

million by 2025. This magnitude of growth trans-
lates into a population that is 60 percent or 4.8
million Singaporeans and permanent residents with
40 percent or 3.2 million foreigners, and maintaining
the status quo in terms of the existing racial mix will
be a challenge. The three categories of immigrants
Singapore should be targeting include (i) wealthy
individuals, (i1) internationally mobile professionals
and (iii) risk-taking entrepreneurs.

The immediate economic implications of appro-
priate policies would mean higher productivity,
innovation and further attraction of foreign direct
and portfolio investment to Singapore. Property
price hikes would take place across the board in the
island state or at least rise rapidly for the top end of
the market. Living housing space would be larger
given the smaller family size and towering height in
public and private housing. There would be greater
contributions from new immigrants in terms of their
contributions to income tax, corporate tax and
transportation-related fees and charges to fund the
ever-increasing government expenditures on educa-
tion, social, old age and health care.

Increase in government revenue from an expanding
economic pie of a more global and diversified
Singapore economy with multisources of growth
would emerge. These traditional and new sources of
growth would include financial services, high-tech
manufacturing, sea and air transportation hubs,
chemical/pharmaceutical clusters, life science
activities, tourism services, education services,
medical and health care services, and regional head-
quarters and global telecommunication networks.
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CHINESE TAIPEI

BY MIAQ CHEN

In the past fifty years, Chinese Taipei has trans-
formed from an agricultural society to a service
economy. The process of industrialization and
urbanization has changed the dynamics of the
family structure in Chinese Taipei, shifting its
demographic makeup to younger and smaller fami-
lies. At the same time, economic development has
improved the standard of living in Chinese Taipei.
Life expectancy has increased with advancements
in the medical and welfare systems, but the
improved quality of life has not been without its
woes. As people live better and longer, Chinese
Taipei has transformed to an aged society. An aging
population has a profound impact on any economy,
and this is especially true for Chinese Taipei which
is experiencing aging at an accelerated pace. The
increased life expectancy in Chinese Taipei has
presented a new set of challenges to its economy.

According to the Department of Statistics, Ministry
of Interior, the fertility rate in Chinese Taipei has
been on the decline since 1961. At just 1.12 children
per couple in 2005, Chinese Taipei now has one of
the lowest fertility rates in the world. The reasons
behind this declining birth rate are numerous. The
change in both the family structure and size accounts
for some of the changes. Increased women partici-
pation in the labor market can be another reason. As
careers have become a realistic option for women,
the traditional role of women has changed and the
birth rate may have fallen as a result. All of these
changes have transformed Chinese Taipei into an
aged society with the percentage of elderly popula-

A9 A e B O D D E DD DD EN YOO
C TP LN S FFSHS S SS SO &
QAN S EFFFFFIIIed SN

2 o

% of total population

Gross capital formation
National saving

Private saving

Population ages 15-64 (RHS)

tion (age 65 and above) reaching over 7 percent
since 1993.

The combination of aging and migration of the
working population creates long-term labor supply
disequilibrium for Chinese Taipei. In terms of labor
supply, retirement as a reason for leaving the labor
market has been stable since 2001, fluctuating
between 4.3 and 4.6 percent. It is important to note
here that formal retirement does not mean that the
person is no longer participating in the labor market.
Still, not enough labor is being created and as a
result, guest workers are needed to make up the
shortfall. With an annual growth rate of nearly 4
percent since 1997, the number of foreign workers
in Chinese Taipei has reached over 320,000 persons
in 2005. Immigrant workers are expected to make
up more than one-fifth of the total workforce if the
current trend continues.

