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Preface

Dear reader,

Intergenerational justice' and demographic change are intimately linked, be-
cause it is the size of a generation that determines a great share of its fate. But,
for better, or for worse?

The relationships between generational justice and demographic change are
extremely complex, and not one-directional. This anthology aims at shedding
some light on these. Both rapid population growth indeveloping countries,
and projected population decline in most developed ceuntries are considered a
threat for future generations in the respective countries.

Although shrinking societies are usually growing©lder, and growing societies
usually become younger, for analytical purposes_the elements of demographic
change can be separated into changes in population size (growth, shrinking),
and changes in median age (aging, juv€neséence). Each of the ensuing four
possible combinations has different effects on policy fields, and indicators for
the wellbeing and the welfare of al generation. As the negative effects of high
population growth rates in developing countries have been extensively studied,
the authors of this book coficentrate on the less often described relationship
between aging/shrinking ahd,intergenerational justice.

In the first part of thiSybook, the demographic changes are described in de-
tail on a global and national level. The dynamics of population growth (de-
cline) and aging (juvenescence) must be laid out, because they set the statistical
basis for the rest of the volume. The second part examines the impact of demo-
graphic change-on key sustainability indicators in certain areas of interest such
as public debt, retirement systems, competitiveness, environment, the labor
market, and the education system in more detail.

Regarding the quality of the environment, food safety, job opportunities,
and access to educational institutions, each member of the next generation is
probably better off if his generation is smaller than the previous one. However,
for other sustainability indicators (e.g., stability of the social security system, or
the reduction of state debt per head), it is probably better for a member of the

! The terms ,,intergenerational justice and ,,generational justice® are used synonymously.

Just like ,,gender justice™ inevitably means, by its inner logic, justice between the genders (and
not within one gender group), “generational justice” is bound to mean justice between gen-
erations, and not within one generation. Hence, the prefix “inter” is dispensable.
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next generation that his generation be bigger than the previous one. A similar
connection ties the ageing and juvenescence of a society. Some sustainability
indicators are aided by an ageing population (e.g., democratic stability), whilst
others benefit from a juvenescent society (e.g., ability to innovate).

Of course, these assumptions are debatable. And debating these is exactly
what the authors of Part II do.

In the third part, we ask how intergenerational justice is affected if sustain-
ability indicators change due to demographic change. In the context of popula-
tion shrinking and aging, the next generation might be better off ecologically,
but worse off economically. How can we then make a statement about intergen-
erational justice? In this Part 111, prominent theories of generational justice are
presented to conceptualize the question of what impact demographic change
ultimately has on generational justice.

The fourth part addresses the ethical legitimacy of population policies. If we
can influence the wellbeing of our descendants (including, but netlimited to,
adopting certain family or population policies), should we do‘s@? Governmen-
tal regulations on permissible number of births raise profound ethical ques-
tions. Undoubtedly, they are a form of governmental interference in individ-
uals’ and families’ freedom of choice. Having a baby.is an intimate, private
affair, and at the same time, a process of great relévance to society as a whole.
This dual character is one of the key reasons why debates on this subject are so
explosive and emotionally charged.

The fifth and last part of the book addré€sses the issue of institutionalizing
our responsibility for future generations."Democracies face a structural prob-
lem, namely, the tendency to prefer the’present, and to forget future implica-
tions of present decisions. Everyspatty tries to obtain a majority, and therefore
has to concentrate on the shozt-térm perspective, namely, the preferences of the
present electorate. In this bid forvotes, the future generation is neglected. Thus,
politicians (of all parties) who want to look further ahead than the next election
have a disadvantage in'the competition with their short-term-thinking political
rivals. The framew@rk»for a fair, future-orientated generational political sys-
tem could be mended by an institutional establishment of generational justice.
Thereby, the glorification of the present in everyday politics would decrease.
Part V of the book examines ways to institutionalize intergenerational justice
in order to abate this structural problem of “short-termism” in democracies.

Most of the chapters derive from a call for papers for the scientific sym-
posium “Demographic Change, Intergenerational Justice and the Implemen-
tation of Long-term Thinking”, which was held from 6-7 November 2006 in
Berlin, Germany. The symposium was organized mainly by the Foundation for
the Rights of Future Generations, and the Bertelsmann Foundation. The Ber-
telsmann Foundation strives to encourage social change, and to contribute to
society’s long-term viability. The Foundation for the Rights of Future Gener-
ations is a research institute on the interface of science and politics. The main
purpose of the foundation is to conduct research on the themes of intergener-
ational justice and sustainability. This mission is realized primarily through the
development of research projects, the organization of academic meetings and
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symposiums, as well as the release of scientific publications. But, as an advo-
cacy think-tank, FRFG’s mission is not only to describe society, but to actually
improve it.

This book is far from a solo effort. The editors, the Bertelsmann Founda-
tion, and the Foundation for the Rights of Future Generations would like to
thank Catherine Barrow and Michelle Wenderlich for their translations, and
Silvia Hurlebaus, Maren Ziegler, and Gudrun Hiither for their editorial work.

Oberursel, Germany Dr. Joerg Chet Tremmel
October 2007 Foundation for the Rights
of Future Generations
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Summary of the Chapters

The interdisciplinary anthology is composed of chapters by demographers,
philosophers, economists, and sociologists. The contributors come from the in-
ternational scientific community.

Part I Demographic Trends

As a starting point in the first part of the book, Prof. Di Wolfgang Lutz, Direc-
tor of the Vienna Institute of Demography, and leadet of the World Population
Program at the International Institute for Applied Systems Analysis (ITASA),
and Vegard Skirbekk draw a general picturg of global demographic trends over
the past decades, and likely trends in the futdre in their chapter “Low Fertility
in Europe in a Global Demographic/Context”. They briefly discuss the forces
driving this universal process of continuing demographic transition.

In the past, demographers ténded to assume that sub-replacement fertility
was only a temporary phenomienon, and eventually all populations of the world
would converge toward réplacement-level fertility. The chapter discusses the
possibility that fertility(inthese countries may actually stay at very low levels,
or continue to decline due to self-reinforcing mechanisms of social change. The
low fertility trap hypothesis describes three distinct mechanisms (demographic,
sociological, afid économic) that may lead to such a downward spiral in future
fertility.

But it is not only the sheer number of people and their age distribution that
matter. The possible consequences of demographic changes greatly depend on
the productivity and the skills of the people, something that economists would
call the quality dimension. This dimension can be quantitatively approximated
by studying the changing distribution of the population by level of educational
attainment. Here, the authors present the first global outlook of human cap-
ital, i.e., trends in the proportions of people by age, sex, and educational attain-
ment in different countries and world regions.

The end of this part deals with the implications of these trends in demo-
graphic factors, as well as in changing patterns of human capital for the future
global distribution of the population, and for likely economic power and polit-
ical weight. Special attention is given to the future position of Europe in this
changing global context.

Xxiii
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Lutz and Skirbekk finally make the case that the positively connoted neolo-
gism “demographic sustainability” does not make much sense as a scientific
term in demography.

Part I The Impact of Demographic Developments
on Key Indicators

Part II starts with the chapter “Demography and Budget Consolidation: An
Analysis and Possible Courses of Action”, by Dr. Johannes Meier, member of
the Executive Board of the Bertelsmann Stiftung, and Dr. Ole Wintermann,
of Action for Demographic Change, presenting results of the “Debt Monitor
20067, and expertise of successful budget consolidation in an international
comparison.

The “Debt Monitor 2006” of the Bertelsmann Stiftung give§ needed trans-
parency to the public national budgets at the state and federal political levels.
At the same time, the Bertelsmann Stiftung supplies solutions for successful
handling of increasing national indebtedness.

In the context of financial sustainability, the foundation asserts that invest-
ments in education are the crucial factor for retaining the political capacity to
act for future generations. Regarding the decrease in the number of employed
people due to demographic change, education’investments represent a substan-
tial contribution for successful budgetrconsolidation.

Additionally, from the analysissof states with successful budget consolida-
tion, the foundation has found ityposSible to deduce reform measures it deems
necessary for Germany. Thusythe Bertelsmann Stiftung proposes, on the out-
put side, a tightening of emtrance rules for social security benefits, as well as
stricter control mechapisms of those benefits. On the income side, they rec-
ommend fundamental“taX revisions, in particular a temporary moderate tax
increase for higher-mcome earners, as well as clear rules for the use of surplus,
and a painter release for the reduction of debts. They also suggest changing the
budgeting process, with the goal of creating a stronger top-down orientation,
rather than the past bottom-up procedure.

Two chapters discuss the effects of demographic change on the economy.
Prof- Dr. Michael Hiither, from the Institut der Deutschen Wirtschaft, posits
that economic growth, and hence welfare unfold by the willingness, the ability,
the chance, and the incentive to work. If growth and welfare can be ensured by
these means in the long run, we can immediately draw a basic conclusion: indi-
viduals and their qualifications are the most important drivers of an expand-
ing economy. A shrinking and ageing population leads to a loss in welfare and
prospects. It is incompatible with the pursuit of intergenerational justice, which
does not only regard the labor force and pensioners, but which also includes the
young and the unborn. Without an interference, it is unlikely that the process
of population shrinkage will come to an end.
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Prof. Dr. Thomas Straubhaar, of the Hamburg Institute of International
Economics, counters this position, arguing that a decline in population does
not necessarily lead to economic problems. He asserts that fears associated with
demographic change have not been empirically proven, and that it is possible
that these changes could even be economically positive. In a shrinking popula-
tion it is possible, for instance, to increase capital intensity per person, leading
to increased productivity and per-capita income; human capital can also be
increased with a distribution of resources between fewer people. Furthermore,
it is aging, rather than shrinking, which presents the biggest demographic chal-
lenges. There are most certainly problems to be faced within an aging society,
primarily with impediments to growth caused by policies that are designed for
a young and growing population, but they can be compensated for through
policy changes, especially including incentives for fast technological progress,
alterations in the duration of working life, labor force behavior, and intelligent
reforms in the pension system in order to make it independéntyof age struc-
ture.

In the next chapter, “Macroeconomics and Age Structure in a Welfare
State — Sweden 19462005, Prof- Dr. Thomas Lindlty Research Director at
the Institute for Future Studies, and Prof. Dr. Bo Mulmberg, Professor of Geo-
graphy at Stockholm University, demonstrate the cffects of changing patterns
of age structure on Swedish postwar socioeconomic indicators. In particular,
they explain how demographic change hasaffected the development of saving,
growth, investment, current accounts, and the budget balance.

Emphasized by the public-oriented,redistribution of the Nordic welfare
states, the effects of an aging population are particularly strong on the budget
deficit, output growth, and housing demand. These basic age effects suffice to
explain most of the variations in the Swedish postwar experience of macro-
economic change, especially the relatively modest performance of the Swedish
economy in the 1980s, and its recent recovery.

Part III The Relationship Between Key Sustainability
Indicators and Intergenerational Justice

Part III continues with the chapter “Demographic Change and Sustainability:
A Generational Balance” by R. Andreas Kraemer, Daniel Blobel, Anneke von
Raggamby, and Doris Knoblauch of Ecologic Berlin. The four authors evaluate
current trends and patterns of environmental and demographic change, in both
a global and national context.

It is now common knowledge that we have eroded, and are continuing to
erode the Earth’s carrying capacity for humans, through rapid growth of the
human population, the concurrent urbanization and industrialization, pres-
ent production and consumption patterns, the inconsiderate use of chemicals,
and our use of natural resources and energy. Environmental and sustainability
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issues can also be compacted by the ageing of society and demographic decline
that many countries are now experiencing. These factors and processes are con-
sidered in the report “The Bottom Line — Heritage and Legacy for the Ger-
many of Tomorrow: a Generational Balance”, on which the chapter is based.

In “Intergenerational Justice in an Extreme Longevity Scenario: Ethical Is-
sues in Biogerontological Endeavours”, Dr. Ulrich Feeser-Lichterfeld, Research
Assistant at the Institute of Science and Ethics in Bonn, examines ethical is-
sues in biogerontological endeavors (dealing with biological mechanisms of
ageing).

With newly emerging technologies, the prospect of extreme longevity is per-
haps nearing fruition. Such a scenario raises many individual and social issues.
This contribution focuses on its intergenerational consequences. The author
considers serious questions such as whom these technologies would benefit,
and whether they would produce unintended consequences, such as a new type
of ageism.

Part IV Intergenerational Justice and Population Policies

The fourth part, on population policies, contains a’chapter by Dr. Joerg Chet
Tremmel, entitled “An Ethical Assessment of the Legitimacy of Anti-natalistic
Birth Policies”. Dr. Tremmel is the Scientifi¢ Director of the Foundation for the
Rights of Future Generations. He first discusses whether or not such policies
can generally be considered unethical,WUnlike some ethicists, his conclusion is
that they cannot be deemed unethical across-the-board. Rather, it is both pos-
sible and necessary to distinguish between better and worse types. Whilst it is
easy to judge measures that either permit a considerable number of freedoms,
or impose considerable sestrictions on these, it is the measures contained in the
middle of the continuum.that are more difficult to evaluate. The four-fifths rule
is presented in ordéttorlend substance to the core of the problem, by providing
a rule of thumb:

Part V The Implementation of Long-term Thinking

In an innovative last part of the book, Marco Wanderwitz (CDU), Peter Fried-
rich (SPD), Anna Liihrmann (Greens) and Michael Kauch (FDP), four young
members of the German Bundestag, present a far-reaching, if not revolution-
ary endeavor to implement intergenerational justice and sustainability in the
German Constitution. In November 2006, together with more than 100 of their
colleagues in the German parliament, they introduced a proposal to change
Article 20 and Article 109 of the Basic Law. The final vote, which needs a two-
thirds majority, will presumably take place by autumn 2007. In their chapter
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“Changing the German Constitution in Favor of Future Generations — Four
Perspectives From the Young Generation”, each one describes, from his/her
perspective (Christian democratic, social democratic, green, or liberal), why he/
she supports the proposed change in the Constitution. Their chapter is a good
example of how theory meets practice, and science meets politics.

The next chapter, “Demographic Pressure and Attitudes Towards Public
Intergenerational Transfers in Germany — how much room left for reforms?”,
by Harald Wilkoszewski of the Max Planck Institute for Demographic Re-
search, highlights the allocation problems in an aging society from a political
economy perspective. The German political discussion has focused on reduc-
tions of public support for the elderly (e.g., the introduction of a “demographic
factor” into the public pension formula), and an increase of public support
for families and the younger generation (e.g., higher spending for family poli-
cies). However, the implementation of such reforms might not be feasible in the
future: the generation of those people aged 60 plus will grow fusther. Addition-
ally, the senior voting block shows consistently higher pofitical participation
rates than do the younger generation. Thus, the questiofi atises whether a new
political group formed by people of the same age with,a common interest is
likely to emerge.

This closing chapter tests empirically whethiér there are characteristics in
Germany indicating the emergence of a new political group: Wilkoszewski
compares the preferences of different age“groups concerning public intergen-
erational monetary transfers, using thed2003 Population Policy Acceptance
Survey (PPAS).
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Chapter 1

Low Fertility in Europe
in a Global Demographic Context

Wolfgang Lutz and Vegard Skirbekk

1.1 Introduction

There are many dimensions of intergenerational juStice, and demography mat-
ters for many of these. Traditionally, global pepulation growth has been seen
as an important danger in terms of worsening living conditions for future gen-
erations through exhaustion of natural resources, and other environmental im-
pacts. More recently, the discussions about global climate change have given
these concerns a new urgency (O’Neillhet al. 2001). While the concern about
unsustainable population growth at.a’ global level, and in particular for coun-
tries in Africa and West Asiaswhich still expect very rapid population growth
in the future, remains valid.and requires all the necessary attention, a new con-
cern has appeared in the context of very low fertility rates in some countries
in Europe, and also increasingly in Eastern Asia. As described in this volume,
the rapid population,ageing that results from low fertility combined with in-
creasing life expectancy raises a host of new challenges for intergenerational
justice. Unfortunately, some people tend to focus only on the challenges associ-
ated with rapid growth, while others focus on those resulting from rapid ageing,
each downplaying the other. But it is important to understand that both rapid
growth and rapid ageing can bring about serious challenges, in some cases for
different societies, and in other cases even in the same country. The most prom-
inent example of this is China, where further growth due to momentum, and
rapid ageing need to be addressed simultaneously. There are many examples in
life where opposing extremes bring problems. Only think of temperature, where
we want to avoid both too hot and too cold conditions. Why should our atti-
tude to population dynamics be any less sophisticated than this?

In this chapter, we first discuss recent demographic trends on a global level,
and briefly discuss the likely outlook for the coming decades, pointing at the
abovementioned heterogeneity in trends. Next, we add a measure of “quality”,
as economists would say, to the sheer quantity of people, by looking at the

Foundation for the Rights of Future Generations (Ed.) 3
Demographic Change and Intergenerational Justice © Springer 2008

978-3-540-77083-1_1_2008-01-09_1



4 Wolfgang Lutz and Vegard Skirbekk

changes of human capital, i.e., the distribution of the population by age, sex,
and level of educational attainment. In the second part of the chapter, we pres-
ent a more in-depth discussion of the future of fertility levels in countries that
already have very low fertility levels. We challenge the conventional assumption
that in these countries, fertility levels will soon recover, and present plausible
mechanisms that may lead to further declines and even lock some countries
in a “low fertility trap”. The mechanisms assumed to cause such a trap are
closely linked to the issue of intergenerational justice, and in this sense, inter-
generational injustice may be one of the reasons why young people will have
ever fewer children, and hence reinforce the speed of ageing and shrinking. The
concluding section will put this hypothesis again into a broader perspective.

1.2 The End of Population Growth
in a Demographically Divided World

Current global demographic trends and the associated challenges are some-
what confusing to many observers. On the one hand;sthe “population explo-
sion” about which we have heard so much over thepast decades seems to con-
tinue in some parts of the world — particularly,in Africa and the Arab World
— while on the other hand, birth rates have fallen' so low in many countries that
the populations are rapidly ageing and beginuing to shrink (Ehrlich 1968; Ehr-
lich and Ehrlich 1990). Hence, we live in @ world in which for some countries
rapid population growth due to adacks0f family planning is a problem and a
major development obstacle, while in“other countries, people start to think that
their fertility level is already too low, and the associated rapid population age-
ing will bring problems fomeld-age security, international competitiveness, and
economic growth in thefuture. This major demographic imbalance may also be
the cause of higher migration pressure in the future.

Throughout human‘history, population numbers have fluctuated mostly due
to changing food, and disease conditions. The long-term growth of the human
population was minimal until the 18th century. Figure 1.1 shows this pattern of
growth for the past millennium, and gives projections to the year 2100. Around
the year 1800, modern world population growth started to increase rapidly,
driven by a decline in death rates that resulted from better nutrition and im-
proving health conditions in Europe. Over the course of the 20th century, the
world population grew from 1.6 to 6.1 billion. This very rapid increase, which
some authors have labeled the “population explosion”, was a result of fall-
ing death rates all over the world caused in particular by the spread of mod-
ern medicine after World War II, together with a continuation of high birth
rates. But with some delay, birth rates have started to decline, and have already
reached very low levels in some countries. Already more than half of the world
population has fertility rates below the replacement level of two surviving chil-
dren per woman.
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On the global level, the population 1S likely to increase from its current
6.4 billion to somewhat below 9 billion by the middle of the century (Lutz et
al. 2001). This significant incredse will almost entirely happen in the develop-
ing countries, and is due to the-rather high fertility in these parts of the world,
together with the very young age structure of the population. This so-called
momentum of population growth results from the fact that ever more more
young women and nien will be entering the reproductive ages, and there will be
more children borh, even if the number of children per woman is at replace-
ment level.

On the right=hand side of Fig. 1.1, the uncertainty range of future popula-
tion trends is shown. Since the future trends of fertility and mortality are both
quite uncertain, population projections also need to reflect the uncertainty
around the path that is considered as most likely. The figure gives the likely
80% range of future world population size, which ranges from a world popula-
tion size of more than 12 billion in 2100 to one of less than 6 billion, i.e., lower
than today’s size. These data also show that there is a high chance that we will
experience the end of world population growth in the course of this century.
The huge range of uncertainty also tells us that the future path is far from be-
ing predetermined, and that it can be greatly influenced by human choice over
the coming decades.

These projections also show that the 21st century will bring significant popu-
lation ageing in all parts of the world. In short, one can conclude that while the
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20th century was the century of population growth, with the world population
growing nearly fourfold, the 21st century will be the century of population age-
ing, with the global proportion above age 60 increasing from currently 10%
to between 24 and 44% (80% uncertainty interval). Even more significantly,
the proportion of the world population that is above age 80 will increase from
currently 1% to between 4 and 20%, depending largely on the future course of
life expectancy. In Western Europe, this ageing is already more advanced, and
currently about 4% of the population are above age 80. Since there is great un-
certainty about the future trend in old age mortality — some scientists say that
we will soon have reached the maximum life expectancy, while others say there
may not even be a limit — there is great uncertainty about the future number of
people above the age of 80 years. By the end of the century, the 95% interval
ranges from the current level to an incredible 43% of the population, with the
median around 20%. Societies with such high proportions of the population
above age 80 will clearly be different from today’s societies.

The universal process of demographic transition from high fertility and
mortality rates to first lower mortality, and then also lower fertility rates is at
very different stages in different parts of the world. This'is the reason for the
demographically divided world we see today. There i§ an increasing number of
countries, not only in Europe but also in Eastern AS$ia; in which the birth rates
have fallen well below replacement level, and the population is ageing rapidly.
For these countries, we expect a future of even more rapid population ageing,
and in many cases a shrinking of total pepilation size. Simultaneously, in Af-
rica and Western Asia the projectionsshow rapid population growth.

The picture is further complicated'by the fact that this demographic divide
does not always go along the traditional divide between industrialized and de-
veloping countries. Some deyeloping countries have recently seen very rapid
fertility declines, and the number of “poor” countries with sub-replacement
fertility is increasing. China/is the most prominent example, where fertility has
recently fallen to an uneertain level between 1.3 and 1.7 (Lutz et al. 2005). For
this reason, over theeoming two decades, China will have both significant fur-
ther growth andssignificant population ageing. It is expected to grow by around
200 million people due to a momentum caused by the very young age structure,
with the consequence that more women enter reproductive age. At the same
time, the one-child family policy is causing serious problems in terms of the
support of the rapidly increasing number of elderly. Surprisingly to some, the
USA will also belong to this same group, which will simultaneously experience
population growth and ageing, because — unlike Europe — it is expected to grow
significantly due to high immigration, and higher birth rates than in Europe.

Table 1.1 gives the trends in the two main drivers of population growth,
namely, mortality and fertility. It shows the empirical data for the past half
century, and projections for the coming decades as assumed in the medium
variant of the UN population projections. Those assume a continued increase
in life expectancy, and a universal convergence of fertility rates around a level
of 1.85 in the medium run. It shows that over the past half century, life ex-
pectancy increased considerably in all parts of the world. Only in Africa has
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HIV/AIDS caused a moderate decline at the continental scale over the past
decade, with life expectancy having considerably declined in some of the most
afflicted countries. In Table 1.1, this is reflected in a very slow overall increase
in life expectancy in Africa over the past half century. For the future, a recovery
in Africa is assumed, along with a continued increase in life expectancy in all
parts of the world.

Fertility rates have also declined considerably around the world over the past
decades. With below 1.4 children per woman, Europe has the lowest level, the
other extreme being in Africa, where the average is still around 4.9 children
per woman. For the coming decades, the UN assumes continued declines in
fertility around the world, with the exception of Europe where a recovery is
assumed. While the assumed continuation of the fertility transition in devel-
oping countries is uncontroversial, the assumption of substantial fertility in-
creases in Europe is more disputed. There are indeed good reasons to assume
that fertility may even continue to decline as a consequence of further declining
family size ideals, and possibly worsening expected income forg¢he young gen-
erations relative to their consumption aspirations. This redsoning has recently
been expressed in terms of a consistent ,,low fertility trdp hypothesis“ (Lutz et
al. 2006). Whether this hypothesis is true, or whether/other forces that exert an
upward pressure on fertility are stronger, is an opefilquestion at this point.

1.3 The Changing Global Distribution of Population
and Human Capital

The demographic trends of the past decade, together with those expected for
the future, result in major-ehanges in regional population distribution on our
planet over the century 1950-2050. Asia, which holds the giant share of the
world population, has“the most stable proportion (about 55-60%) over this
period. The shares‘@f"North America, Latin America, and Oceania are also
surprisingly stable over time. Big changes affect only Europe and Africa, where
over the course of 100 years they fully exchange their positions — Europe’s rela-
tive demographic weight in the world decreases rapidly. In 1950, Europe (in-
cluding Russia) was home to some 550 million people, constituting 22% of the
world population. At present, Europe has increased to 725 million, but since
the world population has increased much more rapidly, Europe’s share has de-
clined to only 12%. This is similar to that of Africa, which started at 8% in
1950. By 2050, Europe is expected to shrink to some 630 million, which at that
point will be only 7% of the world population. Africa, on the other hand, is
likely to continue to grow to around 1.8 billion by 2050, almost three times the
expected population of Europe.

As significant as these changes in relative population size are, it is not clear
exactly what they will imply for a region’s geopolitical standing. The strength
and influence of a nation or a continent is not directly a function of its popula-
tion size. If this were the case, then Africa today should have a similar standing
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in international politics, economics, or military strength to that of Europe, and
this is not remotely the case. What seems to count more than the sheer number
of people is the human capital, which can be defined in a simplified way by
looking at the people of working age stratified by their level of education. The
global distribution of human capital is changing as well, but the pattern looks
rather different than that of mere population numbers.

The first global projections of human capital have been recently produced
by ITASA (Goujon and Lutz 2004). Figure 1.2 shows the persons of working
age by their highest educational attainment. Such data show that in terms of
human capital, Europe (including Russia) is still a world power, with well over
350 million working-age people with a higher education — many more than in
Africa, and even more than the huge South Asian subcontinent. This helps to
put the pure population numbers into perspective. But the figure also shows
that significant changes in the global distribution of human capital are to be
expected. On a relative scale, gains in today’s least developedsregions will be
strongest partly because the recent improvements in edu€ating the younger
generation have already been a significant gain, in compagison to the virtual
absence of education for the older cohorts. This is du€ te the great momentum
of educational improvement. Increases in school efitolment today and over the
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Fig. 1.2 Population (in millions) aged 20-65 by level of education, according to the
“ICPD” scenario in four mega-regions, 2000-2030 (ibid., p. 137)
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coming decade will only very slowly affect the average educational attainment
of the whole working-age population.

Figure 1.2 compares these projections for four “mega-regions”. It shows
that currently Europe and North America together still dominate the world
in terms of human capital, although South Asia and the China region are al-
ready bigger in terms of working-age population. The figure also shows the
different pathways of China and South Asia (India), which reflects the fact that
unlike South Asia, China has invested heavily over the past decades in primary
and secondary education, and will see a peaking of its population size over the
coming decades. South Asia will soon surpass the China region in terms of
population size, but will fall back in terms of human capital.

Even under the most optimistic scenario, Africa will see only very moderate
increases in human capital. An interesting point worth noting is that China’s
human capital is increasing so rapidly that by around 2015, the China region
will have more people of working age with secondary or tertiary edugcation than
do Europe and North America together.

These global shifts in human capital are likely to result in changing geopolit-
ical and economic weights, and have significant implications for global security
in several respects. The changing weights may destabilize current institutional
arrangements on the international level when a e¢duntry’s economic and mili-
tary power is out of proportion with its traditional influence in international
politics. This problem of instability of the traditional role may equally apply to
the rising superpowers in Asia and the European countries, which are losing in
their relative standing.

1.4 How Low Can Fertility Fall in Europe?

The future population‘trends in Europe, and the future standing of individual
countries in a Eurépean and global context will greatly depend on the future
levels of fertility, particularly in those countries that already have very low
levels of fertility. In this context, Lutz et al. (2006) have recently introduced
the hypothesis that some of these countries are in a “low fertility trap”, which
would imply a continued downward spiral in the number of births in these
societies. If true, this hypothesis will have far-reaching consequences for the
demographic future in the countries concerned, including serious repercus-
sions on intergenerational equity. In the following, we will discuss the assumed
mechanisms underlying this hypothesis. As we will see, the third of the three
mechanisms, which refers to changing relative income, is directly affected by
the deteriorating standing of younger people relative to that of their parents in
the countries concerned.

The demographic projections for world regions as discussed above were
largely based on the projections of the United Nations Population Division,
which until recently assumed that all countries in the world would see fertil-
ity converge to replacement level. In 1998, with a rapidly increasing number
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of countries falling far below the previously assumed magic target level of 2.1
children per woman, the UN (United Nations 1999a) finally abandoned the
assumption that all countries of the world would converge to 2.1, and that no
country that was still above 2.1 would ever fall below this value. This magic
number of children is now assumed to be 1.85. All countries that are now al-
ready below 1.3 are projected to recover rather quickly to 1.85; countries that
are still above 1.85 are projected to never fall below that level. Eurostat, in its
most recent round of national population projections for all 25 EU member
countries (Eurostat 2005), makes significantly lower fertility assumptions than
the UN in its medium scenario, which is considered to be the most likely one.
Eurostat makes its assumptions in terms of cohort fertility, which is a much
more stable indicator, and basically assumes that cohort fertility will not de-
cline any further, but rather will stabilize at its current level. In many cases this
implies a moderate, near-term increase in period fertility, but much lower levels
than assumed by the UN medium variant.
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Fig. 1.3 Trends in cohort fertility (empirical, and as assumed by UN and Eurostat pro-
jections) for three selected European countries: Italy for Southern Europe, Austria for
Central Europe, and Sweden for Northern Europe
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Figure 1.3 shows the trends in cohort fertility for three selected European
countries: Italy for Southern Europe, Austria for Central Europe, and Sweden
for Northern Europe. It gives the empirically observed, completed cohort fer-
tility, followed by the assumed fertility rates according to the UN (United Na-
tions 2005) and the Eurostat (Eurostat 2005) population projections, starting
from the birth cohort of 1935, and continuing for 100 years to the birth cohort
of 2035. Up to the birth cohort of 1965, the data are entirely empirical; after
1970, they are a mixture of empirical data for the younger ages, and assumed
fertility rates for the older ones; from the cohort of 1990 onward, they are en-
tirely assumed data, according to either the UN or the Eurostat projections.

The empirical data for Italy and Austria show an almost linear, steep decline
in cohort fertility, from the cohorts born in 1935 to those born in 1985. For
these 40 years, each successive cohort had lower completed fertility than the
previous one. The fertility trends assumed by Eurostat and the UN imply an
abrupt end of the pervasive trend only for the cohorts born after 1985. The
UN even implies a significant increase. For Austria and Italy, the UN assumes
that cohort fertility would increase with almost the same speed as it decreased
over the past decades, and the birth cohorts of 2025 will'again have the same
level of fertility as the birth cohorts of 1950. The EurOstat assumptions are less
extreme, and project only an increase back to theffevel of the cohorts born in
1965 for Italy and Austria.

The cohort trend was less linear in SwedenhAlfter an initial decline, the birth
cohorts of 1945 to 1960 saw a moderate increase in completed fertility levels,
which then was followed by a steep and almost linear decline parallel to those
in Italy and Austria. But since cohort.fertility in Sweden is currently still at a
significantly higher level than insthestwo other countries, Eurostat, according
to its philosophy of constant.cohott fertility, assumes levels for the future that
are not that different from, the .85 that the UN assumes for all countries in
the world. Hence, in Sweden, the UN and the Eurostat assumptions imply an
abrupt discontinuity inithe trend of cohort fertility.

For what reasons*de these projections assume such an unusual reversal in
the trend? Typieally in trend analysis, one would need to propose a very strong
and convincing reason to explain such a deviation from the pervasive trend of
the past 50 years of cohort experience. Even more surprisingly, not even the
low fertility scenarios produced by these agencies assume a continuation of the
trend of the past decades. Furthermore, none of these population projections
provide the users with a clear theoretical reasoning for why, in the case of fertil-
ity, the declining trend is assumed to reverse, while in the case of mortality it
is assumed to continue. When looking at the assumed drivers of mortality de-
cline, ranging from lifestyle factors to medical progress, there are indeed good
reasons to assume that likely improvements in these fields will result in further
mortality declines. But the same seems to be true for the generally assumed
drivers of the fertility decline of the past decades, ranging from the decline
of traditional family patterns to more female education, continuing seculariza-
tion, and increasing uncertainty about the future resulting from rapid social
change and globalization. There is no reason to assume a reversal in the trends
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of many of these determinants of fertility decline in the near future. But why
do projections assume a reversal in the trend of the outcome, i.e., fertility?

This deviation from the conventional rules of trend analysis must have to
do with a strong belief that somehow there is a powerful force that will stop,
and even reverse the trend, i.e., that at the individual level, people will always
want children, and that at the aggregate level, human populations would not
voluntarily shrink and age to an extent that would be socially disruptive, or in
the very long run even lead to extinction. From an evolutionary perspective,
these seem to be reasonable assumptions, because a species without a drive to
reproduce would not have survived to this day. But there is a strong counterar-
gument, namely, that through the introduction of modern contraception, the
evolutionary link between the drive for sex and procreation has been broken,
and now reproduction is merely a function of individual preferences and cul-
turally determined norms. Since social norms can change, and in related fields
such as the role of women in society, have indeed shown fundamental changes
over the recent history, it cannot be ruled out that the sociall/norms about the
desire to have children will see similar, fundamental changes over the coming
decades. Since such norms tend to change very slowly, and the widespread use
of modern contraception is only a rather recent gghefomenon in Europe, the
current, still apparent desire for children (althdugh already on the decline in
some countries) may simply reflect a cultural lag. This lag could be similar in
nature to the well-studied lag in desired family size in the process of demo-
graphic transition, in which high fertility desires can persist several decades
after infant and child mortality have ‘deelined.

Whether, after the break of the'evolutionary link between sex and fertility,
the future of reproduction is entitely a function of potentially instable, individ-
ual preferences and social nors, or whether there are other aspects of human
nature, such as a caring reflex (at least among women) that may ensure a per-
sistence of a certain desired family size, is a question that needs much further
research. Here it is 'sufficient to conclude that there does not seem to be any
“natural law” th@t=would stop fertility from falling further, should preferences
and norms change accordingly.

1.5 Three Mechanisms that May Cause
a Downward Spiral in Future Birth Rates

Our thinking about the possibility of a low fertility trap was triggered by the
recent observation of Peter McDonald, who said that there tend to be two dis-
tinct groups of low fertility countries: those where the TFR has stayed above
1.5, and those where it has fallen below the supposedly critical level, and has re-
mained below ever since (McDonald 2005). McDonald also points out that in
a recent UN survey about population policy, all countries with TFRs of 1.5 or
below have stated that they consider their fertility level as too low. McDonald
hypothesizes that, compared to keeping fertility above 1.6, it is more difficult
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for a country to bring fertility up to, say, 1.6 once it has already fallen to levels
of 1.3 or 1.4. From this assumption, he derives the recommendation to govern-
ments that they should make efforts to keep fertility above this critical level,
and not allow it to fall below.

Whether or not one assumes that there is a specific critical watershed level
around a TFR of 1.5 — we do not want to make this point in our chapter — the
underlying thinking of a nonlinear dose-response relationship between govern-
ment efforts and the response of fertility is a welcome contribution to broaden-
ing our thinking about the relationship between potential drivers of fertility
and the actual fertility change. Because linear regressions have become such a
popular analytical tool, we are accustomed to thinking that a unit change in
the driver always results in a certain change of fertility, no matter at what level
of fertility, and under what side conditions this happens. But there are likely
to be all kinds of nonlinearities and possible feedback loops that may result in
a bifurcation process. This may include what sociologists might‘eall a change
in the demographic regime. For fertility, this may imply that omrce fertility has
fallen below certain levels, and stayed there for a certain tine;it might be very
difficult, if not impossible, to reverse such a regime cliange. Recent work by
Rindfuss et al. (2004) on social transitions in Japangupports this assumption
of nonlinear, self-reinforcing processes in social €hange, with thresholds and
tipping points.

Is it justified to call this possible mechanismyof irreversible (or hardly revers-
ible) regime change a “trap”, a notion that.meither McDonald nor Rindfuss
use? If a trap is defined as an unpleasant'situation (governments would rather
see higher fertility) into which oneenters unintentionally, and from which it is
very difficult to escape, then indeedthe described demographic regime change
may be called a trap. But in addition to postulating the possibility of such a tip-
ping point in fertility, it would be good to be able to identify and describe the
possible mechanisms thatywould constitute such a self-reinforcing process to-
ward lower birth rates,'and consequently accelerating the ageing and shrinking
that are difficult to%€scape. In the following, we will describe three such mech-
anisms: a demographic one, another related to social norms, and yet another
an economic mechanism.

The low fertility trap hypothesis (LFTH) consists of these three independ-
ent elements that all work in the same direction, and can reinforce each other.
While the first is a demographic accounting truism, the two others are testable
sub-hypotheses. One may classify the three mechanisms as demographic, socio-
logical, and economic. To better distinguish between these three independent
forces, we call these LFT1 to LFT3. Figure 1.4 shows how they independently
influence the birth rate.

On the left-hand side of Fig. 1.4, we see the different measures of fertil-
ity. Since the different assumed mechanisms influence these different aspects of
fertility in different ways, it is important to clearly distinguish between these.
At the bottom we have the end result of this chain of influences, which is the
absolute number of births in a population. This is what matters for popula-
tion growth, and for the change in the age structure; therefore, it is seen as the
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final explanandum in our analysis. If populations of different sizes are to be
compared, then the absolute number of births can be replaced by the crude
birth rate, which is an equivalent measure, the only difference being that it is
standardized in terms of total population size. The absolute number of births
is, in turn, a direct function of the age pattern of period fertility, and the age
structure of the population. Period fertility, in turn, results from a combination
of cohort fertility and shifts in the timing of fertility, which can have different
determinants. Finally, we assume that the level of cohort fertility is also influ-
enced by norms indicating the ideal personal family size. These norms are sub-
ject to changes, as will be described. In studies dealing with the determinants of
birth rates, it is not yet common to clearly distinguish between these four differ-
ent levels of measuring reproduction. If it were to be used more consistently, it
could help avoid unnecessary confusion.

As described in Fig. 1.4, LFT1 operates at the level of population dynam-
ics, and refers to what demographers sometimes call the negative momentum
of population growth. It is based on the well-known demographic mechanism

Wealth in
Parental Home,
f Media Industry
Personal Ideal Consumption
Family Size [€= = = — _ _ - Aspirations of
=~ Young
I SN
~
| ~
~
I LO“I;Z:t(iiiOhort Increasing Gap S
| ty Aspirations — N
| Expected Income S \
\
LFT3 \
Cohort Fertility
Less Social Security
for Young Number of People
ith Ye
Lower Economic w:?hil (;);;llg
Growth
v 1

Number of Births/
Crude Birth Rate

Fig. 1.4 The demographic (LFT1I), sociological (LFT2), and economic (LFT3) mech-
anisms that constitute the low fertility trap hypothesis
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that the age distribution of a population exerts an independent influence on the
number of births or the crude birth rate, which is not a function of the fertility
level of that period, but rather results from past fertility, mortality, and migra-
tion. This momentum can be a force toward shrinking in the case of a history
of very low fertility that has modified the population age structure to such an
extent that ever fewer women enter the reproductive age, and hence the number
of births decline, even in the hypothetical case that fertility instantly “jumps” to
replacement level. This process in itself causes a downward spiral in the num-
ber of births. If there are fewer births today, there will be fewer potential moth-
ers “down the road”, which in turn will further decrease the number of births.

This purely demographic mechanism (LFT1) is shown in the lower left cor-
ner in Fig. 1.4. It shows the absolute number of births in a given year as a
function of the level of period fertility and the age structure of the population.
While the level of period fertility is determined by the rest of the model, the
two solid lines give the feedback mechanism that is part of LFTUesthe number
of births influences the age structure of the population, and\§ome three de-
cades later, this modified age structure determines how many births will result
from a given level of period fertility. Of course, the age structure can also be in-
fluenced by mortality and migration, but this is viewedas exogenous in LFTH.
Instead of the absolute number of births, one mayConsider the crude birth rate
(births divided by the total population size) as an*output variable that lends
itself better to international comparisons. But in the end, it is the number of
births that counts in determining the agestrueture, and hence all consequences
of a changing age structure.

LFT?2 refers to a mechanism basedson sociological reasoning. It is struc-
tured around the concept of personal ideal family size, which is assumed to
be one of the factors determining actual cohort fertility. Personal ideal family
size tends to be markedly higher than actual fertility, but it seems to be on the
decline in several European’countries (Goldstein et al. 2003). LFT2 is based
on the hypothesis that'sueh a decline is triggered by declines in actual fertility
some time earlier. Ifistassumed that through the processes of socialization and
social learning, ¢hé)social norms, and in particular the family size ideals of the
young generation, are influenced by what they experience around them in terms
of families with young children. The fewer the children belonging to the envi-
ronment that the young people experience, the lower the number of children
that will be part of their normative system in terms of what is a desirable life.
Hence, in Fig. 1.4, the feedback loop goes from the actual number of births in a
population, to the number of people with young children a few years later. This
in turn is viewed as a key determinant of the personal ideal family size.

LFT3 is based on an economic rationale referring to the gap between per-
sonal aspirations for consumption and expected income, which is assumed to
result in fewer births. This argument is directly derived from Richard Easterlin’s
relative income hypothesis, which claims that it is not the absolute (expected) in-
come that matters, but rather income relative to the aspirations that are largely
formed in one’s youth, and greatly dependent on the standard of living in the
parental home (Easterlin 1980). This first element of Easterlin’s hypothesis has
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always been in the shadow of the second, much more controversial element,
namely, that small cohort size will result in higher expected income. In this
hypothesis, we will refer only to the first element, which is the less problematic
one and has given the relative income hypothesis its name. In the more detailed
discussion below, we will elaborate somewhat on the second part, which does
not seem to be a dominant force prevalent in Europe today.

In Fig. 1.4, LFT3 is represented by the solid lines. The gap between aspir-
ation and expected income is a result of distinct changes affecting these two
factors. As to expected income, a declining number of births is shaping the age
distribution in a way that will result in more rapid ageing, which in turn triggers
necessary changes in the current social security system, which typically means
cuts that will affect mainly today’s younger cohorts, while being less severe and
more gradual for the older ones. In addition to this rather evident deterioration
of expected social security benefits for the younger cohorts, rapid population
ageing may also result in lower productivity, and consequently«m a globalized
economy, less investment, and lower economic growth in the/future. Both fac-
tors result in a more pessimistic economic outlook for{today’s younger gen-
erations, which is widely documented in opinion surVeys. On the other hand,
aspirations for material consumption are probably‘higher today than they ever
were before. Today’s youngsters are not only €Xperiencing an unprecedented
degree of exposure to advertising aimed at_further raising the aspirations for
consumption, but they also tend to come from relatively wealthy homes, their
parents having fully benefited from the‘€conomic boom of the past decades.
There is also a demographic factorz due to the fertility decline, since the 1970s
children have had to share parental.wealth with fewer siblings, a factor that
helped to raise the standard of livang to which they have become accustomed.

In terms of the effect of thi§ widening gap between aspirations and expected
income (in the left column'©f*Fig. 1.4), we may assume two different effects of
fertility. First and foremost, the decline in relative income would (according to
Easterlin) affect the'quantum of fertility, i.e., cohort fertility. But the extensive
recent literature @n-the postponement of fertility, and the resulting increase in
the mean age,of, childbearing, which has an independent effect on depressing
period fertility (the tempo effect), suggests that such a gap would also result in
postponement. Young people are not yet certain how their future income will
develop. Therefore, a likely reaction is to postpone the decision to have chil-
dren until a later date when the future may look clearer. Hence in Fig. 1.4, we
have two effects of declining relative income, one on the translation of personal
ideals into actually wanted cohort fertility, and the other in the process of the
timing of fertility, i.e., the translation of cohort into period fertility.

1.6 Conclusions

At the European level, population projections usually assume a convergence
of fertility and mortality trends among all European societies. This is under-
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standable under a European integration perspective, and under conditions of
increasing communication, travel, and economic interdependencies. On the
other hand, the hypothesis discussed above suggests that there may indeed be
diverging paths with respect to the future levels of fertility. Those societies that
have experienced relatively stable fertility levels not far below replacement for
the past decades may continue to do so, while the ones that have seen rapid
declines may even experience further declines. But such diverging trends may
not only be observed at the level of countries, but could also refer to other so-
cial groups such as specific ethnic or religious sub-populations within or across
countries. Diverging age structures between different population groups within
Europe are likely to provide further complexity to intergenerational equity, and
may further challenge social security systems.

It cannot be ruled out that, even within the same social groups, there may
be increasing “divisions of labor” for a society’s reproduction, with significant
segments of the group having fewer or no children, while othersihave a larger
number of children, whether or not they receive financial compensation for
this extra effort for societal continuation. These are clearly. highly contentious
subjects, but they illustrate that even in the narrow field of\fertility, the issue of
intergenerational justice cannot be discussed indepefidently from the issue of
intragenerational justice.

On the global level, we may be heading toward a future of continued hetero-
geneity, and even further diverging conditionsiin'terms of demographic trends,
health, and economic wellbeing. For alliwe know, global warming is likely to
most strongly affect those regions that alseady have high vulnerability partly
due to unstable demographic conditions/and rapid population growth that have
made it more difficult to expand educational coverage, and build the neces-
sary infrastructure to protectsagainst natural disasters as well as diseases. We
need a more general framework, such as the recently proposed framework of
“population balance” (Lutz/et al. 2004) that integrates the demographic issues
of growth and ageing‘together with human capital and environmental chal-
lenges in a commofitmodel, so that we are not discussing the one while forget-
ting about the other. A rapidly ageing, and even decreasing European popu-
lation may be associated with many challenges for the younger generation of
Europeans, but it also has to be seen in the global context, where population
growth and increasing energy consumption aggravate the environmental risks
for coming generations. An assessment of the net effects is very difficult, and
greatly depends on values taken into account. But this dimension cannot be
disregarded when discussing intergenerational justice.
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Chapter 2

Demography and Budget Consolidation:
An Analysis and Possible Courses of Action

Johannes Meier and Ole Wintermann

2.1 Introduction

Demographic trends pose a major challenge to gelitical decision makers in
Germany. German society is facing the combined trends of aging, increasing
diversity, and shrinkage — with the added compli¢ation that these fundamental
shifts are occurring in highly differentiated,patterns in different regions. This
calls for major adjustments to policies, Systems, and planning on a national,
regional, and community level.

