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SUMMARY

SUMMARY

Important decisions will be taken in the next few decades concerning the system of
collective old-age provision (AOW), pension systems and health care. Demographic
shifts provide one reason: there will be far more elderly people in relation to young
people. In 2025 20 per cent of the population will be aged over 65 years; 5 per cent
of the population will be aged over 80. Furthermore, shifts in life cycles (with
longer periods of education and earlier withdrawal from the labour system) will
reduce the support base for collective facilities. A special burden will be therefore
placed on the shoulders of the younger, working generations who will, to a greater
extent than at present, be asked to transfer part of their earnings to the older gener-
ations. These shifts provided grounds for the Council to conduct a study into the
relationships between the generations.

The publicly funded pension and health care systems are not, however, the only
forms of intergenerational transfers. The education system constitutes an impor-
tant transfer in the reverse direction, generally from old to young. Technological
developmentand the improvement of environmental quality are also transfers that
must be taken into account. This WRR report therefore contains a broadly-based
analysis of the relations between generations. Apart from the state pension (aow),
health care costs and the national debt, education, environmental capital and tech-
nological knowledge have also been examined for the Netherlands.

Evaluation criteria

The WRR has examined the relationship between generations on the basis of two

criteria, sustainability and fairness:

e The sustainability criterion: how can entitlements on transfers be guaranteed in
such a way that the existing transfer system is not dislocated?

o The fairness criterion: how can the costs and benefits be divided among the gen-
erations in such a way that within the various generations it will be widely per-
ceived and accepted as just?

Of these two criteria sustainability provides the best frame of reference for govern-
ment policy. The application of fairness criteria to the relationship between genera-
tions remains problematical, in that ‘intergenerational fairness’ can only be calcu-
lated with difficulty, if at all, because:

¢ unavoidable historical factors (e.g. the process of ageing now taking place) con-
sistently result in shifting distribution of the burdens among the generations;

e the assumptions underlying the mathematical balance sheet of costs and benefits
in each generation (known as the ‘generation accounts’) are uncertain. Given the
context and hard to quantify transfers in the field of the environment and tech-
nology, for example, the notion of a generational balance loses its significance.

v



GENERATIONALLY-AWARE POLICY

[=)]

The sustainability criterion entails that the present institutions, which may be
assumed to represent current preferences, can be maintained ~ if necessary with
changes in the future. Indirectly the notion of fairness nevertheless plays a role
here, since the preservation of sustainability maintains the implicit ‘contract
between the generations’. Furthermore a system which is not perceived as fair will
presumably also not be sustainable in the longer term.

Social backgrounds

Sustainability and fairness take shape against the background of important social

developments:

® Therelationship between the micro and the macro sphere
The generations have cared for one another in the nuclear and extended family
contexts for generations. This remains the case today. At the micro level there
would notappear to be any emerging problems of a universal nature. By contrast
certain tensions are beginning to emerge at macro level as a result of aging and
the shrinking support base. In the Netherlands too the younger generations are
becoming concerned about the relationship between present burdens and future
entitlements.

o Changes in the life cycles
Young people in the Netherlands have been entering into social responsibility at
an ever-increasing age and have therefore been remaining dependent on trans-
fers for a longer period of time. During adulthood the period in which people
perform paid employment has steadily contracted and has been associated with
a comparatively marked accumulation of social obligations (e.g. work and fami-
ly). The period following the performance of paid employment, in which people
often remain healthy for lengthy periods and would be able to continue bearing
social responsibility, has steadily lengthened. These developments have result-
ed in a reduction in the support base and a growing dependence on public trans-
fers. If no changes are brought about in the life cycles as they have now evolved
the sustainability of public provision will become a problem.

® The international context
Nearly all social security systems were developed during a period in which the
national scale of the economy had primacy. Increasing the burden of taxation
and social security charges in order to solve the aforementioned problems has,
however, come under pressure from the need to remain internationally compet-
itive. The requirements which the member states of the European Monetary
Union have undertaken concerning budgetary equilibrium and the financing
deficit also impose limitations on the scale of public transfers.

A generationally-aware policy

The overall conclusion to emerge from the Council’s analysis is the necessity fora
generationally-aware policy. This implies that already at this moment consistent
account needs to be taken of the interests of future generations on the basis of the
preferences of the present generations and recognising the varying positions of the
respective generations.



The Council notes that political decision-making has traditionally been largely
concerned with present-day distribution issues and present-day interests. In
choosing between present-day distribution issues and the anticipated distribution
problems in the longer term, politicians will in future need to be guided to a greater
extent by the latter problem.

The limited extent to which the future can be predicted does of course constitute a
problem in shaping a generationally-aware policy. Similarly it is barely possible to
incorporate the preferences of future generations in ‘generationally-sensitive’ deci-
sions such as the construction of a new airport, the reclamation of inland waters or
the rezoning of woodlands for housing. In such cases decisions now need to be
weighed against the risks in the future. The specific incorporation of the —as yet
unexpressed — interests of future generations in this process forms a significant ele-
ment in a generationally-aware policy.

An important aspect of collective transfers is the interwoven nature of intragenera-
tional transfers (within one generation from one life-cycle stage to another) and
intergenerational transfers (from one generation to another). The state pension
(Aow) was designed to distribute prosperity effectively among the citizens. The
introduction of the Aow also meant however that the government was committing
the younger, working generation to making transfers for a lengthy period to elderly
people who had already completed the phase of employment. With its call fora
generationally-aware policy the Council is drawing attention to the impact of such
intragenerational redistribution on the intergenerational transfers. The Council
regards it as highly important for the government to make it clear in the short term
what measures it intends taking. Otherwise confidence in the sustainability of the
system will be weakened, which could ultimately undermine the system itself.