In terms of capital supply, the private saving rate in
Chinese Taipei is among the highest in the world,;
however, this trend is changing. From a high of over
38 percent in 1987, the household saving rate has
been on a gradual decline and by 2005, the saving
rate was just over 21 percent of the GDP, the lowest
among Chinese Taipei’s East Asian neighbors. In
the public sector, the savings-to-GDP ratio for the
Chinese Taipei government was 7.76 percent in
1989. Nevertheless, as welfare expenditure
increases and fiscal income decreases, the Chinese
Taipei government has been facing a budget deficit
rather than surplus in recent years. However, there
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is little evidence to support the presence of the Feld-
stein-Horioka effect in Chinese Taipei as the high
saving rate has not been reflected in domestic
investment.

Dependency of the elderly has also been on the
increase. The decline in saving can be a result of
worsening economic development in Chinese Taipei
as well as crowding out from the increase in public
welfare where saving is perceived as less significant.
This also increases the economic burden on average
households. Families with at least one person age 65
and above have increased by over 50 percent since
1990, from just over 20 percent of total households
in Chinese Taipei in 1990 to 30.7 percent in 2004. In
the 1993 census, 58.4 percent of pensioners’ income
came from their children; by the 2000 census, this
number had dropped to 47.1 percent. This situation
is likely to deteriorate further as the birth rate
declines; there are now fewer children to provide for
the elderly. Government intervention is therefore
critical.

With the decline in the labor force, diminishing
productivity seems imminent. Although technology
and efficiency gains can potentially offset the
decline in the labor participation rate, increasing
returns in efficiency gain will make future produc-
tivity gains difficult. A study on total factor produc-
tivity suggests that efficiency as a growth engine for
Chinese Taipei has been on the decline, from the
peak of 8.18 for 1961-73 to 3.23 for 1992-2002.
Using labor force participation estimates from the
Council of Economic Planning and Development
(2004), the data suggest that GDP growth will be
hampered by the aging population and the current
4.5 percent potential GDP estimate from the Chinese
Taipei government appears ambitious.

Aging and the declining birth rate in Chinese Taipei
present immense challenges to the government both
economically and socially. Numerous policy
measures have been introduced by the Chinese
Taipei government to address these challenges
including: (i) tax incentives for newborns as a
measure to encourage the birth rate and (ii)
improvements in financial security for the elderly,
including the launch of a pension system for the
elderly in 2002 in view of the aging needs. Never-
theless, more needs to be done.

A number of issues still need be addressed by the
Chinese Taipei government in order to reduce the
social costs that an aging society presents including:
(1) how to adjust and reduce the social costs of an
aging society; (ii) how to maintain vitality and drive
in the society as well as to maintain welfare; (iii)
how to ensure the financial independence of
pensioners; (iv) how comprehensive can a social
safety net be?; (v) do pensioners have to be finan-
cially dependent of the working population? Perhaps
the concept of retirement will need to be reexam-
ined. Do people really have to retire at the age of 65
when they are most experienced and
knowledgeable?

The Chinese Taipei government will need to devise
a comprehensive and sustainable care system that
will not only improve the long-term care system,
but one that is also financially viable. With the busi-
ness potential of the silver industry, the private
sectors need to be made aware of these new oppor-
tunities so that an aging society can also be a pros-
perous one.
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THE UNITED STATES

BY JEFFREY B. NUGENT
GUILLAUME'VANDENBROUCKE

Like other countries with relatively low fertility
rates, declining mortality rates and increasing
education and life expectancy, the United States has
been experiencing considerable aging of its popula-
tion. In addition, with rather continuous increases in
wage rates, capital accumulation, capital gains and
pension systems, and the declining importance of
agriculture and other rural activities, people are
retiring earlier and spending more years in retire-
ment. Many of these trends are expected to continue
and indeed to become stronger, thereby presenting
American society with many challenges. Since
these trends imply slower economic growth or even
stagnation, these challenges extend to businesses
and policymakers in addition to the citizenry.

In addition to slower growth and aging of the labor
force, among other apparent effects of these trends
are: (i) declining growth in human capital per
worker (since older workers may have less educa-
tion than younger ones); (ii) declining innovative-
ness (as older workers may be less flexible and
mobile than younger ones); (iii) lower private
saving rates (as a result of rising wealth and a
declining precautionary motive for saving); and (iv)
increased need for medical care for which it has
proved very difficult to design low-cost means of
supply, thereby increasing public expenditures and
public sector deficits (i.e., lowering public saving
rates as well).