While there is an increasing consensus that some action needs to be taken,
it is less clear where the more,fundamental changes should begin, and how a
broad consensus can be achieyed for implementing difficult adaptation strat-
egies. In particular, the country’s baby boomers both pose a challenge and
present an opportunity, As for the challenge: baby boomers have considerable
earning power, and therefore constitute a major source of financing for the so-
cial welfare statéi;Within 25 years, however, the majority of the baby boomers
will have retiredj)and will be drawing benefits. Given the welfare state’s current
pay-as-you-go systems, this will put a major burden on subsequent generations,
which are significantly smaller, and thus require considerable increases in pro-
ductivity. The situation is complicated by increasing debt levels that limit policy-
makers’ freedom to take action. With regard to the opportunity that baby
boomers provide, it should be noted that this generation can be characterized
not only by its size, but also by its ability to shape new trends and to introduce
new patterns of behavior.

In this chapter, we argue that the demographic changes impacting Germany
call for differentiated adaptation strategies that anticipate the country’s age
structure in the coming decades. However, as many of these adaptation strat-
egies are still to be specified, special attention needs to be paid to ensuring that
future generations have sufficient room to maneuver. This requires that public
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budgets be consolidated as a critical first step, one that must be taken without
further delay.

A successful consolidation strategy tends to require a clear understanding
of underlying principles and goals, which need to be upheld over a longer time
span by all constituents. As political rationales do not necessarily follow tech-
nical rationales, it is important to discuss how such principles and goals can be
upheld by a critical mass of actors over the long term.

We believe that — as is true of any major reform effort — it is crucial to invest
heavily in the explanation of why consolidation of public budgets is necessary.
Usually the best explanations in major reform programs have a principle-based
or moral quality, and make reference to the “light at the end of the tunnel”. In
addition to such an explanatory framework, clear goals need to be set. These
goals provide the basis for tracking progress, and communicating intermediate
success during the long and arduous journey. Finally, credibility needs to be
established continuously by executing measures that are understandable, con-
sistent, and well prioritized.

In this context, the Bertelsmann Stiftung has recently conducted two studies:
the Public Debt Monitor update, and an international ¢omparison of success-
ful consolidation policies. The Public Debt Monitor provides an understanding
of sensible and necessary consolidation goals bydmaking implicit debt visible
over the medium term, and demonstrating the impact of recent consolidation
initiatives. The international comparison of. suceessful consolidation strategies
identifies success factors and policy patteriissas a reference point for strategy
definition and communication.

In this chapter, we introduce key results from both studies.

2.2 Public Debt Monitor

The only way to détermine whether the 16 states and the federal government
are gaining or lesing ground in their efforts to consolidate their budgets is to
constantly monitor and analyze their fiscal policies. The Bertelsmann Stiftung’s
Debt Monitor is designed to do exactly that. The project tracks the budgets
of the federal government (including allocations to the public pension system)
and the states (including municipalities and local government associations).
Developed by economists and public policy analysts, the program uses clearly
defined assumptions and calculations to quantify the need for consolidation in
each budget. It also takes current debt levels into account. The Debt Monitor
is intended to make the consequences of fiscal policy more transparent, per-
mit closer oversight of public funding, and — through publication of its find-
ings — bring greater discipline to fiscal policymaking.

In the year 2020, Berlin is projected to have the highest debt level, followed by
Saxony-Anhalt and Bremen, assuming that fiscal policy remains unchanged, and
without taking into account the increase in value-added tax (Fig. 2.1).
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If the increase in value-added tax is takeng account, then Berlin's debt level
will still be highest, with Bremen next, t ony-Anhalt (Fig. 2.2).
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If we take into account the increase in value-added tax, in 2020 predicted per-

capita debt will be highest in Bremen, followed by Berlin and Saxony-Anhalt
(Fig 2.3).

Public debt per capita, in €
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Figure 2.4 shows the need for cons jon of primary expenditures in each
state, taking into consideration the Q dded tax.
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Fig. 2.4 Percentage of required consolidation in cutting primary expenditures
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Bremen, with a required cutting of 21.9% of primary expenditures, leads the
list of the states in need of budget consolidation, followed by Berlin and Saar-
land. Bavaria is the only state to have a negative level of new debt, at —0.6%.
The relevant percentage for the federal government is —0.7%.

It is remarkable that, on the one hand, changes in interest rates and pro-
ductivity lead to hardly any effects in the development of public debt in 2020
or 2030. Lower rates of interest and higher rates of productivity are merely a
marginal determinant of the absolute level of debt in the future.

On the other hand, the rise of the German value-added tax at the beginning
of 2007 leads to a significant lowering of future debt levels. If, and only if the
higher tax income is “invested” in the consolidation of public budgets will it be
possible to achieve the better result shown in Fig. 2.2. These sensitivities are in
line with a key finding of the international consolidation analysis: a success-
ful consolidation strategy tends to simultaneously raise taxes and lower social
expenditures. This stands in contrast to core beliefs often espoused in everyday
politics, whereby politicians want to either raise taxes or lowér social expendi-
tures, but seldom both.

2.3 Successful Consolidation: An Intetnational Comparison

As part of a transparent presentation of the budget situation at the federal and
state level, the Bertelsmann Stiftunghas cooperated with Prof. Uwe Wagschal
of Heidelberg University in publishing a report laying out options derived from
a comparison of successful budgétsconsolidation efforts in other countries.!

2.4 Reform Measures on the Expenditure Side

The following, reforms on the expenditure side are recommended as methods

for achieving successful consolidation.

1. First, the indexing of social benefits should be suspended or adjusted. In
concrete terms, this could be done by introducing a certain commitment
(Regelbindung) governing changes in wages and transfers in the public sec-
tor (including remuneration for members of parliament). Full adjustment
to changes in economic indicators would be permitted only if the national
deficit is limited, and the amount of debt remains under a certain level.

2. Second, overall growth in expenditures should be linked to the budget situ-
ation and economic developments. The aim should be to ensure that long-
term growth in expenditures remains under the average growth level (roughly
0.5% below real economic growth), in order to support positive growth in
the private sector.

' All studies can be downloaded from http://www.aktion2050.de
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. It should also be noted that other countries have restricted access to social

services, and tightened control mechanisms as part of their budget consoli-
dation processes. In addition to carrying out the Hartz IV reforms, it is im-
portant to review and adjust other branches of Germany’s social insurance
system, such as long-term care insurance and the healthcare system.

2.5 Reform Measures on the Revenue Side

. First, surpluses and one-time revenues (e.g., from gold, licenses, privatiza-

tion) need to be invested in Germany exclusively in debt reduction, as suc-
cessful consolidators have done. There is no way to avoid establishing clear
rules in this context, as the controversy over the German Federal Employ-
ment Agency surpluses has shown.

. Moreover, in certain countries moderate tax increases, partietilarly for those

with higher incomes, have helped to achieve consolidation from the polit-
ical-economy perspective. This kind of tax policy would help distribute the
costs and benefits of consolidation more equitably; and 1t would be easier to
communicate such a policy to the public.

. The option of fundamental tax reform should be reconsidered. We are cur-

rently seeing a gradual dismantling of tax, breaks and financial supports,
which broadens the income-tax assessmetnitbasis. Comprehensive tax reform,
eliminating all deductions while atthe'same time substantially lowering tax
rates, would be a clear and growth=friendly alternative. Some countries that
have undergone consolidations, stueh as a number of Scandinavian countries
(“dual income tax”) and The, Netherlands, as well as transition countries
like Slovakia and Russia, have had good experiences implementing funda-
mental reforms. In most ¢ases of sustained consolidation, in the short term
revenues have declinedrduring the consolidation phase, which has had in a
mid- and long-t€rm» perspective a positive effect on economic growth and
employmentawhile simultaneously rehabilitating the budget.

2.6 Institutional Changes in the Budget Process

While consolidation can be achieved over the short term by taking steps on the
revenue and expenditure sides simultaneously, it is more likely to be sustained
over a longer period of time by making institutional changes.

1.

First, a look at other countries indicates that the budget process should be
changed in favor of a stronger top-down orientation, rather than the exist-
ing bottom-up process.

. Second, the budget should be built on cautious estimates of future develop-

ments, generated, for example, through systematic underestimation, to re-
main on the safe side in determining the benchmarks on which the budget
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is based. Over the past 15 years, economic growth has been systematically
overestimated.

3. In addition, the experiences of other countries indicate that a policy of “lay-
ing back the money for bad times” should be introduced, stipulating that
any unforeseen surpluses are to be used to alleviate the national debt.

4. Furthermore, expenditure and deficit goals should be announced at the be-
ginning of each legislative period, with the goal of enhancing discipline. In
Germany, this should be emphasized in the coalition agreement and the gov-
ernment policy statement.

5. Finally, changing to multiyear budgets would result in a stronger future
orientation, and provide a more solid foundation for medium-term fiscal
planning.

2.7 Drawing Conclusions from “Soft Factors”

1. Leadership is crucial for consolidation. Moreoverfitiis clear from initial ex-
periences at the state level that voters would respend favorably if politicians
were to commit to consolidation, voice theit support for it publicly, and
make consistent efforts to achieve it.

2. In addition, far-reaching reforms shouldybe carried out as soon as a change
in power or government has taken place; in order to enhance political cred-
ibility and take advantage of the,“heneymoon effect”.

3. Because of their large majorities,/grand coalitions have a good chance of
success in putting the budget'back onto solid ground, particularly in states
where a variety of players Wave veto power.

4. Tt should be noted that'¢onsolidation depends largely on overall economic
conditions, and on developments in the financial and capital markets. De-
clining economicigrewth significantly affects the chances of consolidation,
as does an in€rease in interest rates. Here too, however, governments can
build trust,by, pursuing credible policies, and a sustained economic policy
can ultimately help to achieve both goals.

While the Public Debt Monitor has provided more transparency on the vari-
ance of debt at the state level, the international comparison of consolidation
strategies suggests key success factors for setting the proper agenda.

2.8 Summary and Outlook

In view of demographic trends, consolidation will present a growing challenge
to society and the political sphere. The 2006 Public Debt Monitor has pro-
vided insight into the situation to be expected at the federal and state level
in 20 years. The international comparison of successful consolidation efforts
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shows determinants and realistic measures for achieving lasting budget consoli-
dation. Consolidation is clearly possible, but very hard to manage from a polit-
ical point of view. In Germany, this management challenge is complicated by
the highly interlinked financial flows between the federal, state, and community
levels within the country’s federal system. For consolidation to be successful, it
is critical that an integrated view of the absolute debt at all levels be taken, and
clear accountabilities be assigned.

Looking beyond the need to maintain a degree of financial leeway by con-
solidating public budgets, emphasis must be placed on the critical role that pro-
ductivity levels play for the robustness of the German welfare state. A low rate
of reproduction, and the aging of the population could potentially contrib-
ute to a serious weakening of Germany’s viability as a business location, since
growing social burdens are enhancing non-wage labor costs, while the number
of workers is declining. That is why action is required both to improve infra-
structure, and to make effective use of the potential within the existing labor
force.

We believe that this can best be achieved by using the(available leeway to
focus attention on increasing human capital, by increasing investment in edu-
cation and R&D. This is not at odds with the call'for consolidating public
budgets: each Euro that is not spent on education tends to result in long-term
costs that are an order of magnitude higher than the unspent funds. Current
bookkeeping methods, however, do not adequately account for these “prepro-
grammed” social expenditures, and for reduced productivity.

Thus, an effective strategy for conselidating public budgets needs to be com-
plemented by a strategic vision for,ensuring productivity in an aging, diverse,
and shrinking society.



Chapter 3

Intergenerational Justice and Economic Growth.
A Challenge for Economic Policy

Michael Hiither

3.1 Economic Theory and the Theory of Justice

Economic theory and the theory of justice entail@common feature: both are

traditionally subject to a limited time horizon £the’perspective of the present

generation. Under such premises, efficiency.and justice can easily be discussed

and balanced. Neglecting a historical perspective, i.e., the long-term develop-

ment under real-time conditions, significantly reduces the set of variables, and

makes redundant the answers to questions like the following.

*  Where do the rules for analysis ofdncentive effects come from? Who formu-
lates the “good constitution”?

* How can individuals’ differént sets of values be explained?

*  Why do different social Subsystems occur for identical regulation systems?

* How relevant is theyintertemporal shift of scarcities — especially between
physical capital and’human capital — for the growth perspectives of future
generations?

Homo oeconomicus lives in a theoretically defined world of unlimited com-
petition. That makes him attractive. We define, but rarely question the con-
ditions of his behavior. This approach has persisted throughout the progress
of macroeconomic analysis, starting from the fundamental assumption of an
equilibrium in neoclassic theory, over the fundamental assumption of a dis-
equilibrium in Keynesianism, to the growth of theoretical questioning concern-
ing the conditions of intertemporal stability of capital accumulation. Finally,
the discussion on the sustainability of fiscal policy issues that occurred during
the last two decades has altered this approach. Especially Alan Auerbach and
Laurence Kotlikoff have, under the scope of fiscal policy, added a link between
the claims and the living conditions of different generations, with the means
of generational balancing (for an overview, see Auerbach et al. 1999). With the
help of these models, intertemporal effects of distribution in fiscal policy and
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the social security system can be analyzed. The results of these studies have
meanwhile attained an important place in policy consulting (see Sachverstindi-
genrat 2001, and later editions thereof).

For a long time, an original generational perspective has been adopted in
the environmental debate. To the degree to which neoclassical considerations
of an emission-oriented environmental protection with the aim of eliminating
pollution have been complementing the concept of sustainability, claims of
future generations have systematically been incorporated (see Bardt and Hiit-
her 2006). Since then, environmental goals have been balanced against social
and economic targets. Prevention has taken the place of cure in environmental
policy.

These long-term-oriented, multigenerational approaches are gradually com-
plemented by questions of demographic change — for Germany in particular, a
shrinking and ageing population. Economic prosperity and justice cannot be
regarded independently from the population development, and justyas import-
ant, human capital accumulation (see Berkel et al. 2004). This‘z€quired mental
progress such that we do not merely regard the impacts of the demographic
trend as a subject to be modified by policy measures, buf also the trend itself.

Every line of argumentation concerning the link b€tween interests of differ-
ent generations rests on the insight that the mark€t economy system does not
contain a guarantee for expansion in time. Scarcities vary not only between
shrinking and expanding markets, which is a vital feature of the ordinary struc-
tural change, but also between different,economic states of generations. The
commons — an image that is often cited in the theory of public goods — is the
location of conflicting interests notonly’within a generation, but also between
different generations — generations Whose size and structure are still unknown.
Hence, scarcity becomes important'in matters that are evaluated as stable, or at
least sufficiently inertial. Thetefore, the potential of human capital accumula-
tion is defined primarily by a process of path dependency. In the case of a con-
tinuously shrinking population, the necessity of disinvestment that is ordinarily
relevant only in spé€ifie single markets occurs on an aggregate level. Economic
theory, having inherited from the classic model the optimism of expansion,
needs to focus contraction. The fact that no symmetric property rights exist be-
tween generations — as opposed to within a generation — adds some complexity
to the issue. Due to factual irreversibilities or prohibitively high costs for revi-
sions, compensation strategies between generations are hardly feasible.

The aspect of long-term implications of present economic action has pro-
foundly changed and amplified. However, the subject lacks valuable content if
it cannot be measured with a commonly accepted norm. As much as the valu-
ation of economic action within a time frame needs to be oriented along cer-
tain norms, this is true also for an intergenerational perspective. Even though
efficiency and justice exhibit a relationship of conflict, they cannot be regarded
separately. Economics simply is a normative science. Or, to echo Herbert
Giersch, former president of the Kiel Institute for the World Economy (Kieler
Institut fiir Weltwirtschaft): “Value judgements in questions of economic pol-
icy are inevitable. It would be a mistake to conceal them in an open discussion.
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They will be detected anyway. Therefore it is better to show one’s colors in the
first place and to explain where one is located within the field of conflicting
values” (Giersch 1999).

The contribution of the theory of justice was to abandon its primary focus
on individual ethical problems, and to broaden its range of topics to social as-
pects (see Horn and Scarano 2002). Philosophers of the ancient world and the
Middle Ages interpreted justice primarily as a guideline for people’s behavior.
However, the discussion of justice with regard to proceedings, laws, rules, social
regimes, economic systems, opportunities of participation, and results of indi-
vidual action in the social context imply that these concepts can be influenced.
Consequently, 18th century economics has produced a modified expression
along with conceptual consequences, abandoning the narrow view of the “eco-
nomics of the house” (“Hausviterliteratur”; see Landshut 1973), and provid-
ing for a broad view of the division of labor according to Adam Smith.

Hence, concepts of justice were called for, debating the pasticipation op-
portunities of an anonymous economic system, as well as‘tlie question of an
appropriate yield of economic action. The consideration of) future generations
— on the one hand, through the formulation of claimg§ regarding the actions of
the present generation, on the other hand as a targétigroup for the definition of
constitutional rules — arose from the question©f long-term stability of social
and economic regimes. In institutional economics, such considerations meet
the questions of how incentive structures ¢an be defined within constitutional
regimes, and how the creation of suchuegimes takes place.

Intergenerational justice, and economic growth beyond the accumulation of
physical capital are — that should have become obvious — unambiguously two
sides of the same coin. Hence, the’preconditions of their discourse are given.
Yet, their conceptual conjunctions are rudimental. They are the subject of the
following discussion. Afteréa“glance at the empirics of demographic change in
Germany, the consequences of a shrinking population for economic growth
will be analyzed with_a supply-sided view. Then, the concept of intergenera-
tional justice willtbédiscussed, in order to finally formulate a national strategy
for long-termygrowth.

3.2 Germany: Facing Demographic Change
and the Need for Education Reform

The development of the population, and the formation of human capital
should be discussed jointly. While population growth defines the potential of
human capital formation, the latter determines the original income perspective
of each cohort. Hence, an empirical observation needs to reflect both aspects.
Describing demographic change resembles the analysis of the global climate
change: the debate easily slides onto an emotional or dramatic level. Horror
scenarios may have pedagogic effects. But oftentimes they generate a fatalis-
tic attitude that implies the nonexistence of effective solutions, suggesting that
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solely an adaptation strategy appears promising. However, rather than painting
catastrophe scenarios, the analysis of the problems at hand should be driven by
reason, not by emotion.

We will at first address the empirical facts as stated in the 11th coordinated
population forecast of the Federal Statistical Office of Germany (11. koor-
dinierte Bevolkerungsvorausberechnung; see Statistisches Bundesamt 2006).
Demographic change is driven by three factors: fertility, life expectancy, and
migration. The forecast is based upon the perception of historical changes, and
therefore — under a somewhat secular view — draws upon plausible assumptions
regarding the future trend. The population forecast can hence be interpreted
as a reflection of alternative scenarios presuming varying conditions, and thus
identifying the sensitivity of differing assumptions with respect to the outcome.
Clearly, a demographic equilibrium — defined as a state without permanent
growth or shrinkage, and a steady age distribution — is not a realistic pattern.
Globally, a demographic disequilibrium can be regarded as thésmprmal state
(see Birg 2003a, p. 6).

Since the mid-1970s, fertility in Western Germany, and lately also in Eastern
Germany has settled to a rate of 1.4 births per woman (cf) Fig. 3.1). With this
birth rate, Germany is located in the lower part in andfiternational comparison.
However, generative behavior in Germany is anything'but stable. Whilst fertil-
ity of women 30 years and younger is decreasing, the birth rate of women older
than 30 has been rising in the same proportion. The underlying cause consists
in the fact that both the marriage decision afid the family decision have deceler-
ated within the last decades.
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Fig. 3.1 Fertility rates in selected countries (source Census Bureau: USA)
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Interestingly, the composite birth rate of female immigrants has decreased
due to altered migration flows, namely, by 17% since 1991. The share of female
immigrants from Eastern Europe, where fertility constitutes a low level, has in-
creased substantially. Contrarily, the proportion of Turkish women relative to
all female immigrants has decreased from 30% in 1990 to 22% in 2004. Overall,
the average age of female immigrants at the time of birth rose as well.

Germany is the only country displaying a very low fertility for 30 years.
However, the drop in birth rates clearly appears to be a European phenom-
enon. With the exception of France, which has recently been approaching the
replacement rate of 2.1, no European country reaches this level. Three groups
of countries can be differentiated (Fig. 3.1): the Scandinavian countries and
Benelux with a birth rate of roughly 1.7, mid, Eastern, and Southern Europe
with a fertility rate around 1.3, and France and Ireland with a rate of approxi-
mately 1.9. Internationally, a similar structure can be observed: Japan’s fertility
rate equals 1.4, Canada’s 1.6, Turkey’s 1.9, and the USA has a birth rate slightly
over 2. In all likelihood, these differences reflect not onlyfvarying political
frameworks, but also culturally determined patterns of behavior and approval.

In other words: with the exception of the USA, “m0dern societies obviously
benefit from children that are not born. They do n6t.néed children” (Hondrich
2006, p 34; see also Birg 2003a, p. 7). In the shorfirun, observers such as the so-
ciologist Karl Otto Hondrich suggest that children compete with economic and
career prospects for high-skilled women,'“Hence, the economy would simply
require open labor markets for young,adults. Due to its limited time horizon,
this view is to be perceived as a provoeation, which sharply describes a con-
flict that is primarily found in industrial economies. If it is true — as Hondrich
claims — that fertility “is not.anfindividual but a collective variable”, then it
follows that there is a need.fot.a collective commitment to resolve this conflict
(Hondrich 2006).

For the fertility level, complex decision structures are to be analyzed that
regard individual living conditions, as well as social and group-specific prefer-
ence patterns. Afi*empirically evident aspect is the financial situation of fam-
ilies, compared to not having children (see Hiilskamp 2006). Only couples with
children in Germany — and Great Britain — dispose of significantly less income
than those without children. Since, compared to Germany, a substantially
higher financial support through public transfers in countries like the USA,
Canada, Sweden, and Finland can be ruled out as a reason, the deviating labor
force participation rate of childless women and of mothers becomes a central
factor for explaining this observation.

Concerning the question of which behavioral patterns determine the devel-
opment of the fertility rate — the growing childlessness, or the disappearance
of multi-child families — the answers differ between nations. For Germany, the
polarization hypothesis was developed (see Dorbritz 2005) according to which

' This is supported by a newly published study on the incentive effects of income-differenti-

ated childcare costs: see Biitler (2007). For an overview, see Dickmann and Seyda (2005).
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childlessness rose at the expense of the one-child family, while the share of
women with two or more children decreased by a lower rate. Childlessness in
Germany amounts to a little over 25% for the relevant age groups. While this
development can be observed throughout Europe, Germany took the lead in
this development, displaying particularly high values.

Therefore, an essential factor of changing the fertility rate is the alteration of
the labor market orientation, as well as the creation of opportunities for women
in the labor market that began to emerge especially since the middle of the last
century. This alteration has occurred in three dimensions (see Goldin 2006).
First, the time horizon for the occupation of women has changed. Whereas
it used to be short and limited to certain phases of life or family situations, it
has continuously been extended to the complete time span of employability.
Second, occupation increasingly becomes a matter of individual planning and
preferences. Third, a woman’s employment decision has altered from a derived
one with regard to her spouse’s occupation, to a cooperative decision within the
household. Insofar, women’s labor market behavior can be characterized as “a
change from ‘jobs’ to ‘careers’ (see Goldin 2006).

Beside the fertility rate, life expectancy is an importaut factor for population
growth. Life expectancy, which is continuously risingiin a long-term perspec-
tive, increases the share of old people even in cdSe of a fertility rate on the
replacement level. As opposed to the findings for fertility rates, this is true for
all industrial countries that have been considered, albeit with different paces of
the ageing processes. This development espeCially results from progress in med-
ical care, hygiene, nutrition, and livingsconditions, as well as improved working
conditions and an increased material prosperity. The substantial rise in life ex-
pectancy by the middle of the 20th €entury is caused mainly by a drop in infant
mortality. Since then, the increasg in life expectancy has slowed down.

Germany does not hold a‘leading position in life expectancy in an interna-
tional comparison. The Kederal Statistical Office of Germany calculates life
expectancy with twq, different assumptions. The first scenario examines both
the long-term deyelopment since 1871, and the short-term development since
1970. It yields am iacrease in life expectancy by 2050 of 7.6 years for men, and
6.5 years for women (each from the point of birth), i.e., the gender difference
is reduced by a little more than a year. The second scenario is based upon the
short-term trend, and presumes an increased gain in life expectancy, depicting
a ceiling of 9.5 or 8.3 years from birth, respectively.

Finally, a third driver of demographic change is migration. In a long-term-
oriented comparison, its influence is less distinct, and hence less significant
than that of the other two factors. In the 20th century, Germany’s net migra-
tion displayed substantial variations due to political influence (1955 to 1968 re-
cruitment of migrant workers, the 1973 recruitment ban, the 1983 Repatriation
Act, the 1993 Asylum Procedure Act). During the last decade, net migration
has stabilized. In an international comparison, Germany is among the high
immigration countries. The annual immigration surplus is likely to remain be-
tween 100,000 and 200,000 persons. Accordingly, the Federal Statistical Office
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of Germany presumes two different scenarios for the population estimation.
Hence, extreme scenarios that approximate a compensation of the endogenous
population development by migration are — justifiably — excluded. If, for ex-
ample, a rise in the share of old people were to be avoided, a net immigration of
188 million young people by 2050 would be required, according to the United
Nations (see Birg 2003a, p. 12).

Overall, a fluctuation band for population development can be established
(Fig. 3.2). In each scenario, the population will drop by 2050, compared to
today. Contrary to historical situations of former centuries, this fact — taken
by itself — does not appear as a problem. Having people live everywhere is not
a mandatory condition. Within the scope of scenarios under today’s non-Mal-
thusian conditions, no economically optimal population size exists. However,
something else has to be borne in mind: the population estimation suggests, in
the sense of comparative statics, the end of all adjustment processes in 2050.
In fact, however, the situation is that of a continuously shrinking population.
Hence, the scope of the analysis has to be the process of cortinuous contrac-
tion, rather than a snapshot of a certain year, based on an endogenous com-
pensation as opposed to political interference.

To which degree population development can b¢associated with an increase
in income depends centrally upon human capital formation of the different
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cohorts. Human capital formation — or its correlative educational poverty — can
be captured empirically with different concepts according to different age levels
(see Anger et al. 2006, p. 7). For adolescents in secondary education (aged
15 years), the absolute and relative degree of educational poverty is determined
by means of standardized tests like PISA, which measure competencies. For
persons aged 25 to 64, the acquired certificates reported in official statistics are
taken into account.

In both categories, Germany attains at best average results, despite great ef-
forts and fairly substantial expenditures, which in some categories liec above the
OECD average. As for the category “reading”, 22.3% of the students do not at-
tain competency level 2 (see PISA-Konsortium Deutschland 2005). These ado-
lescents are virtually predetermined to belong to a disadvantaged group in the
labor market, since their reading competencies are insufficient to be qualified
for skilled employment. The dual system of vocational education and training,
which Germany can be proud of, does not come into effect for théseypersons. In
contrast to the value mentioned above, only 8.5% (in 2004) ofi¢ach class leave
the school system without any degree. This divergence demonstrates the differ-
ent explanatory content of certificates and competencie§.

A similarly unpleasant finding is that Germany cafinot keep up with the dy-
namics of other industrial countries with respect’to the trend toward higher
qualification — measured as the share of persons with a tertiary degree. With
regard to the OECD average, it can even be,argued that the educational expan-
sion has come to a halt (Fig. 3.3).

A lack of human capital accumulationyhas serious impacts on the individ-
ual level, as well as on the welfare,level’ (see Anger et al. 2006). For the indi-
vidual, employment and income, perspectives are significantly impaired. The
global structural change entails a.deepened division of labor, and an intensified
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Fig. 3.3 Higher qualification in an international comparison, persons with a tertiary
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34 years), 2003 (source: OECD)
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competition on the commodity and factor markets. It is also characterized by
an accelerated knowledge intensification, and labor-saving technological prog-
ress. It is therefore hardly astonishing that low-skilled unemployment has risen
substantially in nearly all industrial countries. Among persons without a vo-
cational education, the unemployment rate in Germany amounts to approxi-
mately 20%, and hence occupies a top position in an international comparison.
Consequently, the hourly gross wage of low-skilled labor has performed below
average.

The welfare effects of educational poverty are determined on the one hand
by the constraints to technological competitiveness, and the innovative ability
of an economy, and on the other hand by the direct and indirect costs of public
budgets. According to an OECD analysis, human capital no longer yields a
positive contribution to economic growth in Germany (see OECD 2003). Direct
fiscal costs already amounted to 3.5 billion Euros in 2004 (see Klein 2005).

3.3 Driving Forces of Economic Growth

The observations on demographic change and auman capital formation dem-
onstrate that Germany is at best average in both dimensions. This finding raises
concerns regarding future economic development. Yet, arriving at sound con-
clusions on which to base policy requiresd systematic economic analysis of the
observations mentioned above. Growth theory can be employed as an appro-
priate framework. As established aboye, the center of analysis is the inspection
of adjustment processes, rather‘than a steady-state equilibrium.

In its early stages, the growth-theoretic debate was determined by the ques-
tion of whether populationgrowth — the continuation, or even amplification
of which was out of dgubt — might overstrain real economic possibilities. This
is exemplified by thé Malthusian “Population Act” (Malthus 1798). Later on,
Solow establishedspepulation growth as a pivotal function for economic growth
within the framework of neoclassic growth theory (see Frenkel and Hemmer
1999). The development of gross domestic product is assumed to be deter-
mined by population growth and the rate of technological progress. The central
relation is defined in terms of the growth rate of capital intensity:

Ak=sy—(d+g+n)k (3.1

An increase in the growth rate of capital intensity (k) — i.e., the capital endow-
ment per worker — results from a decrease of the savings rate per capita (sy), and
a decrease in the capital depreciation rate (d), the rate of technological progress
(g), or the population growth rate (n). Capital intensity rises to the degree to
which savings exceed the required capital extension. In a long-term equilibrium
(steady state), a further capital intensification is not necessary (Ak =0):

sy=(d+g+n)k (3.2)
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This equilibrium is characterized by a constant production per worker. The
absolute growth of gross domestic product is subject to the rise in technological
progress and population growth.

This leads to the question of the effects of a shrinking population in the
neoclassical framework (see Gromling 2005, pp. 70 ff.). During the transition to
a new equilibrium — which is the relevant aspect of the analysis — capital inten-
sity rises, because a reduced part of the current savings is required for capital
extension (i.e., the endowment of new workers with capital). Hence, a shrink-
ing population directly increases production per inhabitant. The new equilib-
rium displays a higher output level per inhabitant as well. Only the growth rate
per capita during transition exceeds the growth rate in the initial equilibrium.
Whether the absolute gross domestic product can be maintained is dependent
on the question of whether technological progress can compensate for the con-
traction of the population.

According to these results, a shrinking population is not a problem, and per-
capita income even rises during the period of transition. Howeyer, this finding
applies only under three conditions: first, the shrinking population, and the
associated ageing of society, does not slow down techdological progress, and
hence factor productivity is not reduced. Second, th€relative development of
the population, and the labor force participation tate do not diverge. Third,
capital remains in the country, despite its reduced marginal productivity (which
necessarily results from an increased capitalintensity in the Solow Model), and
hence does not react to global differences infgrowth paths.

Furthermore, neoclassical growth gheory features critical assumptions (ex-
ogenous population growth, exogeneus technological progress, decreasing
marginal products of capital) thatthave lead to the development of the new
or endogenous growth theorys(sée Gromling 2005, pp. 74 ff.; also see Hemmer
1999). Via a special analysis¥of human capital and its relevance for techno-
logical progress, the possibility of endogenous growth is described — based on
external effects and ,ecenomies of scale. Innovation processes hence become
particularly important» Additionally, the neutrality of savings and investment
decisions for the,growth rate of the gross domestic product are challenged, and
the significance of infrastructure investments as inputs are analyzed.

Taking a closer look at the different critical aspects concerning the neoclas-
sical results leads to the following conclusions for labor force, capital stock, and
technological progress (see Gromling 2005, pp. 78 ff.).

* The assumption in neoclassical growth theory of a parallel development of
population and labor force cannot be maintained. The share of the labor
force potential in Germany’s total population, which presently equals about
51%, will decrease to 42.5% by the year 2050. The age structure of the labor
force potential will alter substantially. The share of 15- to 45-year-olds
of over 62% will drop to 55%, and the average age will rise from 40.3 to
42.5 years (see Schifer 2005). Therefore, the shrinking population becomes
a growth handicap.

* The presumption of a capital intensification via a contraction of the popula-
tion is based on the hypothesis that investment activity — regarded in relative
terms — will not weaken. The modernization of the capital stock due to a
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shrinking population might even lead to more than proportionally reduced
replacement investments, because of the necessary adjustment of the capital
stock. This may become a burden on domestic investment in global compe-
tition, due to superior options of growing societies, and it may result in a
reduction of capital intensity. Yet, relative scarcity of labor may induce add-
itional substitute investment.

» The assumption of an exogenously given and constant technological progress
is also more than questionable. The propensity to innovate will be reduced
significantly in a shrinking, and hence ageing society if no preventive mea-
sures are taken, because the technological renewal of the economy is slowed,
and risk propensity, the open-mindedness with respect to technological inno-
vations, and the propensity toward entreprencurship are reduced. Further-
more, a reduced market size impairs entrepreneurial investment conditions.
This process is carried by a declined relevance of the generation aged 30 to
40 years (see Sinn 2003). This would imply a weakened future, development
of total factor productivity and labor productivity. HoweVer, this aspect is
not necessarily as dominant as other studies show —{especially if different
educational orientations are considered (see Krey and Meier 2005). A differ-
entiated examination of the ageing process, and"distinction between “young
seniority” — starting around the age of 60 —afid “high seniority” — beginning
with the age of 80 — reveal that compensation strategies are feasible (see
Baltes 2001). However, this presupposeSwell-directed political action, espe-
cially by means of age-correspondingilife and employment concepts. At any
rate, the rising share of old people réquires an increased per-capita spending
in the social security systems thatis'hence not disposable for investment pur-
poses, and therefore establishéssdisadvantages in comparison with younger
societies (see Birg 2003b,,p¥160).

Altogether, there is strong evidence for the argument that population shrinkage
due to an altered fertility behavior, in combination with a thus inevitable ageing
of society establishies a burden on economic growth perspectives.? Accordingly,
an OECD analysis reveals that economies have experienced different growth
performances especially due to different patterns of labor force participation,
and differences in the skills of their labor forces (see OECD 2003, p. 28 ff., here
p- 53): “In particular, most of the countries that experienced an acceleration of
GDP per capita growth also recorded an increase in labour utilisation, while
most of those where employment stagnated, or even declined, saw a deteriora-
tion in their growth performance. This is because in these countries, labour pro-
ductivity growth has not been able to offset the negative contribution to growth
coming from poor employment performance”.

A decomposition of the growth factors reveals the different demographic
conditions in an international comparison (Table 3.1). Evidently, the favorable

2 Hondrich’s hypothesis (Der demographische Wandel, p. 36) — that fertility decline does
not exhibit an economic problem concluding an exclusive concentration on productivity in-
creases — can therefore not be maintained.
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Table 3.1 Decomposition of growth factors (possible rounding differences; source:
Sachverstindigenrat zur Begutachtung der gesamtwirtschaftlichen Entwicklung, Jahres-
gutachten 2004/05, p. 493)

Gross Labor  Volume of labor (H)
domestic  produc-
product  tivity

) (Y/H)
Total Annual Labor  Share of Popula-

working force workforce tion (B)

hours partici- in total

per em- pation population

ployee rate (B*IB)

(H/E) (E/IB*)
USA
1991 to 2003 3.2 1.8 14 0.0 0.1 0.0 1.2
1991 to 1997 3.5 1.6 1.9 0.2 0.6 0.0 1.0
1997 to 2003 3.0 2.1 09 -0.2 -0.4 0.0 1.4
European Union (EU-15)
1991 to 2003 1.9 1.9 00 -04 0.2 -0.1 0.3
1991 to 1997 1.7 2.1 -04 -0.2 -0.5 -0.1 0.3
1997 to 2003 2.1 1.6 0.5 046 0.9 -0.1 0.3
Germany
1991 to 2003 1.2 2.1 -0.8 0.6 -0.3 -0.2 0.3
1991 to 1997 1.2 24 =12 -05 -1.0 -0.2 0.4
1997 to 2003 1.3 1.7 -04 -0.6 0.4 -0.3 0.1

growth performanég=in the USA results from population growth, the expan-
sion of the volume,of labor, and labor productivity. Contrarily, the European
Union, and even more so Germany must compensate the shrinking volume of
labor that results from the weak population development, and a declining labor
force participation rate as well as reduced working hours.

The expectation — prevalent especially in Germany a few decades ago — that
a diminished volume of labor due to reduced working hours could be more
than compensated by an increase in productivity has been mistaken. Especially
in times of an intensified international division of labor, it is unlikely that an
economy will permanently and comprehensively be able to realize a techno-
logical advantage. However, the high-tech-carried insular growth that is neces-
sary for such a position can be expected only sporadically for closely defined
regions with outstanding conditions (see Gromling and Lichtblau 2006).

The decomposition of growth factors discloses the basic approaches for pol-
icy measures in Germany with respect to demographic change:
e Factor B: demographic policy directly aims at governing demographic

change, employing fertility and migration as target variables.
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» Factor B*/B: by varying the access rules to the pension system, the age span
of employment can be extended.

» Factor E/B*: positive contributions to economic growth are an increased
labor market participation of women as well as of young people, by the
means of a shorter duration and a more modular design of university stud-
ies, and an increased labor force participation rate of the elderly that is ex-
tended to the legal retirement age.

* Factor H/E: similar effects can be attained by extending the hours worked
per week, abolishing holidays, or reducing vacation time. Contrarily, ex-
panding part-time employments entails a burden.

* Factor Y/H: finally, human capital formation positively affects labor pro-
ductivity, and indirectly promotes technological progress.

A family policy, for example, which is directed to these factors improves the
growth perspectives of an economy in various ways: by increaging fertility, im-
proved participation opportunities for women in the labor fharket, or a higher
educational level for children. By these means, the German gross domestic
product could be increased by the year 2050 by 24 percentage points more than
without such a population-oriented family policy.Fhe-difference in per-capita
income growth would amount to 9 percentage points (see Bundesministerium
fir Familie, Senioren, Frauen und Jugend 2006)s It follows from this that dif-
ferent growth structures can be explained By such policy strategies with respect
to the OECD results. According to ant@ECD analysis, different investment
strategies and varying regulations_Have an impact on growth contributions
such “that observed cross-country'differences in GDP per capita levels may be
largely the result of differences‘ifi Jong-run equilibrium levels rather than dif-
ferent positions of countries‘along a similar growth path” (see OECD 2003, p.
28 ff., here p. 89). In this Centext, family policy in combination with education
policy can be viewed ds a strategy for long-term investment. However, in the
light of individual as well as social values and traditions, such altered policy
measures can besuecessful only within a long-term process.?

3.4 The Concept of Intergenerational Justice

Even though there are good economic reasons for population-oriented policy
measures, they are subject to an intensive controversy. The different lines of
criticism regarding an active population policy are the following.

* A common argument is that such policy measures would compromise free-
dom of choice of a highly personal decision, presuming that existing policy
arrangements have neutral effects, and that the individual decision for, or
against children is not associated with social implications. Both arguments
are objectively questionable.

3 For the determinants of demographic change, see Birg (2003c).
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* Others support the hypothesis that a shrinking population is not to be re-
garded as economically or ecologically precarious, because it would protect
nature and save natural capital. This argument is based upon an environ-
mental perspective simulating the environment that is to be protected as one
without human influence. Demographic change as a process of contraction,
implying the rejection of economic growth, is welcomed. Hence, no policy
measures would be necessary. This position is questionable on a normative
basis.

* A third line of criticism is associated with specific historical bearings of our
nation. After the experiences with the nation- and race-oriented national so-
cialist despotism aiming at, on the one hand, population growth, and on the
other hand spatial expansion, Germany for a long time was not able to ob-
jectively approach matters of population development. This has changed.

One may regard population shrinkage as a result of individual d€@isions, and
hence as an underlying condition. However, this implies a systematic disregard
of a constitutive factor for economic welfare and social progress: the mutual
commitment within a family. The market system, statg intervention, and the
family define the economic system, and carry its dévelopment. A libertarian
economic system requires for its permanent succ€ss not only an adequate co-
existence of market system and state interventien, but also the continuance of
the family as a tie between generations. “Theymarket system is tied by DNA
chains”, as the economic historian Harold Jamies puts it (James 2005). The inter-
temporal tie that we use to describesthe ‘eoncept of intergenerational justice
emerges from the family. Even though#the multigenerational family may still
function — possibly better thandn fofmer times — “those who deny the strong
bond between capitalism andsthe,family do not know anything about the his-
torical development of thisstie? (James 2005).

The phenomenon ofsthefamily has lost much of its meaning. The sustain-
ability of a social systemsbecomes obvious only with regard to intergenerational
justice. Malfunctioninig markets and ill-governed public institutions overwhelm
and overstrain @i in the short term, if they exhibit a long-term quality in the
sense of intergenerational aspects. Thinking for the long term, the family is to
be regarded as the pivotal stabilizing element of such a system. For a sustain-
able design of such systems, an assumption on the relative weight of genera-
tions has to be made, based upon a concept of intergenerational justice.

The concept of intergenerational justice is rather dazzling, and therefore a
particularly suitable target of overstatement as well as fundamental criticism.*
The need for clarification applies to both parts of this term.

* A suitable definition of the term “generation” clearly separates groups of

a society according to a time-invariant characteristic, and at the same time

4 See Borsch-Supan (2003), who denotes intergenerational justice a chimera being “no sci-

entifically maintainable — i.e., verifiable — concept” (p. 221, translated into English). Granted
that intergenerational justice is a concept of normative nature, it is not verifiable, just like any
normative concept.
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establishes a link due to stability of political jurisdictions. Therefore, the
definition of a generation must be chronological, although incorporating
several birth cohorts. With the term “intergenerational”, those living today
can be separated from future generations. The identical political framework
establishes a tie between generations that results primarily from historical
bearings and cultural traditions.

* The claim for a concept of justice with regard to generations poses a much
greater problem. As opposed to within a generation, intergenerational jus-
tice implies confronting two different groups, which — due to the lack of
information on the future generation’s preferences — cannot be subjected to
a common norm of justice. The two generations are not able to exchange ar-
guments in a common debate forum. Any definition of justice is necessarily
established by living at present.®

* Infact, the responsibility of the present generation with respect to the future
has expanded — on the one hand, due to the given degree ©fytechnological
competence for a deliberate or unconscious influence of future living condi-
tions, and on the other hand with regard to the possible) prediction thereof
(see Birnbacher 2006). Similarly, burdens and negligence from predecessors
can substantially restrain the potential for ecofioniic action of the present
generation, as certain decisions are neither reVisable nor compensatable.

It has become apparent that intergenerational justice refers to the relationship
between two sets of living conditions# these of the present, and of the future
generation. Conceiving intergenerational justice as a dynamic concept that is
applicable in a long-run perspectiveentails the problem that the present genera-
tion is confronted with a strained'w€lationship toward the legacy of their parent
generation. As opposed toscomnsiderations of justice within a generation, this
fact cannot be ignored, dnsofar, the concept of intergenerational justice can be
conceived simultanepusly’as a contingent and as an open concept: the concept
of justice is defined by/the present generation, though limited in its autonomy
by path dependemncies. The required balancing of interests is always twofold
— on the onethand, within the presently acting generation, and on the other
hand between those living at present and in the future. Whereas the balancing
of interests within a generation can be substantiated by employing the concept
of participational justice, for the intergenerational balancing an equalization of
interests appears appropriate. Compared to the preferences and conditions of
presently living generations, there is little reason to attach less value to those of
future generations, with respect to economic, social, and environmental objec-
tives, and vice versa (see Bardt and Hiither 2006, p. 21). This hypothesis is sup-
ported by the theory proposed by Rawls. The concept of the veil of ignorance
can be applied to a multigenerational approach. According to this concept, the
welfare of all generations would be equalized, because “no one knows his place

5 It is not the hardly definable formal rights of unborn generations that is subject
of the debate, but a general and anonymous future commitment, as discussed below. For the
discussion on the existence of the rights of future generations, see Beckerman (2006).
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in society, his class position or social status; nor does he know his fortune in the

distribution of natural assets and abilities, his intelligence and strength, and the

like” (Rawls 1999, p. 118, and pp. 259 ff.).

A future commitment is — due to the extended impact duration — derived
from the competency of the present generation to influence future living condi-
tions, rather than from a failure or guilt of the presently living. It is subject to
the following conditions (see Birnbacher 2006, p. 24 f.).

* First, the postulation of a common and anonymous commitment for the
future is contrary to the conventional notion that commitment refers to cer-
tain actions under specific conditions with implications for certain individ-
uals. Thus, the opportunity costs for each individual are increased. This is
especially true if time preference is high, and a diminishing marginal utility
of future consumption can be expected (see von Bohm-Bawerk 1889).

* Second, bearing responsibility for the future is limited by individually
bounded options. Individual influence is an essential condition=At the same
time, the willingness to correct the omissions of former generations is neces-
sary.

e Third, limited foresight is a restriction despite teclinelogical possibilities.
This becomes apparent with respect to climate ehange, the dimensions of
which — according to the latest report by the UN)Commission (IPCC) — still
establish the need for action, but do not givereason for fatalism or hysterical
dramatization. The uncertainty in diagnosis must be adequately considered
if commitment is to be mobilized.

In analogy to the ordoliberal vision of+a social market economy, two lines of

action can be differentiated that.do‘not exclude one another: on the one hand,

precautions for the future can, take the form of the best possible mobilization

of growth dynamics in order'to’extend the options of future generations to a

maximum possible degree, This corresponds to a general insurance against un-

foreseeable events. On theother hand, pathological developments that are antici-
pated today can be'cared with the help of long-term-oriented measures aimed
at their underlyingjcauses. However, experience teaches us that our knowledge
of problems is always merely preliminary, because of which decisions based

upon these hypotheses must always be revisable (see Bardt and Hiither 2006,

p. 7 £, 21 £). The first approach entails the advantage to not imperatively view

today’s and future interests as an antagonism that interprets precautions for the

future as a burden and constraint on present generations. The conditions of
specific problems, which the second approach is subject to, can be considered as
elements of the framework for structural change. Hence, defining the temporal
dimension, social reality, and factual reference with respect to the adoption of
future commitment can be avoided. Intergenerational justice needs to formu-

late realistic claims (see Lumer 2006):

* The neutrality between the preferences and conditions of different genera-
tions gives rise to the principle of limited (moral) commitment. It avoids
excessive demands on the present generation, and reflects the restrictions
with respect to future responsibility. In the words of John Rawls: “The cor-
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rect principle, then, is one the members of any generation (and so all genera-
tions) would adopt as the principle they would want preceding generations
to have followed, no matter how far back in time. Since no generation knows
its place among the generations, this implies that all later generations, in-
cluding the present one, are to follow it. In this way we arrive at a savings
principle that grounds our duties to other generations: it supports legitimate
complaints against our predecessors and legitimate expectations about our
successors.” (Rawls 2001, p. 160).

* The consideration of future living conditions must obey the principle of ef-
ficiency. The moral declamation for the far and infinite future entails the
risk of discarding economic reasoning, and of overstretching the economic
mechanism. In this respect, different relative scarcities are affected. There-
fore, the claim of efficiency with regard to political solutions must not be
compromised.

Taking these considerations together, a concept of intergencrational justice that
appears sustainable and helpful requests the present genération — under the no-
tion of path dependencies — not to exploit the optighsyof future generations.
Hence, safeguarding the perspective of a restricted)growth requires a positive
intergenerational savings rate.® This principle natist tefer to the future, and op-
erate from the past by providing that “each_generation receives its due from its
predecessors and does its fair share for those'to come” (Rawls 1999).” Hence,
the required investment — in human capitals in physical capital, and in the sus-
tainability of natural capital — can,be“provided for (see Rawls 1999, pp. 118,
252), while simultaneously rejecting,an extreme time preference. The avoidance
of observable risks to future growth needs to be provided for.

3.5 A National(Strategy for Long-term Growth

Intergenerational justice in the sense outlined above must be incorporated into
the strategic orientation of policy measures as well as their implementation,
rather than remaining a virtual concept. The government needs to correct in-
dividual rationality where it jeopardizes — due to limited factual or temporal
horizons — the long-term stability of society and its living conditions. Our con-
siderations have pointed out that the introduction of an infinite time horizon
—in consideration of generational neutrality and a general claim of efficiency —

¢ This also implies the restriction of public debt (the explicit as well as the implicit debt in

the social security systems), in order to not exploit future generations.

7 Rawls (1999, p. 254). “In arriving at a just saving principle [...], the parties are to ask
themselves how much they would be willing to save at each stage of advance on the assump-
tion that all other generations have saved, or will save, in accordance with the same criterion”
(p. 255).
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exerts a twofold challenge on politicians: first, in the sense of a general commit-

ment, a long-term promotion of an economic dynamic must be organized. This

requires supply-oriented economic policy measures. Thus, options for future

generations can be extended (see Institut der deutschen Wirtschaft Koln 2005).

Second, several measures can be applied to define appropriate lines of orien-

tation for economic development. In this respect, the balancing of intergen-

erational opportunities is a claim to be met. The long-term stability of society
hence becomes an independent value, and the commitment of the present gen-
eration is extended. The following policy areas for precautionary measures can

be derived with an ordoliberal view (see Hiither and Straubhaar 2007).

* Providing for functioning markets implies a precautionary competition pol-
icy that prohibits raising market power, rather than the ex post abuse of
market power. The openness of markets, and the contestability of economic
power are pivotal conditions for economic dynamics. This is one of the most
important tasks where policy measures in the form of defining-ayframework
as well as interventions are called for.

e If the natural development of the population, as stated(above, entails a dy-
namic such that the sustainability of society is in question, then policy meas-
ures to provide for intergenerational justice in thedfeas of family policy and
migration must be introduced. Hence, the intereSts of future generations can
be balanced equally with the interests of the present generation. The costs
of idleness are greater than the costs that derive from the risk of inaccurate
action. Therefore, the claim for revessibility of political measures and its
results is not applicable here.

» The protection of intellectual resourees constitutes a great challenge to soci-
ety. Sustainable growth perspectives can be provided only by a combination
of education policy and population-oriented family policy, as well as mi-
gration policy. These poli€y ‘areas exhibit manifold interdependences with
regard to individual life,concepts, and hence with respect to attaining knowl-
edge and skills.

» These conclusiofisvare also applicable for the protection of natural resources.
In this areagpolicy measures are called for as well. The commandment
“Thou shalt not steal” also holds with regard to future generations (in the
sense of a sustainable environmental policy and weak sustainability). How-
ever, the criterion of reversibility of decisions is particularly important in
this respect, because environmental knowledge must be regarded as prelimin-
ary, rather than final knowledge — even though the latter may oftentimes be
suggested. A glance into Germany’s history in environmental policy since
1971 provides evidence for this conclusion, with its modification of theories
and concepts as well as the employment of instruments.

Very few countries currently treat the concept of intergenerational justice
strategically and with high political priority (see Bertelsmann-Stiftung 2006).
Prominent examples are Australia, Finland, Great Britain, and The Nether-
lands. Each of these has introduced comprehensive governmental initiatives
that are concerned with the implications of demographic change, especially for
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the labor market. Particularly Australia managed to develop a “whole-of-gov-
ernment approach” in a collective ministerial effort with the participation of
important groups of society (see Barth et al. 2006). The “National Strategy
for an Ageing Australia” comprises different policy areas including the pen-
sion system, the ageing workforce, the attitude toward ageing, healthy ageing,
and the nursing system, and was institutionalized as a cross-ministerial topic.
In the other countries mentioned above, the political implementation concen-
trates primarily on particular topics, especially on the aspect of older people’s
employment opportunities. Even though our argument in the analytical part
has focused on demographic change, the view can be expanded to the provision
of growth in the other areas mentioned above. Therefore, the task is not only
to consistently formulate for these policy areas strategic goals for sustainable
growth under consideration of the concept of intergenerational justice, but also
to establish the institutional conditions for their implementation.

In this respect, the federal order is concerned, the sustainability, of which has
not been analyzed with regard to the concept of intergenerational justice and
long-term growth. The agenda of long-term growth must be defined by a cen-
tral authority. Both criteria in the theory of federali§my— homogeneity of the
citizens’ preferences, and spillover effects — support'thisconclusion (see Institut
der deutschen Wirtschaft Kéln 2007):

* For the two orientations within the concept® of intergenerational justice,
homogeneous preferences can be assumed for the Federal Republic of Ger-
many. First, time preference shouldnof yary by regional conditions. Second,
due to an increasing mobility of ‘individuals between federal states, meas-
ures aiming at sustainability must#be adopted for Germany’s complete fu-
ture generation, rather than féwa generation specified by its affiliation to a
federal state.

* Furthermore, the adoption of specific, uncoordinated strategies by an in-
dividual federal state would be associated with significant efficiency losses
due to substantial spillover effects over federal borders. Such cross-border
effects can befexpected due to the mobility of the factors of production in
all policy areas. Hence, a central framework for education policy needs to be
established, as already exists for competition policy, migration policy, and
family policy. For environmental policy, the deviation legislation (“Abwei-
chungsgesetzgebung”) that was introduced with the latest reform of feder-
alism should be reviewed, as far as it is not restricted to regionally limited
environmental issues.

A “national strategy for sustainable growth” must be established strategically
on the federal level, defining targets and minimum standards. The implemen-
tation needs to be reviewed and made transparent with the means of a fed-
eral evaluation. Within the scope of their jurisdictional autonomy, the federal
states can then decide upon the employment of instruments. Interjurisdictional
competition is hence carried out through the pace, quality, and sustainability
of meeting the targets and standards. Such a concept requires the courage to
address delicate policy issues, i.e., aspects beyond competition policy and envi-
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ronmental policy, by defining strategic targets, rather than taking blindfolded

action.

» This requires the definition of quantitative goals for family policy, for ex-
ample, in order to attain a demographic equilibrium.

» Italso requires clearly defined criteria for migration policy — for example, by
focusing on economically successful integration.

* Finally, it requires targets for educational policy — for example, by an age
group-specific definition concerning on the one hand, the reduction of edu-
cational poverty, and on the other hand an increase of the ability to study.

The implementation should be assigned to a ministry with cross-departmental
competence consisting of parts of the ministries of economics, education, fam-
ily, and environment, and furthermore assuming responsibility for the coordin-
ation and evaluation of the federal states.

It can be concluded that there is no reason to believe in catasttophe scen-
arios with regard to a shrinking and ageing society. But — a‘Systematic and
comprehensive approach as described in this paper is necessary to solve the
problems associated with this phenomenon.
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Chapter 4
Demographic Development:

Not Really a Problem for Coming Generations

Thomas Straubhaar
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Michael Hiither is pessimistic in his contribution (Chap. 3, this volume): A shrinking population

leads to a loss in welfare and prospects. It is incompatible with the pursuit of intergenerational
justice.
I have not found this text in the Hiither chapter. Therefore, I have deleted the citation marks, ,,

4.1 Introduction

Michael Hither is pessimistic in his contribution)(Chap. 3, this volume): A
shrinking population leads to a loss in welfare afid prospects. It is incompatible
with the pursuit of intergenerational justice.. He may be, but not necessarily,

correct.

A shrinking population does not leaddinevitably, unavoidably, and irrevers-
ibly to a prosperity loss. Some evidence'can be found for this optimistic view in
economic history, but economic theesy also gives enough arguments for a posi-
tive assessment. The demographic/monster of shrinking and aging populations
is no new threat; rather, it frightens the European population with remarkable

regularity.

So it was, for instance, at the time immediately before and after the First
World War when thecultural and historical philosopher Oswald Spengler fore-
saw problems of‘this scenario in his two-volume seminal work “The downfall
of the Western World” (Spengler 1918, 1922). In the 1930s, declining popula-
tions received a special focus once again. In this case, the stagnating popula-
tion allegedly led to the fall in demand seen as the essential cause of the Great
Depression. In a 1937 article in the Eugenics Review, Keynes examined more
closely the economic effects of decreasing populations. According to John
Maynard Keynes (Keynes 1937) and Alvin Hansen (Hansen 1939), a shrinking
population leads to a long-term reduction in growth, or even a “secular stagna-

tion”.

In the time after the war, marked by rapid population and economic growth,
the shrinking population problem was no longer current, and thus found
hardly any interest. Relevant publications such as the St. Gallen dissertation
by Franz Xaver Kaufmann (Kaufmann 1960) remained the exception. Only
since the middle of the 1960s, when the birth rate started to clearly decline in
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the industrial states, did one again find interest on the topic of a shrinking, and
thus aging society.

Today, leading intellectuals of all persuasions are writing about the ,,Mal-
thusian Conspiracy™ (Schirrmacher 2004), the ,,new demographic era“ (Birg
2001), or the ,,euthanasia civilization® (Schirrmacher 2004, p. 63). The pes-
simistic perspective is dominating once again. But why, in fact? Neither the
cultural pessimism of Oswald Spengler nor the stagnation theory of Keynes
have proved to be empirically valid. Would not then a somewhat optimistic
view of the consequences of a shrinking population be more appropriate to the
reality?

4.2 Demographic Change and Economic Consequences

4.2.1 A Few Theoretical Preliminary Remarks ...

In neoclassical growth models, a shrinking population.—with constant age, and
society-specific labor force participation rates — is associated with increasing
capital intensity, and thus increasing net per-capitadincome — because less capi-
tal is spent on replacement investments, the capital stock pro worker increases,
thereby raising work productivity, and witliit pér-capita income. Furthermore,
a shrinking population reduces the number’of “hungry mouths”. Thus, per-
capita income is increased because productive income is distributed between
fewer people. For this reason, ac€ording to neoclassical standard models of
economic theory, a shrinkingopulation leads to a shrinking economy of
fewer, but ever richer individuals. The economic shrinking process can more-
over be slowed, stopped, 0reven overcome by sufficiently strong technological
progress. The effects of a shrinking population are, in this perspective, macro-
economically positive:

4.2.1.1 Keynes’ Expectation of a Secular Stagnation ...

Keynes was interested by the question of whether the demand for goods rises
or falls as a consequence of a declining number of consumers. The answer de-
pends on the extent to which the additional per-capita income is used or saved.
Keynes formulated the hypothesis that a shrinking population would lead to
a global lack in demand. His rationale was that propensity to save would rise,
and propensity to invest would sink.

Keynes bases his pessimistic theory of lack of demand on the assumption
that savings and investment are relatively inelastic to interest rates. This as-
sumption contradicts economic logic: it is hardly reasonable that financial se-
curity and investment motives should be so strong that savings will not sink
with a negative real interest rate. From an economic perspective, there is also
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hardly any reason why, with sufficiently strongly sinking real interest rates, in-
vestment incentives and thus investment should not increase.

It can be held, on the contrary, that the pessimistic evaluation of sinking
economic demand as a consequence of a shrinking population applies only for
that part of investment that is directly determined by demographic factors. A
further question remains as to what extent deficits of demographically deter-
mined investment possibilities will be (over)compensated by other effects. The
necessary amount and quality of living space per person is not a fixed num-
ber, and an increase in average conditions of living quality leads to a decrease
in average amortization. The investment rate does not necessarily sink when
a larger part of the population lives in “new” apartments. In other words, the
shorter the payback period, the more quickly a shrinking society will success-
fully adjust. Likewise, a raised amount of living space per person can compen-
sate for a demographically determined drop in apartment demand.

4.2.1.2 ... What Speaks Against It?

Insofar as the last central assumption of the KeyneSian'demand deficit hypoth-
esis applies, namely, in the drop in propensity te/Gonsume, or the increase in the
propensity to save in a shrinking society, this assumption depends especially on
two factors: the influence of age structure on the average individual propensity
to consume, and the influence of age struCture on the composition of the aver-
age consumption basket. In the light of empirical evidence, it can be assumed
that the availability of aggregate,ineome and its distribution has a stronger in-
fluence on the average propensityto consume and the composition of the de-
mand for consumer goods thafi do demographic factors. Consumer goods with
a demand elasticity smallet than 1 will lose weight in favor of income elastic
products and newer products. One can assume that within a shrinking popula-
tion, demand for foadfossil fuels, furnishings, and services will lose weight in
favor of clothes®@nd shoes, transportation services, living space, and durable
(luxury) goods.

In the Keynesian perspective, individual behavior stands at the center. For
most considerations, however, a better suited basis would be the economic units
of the “family” or “household”, and their size and age structure. A shrinking
population does not necessarily lead to a direct reduction in the number of
economic units (i.e., households). Rather, these changes can be absorbed by
smaller family or household size. Accordingly, consumer or savings behavior
will be determined through households, not through individuals; the Keynesian
individual considerations in this case tend to skew results.

In the application of the hypothesis of demographically determined drops
in consumption, households or families with fewer children must have a higher
savings rate. This result cannot, however, be empirically determined. Aggregate
consumer demand is influenced neither through changes of household size nor
by their age structure, and household size and age groups determine aggregate
consumption far less strongly than does disposable income.
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Furthermore, household consumer behavior within a shrinking society
would not deviate that much from that in a growing society, due to the indivis-
ibility of certain goods. Smaller or older families would also own a car, TV,
or other durable consumer goods, the possession and use of which is largely
independent of the number of users (family members). Thus, the Keynesian
conception of the economic effects of a shrinking society is weakened even by
these aforementioned criticisms. The expectation of a demand deficit is based
to a large extent on speculative elements, which do not withstand a deeper eco-
nomic analysis.

4.2.1.3 More Consumption or More Savings?

People in retirement no longer earn their own income, and to cover their living
needs they must draw on the savings and capital stock that theyshave accu-
mulated over the course of their active employment (funded ‘pfinciple), or be
supported by current contributions of the members of the following genera-
tion who are still in the midst of their working lives (pay-as-you-go principle).
In either scenario on the macro-level, more will be ¢dnsumed, and less saved.
The negative effect of a relatively smaller amountjof ‘savings can be partially
avoided when real interest rates rise as a result of a*decline in savings, creating
new incentives for private savings. This increase in real interest rates will for
its part negatively influence investment activity, however, and thus affect long-
term growth.

To account for the rising number of yetirees within a pay-as-you-go pension
system, the net per-capita income has to be adjusted with a rising tax burden.
But the higher the tax burden,b&comes, the smaller the net per-capita income,
and the larger the incentiyes\to exit from the legal economic system. Rising
social contributions to finange the retirement system create incentives to engage
in the informal economysThus, labor supply sinks further, further raising the
gross pay in the (still)formal sectors, but at the same time raising the tax bur-
den.

To fulfill the commitments of the state pension payments, the government
has to go into debt, or has to raise tax rates. In doing so, it either raises the bur-
den on the work force (thereby once again narrowing net income), or increases
interest rates. Investment correspondingly diminishes, and thus negatively af-
fects macroeconomic growth.

4.2.1.4 Higher or Lower Interest Rates?

Similarly decisive is the interest rate reaction. Because retirees are dissaving,
the macro-level potential for accumulation of savings in a shrinking and aging
society will decline. If the working generation also saves less (and can also save
less due to rising taxes), one can expect that the equilibrium interest rate will
rise. Through this rise, the positive effects of shrinking labor force participa-
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tion on capital intensity would be neutralized. Rising interest rates would also,
correspondingly with declining number of workers, lead to shrinking capital
demands, and thereby to a more or less constant capital intensity.

Whether interest rates would rise as a result of a shrinking population de-
pends on the capital supply. One must remember that aging populations are the
result of falling birth rates. In this case, working parents have more resources
free, because they have to care for less children. These newly freed resources
can now join the capital market, thus raising capital supply and sinking interest
rates.

Ultimately, parents have more resources available with fewer children, so
that they can spend more per child to, for example, invest in education. This
investment raises human capital and improves future quality of work, and with
it productivity, thus leading to economic growth potential.

Quintessentially, the analysis of a correlation between a shrinking popu-
lation and economic development shows that theoretically nesglear-cut pro-
nouncements and no preliminary final judgments can be made. The growth ef-
fects of a shrinking population can also not be clearly ptedicted. They depend
particularly on individual savings reactions, technolégical progress, flexibility
and openness of international capital markets, andjthe influence of regulatory
policies on the ability of the economy to quicKly and flexibly react to demo-
graphic changes.

4.2.2 ... and Their Empiriéal,Relevance

Without a doubt, a number of problems will be caused by the current histor-
ically unprecedented demographic change, because at least in Germany, the
current framework for'the realization and improvement of living standards is
based on the assumption of a young and growing society. The most appar-
ent problem emetges with the pension system, which in Germany functions on
the pay-as-you-go principle. Contrary to the funded system, workers do not
finance their own retirement during their working life, but instead finance the
current retirees through direct contributions. When birth rates fall, there are
ever fewer workers paying into the system. At the same time, costs are rising
because of longer periods of retirement caused by rising life expectancy. This
leads directly to higher retirement contributions, and thus less net pay for the
actively employed.

In the future, the federal subsidy will surely increase, as over the time in
which retirement expenses have accumulated, the deficit of payments has mostly
been turned into national debt. This debt leads unavoidably to a lack of funds
to, for example, invest, thus impairing growth and thereby also net income.
As a result, to resolve this imbalance, one solution would be to raise worker
contributions considerably. If we refuse this option, without other changes to
the system the government would no longer be in the position to be able to
finance the system.
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4.2.2.1 Changes in the Labor Market

The job market is changing fundamentally. Through low birth rates, the number
of workers is reduced. Because of technological progress and increasing inter-
national competition, qualification requirements are also increasing, raising de-
mand for highly skilled workers, but at the same time decreasing demand for
low-skilled work. When in the future the average age of workers increases, and
thus their education lies ever further behind them, this tendency will lead to
an unfulfilled demand for highly qualified workers, and an oversupply of the
low-skilled. Thus, chances for growth remain unused, necessarily lowering the
gross domestic product (GDP), and consequently per-capita income. A further
point is a possible hampering of innovation ability: older societies are in general
less innovative. The reason for this is that every innovation “devalues” exist-
ing human capital, and therefore narrows its return. For this reason, individual
incentives toward mobility, flexibility, and structural change willsbe less in an
aging society. The effects on economic growth will be correspondingly negative.

4.2.2.2 Changes in Settlement Patterns

In addition, demographic change develops differently in different regions, lead-
ing to significant changes in settlement patterns. At present, we are observing
migration from rural to urban areas, and¥particularly from the former East
German states to the West. Because of low birth rates, these population out-
flows cannot be compensated for. Thewegional differences will be strengthened
by several factors, including the.factsthat especially young people are moving,
whose children will then be berniini urban areas. Also, more women than men
are moving within Germany. This shows that the total birth rate will be lower
in rural areas than in ugban/ones. This development leads to rural populations
becoming increasingly more aged, and these areas more unpopulated. Accord-
ing to calculations 6f*the Federal Statistics Office, the states of Sachsen-Anhalt
and Brandenbusg ‘are the most strongly affected, and will lose up to 30% of
their population by 2050. In the same time period, however, Bavaria can ex-
pect growth of almost 1%, and Hamburg growth of 3.3%. Because of differing
demographic developments, costs of infrastructure — which are connected with
the principle of equal treatment of all regions of Germany — will increase dis-
proportionately more per person in rural areas than in more densely populated
ones.

Two alternatives now confront us in association with demographic change:
1. Society accepts the changes and sinking living standards that come with im-

balanced job market demand (and infrastructure investments).
2. Society desires to keep its current living standards, and thus tries not to pas-

sively accept the change, but rather to shape it.

Within the second option, there are in turn two possibilities: (1) to take meas-
ures to try to recreate a young and growing society, or (2) to fit the general
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conditions of realization and improvement of living standards to the changed
demographic conditions. It is currently questionable which of these options
will lead to success with the least costs.

4.3 Prospects

The fundamental challenge of current demographic development is not neces-
sarily low birth rates, but rather the associated societal aging process. When we
shift this issue to the side for a moment, the mood of catastrophe loses much
of its apparent explosiveness, and we can even see positive effects. A decrease in
population from today’s 82.5 million to 75 million is less than a 10% reduction.
This seems a lot when one sees it as roughly equivalent to the population of the
state of Niedersachsen, but little when one remembers that Gesmany’s popu-
lation at the time of the “economic miracle” was no mor¢ithan this amount.
Moreover, even with a population of only 75 million, Getmany’s population
density would be 210 people/km?, a third more than thag of China, the land of
future prospects. An interesting point, even, of ¢ourse, if population density
does not play a major role in demographic challénges.

4.3.1 More Goods for Less Pegple

Similarly, competition decreasesiwith a population decline, because existing
capacities can be divided between less people. For example, the demands for
parking, roads, hospitals, places at university, swimming pools, recreational fa-
cilities, and weekend destinations would all be less, and in general there would
be more for each person. This applies also for the factor of time: with declining
birth rates, the féwer children born would receive more support and attention,
as parents would have more time per child. Parents could also better concen-
trate their budgets for their children’s upbringing and education, at least al-
lowing for the possibility that children could be better educated in the future,
which would enhance long-term economic growth potential.

Likewise, with a population decline there would be more machines, equip-
ment, facilities, and resources per worker, thus raising wages. Exactly for this
reason, per-capita growth would rise, not fall, for the remaining people in a
shrinking population. Ever fewer people would be ever more well off. Are there
actually grounds for worry? When yes, for whom?

Those who complain of a shrinking population must have a very specific
world view in mind, one that is dominated by nationalistic thinking with closed
economies. This perspective leads to a narrow view in which population size
is correlated with power and influence in world politics. Perhaps more or less
subliminal, or even nationalistic reasons play a roll in this formulation. It often
seems as though arguments stemming from mercantilism and the long-known
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perspective of Oswald Spengler are warping current views of the evaluation of
future demographic processes.

4.3.2 Growing Populations in Other World Areas

In the era of globalization, national population developments lose their ability
to scare. Germany will not collapse simply because it will lose 10%, or more, of
its population in the next 40 to 50 years. In an economy in which labor is highly
diversified, as long as there still are strongly growing populations in Asia, Af-
rica, and Latin America — which will be the case for a long time — German
nationals and foreigners alike could be replaced by workers in those countries
if necessary. This suggests, however, the undesired scenario of (even) more emi-
gration for many Germans. Instead of selling goods and serviceSsin Germany,
these products could also be exported to China. Savings could’be invested in
quickly growing areas of the world, rather than in Germany: Rather than in-
vestment in the Ruhr industrial area, or in East Germdny, private capital can
find high returns in Southeast Asia. At this point, itavould be clear that the al-
legations that outsourcing of production abroad i§unpatriotic are misleading.
The final point is that the more open Germany is,and the stronger it is inte-
grated in the global economy, the less the ecomomic consequences of a declin-
ing German population will be.

4.3.3 Aging, Not Shrinking Is the Problem

Thus, the only remaining ¢hallenge of demographic change is the aging of soci-
ety. At first glance, these ehallenges for the economy and society are dramatic.
Hardly any area of ‘@modern service economy will be unaffected. Especially the
threats of effects of an aging population on the retirement system, and their
repercussions on the state budget seem to merit grounds for concern. The rising
costs needed to finance the system, in addition to the already dramatic budget
deficits in some states, could indeed have negative consequences on intermedi-
ate-term stability and long-term growth. For example, OECD simulations show
that in the next decades, state expenditures associated with age will correspond
to a percentage of GDP 7% higher than that of today.

The bottom line of demographic analysis shows that a dramatic aging of
the German population is unavoidable. We will have to live with ever more
older Germans, and correspondingly ever fewer numbers of German workers.
At first glance, there are apparent problems that can be dramatically illustrated
through age ratios. The following will show that contrary to the commonly as-
serted opinion, demographic development by no means necessarily leads to
economic problems when the right measures are implemented in time.
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4.4 Political Recommendations

Just as the causes of demographic change cannot be explained by a single key
event, the solutions to these challenges cannot all be solved by one set of meas-
ures. Rather, a whole number of economic and sociopolitical measures are
needed, which, because of their dependence and interdependence, also need
to be seen in their entirety. Only a few measures will be enumerated here: those
that with well-timed political implementation would be capable of producing
noticeable results in making demographic development sustainable in the next
years.

4.5 Family Policy

One of the possible options to counter demographic change is to try to halt
current developments and reestablish a young and growing society, or at least
take steps in this direction. There are only three factors that influence demo-
graphy: fertility, mortality, and migration. We caniimmediately exclude one of
these: life expectancy cannot be changed, and itsrise is a welcome achievement
of modern society. Thus, there are only twe*variables remaining.

In Germany, the birth rate per womén is ca. 1.3; yet, to keep population
numbers stable, this number must be/2.1."In 1870 the number was still around
5, and has since then steadily declined. In between, a high of 2.7 was reached
in the 1970s. Because children dre no longer seen as a source of old age care,
but rather in many ways as a¢“cost factor”, at the most, the framework of fam-
ily policy can be designed&o.as to minimize the costs of having children. Such
measures would includé*financial support for parents, or (as the case may be)
mothers, as well as the development of childcare centers, but also improvement
of professional reéntry in relationship to time needed to care for the new child.
With a realistie,assessment, however, these measures could raise the birth rate
only gradually:

4.6 Migration

It would seem an easy option to solve the problems of a shrinking and aging
population by replacing lacking children with immigration. This would espe-
cially seem sensible as birth rates and also youth unemployment are very high
in many less developed countries.

The biggest wave of immigration was in the 1990s, with ca. 800,000 new im-
migrants on record per year. Since then, this number has constantly declined,
and at present it is below 100,000 per year. Today, the proportion of people
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with a migration history living in German is more than 15% (Statistisches
Bundesamt, Federal Bureau of Statistics, 2006a).

According to the Federal Bureau of Statistics, with 300,000 immigrants per
year the German population could be 82 million by 2050, thus staying roughly
constant (Statistisches Bundesamt, Federal Bureau of Statistics, 2003). In this
scenario, a total of 13.9 million people would immigrate between 2005 and
2050. But with a yearly immigration of 100,000, the total immigration in this
period would amount to 5.3 million, resulting in a population decline of 67 mil-
lion. The difference between these two projections shows that many fundamen-
tal effects are unaccounted for. In effect, a massive amount of immigration
is needed to keep population levels steady. Moreover, these immigrants would
also grow older, and the age structure of this group would be changed by, for
instance, the subsequent immigration of (older) family members. In addition,
it has been shown that the birth patterns of immigrants adjust to correlate with
those of Germans. In the end, there is an insignificant difference insthe age ratio
(AR) between the two scenarios: 0.51 with 300,000 immigrant§ per year, and
0.59 with 100,000 (based on an average retirement age of 65).

4.6.1 Immigration Is a Help but Not a Solution

Thus, we see that the economic effects of immigration are generally overesti-
mated. Immigration can definitely have aystrong influence on overall popula-
tion size, but with relatively low immigeation rates there are only small impacts
on age structure and the societal ‘aging process. The demographic effects of
immigration are therefore oyerestimated. Immigration can help to moderate
the effect of a rise in AR, butiwhen the objective is to create a sustainable and
long-lasting drop in AR, it ¢an help only when there are constantly very high
numbers of new immigtants. UN estimates place this number at 3.6 million per
year between 2000 @nd2050 to maintain the current level of the AR.

Immigrationsadditionally, of course, has its own costs. These immigrants
will, for example, also sooner or later make demands on the pension system.
And this process can only really be successful when immigrants are effectively
integrated into society. The fact that immigration is never without problems
can be seen presently in the results of the PISA study, which uncovered the dif-
ficulties of children of immigrants in the German school system. The study es-
pecially showed that children whose first language was not German had worse
academic performance. Furthermore, the relationship between children’s aca-
demic performance and the social status of their parents is nowhere stronger
than in Germany.

Even when migration cannot stop the effects of demographic change, it does
go a long way in moderating its consequences. The targeted recruitment of par-
ticularly qualified foreigners is a cost-effective way of satisfying the short-term
needs of the labor market, as the education system cannot normally adjust itself
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to current market demands quickly enough. Despite current high unemploy-
ment, in specific fields there exists a high demand for specially qualified workers
of whom there are presently not enough in Germany. In the future, the demand
will rise further in the IT field as a result of technological development, but a
similar rise will also come, for example, in elderly care. To design immigration
sensibly, it is necessary to have immigration policies that determine how many
people are immigrating, how long they are staying, and what Germany’s selec-
tion mechanisms for new immigrants are. Many countries such as Canada and
Australia have already developed very successful models.

In this context, immigration is not seen as a measure to prevent the aging
of society, but rather as a short-term and cost-effective instrument to fulfill
short-term needs in the labor market. However, one must not overlook that
immigration is an emotionally wrought subject, and is thus often used as a pol-
itical mechanism. Despite many provisos, intelligently designed immigration
can lead to economic growth and a raise of prosperity in Germany (see, for
example, Straubhaar and Boswell 2005).

4.7 Increasing Duration of Working lLife

Within the analysis of the consequences,of,demographic change, it is import-
ant to keep in mind that the value of the"AR 1s not unchangeable — it can be in-
fluenced. The consequences of the aging process mentioned above assume that
the remaining conditions are constant. If a rising AR is the cause of economic
problems, then the first economicsmeasures to be taken are obvious, because
they arise directly from the.calculation of the AR. Because the AR is an expres-
sion of the relationship between the retired and working populations, either the
numerator (the number,of retired) or the denominator (the number of workers)
can be altered in orderto decrease the AR once again.

The first solution could therefore simply be that the length of working life
must be increased. This would be effective in two ways: on one hand, the num-
ber of retirees (the numerator) would rise more slowly, on the other the number
of workers (the denominator) would stay higher, and thus lower the AR. It is
then simply a mathematic question of which retirement age could freeze future
AR at today’s level. This step is not the last possible option within a knowl-
edge-based economy. Especially as youth need ever more time for their educa-
tion and come to the job market later, and because workers direct themselves
ever more toward lifelong learning and are thus temporarily absent from the
labor market, it arises that over the course of life, acquired human capital must
also be used for a longer period of time than at present. We must also take into
account here that the increase of working time raises the yields of education,
and thus the incentives for advanced and continuing education. The other pol-
itical economic and societal question remains, of course, whether this raise in
the retirement age is desired.
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4.7.1 Work Longer!

When the current pension system was introduced in 1957, the average life expect-
ancy was 72 for women, and 67 for men. Since then, two contradictory trends
have developed: actual retirement age has progressively sunk while life expect-
ancy has continually risen. Today, average life expectancy is 81 for women and
75 for men, and will rise to 86/81, respectively by 2050. While at the time of in-
troduction of the system, life expectancy and retirement age were not far apart,
today 15-20 years of retirement, especially for women, are the normal case. In
response to the question of whether it is appropriate to raise retirement age
in correlation with rising life expectancy, the following formula has been sug-
gested: “a l-year rise in life expectancy =a 3-month rise of the retirement age”,
so that today’s retirement age would be 67. The Federal Bank estimated in 2004
that by raising the retirement age by 2 years by 2015, the labor ferce potential
would increase by 2 million, an increase of 4.5% relative to today (Deutsche
Bundesbank (German Federal Bank) 2004).

4.8 Increase of Labor Force Participation

It is important to examine the labor force pdsticipation rate (LFPR) in addition
to the AR to be able to see the extent to,which the working age population is
active in the labor force. The LFPR i§ for this reason decisive, because a rising
AR is primarily a mathematical isstie. As long as the LFPR raises in correlation
to AR, the active part of the p@pulation will rise, effectively countering the ef-
fect of a rising AR. Simply stated, by putting our unused “hidden reserves” to
best use, we can at least partially compensate for the aging of society.

4.8.1 Womeén at Work!

We find “hidden reserves” especially with women. The number of women ac-
tive in the labor force has risen with the change from an industrial to a service
economy. This number is, however, still significantly lower than for men. The
LFPR for women aged 15-65 was 66.8% in 2005, while this number was 80.4%
for men. The average weekly working time is also much lower for women than
for men, because women more commonly work part time. During 2004, only
6.3% of men worked part time, while this number was 37% for women. In an
international comparison, these rates of German women’s participation lay far
behind: the Scandinavian countries lead in this field.

In the framework of traditional gender rolls, especially women become less
active after the birth of a child. The differing labor force participation rates
between 20-45 for women, and thus the “family phase”, are especially pro-
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nounced. No corresponding change can be observed with men in Germany,
which is not the case, for example, in Scandinavia. It would be of long-term ad-
vantage to improve this socioeconomic condition, so that women can be more
active in the labor force. We should thus pursue all means to more evenly dis-
tribute labor force participation, especially because primarily women have bene-
fited from the expansion in education of the last decades. No former genera-
tion of women is so well educated as that of today, and in the last 30 years the
professional qualifications of women have progressed ever further. In this time,
the proportion of women with professional training has risen from 40 to 60%,
and the proportion with vocational education has gone from basically nothing
to over 10%. Only 30% of women do not pursue professional training — half as
many as 30 years ago. Women have already surpassed men in levels of educa-
tion and degrees obtained, and they have a clear majority in pre-college high
schools and vocational high schools (Statistisches Bundesamt (Federal Bureau
of Statistics) 2006b) (as opposed to applied sciences high sehogols). Thus, not
using this raised human capital will become ever more costly;,mnot only for indi-
vidual women, but for society as a whole.

4.8.2 Old, Not Stupid!

Another “hidden reserve” is older Gertans. Through the trends of early retire-
ment and partial retirement, the labor force participation rate for older Ger-
mans has continually decreaseddn the last years. At the same time, the profes-
sional situation of older workersvhas worsened, as one OECD study (OECD
2005) documented: older people have higher rates of unemployment, are over-
represented in shrinking+fields, and have on average a lower level of education
than the younger generations. The LFPR in 2004 was 41% for those aged 55—
64, clearly under the' @ECD average, and also below the stated Lisbon strategy
level of 50% by, 2010.

To integrate,older people into the labor force, it is necessary to correct some
former policies. The former procedure of classifying those over 50 as hard
to place in the labor market, and thus supporting their early exit, has only
strengthened existing problems. Rather, it is necessary to enable older workers
to use their social competencies, as well as professional and life experience on
the job. This strategy includes making possible especially work with shorter
and more flexible hours, part-time work, job sharing, and other forms of indi-
vidually tailored work arrangements. Age-specific continuing education to raise
productivity, and improve mobility of older workers are also called for. There is
often, however, a lack of initiative. Demand for continuing education by older
workers is particularly low. However, contrary to commonly accepted bias, the
knowledge and abilities of those over 50 are not devalued more quickly by the
fast pace of technological progress. It is exactly the structural change from an
industrial to a service era that offers older people an especially good chance to
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integrate into the job market. In the future, social competence, ability to com-
municate and work in a team, experience, patience, creativity, and curiosity will
become ever more important, and these are the factors that as a rule do not
decline with age.

At first glance, an increase in labor participation for older people seems like
a dismantling of modern societal accomplishments. However, the more the
burden of demographic change grows on OECD economies, the less they will
be able to support the retirement of people who still want to, and are capable
of work.

A further “hidden reserve” are the unemployed. They are of course included
in the AR, but in terms of LFPR and of demands on the social system, they
represent a double burden for the state, both in terms of costs and in lacking
contributions. The effect of high unemployment on the public budget is even
higher for an aging society, especially when its cause is not economic, but rather
structural.

4.9 Reform of Labor Force Behavior

In addition to the aforementioned sociopolitical measures, possibilities exist
for other economic solutions. Their aim would /be to compensate for the eco-
nomic consequences of societal aging by génerating more income for coming
generations through the effects of growthy making the rising tax burden more
“bearable”. For this reason, the increase of labor force participation and the
duration of the working life must, be part of a comprehensive redesign of labor
force behavior. The fundamental idea is that people in Germany should not
only begin their professional‘life earlier and end it later, but that they should
also be more productive oyer their working life, meaning that they should im-
prove their skills and knowledge in a permanent process.

4.9.1 Lifelong Learning

The macroeconomic problems of an aging society are reduced for workers when
work productivity rises as a consequence of technological progress and/or a
larger macroeconomic capital stock, thus also raising real wages. The demo-
graphically influenced rising tax burden could then be countered by a rise in
productivity per worker. Net wages do not have to fall — they could feasibly
even rise. However, retirees would not need to be fully accounted for in terms
of real pay development. The question of the extent to which an aging soci-
ety is in fact receptive to innovation and technological progress should only be
mentioned here, because aging societies are naturally less innovative because
innovation devalues their human capital.

The future course of productivity development will, however, be essentially
determined through human capital development. With the internationaliza-
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tion of markets, work-intensive production is now being shifted to low-paying
countries. Activities that require highly qualified workers will, however, with all
probability stay based in OECD countries. Thus, between 1975-2000, work for
the highly qualified rose 180%. For this reason, the qualification of workers is a
factor with much meaning in a modern economy.

It will be decisive to see whether giving parents, workers, or employers incen-
tives to invest in human capital will be effective. Through a constant process
of lifelong learning, the know-how, competencies, and abilities of the actively
working generation, and especially youth newly entering the job market, can be
supported and increased, thereby promoting worker productivity. A decrease in
quantity can be compensated or even overcompensated for by a rise in quality.
I shall only mention in passing that an education system with its own strong
sources of funding has the best possibilities for maximizing the returns on its
educational investments.

4.10 Reform of the Pension System

The biggest challenge that results from demographie change, however, is an ex-
tensive reform of the pension system: the existing contribution system, for the
reasons mentioned above, does not work for an aging society. While in the past
the advantages of the funded system wete relatively one-sidedly emphasized,
much new research suggests caution®(Europiische Zentralbank (European
Central Bank) 2000), and the effects,and the mutual repercussions of an aging
population on the macro-level é€éonomy cannot easily be reduced to a simple
choice between a contributory.and a funded system. If, for example, an aging
population dissaves because ‘more money is needed to support more retirees,
the real interest rate would rise to create new incentives for private savings. This
real interest rate inctease would, however, negatively influence investment and
long-term growths

In this case, private savings would become central to the debate. The influ-
ence that mandated private savings have on voluntary measures is, however,
not without controversy, and not only because private saving depends on many
factors. Here, especially growth and income development cannot be isolated
from the effects of state-mandated savings. It can at least be said that neither
completely replacing private savings with a state system is plausible nor can any
positive effects of this change be supported by empirical data. Similarly, one
must also agree that the outcome of a funded system is dependent on the age
structure of the population.

4.10.1 Many, Instead of Single Pillars

In short, a “mixed system” with elements from both the contributory and
funded systems could be a particularly positive solution for today’s problems.
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The “many-pillared model” of Switzerland could, for example, serve as model
of a system that is not affected by age structure.

The question of the relative advantages of a pay-as-you-go or funded system
is also closely connected with whether the people in an aging society will save
more or less than today. When adults have fewer children, do they have more
or less incentive to forgo current consumption in favor of the future? Here,
there are a multitude of arguments supporting either side, arguments that are
also interconnected with the needs of employment markets, and the develop-
ment of real wages. Thus, one cannot find exact answers: the effects of an aging
population on growth are not clear-cut, and cannot therefore be diagnosed in
advance. They depend too strongly on reciprocal effects, individual reactions in
private savings, the rate of technological progress, and the degree of openness
of national capital and labor markets.

4.10.2 Make Your Choice!

Should we keep the pay-as-you-go system, which ¢vould mean that today’s
working population, and especially their followers would be more heavily bur-
dened by higher social contributions to financg the tising number of retirees, it
would be conceivable to correlate either retirement benefits positively, or retire-
ment contributions negatively with the number of children. Seen in this view, in
determining retirement benefits it would be a positive step to take into account
the time spent in parental leave as past of the working life. An option that
would be even more economically efficient would be to give the current work-
ing generation a choice betweenicontributing to an obligatory pay-as-you-go
pension system either in the'hormal fashion (contributions going directly to
retirees when contributed) if they have children, or in a quasi-funded system
where they must contribute for their own retirement when they chose not to
have children. To pfovide for consumption in old age, workers could apply un-
consumed resources:

* to enable the consumption of their own children by forgoing current con-
sumption (an explicit generational contract),

* or to finance the education of their children, thus accumulating human capi-
tal in place of current consumption, contributing to general increases in pro-
ductivity, and financing costs of living in old age through the transformation
of human capital into consumer goods,

* or, in the case that they do not have children, by investing in real capital to
raise growth potential, and to finance old age consumption through this ac-
cumulated capital stock.

Thus, having children, private investment, or a reduced demand on retirement
payments would be the possibilities to counter the demographically related fi-
nance problems of the pension system.
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4.11 Summary

Seen all together, the demographic aging process does not require extreme eco-
nomic measures. At least, it does not require any large adjustments topping
those that are already necessary in the structural change to a globalized world
with a high division of labor.

So, what remains of the demographic monster? Not much! These appar-
itions are threatening only when one believes in these without really consider-
ing their real consequences. After all, it is not shrinking, but aging that pres-
ents the demographic challenge. To minimize the negative effects of an aging
population on net income and living standards, we need optimally functioning
product, capital, and employment markets, as well as a regulatory framework
that can quickly and flexibly adjust to the altered age structure. Open and free
markets are essential. It is fundamentally true that in an open eeonomy, macro-
economic effects will be compensated for through transagtions' in the inter-
national product, capital, and employment markets, thusshaving little effect on
the domestic growth path. Additionally, fundamental changes are needed in the
job market: more people must perform more and better work. To counter the
rising numbers of retirees, we must mobilize our reserves, especially including
the major groups of women and older people who are underrepresented in the
labor force. And to do this, we must make family and career compatible, as well
as stop the early retirement trend. By thé€ same token, the qualifications of the
work force play a particularly impostantirole, and the fewer the workers, the
more productive they must be. Thus, we need a complete reform of employ-
ment behavior. The classic paradigm of a one-time education followed by the
working life until retirementdieeds to be replaced by the concepts of lifelong
learning and flexibility toward the quickly changing needs of the market. In
this vein, the retirementage should be reviewed, and as the case may be ei-
ther made more flexibleor changed to adjust to increased and increasing life
expectancy. Raising the retirement age, for instance, in step with rising life ex-
pectancy, would tnburden the system doubly: by lengthening productive work
time, and by shortening the length of retirement.
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Chapter 5

Macroeconomics and Age Structure
in a Welfare State — Sweden 19462005

Thomas Lindh and Bo Malmberg

5.1 Demography and Welfare State Macroe¢onomics

During the last years, it has been increasingly ackflowledged that shifts in the
population’s age structure can have importantffects on key determinants of
economic development, such as fertility, savings, and human capital invest-
ment. In general, these models have focuséd on the very long run where stable
equilibria are established. Similarly, mo§trmacroeconomic models assume a
stable macro-demographic situation characterized by constant life expectancy,
and constant or zero populationsgrewth. Demographic transition theory, how-
ever, implies that the transition ffom one stable combination of life expectancy
and fertility to another is aprocess that takes several decades, or even centuries.
Moreover, in most countri€s ‘both life expectancies and fertility rates are con-
tinuously changing, not,to speak of migration flows. Thus, the macroeconomic
data we observe are from economies in demographic disequilibrium, with huge
variation in the@gerdistribution of the population. This variation in the age
distribution defines a largely predetermined variation in economic fundamen-
tals that should be taken into account in order to correctly understand actual
economic development.

This line of thought has a long and distinguished history in economics.
Nevertheless, demographic variation is to a surprisingly large extent ignored
in modern macroeconomic literature. Overlapping generations (OLG) models
have, of course, been extensively explored, but are mostly analytically intrac-

! Easterlin (1968) and Kelley (1969) propose age variation as a fundamental factor behind

long swings in the economy, and Perlman (1975) traces the basic ideas back to the 17th cen-
tury through famous names such as Malthus, Wicksell, Keynes, and Myrdal.
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table during the transition to a stable population.? This makes it difficult, if
not impossible, to test OLG models, with their very diverse predictions, against
observable data. In the last decades, however, a growing empirical literature has
emerged showing that there are pervasive and quite strong age structure cor-
relations with a wide range of macroeconomic variables. These results are still
viewed with some suspicion in the mainstream literature. The growing aware-
ness of the rapidly aging population in developed economies has nevertheless
led to an increasing appreciation of the importance of demographic variation
for applied economics.