This paper provides a couple of simple theoretical
models demonstrating the logic behind some of
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these effects. It also examines the U.S. experience
in each of these respects, and uses this experience to
demonstrate the relevance of these models to
explaining some of these trends. In several cases,
like declining innovativeness and education caused
by labor force aging, there seem to be some offset-
ting benefits of the same changes. For example,
older workers have lower absenteeism rates, that
longer working lifetimes increase both the incentive
for on-the-job-training and the benefits of job expe-
rience (learning by doing), and senior citizens
frequently return for additional schooling. In other
cases, like declining fertility of the native popula-
tion and hence slower labor supply growth, these
effects are offset by immigration, with the United
States being a popular destination for emigrants,
especially from developing countries. In addition,
since the length of one’s old age and the magnitude
of medical and other needs during old age remain
very uncertain, the decline in uncertainty is by no
means necessarily as large as had been believed
earlier. In addition, the industrial structure has been
changing in ways (mainly away from heavy industry
and manual labor into clerical, machine operation
and computer-related activities) that make it easier
and more attractive for older workers to carry on
into older ages than was the case earlier. Senior citi-
zens are also adopting healthier diets and lifestyles
that increase their productivity and lower their
absenteeism (when working). As a result, several of
these trends are now being at least partially reversed.
In particular, workers are retiring later and are
working longer hours both before and after reaching
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their sixties than they did before 1985. Second,
household savings, the calculation of which is in
any case severely distorted by the presence of
capital gains, have started to pick up, at least slightly
and may do so in the years ahead should housing
and stock market prices increase less rapidly than in
the past.

The most severe remaining problem is the high
public sector fiscal deficit. Deficits remain high and
could increase further as the baby boom generation
begins to retire in the coming decade. Yet, even in
this case, past experience in the 1980s and 1990s
suggests that public policy changes to mitigate these
problems are possible and eventually may even be
likely.

The need for substantial new and continuing adjust-
ments on the part of households, businesses and
government can hardly be understated. For example,
households need to realize how potentially serious
their needs for accumulated savings may be in their
ever longer periods of old age. Businesses need to
find ways to make jobs more feasible and attractive
to older workers and to outsource to older workers.
In addition, there is a need for the kinds of incentive
systems and coordination devices that will assure
that these various adjustments will be undertaken
simultaneously and in a coordinated and cost-effi-
cient manner.

Yet, as the experience reviewed in the paper illus-
trates, many of these adjustment mechanisms seem
operative, at least potentially. As a result, most of
the challenges posed by population aging seem less
insurmountable than many believe them to be. Even
in the absence of such adjustments, moreover, it
should be recognized that the aging problem in the
United States in the foreseeable future should be
less severe than in those countries where aging is
proceeding more rapidly, where the productive
structures are more heavily weighted toward heavy
industry and manual labor, where fertility and net
immigration rates are lower, and where education
among older workers is at lower rates.
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PACIFIC ECONOMIC COOPERATION COUNCIL

The Pacific Economic Cooperation Council (PECC)
was founded in 1980 at the initiative of the Prime
Ministers of Japan and Australia, with the aims of
serving as a regional forum for cooperation and
policy coordination to promote economic develop-
ment in the Asia-Pacific Region.

PECC is a unique tripartite partnership of senior
individuals from business and industry, govern-
ment, academic and other intellectual circles in 26
Asia-Pacific Economies!. All participate in their
private capacity and discuss freely on current, prac-
tical policy issues in search of broad-based answers
to regional economic problems.