There is, however, far from any consensus about the mechanisms by which
this aging will affect the economy. The only widely accepted mechanism that
has made it into the textbooks is life cycle saving, but even in this case contro-
versy is rife concerning the rather mixed empirical evidence. Part of the confu-
sion is no doubt due to the difficulty in linking relations between aggregate
macroeconomic variables to our knowledge about individual mieroeconomic
behavior. Although the phrase “microeconomic foundations®¢has been a re-
curring mantra in macroeconomic debate for a very long fime now, very little
progress has been made. It simply seems to be infeasible te sum up individual
behavior to obtain a valid predictor of macroeconomiic aggregates. The equili-
bration of the macroeconomic system creates feedbacks that we are unable to
analyze with any precision. At least, that is the case outside long-run steady-
state equilibrium, and our observations certainly do not derive from any such
long-run equilibrium.

To widen the perspective, and accumulate more information on this interac-
tion between macroeconomic aggregates’and population structure, we estimate
how demographic change relatgs to/macroeconomic variables using Swedish
postwar time series data. Oug, aint’ is threefold: firstly, to quantify how much
of postwar development may, be attributed to changes in the age structure.
Secondly, by comparing how growth, savings, investment, inflation, and bud-
get deficits relate to age structure, we can make an educated guess as to what
the main macroecéfiomic mechanisms are that are affected by age structure
changes. Thirdly, our estimates yield a basis for predicting the future trends of
macroeconomic variables by using demographic projections?.

Swedish data are well suited to this endeavor, for two main reasons. First,
welfare states of the Nordic type manage a major part of life cycle redistribu-
tion through the public sector, thus substituting for individual household deci-

2 Following the seminal contributions by Allais (1947) and Samuelson (1958), this type of

models, which explicitly takes account of change over the life cycle, has been one of the main
analytic tools of macroeconomics.

3 Lindh (2004) demonstrates the usefulness of demographically based forecasts in Swedish
time series. Lindh and Malmberg (2004) apply this method to global income forecasting, and
de la Croix et al. (2006) show that the approach is capable of backtracking Swedish GDP to
the 19th century.
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sions. Variations in the age distribution are therefore very likely to show up in
the budget deficits, or in some other part of the National Accounts, rather than
being hidden in household production and private transfers for which we do
not have much data. Second, Sweden has more variation in the age distribution
than most other countries, due to three distinct, but rather short baby-boom
episodes in the 1940s, the 1960s, and at the end of the 1980s extending into the
early 1990s. This considerably aids the econometric identification of macro-
economic effects. Due to comprehensive population registers, the demographic
data are also of a very high quality.

We argue from our empirical findings below that there seem to be three
important transmission effects where age structure is important for macro-
economic variables. Although life cycle savings is commonly believed to be a
main mechanism for age structure effects on national savings, we would instead
emphasize the budget deficit, which may be in part peculiar to the Swedish
welfare state institutions. The second important transmissiofischannel is age
effects on production; the gross domestic product (GDP) tends to grow faster
when the active part of the population increases. This telation interacts with
the public budget variation to create a feedback reinforeing both effects. From
our empirical results, it also seems to be necessagyjto take account of a third
age effect, viz. on housing demand where incre@$es‘in the very old population
has a strongly negative effect on residential investment. This, or some other
mechanism that works similarly, is necessany in order to explain why variables
like inflation and the current account arescorrelated with the young and old
retired population, respectively. Undoubtedly, there are a multitude of other
hypothetically plausible channels fersage structure effects, but these three ap-
pear as a parsimonious minimumaecessary for the explanation of the correla-
tion pattern of the Swedish,postwar experience.

An obvious objection toour proposed explanation would be that the budget
deficit is a policy variable/'that should not be endogenously determined by age
structure. We argue,-however, that the structure of a welfare state with a large
public sector that'manages a substantial part of the intergenerational transfer
system almost tUnavoidably leads to this, unless we impose budget constraints
that hurt, and favor different birth cohorts in unjust ways. Such policies will
turn out to be hard to defend for politicians and economists alike. To politicians
it is self-defeating, because the electorate is not likely to put them in power if
they experience such injustice. To economists it is dishonest, because there is
no sound theoretical reason for imposing such constraints on the budget, espe-
cially when it comes to public support for young adults and families investing
in the future human capital base of the economy.

The great variety of different age effects must necessarily interact in the
equilibration of the economy, but practical obstacles like collinearity and insuf-
ficient variation make it very hard to estimate and identify a full simultaneous
equation model. We take a simplified approach here by estimating reduced-
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form parameters of age structure effects on saving®, growth®, investment and
the current account®, the budget deficit’, and inflation®, and find cohort-size
variations responsible for most, but not all of the medium-run trends in these
macroeconomic variables. In fact, the deviations turn out to be most interest-
ing, since they are indicative of failed macroeconomic policies. The long swings
our model uncovers cut through the short-range business cycle fluctuations.
The swings are almost regular, and more or less cyclical in a pattern that closely
resembles the reference cycle patterns that have been found to be a stable dy-
namic feature in Sweden over the last 200 years.’

5.2 Macroeconomic Mechanisms for Age Effects

The variation in the age distribution reflects in the macroeconomic develop-
ment of the economy, because economic behavior and resources of individuals
vary in a fairly regular way over the life cycle. From total dependency in child-
hood we learn the skills to master our environment in{otder to support our-
selves, and eventually also a family. The surplus prodiced in our mature years
also benefits the elderly who have again become d€pendent on others. Each of
these phases is characterized by accompanying, changes in economic behavior
and resources. As the age structure of the population changes the supply and
demand conditions in almost all the market§.of the economy, it ultimately also
shifts the economic equilibrium. With this shift in the equilibrium following
shifts in the relative prices and outputs.6f the economy, the final outcome can

4 Leff (1969) is a pioneer work that has been followed by a host of studies. Some important

studies are Fry and Mason (1982) and Mason (1987), who show that controlling for growth
rates stabilizes the, relation. Recent studies by, for example, Kelley and Schmidt (1996) use
modern time series techniques to confirm robust relations between dependency rates and sav-
ings. Bloom et al. (2003a) give more perspectives on the issue.

5 GDP growth effects have been found by McMillan and Baesel (1990) on US time series,
Malmberg (1994) on Swedish time series, Bloom and Sachs (1998) and Bloom and William-
son (1998) on world samples, and Lindh (1999) and Lindh and Malmberg (1999) on OECD
samples. Bloom et al. (2003b) make a comprehensive evaluation, and Kelley and Schmidt
(2005) sum up the recent evidence.

¢ Separate age effects on investment are much less investigated. Higgins and Williamson
(1997), Higgins (1998), and Lindh and Malmberg (2007) study these and the implied effects
on the current account. The latter effect is also the theme in Herbertsson and Zoega (1999).
" Lindh (2003) makes the case for Sweden; Herbertsson and Zoega (1999) show that this
correlation holds also in much more general, global samples.

8 Age effects on inflation are shown in Lindh and Malmberg (1998, 2000) on an OECD
sample. McMillan and Baesel (1990) show it on time series from the USA.

® We are grateful to Lennart Schon for bringing this to our attention. Schén (2000) is a com-
prehensive discussion in Swedish, and a brief account in English is given in Schon (1991).
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be traced in aggregate variables like GDP, inflation, current accounts, and bud-
get deficits.

Macroeconomic effects from this age structure variation can arise in two
ways. To start with, there is a direct, pure summation effect. For instance, an in-
crease in the number of middle-aged net savers translates directly into a higher
savings rate ceteris paribus. Market adjustments and interaction with other be-
havioral changes imply, however, that the observed outcome of a shift in the
age distribution may reinforce, dampen, or even reverse the direct effect con-
tingent on the whole age distribution. Take savings, for example: a contempor-
aneous increase of children in the population would depress the growth rate,
and tend to increase budget deficits, causing the national saving rate to fall in
spite of the increase of net savers. Such an increase in children could even be
caused by young people expecting their wealthy parents to contribute with gifts
or inheritances (or with taxes, in the case of Sweden) to their future economic
resources. The exact balance will depend in complex ways ohweconomic pol-
icy, institutions, and other factors, as well as the relative size$ of different age
groups. It is, and will remain, an empirical question exactly how this balance
will play out in any given context. While we have foind most of the patterns
demonstrated here to be general, and approximatély valid for most developed
economies, there are differences in the details regarding how different countries
transmit the pressures generated from the age distribution to macroeconomic
outcomes.

The analysis of simple direct age effécts is different from the analysis of
compounded indirect age effects. The former can be calculated from invariant
age-specific behavior at the micro-level — given, of course, that such invariants
can be found. The latter are hatder to analyze, since they involve macroeco-
nomic feedbacks and equilibtium shifts. However, regression analysis of how
macroeconomic variables depend on age structure will provide estimates of the
total effects of age structure changes, and — to the extent that these correlations
remain stable — we ¢ansuse these to predict macroeconomic responses to fore-
seeable changes‘in=the age distribution. Although such reduced-form regres-
sions do not yield direct information about economic mechanisms, they do give
clues to what may, or may not be important to have a closer look at.

Our main purpose here is to search for those clues in the Swedish context.
Therefore, we eschew overly technical details in the following, in order to focus
on discussing the main traits of our findings. We use an inductive approach
where we not only consider the statistical evidence per se, but relate it to the
policy issues that have been dominating the postwar experience. Our conclu-
sions draw heavily on our previous work, in conjunction with the empirical
evidence presented below.

Any estimated age effects from a reduced form model are likely to result
from equilibrium interactions between several different mechanisms. How-
ever uncomfortable, we are led to the conclusion that simple partial models
of the type represented by the life cycle hypothesis for saving are insufficient
explanations for the age group correlation with macroeconomic development
observed here.
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A number of indirect mechanisms are interacting to generate this develop-
ment, and some of these are important enough so that they must be taken into
consideration. For example, age structure will affect saving not only through
direct household saving mechanisms, but also through effects on inflation and
growth rates. In the case of national savings, there will be interaction between
private and public saving (i.e., the budget surplus/deficit) and household sav-
ings. There is also a direct dependence on the current account through relative
price effects from imports and exports, as well as capital flows. It is impossible
to a priori predict whether this will reinforce the direct effects, or dampen or
even reverse the simple direct effects. Also other variables depend on age struc-
ture, such as asset prices'’, mobility of labor markets, relative wages, and hous-
ing markets'!. All these channels interact through more or less inert adjustment
mechanisms with the variables already mentioned.

The correlation patterns we observe are, of course, a consequence of how
the macroeconomic system reacts to these age structure changes, Sinee we know
that quite substantial changes have taken place in the Swedish@velfare system
over the postwar period, this would be very hard to model in any structural de-
tail. More old-fashioned macroeconomic models in the Keynesian tradition can
be constructed that are able to replicate the correlatiofis that we find.'? Here, we
give a more impressionistic account of the main mi€echanisms at play.

Starting with GDP and the growth of GDP,.it is*a safe assumption that do-
mestic production capacity will depend on theypopulation. Obviously, the rela-
tion between the actively producing populatien and the rest of the population
will be crucial for GDP growth. The snore detailed age structure is also likely
to be of importance. Older workess ‘are’ more experienced, and less occupied
with household production outside,of the GDP. In general, they have higher
income for given education leyels, ‘and consequently pay more taxes, and they
make less demands on publi¢iconsumption and transfers. Moreover, they are
often net savers, and in particular have shifted from saving that consists mostly
of amortization of loansgespecially housing loans, to saving in financial assets.
Thus, population, structure is important not only in terms of labor input, but
also as suppliers,of capital, tax payers, and in determining the demand struc-
ture of the economy.

Favorable conditions for capital formation of domestic savings are created
when there is no, or only small budget deficits to finance by government bor-
rowing. The opposite, of course, holds as the share of dependents increases.
Less crowding-out of investment resources from the public sector, and abun-
dant supplies of domestic saving will tend to lower the price of investment.

1 Bakshi and Chen (1994) is an early example, Poterba (2001) a more skeptical study. Madd-
aloni et al. (2006) is a recent assessment.

" Following Mankiw and Weil (1989), there is a large literature on demographic housing de-
mand and the connection to house prices, but there is also a direct connection to residential
investment (Lindh and Malmberg 2006).

2 In Lindh and Malmberg (2003), we do this explicitly.
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Sweden is a small, open economy where the current account is important for
the money supply, and it is expected that direct effects of the age structure on
saving and investment generate current account effects. Shifting preferences for
imports, and non-tradable goods and services relative to the supply prices of
exports that are determined on the world market will affect the trade balance.
Capital flows will also change, to the extent that savings and investments are
differentially affected by changing age structures. A positive current account
implies we are lending to foreign countries, as our own investment demand at
current prices is less than the supply of savings. To complete those transactions,
Swedish currency is deposited in foreign banks, or to the same effect, dimin-
ishing the reserves of foreign currency in Sweden, and effectively diminishing
the money supply available for domestic transactions. In that case, inflationary
pressures are dampened, and in the reverse case with deficits in the current ac-
count, inflationary pressures will result. The Central Bank can neutralize these
pressures by, for example, restricting or extending credit. Suchsactions always
have a cost, however, and thus must be balanced against otlter policies in the
economy.

Disposable income for the households will, in Sweden, to a high degree de-
pend on the budget balance, since government conSumption and transfers will
directly influence the consumption-saving tradé=off*for the households. Taxes
are, of course, the actual deduction from incomeybut the households also have
non-accounted claims on services and transters from the public sector, which
will influence their choices and actions,

Different components of investment will depend in different ways on the
age structure. The component that'mest people think about when investment is
discussed is private business investment, which is the actual productive capital
formation in the economy, This*will benefit from a large middle-aged popula-
tion that provides domesti¢ financial savings. The other large component of
investment is, however, residential investment, which is positively influenced by
a large young adult pact of the population who is moving out from the parental
home and needsthousing, and will react negatively to a large old population
that, throughydeath or institutionalization, generates an increased rate of va-
cancies in the housing stock (Lindh and Malmberg 2006). The other compo-
nents are smaller, and more ambiguous with respect to the age structure; so, we
ignore these here.

Thus, we have six variables of interest for which we expect to find more or
less obvious age effects.

1. GDP growth, positively influenced by the active share of the population.

2. Government budget balances, which should benefit from large middle-aged
shares.

3. National savings, positively influenced by the middle aged either by life cycle
saving, or by number 2 (government budget balances).

4. Gross investment, with potentially ambiguous age effects depending on which

components are dominant.

Current account balances, generated by the differences of numbers 3 and 4.

6. Inflation, which will tend to follow the reverse current account pattern.

“
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All of these mechanisms will interact with each other (as well as other vari-
ables) to create our actual observations.

In practice, there is no independent measure of national savings. The vari-
able is measured as the residual we obtain by adding the current account to
investment. If the current account is negative, then savings are consequently
not sufficient to finance investment, or we are lending money to the rest of the
world. That leaves us with five independently measured variables by which to
estimate the age effects.

5.3 Estimation Methods

We estimate single-equation parameters by regressing the dependent variables
on population age shares. One of the difficulties with regressiGmyanalysis in
this context is that age shares in the population change relatiely slowly; so,
to achieve sufficient variation, we need fairly long time serigs to obtain reliable
results. In Fig. 5.1 we can see that the Swedish age structute does exhibit a fair
degree of variation, albeit slow. Many other countrie§,in particular developing
countries, have much less time series variation. Thi$ higher degree of variation
makes it easier to identify stable and robust cohort-size effects in Swedish time
series data.

A basic problem with regression modelsWith age variables is that we cannot
use the whole distribution as an independent regression variable, as we would
ideally like to do. Not all 1-year agewgroups, or even 5-year age groups can
be included in the regression, sincetmulticollinearity would prevent identifica-
tion of individual coefficients, Often, age effects are therefore represented by
a single aggregate measure —for example, population mean age, old age de-
pendency rate, youth dependency rate, or total dependency rate (old age plus
youth dependency rate)., A& weakness with this approach is that some important
variations in economiebehavior and economic resources that occur during the
course of an agent’s normal life are ignored.

Another approach, pioneered by Fair and Dominguez (1991), is to use a
polynomial restriction to represent the age distribution effects as a smooth
function of age. The age profile of the demographic effects must then be re-
stricted to a low-order polynomial, mostly a quadratic function by which con-
struction estimates either a U-shaped profile, or an inverted U shape or hump.
Some rather abrupt changes in behavior and resources that take place at retire-
ment, and at the end of education are hard to fit in with this restriction.

A middle way is to include population shares for a set of aggregated age
groups that approximate the most important phases of an individual’s eco-
nomic life cycle. This age share approach allows a fuller representation of the
age structure, and still offers a more direct and flexible way of estimating age
effects than does the polynomial approach. Although we prefer this approach,
it should be noted that it is a compromise that may be sensitive to collinearity,
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Fig. 5.1 Deve%&nt of age group shares in Sweden 1946-2005, and the Statistics Swe-
den projection to 2010

and the exact delimitations of age groups that may not work equally well in all
contexts."

We have found a subdivision into five or six age groups to work well in most
cases: children 0—14 years old, young adults 15-29 years old, mature adults
30-49 years old, middle aged 50—64, young retirees 65—74, and old retirees
above 75 years of age, alternatively only 65+. This general division can be mo-

% Bloom and Canning (2001) have investigated the properties of different alternatives.
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tivated on theoretical grounds. For a start, children do not take economic deci-
sions themselves, and are dependent on adults. Young adults often live single,
or still with parents. They are also to a high extent still in education, and have
quite distinct consumption habits. Mature adults are raising families, buying
homes, and starting in earnest to accumulate wealth. The middle-aged people
are generally past their family years, they have high incomes, and are more
immediately concerned with their retirement prospects. Young retirees are no
longer working, although still rather active and healthy, and have started to
dissave, at least in terms of their pension claims. The oldest have considerably
more health problems, much higher mortality, and are more concerned with
passing on their savings.

To use all the population shares as regressors in an equation with intercept,
we would have to abandon some group to use as reference group, due to perfect
collinearity. Here, we have chosen to use all age groups, and rather abandon
the intercept. It is then easier to directly see the whole life cycle pattern in the
coefficients of the age groups without taking the reference gro@lp into account.
It should then be noted that the interpretation of the coefficient signs is am-
biguous, since the linear combination of age group sharesicaninot be separately
identified from any constant that should have been present. One therefore has
to keep in mind that the sign of a coefficient must be interpreted relative to the
other coefficients.

Here our focus is, however, not on the ecehometric specification of the age
models." We therefore present only simplesordinary least squares (OLS) es-
timates where age group shares are usédyas regressors. Nevertheless, the pat-
terns we present below are fairly robust and stable. The data we use are mostly
National Accounts data from Statistics Sweden, which we have extended a few
years back by using historical statistics from a diversity of sources. The current
account series is complemented, for the 1990s by data from the Central Bank
of Sweden combined with some from the National Institute for Economic Re-
search. National saving rates are computed by adding the current account to
the gross investment.series. The Consumer Price Index (CPI) series is the official
series from Statistics*Sweden. More details on data and sources can be found
in the Appendix.*It should be noted here, however, that because of changing
definitions and methods used in compiling the official series, linking has been
necessary not only to the historical sources in the beginning of the time series,
but also between different periods thereafter.

The dependent variables of national savings, gross investment, the current
account, and (the) consolidated government saving are normalized as rates of
GDP. Inflation and GDP growth are the logarithmic growth rates of the CPI
index and the real GDP estimates, respectively.

Y We refer readers to our other papers in the references, where extensive testing and specifi-
cation searches are reported.
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5.4 Estimated Age Patterns

The estimation results are collected into Table 5.1 below. In three cases, sta-
tistical tests confirm that we should use the 65+ age group share, rather than
subdividing it into young and old retirees. This holds for the saving rate, the
financial saving of the government, and the growth rate. In the other cases, this
restriction is rejected. The absolute -statistics indicate that not all coefficients

Table 5.1 Regression coefficients, Swedish macroeconomic variables 19462005 (1950—
2005 for government financial saving)*

Dep. vari- Savings Invest- Current Govern. GDP Inflation
able (rate) ment (account/  fin. (growth) (rate)
(rate) GDP) (saving/
GDP)
Share -0.04 -0.31 0.34 -1.29 —0,92 -0.12
0-14
(0.13) (0.70) (1.15) (2.20) (3.41) (0.20)
Share 0.08 0.19 -0.07 0.52 0.40 -0.34
15-29
(0.43) (0.80) (0.41) (1.49) (2.63) (1.05)
Share 0.41 0.60 =0.24 0.26 0.54 -0.03
30-49
(2.29) (2.45) (1.44) (0.81) (3.85) (0.10)
Share 1.58 1400 0.52 1.55 0.62 -0.14
50-64
(6.21) (3.27) (2.46) (4.38) (3.11) (0.35)
Share 0.82 -2.03 3.19
65-74
(1.66) (6.02) 4.79)
Share 75+ -2.60 1.64 —1.63
(4.92) (4.54) (2.28)
Share 65+ —1.09 -1.23 -0.83
(5.39) (3.22) (5.23)
Adj. R? 0.73 0.81 0.72 0.36 0.36 0.42
F(1,54) 0.06 12.86 31.66 0.45 0.27 14.00
(p value) (0.81) (0.00) (0.00) (0.50) (0.61) (0.00)

* Absolute values of z-statistics are reported in parentheses below the coefficients. Italics
means that the coefficient is statistically different from zero at the 5% level. The F test is for
the null hypothesis that 65—-74 and 75+ take the same coefficient.
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are significantly different from zero, but the regressions are significant without
exception at the 1% level, and since we have both negative and positive coef-
ficients, there are statistically significant differences between the effects of the
age groups. Note that since the current account, savings, and investment are
linearly related, only two of these three equations are independent. For com-
pleteness, we present all three.

Some statistical problems can be detected — for example, high autocorrela-
tion of the residuals for investment, saving, and the budget balance. Since both
we and others have tested most of these equations extensively in previous work,
and performed out-of-sample forecasting with good results, we refer to that
work for proof of the stability. Note, however, that the reported standard errors
may be somewhat biased, but since correction for this does not change the con-
clusions in any substantial way, we report only the straight OLS estimates.

In Fig. 5.2, smoothed curves connecting the estimates of age coefficients give
a visual impression of the age patterns. (The smoothing gives a somewhat mis-
leading impression of a difference for the cases where coefficiefits ate restricted
to be the same for 65—-74 and 75+.) The difference betwcen the somewhat
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broader hump shape of the investment pattern, and the more pointed hump of
savings has its counterpart in the current account pattern. The main difference
is that while all retirees have a significant negative effect on savings, only the
75+ group has a significant (and greater) negative effect on investment.

Young and mature adults have negative, but insignificant point estimates,
indicating that they may cause current account deficits by having more positive
effects on investment than on saving, while the opposite holds for the middle
aged. However, the dominant and highly significant effects are the negative
from young retirees, and the positive from old retirees. The somewhat surpris-
ing positive effect from young retirees on investment, and the strongly negative
effect from old retirees cause this. Thus, our conjecture above that decreasing
residential investment with the 75+ group is a key factor for positive current
account effects is supported. The negative effect from young retirees is due to
savings, however, as is the positive middle-age effect.

Note that national saving is a residual that should not be equated to house-
hold savings. Retained profits, as well as public budget balances are large and
important components in national savings, but on the otherthand, capital gains
(mostly) and pension claims are not included in the fiational savings measure.
Both tax revenue and expenses for the public sectof’are strongly affected by the
age distribution, as seen in the age coefficients fOr financial savings of the con-
solidated government sector, with young and old dependents negatively cor-
related to the budget deficit, while working, tax-paying groups have a positive
effect.

The pattern of age effects on thefinancial saving of the consolidated public
sector shows that the middle aged have significantly positive effects, and young
active adults have almost significantly positive effects. The weak and insignifi-
cant effect from mature adultsiS'probably due to increasing public expenditure
on family support.

Growth increases with a high share of the population in working ages, while
higher dependency tates lead to lower growth, and the more experienced the
working populationy the higher is the growth effect. Except for mature adults,
this pattern certesponds to that of the budget balance, showing that these de-
pendent variables tend to covary. Even the coefficient of variation (R?) is al-
most the same.

Young retirees appear as the group mainly connected to increased inflation-
ary pressures, while old retirees exercise a deflationary influence. The age effects
on inflation are more or less a mirror image of the age effects on the current
account. This provides support for our conjecture above that age-related infla-
tionary pressures are connected to the shift in foreign balances as a mediator
of that pressure. Causally, it could work either way. High inflation may cause a
deterioration of the terms of trade. This in turn would lead to decreasing cur-
rent accounts through a price effect, but a deteriorating trade balance may also
increase inflationary pressures through a quantity effect.

The patterns for the six variables here show intuitively consistent patterns,
although they are estimated independently. We would have been surprised
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if inflation was boosted by the middle aged, since high inflation then would
have coincided with high growth and budget surpluses. The particularly high
growth effect from the middle aged tallies well with the maximum in the savings
rate, and so forth. By itself, this is an argument against nonsense correlations
and spurious regressions, since it would then be a remarkable stroke of luck to
obtain this consistency."

5.5 Discussion of the Estimates

Our estimates imply that the effects on output and the budget surplus are simi-
lar. Thus, the income increase from higher growth rates tends to make revenue
increases dominate over higher expenditure for education of the young, and
the lower relative tax revenues they generate. The more distinct‘hwmp for the
middle aged is expected, but is enhanced further by the income’increase. That
mature adults aged 30—-49 have less of a positive influencelon the government
budget than on growth indicates that family support isfnot outweighed to the
same extent of the increase in income that they generate.

A deficit in the current account arises when domestic saving is insufficient to
finance domestic investment. Total domestic demand (private and public con-
sumption and investment) is therefore necessarily greater than total domestic
supply. Domestic prices therefore tend to riser In a fixed exchange rate regime,
domestic inflation then spills directlyintoya current account deficit as foreign
goods become relatively cheaper and substitute for domestic goods, thus creat-
ing a reinforcing feedback. At floating exchange rates, this substitution is partly
offset by a depreciation of the.cutréncy, but this has the same effect on the cur-
rent account, since exports,bé¢ome cheaper, imports more expensive.

Investment combines the negative of the current account effect, and a nega-
tive fraction of the budget deficit effect. This yields the broad hump shape, the
most important el€ment being that the negative current account effect from
young retirees means a positive effect on investment, while the positive active
age effects compensate a slightly negative effect from the middle aged.

Since variation in savings is determined mainly by the budget deficit in Swe-
den (see further below), it effectively puts most of the action in the middle-aged
group. Comparing the patterns in Fig. 5.2, the clear difference is that public
saving has a positive relation to young adults, whereas national savings do not.
Thus, we may not need to rely on life cycle household saving, which is con-
troversial. This mechanism could be added, and perhaps should be added, to

15 Since we get essentially the same pattern using data only up to 1998 in Lindh and Malm-
berg (2003), we deem it essentially impossible to obtain such consistency by sheer (good or
bad) luck.
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obtain a pattern more like the actual saving effect. It would, however, not be a
crucial factor.

In Sweden, there is an almost perfect negative correlation between private
and public financial savings. Even if we do not have complete crowding-out
of private savings from public savings, it can safely be assumed that there is a
substantial crowding-out effect. Comparing the profiles of government finan-
cial saving and the national saving rate, the positive effect from the 15-29 age
groups on the budget balance can partly be explained by the positive growth
effect from young adults. This increases revenue, but since a large part of that
age group is still in education, a corresponding negative influence on the bud-
get could have been expected that seems to be missing. On the other hand, most
young people will depress aggregate household savings by being net borrowers,
in some cases to finance adult education, but also to buy their own housing,
and even in many cases to keep consumption in general above their current in-
come level. Thus, the national savings effect from this group mese or less van-
ishes, because their negative household savings effect is counteracted by their
positive budget effects.

Age effects on the government budget can be decomposed into revenue ef-
fects and expenditure effects. This links output eftééts to the budget effects. As
the share of dependents increases relative to the economically active popula-
tion, revenue decreases and expenditure increases The budget deficit will there-
fore be negatively correlated to the share ofidependents, and react positively to
increases in the middle-aged population.

Residential investment plays a erucial role for differentiating between age
effects from the two oldest groups'“Lhe strong negative investment effect from
the 75+ group drives the positiveieffect on the current account, as well as their
dampening effect on inflation{ The effect comes from the vacancies created in
the housing stock, as this age*group dies or moves to nursing homes (see Lindh
and Malmberg 2006). This increases the housing supply, and for a given level
of housing demand;,reduces the demand for construction of new residential
buildings and private homes. To some extent, this may be further reinforced by
a decrease inghousing demand also from those elderly who are still alive and
living outside of institutions.

The attraction of the explanation given above is that it requires only a few
adjustments — all of which are intuitively rather straightforward — to fit a stand-
ard macroeconomic framework. These small adjustments still have far-reaching
implications. For one, it implies that macroeconomic balances are quite sensitive
to the balance between age groups in the population. Because individuals will
become 1 year older for each year that passes, this introduces long swings in the
macroeconomic variables, with an approximate period varying from 20 years
(for example, growth rates) to 40 years (for example, national savings) in the
case of Sweden. Without controlling for other factors, it is somewhat specu-
lative to determine the magnitude of the age-related part of those swings, but
the implied variation in growth rates is on the order of two percentage points,
which is enormous. An unfavorable demographic situation lowers the growth
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rate of GDP by 50% or more! The effects on national savings and investment
rates are of a similar order, and on inflation rates are even much greater. There
are, however, other external events that are also of importance. A general slow-
down in growth rates of our main trading partners, oil crises, etc. undoubtedly
also play a role in determining these magnitudes. But if we compare to other
estimates of, for example, the demographic impact on GDP growth from global
studies, the quantitative effects are not much smaller.'® We should nevertheless
for several reasons be cautious in attributing everything to age structure. We
also need to consider the role of increasingly higher education for the younger
cohorts, the entry of females on equal terms into the labor market, etc. There
is no doubt, however, that age structure variation is associated with a degree of
macroeconomic variation that cannot be ignored. Even if the effects may be
somewhat exaggerated in our estimates, they are in no sense negligible."”

At the very least, any macroeconomic model that does not condition on the
age structure will be quite useless, and in the worst case utterly=misleading.
From a more constructive point of view, conditioning macreéconomic fore-
casts on age structure may be extremely helpful in improvifig their rather poor
predictive performance on longer horizons. With regafdto economic policy,
this is already an important contribution to develop fiirther. But here our focus
is on more direct implications for economic policy.

Age structure dependence in macroeconomic variables has important im-
plications concerning timing and design of “policies. Take, for example, the
inflationary pressures implied by a baby-béom cohort going into retirement.
Obviously, central banks need to considemhow this will change the conditions
for managing monetary policy.”® In order to more clearly distinguish and il-
luminate policy implications, it is, helpful to more closely investigate the actual
events in the postwar Swedisheexperience (Fig. 5.3).

16 Kelley and Schmidt (2005) estimate that at least 34% of European growth in the postwar
period can be attributed to demographic factors, and Bloom and Williamson (1998) that 49%
of the Asian growth experience is due to demography. Actually, already Krueger (1968) did a
shift-share analysis indicating that over half of the income differences in the world were due
to demography and human capital endowments.

7 In our own studies on country panels, effects on the macroeconomic variables are gener-
ally more subdued, but still very substantial. Evidence is available in the articles we have cited
above.

8 Miles (2002) shows that the effectiveness of monetary policies depends crucially on how
different age groups manage their savings. It is well known from microeconomic studies that
risk aversion and portfolio choice vary with age, and consequently monetary policies need to
be designed with this in mind.
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Fig. 5.3 The age model explained part of Swedish postwar development and forecasts

5.6 The Importance of Age Structure
for Swedish Economic Development

In Fig. 5.3, the six panels show the actual development of our six macro-vari-
ables during the postwas,period, and compare it to the much smoother devel-
opment predicted fromieur estimated age models. The forecast made on demo-
graphic projections up’to 2010 shows that, in all cases except investment, the
age-predicted positive trends that Sweden has experienced for the last 10 years
are about to turn negative again. Inflationary pressures are increasing, the cur-
rent account will be deteriorating as will the budget balance, and growth rates
will be turning down again. Given this rather gloomy perspective, what are the
policy lessons from the postwar period? To answer this, we need to first give a
brief account of what actually happened during the period, and how this re-
lates to the age structure changes.

From Fig. 5.3, it is obvious that actual outcomes follow the age-predicted
development much more closely before 1980 than afterward. This would be
anticipated, since the period from the end of the 1970s to the mid-1990s is well
known for a number of less well-advised policy experiments. An age model
should not be able to predict events like the devaluation policies pursued by
both right and left governments at the end of the 1970s up to 1982, nor would
we expect age structure to be behind the overheated economy in the late 1980s,
and the collapse in 1992 after a concurrence of several policy failures.
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At first, a deregulation of credit markets in the mid-1980s caused a boom
in real estate, with loan-to-value ratios often exceeding 100% in expectation of
further price hikes. The housing finance markets therefore collapsed after a tax
reform in 1991 that raised user costs by limiting tax deductions for interest pay-
ment. The estimated fall in private home prices by around 25% then provoked a
financial system crisis. As attempts to keep the exchange rate fixed at an exces-
sively low level failed in 1992, and floating exchange rates quickly depreciated,
the Swedish Krona fell by some 50—60%, aggravating the crisis. In conjunction
with a general downturn in the business cycle, the labor market also collapsed,
and unemployment rates rose from an average around 2% to more than 10%.

The resulting stress from falling GDP levels and tax revenue, together with
increased expenditure for unemployment insurance and other social expend-
iture, gave rise to budget deficits of more than 10% of GDP. The demographic
situation at the beginning of the 1990s also was unfavorable, with few middle
aged and numerous children when Sweden was the oldest countrys=in the world,
18% of the population being 65 and above. The recovery wdsdtherefore slow,
and a strong inflationary impulse was generated. The age model was unable to
predict this trend, as well as the corresponding strong vdriations in saving rates
and budget deficits that characterize this period. Sifice we would not expect
demography to have any influence on political miStakes in the timing of eco-
nomic reforms, this is actually reassuring.

That the age models are unable to predict,these episodes is a strong argument
against any suspicion of spurious regression./I he probability that six spurious
regressions would be internally consistent, and still indicate these periods as
deviations from the normal must be very’'remote. We can also note that the Ko-
rean War inflation impulse at the.beginning of the 1950s could not be predicted
by age structure, although the.ensting rise in the level of inflation in the 1970s
is predicted as a consequence'@f'the retirement of the large cohorts born at the
beginning of the century.\Most of the productivity slowdown taking place in
the 1970s is explained bysthe large cohorts from the 1910s retiring at the same
time, so that the sparse cohorts from the 1930s dominated the mature adult
part of the working age distribution. In most respects, it was a rather disadvan-
tageous age structure that pushed inflation upward, and the current account
and growth downward. This process created what is known as a stagflation epi-
sode, which at the time caught most economists by surprise. The deterioration
of government financial saving led to a budgetary crisis, as public expenditure
expanded heavily and the economy was hit by further oil price hikes.

Going back to Fig. 5.1 in conjunction with Fig. 5.3, we see that a very simi-
lar demographic situation looms ahead in Sweden now. Nearly the same coin-
cidence of a large retiring cohort with another large cohort entering the labor
market was under way at the end of the 1960s. Consequently, our age models
also predict the beginning of a new stagflation episode. Policies 30 years ago
were built on Keynesian ideas emphasizing expansive fiscal policies to bridge
over what was thought to be simply another business cycle downturn. This pol-
icy essentially only increased inflation, and led to deterioration of the current
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account, while at the same time the government budget deficit increased. To
restore competitiveness in the international market, devaluation policies were
applied that in the mid-1980s looked rather successful, with restored internal
and external balances, higher growth rates and investment rates, and inflation
on the way down again.

At the end of the 1980s, the sustainability of this policy regime became
questionable, as inflation started to build up again and a number of market-
oriented reforms were initiated, which accelerated as the government shifted
from left to right again in 1990. At that time, the crisis had already started,
and untenable exchange rate policies only made it worse, resulting in negative
growth rates, widespread unemployment, and a minor catastrophe for the gov-
ernment budget.

The Swedish age structure then remained disadvantageous up to the mid-
dle of the 1990s when a turning point was reached. The age structure had its
peak inflationary pressure around 1980, which turned into a deflationary pres-
sure during the 1990s. At the turn of the century, demogrdphic conditions for
growth are again as good as they were during the 1960s; The age influence on
inflation makes it easier to get inflation under controlfagain.

National savings have been affected by a long=run negative trend created
by the age structure from the 1960s onward. lajthe middle of the 1990s, this
trend reversed. Investment shows a similar trend,'with the important difference
that changes in the demographically induced'investment trend lag behind the
changes in demographically induced savifig. This lag implies that from the be-
ginning of the 1970s up to the beginning of the 1990s, demography had a nega-
tive effect on the current account.“When the age effect on saving turned to a
positive trend in the early 1990s,the effect on investment was still negative, and
generated a positive current ‘aceount effect with surpluses never before seen,
both in the trade balance and’in the balance of payment.

During the 1990s, the demographic pressure on the government budget
lightened considerablys Fertility fell until 1999, and contributed strongly to
the improvementof the budget. Although the fertility trend then turned up
again, other positive demographic influences have balanced this. The share of
the 65-74 age group has decreased by more than one percentage point, and
the share of middle aged has increased by more than three percentage points.
Together, these changes in the age distribution imply an upward pressure on
the saving rate that has not been followed by any corresponding increase in
gross investment. This in turn is due to a near moratorium in the residential
construction sector during the 1990s. This situation has changed in the last
few years, and today residential construction is turning upward again as the
increases in the 75+ age group has turned into a decrease.

A demographic interpretation of Swedish postwar economic history is not
all that different from conventional accounts with regard to the mechanisms
at work, and is not really a competing explanation, but rather a complemen-
tary view that deepens our understanding by exposing underlying fundamental
trends. The conventional explanation of the overheating of the economy at the
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end of the 1980s is based on lax fiscal and monetary policies due to influence
from excessively strong unions and an excessively big public sector. The age-
based explanation strongly indicates that the problems became worse because
of policies that were often motivated by these perceived problems, but unin-
tentionally came to work against the demographic pressures. An appreciation
of the demographic situation would have made it possible to design policies
working with, rather than against, the fundamentals in the Swedish economy
— surfing the waves, rather than plunging headfirst into these.

The current account deterioration in the 1970s motivated the adoption of
devaluation as a solution. From an age structure perspective, however, a cur-
rent account deterioration was to be expected as a way to borrow funds to keep
investment up as domestic saving sagged. Instead of combating this borrowing,
it should have been encouraged, and the inflationary government subsidies to
the dying industries of textiles and shipbuilding should rather have been dis-
continued. The devaluations of the Swedish currency slowed down structural
adjustment in response to global competition. This led to overheating of the
economy, and undermined long-term sustainability. There is, and will probably
always be, controversy concerning the exact details about what caused what,
and whose fault it was in this rather dismal story of policy failures. With the
final result at hand in the events of the 1990s crisis, it is rather clear that, re-
garding the goal of stabilizing the economy, this 20-year period of large ups
and downs in all the central macro-variables was a failure.

A policy taking due regard of the ageWssructure-induced pressures could
have achieved a much smoother path withifewer job losses in the long run, and
in terms of the GDP level, and not least the supply of public services. Instead
of increasing government debt in the’1970s, as the right wing government did
in order to retain dying industri€s,”a moderate increase of government debt in
the 1980s to bridge an age-induced temporary imbalance of tax revenue and
expenditure could have previded a more painless way to a sustainable recovery.
Although such a counterfactual statement is hard to prove, that is what the age
models in Fig. 5.3 ifidicate as a more balanced path.

Finally, a wordjof caution is appropriate concerning the reliability of the
statistical models we have reported here. When fitting age structure variables
to time series in a reduced form, as we have done here, overfitting is almost un-
avoidable, i.e., the model attributes macroeconomic variation to age structure
variation that is due to other causes. This problem is much less severe when
estimating the relations in a country panel setting. The cross-country variation
then allows more efficient controls for this. From experience, we know that al-
though coefficients of cross-country panel estimations show the same pattern,
they are in general smaller in magnitude. In particular, there is a risk that our
estimates are influenced by some of the large outliers created by failed policies
in the 1980s and 1990s, thereby exaggerating the magnitude of the age-caused
variations.

The very large current account surplus Sweden is running at the moment
may well be an artifact of exaggerated savings in the government sector, in rela-
tion to domestic demand for investment. The regression procedure will trans-
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late this factor into coefficients that are somewhat too large, and therefore exag-
gerate both predicted upturns and downturns."

5.7 Concluding Remarks

We have illustrated how changes in the age distribution affect macroeconomic
variables like GDP growth, inflation rates, saving, investment, the current ac-
count, and the budget deficit. The results are congruent with standard macro-
economic theory, as well as intuition. Introducing a few channels for age effects
into a fairly standard textbook model is sufficient to theoretically explain these
effects in an internally consistent way. Our theoretical understanding of how
different age effects interact in detail is, however, still in its infancy, and more
research on this is clearly warranted.

But we think the main message here is nevertheless fairly €léar. Age structure
matters, and it matters a lot. Policies designed without due recognition of the
fact that age structure has a pervasive effect on the whiole macroeconomy are li-
able to make matters worse than intended, and mactoeconomic models that are
estimated without proper conditioning on the &ge structure will be biased and
misleading. This is not a new insight: “Understanding how to adjust economic
policy with respect to future demographic ‘change will be a crucial question for
policy makers in the aging industrial codntries” (Alvin Hansen (1939), presi-
dential address at the annual conferenee of the American Economic Associa-
tion).

But it is unfortunately a largely forgotten insight that we need to actualize
again in order not to repeat the mistakes and failures of the postwar period.
There is great opportunitydfor substantial gains by not relying on overly sim-
plistic theoretical steady-state models in the design of policy, when already very
simple reduced-form,models using age structure can outperform these models
in long-range fofeeasting.

How far would our results generalize? Most European nations have similar
welfare systems, similar age structures, and similar economic systems. Country
panel regressions tend to show similar age patterns overall in the OECD coun-
tries, and so we would expect the general reasoning to apply in most of these.
Developing countries are both demographically and economically in another
phase, where longevity has not yet triggered the introduction of the welfare

¥ 'We have here used very simple methods in order to make a point about the necessity to
take age structure into account when designing economic policies. If our aim had been good
forecasting, then we would have taken care of suspected outliers, and changed the specifica-
tion of the models separately in order to avoid this overfitting problem that needs specific so-
lutions for each of the variables in question. Lindh (2004) illustrates the procedure to follow
by evaluation of out-of-sample forecasts, and recursive estimation to validate the stability of
the model.
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mechanisms that are so important in this context. Their economic development
is undoubtedly also dependent on age structure, but with different mechanisms
resulting in different correlation patterns. Conditional on successful implemen-
tation of crucial institutions such as education and healthcare systems, their
declining fertility now signals a historic opportunity to catch up with the devel-
oped countries.

If further research confirms that age structure-driven internal and external
imbalances are a general phenomenon, then economic policy will have to be
conducted with one eye on the age distribution, in order to avoid problems of
the kind that seem so apparent in the later half of the Swedish postwar experi-
ence. In particular, deficits following temporary variations in age structure are
quite natural life cycle phenomena, and should probably be accepted without
policy interventions, unless there is good reason to suspect other identifiable
causes.

However, we are on the verge of entering an old age society=where social
welfare mechanisms will become more, rather than less, impeftant. Changes
in age structure will then not be temporary, but may be found to be more or
less permanent. Achieving a better understanding of howyto adjust economic
policy with respect to demography will be a crucial question for policymakers
within the coming years. More research and attefition need to be devoted to
these issues, which especially in Europe for some reason have been marginal-
ized in academic research for a very long timewmow.

Appendix: Data

This appendix describes sourées and definitions of the data. The data for the
years 1946—1949 were compiled from a variety of historical sources. GDP at
factor costs in currentiprices 1860—1980, and a deflator from Krantz (1997)
were used to link tothe GDP at market price from Statistics Sweden 1950—-2005.
Thus, the yearsal 9461949 are slightly different. For the period 1941-1950,
the sum of sector GDPs was used since the aggregate for that period is not ac-
curate according to the author. These series were spliced to the latest update
from Statistics Sweden by ratio linking in 1950. Real GDP is the deflated series.
Due to changes in the National Account system caused by the new European
standard having been introduced, data may not be fully comparable backward
in the official series either.

The consumer price index is the latest update of annual CPI from Statistics
Sweden, and historical cost-of-living indices that go back to 1830. The basic
age structure data are 5-year cohort population numbers on annual basis. The
series 1911 up to 1967 has been compiled from official statistics by Bo Malm-
berg. The years 1968 to 2005 are from the latest updates of Statistics Sweden.
Projections 2006—2030 are the latest version of the forecasts of Statistics Swe-
den. Note that all these population data refer to 31 December in the current
year, but in the estimations they have been lagged 1 year.
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The current account data are among the least reliable. After scrutiny of many
different estimates and later revisions, we adopted the following sources: for the
period 1950—1993, a series obtained from the Central Bank of Sweden, com-
piled to be consistent with modern definitions. The missing years 1946—1949
were filled in by data from Ohlsson (1969), Table B:1 column 6 without linking.
For the period 1999-2005, data were available to download from the Central
Bank, but the gap 1993-1998 was filled by a series based on data from Statis-
tics Sweden downloaded from the National Institute for Economic Research.
Since levels were somewhat different in these three sources, ratio linking was
applied backward.

The new ENS definitions for gross investment are substantially different
from those of previous series. Using the latest ENS estimates for 1993—-2005,
the series was ratio linked to previous data from Statistics Sweden. The lacuna
19461949 was closed by domestic investment in Krantz and Nilsson (1975).
The national saving rate was then obtained by adding the cutrent account to
gross investment. Strictly speaking, we should have added ifitet Tactor income,
too, but these are very small numbers. All ratios were cdmputed by using cur-
rent value estimates. This means that the investment fate 1s not the real invest-
ment rate in terms of goods, but a value estimate consistent with the saving rate
and current account, since there is no obviously correct way to deflate these
values. Growth rates and inflation have been computed by the logarithmic dif-
ference of the level variables.

The series of financial saving of the gonselidated public sector was graciously
put at our disposal by Lennart Berg,(Department of Economics, Uppsala Uni-
versity), who has linked data from,Statistics Sweden 1950—-1998. Using data
according to ENS definitions 1993+ 2005 downloaded from the National Insti-
tute for Economic Research, this series was ratio linked backward to the long
series. The measure includes the balances of local as well as central government
at all levels, as well as the Social insurance sector.
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Demographic Change and Sustainability:
A Generational Balance

R. Andreas Kraemer, Daniel Blobel, Anneke von Raggamby, Doris Knoblauch

6.1 Introduction: Is Growing Good and Shrinking Bad?
Or Vice Versa?

The common perception when considering theflink between demography and
sustainable development is that an increase imhuman population aggravates en-
vironmental problems. Long before the term/“ecology” was coined, there were
concerns about the earth’s capacity togproyvide food for the growing number of
human beings. At the turn of the 18th eentury, the English parson and econo-
mist Thomas Robert Malthus becami¢ a pioneer of this discussion. Although
his static way of modelling the ‘dévelopment of population and food supply
failed to provide adequatespredictions, and despite the fact that there are good
reasons to denounce hisypreposed remedies as blatantly inhumane, the basic
problem he pointed outwemains relevant: an ever-growing human population
may at some pointexeeed the earth’s carrying capacity.

One might conclude that the fewer humans there are in a given territory,
the less envirdnmental problems there will be. However, this is only one side of
the story. Experience from areas with a shrinking population shows that there
is no linear correlation between a decrease in population and a corresponding
reduction of resource consumption. The reasons for this fact will be discussed
in detail below.

Over the past decades, the paradigm of growth has been predominant, most
notably in economic issues but also in societal thinking, planning and decision
making as a whole. Educated in a school of thought which takes growth, if not
as the solution, then at least as a precondition for the solution of most prob-
lems, many experts and politicians see the absence of growth, let alone shrink-
ing, as a condition which must be avoided at all cost. But does the main prob-
lem really lie in shrinking, or rather in the inheritance of concepts which proved
successful in their time but are inadequate to cope with new challenges?
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In contrast to the mainstream growth concept, an ecological perspective crit-
ical of unlimited growth emerged in the early 1970s, notably with the famous
Club of Rome publication “The limits to growth”. Since then, the economic
notion of growth as a precondition for development and wealth has been op-
posed by the ecological notion of growth as a fatal phenomenon ultimately
threatening to put an end to all human aspirations of development. The con-
cept of “qualitative growth” might serve as an escape from the dilemma; how-
ever, to the present its feasibility seems to be more a hypothetical claim than an
empirical truth. Nevertheless, while there is a near consensus on the necessity
of economic growth, a number of mature industrialised countries are realising
that, at least regarding their populations, growth is no longer a fact and it will
not be possible to revive it in the future either.

The aim of this chapter is to discuss the sustainability implications of demo-
graphic trends in Germany, focusing on resource use and environmental con-
siderations. Our analysis makes reference to the concept of “genegational ac-
counting”, with a view to broadening it so as to encompass‘ether aspects in
addition to the financial dimension. This understanding(of)a “generational
balance” is explained in more detail in the following(seetion. Subsequently,
the current demographic trends in Germany are ouflined. The main part of
the chapter applies the “balancing” approach tofa selection of areas associ-
ated with, on the one hand, natural resource use (energy supply, settlement and
transport) and, on the other hand, nature conservation. Finally, a more general
perspective on the topic is given.

This chapter is based on the findings ofsa project commissioned by the Ger-
man Council for Sustainable Developmeént “Beitrdge zu einer Generationenbi-
lanz Nachhaltigkeit” (“Contributions to Generational Accounting to Assess
Sustainability”), carried out by Ecologic in cooperation with the Berlin Insti-
tute for Population and Development. The results were published by Oekom
Verlag under the title “Unterm Strich” (“Below the line”) by Hauff and Bach-
mann (2006).

6.2 What Does “Generational Balance” Mean
in the Context of Sustainability?

The concept of “generational accounting” was originally developed in a fiscal
context. It delivers a tool to assess the effects of current fiscal policies on future
generations. This is achieved by calculating, separately for different generations
(in the meaning of cohorts, i.e. people born in the same year or over a period
of a few years), the net benefit or net burden this generation will experience as
a result of the state’s fiscal activity, over the generation’s lifetime.

Without attempting to discuss the merits or problems of this approach, it
can at least be said that generational accounting considers only the financial
flows between the state and its citizens. Consequently, it does not provide an
answer to the question of how other values and goods are distributed, and
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whether their stock is being enhanced or diminished. The concept of sustain-
ability, however, requires a much broader perspective. This chapter aims to con-
tribute some ideas on the possible elements of a generational balance in such
a broader sustainability context. For each of the areas we analyse, we start by
looking back and assessing what was inherited from past generations up to the
present (distinguishing between “heritage” as an asset, and “legacy” as what is
more in the nature of a burden). We then analyse the challenges imposed by
the current process of demographic change, along with other major challenges
such as climate change and the decline in fossil fuel reserves. Finally, we exam-
ine the present generation’s options for acting in a responsible way.

Our study understands “generational balance” in a qualitative way, and
does not attempt to quantify assets and burdens and balance these against
each other. Independently of the fundamental methodological questions which
would arise in trying to quantify generational balance in terms of sustainability,
and the enormous efforts it would require if at all feasible, demeegratic decision
making will never be achieved by simply filling numbers int®@ spreadsheet and
implementing the results. Although it should be informed by the best available
qualitative and quantitative information, it is always @bout options and prefer-
ences, power, and the context of the moment.

6.3 Demographic Developmentdn Germany —
Regional Disparities

The changing size of the Gemman population, as well as its changing struc-
ture, is influencing our attempts to strive for a more sustainable development.
A different distribution=of“population leads to different infrastructure needs.
Furthermore, age, the number of children, and the people moving to and away
from a certain region.iave significant implications on several areas, from the
educational system to energy consumption. However, these implications dif-
fer heavily wheniconsidered at the national level, as some geographical regions
grow while others are continuously shrinking. The following sections are based
on the 10th Coordinated Population Projection by the Federal Statistical Of-
fice, “Germany’s Population by 2050”.

6.4 Germans Don’t Like Children?

In the year 2002, Germany had an average of 1.4 children per woman. How-
ever, an average of 2.1 per woman is needed for long-term stability of the popu-
lation (or 1.8 with a certain level of immigration). This means that, in the long
term, Germany’s overall population is expected to shrink.

There are strong regional differences in the average number of children per
woman, ranging from less than 1.2 in several Eastern German regions to more
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than 1.5 in several Western German regions (cf. Fig. 6.1). In East Germany,
birth rates are particularly low. However, higher birth rates in West Germany
are linked to immigration, as immigrant families there tend to have a higher
birth rate. This means that demographic change is expected to strongly vary
according to the region, and cause regional disparities between the East and
the West.

Moreover, regional disparities can also be observed within the West, namely
between urban and rural areas, with more children being born in the latter.
This is due to the fact that young people often move to urban areas for educa-
tion, and then move (back) to rural areas when they start a family.

In summary, Germany’s birth rate is in general very low and, as a conse-
quence, the overall population is expected to shrink. This notwithstanding,
regional disparities have to be considered: on the one hand, significant differ-
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ences exist between the Eastern and the Western parts of Germany and, on the
other hand, there are great differences between rural and urban areas in both
the Eastern and Western parts of Germany. Additional characteristics of how
the population is expected to evolve will be specified in the next paragraphs.

6.5 Who Should Have a Family ...

With less children being born today, the next generation’s potential parents are
missing. The proportion of the total population which is made up of poten-
tial parents is steadily declining, so that the problem of a shrinking population
is expected to worsen. This is a consequence not only of the low numbers of
births but also of life expectancy, which has been simultaneously increasing
since the early 1970s. The gap between the proportion of the pepulation of the
young vs. the old is thus widening.

The situation in Eastern Germany is alarming. Althotigh in the times of the
German Democratic Republic the birth rates were ndtunsustainable, the situ-
ation today is characterised by a very low proportion of young people, due to
the fact that many of them leave for the Westentpart of Germany in search of
employment.

6.6 ... Where Have the Women Gone?

The case of young women is particularly problematic, due to the comparatively
few opportunities they have in economically weak, rural areas (i.e. large parts
of Eastern Germany,). Indeed, many jobs first go to men, as they are still fa-
voured by (male) employers. What is more, young women tend on average to be
better qualified thamtheir male contemporaries, so that most jobs in those rural
areas are belew their level of qualification.

As a result, 1t is particularly young women who move away to find jobs. The
relative lack of young women is particularly marked in Eastern Germany, with
up to 14% less women than men between the ages of 18 and 29 years.

The lack of young women can be seen as an early indicator for further eco-
nomic weakness as well as for further population loss, as young women are
indispensable for starting new families.

6.7 Germany’s East Is Emptying!

Prognoses for the period up to 2020, based on migration (immigration as well
as internal migration), birth rates and life expectancy, anticipate that in many
regions of Germany the population will decline significantly (cf. Fig. 6.2).
When focusing on the population distribution in the future, the gap between
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East and West will be even more marked than today. Although the population
of some West German regions will also shrink (like Schleswig-Holstein, the
Ruhrgebiet, Saarland and Rheinland-Pfalz), only one Eastern German region
is expected to have a population increase of between 0 and 2.5%, namely the
region Havelland-Flaming southwest of Berlin. All other regions in Eastern
Germany, including Berlin, are expected to shrink both economically and in
terms of population.

In the short run, growing regions in the West are benefiting from internal mi-
gration. However, this migration is not sustainable. The potential for internal
migration is diminishing, as those for whom mobility is a possibility will have
already moved westwards. Furthermore, the problem of low birth rates, and the
growing gap between the young and old population remain, despite internal
migration. Finally, infrastructure has to be adapted to migration flows. New
infrastructure has to be built or expanded in growing regions, while existing
infrastructure has to be adapted in shrinking regions. Q

-0

Schleswig-
QO, Holstein ﬁom

g
Schleswig-Holstein
Mitte

Hannover

J Oberlausitz-
TS Niederschlesien

{

Main Rhen Opertaien’ Population forecast
SR gy i 2004 to 2006 in
7 percent

B up to 20

M -19.99t0-15

W -14.99t0-10

M 9.99t0-5
-4.99t0-2.5
-249t00

#0025

251t05
more than 5

Regensburg
Donau-Wald

Landshut

Fig. 6.2 The number of “underdog” regions increases (data source: Statistische Landes-
amter, State Statistical Offices)



Chapter 6 Demographic Change and Sustainability: A Generational Balance 105
6.8 Consequences of Spatial Distribution Underestimated

It is still too often the case that the demographic discussion centres on aggre-
gate values, such as the effects of a decline in total population and the change
in the age structure of the population as a whole. However, regional population
dynamics and spatial distribution patterns of the population are far more rele-
vant in the short term, and even in the present.

As already mentioned, infrastructure has to be adapted for both the regional
areas which are growing and those which are shrinking. Internal migration also
separates families, so that generation-overlapping tasks, such as grandparents
caring for their grandchildren or children caring for the aged, are increasingly
becoming more difficult. This has a strong impact on the national level, as pub-
lic welfare systems are increasingly challenged.

6.9 Energy, Settlements, Mobility — Securing Public Utilities
and Services

In order to explore the links between population change and our ability to
build and maintain an equitable and sustainhable society, we focus on three key
components:

 the energy economy, centred on oil,

» urban centres and their relation$hip to the environment, and

+ transport and mobility.

All of these three areas dre“expected to be strongly affected by demographic
change in a way which Wwill challenge the government’s ability to provide public
services and utilities, Since the main trends of demographic change are already
foreseeable, and degisions in the areas mentioned are of a long-term character,
action should be taken immediately. At the same time, this situation provides
opportunities t6 ease the path towards sustainable development, and could also
help government in addressing key environmental problems, including those
related to energy, settlement and transport.

6.10 Rapidly Changing Lifestyles After the War

The Second World War was not only one of the darkest times of our history in
terms of human suffering: it also destroyed much of the architectural heritage
of Europe. During the reconstruction period, the 1920s idea of separating the
different functions of living, working, shopping and leisure revived in Germany.
City centres turned into business and office areas. People moved out of the cit-
ies and settled into residential areas. In the 1960s, the idea of urbanity through
density grew popular, and skyscrapers started to be built in the outskirts of big
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cities. In the 1970s, careful city restoration started, and the distances between
the different parts of the city (city of short distances) were reduced by mixing
their functions again.

In parallel to — and also partly as a result of — these urban planning develop-
ments, a boom of individualised transport started which lasts until today, and
still shapes our modal split (i.e. the distribution of transport services on the dif-
ferent modes of transport; cf. Fig. 6.3). Road building activities starting during
the Second World War, and the simultaneous promotion of the Volkswagen
(“people’s car’) helped pave the way for this development. Consequently, the
railway — as alternative transport mode — lost importance, and public transport
was not able to keep its share of prominence, which decreased from 29% in the
1950s to 7% in the year 2000 (BMVBW 2004).

It is in any case worth noting that both trends — people moving to the out-
skirts of cities, and people increasingly using their cars — became possible only
due to the discovery that oil can have other uses than only lig tié)r heating,
such as to power vehicles. This innovation of the early 1920s allowed for much
progress in mobility and was a precondition for separatln different areas
of life. Since the Second World War — when oil prlces@e much lower than
today — energy needs in Germany and other industri ountries grew con-
stantly. Energy intensity in terms of lifestyles or s was even considered
a prerequisite for economic prosperity. The ri 1 prices, together with the
1970s oil crises, marked a rupture with th 6@01 of thought. As we know,
they did not trigger lasting behavioural Qes or a dramatic shift from fossil
fuels to renewable and clean energies. (/
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Fig. 6.3 Rate of the traffic performance according to carrier in the years 1950 and 2000
(data source: BMVBW 2004)
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6.11 Heritage/Legacy

The legacy of these developments for today’s generations is mixed (cf. Table 6.1).
On the one hand, current generations have inherited dense settlement and cen-
tralised supply structures in the cities. On the other hand, those same cities
are causing severe ecological and aesthetical problems. Long distances and a
modal split dominated by individualised transport not only cause emissions
damaging to the environment and public health, but also turn cities and vil-
lages into transport corridors uncomfortable to local residents.

This fact, along with the subsidies for purchasing and developing new prop-
erty on so-called greenfield sites, as opposed to rehabilitating existing brown-
field sites, have contributed to a trend for people to move into the suburbs.
Thus, energy consumption is expected to increase not only due to the longer
distances but also because detached houses are energeticallysless favourable
than apartment buildings.

In addition, today’s generations have inherited a well-gstablished road infra-
structure and a comparably well-working rail and publicstransport system. As
a consequence, today’s life is characterized by high mebility — this offers many
options but also creates new needs. Mobility, as wedknow it today, allows us to
get from point A to point B faster than ever in‘history. Consequently, families
or friends can live far away from each other*but still visit each other regularly.
At the same time, high-speed mobility dlsovCreates needs, since the gathering
of family or friends often implies driving"And one must not forget that high-
speed mobility has negative impact§ such as greenhouse gas emissions, soil seal-
ing, fragmentation of ecosystemis, and noise disturbance (to cite but a few),
notwithstanding human injufies ‘and casualties, thus generating considerable

Table 6.1 Comparisoniofsheritage and legacy

Heritage Legacy

Municipal autonomy and self-government ~ Urban environment: pollution (also traffic
and oil) and noise, derelict zones, traffic

needs and risks

Construction sector focused on new
buildings

Enough good homes of rising quality

Multicentred structure/high density of
public infrastructure

High individual motorised transport
(hidden subsidies)

Oil dependency, oil import dependency, and
also high dependency on fossil fuels and
nuclear energy

Good infrastructure and affordable services

Good public transport

Highly reliable energy system with increa-
sing share of renewables

Low energy efficiency

High path dependency in these areas
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external costs. Last but not least, this lifestyle raises oil consumption. Grow-
ing fuel needs affect the price of the resources, and today’s oil price is already
starting to reflect its scarcity. Against this background, the fact that more than
one third of the German primary energy use was covered by oil, and more
than 80% of the German transport was performed by individualised transport
in 2004 is significant (BMVBW 2004). While buildings could theoretically be
heated by natural gas, and geothermal and solar energy in the short term if ac-
tion were taken immediately, the availability of affordable fuels in the long term
is expected to be more problematic.

6.12 Demographic Change Will Be No Solution

Demographic change will not be a solution for all these problemsy A shrink-
ing population does neither automatically lead to energy savangs nor does it
enhance environmental protection through reduced settlement density or less
traffic. On the contrary, it will add new issues to the polifical agenda which — as
will be shown in the following — need to be addressedjin order to ensure effec-
tive mobility for all citizens, continuity in public&8rvices, and a secure energy
supply (electricity and fuels).

In the first place, demographic change raises the issue of how public utili-
ties can be maintained when at the same ime public resources are expected
to shrink. In the debate about demographic change and its effect on national
debt, or on the sustainability of pension schemes, the question of municipal
budgets is often not considered..However, demographic change might directly
impact on the capacity of muaicipalities to finance public services. Municipali-
ties are responsible for finan€ing capital-intensive utilities such as electricity,
water, wastewater treatment, gas or heat provision. Demographic change could
make these services hatder to offer for public entities which need to make sure
they will operate, c@ntinuously, in a secure and cost-effective way. Financing
the services mightjindeed become highly problematic if the number of users
decreases significantly. The reasoning for this is as follows: while the number
of users of public services might decrease, the fixed costs of maintaining these,
or the interest payments related to infrastructures, will remain unchanged. As
a consequence, there will be fewer people paying more for the same service.
As more people leave a particular municipality, the prices for water and water
sewage services become correspondingly higher for those who remain. In add-
ition, technical problems might arise because water pipe systems, for hygienic
reasons, need to maintain a certain amount of water flow and would need to be
rinsed regularly if the number of users decreases. Technical problems may also
affect electrical grids which require continuity between the generation, trans-
mission and distribution of electricity, and reliability regarding the number of
users. Remarkably, one can anticipate that the people who would stay in their
hometowns are likely to be less solvent than those who move, and will suffer if
required to pay higher charges.
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Another aspect of the problem related to people leaving poor economic and
social conditions relates to the market value of houses in these areas. In response
to governmental incentives through home purchase savings, many people have
invested into homes in these areas, expecting to get pension revenues when they
retire. If the market value of their houses decreases, they will lose parts of the
expected revenue of their investments. There is already considerable excess sup-
ply of housing in many regions, most notably in Eastern Germany (see Figs. 6.4
and 6.5). However, the trend to leave hometowns in rural areas is opposite to
the trend that people continue to move into the suburbs of bigger cities. While
the latter is contributing to soil sealing and causes ever more traffic, the former
sooner or later may even require us to consider abandoning settlements suffer-
ing from strong migration (Goschel 2003).

This shows how the important building blocks of public utilities and ser-
vices, as well as provisions for old age, will be affected by demographic change
and it shows that implications of demographic change do notfstep in the pub-
lic sector; at the same time, one must not forget that denfographic change is
expected to cause severe problems in the private sector as well. An area where
providing public services and private living is closely iftertwined is the trans-
port sector. The reduction of population density €auséd by a shrinking popu-
lation due to migration movements and familygdisruption is likely to generate
mobility problems. Since public transport will be'used by fewer people, public
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transport services will be increasingly difficult to finance. In particular in rural
areas, where many people without cars depend on public transport, children,
old persons and the poor may be condemned to immobility. People owning a
car, however, will increasingly use their vehicles and thus contribute to more
traffic and more pollution. But driving will not be an easy solution either. It is
not only the most environmentally harmful transport mode: in combination
with demographic change, it will also become increasingly expensive to support
street management and finance new road construction.

Although demographic change in Germany will not directly impact oil con-
sumption, it will also not help solve the global problem of oil scarcity and the
negative environmental effects of energy consumption. Given the rapidly grow-
ing economies in China and India — a phenomenon closely related to rising
energy demand in those countries — these problems are expected to increase.
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6.13 Options for Future Developments

Though the expected demographic change in Germany will not automatically
solve the problems caused by postwar developments, but rather create new
ones, it will offer the chance to correct current path dependencies and to move
in the direction of sustainable development. In other areas which — independ-
ently of demographic developments — are already requiring immediate action,
demographic change will be the dominant framework condition which will not
only need to be accounted for when thinking about solutions but which will
also considerably shape their form. Demographic change will add pressure on
how we organise our energy supply, and it will make us reconsider our settle-
ment structures and offer opportunities for minimising environmentally harm-
ful transport modes. It might lead to large-scale building renovations which will
help reduce our energy use (with a view to oil scarcity) and environmentally
harmful emissions. The following sections highlight areas where'such concep-
tions might be useful, and sketch the means by which they» could be imple-
mented.

6.14 A Change in Energy Consumption Is Required

Both active climate protection and securing the energy supply require a radical
change in our energy economy. Affew pathways in this direction already ex-
ist but the target of using climate n€utral energy sources — such as sun, wind,
water, biomass and geothermidl energy — as main energy sources is still unreal-
istic, and nuclear energy i§jcertainly no alternative solution. This is not only
because — like oil — it is"a, quantitatively limited resource, or due to the unre-
solved problem of it§ disposal, but also because it poses the geopolitical issues
of a potential terroristattack, or the risk of diffusing nuclear technologies into
politically unstable areas of the world such as Iran or North Korea. Renewable
energies, on the’other hand, have the drawback that they depend on natural
elements and provide variable supply, and thus need interconnected, intelligent
power grids and smart end-use appliances for dynamic matching of the vari-
able supply and flexible demand. Renewable energies make it difficult to com-
pensate fluctuations in energy use; on the other hand, they have the advantage
that they can be deployed decentrally. This is important because with a decreas-
ing population density, central energy supplies will become increasingly ineffi-
cient. Short-term fluctuations could be compensated for by combined heat and
power plants (CHP) storing their energy in warm-water tanks, or by small local
biomass power plants. Longer-term fluctuations could be addressed by simply
storing energy in the form of, for example, stocks of biomass or biofuels. In
order to initiate such a development, what we need is a new tariff system: if
prices depend on the actual use of power supply at a given time, then use of
power will soon start to follow the given electricity grid utilisation. Further-
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more, the electricity grid would need to be adapted from the present predomin-
antly central structure to a more decentralised one.

In terms of alternatives to oil, up to now only natural gas has the possibili-
ties of becoming a fully feasible substitute (cf. Fig. 6.6). Similarly to oil, how-
ever, natural gas reserves are also expected to come to an end soon. Biofuels
such as biodiesel, bio-ethanol, bio-gas and plant oil, in contrast, are expected
to be more promising in the long term. These technologies are being used al-
ready and still have potentials for maximising their production and minimising
costs. The German Federal Government estimates that a 17% share of biofuels
in total transport fuel consumption can be achieved by 2020 (BMU 2007). This
projection, however, depends strongly on the rapid introduction and develop-
ment of so-called second-generation biofuels (e.g. biomass to liquid) and essen-
tial progress in efficiency in the transport sector. Already in the next few years,
hybrid cars with electric or incineration engines could contribute increasingly
to fuel saving.

Irrespective of the origin of energy, e.g. whether it comes from fossil fuels or
from renewable resources, costs for raw materials for energy are expected to in-
crease. This could trigger innovative solutions and ideasfo'save or recycle many
materials. Too many energy-saving opportunities arg $till unexplored, ranging
from the use of compressed air in the industrial s¢Ctor’'to improving energy ef-
ficiency in existing buildings. Savings of one third of*current consumption seem
feasible in the short run without large capital investments, but they may require
some changes in our daily relationship towatds energy consumption.

How such behavioural changes onsthevdemand side could be triggered can
be shown for the case of oil. The use‘ef’oil is rarely an aim in itself. Rather, it
is expected to serve a particulac.aimsuch as getting from point A to point B,
or warming an apartment. Theseluses, however, could already be much cheaper
than they are without restraining their use. Energy intensity in Germany (en-
ergy use per unit of economic performance) decreased annually by an average
of 1.8% from 1990 to, 2004 (Deutscher Bundestag 2007). This gives only an idea
of what would be possible if the government and the economy gave the right
incentives to dramatically improve energy efficiency. A great potential can also
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Fig. 6.6 How long will the reserves last? (Data source: Bundesanstalt fiir Geowissen-
schaften und Rohstoffe, Federal Agency for Geosciences and Raw Materials)
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be seen in the vehicle technology sector. Innovations such as the three-litre car,
hybrid cars or similar existing technologies show that this potential exists but is
not yet being fully exploited.

Setting the right incentives for changing behaviour is, therefore, central for
adjusting the areas of oil and mobility to a future under changing demographic
circumstances, at the same time making these move towards sustainability. For
the implementation of this idea, the steering possibilities of energy prices of-
fer several advantages. Political measures such as the ecological tax reform an-
ticipate an oil price increase which will occur anyway due to future shortages.
Because in this case price increases can be planned in steps and within foresee-
able time frames, they offer planning security and set additional incentives for
developing energy-efficient products, new technologies, and alternative energy
forms. At the same time, price pressures make an investment into energy-ef-
ficient products like machines, power plants, heat insulation or lean cars more
profitable, since investments which are initially more costly willsseon pay back.
Thus, the demand for energy-efficient products and servicesus also expected to
increase. In addition, by making possible the internalisation of external costs,
ecological taxes also mean that it is no longer the wheélgsociety which pays for
the negative consequences of energy use and traffig;jsuch as environmental pol-
lution, injuries and deaths.

6.15 Energy, Settlements and'Mobility Are Interconnected

But what about the spatial patterigof settlement and transport infrastructures,
and their associated problems? Here, a concentration of settlements in the ex-
isting structures seems a reasonable way forwards in order to prevent a break-
down of public utilities,and services, and to minimise soil sealing.

Concentrating settlements in the existing structures would imply a redis-
covery of the cify=as residential area. While this has long been advocated by
experts, a trendjyof “back to the city” has recently started to become reality
(Miiller and Siedentop 2004). In part, this is due to demographic trends: for
the growing groups of pensioners, singles and single parents, living in the city
has specific advantages. Perhaps more surprisingly, young families are also re-
discovering the benefits of residing in cities. This is closely related to the good
social infrastructure existing in most cities with regard to social services such
as medical care, support structures for elderly and children, as well as a higher
diversity of learning opportunities for children — but also to the richer cultural
life which cities can offer.

However, the reclamation of urban areas is not going to happen on its own.
It needs to be supported by an active policy approach aiming to create attrac-
tive living spaces, tailor-made for the needs of the aforementioned groups.
Where local administrations succeed in attracting people from the middle of
society from the outskirts back into the city, there are chances to reverse the vi-
cious circle of inhospitality and social segregation. This could create a number
of positive feedback loops:
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» Trips needed for covering day-to-day activities, such as moving from home to
work, will decrease because people will be able to run their errands within a
smaller area. This would maintain the opportunities of mobility while caus-
ing less traffic. If prices for individual transport increased at the same time,
this would not only result in shorter distances but could also trigger the de-
velopment of alternative and new work forms, which can be done at home
or near the home, such as not-for-profit work, care or education services.
This would have as result the minimisation of traffic, and would contribute
to making public transport an attractive alternative again.

* A trend back into the city could prevent additional consumption of land
and surface. Most cities, even in booming regions, dispose of reserves of
space which could be reactivated, provided that an effective space resource
management is set in place. Former barracks, abandoned industrial sites or
public estates no longer in use could offer new room whilst avoiding the use
of new surfaces.

* Moreover, a redesign of urban residential areas could mobiliSe resources to
energetically renovate old buildings. Many buildings could)be renovated to
a degree which would make them comparable to “pdssive houses”, at costs
which are comparably low and which would soon(be paid off by the energy
savings.

In regions which suffer continued losses of population, public utilities, services
and cultural facilities will need to be concentrated at certain locations in order
to remain affordable. Such concentration ‘processes are already underway in a
number of regions. In order to mamagesthem sustainably, clear decisions would
have to be made regarding whieh locations are to be further developed and
which sites should be reducedyintheir functions, or even abandoned in a long-
term perspective. It will als@ become necessary to explore alternative forms of
providing public as wellaswprivate services (BMVBW 2005). An effective public
transport system will besthe precondition to make locations with centralised
services accessible for'the inhabitants of other communities, in particular those
who are the leaSt mobile and may at the same time have the highest need for
such services in the region. This, again, will require innovative and flexible solu-
tions — such as shared taxis or on-call buses — in order to satisfy the increasingly
decentral demands at lower costs.

From the point of view of each municipality, concentrating inhabitants and
functions in certain locations is currently not an attractive option. The tax sys-
tem (income and business tax) continues to set incentives which lead munici-
palities to compete for inhabitants and businesses. In practice, such misleading
incentives often prevail over planning principles, and prevent an economical
handling of land-use matters. In addition, planning law requires municipalities
to ensure accessibility of newly built housing areas by car but not by public
transport.

In a similar line of thought, the financial equalisation scheme at municipal
level could be reformed in a way which sets incentives for stopping the expan-
sion of settlements, and preserving ecologically important and untouched sur-
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face areas, rather than basing it on the number of inhabitants and infrastructure
offered. Reversing signals in this way could initiate an “economy of surfaces”,
thereby provoking competition for the best using surfaces among those already
in use, instead of using new ones.

While a concentration of settlements may be the appropriate way within re-
gions, the increasing imbalance among regions in Germany as a whole raises
questions of another dimension. The dynamics of growth and shrinking within
single regions is due mainly to migration movements from areas which are eco-
nomically less attractive to areas which are economically more so. Such pro-
cesses are self-energising. Moreover, shrinking areas are confronted not only
with a social and economic downward spiral, but also with a loss of cultural
heritage, including buildings as well as cultural landscapes: cultural heritage
will decay where there is no one to take care of it, unless it is preserved by
costly, museum-like conservation efforts. Likewise, cultural and natural heri-
tage is endangered in growing regions, where a continuously=high land-use
pressure is exerted by a growing population and an expan$ign of settlements.
Although potential remains to further increase the density of settlements in
urban areas, the strategy obviously has its limits: the 1€sSisemi-natural areas cit-
ies provide, the more their population will head fefjitheé suburbs. Furthermore,
from an environmental and resource economig§jpoint of view, it is unwise to
demolish buildings in one area, which is costly and creates waste, while using
much material and energy to construct néw buildings in other areas. Thus, a
thorough assessment of options for the farther development of regions would
have to include all economic, social ‘and environmental costs which would be
caused by continued migration between “boom” and “loser” regions, ultimately
resulting in a country where the‘former would be even more crowded than at
present, while the latter woulddbe depopulated at a scale far beyond what we are
currently experiencing. Instifutions like the Federal Office for Building and Re-
gional Planning may_be driven not only by self-interest when they criticise that
spatial planning capacities are currently being abolished, rather than enhanced,
while the oppositeswould be more adequate to meet the problems the country
will face in the future.

The quality of a city as living area can also influence its economic perspec-
tives. In times when the service sector expands, not only do people move to
where the jobs are but also jobs move to where people go. So-called perforated
cities bring opportunities which neither the city centres nor the suburbs of
growth areas can offer. A moderate reduction of density, if well implemented,
could generate attractive urban landscapes of completely new characteristics,
far different from typical sterile suburbs.

For rural areas, some factors of needed structural change, such as the ex-
pansion of renewable energy sources, may also contribute to create new values
and jobs. The Austrian regions of Styria and Burgenland provide an example
of how regional development can be successfully combined with the promotion
of innovative technologies. In these regions, which suffered from severe struc-
tural problems, an increased use of the abundant wood reserves for bioenergy
had a far-reaching positive influence on overall economic dynamics (ARGE
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Neue Energie 2004). Maybe we should be somewhat cautious not to adhere to
overly static forecasts about “growing” and “shrinking” regions. It is possible
that population prognoses in some areas currently suffering from a loss of in-
habitants will have to be adjusted in 20 years — upwards?

6.16 Natural Heritage — a Matter of Culture

The preceding section touched upon the question of how current trends affect
the use of natural resources, as well as their availability. But beyond the mere
“use” aspect of nature, what a society “gives back” to nature in terms of bio-
logical diversity should also be taken into consideration. Before discussing cur-
rent challenges and expected trends in this regard, it is important to take stock
of the present state of Germany’s natural heritage.

6.17 Our Natural Heritage Is Cultural Heritage

Unlike other regions around the globe, the natural’ heritage of Germany and
large parts of Europe is mostly embedded intcultural landscapes. Ecosystems
in Germany have been used and shaped byshumans for thousands of years,
resulting in the development of a multitude of habitats and landscapes. These
ecosystems are characterised by themutaial influence of natural conditions and
human activity; they reflect many“different patterns of land use and expose
high dynamics of change (Konold*1998). Agriculture, as the dominating form
of land use, has always played, an ambivalent role. On the one hand, it pushed
back the original ecosystems and, ultimately, eliminated these for the most part.
On the other hand, many species have been introduced as a result of agricul-
tural activity, and newrdepend on specific forms of land use.

6.18 Conservation Versus Development:
Leading the Way into the Impasse?

Nature conservation in Germany has a relatively long tradition (cf. Table 6.2).
Through its history, its concepts have changed considerably, reflecting chang-
ing societal conditions. The origins of the idea of nature conservation lie in the
movement for the protection of nature and heritage of the late 19th century,
which aimed at preserving individual natural monuments and traditional cul-
tural landscapes within a broader notion of “homeland” preservation. Dur-
ing the second half of the 20th century, the concept of nature conservation
became more closely linked to ecological science. The current understanding
of nature conservation has developed during the past 30 years. Its predomin-
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ant goal is to preserve species and biotopes. Its main instruments are of the
command-and-control type, combined with voluntary measures such as nature
conservation by contract and agri-environmental measures. The focus still lies
on the conservation and maintenance of nature and landscapes, rather than on
their development and sustainable use. This strategy has undeniably led to cer-
tain achievements and contributed substantially to the safeguarding of natu-
ral heritage in Germany. On the whole, however, nature conservation measures
have not succeeded in halting the unfavourable effects of intensive land use in
a densely settled country, such as the continued loss of species and biotopes
(European Environmental Agency (EEA) 2004).

6.19 Forces of Change

A salient feature of the current demographic trend in Germdny is that the popu-
lation increasingly accumulates in certain regions, while its density decreases in
others. This will also have consequences for nature conservation. As a general
rule, land-use pressure tends to increase in “boont’regions, while it decreases
in regions with net losses of people. However, when*analysing the impacts and
opportunities this implies for nature conseryation, other forces of change need
to be taken into account.

Agriculture and forestry, which togeth€r account for approximately 83% of
the total surface of Germany, will undergo dramatic changes as a result of both
economic forces and the evolution‘ef’the regulatory framework. To start with
the regulatory framework, the récent agricultural policy reform in the Euro-
pean Union (EU) has decoupled subsidies from agricultural production, rather
granting farmers direct payments for their cultivated land. These payments are
coupled with certain_production standards recognised as being in the common

Table 6.2 Heritage and legacy in German nature conservation (source: own table)

Heritage

Legacy

Rich cultural landscapes which partly
contain a high biological diversity

Strong, elaborated planning system

Differentiated system of effectively
managed protected areas in place

“Green Belt” along former internal border,
unique in Europe

Strong tradition of voluntary engagement

Almost no “pure” nature left

High levels of land consumption
and dissection of habitats

Monotonous forms and increasing
homogenisation of land use

Ongoing losses of biodiversity

Few large parks, few interconnections

Large-area, persistent alterations
of ecosystems by pollutants and nutrients
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interest, such as environmentally friendly crop growing, food safety, and ani-
mal-friendly husbandry. This change in agricultural policy was also driven by
the rules of the World Trade Organisation (WTQO), which provide that subsi-
dies may not be paid without any conditions, but only when additional per-
formances are delivered. Having coupled the payments with standards which
serve, inter alia, the conservation of landscapes and biological diversity, the
EU claims to meet the WTO rules. However, the ongoing WTO negotiations
will exert pressure to move even further away from the traditional system of
agricultural subsidies.

For which markets will agriculture produce in future? In addition to highly
specialised farms, some farms’ strategy will be based on a diversification as
broad as possible. A combination of food, animal feed and energy crop pro-
duction, livestock farming, landscape conservation, and rural tourism could
develop as a model for a new agriculture. The need for securing future energy
supply makes it very probable that the cultivation of energy crops,in particular,
will have much more importance than it has today. Biomass may substitute for
fossil fuels in transport as well as in heat and electricity gefieration. Policies to
support its use, at least in the areas of transport and eleCtricity generation, are
already in place at both national and EU levels, and will certainly be developed
further.

In a mid-term perspective which takes ecological aspects into account, the
area available for energy crops in Germany is,estimated at 2 million hectares,
which would correspond to roughly the double of the currently used area. En-
ergy crop cultivation in this order of magnitude would be possible without
competing with food and feed cropsyand without bringing into question the
area needed for nature conservation/(Schlegel et al. 2005). However, if more
ambitious bioenergy goals are envisaged, 2 million ha will not be enough to
guarantee the biomass supply{required.

Domestic prospects forfuture agriculture, including energy crop cultivation,
are inevitably linked, to,global developments (Bringezu and Steger 2005): not
only is there a needitofeed a still increasing human population, while millions
of hectares of fertile soil are lost each year due to desertification; not only is
there competition between use of land which provides for meat consumption in
rich countries, and the cultivation of food crops which could support a greater
number of people in poorer ones. With the need to explore alternative energy
sources at a global scale, competition between food crops and energy crops
will increase; costs for food and energy will be linked to each other even more
strongly than at present, and the costs for both will rise. Meeting the existing
bioenergy targets (the European Union’s Biomass Action Plan of 2005 sets a
target of a 5.75% biofuel share in overall transport-related fuel consumption
in 2010) already means that the EU will have to import significant amounts of
biofuels from export countries such as Brazil and Indonesia. As there are grow-
ing concerns on negative social and environmental impacts in the production
of biofuels in these countries, the EU will have a strong interest in producing
high proportions of the required biofuels domestically. This will also increase
the pressure on agricultural land in Germany, which has — although it has taken
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the lead in biofuel production in Europe — not yet met the 5.75% target. Mean-
while, in March 2007 the European Council set a target of a 10% biofuel share
in overall transport fuel consumption for 2020, while the German Federal Gov-
ernment is evaluating the possibility of a 17% share target for that date (BMU
2007).

To sum up, there is little prospect that the anticipated decrease in population
numbers will significantly remove land-use pressure in Germany. It also needs
to be taken into account that modern, rationalised forms of agriculture require
relatively little labour force and are, therefore, well feasible in regions with a low
population density (Heiland 2007).

In addition, the challenges which climate change will pose in the next de-
cades need to be considered. The effects of climate change will not be limited to
modifying our patterns of occupying and using space — by forcing us to move
settlements, industries, and land transport networks away from river plains and
low-lying coastal areas, as well as altering the conditions fortagricultural ac-
tivity. Climate change will also affect the distribution pattésis of species and
ecosystems. Plant and animal populations which used (to)be connected with
each other may become isolated. Additional stress may be imposed on these
populations by competition from newly immigratedjspecies. Ultimately, climate
change threatens to accelerate the extinction (at'least at the local and regional
scale) of wild species as well as domestic animals and cultivated plants. In order
to enable species to react flexibly to the aforementioned changes, habitats need
to be functionally connected with each,other at a large scale (Finck et al. 2005).
Furthermore, the climate change-indueed shift of ecosystems will also affect
protected areas within their present,boundaries. As a consequence, the conser-
vation targets of existing reserveés.may become obsolete, or they may be more
effectively reached elsewhere.

6.20 Preserving Nature by Allowing for Change

Despite the anticipated decline in total population numbers, many parts of Ger-
many will remain densely settled. In such regions, there will be little scope for
establishing new protected areas of significant dimensions: experience shows
that one important limiting factor is the opposition from those affected by re-
strictions of land use (Stoll-Kleemann 2001). Instead of this option, concepts
need to be developed for nature conservation in urban areas, which will funda-
mentally differ from those for rural areas (Miegel 2002; Millennium Ecosys-
tem Assessment (MEA) 2005). There are potentials to enhance the ecological
value of green spaces as well as wastelands. Even the temporary use of land for
nature conservation, before it is reused for new settlements or industry, could
make sense. While our present hierarchical system of land-use planning has
its undisputed advantages, it may nevertheless impose unnecessary restrictions
to such a temporary use of space: the German planning system provides only
for “final” use categories, and does not contain the notion of intermediate use.
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This should be changed by deregulating planning procedures to a certain de-
gree, or at least building some flexibility into existing mechanisms.

With respect to agriculture, the opportunities and limits for nature conser-
vation need to be assessed for both diversified and highly specialised farms. In
the context of bioenergy production, there are opportunities for nature con-
servation in those cases where the crops used do not necessitate intensive cul-
tivation, but rather may also be cultivated with extensive methods. The further
development of the technologies which transform biomass into synthetic fuels
(“biomass to liquid”, BTL) can exert a positive influence because this tech-
nology allows a broader range of biomass resources, and whole plants can be
used, as opposed to only seeds or fruits. This allows for more extensive farming
processes such as mixed crop systems which are less sensitive to weeds. Re-
gionalised processing and use of energy crops are further preconditions for a
sustainable bioenergy economy.

In regions with decreasing population, there are chances to‘reyerse some
of the detrimental effects of urban sprawl and habitat fragmentation. In some
areas of Germany, agriculture and forestry use will diminish, or will be reduced
to a level of activity requiring only minimal effort beingfinvested in their main-
tenance. For such areas, the option of allowing natufé’s own dynamics to take
over should be considered (Bengtsson et al. 2003)) This could take the form
of a natural succession of ecosystems on formerly*cultivated areas, following
a “wilderness” model, but also of allowing fer/some semi-controlled natural
river dynamics in flood plains or abandoning.eertain areas for a limited time. A
large-scale “re-dynamisation” of landscapes should be initiated at sites where
this is feasible, such as former agricultéiral land, abandoned mining sites, or
military areas. A further developmentrof large-scale reserves, following the con-
cept of biosphere reserves, would be particularly promising as these are based
on an integrated concept of néatural and cultural heritage. With their explicit in-
clusion of human activitysand its development in accordance with the regional
conditions, they allow fersthe preservation and further development of cultural
landscapes, as well‘@s=*wilderness” with unrestricted natural succession in their
core areas.

Reforming nature conservation for the 21st century, in order to keep it rele-
vant under altered circumstances, can succeed only if there is an increased use
of new instruments and if innovative ways are found to mobilise the resources
needed. In the long run, it will not suffice to limit the application of new instru-
ments and ideas to isolated pilot projects. Instead, the concepts and instru-
ments of nature conservation should undergo a general overhaul. For some
instruments, the experience has so far been obtained mainly abroad, as is the
case with the private management of protected sites through rental or leasing
(Emerton et al. 2005), or the application of tradable rights for specific forms of
land use. Other types of instruments which could be further explored include
compensation and transfer payments by the beneficiaries of nature use, incen-
tive-based instruments such as the agri-environment schemes of the European
Union, and fiscal instruments such as tax rebates offered for nature-friendly
forms of use which go beyond mandatory standards.
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In general, establishing economic incentives contributes to an efficient use
of public money. In particular, integrating the conservation of biological di-
versity into the regular production process has proved more effective than any
a posteriori corrective measures. Wherever possible, synergies between nature
conservation objectives and other interests should be explored so as to create
multifunctional forms of land use (OECD 2001). Tourism and leisure indus-
tries — which at present are among the most dynamic and flourishing markets
in Germany — have a key role to play here. There are, for instance, already ex-
amples of “ecological” golf courses.

A model of nature conservation which is almost exclusively financed and
effected by government will not be possible to sustain in the future. New ways
of cooperation need to be explored which combine governmental with private
initiatives to finance and implement nature conservation measures (Deutscher
Naturschutzring (DNR) 2005). An example of how this could be implemented
is the transfer of management rights for the “Green Belt” (thdsejareas of high
ecological value which developed along the border formerly’dividing the two
Germanies) to the German Environmental Foundation (Deutsche Bundesstif-
tung Umwelt). On the whole, it will be necessary to ¢stablish the conservation
of natural heritage as a task of the whole societygproviding more than in the
past for an involvement of all relevant stakehelders. Nature conservation can
no longer be regarded as a matter to be addressed exclusively by environmen-
talists and the state.

6.21 Conclusion: The Challenge of Adaptation

Venice and New Orleans have to prepare for it, Winchelsea has already expe-
rienced it. Around 1200 a.d., the town was the second largest seaport in the
British Kingdom, the home of fishermen, merchants, sailors and pirates. Three
decades later, he@yyistorms began afflicting the town again and again, over five
decades. Ultimately, Winchelsea could not continue resisting — but it survived
its own destruction by the waves.

The citizens, who repeatedly decided to rebuild a living place in the exact
same locality, realised after the continuous repetition that this approach needed
to be abandoned. They finally rebuilt their town on higher land. It was from
there that, in 1287, they watched their old town being devoured by the sea.
They could not rescue their homes and churches but the economic foundations
of the seaport remained, and therewith its political and military standing (Pratt
2005).

The lesson to be drawn from this story is twofold: decline does not need to
be an inescapable fate, and cherished customs often keep us from taking the
right decisions. Much time and money were devoted to reconstructing houses
and stores, and to fortifying embankments and docks. The underlying reflexes,
formidably depicted by Jared Diamond in his book “Collapse” (Diamond
2005), are familiar to us and are behind our habit of keeping old industries
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alive through subsidies, and continually rebuilding the same dwellings and com-
mercial buildings on the same sites which are hit by floods.

But the story is not only about the persistence of obsolete structures and
habits. The turning point was reached on the occasion of a particularly disas-
trous storm. From that day on, the repression of uncomfortable truths gave
way to a forward-looking view, facing the challenge to build a new, sustain-
able town. Once it was evident the final catastrophe would come, it took only
about 30 years to set the course for a recommencement — not a long time span,
in those days. This was helped by a strong local self-government and a good
organisation of public matters. Other factors contributing to success were af-
fluence, entrepreneurial spirit, and courage, as well as the discipline shown in
the construction of the new town. Last but not least, the municipality received
new lands as a gift from the king.

The aforementioned virtues, as well as external support, will also be needed
by cities which find themselves at the wrong place in view of glebal change
today. Those same virtues will be necessary for Germany and the¢ whole of Eur-
ope to adjust to a change which will demand from us far more than a reconfigu-
ration of our settlement structures. We will also need tlie ¢courage of that time
in order not only to recognise the inevitable consequiences of certain latent,
long-term developments but also to radically spelldhese out. A variety of issues
must now be tabled with a sober mind, and without'inappropriate deference to
traditions and vested rights. The more we try te repress the problems and post-
pone the solutions, the bigger the loss and theslarger the expenses which will be
incurred to adjust our systems.

Incidentally, structural change, S‘preductive destruction”, is also an invari-
able sign of economic dynamics, T hefollowing example gives a hint at the posi-
tive dynamics which may be ereateéd when new circumstances are factored in.
Since 2005, emission allowancesfor carbon dioxide (CO,) have been distributed
to companies accordingto,the European Emissions Trading Directive. This has
created values which,citculate on the market and enter into company accounts.
Moreover, a considerable part of the economic activities induced by emissions
trading leads todncreases in tax revenue, which could in turn be used to finance
social security or other matters of public interest.