PECC advocated the need for a formal, intergovern-
mental organization in the Pacific from the time of
its creation. The regional ministerial process of the
Asia Pacific Economic Cooperation (APEC) has
realized that goal and now provides PECC with a
formal channel by which its practical recommenda-
tions can be implemented. PECC is the only non-
governmental official observer of APEC since the
formation of APEC. PECC has provided informa-
tion and analytical support to APEC ministerial
meetings and working groups.

PECC’s substantive work is carried out through a
range of forums and project groups. These cover
trade and investment policy, financial and capital
markets, community building activities for sustain-
able cities, human resource development, and
digital divide resolution, as well as outlooks for the
Pacific economy and food system.

Pacific Economic Outlook (PEO) is among these
PECC activities and has twin expert working groups
of PEO/Forecast and PEO/Structure, respectively
dealing with short-term and longer-term macro-
economic issues in the Pacific region. The results of
PEO/Forecast has consisted an important element of
“State of The Region”, which has made policy
recommendation to APEC, since 2006.

The groups of PECC activities meet periodically to
organize seminars or workshops, conduct studies
and publish their research outcomes and recommen-
dations for the benefit of the Pacific community.

PECC member committees and PECC work groups
send tripartite delegations to the PECC General
Meetings. In the interim, policy matters are handled
by a Standing Committee?, and day-to-day adminis-
trative and coordinating functions are carried out by
the International Secretariat based in Singapore.

For more information on PECC, please contact the
PECC International Secretariat.

PECC International Secretariat

Address : 4 Nassim Road, Singapore 258372
Email :info@pecc.org

Phone :65-6737-9823

Fax : 65-6737-9824

Website : http://www.pecc.org/

I The PECC Economies include Australia, Brunei Darussalam, Canada, Chile, China, Colombia, Ecuador, Hong Kong China, Indonesia, Japan, Korea,
Malaysia, Mexico, New Zealand, Peru, The Philippines, Russia, Singapore, Pacific islands Forum, Chinese Taipei, Thailand, The United States and
Viet Nam. France (Pacific Territories) and Mongolia are Associate Members. The Pacific Basin Economic Council (PBEC) is the regional business
organization, and the Pacific Trade and Development Conference (PAFTAD) is the region-wide organization of academic economists, both of which

are Institutional Members.

2 The Standing Committee is PECC’s governing body. It includes the Chairs of PECC Committees in each of the 26 full member economies.
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PACIFIC ECONOMIC COOPERATION
COUNCIL MEMBER COMMITTEES

PACIFIC ECONOMIC COOPERATION COUNCIL
The PECC International Secretariat

4 Nassim Road

Singapore 258372

Tel :65-6737-9823

Fax :65-6737-9824

Email: info@pecc.net

AUSTRALIA

Australian Pacific Economic Cooperation
Committee (AUSPECC)

JG Crawford Building

Australian National University

Canberra ACT 0200

Australia

Tel :61-2-6-125 0567

Fax :61-2-6-125 0169

Email: jim.short@anu.edu.au

BRUNEI DARUSSALAM

Brunei Darussalam National Committee for Pacific
Economic Cooperation (BDCPEC)

c/o APEC National Secretariat

Ministry of Foreign Affairs & Trade

Jalan Subok, Bandar Seri Begawan BD 2710
Brunei Darussalam

Tel :673-226 1177

Fax :673-226 1620

Email: bdcpecc@mfa.gov.bn

(ANADA

Canadian National Committee for Pacific
Economic Cooperation (CANCPEC)
Asia Pacific Foundation of Canada
Suite220-890, West Pender Street
Vancouver, BC, V6C 1J9

Canada

Tel :1-604-684 5986

Fax :1-604-681 1370

Email: paul.irwin@asiapacific.ca

CHILE

Chilean National Committee for Pacific Economic
Cooperation (CHILPEC)

c/o Chile Pacific Foundation

Av. Los Leones 382, Of. 701

Providencia, Santiago

Chile

Tel :56-2-334 3200

Fax :56-2-334 3201

Email: info@funpacifico.cl

CHINA

China National Committee for Pacific Economic
Cooperation (CNCPEC)