It shall not be denied that the system still has to surmount considerable prob-
lems in order to be recognised as both an ecologically effective and economic-
ally efficient instrument, the most serious challenge being the need of a firm
commitment to create real scarcity on the market: when it became evident that
the overall allocation of emission rights for the first trading period had been far
too generous, allowance prices faced a meltdown. In spring 2007, they plum-
meted to lows of less than 30 cent per tonne of CO, — only 1% of their peak-
time levels of 2005 and 2006. This should not distract us from recognising that
market-based instruments can in principle help transform the economic basis,
mitigate the economic consequences of change, and stabilise public finances.

Even though an adaptation of structures will help make the best out of the
challenges we are facing, there will be losers and they will require support. This
implies that we need not only market transformation but also new burden-
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sharing mechanisms in our society. In the past century, Germany experienced
tremendous economic, social and demographic upheavals — and ultimately
managed to cope with these (Miegel 2002; Millennium Ecosystem Assessment
(MEA) 2005). This can be exemplified by the demographic disruptions follow-
ing the First World War, or the integration of millions of war refugees in the
1950s. At those times, radical measures were taken in order to compensate for
cases of hardship.

Even though the idea will not be popular among those in the south and west
of Germany, the present financial equalisation scheme between the Federal
Government and the States will probably prove inadequate to the challenges
ahead. These concern not only public finance: an instrument is needed to pro-
vide for some compensation for the differences between those citizens who are
lucky and those struck by bad luck. It must be possible to rescue individu-
als from economically hopeless situations, similarly to the system of financial
compensation for losses suffered in the Second World War whieh, helped many
people rebuild their livelihoods. In terms of tomorrow’s challenges, this could
apply to homeowners whose houses have lost their valug because they are situ-
ated in a “shrinking” region with excess supply of h@using space, or to people
who live in areas which will be eradicated by sea-leVel rise.

The phenomenon of shrinking public budgets 1s*only one side of the coin.
Capital incomes are growing and many billions of euros are inherited each year
by private persons. Moreover, debt and capital income are intimately linked to
each other. While there is a common complaint in Germany that not enough
money is available to finance desirablevaction, it should not be forgotten that
an incredible amount of wealth,has. been accumulated in this country during
several decades of peaceful and stable development.

However, there will be ng aéceptance of compensating others for their losses
and bad luck if the perception is that the money maintains unsustainable struc-
tures. Public money Jsineeded to support transition; it is wasted where it is
spent in order to maintain obsolete structures and technologies, in a misguided
attempt to avoidfiempostpone, transition. A common understanding in society
will have to be built regarding the perception of problems (such as demographic
and climatic change), and the ways society should respond to these. This means
information and communication at all levels, in a sense which enables truly
democratic decision making.

The history of environmental policy, in particular, is full of alarming proph-
ecies which did not materialise. But not every such prophecy is wrong: prophec-
ies succeed when they trigger adequate counteraction and, therefore, do not
come true. Modern information technologies provide us access to an unprece-
dented wealth of knowledge. They also enable us to better describe and under-
stand complex systems. We can therefore react earlier and better in our efforts
to adapt to future developments than was possible in Winchelsea around 1200
a.d. Just as we can now look back at past decades and centuries to explain
how they contributed to shape today’s world, we are able to think far ahead.
This ability, however, requires practice; and few of us actually think beyond
the present.



124 R. Andreas Kraemer et al.

Moreover, a culture of scrutiny and thinking in alternatives has entered the
scientific as well as political practice. It should be much easier for us than it
was in past centuries to leave behind outdated truths and misguided dogmas
in order to clear the way for new ideas and impulses. Three quarters of a mil-
lennium after the events of Winchelsea, we in Germany and Europe are called
on to tackle the global and regional problems we are facing, making use of all
scientific and technical instruments at our disposal, and to create the necessary
political, legal and economic frameworks.
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Chapter 7

Intergenerational Justice in an Extreme
Longevity Scenario: Ethical Issues
in Biogerontological Endeavours

Ulrich Feeser-Lichterfeld

7.1 Introduction

Justice between generations has always been regarded as a thorny issue. Com-
plex and unstable intergenerational relations call forcontinuously revised defin-
itions. At present, the demographic challenge of low fertility and increasing
longevity requires a new debate about intergenerational justice. The fear of an
unjust burden for younger and future generations resulting from the altering
ratio between the age groups in society heeds to be addressed. At the same time,
we need to strengthen the arguments#egarding the value of aging and the con-
tinuity of intergenerational solidapity.

This chapter presents an attémpt to pursue these issues by focusing on a
key aspect: the extreme longevity scenario caused by biogerontological inter-
vention. Life expectaney has been increasing steadily for the past 150 years,
and there is no indiecation as to when this trend will end. Moreover, several
anti-ageing strat€gies, exploring possibilities to postpone ageing and extend
the human lifespan, may further contribute to this development. It is an open
question as to what the consequences for the intergenerational relationship
would be in the wake of the hypothetical dissemination of life-extending tech-
niques. In this context, I challenge the common convictions that prolongation
of the human lifespan would primarily be an advantage for the elderly. How-
ever, life extension and rejuvenation research strives for the benefit of people
in the middle of their life and the so-called young elderly, and not for the
benefit of people in their last period of life. It is with respect to these former
groups that aging tends to be defined as a treatable disease. My argument is
that frailty and finiteness may fall prey to a new kind of ageism at the expense
of all generations.
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7.2 Truth About the Fountain of Youth?

In Jonathan Swift’s best-known novel “Gulliver’s Travels”, the protagonist
meets a citizen of Luggnagg who tells him that in his country a child is born
every few years with a distinctive mark signifying that he or she will never die.
Such births are extremely rare, so that no more than 1,100 immortals — called
“Struldbruggs” — live in Luggnagg. The family into which such a person is born
is a mere coincidence. Furthermore, the children of the Struldbruggs are as
mortal as the rest of the population. Gulliver responds to this enthusiastically:
“Happy Nation where every Child hath at least a chance of being immortal!
Happy People who enjoy so many living Examples of Ancient Virtue, and have
Masters ready to instruct them in the Wisdom of all former Ages! But, happi-
est beyond all comparison are those excellent Struldbruggs, who being born
exempt from that universal Calamity of human Nature, have their Minds free
and disengaged, without the weight and depression of Spirits caused by the
continual Apprehension of Death” (Swift 2003).

However, Gulliver’s conversational partner assesses immertality in a com-
pletely different way: he points out that the system, of Jiving, contrived by
Gulliver, is unreasonable and unjust because it supposesa perpetuity of youth,
health and vigour, which no man can be foolish enough to hope for however
extravagant his wishes may be. In his view, the/question therefore is not whether
a man would choose to always be in the ptime of youth with prosperity and
health, but rather how would he spend & perpetual life under all the usual dis-
advantages brought by old age. Swift describes the Struldbruggs above all as
melancholic and stingy, as peopledwith failing memories and ugly bodies, de-
spised and hated by all others¢’As soon as they have completed the term of
80 years, they are legally comsidered dead; the heirs immediately obtain their
estates and only a small pittance is reserved for their support.

Is the situation in Eugghagg simply a masterpiece of fiction or a serious
outlook on future geherations? Without doubt, Jonathan Swift was referring in
his novel to the eternal dream of conquering the effects of time and continuing
life, even infinitely.” Written in 1726, Gulliver’s journey to Luggnagg appears
satirical against the background of contemporary efforts in the search for the
fountain of youth. About 100 years earlier, for example, Francis Bacon illus-
trated special research centres in “New Atlantis” (1624). These centres perform
experiments on the prolongation of human life, leading to unforeseen prosper-
ity and satisfaction. Only a few years later in his “Discours de la méthode”
(1637), René Descartes argued for medical progress, resulting in a considerable
reduction of senescence.

Such goals seem to be the historical background for current endeavours
under the label of “biogerontology”. Intensive attempts to explore the biol-
ogical basis of aging and modulate the aging process have been undertaken.
For example, on the basis of remarkable results from animal experiments (e.g.
Austad 2002; Arking 2005), the following approaches are under discussion.
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» Consistent caloric restriction — this procedure has protected the animals
involved from many causes of illness and extended their lives by 40% or
more (e.g. Roth 2005).

* The use of the human growth hormone seems to increase muscle mass and
strengthen the immune system, two factors which may facilitate a longer
lifespan (e.g. Walker and Bercu 2002).

* Antioxidants such as vitamins A, C and E are largely used to fight the harm-
ful effects of free radicals (see Arking 2004).

* Major recent achievements in the effort to prolong the human lifespan
include different forms of gene therapy allowing for an extension of the
cell capacity to divide before dying. In this context, telomeres play a very
prominent role. These ends of chromosomes potentially trigger the process
by which cells progressively exhaust their capacity to maintain and repair
themselves.

* Finally, another discussion focuses on the possibility to genetically program
embryonic stem cells in order to repair and rejuvenatéispecific tissues or
organs (e.g. Ho et al. 2005).

Some proposed interventions seem so moderate fhat any effects would likely
be minor. However, others aim at radical changé$ in*the familiar aging process.
How far towards immortality can biomedical te¢hnology take us still remains
to be seen. However, we need not wait for, this)promise to mature before consid-
ering more closely what it would mean to dive significantly longer than we do
at present. In my view, the hypotheticahlongevity scenario helps to find a well-
defined position in relationship to agerand the elderly. In this sense, it can serve
the necessary discussion of intergenerational relationships.

7.3 Ethical Issdes in Biogerontological Endeavours

The proposahofyextreme longevity raises many individual and societal issues.
This chapter will not focus on the so-called war on anti-aging (Binstock 2003),
in which mainstream biogerontologists try to defend the acquired “credibil-
ity of serious scientific research efforts on aging” (Olshansky et al. 2002) from
proponents of the idea of prolongevity and immortality. The central point of
the following short presentation on the ethical debate is rather concerned with
the question of whether it is morally acceptable to enhance human beings by
means of biotechnology. There is an intensive dispute about the differences be-
tween the use of biotechnology for, on the one hand, treating the ill or reliev-
ing suffering and, on the other hand, applications “beyond therapy” (cf. The
President’s Council on Bioethics 2003; Fuchs et al. 2002).

Regarding the prospect of an extra long life (cf. Fuchs 2006), there is a de-
bate on the naturalness of age and aging. Prima facie, prolongation is a clear
form of enhancement. The idea that most people could live 150 years or more
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appears to be a perfection of human nature. If we interpret aging as evolution-
arily senseless and in no way as an intrinsic part of human life, then “there is
no reason why it is intrinsically wrong to try to reserve or cure aging” (Caplan
2004). At the level of genetics and biochemistry, there simply does not seem to
be a meaningful distinction between “processes predisposing to or constitut-
ing disease” and “normal aging” (Bostrom 2005). Furthermore, according to
this view, “any delay in the development of rejuvenation therapies means that
thousands of people, who could have been saved, will get cancer, Alzheimer’s
disease, heart disease, arteriosclerosis, and other age-related ailments, and will
die as a result” (ibid. sic.). This position shows how aging is inextricably linked
to age-associated diseases.

Moderate scientists emphasise the compression of morbidity (Fries 1980,
2003) as the desirable therapeutic goal and potential practical payoff of aging
research, according to the motto “adding life to years, not years to life”. The
aim of successive postponement of the onset of morbidity is, tosimprove the
ratio of “healthspan” to “frailspan”. In the view of more ambitigus biogeronto-
logists, this strategy of better treatment for particular disedses is likely to yield
only a modest increase in health expectancy. Only by slowing or reversing the
underlying biological processes of senescence would significant gains in healthy
lifespan be possible (see, for example, de Grey et al’}2002).

Opponents of anti-aging caution against the attitude that medicine has a
duty to cure all diseases and to combat all causes of death. Rather, Daniel Cal-
lahan, for example, pleads for an imperative to accept aging as a part of life in
order to make dying as tolerable as possible (Callahan 2000).

7.4 Consequences for Intergenerational Justice?

In the following, this chapter aims to draw attention to possible social conse-

quences of a hypothetical future dissemination of life-extending techniques, in

particular to someintergenerational justice issues. For the lack of an elaborate
theory of justice with a view to such an extreme longevity scenario, a fragmen-
tary list of critical points and open questions is given below.

1. The foreseeable demographic change in Western societies will force an ever
smaller percentage of young people to work and create a basis for the med-
ical care and social security taxes for an ever larger percentage of elderly
people. Potentially, lifespan-enhancing technologies could strengthen this
trend in a fatal way. Instead of research on life extension, so the argument is
often heard, there should be a debate on the allocation of health resources.
These should give all people the opportunity of reaching the normal life-
span, within a limit natural to our species. In contrast, the elderly who have
passed it would be an appropriate and justified target for withholding such
resources (e.g. Callahan 1995).

Richard Miller labels such an argument with the term “gerontologipho-
bia”. He notices “an irrational public predisposition to regard research on
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specific late-life diseases as marvellous but to regard research on aging, and
thus on all late-life diseases together, as a public menace bound to produce
a world filled with nonproductive, chronically disabled, unhappy senior citi-
zens consuming more resources than they produce” (Miller 2004). Further-
more, it has to be emphasised that such a phobia ignores the real goal of
biogerontology: to prolong the productive and healthy periods of life — not
to promote a “national nursing home” (Fukuyama 2002).

2. At present, the elderly are the main recipients of public income transfer pro-
grams, whereas children, for example, are to a large part privately financed
by their parents. Such an unequal allocation of public resources among age
groups may be considered “unfair” but it seems to be perfectly legitimate. All
individuals potentially progress through the life course from one age group
to the next. As a consequence, treating people differently at different ages,
provided we do so systematically over the lifespan, does not seem to create
inequalities across persons (Daniels 1988, 2006; for a detailed critique, see
Hiibner 2001).

However, this concept must be questioned with regard to an extreme lon-
gevity scenario. It seems very likely that only a smallpart of society will be
able to test and enjoy the benefits of life-extending techniques. As a conse-
quence, the dispersion of life expectancy aro@ihd the mean would noticeably
increase, and the age-relative fair share of opportunities would become in-
creasingly impossible. Apart from the ethigal issue of an appropriate access
to these technologies, the question arises as to whether groups with shorter
“natural” life expectancy should helpyfinance the benefits for those living sig-
nificantly longer. This point shows the close connection between questions
of intergenerational and intragenerational equity (cf. Kohli 2006).

3. In contrast to the changing membership in age groups, one cannot leave a
generation in the sense%f"a birth cohort. Most people will agree that the
intergenerational sharing of burden and reward is fair to the extent that each
generation, as it moyves up through the stages of life, can expect to receive the
same treatmefit=as the preceding and the following ones. On the other hand,
the continuously changing context already limits such a claim of equal treat-
ment. Biotechnologies, for example, which were not available for the elderly
when they were young but will be available over the lifespan of those now
young, pose a special problem of intercohort equity (Daniels 2006).

4. Today, it seems to be that most of the intergenerational conflicts focus on
the distribution of resources between, on the one hand, the “baby boomers”
and their parents and, on the other hand, the proponents of the younger
birth cohorts. Public issues of aging are at present, above all, issues of social
security and the welfare state. The opinion is growing that the elderly have
been the recipients of an unfairly high share of public resources at the ex-
pense of younger and future generations.

In this view of generational equity, the varied experiences of generation
interdependence and solidarity cannot be adequately considered. For ex-
ample, the public resources flowing to older adults have often enabled them
to transfer resources to their offspring in turn. The public generational con-
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tract is partly balanced by a private one in the opposite direction (see Kohli
2006). The significant extension of the human lifespan would bring forward
multi-generational families and put the voluntary transfer functions at risk.
In an extreme longevity scenario, thinking and acting in categories such as
“generation” can only make limited sense. Where people live open-ended,
there may be less interest in families or intergenerational relations and, for
example, in their part in providing assistance and support.

5. Finally, there is a more emotional or psychological question: is the aim of
prolongation with the idea of being “forever young” perhaps a fundamental
mistake? Who is going to produce fresh inputs and innovative proposals,
given such a long lifespan? Relationships and interactions between different
age groups and generations seem to be the best protection against rigidity
and the vital condition for generativity.

7.5 Anti-aging or Acceptance of Frailty and Fifiiteness? —
A Question for All Generations

The desire to live “forever” is not predominantly €an expression of [a] childish
and narcissistic wish” of the already elderly and, for this reason, “incompatible
with devotion to posterity” (Kass 2004). Rather, life extension and rejuvena-
tion research tends to emphasise the negative aspects of growing old, rather
than differentiating aging processes from age-associated diseases. Many results
in gerontology are opposed to thgrassumption that adulthood is the apex of
life, for which childhood is the prepatation and of which old age is merely the
decline. With this backgroundyinimind, attempts to stop, slow or reverse aging
are in the full literal sense an expression of anti-aging medicine which promotes
a new kind of ageism.Af"we take the view that growing old is a pathological
process which calls forspfevention or cure, we are questioning the existential
limits of the human,Condition, its frailty and finiteness. However: “Aging [...]
offers opporturdities (though not equal opportunity) to become more fulfilled
as human beings” (Cole and Thompson 2001/2002).

In my opinion, the cultural discussion on the future of aging, as well as bio-
gerontological research, has to reflect the “goodness of fragility” (Parens 2003)
and the “blessing of mortality” (Jonas 1992). Anti-aging seems to point in a
dehumanising direction and to aggravate generational conflicts. Furthermore,
the preservation of the dignity of the life cycle, including age and old age, is in
the interest of all generations, the present and the future — subject to the condi-
tion of persisting temporality and mortality of human beings. For this reason,
issues of intergenerational relationships need to stabilize the solidarity within
society, especially between the different age groups. This implies the respect for
all age groups and the different stages of life. In this context, I see the benefit of
discussing such a hypothetical extreme longevity scenario in order to face the
problems of justice between the generations.
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This scenario demonstrates the fatal consequences of the attempt to post-
pone or defeat old age and to modify the human life cycle in a fundamental
way. Radical anti-ageing strategies cannot provide a basis for intergenerational
solidarity and intergenerational justice. Nevertheless, both principle denial and
unconstrained promotion of biogerontological techniques cannot allow for
adequately dealing with the complex process we call “aging”. It is not only a
biological process but also a psychological and cultural one. For this reason,
the question of how to reflect multidimensional aging requires more than a
biological or a medical answer. I am convinced that only a broader discussion
on the future of aging will be able to protect against fatalism as well as age
discrimination.!
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Chapter 8

An Ethical Assessment of the Legitimacy
of Anti-natalistic Birth Policies

Joerg Chet Tremmel

8.1 Introduction

Governmental regulations on permissible numbgn. of births raise profound
ethical questions. Undoubtedly, they are a formjof*governmental interference
in individuals’ and families’ freedom of choice. Having a baby is an intimate,
private affair but, at the same time, it is also a process of great relevance to
society as a whole. This dual character 1§ one of the key reasons why debates
on this subject are so explosive and.emotionally charged. The ethical questions
are serious and intractable. Is it aceeptable for a government to influence how
many children its citizens have, for’instance, by offering incentives? Or is free-
dom of choice always of greatérvalue than the positive effects hoped for future
generations? Does this in 1ts¢lf mean that birth policies can never be ethically
legitimate? Are reproductive decisions an individual right to such an extent that
the individual may reach a decision while completely disregarding other fac-
tors? If not, to What degree may the family, clan, government or even world
community intetyvene?

This chapter offers a train of thought on how to assess the ethical legitimacy
of birth policies.

8.2 Focus on Anti-natalistic Birth Policies

Demographic change and the wellbeing of the next generation are intimately
linked because it is the size of a generation that determines a great share of its
fate. But for better or for worse?

The relationships are not one-directional. Both rapid population growth in
developing countries and projected population decline in developed countries
are considered a threat for future generations in the respective countries.
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Although shrinking societies are usually growing older, and growth processes
usually go hand in hand with juvenescence, for analytical purposes the elem-
ents of demographic change can be separated into changes in population size
(growth, shrinking) and changes in median age (ageing, juvenescence). Each
of these four developments has different effects on policy fields and indica-
tors relevant for the wellbeing and the quality of life of a generation. Table 8.1
shows some of the impacts and their relative strength. Regarding the quality
of the environment, food safety, job opportunities and access to educational
institutions, each member of the next generation is better off if his generation
is smaller than the previous one. However, for other sustainability indicators
(e.g. stability of the social security system, or the reduction of state debt per
head), it is better for a member of the next generation if his generation is bigger
than the previous one. A similar connection ties the ageing and juvenescence
of a society. Some sustainability indicators are aided by an ageing population
(e.g. democratic stability) whilst others benefit from a juvenescent=society (e.g.
ability to innovate).

Table 8.1 Impact matrix showing possible impacts of facets of demographic change on
certain sustainability indicators (source: present author)

Explanation:

—3: line has a strong negative influence;
—2: medium negative influence;
—1: weak negative influence;
0: no influence;
+1: weak positive influence;
+2: medium positive influence;
+3: strong positive influence

A. Environmental factors: CO,, production, etc.
D. Pay-as-you-go retirement system

E. Funded retirement system

F. Opportunities on labour market

G. Efficiency of education systems

H. Financial solidity/public debt

I. Stability of the democratic system

B. Food security
C. Competitiveness

Demographic change

1. Ageing of population o -1 -2 -3 -1 -2 -1 0 +1
2. Juvenescence of population 0 +1 +2 +3 +1 +2 +1 0 -1
3. Shrinking of population® +2 42 0 - - 42 +1 -2 0
4. Growth of population -3 -2 0 +2 41 -2 -1 +2 -1

*This line describes the effects of shrinking, all else being equal. Only if a country could
move from one state (for instance, 30 million people) to another (20 million people)
without increase of the median age would the effects have the tendency shown in Table §8.1.
It is, however, difficult to envisage a society which is shrinking without ageing. The reader
should bear in mind that most industrialized societies are shrinking and ageing.
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Explanations for Table 8.1

1 affects A

1 affects B
1 affects C

1 affects D

1 affects E

1 affects F

1 affects G

1 affects H

1 affects I

2 affects A-1
3 affects A

3 affects B
3 affects C

3 affects D

3 affects E
3 affects F

3 affects G

3 affects H

Ageing — unlike growth or shrinking — does not directly and strongly
affect the environment. Minor indirect effects can occur because the con-
sumption habits change with age

An ageing population has no direct influence on its food security

An ageing population is ceteris paribus less competitive because attributes
like risk appetite which are related to age will decrease. The (increasing)
experience also influences competitiveness, but to a lesser extent

A pay-as-you-go system is negatively affected by ageing

A funded system is less prone to demographic changes but also negatively
affected by ageing

Employers prefer young staff. Older people also have a lower tendency to
become self-employed or to set up businesses. Therefore, the opportunities
on the labour market become worse in an ageing society

Assuming that the median age of students rises, this will deteriorate the
efficiency of education systems, as older students will have more problems
to find jobs, esp. in an international competition

An ageing (but steady-state) population will net or hardly suffer from
public debt, because the debt per capita ratio,does not raise

“It is the young men that shatter states®yCicero said. There is, in fact,
empirical evidence that older societies become calmer, less inclined to make
revolutions or upheaval. This is,theflipside of the coin of less risk appetite.
Another aspect of the relationship between age structure and democracy is
the growing overbalance of elders in political decision making

The results are more or lessymirror-inverted

According to the PATormula, people are a driving force in environmen-
tal problems like résource depletion, CO, production, and loss of forests
and biodiversity."But the effects of a shrinking and a growing population
are not mirror-inverted. The rate of species goes down when population
grows rapidly; however, the number of species hardly increases when a
population shrinks

A shrinking population usually has less problems to feed itself

A’smaller population is by itself not more or less risk-averse than a bigger
one

If a country with a pay-as-you-go retirement system would shrink without
ageing, then the yield would not go down. But as this situation does not
apply to any country with such a retirement system, there is no entry in
this field

See above

Most studies project a lower unemployment rate or even a shortage of
workers in a shrinking society

Less students could use the existing infrastructure (university buildings,
etc.)

A population decrease implicates that a given amount of debt has to be
paid back by less people
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(continued) Explanations for Table 8.1

3 affects I Depending on the size of population changes, there can be pressure on the
democratic system

4 affects A—1 The results are more or less mirror-inverted but exceptions apply, as
described in ,3 affects G°

This chapter confines itself to a discussion of anti-natalistic birth policies.
This is because leading international environmental research institutes empha-
size that we are unlikely to succeed in creating an ecologically sustainable world
unless we further reduce worldwide population growth (UNEP 2000; World Re-
sources Institute 2000; American Association for the Advancement of Sciences
2001; World Wide Fund for Nature 2004). If we assume a world population,
in line with UN projections, of 9.1 billion in 2050 (United Nations2005, p. 6)',
the pressure on renewable freshwater, arable land, woodland;fishing zones, bio-
diversity and the atmosphere will be greater than at anyspoint in human his-
tory. The current trend in world population growth, whieh’stands at 76 million
people per year at present, will diminish only slowly ‘and continue far into the
future. While sinking birth rates on a global level*have caused some to sound
the all-clear on this issue, the increase in worldwide population of around 40%,
or 2.6 billion people, makes serious consid€ration of anti-natalistic policies an
urgent necessity.

On a country level, one cannot igfiore the fact that many developing coun-
tries still suffer from very high birthpates. According to UN Population Division
projections, the population of the«following countries will triple between 2005
and 2050: Afghanistan, Burkina,Faso, Burundi, Chad, Democratic Republic of
Congo, East Timor, Guin€asBissau, Liberia, Mali, Niger and Uganda (United
Nations 2005, p. 7). China and India, which make up for more than a third of
the world’s population, also regard their population growth as too high. India,
with a population, growing by 16.5 million people every year, accounts for
around 22% of amnual world population growth (Government of India 2005;
United Nations 2005, p. 52). To ensure a decent life for these additional In-
dians, 6—7 million new jobs, 16,000 primary schools and around 400,000 new
teachers would be necessary (see Bronger 1996, p. 87). India is unable to cope
with these developmental needs. China, of which the territory consists largely
of mountains and deserts and only 10% cultivable land, fears that rapid popu-
lation growth may lead to famine. As Lester Brown of the Worldwatch Institute

! The experts in the Population Division work from the premise that the total fertility rate

will fall to 2.05 children per woman by 2050. If the summarized birth rate lays at 2.53, we
could expect 10.6 billion people by 2050 (maximum variant), while a summarized birth rate
of 1.56 would produce 7.7 billion (minimum variant). If the birth rate remains constant, then
world population will be 11.7 billion in the mid-21st century.
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has shown in the study “Who will feed China?’ (Brown 1997), such fears are not
without foundation.

Alongside the economic and social burdens, rapid population growth
also causes ecological problems, ultimately affecting every one of us. Be-
sides deforestation, depletion of natural resources, and greenhouse gas emis-
sions, the extinction of animal and plant species is another effect intensified
by population growth in many developing countries (Rolston 1998; Trem-
mel 2005, pp. 75-94).

Many governments in the Western world are more preoccupied with their
own low total fertility rate nowadays. And rightly so, as Table 8.1 shows. A
rapidly shrinking and ageing population can create stress for the welfare state
and the social security systems. Whether or not an increasing or a decreasing
population size is beneficial to the next generation depends on the specific situ-
ation a population (cf. a nation, state) is in. Hence, the reasons which could
possibly justify a pro-natalistic policy differ from those whichfeould legitimate
an anti-natalistic policy. To discuss both kinds of cases would be beyond the
scope of this chapter. The questions are difficult enoughl. Being able to choose
to have a high number of children is undoubtedly a matter of elementary self-
determination, closely bound to an individual’s pefisonial happiness. If we can
assume that the wellbeing enjoyed by future gefigrations would increase if one
had fewer children, one would have to balance the interests of those individu-
als living now against those of future generations. Without an endless supply
of people, our species would have been dnable to survive or develop. Fertility
has therefore been valued greatly since'Biblical times. Yet, if the inhabitants of
specific regions’ food security and environment are threatened, then their rights
to freedom and self-determinationsare also at risk.

Ecologists often believe that the next generation will be better off if it grows
at a smaller or even a negative rate compared to its predecessors. Economists
believe the opposite (Stimon 1998). How many of the ca. 200 countries world-
wide are currently, in,asposition which requires an anti-natalistic birth policy?
An ecologist mightieount 80, an economist only eight, and they could debate
this questionefora long time, each one with good arguments on his/her side. I
do not discuss this question in my chapter. Instead, I offer a non-contextual-
ized principle which is meant for the hypothetical case that a government de-
cides that it wants to devise and implement an anti-natalistic birth policy. This
government might point at arguments showing that the members of the next
generation would clearly benefit if the state imposed an anti-natalistic birth
policy on the members of the present generation. But even good ends do not
justify all means. The social and economic rights and interests of the members
of the next generation must be weighted against the rights and interests of the
members of the present generation, including the right to self-determination
and the right to choose freely the number and spacing of one’s own children.
This chapter thus asks if political intervention in family planning can be recon-
ciled with ethical norms.
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8.3 The Human Rights Discourse and the Ethical Discourse

Before entering into my main arguments, I want to explain my notion of the
complex relationship between ethical norms and laws in the field of popula-
tion ethics. I do not frame my line of thinking in human rights language, so
often employed when it comes to population policies. The nationally oriented
population policy discourse, and its attendant institutionalization in the global
arena, sets forth norms for states to adopt, embed in the jurisprudence of na-
tional and international law (Barrett and Frank 1999, p. 199). In Fig. 8.1, the
two intersecting circles show the relationship between morality and law, with
regard to population policy.

The legal and the ethical discourse overlap, but they should be distinguished.
Three cases are possible.

Firstly, there are moral commandments or, alternatively, moral obligations
(left circle). This is the realm of ethicists reflecting on populationdissues. Not
all ethical norms can be embedded in positive law — some will be non-contex-
tualized, others could be codified into legal terms but_thespolitical majority
is not (yet) willing to do so. Taking a bird’s eye view, the/codified law is usu-
ally sooner or later adjusted according to the changesdmn the moral convictions
within a society.

Secondly, there is the group of ethical nowms, regarding population policies
which are at the same time legal norms and,viee versa (cf. intersecting part of
the two circles). In international law, this body consists of the Universal Dec-
laration of Human Rights (1948), thie International Covenant on Economic,
Social and Cultural Rights (1966),sthe International Covenant on Civil and
Political Rights (1966), the Cofivention on the Elimination of All Forms of
Discrimination Against Wonien (1979), the Programme of Action of the Inter-
national Conference on Bopulation and Development (1994) and the Declara-
tion on the Eliminatiofi of*Violence Against Women (1999) (for an overview,
see Babor 1993).

Fig. 8.1 The relationship between ethical norms and laws (source: Tremmel 2006, p. 199,
modified)
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Most national laws on population issues are also ethically legitimated.

The third case (non-overlapping part of the ‘law’ circle) are legal norms
which are not ethical. For example, the Nuremberg Racial Laws of Hitler’s
Third Reich are laws which are blatantly unethical. Nevertheless, they were
codified in positive law. Another example (still not comparable to the Nurem-
berg Racial Laws, but bad enough) are the apartheid laws in South Africa until
1994. They made apartheid legal, but not moral. Some of the population laws
currently in force in China are also unethical, as this chapter will show.

I will confine my reflections on the sphere of ethical norms in this chap-
ter. Hence, I will refrain from using the term ‘moral rights’. The term ‘rights’
is theoretically employable in the ethical sphere (‘moral rights’) and the legal
sphere (‘legal rights’). But I agree with Bentham, who opined that “real (or
enforceable) rights come from real (or legislated) law, recognizable by the du-
ties imposed on others not by normative content of aspirational documents”
(Bentham 1824).

In my terminology, there is therefore a difference in sayinigsthat something is
‘ethically unacceptable’ or a ‘human rights violation’.

8.4 The Dissemination of Birth Policiés

This chapter’s first section deals with the'drgument that all types of birth policy
are unethical. If this is accepted, follow-up questions concerning the ethical
assessment of specific birth policy measures become trivial — these would then
also lack legitimacy.

The widespread use of birth policies underlines the importance of their eth-
ical assessment. The member states of the United Nations report regularly to
the Population Division _any active population policies they may be pursuing
(cf. Table 8.2). The ‘most recent figures show that this applies to 131 of 193
states (68%). In@lly77% of developing countries have implemented such pol-
icies, 59% ofathese anti-natalistic, 8% pro-natalistic, and 19% of policies are
intended to maintain the current fertility level.

In all, 43% of the ‘more developed countries’ pursue a population policy
(31% pro-natalistic, 2% anti-natalistic and 10% intended to maintain current
fertility rates). Approximately 4.8 billion people (75% of the world population)
are affected by birth policies.

8.5 The Role of the State

In liberal theory, the state should not interfere in any way with the decisions
of its citizens concerning procreation. A laissez-faire state providing only for
security will not take a stand regarding a desired population development—and
definitely not take actions to carry it into effect. But it is now widely recognized
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Table 8.2 Birth policies by country (source: United Nations 2003, p. 4)

States aims with regard to level of fertility Percentage
Raise Main- Lower No Total Raise Main- Lower No Total
tain inter- tain inter-
vention vention
Africa
1976 2 2 12 32 48 4 4 25 67 100
1986 3 3 21 24 51 6 6 41 47 100
1996 2 3 36 12 53 4 6 68 23 100
2001 1 3 38 11 53 2 6 72 21 100
Asia
1976 2 9 14 12 38 5 24 38 32 100
1986 8 6 13 11 38 21 16 34 29 100
1996 7 6 19 11 46 15 20 41 24 100
2001 8 7 20 11 46 17 15 43 24 100
Latin America/Caribbean
1976 2 0 10 15 27 1 0 37 56 100
1986 0 0 15 18 33 0 0 45 55 100
1996 1 1 18 13 33 3 3 55 39 100
2001 1 1 19 12 33 3 3 58 36 100

that governments have a responsibility to try to increase their citizens’ wellbe-
ing and prosperity. Theimodern state pursues social, economic, educational and
environmental policies*Fhrough migration and health policy (increasing life
expectancy and improving health), the government is in fact already pursuing
population poliey, without arousing moral controversy. But what about birth
policy? In 1976, ethicist Daniel Callahan wrote on the role of governments:

“It is only fairly recently, however, that governments have taken a leading role in an
anti-natalist control of fertility (...). While many countries still do not have such poli-
cies, few international objections have been raised against the right of nations to de-
velop them. So far, most government population policies have rested upon and been
justified in terms of an extension of freedom of choice. Increasingly, though, it is being
recognized that, since demographic trends can significantly affect national welfare, it
is within the right of nations to adopt policies designed to reduce birth rates and slow
population growth. (...) Is there any special reason to presume (...) that governmental
intervention in the area of individual procreation (...) raises problems which, in kind,
are significantly different from other kinds of interventions? (...) I see no special rea-
son to think that the formation of interventionist, anti-natalist, national population
policies poses any unique theoretical difficulties. (...) In any case, the premise of my
discussion will be that governments have as much right to intervene in procreation-re-
lated behaviour as in other areas of behaviour affecting the general welfare” (Callahan
1976, p. 26 f.).
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Governments’ right, in principle, to pursue birth policies is also embodied in
the ‘Programme of Action’ drawn up at the World Conference on Population
held in Cairo in 1994 (Bib 1994). The right of governments to pursue birth
policies is thus an aspect of international law. At the same time, some measures
were classed as impermissible. The international community demands that gov-
ernments refrain from making the subordinate civil servants who implement
family planning programs pursue set targets, although governments themselves
may work towards demographic objectives. The final text from Cairo+5 pains-
takingly captures this apparently controversial issue: “In attempting to reach
this benchmark,” demographic goals, while legitimately the subject of govern-
ment development strategies, should not be imposed on family planning pro-
viders in the form of targets or quotas for the recruitment of clients” (United
Nations 1999b, par. 58).

On this view, a country like China may continue to proclaim national goals
with respect to population growth and size. But if it wishes tosact in accord-
ance with international law, it must not stipulate target figufes for local fam-
ily planning services. One has to bear in mind that specifi¢ target figures may
lead lower-level civil servants to behave inappropriat€lyy The international law
recognizes that it is impossible and makes no sense/to eXpect governments to be
indifferent to their own population development: [t would be preposterous to
forbid a state on course to doubling its population from pursuing official birth
policies of any kind.

We may provisionally conclude that“a’ government may have demographic
goals but may pursue these only by means of specific birth policy measures.

8.6 The Democratic¢ Proviso

In my opinion, a government should be allowed to devise and implement a birth
policy only wheriitis a democratic regime. It makes a great deal of difference
whether birthypolicies are developed and implemented by a dictatorial or demo-
cratic government. Objectives are discussed and questioned constantly within
democratic governments. The stance of a minority may become that of the ma-
jority. In his famous essay ‘The tragedy of the commons’, Garrett Hardin argues
that reproductive behaviour is an example of how the selfish deeds of individuals
can wreck the entire system. He posits that a government in a democracy will
not be able to execute an effective birth policy (Hardin 1968, pp. 1243 -1248).

Under this assumptions, utility-maximizing parents have more children than
is necessary for a stable population. Does this mean that the democratic proviso
is wrong?

2 The target is described in the preceding sentence: “Where there is a gap between contra-
ceptive use and the proportion of individuals expressing a desire to space or limit their fami-
lies, countries should attempt to close this gap by at least 50 per cent by 2005, 75 per cent by
2010 and 100 per cent by 2050.”
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There is plenty of empirical evidence that democratic developing countries
impose anti-natalistic birth policies, despite the fact that the vast majority of
citizens would like to have more than two children. Likewise, reasonable indi-
viduals accept the necessity for taxation, although no one likes paying taxes.
And compulsory military service — and sending people to war — is a much more
severe intervention of the right to self-determination than restricting numbers
of children. Nevertheless, many democracies continue to have military draft.
This shows that the statement that democracies by their very nature are unable
to have birth policies is wrong. There are thus good reasons why only democra-
cies should be permitted to formulate population targets and birth policies. In
India — unlike China — it has proved possible to correct abuses, as evident, for
example, in the resignation of Indira Gandhi’s administration as a result of its
forced sterilization policies. Being a democracy has weakened the efficiency of
India’s birth policy, but it has increased its ethical legitimacy.

On the basis of the discussion thus far, we can therefore conclude that birth
policies in democracies are not generally ethically inadmissible:*The crucial fac-
tor is the means deployed.

8.7 The Classification of Birth Policies

Demography is faced with the challenge of'Classifying and assessing birth pol-
icies. Such policies may be categorized as'pro- or anti-natalistic, depending on
their aims. If one examines anti-natalistic policies only, as in this work, a large
number of additional classificateryieriteria exists. They may be classified, ac-
cording to how pervasive they, ate, as fully or partly established, as supply- or
demand-oriented, depending ‘@i’'the underlying motivation, and as governmen-
tal or non-governmental.?

In the present contexty the criterion of ethical legitimacy is of greatest in-
terest. The borderlifie'between ensuring freedom of choice and coercion, and
between ethicaleand unethical measures is unclear. The following continuum,
which reflects their degree of ethical legitimacy, would appear a sensible means
of categorizing anti-natalistic measures (cf. Fig. 8.2).

8.7.1 The Indirect Approach

Here, the government refrains entirely from directly influencing how many chil-
dren its citizens have. Instead, it attempts to influence other factors in order to
reduce the birth rate. This includes improving health services and educational

3 The reader is referred to Wingen (1975, p. 19), Gorres-Gesellschaft (1985, pp. 764—770),
Hauser (1991, pp. 601-655), Feucht (1999, p. 21), Gauthier (1999) and Hummel (2000, p.
103).
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Increased options/volition Diminished options/
coercion

Fig. 8.2 Continuum of birth policy measures. Types 3—35 are financial steering measures
(source: present author)

levels, and providing more job opportunities, especially for women. Making
contraceptives universally available enables individuals to decide how many
children to have and how long to wait between births. All necessary steps are
taken to ensure that freedom of choice is real, rather than on paper only.

If one can call this a ‘birth policy’ in the first place, it.is simply because the
government aims to determine demographic developmentior, at least, has an
opinion about whether the birth rate is too high, toolow or appropriate. How-
ever, it pursues these quantitative goals only indireetly.

8.7.2 The Appellative Approach

Here, the government actively £ncétirages people to have a specific number
of children. Roadside billboatrds¥featuring happy couples with two children,
and slogans such as ‘smallfamily = happy family’ are a common sight. Individ-
uals are called upon togveluntarily refrain from exceeding a specific number of
children. Citizens are informed about the negative effects of rapid population
growth for development and the environment. This is accompanied — as with
all the approachesidescribed here — by provision of a plentiful supply of contra-
ceptives.

8.7.3 The Financial Incentives Approach

The government offers positive financial bonuses which influence reproduct-
ive behaviour. This may include incentive* fees for sterilization or the use of
contraceptives effective over long periods of time (for couples who refrain from
having children), compensation for longer breaks between pregnancies, lower
interest loans for small families, and awards and public commendations for re-
sponsible parenthood.

4 T use this neutral word instead of ‘rewards’ or ‘benefits’.
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8.7.4 Restricting Financial Incentives

The government restricts existing financial bonuses to a specified number of
children. Child benefit, free school education, paid maternity leave, childcare
payments and similar benefits are, for instance, available only for the first
child.

8.7.5 [Imposition of Financial Disincentives

The government demands ‘negative’ financial incentives, or disincentives®.
Those who have too many children have to pay extra taxes or a specified fee
per child.

8.7.6 The Rationing Approach

In the case of ‘rationing’, no one is allowed to exceed the specified number of
children, even if someone is prepared to pay @ hefty fee for this (at least, in
theory).

If a couple has already had the permi§sible number of children, a new preg-
nancy is classified as illegal and the Wwoman is forced to have an abortion. Ra-
tioning laws may also result in foreed sterilization.

8.8 The Link Between Inflexibility and Efficiency

Regarding these six‘types of measures, a correlation evidently exists between
severity and efficiency. A single empirical example will suffice to illustrate
this—a comparison between the birth policies of China and India.® At the be-
ginning of the 1950s, both states felt compelled to introduce measures to re-

5 T use this neutral word instead of ‘penalties’ or ‘sanctions’.

It is, of course, impossible to pursue this subject in detail here. For an in-depth look at
China’s population policy, which has been studied thoroughly, see Zhang (1990), Qu and Li
(1994), Scharping and Heuser (1995), Schultz and Yi (1995), White (2000), Xie (2000), McEI-
roy and Yang (2000), Merli and Raftery (2000), Peng and Guo (2000, pp. 105—-123), Wong
(2001), Scharping (2003), Meulenberg (2004), and announcements made by the Chinese gov-
ernment (see, for example, http://www.npfpc.gov.cn/en/en2005-01/enews20050106-4.htm).
For an in-depth look at the population policy of India, see Bronger (1996), Haub (2003),
Gans (2005) and announcements made by the Indian government (at http://www.mohfw.nic.
in/dofw%20website/Health%20&%20Poulation?s20indicators/hpi%20frame.htm).

6
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duce population growth. The need to ensure food security played a particularly
important role in both states.

Initially, both China and India tried to achieve their population policy ob-
jectives exclusively by means of appellative approaches combined with provi-
sion of a plentiful supply of contraceptives: China, by promoting the ‘one-
child family’ until 1979, and India through its ‘small family=happy family’
campaigns. In light of the unsatisfactory results from the Chinese perspective,
the (in)famous ‘One Child Policy’, designed by Deng Xiaoping, was introduced
in 1979. Since then, couples require official approval if they wish to have chil-
dren, and must also be married.

After the birth of the first child, the ‘One Child Policy’ prescribes the use
of contraceptives, mostly diaphragms and sterilization, as these are considered
sufficiently cost-effective and reliable. Abortion is a lawful means of contracep-
tion, and unauthorized pregnancies are to be terminated by means of it. Of-
ficially, this requires the consent of the woman, yet in some proyinces women
have been forced to comply. The ‘One Child Policy’” was intended to combine
sanctions against offenders with incentives for those wha stick to the rules.

However, because the family planning authorities” Were anything but well-
funded, sanctions predominated. Should couples #€fus€ to abort unauthorized
pregnancies, both parents face the prospect of¢Sanetions, such as pay cuts of
10-20% extending over 3—14 years.

Second-born children, moreover, are exeluded from the state education sys-
tem and have to be sent to expensive,ptivate schools. Possible sanctions also
include one-off fines, discontinuation ‘of grain rations, or disadvantages such
as expulsion from the party. Aftersthe birth of the second child, sterilization
is recommended, officially withoutcompulsion, though some reports attest to
the opposite. In the month,of January 1983, a massive propaganda campaign
resulted in record 2.68 million new cases of sterilization and 210,000 other pre-
ventative measures. The rather rarely granted incentives consist of a ‘one-child
bonus’ of 60 Yuan persannum since 1980, enhanced welfare benefits, and help
getting a job.

India, thessecond most populated country in the world, took a different ap-
proach. Though the strict Chinese birth policy has been relaxed several times
(1984, 2001, 2004), from 1979 onwards (apart from the 1975-1977 period) In-
dia’s birth policy has always been more liberal than that of China.

At this point, it is intriguing to look at the difference in the extent to which
these countries have achieved their objectives. In 2005, the population of India
was around 1.03 billion. The growth rate is 1.5% and the total fertility rate is
3.01 children per woman. Estimates suggest that India will overtake China in
terms of population by 2050. It already ranks first in terms of absolute in-
crease in population. Only 46.2% of families are covered by family planning
programs.

China has a population of 1.3 billion people. The yearly growth rate is 0.7%
and the fertility rate 1.83 children per woman. According to Chinese sources,
95% of the Chinese population are involved in the family planning system. The
price of efficiency is more coercion. In short: the more inflexible the measures,
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the more efficient the birth policy but, at the same time, the more ethically
problematic.