China Institute of International Studies

3 Toutiao Taijichang, Beijing 100005

China

Tel :86-10-8511 9648

Fax :86-10-6523 5135

Email: cncpec@netchina.com.cn
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COLOMBIA

Colombia National Committee for Pacific
Economic Cooperation (COLPECC)

c/o Asia Work Group

Ministry of Foreign Affairs

Palacio de San Carlos, Calle 10, No 5-51 Bogota
Colombia

Tel :57-1-566-7140

Fax :57-1-566-7145

Email: aocolpecc@cancilleria.gov.co

ECUADOR

Ecuadorian Committee for the Pacific Economic
Cooperation Council (ECPECC)

Av.Carrion & Paez Str.(corner),

ZURITA Bldg. Mezzanine

Quito, Pichincha

Ecuador

Tel :593-2-250-1197

Fax :593-2-250-8987

Email: ecupec@mmrree.gov.ec

HONG KONG, CHINA

Hong Kong Committee for Pacific Economic
Cooperation (HKCPEC)

Trade and Industry Department

17/F., Trade and Industry Department Tower
700 Nathan Road, Kowloon

Hong Kong, China

Tel :852-2398-5305

Fax :852-2787-7799

Email: hkcpec@netvigator.com

INDONESIA

Indonesian National Committee for Pacific
Economic Cooperation (INCPEC)

Centre for Strategic and International Studies
(CSIS)

Jalan Tanah Abang I11/23-27, Jakarta 10160
Indonesia

Tel :62-21-386 5532/5, 380 9637/9

Fax :62-21-384 7517, 380 9641

Email: incpec@pacific.net.id

JAPAN

Japan National Committee for Pacific Economic
Cooperation (JANCPEC)

The Japan Institute of International Affairs (JIIA)
11F Kasumigaseki Bldg., 3-2-5 Kasumigaseki
Chiyoda-ku, Tokyo 100-6011

Japan

Tel :81-3-3503 7744

Fax :81-3-3503 6707

Email: jancpec@jiia.or.jp

KOREA

Korea National Committee for Pacific Economic
Cooperation (KOPEC)

300-4, Yomgok-Dong, Seocho-Gu

Seoul 137-747

Korea

Tel :82-2-3460 1242

Fax :82-2-3460 1244

Email: kopecsec@kopec.or.kr

MALAYSIA

Malaysia National Committee for Pacific
Economic Cooperation (MANCPEC)
Institute of Strategic and International Studies
(ISIS)

No. 1 Pesiaran Sultan Salahuddin

PO Box 12424 50778 Kuala Lumpur
Malaysia

Tel :60-3-2693 9366, 2693 9439

Fax :60-3-2693 9430

Email: stephen@isis.org.my

MEXICO
Mexico National Committee for Pacific Economic
Cooperation (MXCPEC)
Plaza Juarez No.20, Floor 6
Col.Centro, Deleg. Cuauhtemoc,
C.P.06010
Mexico City
Mexico
Tel :52-55-91595382
Fax :52-55-91595374
Email: sdelara@sre.gob.mx
or mgomezm(@sre.gob.mx
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NEW ZEALAND

New Zealand Committee of the Pacific Economic
Cooperation Council (NZPECC)

Te Whare Wananga o te Upoko o te Tka a Maui
P.O.Box 600,

Wellington

New Zealand

Tel :64-4-4635794

Fax :64-4-4635454

Email: gary.hawke@vuw.ac.nz

PACIFIC ISLANDS FORUM
Pacific Islands Forum Secretariat
Private Mail Bag, Suva
Fiji
Tel :679-3312 600, (Direct) 3302375
Fax :679-3300102
Email: gregu@forumsec.org.fj
or laisiasat@forumsec.org.fj

PERU
Peruvian National Committee for Pacific Economic
Cooperation (PERUPEC)
Ministry of Foreign Affairs
Jr Lampa 545, 4th Floor, Lima
Peru
Tel :511-311-2570
Fax :511-311-2564
Email: jreyest@rree.gob.pe
or rcasildo@rree.gob.pe