8.9 Reaching Ethical Decisions

What would an individual assessment of the six identified categories of birth
policy in our continuum look like? The indirect approach is ethically unprob-
lematic. It embodies the principle, first adopted in Teheran in 1968 and reit-
erated in Cairo in 1994, which affirms the “fundamental right of all couples
and individuals, to decide freely and responsibly the number and spacing of
their children and to have the information and means to do so and to ensure
informed choices and make available a full range of safe and effective methods”
(UNFPA 1994, par. 7.3 or 7.12). In the second part of this formula, the state
becomes involved because it is its task to come up with solitions if couples
have no access to contraceptives. In fact, family planning programs should not
only guarantee access to one or more types of contraceptive, but must also
make available “an entire choice of harmless and effégtive methods” (UNFPA
1994, par. 7.12). As early as 1994, it was ascertaified ‘that “the full supply of
modern family planning methods for at least 350 million couples in the world
is still not available” (UNFPA 1994, par. 7.13). To ensure that, despite a rising
world population, the same proportion of¥people continue to use contracep-
tives, about 300 million additional users‘are needed between 2000 and 2050.
Given that millions of people are appresént unable to obtain the contraceptives
they want, it is very doubtful that this will prove possible. In all cases in which
individuals, in their own wordsjiare forced to have more children than they
would like because of a lack of ‘other options, contraceptives or sex education,
there is no ethical dilemmaj the interests of individuals and those of future
generations are entirelysnssync. Here, it is doubly ethically imperative that both
developing and deVeloped countries do everything they can to cover people’s
need for contrageptives within the framework of high-quality health services
and advice.”

The second approach, straightforward appeals, also involves no coercion.
One has only to think of governmental campaigns on organic produce, smok-

7 The fact that the notion of being ‘free to choose how many children one has’ is problem-
atic does not stand in the way of this imperative (Tremmel 2005, pp. 166—170). Even in rich
countries, individuals have to reach agreement with their partners on how many children to
have. The choice is thus not completely ‘free’. Moreover, how many children a person wishes
to have also changes following the birth of a child (Goldstein et al. 2003, p. 8). These issues,
however, are ultimately a matter of adequate survey techniques, rather than fundamental dif-
ficulties. Furthermore, how many children a person wishes to have also depends on the values
which prevail in the specific culture as well as biological factors. Couples can thus choose how
many children to have only within the framework of these external factors.
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ing, soot filters on cars and so on. Why should billboards encouraging people
to have no more than two or three children involve greater pressure than those
promoting other goals?

Assessing measures at the other end of the continuum is also relatively easy:
there are good reasons for regarding rationing as unethical ® It is a clear viola-
tion of the human rights identified by the United Nations, which states that no-
body may be tortured or subjected to cruel, inhuman or degrading treatment or
punishment (13, Article 5). Rationing almost inevitably has a negative impact
on society, as people, for example, live in fear of the consequences of unauthor-
ized pregnancy. The implementation of a rationing law would require intense
surveillance, and encourage informers to report anyone failing to comply. As a
result, many women whose pregnancy ‘breaks the rules’ will experience anxiety
and psychological pressure. The harm done may include suicide. The potential
disruption to society ranges from selecting gender by means of ultrasound to
child murder. The rationing approach entails many risks for ¢hildren. It is in-
compatible with human dignity and self-determination.

Let us assume that the state permits only one child per{family. Anyone whose
happiness or wellbeing depends entirely on having ore‘more child is unable to
fulfil his or her wish. He or she cannot even swap with Somebody who does not
want to have children. From a utilitarian point@f view, this is obviously a poor
solution.

A rationing policy, the most rigid of th&birth policy types listed here, in re-
cent human history was adopted only sn‘China, between 1979 and 1984.

The Indian birth control law, dsawn, up at the beginning of 2003, may be
regarded as a regulation of this, typer Men and women who have more than
two children are barred from runhing for election. The ban is intended to force
politicians to set a good example'in terms of family planning. This law excludes
individuals who have morethan two children from a specific career, in line with
a rationing approach. This is rationing of a particular type. While rationing
strictly applied to_ all,citizens generates a great deal of unhappiness, as people
are unable to live=their lives as they would wish, in this case they are faced
with a difficult decision. Do they compromise in terms of their career or their
preferred number of children? To generate such dilemmas is unethical, even if
implementing such laws does not involve unpleasant side effects such as illegal
children or attempts at bribery. The most interesting aspect in terms of popula-
tion ethics is the assessment of financial control mechanisms, which is the topic
of the following section. Our reflections thus far are summarized in Fig. 8.3.

8 A rationing strategy often seems to lead to abuses. This may and ought to be taken into
consideration in making an ethical assessment. However, for analytical purposes we need to
distinguish between legally regulated birth policy and excesses and abuses. Corruption is bad
in general, and corruption in relation to birth policy is no worse than in other contexts. The
risk of abuse, moreover, is not an exclusive feature of rationing strategies.
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| Is birth policy fundamentally unethical? |
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Fig. 8.3 Making ethical decisions on birth policy (source: present author)

8.10 Incentives and Disincentives

Most states pursuing an anti-natalistic birth policy deployfinancial or material
incentives and disincentives. Let us look at some real-world examples. In China,
parents must pay a fine for every additional child.“The population and natality
planning law, passed in 2001 and implementedin 2002, stipulates that married
couples of reproductive age must practicedamily planning. Citizens who have
unauthorized children ‘must, according/to the law, pay maintenance contribu-
tions, i.e. to the society which raises(the children’ (§41). In Vietnam, families
with more than three children aretnot allowed to move to town centres or in-
dustrial zones, and additional tdxes and ‘community work’ may be imposed on
them (Haub 2003, p. 1). In ¢ontrast, at the discretion of the local authorities,
one-child families may rec¢€iye free building land, be exempted from taxes and
community work obligations, and may receive child benefit and other financial
rewards. In Bangladesh, the allocation of food support depends on proof of
sterilization (Kasun 1988, p. 91). In Laos, an official told the village elder that
his community weuld be provided with a well if all the villagers refrained from
having a third child over a 5-year period (Schockenhoff 1996, p. 51). In many
developing countries, micro-credit programs and income-generating projects
are linked with family planning. In the south Indian state of Andhra Pradesh,
families receive cheaper loans and subsidized seeds if they can present proof of
sterilization (Randeria 1995, p. 121).

8.11 Are Bonuses and Maluses Equal
from an Ethical Point of View?

The question of how bonus and malus systems differ is of key ethical import-
ance. For homo economicus , no difference exists between the two systems. This

CE Note:

Elsewhere in the book, this has been spelt homo oecono-
micus. The term should be standardised, one way of the
other.
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may be elucidated through the example of the remuneration system applying to
the employees within a firm. Let us assume that half the employees have their
salary increased by 5%, the other half by 4%. From an economic perspective, it
makes no difference whether one speaks of a bonus for one half or a malus for
the other. However, psychologically it makes a great deal of difference how one
justifies these differing increases. If this difference arises from the fact that the
less efficient employees have 1% deducted from the general salary increase of
5%, they will be far more angry than if the more efficient half of the employees
receive a bonus of 1% on top of a general salary rise of 4%. People are more
willing to do without a bonus, if they dislike the conditions attached to it, than
to accept financial losses. For the same reason, however, financial bonus sys-
tems are less effective.

Philosophers disagree over whether bonuses and maluses are ethically equiva-
lent. Some hold the view that offering people incentives involves coercion, while
others maintain the opposite (Bayles 1976, p. xiv). The ethiéisty Callahan re-
gards bonus systems as ethically unproblematic. He writes: “If principle, incen-
tive schemes are noncoercive; that is, people are not forced to take advantage of
the incentive. Instead the point of an incentive is to giveéithem a choice they did
not previously have” (Callahan 1976, p. 29). Bayl€s d€velops this notion fur-
ther: “For example, if Jones is trying to decidegvhether to take a position with
employer A or B and A increases the salary offéred, A has not limited Jones’
liberty to decide” (Bayles 1976, p. 42). By, definition, bonuses are in addition to
the normal level of compensation.

But for many critics of birth pelicies, not only financial disincentives are
unacceptable. For them, incentiye ‘Systems also have a subtly coercive charac-
ter. Thus, it makes no real differénee to couples’ economic situation which sys-
tem exists. The principles of fieeédom of choice and self-determination may be
threatened if the economic&ituation means that no alternatives exist (Hummel
2000, p. 109). The power relations are less visible, but this does not mean they
are absent (Schlebuschs1994, p. 162).

We may concliide that financial disincentives (negative incentives, sanctions,
penalties) seem less legitimate than bonus systems, and are thus located further
on the right side of the continuum (see Fig. 8.3). Restricted bonuses occupy an
intermediate position. An example of this is seen when a state provides a finan-
cial bonus only for the first two children.

8.12 The Four-fifths Rule

The ethical acceptability of financial instruments is not primarily a matter of
bonuses or maluses. It is rather a matter of how radically these affect the cou-
ple’s financial position. The higher the positive or negative financial incentive,
the more one may justifiably speak of coercion. Financial steering instruments
involving small amounts of money cannot be considered an offence against
freedom of choice or the right to self-determination — even in the case of a
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disincentive system. Raising the price of cigarettes or the tax on fuel oil also
affects individuals’ freedom of choice. Yet all these attempts to shape behaviour
allow individuals varying degrees of freedom, without transgressing the coer-
cion threshold.

If moderate bonuses and maluses pertain, those who want a certain num-
ber of children — whether or not this differs greatly from the governments’ de-
sired number — are not forced into a lower income bracket. If the bonuses and
maluses are substantial, a couple’s economic position will change tremendously
if they have more or fewer children than the state would like.

It is difficult to determine at precisely what point a financial burden ceases to
be ethically neutral. However, a line must be drawn somewhere. The following
rule of thumb seems reasonable: the lifetime income of those who choose to have
more or fewer children than officially approved must not decline by more than 20%
compared with the income of those who have the approved number of children.
Admittedly, this four-fifths rule provides us with no more than asrough guide
to action. It can be seen as the middle value of a corridor. In mahy discussions,
people have told me that a fifty-fifty rule would not be ethically legitimate be-
cause it would be a blatant intrusion of the governmeftinto free choice. On
the other hand, most people felt that a one-twentiethjrule would only slightly
influence the overall financial or material situatiofiyof*the families concerned,
and have no effect on their actions at all.

Hence, the four-fifths rule seems to be middle ground. Rather than rejecting it
out of hand, those who accept that financialbirth policy measures must at some
point be deemed ethically inadmissible but are unhappy with the four-fifths
threshold could play a constructiveoleby proposing alternative fractions. This
is in line with the broadly accepted principle of constructive criticism, which
holds that a solution should be réjected only if a better alternative exists. In my
opinion, according to the principle of commensurability, the four-fifths rule al-
lows just enough freedom'to/individuals such that one cannot talk of coercion.

What does the four-fifths rule mean in practice? If, for example, the demo-
cratically elected g6yvernment of India wishes to implement an anti-natalistic
population poligy ‘establishing a norm of two children per couple, according
to the four-fifths rule it must go about this in such a way that couple A, who
choose to have six children, should not suffer an income reduction of more
than 20%. If, for example, the couple has to pay a monthly malus of 15% of
their income from the fourth child onwards, school fees are not paid from the
third child onwards (for which couple A must use, say, 5% of their income),
while two-child families receive cheaper loans (which cost couple A 6% of their
income), then the overall amount of money involved is substantial. In this ex-
ample, the financial disadvantages suffered by couple A amount to 26%. Cou-
ple A is more than 20% worse off as a result of state birth policy measures and,
thus, disadvantaged to an unreasonable degree. One could argue that couple A,
with six children, enjoys higher lifetime income than couples with two children,
because their offspring help pay to cover their needs in old age. This, however,
depends on various factors and is not included in the calculation.
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According to the four-fifths rule, China’s current birth policy, for example, is
ethically illegitimate. Town dwellers in many provinces suffer pay cuts of 20%
for both parents per ‘surplus’ child. This is permissible according to the four-
fifths rule, but additional monetary disadvantages apply (in comparison with
one-child families), constituting a violation of the rule.

The easiest way to make such calculations is to compare scenarios in which a
couple decides to have either too many or too few children. If we compare two
different couples A and B, we must assume that the differences in the couples’
income is due solely to the number of children.

Paul Ehrlich suggested in 1968 that parents with an income of $ 25,000
should pay additional tax for the first two children ($ 600) and $ 1,200 for all
additional children (Ehrlich 1968, p. 108). If we assume a rate of personal tax-
ation of 15%, a couple with no children would have an available income of
$ 21,250; a couple with four children would have $ 17,650. This would be com-
patible with the four-fifths rule. As soon as this couple has afifth child, how-
ever, the state would intervene too starkly, leaving them withyénly $ 16,450.

Ehrlich’s system of financial control has one main disadyantage: there is no
upper limit on the maluses imposed on couples with alarge number of chil-
dren. It is preferable for financial steering systems gO)calCulate financial maluses
in relation to income. These must exclude the sficome necessary to ensure the
minimum acceptable standard of living. Let us assume that an emerging econ-
omy in Asia, with an average annual income of € 10,000, introduces the fee
shown in Table 8.3 within the framework ef an anti-natalistic birth policy. A
couple’s relative income status would vary no more than 20%, no matter how
many children they have.

Of course, a suitable system could be designed featuring positive, rather than
negative financial incentives, Bonuses could be awarded as in Table 8.4.

Though they sound positive, so-called financial incentives are not free of co-
ercion. In the example mentioned above, a middleclass couple with two children
and an annual incomesof € 10,000 (realistic for developing countries) receives
state benefits of €2;000 per annum. If they have a third child, they loose this

Table 8.3 One anti-natalistic population policy based on the four-fifths rule and a malus
system (source: present author)

Number of children Negative child benefit
(as % of lifetime income, not cumulative)

1 _

2 _

3 5

4 10

5 15

6

or more 20
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Table 8.4 One anti-natalistic population policy based on the four-fifths rule and a bonus
system (source: present author)

Number of children Positive child benefit
(as % of lifetime income, not cumulative)

1 20

2 20

3 Discontinuation of bonuses paid for 1st and
2nd child

support. Since bonuses are clearly less ethically problematic than maluses, one
might propose an upper limit of 22.5 or 25% (rather than 20%). As mentioned
before, however, the four-fifths rule is a rule of thumb only. The etucial point
is that people are coerced into refraining from having childrén even by positive
incentives, once these reach a certain level. If positive, ehild’benefit amounts
to 50% of annual income and is valid only for two-childshouseholds, this puts
huge pressure on couples who wish to have a third.child; they would probably
refrain from having a third child as a result.

Another point is that negative and positiv€ incentives differ in their conse-
quences for state finances. While financial 4nalification systems increase the in-
come of the state, bonus systems are a drain on its budget. Here, international
donors have a duty to help developing, countries convert malification-based
systems into the ethically less problematic incentive systems.

8.13 Arguments Against the Four-fifths Rule

1. Financial boniises or maluses are socially unjust because it is easier for rich
people to have'the number of children they want. This argument applies with
greatest force to one-off financial bonuses or maluses. It does not apply, for
example, to the birth policy described in Tables 8.3 and 8.4 because here the
financial bonuses or maluses are income-related. However, one might still
argue that it is easier for a person with an annual income of € 1 million to
pay € 200,000 as malus than for a person with an annual income € 100,000
to pay € 20,000. As a rule, the income necessary to a minimum acceptable
standard of living (in a particular country) should therefore be tax-free. In
other words, governmental birth policy should never cause poverty. A situa-
tion in which the birth policy would not apply to the poor could be avoided
by introducing a system combining bonuses for the poor with maluses for
the rest of the population. This is ethically unproblematic as long as the
four-fifths rule is observed.
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The four-fifths rule could also be adapted to produce a system of progres-
sive taxation. However, the broader issue of whether a progressive or linear
tax system is fairer is subject to heated debate the world over. Lack of space
prevents us from discussing this subject further here.

2. The four-fifths rule is not practicable for the least developed societies because
they lack a monetary system. This objection is valid to a certain extent. If
in a country like Laos a village is promised a well if all its members refrain
from having a third child for a 5-year period, the material changes in living
standard is hard to quantify. But with some assumptions and calculating, it
is still possible. The four-fifths rule might be primarily applicable to mon-
etarized societies but not solely. The train of thought is the same for non-
monetarized societies; it is only more difficult to calculate when it comes to
implementation.

3. The four-fifths rule will make the poor poorer because it is designed for devel-
oping countries. This is not true. It is designed for every country of which
the government thinks that it would be beneficiary for the/future citizens to
belong to a smaller generation than be without an anti-natalistic policy. I left
the question open to which countries this pertains{ But the assumption that
countries with the biggest ecological footprintdte currently overpopulated,
as posited by Paul Ehrlich, is debatable.

4. It is impossible, given the labyrinthine nature of current financial incentive sys-
tems in most states, to assess whether twe,contrasting decisions on how many
children to have would lead to a difference in income of more than 20% as a
result of state birth policy. 1t is true that most states currently have extremely
complex negative or positive incentive schemes in their family or birth pol-
icies. This would appear to be'awargument for more transparency in relation
to birth policy, rather than'against the four-fifths rule.

S. Financial steering mechdnisms are unnecessary because there are equally ef-
fective and ethically'less problematic alternatives. A state should, of course,
always utilize indireet and appellative anti-natalistic birth policy measures
before turningiterfinancial steering mechanisms. However, it is unlikely, for
instance, in, those countries of which the population is set to triple by 2050,
that such measures would be sufficient. The notion that the various options
open to states are equally efficient is, as we have seen, incorrect. There is no
doubt that the more inflexible, strictly implemented measures are the most
effective.

6. Coercion can never be ethically legitimized. Anyone raising this objection has
failed to understand the purpose of the present work, which was to investi-
gate at what point financial steering mechanisms may be described as coer-
cive. Those who claim that all bonuses and maluses aimed at influencing citi-
zens’ behaviour are ‘coercive’ are simply misusing the concept of coercion.
The question of where coercion begins and ends will, however, be debated
by demographers and ethicists well into the future.
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Chapter 9

Changing the German Constitution in Favor
of Future Generations — Four Perspectives
from the Young Generation

Marco Wanderwitz, Peter Friedrich, Anna Liihrmann,
Michael Kauch

translated by Michelle Wenderlich

9.1 Introduction, by Joerg Tremmel

In Berlin, 100 Representatives of the Bundestag h@ve introduced a bill to add
the principle of intergenerational justice to th€)Constitution (http://dip.bun-
destag.de/btd/16/033/1603399.pdf). Since autumn 2003, the Foundation for the
Rights of Future Generations (FRFG) has,fought both inside and outside of
Parliament for this bill. In more than asdezen workshops, representatives of the
foundation met with young Representatives to work on its formulation. The
proposed bill (16/3399) was introdueed by 27 Representatives of both the CDU
und SPD, as well as 25 Greens and 21 Representatives from the FDP. With a
new Article 20b, the state will'be’ bound to better protect the interests of future
generations. The text is.as¥follows: “The state must consider the principle of
sustainability and must,protect the interests of future generations in its deci-
sions”. In addition, ‘Acticle 109 of the state’s financial guidelines would also be
expanded to limitthe national debt.!

The younger Representatives in Parliament have thus started a new “genera-
tional project”. They will no longer accept that the costs of today’s actions (or
lack thereof) are laid on future generations. It is they who will be held respon-
sible for today’s policies, after their older colleagues have long retired. For the
first time the Left-Right spectrum is being replaced by a Young-Old spectrum.
This alliance is limited, however, to this single effort.

' 1In the German original: Article 20b: “Der Staat hat in seinem Handeln das Prinzip der
Nachhaltigkeit zu beachten und die Interessen kiinftiger Generationen zu schiitzen”. Article
109, Paragraph 2: “Bund und Lander haben bei ihrer Haushaltswirtschaft den Erfordernissen
des gesamtwirtschaftlichen Gleichgewichts, dem Prinzip der Nachhaltigkeit sowie den Inter-
essen der kiinftigen Generationen Rechnung zu tragen”.
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The representative of each party for this initiative was requested to answer
the following two questions:

1. Why, from your (Christian democratic/Christian social, social democratic,
green, liberal) perspective, does the anchoring of intergenerational justice
and sustainability make sense?

2. How would you evaluate the process of cooperation on the initiative up to
this point?

9.2 Intergenerational Justice from the Perspective
of the Christian Democrats/Christian Socials,
by Marco Wanderwitz, Member of the German
Bundestag (CDU)

For years, demographic change and intergenerational justigeshave stood in the
center of the work of the younger Representatives of the.Youth Caucus of the
CDU/CSU (“Junge Gruppe”). We see intergenerational justice and sustainabil-
ity not only as principles of environmental policy,—that is, of course, a main
point — but also as part of social and financial pelicy. Demographic change,
with continually lower birth rates, family pelitics is another field of politics,
that we are willing to handle with much mete intense by the way not only from
that point of view, are leading to a social seCurity system where the needs of
the older generation must be met by dn ever smaller group of wage earners. At
the same time, the burden of taxe$.and repayment of state debt are falling on
ever fewer shoulders.

This situation requires notlenly substantial reform and revaluation of the
social security system and budget process to enable us to support them over
the long term, but alsofa comprehensive inclusion of principles of intergenera-
tional justice in all faeetS of the political system.

In day-to-day work in a democracy, there is a tendency to prefer the needs
of the present, andtoday’s voters and special interests. This structural problem
has the consequences that today’s policies are made mostly to the detriment of
future generations. In addition, our Constitution currently effectively protects
only the rights of present generations. Together with the bias toward the pres-
ent, this policy leads to the end outcome of visible and ever more immanent
state indebtedness. Time and time again, our burdens are pushed onto the fu-
ture. The freedom and flexibility of future generations to shape their own pol-
icies and world is nearly being taken away. Despite the fact that Article 115 of
the Constitution contains intended checks on debt accumulation, a mountain
of debt can still be acquired without direct consequences.

The anchoring of intergenerational justice in the Constitution, as an aim of
the state through a new Article 20b and a revision of the existing Article 109 in
the budget policy, should make the state consider and protect the interests of
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future generations in its policies. With the adoption of intergenerational justice
in the Constitution, all branches of government, but especially the legislative,
will be charged with institutionally implementing intergenerational justice. It
should then be possible to anchor generational accounting and further assess-
ments of intergenerational justice in the consciousness of politics and society.
We politicians then must be conscious that the younger and coming genera-
tions in Germany need a sign of a change of course in the direction of intergen-
erational justice, in order to have a viable future for our country. Its definition
as a goal of the state would be such a sign.

The common goal of the sponsors of the constitutional reform is to create
a fair balance between individual responsibility and solidarity for each genera-
tion, and also between generations. All of the four parties agree on this goal,
albeit not on how to achieve it. The adoption of the change is not primarily
a question of which party one belongs to, and the crossing of party lines and
cooperation that has lasted now over years show the seriousnessyand commit-
ment of the Representatives. This is not glorious work. Théléng and intensive
process of unifying the format of the changes has shown that Representatives
are willing to lead constructive discussions, and reagh‘¢ompromise independ-
ently of their party membership. Our work is abové€jall'goal-oriented and prag-
matic. Nevertheless, is it clear to the 100 co-sponsors that each party has its
own priorities, and thus will also differ in opinion over the implementation of
the reform. We prefer, however, to first passithe reform, before we discuss these
issues.

9.3 Intergenerational Justice — The Social Democratic
Perspective, by Peter Friedrich, Member
of the German Bundestag (SPD)

Together with @ther parliamentary groups, the SPD re-launched the nonparti-
san initiative to implement the principles of intergenerational justice and sus-
tainability in our Constitution in the summer of 2006. The initiative has been
suspended in the last parliamentary term due to the reelection in 2005. About
100 members of the parliament from different generations support the project
to change our Constitution in order to make intergenerational justice and sus-
tainability an aim of our state. The initiative is based on the belief that the ad-
justment of politics to support intergenerational and sustainable policies needs
a broad consensus among all parties. For this reason, representatives of four of
the present five parliamentary parties support the initiative: the Social Demo-
cratic Party (SPD), the Christian Democratic Union (CDU), the Free Demo-
cratic Party (FDP), and the Alliance 90/The Greens. Only the Left Party rejects
the idea entirely. The broad consensus of four political parties is rather unusual
in German politics, and emphasizes the importance of the project. We are uni-
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fied in the goal — even though we differ in opinions how to reach it. I witnessed

the cooperation between the young members of parliament of all parties to be

very constructive and collegial.

The bill aims to introduce a new Section 20b into our constitution, within
the section where the aims of our state are defined, and to change Section 109,
where the national budget policies are laid down, as follows:

* Section 20b: the state must consider the principle of sustainability, and must
protect the interests of future generations in its decisions.

* Section 109, Paragraph 2: in managing their respective budgets, the Nation
and the Lander shall take due account of the requirements of the overall
economic equilibrium, as well as the principle of sustainability and the inter-
ests of future generations.

The needs of the present generations have to be reconciled with the life pros-
pects of future generations. Political action must be sustainable‘and intergen-
erationally just. But in political day-to-day business, the costs of our decisions
are often transferred to future generations, a fact that can easily be seen in our
enormous national debt. This indebtedness restricts the ©pportunities of future
generations to design policies, and narrows their fréedem to create their own
future. The constitutional amendment would obligate all branches of govern-
ment, especially the legislative, to respect thesinterests of future generations,
and to consider the long-term effects of present/actions.

We understand intergenerational justiceas part of an extensive concept of
sustainability, which applies to all political fields in a way similar to the prin-
ciple of the welfare state as stated in Section 20a.

We must grant future generations’the opportunities to make their own de-
cisions, to design their own future. That should not be limited to eco-policy
and energy policy. It alsosshould comprise the sphere of finance, education,
the labor market, and healthcare. And to base this sustainable and responsible
policy on a solid and ‘lefig-term foundation, we advocate the constitutional
amendment.

Like the requirements of the welfare state, the concepts of intergenerational
justice and sustainability are far from clear. They are, in fact, quite vague in their
meaning. But that is no reason to abandon these concepts. And, of course, our
initiative is not undisputed, even among our own ranks, especially with regard
to the relation between sustainable financial policy and the consolidation of the
national budget. But it is, and has always been, the specific legal and political
applications of our laws that make these living and relevant to our time.

In my opinion, social democratic politics is based on at least two funda-
mental principles. The first is the strong conviction that the concept of justice
has to be a guiding principle in politics. Persons, facts, and issues have to be
treated equally under equal or similar circumstances. Second, we believe that
one significant condition for the survival of our community, and to maintain
the human face of our society is that every part of our society, especially the
leaders of politics and economy, must show solidarity with one another. When
shaped by solidarity, our society keeps a promise to everyone: no matter what
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will happen, we will not let you down, you will not be alone, and we will help
you out. Solidarity is the only kind of insurance that is able to forgive personal
failure. With these two concepts in mind, it should be clear that we will always
need a system that balances between the poor and the rich, between the genera-
tions, between the young and the old, and between healthy and sick persons.
Therefore, intergenerational justice is part of a broader concept of justice, as
one fundamental pillar of social democratic politics. The vision of social demo-
cratic policy is made up of the realization of the political, social, and economic
basic rights through their effective institutionalization.

Modern civilizations can not be governed only by appeals to personal con-
science. In order to substantiate our moral values on a stable, reliable, and last-
ing foundation, we have to lay these down in the general conditions and rules
of our society. And the most important framework of our society is our basic
constitutional law. With the implementation of intergenerational justice and
sustainability in our Constitution, all branches of governmentsespecially the
legislative, would be charged to realize intergenerationally just and sustainable
policies. Every political decision-making process would have to be vetted to
meet the requirements of the principles of intergen€rational justice and sus-
tainability.

Beside the institutionalization of these basi¢"sights, we have to ensure that
all members of our society have the feeling that the distribution of achieve-
ments, life prospects, social participation, éducation, etc. are just in our society.
The degree of the realization of justice il our society serves as the legitimizing
factor of our politics. Our decisions teday directly affect the lives of future
generations, and are often made to,their detriment. With the implementation
of intergenerational justice and'Sustainability in our Constitution, a first im-
portant step would be made t6 put an end to this injustice.

Intergenerational justiceddemands that the present generation fulfils its needs
without risking that future generations can not fulfill theirs. In my opinion, the
indebtedness of ouristate, for example, contains a deep injustice, even outside
of the burden it presents to future generations. The debts of today are the taxes
of tomorrowaMeoreover, the national debts, and the payments of interests cor-
related with these work as a reallocation from bottom to top. The money for
interest payments is acquired from the national revenue. Consumption tax and
wage tax amount to 75% of our tax budget. Every fifth Euro from the tax bud-
get is spent on interest payments. So, we burden the working people in order to
pay the interest of wealthy people. And that can not remain that way. Beside
the question how to consolidate the national budget, it is in the interest of the
next generation to reduce the national debts in order to break through this re-
allocation.

Intergenerational justice is also always linked with the conflict between the
poor and the rich. Future generations want to know what kind of society they
will be born into. They ask how just the society is, and how wealth and property
are distributed in it. The incomes of private households have been going down
for years. Furthermore, the incomes are unevenly distributed. The poorest 20%
of the population have only 10% of the total income. The richest 20% have 36%



168 Marco Wanderwitz et al.

of the total income. The picture is similar with respect to the distribution of
wealth and assets in our society. The wealth of private households correlates di-
rectly with their income situation. The poorest 50% of private households have
only 4% of the total wealth at their disposal. By way of contrast, the richest
20% possess about 70% of the total wealth in our society. Available income and
wealth both define the position of our citizens in society. Thus, one major task
is to create jobs, and to improve the chances for the next generations on the job
market. In order to achieve this goal, we have to increase our investments in
education and research.

Furthermore, the additional costs of demographic change have to be re-
flected in our tax system. In my opinion, wealth tax and inheritance tax play
a crucial role in this formulation. Moreover, we have to adjust the taxation of
the various kinds of wealth. In this context, I also want to mention that the
financial elite are able to manage their lives without their own effort, simply
by investing their capital. It is not their business ideas, not a néwyproduct or
service, not their own work that are the source of their wealthy/If you assume
further that inheritance is one of the most significant kinds of wealth forma-
tion, the financial elite are able to live from the efforts ©f\their ancestors. But
this diminishes the innovative ability and strength ofgOur Society.

Campaigning for the weak, for the poor, and¢for unprivileged people has
always been part of the self-conception of social ‘democratic policy. Yet the
needs of future generations are hardly borneéyin' mind in the decision-making
processes of today. They have no voice. Withethe implementation of intergen-
erational justice and sustainability in our Constitution, we will ensure that
the needs of future generations will be.onsidered in the political decisions of
today.

9.4 “We Have Only, Borrowed the Earth from Our Children” —
The GreentPerspective, by Anna Liihrmann,
Member, of the German Bundestag (Green)

This slogan, which was already on the campaign posters of the Greens 20 years
ago, is today more current than ever. Intergenerational justice was a part of the
conception of justice of the Greens from the beginning. This concept makes
the original green conviction clear that only politics geared toward the future
can be good politics. Political decisions must be sustainable, meaning that they
may not have negative consequences for future generations. Future generations
should have at least the same opportunities in life as people living today.

In the public debate, however, intergenerational justice is being used ever
more frequently as a synonym for “the younger generation wants to take the
retirement system away from the older”. With sound bites designed to provoke,
colleagues in my generation aim to get media attention, but so garner only fears
from the older generation.
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But this is not about a “war between the generations”. Of course, the younger
generation wants things to go well for their parents and grandparents. We have
a lot to thank them for — growing up in peace and prosperity, our upbringing
and education, and much more. And by the same token, the older generation
of course wants their children and grandchildren to have a secure future. So,
we should not let the MiBfelders* and Hirrlingers® of this world convince us to
start a generation war. We have collective problems that we can solve only col-
lectively.

The future of our children has been jeopardized by ecological depletion, as
well as short-sighted social, economic, and financial policies for a long time
already. It is high time to act.

Intergenerational justice offers the chance to take a long-term look at pol-
itics. Our democracy now obviously has a deep-seated structural problem: its
bias toward the present, and disregard for the future. Only people living today
take part in elections, and in the majority, from politicians theyswant answers
only to the problems that face them today. It is thus rational’for politicians to
satisfy first the wishes of the populace that were expresséd in the last elections,
or perhaps those that will be issues in the next. The(flaws of the government
can so be explained, but that does not excuse pla¢ing burdens on the future
with an excessive national debt. In environmentéal and energy policy, the effects
of today’s actions can extend particularly far into the future, as some policies
can cause irreversible damage. We need totinvest in sustainable education and
research, instead of concentrating on the§eshort-sighted programs, which will
not be sufficient to solve our problems.

We are making the same mistakessas previous generations. Many problems
that will face us in the future are'already known. Measures to solve these prob-
lems early, however, are not politically feasible, because they do not currently
have direct effects on the lives of voters.

Intergenerational justice in the Constitution should put an end to short-
sightedness in Germam politics, and institute an equality of opportunity be-
tween generations;

Some examples from current political debates illustrate this problem.

* Researchers have been warning us for decades about global warming. The
Alliance 90/The Greens have been fighting just as long for initiatives in this
field. Earlier, we were laughed at by the other parties — now, they are trying
to address the issue, but with inadequate copies of our original propositions.
Even so, political initiatives up to this point have been insufficient. We have

2 Philipp MiBfelder, a former speaker of the “Junge Union” (the youth organisation of the

Christian Democrats), generated a media outcry when he said: “I don’t like the idea that an
85-year old can receive money from the social security system for hip replacements. Earlier
they just used a cane”.

3 Walter Hirrlinger, born in 1926, is the president of the “Sozialverband VdK Deutsch-
land”, a pressure group advocating for the rights of veterans and retired persons.
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not instituted necessary reforms like the removal of tax exemptions from air
travel, the introduction of CO, limits for trucks and vehicles, or the institu-
tion of a trading system for industrial pollution.

* For decades, the national debt of Germany has been growing ever larger. In
principle, there is nothing against state debt, but these debts must be paid
back in good economic times. At the moment, a large part of the interest
payments of around 45,000,000,000 Euros a year is paid with the taking
up of new loans. Our current options of how to deal with debt policy are
already being limited. And the debt burden itself grows at a rate of 2,113
Euros per second, further limiting the options of future generations.

* The unemployment rate of older workers has been above the national aver-
age for years. However, there are still no retraining and lifelong learning pro-
grams that could effectively work against these problems.

* The left within the SPD is arguing against the initiative of younger Repre-
sentatives for the implementation of intergenerational justice imsthe Consti-
tution, stating that “the interests of future generations canngt be known to
us”.

These examples make frightfully clear the importanée'ef an all-encompassing
commitment to the rights and opportunities of future generations. The 2002
platform of the Alliance 90/The Greens already addressed this issue compre-
hensively, and took the principle of intergenerational justice as a foundation in
various policy areas. Therefore, we are yery-happy to have reached a prelimin-
ary decision about the development of the bill with the SPD, CDU, and FDP
in October of 2006.

Many of the suggestions of Fhe'Greens dealing with intergenerational jus-
tice over the past decades didynot have public opinion on their side. However,
our constant demands forsustainable policies, once a political disadvantage,
have now become an advantage. We can show that long-term sustainable envi-
ronmental policy helps‘eut children’s children, even when it brings with it some
unpopular measures, The best example for this is the introduction of the eco-
tax as part of the ecological financial reform. Green ideology has been decried
for years, but few today doubt its effectiveness.

In addition, the SPD-Green coalition has already succeeded in instituting a
sustainable, climate-friendly energy provision during the last legislative period.
The Renewable Energy Bill is an important building block for generationally
just energy and environmental policy. By supporting the development and use
of renewable resources and energy, we protect our natural resources. At the
same time, renewable resources have turned into an important factor for the
economy. The national allocation plan is a precondition for the trade of emis-
sions as a central element of a climate policy that is based on market forces,
rather than government regulation. Moreover, environmental protection creates
jobs. Already today, more than 130,000 people are working in the renewable en-
ergy industry — more than in the coal and nuclear energy industries combined.
Through ecological modernization, we can invest in, and export innovation.
Whoever sees environmental policy as a hindrance to growth is stuck in the
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past, because building a sustainable economy offers us a chance to create new
economic sectors, jobs, and prosperity for the future.

But there is still much more to be done — also outside of environmental pol-
icy. In social policy, no solutions are currently being found to deal with the bur-
dens of the retirement and pension system. Moreover, demographic change will
burden all future generations more than that of the present. Other examples
come to mind concerning budget policy, when we have to take out a credit to
pay off debts that earlier generations accumulated. All of these aspects should
at long last gain the importance they deserve, through a foundation of inter-
generational justice in the Constitution.

One goal of our initiative is to generate a wide public discussion on the issue,
and gain further support for the goal of sustainability. Of course, not all the
details of the bill have yet been clarified, and the content of the changes to the
Constitution will necessitate further political compromise.

But by and large, we can evaluate the whole process as alproductive one.
Also within the core group of supporters, a new type of political understanding
has developed: young, pragmatic politicians who can agfecjon collective meas-
ures to address future-oriented policy. To be sure, théymedia has viewed the
process as a curiosity, convinced that it must be led’along party lines. But in the
long-term green perspective, we view this consefisus'as a constructive basis on
which to build sustainable ideas of intergenerational justice in the future.

9.5 Intergenerational Justice,in the Constitution —
The Liberal Perspective, by Michael Kauch,
Member of the Geriman Bundestag (FDP)

The Constitution proteets the freedom of today’s citizens, and sets limits on
state actions. There aré no limits, however, on constraining the freedom of fu-
ture generations. If is even politically attractive to deliver goods to today’s vot-
ers, but foot the bill to our grandchildren and great-grandchildren.

Intergenerational justice mostly takes place today as compensation for the
different interests of the present generation. The interests of future generations,
however, are hardly considered in the political decision-making process. To be
sure, we set “sustainability” and “intergenerational justice” as goals in the dis-
cussion of political and social issues, but this rarely translates to actual applica-
tion in laws. We need effective, long-term politics. Sustainable politics will work
for our grandchildren as well. It is not only an insurance of the future of coming
generations, but also a recognition of the achievements of the older generation.

For liberals, intergenerational justice is the fulfillment of the social, eco-
logical, and economic interests of current generations, without incommensu-
rately encroaching on the prospects of future generations. The FDP has rec-
ognized the principle of responsibility for coming generations since 1997 in its
Wiesbaden resolution, as well as advocating a socially and ecologically oriented
market economy.



172 Marco Wanderwitz et al.

We face large challenges, particularly in the area of securing our natural
basis of existence. We especially need to protect the climate, develop an energy
system designed for the future, and protect biological diversity, and thus the
genetic reproduction potential of our planet. To act to protect the interests of
today’s youth and future generations, we need to invest in research and devel-
opment of these areas, and institute market incentives and a legal framework
for dealing with these issues.

Social and financial sustainability is particularly endangered today. National
debt, and a social system without financial backing lead to exploitation of
coming generations. The financing of the social security system is in danger
especially when one considers the effects of demographic change. The system
must be reformed. The problems of financial support for retirement, health,
and old age care are above all questions of finding a balance of contributions
between generations. Of all parties, the FDP sees the largest role for individual
responsibility within the context of intergenerational justice: omly when the
social security system moves toward private accounts can thésystem truly be
sustainable. Only this efficient and consistent approach to financial backing of
the retirement, health, and old age care systems will pres€éntan answer to demo-
graphic developments.

The liberals want an ordered withdrawal from¢the overburdened and heav-
ily indebted state. Thus, the “modest state” must be*constitutionally anchored.
The heaviest burden of future generations is the ever more quickly growing na-
tional debt, which translates into highertaxXes and contributions in the future.
This terrible debt takes away from future'generations the freedom and oppor-
tunities, and possibility to shape polities. The alteration of Article 109 in the
Constitution will hinder the ability'of the Nation and Lander to borrow more.

The FDP is also the only party to speak for a reform of the limits to debt in
the state’s financial guidelines;,t6 stop the path toward a nation of debt. Those
who want to permanently, abolish state debt must forbid the uptake of new
debts in the Constitutions The FDP supports a further reform of Article 115,
implementing the @pplication of the Maastricht criteria in the Constitution.
Additionally, the possibility for exceptions to the prescriptions of Article 115
contingent on economic conditions should be reduced.

The implementation of intergenerational justice and sustainability in the
guiding principles of the Constitution will present the state with legally bind-
ing impacts. Every government is responsible for respecting and adhering to
its laws and decisions. As a directly specified goal of the state, the principles
of intergenerational justice and sustainability would receive a higher priority.
They give a clear charge to lawmakers to implement future-oriented policy.

The liberals also emphasize intergenerational justice as part of the national
sustainability strategy. For a long time, we have advocated the creation of of-
ficial balance of accounts between generations. In this intergenerational ac-
counting, the contributions and burdens of society in regard to coming gen-
erations should be compared. Thus, we could see the relationship between, on
the one hand, contributions in education, support for children and youth, and
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investments in infrastructure, and on the other hand, social security, national
debt, the pension system, and environmental damage. This would create trans-
parency, and form the foundation for a systematic evaluation of the intergen-
erational contract for lawmakers.

In our nonpartisan initiative to introduce intergenerational justice in the
Constitution, our aim is to codify intergenerational justice as a goal of the
state, and as a foundation for the national and Lander budget processes. We
are unified in the goal to require the protection of future generations within the
Constitution. A new Article 20b will be added: “The state must consider the
principle of sustainability and must protect the interests of future generations
in its decisions”. This would be an expansion on the 1994 addition of Article
20a mandating ecological sustainability.

The anchoring of intergenerational justice and the principle of sustainabil-
ity in the Constitution would allow coming generations a greater influence on
political decisions. The important thing for now is introducifiggthe debate of
intergenerational justice into the political arena, so we carftlater address ways
to reach this goal.

The young representatives in the German Bundestaghave succeeded, despite
political differences, in creating a central goal ofgfuture-oriented policy. This
is promising for the development of a national@ustainability strategy. It hope-
fully will also mean that the parliamentary committees on sustainable develop-
ment can orient themselves toward long-térm goals, not only those focused on
the next election.






Chapter 10

Demographic Pressure and Attitudes Towards
Public Intergenerational Transfers in Germany —
How Much Room Left for Reforms?

Harald Wilkoszewski

How a minority,
Reaching majority,
Seizing authority,
Hates a minority.

Leonard H. Robbins,
on the elderly

10.1 Introduction

Intergenerational transfer§ itransmit goods (money, time, education) from a
member of one to angther’generation. These transfers can be split into two
main categories: public s€ctor transfers, where the state reallocates, e.g. money
via taxes and benéfits'between different generations; and intra-family transfers
where, e.g. a grandfather is supporting his grandson by financing part of the
grandson’s university education, or a daughter is taking care of her disabled
mother. The last two examples show another dimension of intergenerational
transfers: they can be directed either upwards, i.e. from the younger generation
to the older one, or downwards (vice versa). For centuries, the direction of the
net transfer (both public —in its early forms — and intra-family) has been down-
wards: generally speaking, the generation of parents and grandparents invested
more in their children than they received from them when they where old (Lee
2003).

Both public and private intergenerational transfers are large and have an
enormous impact on the wellbeing of all societies. Each young generation has
to rely on the resources which the older members of the respective society de-
vote to their health, education and sustenance. In the modern society, too, the
wellbeing of the elderly depends on social programs which provide healthcare
and income support (Mason et al. 2006).
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Demographic change is radically altering this relationship between gener-
ations, especially when we look at public sector transfers: longevity and low
fertility rates are exerting increasing pressure on all Western European social
security systems. As the percentage of older people grows, ever more money
has to be spent on benefits for the elderly, in particular pensions. In Germany,
the share in the total population of people aged 60+ is expected to rise from
27.2% in 2000 to 49.2% in 2050 (Adolph and Heinemann 2002). As the number
of people of working age declines, the financial burden for each member of this
group increases significantly. National budgets may also be affected in terms
of increasing deficits, if governments cannot simply transfer all costs to the
younger taxpayers immediately.

In 1984 this issue was broached by Samuel Preston, who claimed that higher
benefits for older people in the USA were financed by cutting benefits for chil-
dren and younger people (Preston 1984). An OECD report on educational sys-
tems lends support to this hypothesis as far as Germany is concetned: the Ger-
man national budget is providing ever fewer resources for education whereas
the costs for pensions are exploding (OECD 2004).

In addition to the situation described above, there has'been a trade-off be-
tween public sector and intra-family transfers: in Gefmany, for example, inter-
generational transfers have been moved graduallyfnto the state’s sphere of re-
sponsibility by implementing the Bismarckian system of public social security.
Consequently, people relied less on intra-family transfers than they did previ-
ously.

In the light of recent demographie changes, social systems have to be re-
formed substantially, but room for referms may be small. Benefits for older
people will have to be cut to a certamn extent (e.g. by increasing the retirement
age). Whether older people will'be willing to accept reductions in their bene-
fits or an increase in the benéfits for the younger generation depends largely
on their political and social attitudes: are older people driven by “altruistic”
motives and willing toicontribute to the reduction of burdens on children by
lowering transfers f6*themselves? Or are they “egoistic”, in the sense that they
prefer to maintainjor even increase the level of transfers to themselves? Are
these attitudes determined by age or membership of a certain generation? What
role do other factors, such as socioeconomic status or the number of children,
play? In fact, the question of whether a person remains childless or not may de-
termine the extent to which this person is “altruistic”, i.e. accepts public sector
transfers to the younger generation.

As the electorate is aging even faster than the whole population—in Ger-
many, the median age of the electorate today is 47 years and is projected
to be 54 in 2030 (Sinn and Ubelmesser 2000) — and at the same time voting
turnouts in older age groups are generally higher than those for younger age
groups, the question is whether there is only a small “window of opportunity”
left for policymakers to implement necessary reforms. Another limiting fac-
tor for reforms may be the level of the self- and special-interest organization
of the elderly in the political system (Leisering 2000). In early 2005, roughly
2 million people—i.e. a relatively small group, compared to the total popula-
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tion of Germany-voiced strong opposition to the labour market reforms in
Germany. Continuous demonstrations were organized by this group, forcing
the government in the end to change some elements of the reform. This may
foreshadow what might happen in the future concerning the implementation
of reforms of pensions and other social benefits. However, the scope for public
transfer reform is also dependent on whether the older generation is capable of
putting its interests through in the political system.

In terms of research, the question of intergenerational transfers and demo-
graphic change has been addressed mainly by economists aiming at measuring
the extent and direction of transfers between generations, as well as by soci-
ologists and psychologists analyzing the underlying motives of transfers. The
latter two, however, focused on private intergenerational transfers, rather than
public ones. This chapter aims not only at complementing the few existing stud-
ies on preferences towards public transfers in Germany, but also at developing
a wider research perspective by adding a political science approaeh: The central
question addressed here is to what extent growing numbets’of older people,
combined with their possibly unified preferences concefning public transfers,
may limit the scope of necessary social policy reforms:

An analysis of this question has the potential“to €ontribute to the scien-
tific understanding of transfers in a policy-relevant way in the sense that the
(political and social) interests of different groups in the modern welfare state
depend largely on rights and duties to which they are entitled according to
chronological age. The factor of age, ind system where access to and restric-
tion of benefits is so heavily based on this variable, can be disregarded only as
long as the system is stable, i.e. eyery.age group is treated in the same way as its
counterpart in the past or in_the future. However, demographic change poses
major challenges to all modern®welfare states. Unequal treatment of different
age groups, therefore, is to be'expected in the future and, in turn, this may result
in the group’s refusal t,accept political reforms.

The structure of (the chapter is as follows: we first give theoretical consid-
erations on the wader context of the research question (Sect. 10.2) and focus
particularly en‘reviewing the importance of preferences within the analysis
of intergenerational transfers, including a summary of existing findings (Sect.
10.3). On the basis of recent survey data, we then provide descriptive as well as
analytical statistics to investigate whether there is an age effect in transfer pol-
icies in Germany (Sect. 10.4). Section 10.5 summarises the findings briefly and
gives suggestions for directions of future research.

10.2 Theoretical Starting Point — Mannheim’s Concept
of Political Generations

Whereas most of the studies dealing with the determinants of intergenerational
transfers argue that these transfers are the result of private cooperation and so-
cial contracts which are guided by altruism and efficiency concerns (Becker and
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Murphy 1988), there has been research work which models transfers as the out-
come of political processes in which the magnitude and direction of transfers
reflect the political power of the elderly relative to other demographic groups
(Preston 1984; Galasso and Profeta 2002; Razin et al. 2002). In these models,
the existence of social security is theoretically explained by political competi-
tion between two groups — young vs. old — each of these putting pressure on pol-
itical decision makers in order to make gains in the transfer exchange with the
other group. Thus, the final policy outcome — in this case, the intergenerational
transfer — depends on the groups’ sizes.

With regard to a broader theoretical perspective, Karl Mannheim’s concept
of “political generations” seems to provide a useful framework; it is derived
from his seminal theory of generations (Mannheim 1964). The core idea is that
a generation can be the focal point of common interests and, therefore, has the
potential to be the basis for collective mobilization: a common generational
positioning within the social sphere may be transformed, throughsthe influence
of a historical, political or social change, into a generational coutext and, even-
tually, form generational units of which the members not (only identify them-
selves through a collective consciousness but also can form a powerful societal
group under certain conditions. One of these conditions is the identification
with the other members of the same generationgWwhich can be tested empiri-
cally by the level of (political) self-organization of the respective generation
(Kohli 1996; Dunham 1998).

Even though exposed to some critiques (€ige Attias-Donfut and Arber 2000),
Mannheim’s concept has experienced a revival in sociological studies on trans-
fers over the past decade (Kohli 1996,.2003b, Rosenmayr 2000; Szydlik 2000;
Dallinger 2002; Niethammer 2003).,Dunham (1998), for example, points out
that “most of the research has tésted the notion of a generation gap as a gap
between parents and childrend].”.] rather than reflected in a sense of common
identity with one’s age,group and a general distrust of all of those who are
older or younger. [.. ] There is little research examining the role of this type of
consciousness in pfoducing political action”.

We propose 4@ research framework which aims at contributing closure of
this gap with an analysis in the field of demographic change. According to
Mannheim’s theory, the formation of a political generation occurs in three
progressing steps (Kohli 1996), from (1) a common social location and experi-
ence, to (2) consciousness of this shared reality, and to (3) getting together to
form a unified political actor. In a corresponding analysis, the first step would
be formed by the changing demographic realities in Germany, as well as their
public perception, which has become ever more intense over the past years.
Especially the current generation of elderly seem to be more exposed to fun-
damental critique than the ones before. Rather cold-blooded claims by seem-
ingly uninhibited young politicians to, for instance, exclude hip replacements
for individuals at advanced ages from the benefit catalogue of public health
insurances appear more often in the public discourse. Partially due to the ex-
tensive discussion in Germany on demographic change and possibly shared
preferences concerning the relation between generations, the elderly might have
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been able to develop a common consciousness, which could be identified by
observing possibly unified political preferences amongst older people; whether
this has made the elderly a more powerful group within the political system
might then become apparent by the degree to which they organize themselves
in interest groups.

One critical point in this application of Mannheim’s theory could be that
demographic change is not comparable with the characteristics of a war or a
sudden social event with high impact, but rather the opposite, because it evolves
gradually and is at first barely noticeable. However, the effect which initiates
the formation of a generation does not necessarily have to be short and sud-
den, as Pilcher (1994, p. 491) illustrates with the example of the women’s move-
ment: “There has not been a “Wall Street Crash’ in women’s lives; the changes
in women’s lives have not occurred in a sharp, easily delineated manner”. The
same attributes of a slow, gradual alteration of the social situation applies to
the example of demographic change.

Another theoretical consideration which we already méntioned in the In-
troduction deserves closer scrutiny in this context: thé question of how an
age group’s size, intergenerational transfers and political power are intercon-
nected.

Parsons (1982) points out — actually 2 yearS)before Samuel Preston con-
firmed this guess (Preston 1984) — that due to the then expected sharp rise in the
ratio of the elderly relative to the working-age population, transfers to the older
generation were likely to increase, leadingte greater tax burdens for the welfare
state which, in turn, were expected 10 €xert pressure on public policymakers to
reduce pension benefits again. Howeyer, demographic change increases also the
voting participation of the agedy .eontributing to even more generous benefits
for the elderly. Galasso and Profeta (2002, p. 7) stress that “this size effect has
often been neglected in_the Social security literature [...], although it may be
crucial in analyzing theimpact of demographic changes on the political equi-
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librium”. In this context, Kohli (2005, p. 4) makes clear that in modern socie-
ties, age groups are not given naturally but are “socially constructed through
the institutionalisation of the life course. ‘“The elderly’ as a category are today
directly predicated upon the institutionalised age boundary of retirement”. In
other words, these age boundaries can be changed — even if at some cost —and
according to the hereby created new relative sizes of age groups, the distribu-
tional balance would be altered, too. Recently, the mandatory age of retirement
has been changed in Germany, and will be increased stepwise by 2 years from
65 to 67. However, this evidently marginal modification will not be able to sig-
nificantly affect the relative sizes of the age groups. Figure 10.1 illustrates the
theoretical framework developed.

10.3 Preferences Towards Public Intergenerational(Lransfers

Why is it important to consider preferences and their underlying motivations
when we want to analyze public transfers? In fact, takifgiinto account prefer-
ences brings in its wake three main methodological ptoblems. As information
on preferences can be retrieved solely by asking individuals, there is the danger
— as with all other survey data — that the expressed attitudes are unsystematic
and contradictory. Furthermore, it is not clear to what extent people’s prefer-
ences comply with their actual behaviour Finally, people may answer sensitive
questions in accordance with social desirability, rather than their actual beliefs
(Swift et al. 1995).

Apart from these conceptual.diffieulties, it would be possible to explain be-
haviour between generations = within the family as well as in the public context
— by more reliable socio-demographic variables such as income and wealth of
the giving generation, or'by the needs of the receiving generation. Relational
aspects such as geographieal distance, emotional closeness, or the frequency of
contact between théyoung and the old also may serve as explanatory variables
for transfers.

However, an explanation of transfer giving which is based solely on these
socio-demographic or other objective criteria must remain incomplete. For ex-
ample, Kohli and Kiinemund (2001, p. 5) have pointed out that there is “good
reason to believe that motives are important not only for the incidence and
size of transfers but also for their ‘quality’. For recipients, it makes a differ-
ence whether transfers from their family members are motivated by self-interest
(only) or (also) by love, benevolence, generosity or a sense of personal obliga-
tion”.

The ongoing pension policy debate in Germany provides an apt illustration
why motives or preferences — in this case, public acceptance of the so-called
generational contract — are crucial not only for family but also for public trans-
fer flows between the generations. As long as the generation of working age
perceives contributions to the pension system as insurance rates — and not as
taxes — it seems plausible that workers are more willing to make these contribu-
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tions to the elderly. On the other hand, a perception of pension contributions
as being pure taxes creates welfare losses by lower support for these transfers,
e.g. in the form of an increase of illegal activities in the economy (Borsch-
Supan and Reil-Held 2001). Surveys show that at the beginning of the current
German pension system in the early 1960s, most workers perceived pension
contributions as fair rates, whereas now the majority consider pension benefits
as transfers to the generation of the elderly which are linked only loosely to
their own contributions (Boeri et al. 2001).

A further reason for the importance of motives and preferences arises from
their relevance in structuring social relations as well as the political process. If
the outcome of public transfer policies is conceptualized as a result of negotia-
tions between generations, changes in the preferences of large social (or age)
groups — such as in the aforementioned example — serve as a crucial factor in
forming the preferences of a generation towards certain policies. Thus, motives
and preferences are critical because they affect the acceptaneeyof taxes and
contributions imposed by the state at the individual level. They also condition
the public acceptance of social security reforms on the(collective level (Kohli
2005). With regard to the research framework developed above, this is of high
relevance: if the preferences and interests of the elderly comply with what the
interest groups for these generations formulate gowards policymakers, then one
could speak of the emergence of a political generation in Mannheim’s sense.

On the basis of these considerations, the following section will first pres-
ent theoretical considerations of the underlying concepts of motivations and
preferences for transfers in general /These considerations will provide the basis
for identifying the main motives fonpublic intergenerational transfers. We then
conclude with an overview of the€eurrent state of research on preferences, with
a special focus on age-related differences.

10.3.1 Beyondithe Dichotomy of Altruism Versus Exchange:
Matiyations for Intergenerational Transfers

The two main motivations referred to in the research on both public and pri-
vate transfers (e.g. Feinerman and Seiler 2002) have been, on the one hand,
self-interest (exchange between generations) and, on the one hand, altruism
(Becker 1974). Depending on the research field, altruism is to a greater or lesser
extent favoured over self-interest as the explanatory framework — or vice versa.
Some sociological studies tend to interpret all seemingly pro-social behaviour
as indication of altruism — for example, contributing money and providing vol-
unteer work for charities, non-cash gifts at social occasions, or all other trans-
actions through which the donor does not gain directly or immediately (e.g.
Opaschowski 2004). Also in the area of public transfers, where at first glance
surprisingly high levels of support for transfers to the elderly can be observed
among younger age groups, altruism serves as the explanatory basis (Kohl
2003). On the other hand, economic studies have the tendency to reduce all mo-
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tivations — even seemingly altruistic ones — to egoism; this is indeed not in the
sense of a direct quid pro quo, but some economists argue that transfer donors
still may gain in the longer run, e.g. because they expect reciprocal action at a
later stage when they themselves need help (Cox et al. 1998).

However, as Schokkaert (2006) points out, it should be common sense that
neither a strategy of reducing pro-social behaviour to a somewhat advanced
version of egoism nor a one-sided view on altruistic preferences help to under-
stand the mechanisms of transfers. Consequently, he proposes not only to treat
both motives as of equal explanatory value for transfer analysis, but also to ex-
tend this dichotomy by two further motives or by several subcategories. Below,
this rather comprehensive concept of transfer motives will be briefly presented
and discussed in light of the concepts of other authors. It has to be noted that
there is no consensus about alternative sets of motivations and the relations
among these in the existing literature — apart from the model of altruism vs.
exchange (Kohli and Kiinemund 2001).

The first main motivation in Schokkaert’s concept is self-interest, which is
divided into two subcategories: material self-interest and sdcial prestige. Mate-
rial self-interest can be considered as the “pure form” of self-interest, since the
donor gives money and/or time because he expects diféct consumption benefits
from it (e.g. donations made solely in order to inci€ase'the donor’s tax refund).
The hope to gain in social prestige by giving transférs might not be a plausible
motive with regard to public transfers, as e.g. paying taxes is not directly linked
to social prestige. On the other hand, beingé@ble to make transfers may be par-
ticularly important for older people whose status in society is threatened by
their withdrawal from the labour market' (Kohli 1999).

Another version of the self-interést motivation — and the second main trans-
fer motivation — is reciprocitys,which is not always clearly distinguishable from
the first motivation because, like’in the pure egoism model, donors give in order
to receive. However, in the case of reciprocity, the transfer has the form of an
exchange: all partners‘benefit from the transfers made. The expectation that
donors as well as ré€ipients gain in this interaction is also a necessary condition
for them to furtherparticipate in the social interaction.

Within the family, public transfer returns from the older to the younger gen-
eration provide a plausible example for the reciprocity hypothesis. As Kohli
(1999, p. 111) points out that “the high acceptance of the public old-age pen-
sion system even among middle and young adults that is (still) demonstrated
by survey data can partly be attributed to these return transfers in the family.
Middle and young adults know that the public pension system [...] allows them
to expect material support [from their parents] in times of need and/or bequests
at the time of their parents’ death”.

Further support for the concept of reciprocity may come from findings of
a study on generational accounting in the US welfare system, by Bommier et
al. (2004). Its results challenge the common view in the contemporary pub-
lic discourse on transfers that the distribution of modern welfare burdens is
stacked against the younger generation. Although the study confirms large life-
time losses for all generations born after 1972 caused by public transfers to the
elderly, it also states that these losses are more than levelled out by gains for the



Chapter 10 Demographic Pressure and Attitudes Towards Public Intergen.q 183

younger generation through the educational system. As a result, there is a net
positive balance for generations born up to 2043. Even the generations born
afterwards will experience only relatively small lifetime losses, according to the
study. The authors conclude: “It no longer appears that we are exploiting the
now and future young generations [...]. Indeed, the elderly of today have nega-
tive NPV’s [net present values], while a baby born today is projected to have
a positive one, directly counter to the prevailing view” (Bommier et al. 2004,
p. 17).

This could further explain the high support levels among younger people for
public transfers towards the elderly: given that the younger generations actually
are aware of their potentially favourable position (which might not be the case,
due to incomplete information), they may be more willing to pay relatively high
taxes and/or contributions to the welfare state in exchange for high investments
by the older generations in their future through a good educational system.

The third set of motives in Schokkaert’s concept is called “nerms and prin-
ciples”. Here pro-social behaviour is explained by the obedience of a donor ei-
ther to personal principles or to norms set up by societyfwhich impose altruis-
tic rules for social interaction. Thus, a distinction bet#een dutiful altruism and
social pressure can be made. Dutiful altruism is pased on the internal norms
of a person, which lead to a “sense of duty”. L'his*person feels committed to
pro-social behaviour on the basis of a set of internal moral principles, generally
simply called the conscience. As a consequence, the actor behaves altruistically
even if the recipient is not expected to refurn pro-social behaviour. Whereas a
dutiful altruist will act pro-sociallyeven if this behaviour can not be observed
or rewarded, social compensation is,essential to explain behaviour in a setting
of social pressure, since the normssare exposed by society, i.e. externally. Sanc-
tions imposed by society on an individual who does not obey to its norms are
blame or disapproval. Even though the differences between the two concepts
may be clear from a theoretical point of view, Schokkaert stresses that the mo-
tivations may not be clearly distinguishable in practice, since one cannot ob-
serve whether th€norms which an individual obeys are externally or internally
imposed.

“Pure altruism”, i.e. pro-social behaviour which is driven solely by one’s em-
pathy for someone else, represents the fourth main concept of transfer motiva-
tions. Supported by recent results in psychological research, which now consid-
ers empathy as a motivating aspect for social interaction, pure altruism has
been also used in economic utility modelling, in which the recipient’s utility
enters the donor’s utility function.

In conclusion, there are two main drawbacks in the typology presented
above: first, it is comprehensive, yet incomplete, since it does not include the
concept of justice and intergenerational solidarity, as proposed by Andref3 and
Heien (2001) or Kohli (2005), especially in the context of public transfers. Even
though Schokkaert acknowledges the importance of justice and solidarity, the
two aspects are not included into the set of motivations.

This is striking, as they form a dimension of their own, not clearly dis-
tinguishable either from norms and principles or from reciprocal behaviour.
Justice, for instance, can serve as an externally imposed norm by society with
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impending sanctions for those who do not obey this norm. At the same time,
beliefs surrounding justice always contain an element of “fair”, i.e. reciprocal
exchange between partners or members of a society. In a society where social
justice plays an important role and its manifestation through a more or less
generous welfare state becomes visible, people may also be led by strong con-
siderations of “justice” in their social interactions, e.g. the attitude that it is not
“just” if children have to suffer from poverty (especially in a rich society), or
that older people should not receive optimal healthcare, even at very advanced
ages. In Germany, the connection between social norms and justice becomes
very clear when we look at the provisions for family support: the family is re-
garded as a social institution having a role which is central to the state; there-
fore, Article 6 of the German Constitution places the family under special pro-
tection. From this, state support for the family can be derived as a second step.
At the same time, the family is regarded as being very important to the German
society, thus representing a “social norm”.

The second drawback of Schokkaert’s set of motivations isithat it does not
distinguish between motivations for public intergenerational transfers and
preferences with regard to private/family transfers. As this chapter focuses on
public transfers, it is necessary to endorse Schokkaeft’s model of motivations
correspondingly, which will be done in the followifig section.

10.3.2 A Set of Motivations foi~Public Transfers

Are individuals participating inprivate intergenerational transfers, and trans-
fers between generations on the'Wwelfare state level driven by the same motiva-
tions? Parsons (1982) calls.atténtion to the fact that

“the forces that determine the magnitude and even the direction of public transfer pay-
ments are not well understood. Some economists have argued that public transfers are
simply a reflection,ofithe charity motives of taxpayers. Other economists have stressed
the importance ‘of Jvoting power while suggesting that altruism has little to do with
most public transfer programs. Of course, these behavioural models are not mutually
exclusive; both may capture important elements of the transfer process”.

One form of Schokkaert’s motivations, pure altruism, is a good example illus-
trating how difficult it is to distinguish between motivations for public and pri-
vate transfers. Pure altruism first seems to be an appropriate explanatory vari-
able of transfer interaction solely on the family level, since empathy for another
person represents a relatively personal dimension of human life. Compared
with childless people, however, people with children — thus, persons with strong
empathy to one or more representatives of the younger generation — may also
favour public transfers (e.g. education) towards the whole group of younger
people in the society to a greater extent. This question is neither addressed by
Schokkaert nor has it been analyzed in research work on transfers up to this
point. Likewise, it plays no role in the set of motivations proposed by Andref3
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and Heien (2001) which, however, offer — in one of the few studies in economic
research which does — a special framework for the preferences concerning pub-
lic intergenerational transfers.

Starting from the analytical problem of how to identify individual char-
acteristics which lead to variations in attitudes towards public transfers, their
concept introduces four dimensions: motivations concerning the welfare state
and (1) its functions, (2) its means (institutions, programs, actors), (3) its (in-
tended and unintended) effects and (4) its financing. Within these dimension,
there are four determinants of welfare state attitudes: self-interest, values and
norms, different socialization patterns, and national welfare cultures.

Self-interest motivation corresponds to Schokkaert’s definition but adds an-
other aspect to it, namely the different roles of the individual in the welfare
state: as consumers of public intergenerational transfers, citizens are expected
to support these regulations much more than would taxpayers, who actually
have to pay for these. Consequently, the older generation dees not support
transfers to the younger age cohorts, such as child benefits, as’it does not profit
from these directly.

With regard to values and norms, the difference from Schokkaert’s set of
motives is that Andre3 and Heien do not differentiate between social pressure
and dutiful altruism. Additionally, they focus this dimension of motives exclu-
sively on justice beliefs: “In terms of attitudes towards the welfare state, values
and norms that concern the question of how material and non-material goods
should be distributed between the members of a society are of particular inter-
est. Since this question is connected with the problem of a just society, we call
these values and norms justice beliefs” (Andre and Heien 2001, p. 340). Spe-
cial attention is paid to the distifietion between egalitarian vs. non-egalitarian
attitudes: justice beliefs can.besorted along a continuum of transfer regulations
from absolute equality to absolute differentiation. Egalitarian-oriented actors
are expected to show, more support for public transfers than would non-egali-
tarian ones. This rather one-sided understanding of societal values is problem-
atic, however, as‘©@ther social norms, such as (economic) efficiency, which might
be helpful toaunderstand transfer interactions are excluded.

Another conceptual weakness in the concept presented arises from looking
at the third and fourth determinants of welfare state attitudes: differential so-
cialization and national welfare cultures. Andre3 and Heien (2001) have stressed
that values and norms are not given naturally but that they are influenced by
socialization processes at the individual (social milieu) as well as the aggregate
level (welfare state organization). Consequently, these processes form a differ-
ent category of determinants — since they are the ground on which observed
attitudes are built on —and should not be treated on the same level as self-inter-
est and values and norms. This “distinction of quality”is not considered in the
concept presented.

In order to analyze the specific socialization processes, Andrel and Heien
refer to several individual characteristics: age, gender, education and employ-
ment sector. With regard to the explanatory capacity of age — which is of par-
ticular interest in the context of the question addressed in this chapter — the
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authors rely solely on Inglehart’s theory of materialistic and post-materialistic
values (Inglehart 1977). According to this theory, younger generations, influ-
enced by socialization experiences different to those of their parents and grand-
parents, are expected to have post-materialistic values such as self-fulfilment,
environmental protection, and solidarity. This is an approach which interprets
age as an explanatory variable for transfer motivations, based exclusively on
cohort considerations and, therefore, problematic. In sociology as well as pol-
itical science, a rather vast literature exists on the hypothesis of age conserva-
tism; even though there is consensus that the influence of chronological age
on changing social and political values should not be overestimated, the hypo-
thesis that age has no effect at all does not hold in the light of empirical results
(Rattinger 1994). It also has to be critically noted that the family situation of
the individual, i.e. the question of whether the person has one or more children
or remains childless, is not included in Andrel and Heien’s set of character-
istics, even though it might have a crucial impact on attitudes, towards public
transfers, as argued above.

10.3.3 Empirical Findings on Preferences Towards Public
Intergenerational Transfers

10.3.3.1 Studies on the Magnitude and’Diréction of Transfers

Whereas the analysis of preferences has’been broached only recently in a rela-
tively elaborate way (Kohli 2003a)ymost of the economic and sociological
research work which has been dene on the relation between generations has
dealt with the magnitude andidirection of intergenerational transfers. Gener-
ally, these studies comesto'the conclusion that family transfers exist to a signifi-
cant extent and are given’mostly from the elderly to the younger generations
(e.g. McGarry and Schoeni 1997), whereas public transfers have been directed
upwards (Lee 2003), even though recent generational accounting studies have
added support to the hypothesis that — in the case of the USA — the net present
value over the life cycle is positive for current younger generations (Bommier
et al. 2004). According to Schokkaert (2006), one of the most remarkable find-
ings in the empirical work on the magnitude of transfers is the significant effect
of age and education in terms of voluntary work and charitable giving: highly
educated, older people give more of their resources than do the less educated
and younger members of society.

10.3.3.2 Studies on Preferences Towards Public Intergenerational
Transfers

When we look at preferences, it has to be noted that most studies dealing with
the analysis of attitudes focus on private intergenerational transfers in specific
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social interactions in the family context (e.g. Cox and Soldo 2004). Far less
research has been devoted to the analysis of preferences towards public inter-
generational transfers. This is partly due to the fact that the necessary survey
data are available only to a limited extent. The most recent overview of studies
on attitudes towards public intergenerational transfers is given by Kohli (2005).
However, these studies all focus on the so-called generational contract, i.e. they
deal exclusively with upward transfers in form of pension contributions and
— with the exception of one study (Smith 2000) — do not contrast this with at-
titudes towards downward transfers, e.g. to families (children’s day care) or the
young (education).

Two data sources were used in these studies (Smith 2000; Hicks 2001; Andref3
and Heien 2001; Kohl 2003; Blekesaune and Quadagno 2003; European Com-
mission 2004), focusing on international comparison: (1) the International So-
cial Survey Program (ISSP), a rather extensive (in terms of sample size) yearly
survey with additional topical modules at larger intervals and (2)the Eurobaro-
meter, the regular survey of the European Union covering allinember and can-
didate countries, although with smaller sample sizes than the ISSP, which make
the analysis of preferences according to age groups niore difficult.

Concerning the general picture of preferences gowards transfers (regardless
of the effect of age), all recent studies basically @ffer'the same findings: the ana-
lysis of Hicks (2001), which is based on ISSP data, shows that the majority in
all countries oppose reductions of old age benefits. Furthermore, when asked if
government spending on pensions shouldibe increased “more” or “much more”,
even at the cost of a general tax increase, considerable fractions of the analyzed
populations agree with this policy option. In Germany, 13.5% of the population
opt for “much more”, even a thitd for “more” public spending for the elderly,
whereas only 3.9 and 0.4% support “less” and “much less” expenditures respect-
ively. With regard to the résponsibility for the provision of pensions, the study
finds high support in.all countries, claiming that the state should be responsible
for the income of theelderly. In Germany, this view even gained support during
the last decade ofithe 20th century (38% in 1992, 40% in 1999).

More recent findings on these issues are provided by a special Eurobarom-
eter in late 2001 covering public attitudes to the welfare state’s tasks, such as
a guaranteed minimum pension or the pay-as-you-go system, which both can
rely on the support of a large majority of citizens throughout the EU, show-
ing very little difference between countries (European Commission 2004). This
Eurobarometer also asked for preferences towards a set of three concrete pol-
icy options which aim at lowering the burden of increased expenditure for the
pension systems: raising the age of retirement, maintaining contributions at the
cost of lower benefits, and maintaining current benefits at the cost of higher
contributions or taxes. The first option, raising the age of retirement, distinct-
ively receives the least public support among EU citizens (23%), whereas 69%
strongly or slightly disagree with this option. In contrast, clear majorities in all
EU member states are in favour of maintaining current pension levels. This re-
sult is particularly striking because the current European working-age popula-
tion is sceptical regarding future benefit levels of the state pension, even though
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public pension is still perceived to be the main income of the elderly in the
future (Kohl 2003).

The drawback of the studies mentioned is clearly to be identified by the fact
that they do not contrast pension transfers for the elderly with government
spending on other policy fields, which potentially benefit younger generation.
As people obviously tend to perceive the state as being the most responsible
actor for social care (see above), it is plausible that the majority might support
transfers to all age groups, regardless of the cost. The explanatory power of the
respective questions would be much higher if the respondents had to make a
choice, e.g. between transfers for the elderly and transfers for the family under
the framework of a limited budget. Unfortunately, most surveys ask this kind
of “either—or” questions, at least with regard to transfers, only to a limited ex-
tent, presumably because these questions tend to be rather complex and, thus,
time-consuming and not suitable for a questionnaire.

Smith’s study somewhat addresses the gap in the research described above by
focusing — apart from other sets of questions — on preferences‘e¢dncerning gov-
ernment expenditure on different policy fields (elderly, education, police, edu-
cation, health), using ISSP data from 1985, 1990 and 1996 (Smith 2000). The
main results of this study show that, on average, an idérease in public spending
for the healthcare sector is favoured over increased@etirement benefits which, in
turn, ranks above all other government sectors, However, there exist relatively
large country-specific differences. (West)German respondents in 1985 and 1990,
for example, enormously favoured raisesan‘€xpenditure for environmental pro-
tection (81.1 and 89.5% respectively), evemat the cost of higher taxes.

Even though this study points intosthe right direction, its results have only
limited explanatory use — as the government expenditures which were included
in the ISSP modules cannot be diréctly connected to the interests of either the
young or the older generation¥, The exception is education, which unfortunately
was not analyzed in Smith’s study in the context of differences in age groups.

10.3.4 Socio~demographic Influence on Preferences
Towards Public Transfers: Does Age Matter?

Whether age has an influence on attitudes towards public intergenerational
transfers remains a controversial issue in the recent literature. Kohli (2005,
p- 19), for example, draws the conclusion that “most attitude studies to this
point show a level of acceptance of welfare policies that is much higher than
the discourse on generational equity would lead us to think, with pensions
being the most popular part of the welfare state. There is some differentiation
along the age dimension, but much less than one would expect from an interest-
based model of political preference”.

This conclusion follows the argument presented by Hicks (2001) and Bleke-
saune and Quadagno (2003). The former claims that there are only few age dif-
ferences regarding public pensions, as providing a decent standard of living for
the old should (definitely or probably) be the government’s responsibility in the
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eyes of a majority through all age groups in the countries included in the analy-
sis (Canada, Germany, Italy, Japan, Sweden, UK, USA). However, looking at
the percentages in detail reveals that this conclusion can hold only for the USA,
where the gap in percentages concerning the mentioned attitude is only 3.1%
(38.7% for the youngest, 41.8% for the oldest age group in the USA). In all
other countries, this gap is considerably bigger, and peaks at 24.3% in Canada.

On the basis of Eurobarometer data, Kohl (2003) also argues that differ-
ences in attitudes between age groups concerning the needs for social protection
at old age are relatively small, even though he identifies indications of weaker
support for the idea of intergenerational solidarity among younger people.

In contrast, Smith (2000, p. 12), analyzing ISSP data, finds systematic dif-
ferences in support of governmental spending on pensions: “Across age groups
the predominant pattern was for support for governmental spending for retire-
ment benefits to rise with age [...]. This occurred in 19 of 25 countries. The
generational differences were often quite large”. Similar findingsyare presented
in a study by Ponza et al. (1988). Their analysis of GeneraldSocial Surveys in
the USA adds support to the hypothesis that the elderly jpromote their own
interest, as older respondents were least likely to support higher spending for
education and least likely to have the view that togimuch is spent on social se-
curity. Furthermore, when asked about their vieWon increasing expenditure on
welfare programs for low-income families, the aged had a larger likelihood than
any other age group to view current spending levels as too high and the smallest
likelihood to perceive these as too low. Torexplain these differences, Ponza et
al. indeed include some socio-demographic variables in their study, but not the
number of children of the respondents.

The only study found that considers this variable in its multivariate analysis
of attitudes is that of Logan‘and Spitze (1995). It compares the levels of sup-
port between the age groups 40 to 80+ at 10-year intervals for a series of pref-
erences towards parent-child relations and governmental programs for older
people. Programs within the family sector are not taken into account. The data
used in this studg=¢ome from interviews with 1,200 residents of the Albany-
Schenectady<Iroy metropolitan area, a region in the US state of New York.
As a main result, Logan and Spitze conclude from their analysis that older
people’s attitudes in both mentioned spheres tended to be the least likely to be
selfish, i.e. representing the “pro-elderly” position, also if controlled for other
variables. Still, the number of children seems to have an effect: “People with
more adult children are more likely to adopt attitudes favouring the younger
generation”.

10.3.5 Conclusions

Are relations between the young generation and the elderly based on self-in-
terested group consciousness of the latter — thereby limiting the scope for fu-
ture public transfer reforms — or on their altruistic motives? Existing research
remains inconclusive concerning this question: some studies claim to identify
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altruism as the main motivation, whereas other research work, especially in the
framework of aging group consciousness, emphasizes the importance of self-
interest. To a certain extent, the findings have to be contradictory due to the
limitations of the samples or the analytic models.

Compared to, for example, the dataset used by Logan and Spitze, which
should further contain the appropriate questions of choice between different
transfers as well as necessary information on the differential socialization of
the respondents, a study on the basis of data with a larger sample size could
add clarification to this area of research.

10.4 Empirical Analysis: Public Intergenerational Transfers
in Germany

The following section aims at providing a first step in analyzing the wider re-
search framework developed in Sections 10.2 and 10.3, as well as at contribut-
ing to the few existing preference analyses for the German case. In particular,
we are interested in whether there is a difference along'the age line with regard
to transfer preferences. To point out the relevancé,of Germany as an example,
we start with a brief excursus on policy-relevant, demographic trends, as well as
on a recent shift in transfer policies which is seemingly putting more emphasis
on supporting the younger generation. The'empirical analysis will first present
descriptive findings from recent survey data, and then introduce a logistic re-
gression model which estimates the’ age®ffect on supporting a specific transfer
policy measure (significant increaseifi child benefits).

10.4.1 Excursus: ‘Policy-relevant Demographic Trends
and the"Recent Transfer Policy Shift in Germany

As in almost all other European countries, Germany’s population has been ag-
ing due to persistent low fertility rates and increasing life expectancy, the latter
being an international trend persisting at a remarkably steady rate (Oeppen
and Vaupel 2002). In 1840, Swedish women had the world’s longest life expect-
ancy: under prevailing living conditions, they could expect an average lifespan
of about 45 years. Japanese women, today’s record holder, can anticipate a
lifespan of more than 85. Over the past 160 years, national life expectancy has
steadily risen about 2.5 years per decade. Except for the periods of the two
World Wars, the trend in Germany has followed the international development
with a lag of about 4 to 5 years (see Fig. 10.2).

As a result, the mean age of the German population will increase signifi-
cantly in the coming decades, from 37.4 years in 2002 to over 44 years in the
year 2050 (see Fig. 10.3). The electorate (population aged 18+) is aging as
well: its mean age was 43.9 years in 2002 and will go up to the value of almost
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Fig. 10.2 International record.lifé expectancy and trend for Germany (source: Oeppen/
Vaupel 2002)

50 years in theaqext five decades. Examining the age structure of this subpopu-
lation revealsthow dramatic the development will be for the relative weight of
the younger vs. older generation: the median age of the electorate will rise from
45.8 years in 2002 to almost 56 years, i.e. in 2050 half of the German popula-
tion will be 56 years or older, and thus close to the current de facto retirement
age of 60. With regard to socio-demographic characteristics of the future Ger-
man population, recent research shows that an increasing percentage of the el-
derly will be childless and married (Doblhammer et al. 2006). This is due to the
relatively high marriage rates in the 1970s and the almost simultaneous increase
of couples who remain childless over their whole life course.

More relative political power is given to the elderly not only by a fast-aging
electorate but also due to another phenomenon: older people tend to exert their
voting rights more often than do the young generation. Figure 10.4 presents
the voter turnouts at national elections for the German parliament from 1972
to 2002. While overall turnout rates have been decreasing over time, they in-
crease with age at all elections, peaking in the age range between 60 and 70.
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Please note that the highest age group is an open interval, and thus includes
also people at advantaged ages at which voter turnouts are declining sharply
due to bad health conditions.

Yet Germany is not only experiencing a dramatic change in the age structure
of its population, which is of high policy relevance for the question addressed
in this chapter. There has also been a remarkable shift in transfer policies over
the past years, partly driven by the severe budgetary problems which Germany
is facing, and partly due to demographic considerations. When looking at the
public discourse on the consequences of demographic change, the general trend
seems to be to advocate reductions in transfers to the elderly and a concurrent
increase of transfers for the younger generation. This becomes particularly evi-
dent if we look at two policy areas: pensions and family support. Even though
pensioners in Germany still enjoy a high-level social security system, there have
been major policy changes implemented over the past years resulting in lower
transfer levels: decreasing net replacement rates, increasing taxation of pen-
sions (e.g. for health insurance and long-term care) and — végy recently decided
by the current government’s Grand Coalition — a stepwisejincrease of the of-
ficial retirement age from 65 to 67. Furthermore, for'the first time ever in the
history of social security in Germany, the goversment put through a law in
order to secure current pension levels in earlyg2006.! The logic behind this is
that in Germany the yearly adjustments of pensions are linked to the per-capita
income growth. In the light of high unemployment rates as well as increasing
numbers of low-paid jobs, this growth,wasexpected to be negative for the year
2006, which would have resulted in,a negative adjustment of current pensions.
However, real pensions have already/been decreasing over the past 3 years, as
their adjustments were frozen.tof0%, i.e. they have not been compensating for
inflation.

At the same time, the discourse in the area of family policy aims at increas-
ing benefits for the younger generation. On the basis of recommendations by
Bert Riirup, a well-known governmental advisor, in 2003 the Federal Ministry
for Family Affaitssadopted a new paradigm called “Sustainable Family Pol-
icy” (Riirup andyGruescu 2003). Its “meta-aim” is to increase fertility rates by
providing more transfers for families. This is in line with the general political
response to demographic change, as all political parties in Germany prefer strat-
egies to immanently influence population trends by manipulating birth rates,
over concepts of adjustments to the demonstrably inevitable population aging
(Wilkoszewski 2003).

The first concrete policy reform on the basis of the new political paradigm
is the introduction of a rather generous paid parental leave benefit, which came
into effect at the beginning of 2007. It includes a monthly payment of 67% of
the salary drawn before the parental leave period for up to 12 months. It can

! See printed matter 16/794 of the German parliament online at http://dip.bundestag.de/

btd/16/007/1600794.pdf. Critics pointed out that a negative adjustment of pensions had not
been expected anyhow, qualifying the law as being entirely symbolic.
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be prolonged by another 2 months, if the second parent (often the father) also
takes a parental leave of at least 2 months. The maximum monthly payment is
€ 1,800.” The additional costs per annum for the national budget are expected
to be € 3.9 billion.?

10.4.2 Current Preferences Towards Public Transfers:
Descriptive Findings from the Population Policy
Acceptance Survey 2003

The Population Policy Acceptance Survey is an international survey project
which had its first wave in 1992. In 2003, the second wave for Germany was
conducted; it contains information on general views about demographic trends
as well as intergenerational relations and preferences towards pespective policy
options. The sample size of 4,110 respondents is sufficiently,big for statistical
analysis. With an age range of 20 to 65, the 2003 wave also covers the age groups
relevant for the research question at hand.

However, the dataset bears two limitations: first ‘ofall, it is cross-sectional
and, therefore, not suitable for identifying patterns of preference change. The
first, 1992 wave could theoretically be used asya reference point in the past;
the age range of its respondents, however,s only 20 to 39, which exacerbates
conclusions about trends. The second limhitation is the design of the question-
naire, which does not urge the respondent’to make a choice between transfers
for the older or for the younger genetation. On the other hand, the dataset
does contain all relevant socio-démographic variables, and represents the most
recent data collection available for Germany in the area of demography and
intergenerational transfers:

The descriptive analysis=of the data produces a mixed picture regarding a
possible age effect on transfer preferences. When asked for the government’s
responsibility towards either the younger or the older generation, we find a re-
markably uniformpattern of attitudes across all age groups. Thus, 35% of the
youngest age group (20 to 29) and 48% of the oldest age group (50 to 65) in
Germany think that the government’s responsibility for the “support of the el-
derly” is “very high”; 49% (youngest) and 40% (oldest) assess the responsibility
as “high”. The categories “low” and “very low” find only minor support (see
Fig. 10.5a). When asked about the responsibility in the area of family support
(“compatibility of work and children”), the patterns are similar: 35% (aged 20—
29), 42% (30-39), 43% (40-49) and 35% (50-65) of the respondents see a “very

2 See the governmental bill online at http://www.bmfsfj.de/RedaktionBMFSFJ/Internetre-
daktion/Pdf-Anlagen/gesetzentwurf-elterngeld,property=pdf,bereich=,rwb=true.pdf.
*  http://www.tagesschau.de/aktuell/meldungen/0,1185,01D5621866,00.html.
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Government responsibility: compatibility of employment and family and age group
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Fig. 10.6 Population Policy Acceptance Survey 2003: government responsibility: com-
patibility of employment and family (source: own calculations). a,b

A mixed picture emerges when the respondents are asked about their views
on the general role of the elderly in society: again, a rather uniform distribution
across age can be seen with regard to the view “elderly people are not produc-
tive anymore” (Fig. 10.7) but, compared to younger people, older people tend
to more often reject the view that “elderly people are a stumbling block for
(social) change” (Fig. 10.8).
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"Elderly people are a stumbling block for (social) change"
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block for (social) change (source: own calculations)
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Further indications of age effects can be seen in terms of concrete policy
measures: the respondents where asked to give their desired retirement age,
which can serve as an indicator for the willingness to work beyond the de facto
retirement age of 60. Figure 10.9a shows that working longer is not a prefer-
ence for a majority of Germans across all age groups. Surprisingly, older peo-
ple seem to be more willing to work longer than are younger people: whereas
only 12% in the age group 30-39 indicate a desired retirement age of above 60,
almost a third of the people aged 50-65 do so. Furthermore, the data presented
in Fig. 10.9b, c suggest that the latter also slightly tend to have children and a
higher income. A reason for this surprising result could be that older people
have been under increasing pressure on the German labour market over the
past years: the risk of getting unemployed is significantly higher among older
employees. Furthermore, the highest age group in the survey also includes pen-
sioners. Retrospectively, these respondents, who have potentially experienced
the negative side of a functional disengagement from society, t judge re-
tirement differently than do people who are still working.

Concerning a possible age effect on preferences towa ransfers for the
younger generatlon we looked at the question of whetth respondent would
support a “significant increase in child benefits” gh t only represents a
clear-cut policy measure but also indicates that Lq, would have to spend
more money to implement the policy. The bo Fig. 10.10 shows that the
median age of respondents who “disagree” &lly disagree” with this policy
option is 4 to 5 years higher than that o (@16 who are in favour of it.
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Fig. 10.9 Population Policy Acceptance Survey 2003: desired retirement age: working
beyond 60? Source: own calculations. a,b,¢
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"Child benefits should be increased significantly™
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Fig. 10.10 Population Policy Acceptance Survey 2003: child benefits should be increa-
sed significantly (source: own calculations)

10.4.3 Preferences of the Elderly Towards Transfers
for the Younger Genération: Does Age Matter?

Based on the descriptive analysis above, we decided to run a logistic regression
model to analyze how strongis the effect of the observed age pattern in the pref-
erence towards transfers<for the younger generation, whether it is significant,
and what role otherfactors (as discussed in Chap. 7, this volume) might play.

The dependént variable “significant increase in child benefits” is recoded
into a dummy variable with the value of 1 if the response is “fully agree”, which
is predicted by a function of age and several other factors including further
demographic indicators (sex, marital status, whether or not the respondent is
childless). The model also controls for some further socioeconomic variables
(educational level, household income, occupational status, area of residence).
Table 10.1 presents the results of the logistic regression. For further descrip-
tive statistics, see Tables 10.2 and 10.3. Model diagnostics are presented in
Table 10.4.

All coefficients, except for occupational status, are highly significant. We find
a clear age effect on the dependent variable: with every year gained in life, the
odds to support a significant increase in child benefits decrease by 3.9%, hold-
ing all other variables constant. Men are 18.8% less likely to be in favour of the
proposed policy measure than are women; the odds for childless respondents
to do so are 53.2% lower than for parents. For people with higher education,
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Table 10.1 Logistic regression — results

Variable/description Exp(B) Sig. SE Variable
name
Age (range: 20-65) 0.961*** 0.000 0.003 Age
Sex (1 =male) 0.812%*%* 0.008 0.079 v37.2
Marital status (1 =married) 1.274*** 0.012 0.096 v11_test
Respondent childless (1 =yes) 0.468***  0.000 0.103 v44a_new
Educational level (1 =high school) 0.660***  0.000 0.082 v52_2
Household income (net, 19 income groups)  0.975%* 0.018 0.011 v87
Occupational status (1 =working fulltime)  0.975 0.579 0.084 v47_2
Area of residence (1= West, 0=East) 0.621*** 0.000 0.092 WvsE
n=3,301 14.718*** (0.000 0.206 Constant

Table 10.2 Descriptive statistics of logistic regression modé¢l

n Min> Max. Mean SD

Marital status (1 =married) 4,105 0 1 0.481 0.500
Area of residence (1 =West, 0=East) 4,510 0 1 0.797 0.402
Sex (1 =male, 0=female) 44110 0 1 0.494 0.500
Increase in child benefits (1 =fully agree{ 3,477 0 1 0.494 0.500
0 =else, missing = undecided)

Educational level (1 =high schoal, 0.=¢lse) 4,104 0 1 0.318 0.466
Occupational status (1 = fully‘employed) 4,103 0 1 0.514 0.500
Age (years) 4,110 20 65 42269 12923
Household income (netyl9 income groups) 3,809 1 19 10.605 4.127
Childless (1 =yes) 4,090 0 1 0.364 0.481
Valid n (listwise) 3,196

higher income and those living in Eastern Germany, the odds are smaller as
well: they decrease by 34% for respondents with high-school degree, by 37.9%
for people living in the area of the former GDR, and by 2.5% for each higher
income group. For married respondents, the odds to support higher child bene-
fits increase by 27.4%.

The model has also been run with data from the first wave of the PPAS
(1992), and the coefficients obtained from the first model prove to be robust.
The age effect is somewhat smaller: for every year gained in life, the odds to
fully agree with significantly higher child benefits decrease by 2.9%. However,
this smaller effect is not a result of a change in preference structure but rather
due to different characteristics of the two survey waves: the data from 1992
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Table 10.3 Household income, net

Group Household income, net (in €)
1 <150
2 150-300
3 300-500
4 500-700
5 700-900
6 900-1,100
7 1,100-1,250
8 1,250-1,500
9 1,500-1,750
10 1,750-2,000 g
11 2,000-2,250 Q
12 2,250-2,500 o
13 2,500-2,750 0
14 2,750-3,000 Q‘
15 3,000-3,250 Q
16 3,250-3,500 0
17 3,500-3,750 &Q’
18 3,750-4.000 (/
19 >4,000 Q,

QL
0Q~

Table 10.4 Logistic reée ion — model fit

Omnibus tests of l‘ coefficients
«
A4

Chi-square df Sig.
Step 1 Step 254.291 8 0.000
Block 254.291 8 0.000
Model 254.291 8 0.000
Model summary
-2 Log likelihood Cox & Snell R Nagelkerke R
Square Square
4,175.997 0.076 0.102
Hosmer and Lemeshow test
Chi-square df Sig.

9.790 8.000 0.280
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cover only an age range of 20-39 years, whereas the PPAS sample from 2003
includes also people aged 40 to 65.

10.5 Summary and Directions for Future Research

This chapter has developed a research framework for analyzing the feasibility
of future social policy reforms in the light of demographic trends. Starting from
Mannheim’s concept of political generations, we demonstrated the importance
of preferences when studying public intergenerational transfers and provided a
conceptual overview of these.

As a first step of applying the proposed research framework, we used de-
scriptive and analytical statistics on the basis of new survey data for Germany
in order to identify possible age effects on transfer-related preferences. Even
though the descriptive statistics provided a mixed picture Wwith regard to this
issue, our analytical model identified a clear age effect on preferences towards
a concrete transfer policy, thus adding evidence to someexisting studies. It also
gave new insights on the effect of other demographic indicators such as child-
lessness, sex, and marital status, which do haveja significant effect on the at-
titude examined.

However, these results necessarily have to,remain incomplete in terms of an-
swering the question of whether a new political generation of older people with
unified transfer preferences is about ‘tonemerge in Germany: the data used for
the analysis are cross-sectional andydo not include all relevant areas of public
intergenerational transfer (e.g.cdueation).

Future research within thisframework should focus on the analysis of longi-
tudinal survey data in ordet to identify possible changes in transfer preferences
over time. Furthermore, additional qualitative investigations (e.g. focus groups)
could help in adding support to the preferences found and in explaining the
underlying motivations.
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