THE PHILIPPINES

Philippine Pacific Economic Cooperation
Committee (PPECC)

c/o Philippine Foundation for Global Concerns
43/F Philamlife Tower

8767 Paseo de Roxas, Makati City

Philippines

Tel :632-885-0924

Fax :632-845-4832/885 0925

Email: ppecc@pfgc.ph

SINGAPORE

Singapore National Committee for Pacific
Economic Cooperation (SINCPEC)

c/o School of Accountancy,

Singapore Management University (SMU)
60 Stamford Road #05-41

Singapore 178900

Tel :65-6822-0150

Fax :65-6828-0600

Email: tanteckmeng@pacific net.sg

CHINESE TAIPEI
Chinese Taipei Pacific Economic Cooperation
Committee (CTPECC)
Taiwan Institute of Economic Research (TIER)
7F, 16-8, Tehui Street
Taipei
Chinese Taipei 104
Tel :886-2-2586 5000
Fax :886-2-2594 6528 (Direct) 2586 8855
Email: d11224@tier.org.tw
or d15626@tier.org.tw

THAILAND

Thailand National Committee for Pacific Economic
Cooperation (TNCPEC)

c/o Department of International Affairs

Ministry of Foreign Affairs

Sri Ayudhya Road, Bangkok 10400

Thailand

Tel :662-643-5248-9

Fax :662-643-5247

Email: apecdesk@mfa.go.th

THE UNITED STATES

United States Asia Pacific Council
1819 L Street, N.W., 2nd Floor,
Washington, D.C., 20036, USA
Tel :1-202-293 3995

Fax :1-202-293 1402

Email: info@usapec.org
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VIET NAM

Viet Nam National Committee for Pacific
Economic Cooperation (VNCPEC)

c/o Ministry of Foreign Affairs, Department of
Maltilateral Economic Cooperation

#8 Khuc Hao Street, Ha Noi

Viet Nam

Tel :84-4-199-3617

Fax :84-4-199-3618

Email: apec@mofa.gov.vn

ASSOCIATE MEMBERS:
FRANCE (PACIFIC TERRITORIES)

France Pacific Territories National Committee for
Pacific Economic Cooperation (FPTPEC)

c/o Secrétariat du comité France (Territories du
Pacifique) pour le P.E.C.C.

c/o Secrétariat Permanent pour le Pacifique,
Bureaun 176

27, rue Oudinot 75007, Paris

France

Tel :331-5369 2495

Fax :331-5369 2276

Email: bruno.gain@diplomatie.fr

MONGOLIA

Mongolian National Committee on Pacific
Economic Cooperation (MONCPEC)

c/o Ministry of Foreign Affairs
Ulaanbaatar-49, Peace avenue 12-a
Mongolia

Tel :976-11-262951

Fax :976-11-322127

Email: mongmer@magicnet.mn

INSTITUTIONAL MEMBERS:

PACIFICTRADE AND DEVELOPMENT CONFERENCE (PAFTAD)

PAFTAD Secretariat

Australia-Japan Research Centre

Asia Pacific School of Economics and
Management (APSEM)

Australian National University
Canberra ACT 0200

Australia

Tel :61-2-61250161/3780
Fax :61-2-61250767
Email: paftad.sec@anu.edu.au

PACIFIC BASIN ECONOMIC COUNCIL (PBEC)

PBEC International Secretariat

Room 1304, Wing On Centre, 111 Connaugh Road,
Central

Hong Kong, China

Tel :852-2815-6550

Fax :852-2545-0499

Email: info@pbec.org

JAPAN COMMITTEE FOR PACIFIC ECONOMIC OUTLOOK
c/o Kansai Institute for Social and Economic
Research (KISER)

29th Floor Nakanoshima Center Building
6-2-27 Nakanoshima, Kita-ku

Osaka 530-6691, Japan

Tel :81-6-6441-5750

Fax :81-6-6441-5760

Email: peo@kiser.or.jp
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KANSAT INSTITUTE FOR SOCIAL AND
ECONOMIC RESEARCH (IUSER)

Background

The Kansai Institute for Social and Economic
Research (KISER) is a nonprofit organization in
Kansai (the region centered in Osaka, Kobe and
Kyoto) that has its objectives in contributing to the
development of the national and regional economies
through academic advances.

KISER was established April 2002 as a result of the
consolidation of the three research institutions in the
region: the Kansai Economic Research Center
(KERC), the Center for Industrial Renovation of
Kansai (CIRK) and the Socio-Economic Research
Institute in Kansai.

KISER promotes research projects under the coop-
eration of academia and local business community,
with the aid of governmental support. The necessary
funds for KISER are raised through membership
fees from 175 leading firms in various industries
from all over Japan.

Purpose and Activities
KISER is currently engaged in the following
projects:

* Conducting theoretical and empirical research
on social and economic issues in Japan and
overseas, including economic policies and
regional development.

* Making proposals on both national and regional
policies formulated through its flexible research
capabilities that take advantage of its academic,
industrial and governmental networks.

* Supporting and fostering researchers at univer-
sities, research institutions and private compa-
nies by inviting their participation in KISER
research programs.

* Providing administrative and financial support
for academic research.

* Encouraging research exchange among Japa-
nese and overseas economists, as well as among
foreign residents in Kansai.

* Carrying out research commissioned by govern-
ment agencies, regional public institutions, and
private enterprises.

* Hosting seminars and symposiums by inviting
specialists from all over the world.

KISER Highlights

<Research for Policy Proposal>

* Policy agenda for the national and local governments
(Discussion on policy agendas regarding the most
pressing and challenging contemporary themes.
Topics include structural reform, macro- economic
policy, international trade, and aging and fewer
children problem among others. Some of the find-
ings of these discussions are also published in the
opinion paper “Nouvelle Epoque”).

* Issues for public administrative and fiscal reforms and for
local government's initiatives.

* Proposals for revitalization of industrial competitiveness
and for regional development strategies.

<Economic Analysis>
* Macroeconomic analysis of the Japanese economy.

* Quantitative analysis of the regional economy.
* Compilation and publishing of a variety of data on

regional economy “White Paper on Industrial Revitaliza-
tion of Kansai”
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<Member Service and Public Interest >
* Research entrusted by public entities

* Sponsoring symposiums, seminars and lecture meetings.

* Sponsoring professional conferences and academic meet-
ings (Modern Economic Policy Conference).

* Promoting Infernational Academic Exchange PECC-PEQ
(Pacific Economic Cooperation Council — Pacific
Economic Outlook).

* Encouraging interactions among academia, business
communities, and governmental bodies.

* Public offairs (publishing the newsletter “KISER”,
maintaining our website).

Senior Officers

KISER is administered by a board of directors,
which consists of representatives from major corpo-
rations and universities in the Kansai region.

Chairman
AKIYAMA, Yoshihisa
Chairman, Kansai Economic Federation

Vice Chairman
TSUIJII, Akio
President, Kansai Employers' Association

NOMURA, Akio
Chairman, Osaka Chamber of Commerce and
Industry

MATSUSHITA, Masayuki
Co-Chairman, Kansai Association of Corporate
Executive

MIZUKOSHI, Kohshi
Chairman, Kobe Chamber of Commerce and
Industry

MURATA, Junichi
Chairman, Kyoto Chamber of Commerce and
Industry

Research Director
HONMA, Masaaki

Contact

Address : 29th floor, Nakanoshima Center Building,
6-2-27 Nakanoshima, Kita-ku, Osaka,
530-6691 Japan

E-mail : kiser@kiser.or.jp
Phone : 81-(0)6-6441-5750
FAX  :81-(0)6-6441-5760
URL  : http://www.kiser.or.jp
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