General recommendations

Taking intergenerational aspects properly into account has direct consequences for

the collective systems of old-age provision and health care, knowledge policy and

environmental policy. Generationally-aware policies also, however, mean that the
sustainability of the totality of government obligations needs to be kept in mind.

The scope for government spending is after all determined in part by the govern-

ment’s commitments in connection with the national debt and the associated inter-

est payments.

Against this background the Council has specified three conditions for the sustain-

ability of government commitments:

e Strengthening the support base for government expenditure by enlarging labour
force participation. In the first place the periods of being employed and being
non-employed need to be distributed more evenly over the life cycle. Institu-
tional obstacles need to be eliminated to this end. Paid employment could com-
mence at a younger age (by spreading education programmes more effectively)
and conditions could be created for people to continue working if so desired
after reaching the age of 65. The labour force participation of women needs to be
promoted more effectively.

SUMMARY
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e In order to spare the support base the increases in health care spending arising
from non-demographic factors need to be controlled. The rising level of aspira-
tion and pressure of technological developments have meant that public health
care spending has been rising more rapidly than per capita income. Such an
increase is at variance with a preference for a more or less constant ratio between
public and private spending.

¢ In the third place demographic developments make it necessary to anticipate
future increases in expenditure. By redeeming the national debt over the next
20 years the present interest payments would become available as a source of
funding for the anticipated increase in expenditure. In the present circum-
stances the systematic reduction in the debt ratio forms a vital element of a
generationally-aware policy.

Policy recommendations

In the policy fields examined the Council has reached the following conclusions

and makes the following recommendations:

a Old-age provision
In itself the mixed Dutch pension system of pay-as-you-go and funding fits in
well with the recommendations by the World Bank for a three-pillar system,
namely a publicly-funded state pension based on pay-as-you-go funding in
order to guarantee a minimum standard of living, combined with collective pri-
vate supplementation on a funding basis to provide income continuity, and a
third pillar of individual savings for individual wishes.
If the aforementioned conditions for strengthening the support base are met, the
sustainability of the state pension need not be at risk, even in the long term, the
analysis in this report suggests. As a general principle all the generations will
however need to bear responsibility for the future, in that the elderly can if nec-
essary also be expected to help maintain public provision. Given the sensitivity
of the state pension to demographic shifts, the Council advises that the genera-
tion aged over 65 should in future be asked to make pension contributions.
Financing the AOW from taxes rather than premium contributions, as is current-
ly the case in the Netherlands, would be a means to this end.

b Health care
In the health care system too a collective responsibility can be discerned fora
basic level of care and provision. This basic level depends on what is considered
desirable in political terms as minimum provision at a particular point. In order
to sustain the collective health care system in the Netherlands over the long
term, the Council recommends a mixed form of a public system and a private
system, under which, above an acceptable minimum, a greater call would need
to be made on the personal responsibility of both younger and older people. In
this regard the Council would once again draw attention to its recommenda-
tions to the government in the WRR report Public Health Care (1997).

¢ Technology/knowledge policy
Attimes of rapid technological change the relevant skills need to be kept up to
the mark within the generations. Among other things, investments in the ability
to take up new technologies may take the form of spreading employment and



learning more effectively over people’s careers (i.e. life-long learning).
Even if the burden of ageing on transfer spending should rise, from an intergen-
erational perspective it is important to maintain good educational facilities for
young people. Among other things this is important for ensuring the flexible
passage of generational change. In addition, investment in technology-related
capital goods needs, apart from the investments in knowledge in human capital,
to be examined and where necessary promoted.

d Environmental policy
The promotion of a good environment calls for responsible behaviour with
respect to the environmental transfers to following generations. In deciding
what is ‘good’ both present and future preferences play a role. In recognition of
this subjective nature of environmental policy, the Council advises in view of
the present and anticipated preferences to place the emphasis in government
policy on already existing and new forms of collective self-commitment (i.e.
combinations of government regulation, institutional facilities and financial
incentive) in order to lay down what should be preserved for a longer period at
what price.

Arrangement of this report

The original report consists of two parts. Part I provides an analysis of the most
important concepts together with a survey of existing scientific insights into the
generational problem in economics and sociology. In this translation these chapters
have been summarised in chapters 2 and 3.

Part 11 in the original report provides an analysis of the generational problem in the
various transfer fields. This part examines individual problems in various policy
areas:
e the financing of the A0Ow and health care in the period 2010 - 20135;
o therole of solidarity between generations with respect to risk-control in supple-
mentary pension schemes;
o care of young people and the elderly, allowing for changes in career patterns;
the transfer of knowledge in education;
the transfer of technology and environmental capital.

In a concluding chapter the report provides an integral deliberation of the genera-
tional problem and makes recommendations for future policy for maintaining the
sustainability and fairness of the solidarity between the generations.

In this translation the concluding chapter is summarised in chapter 4 and s. This
final chapter also summarises the conclusions of the examined policy areas.

SUMMARY
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PREFACE

This report examines the sustainability and justice of government policy in rela-
tion to intergenerational transfers. It examines the challenges that government pol-
icy will face as a result of the combination of two phenomena, i.e. the ageing of the
population and changes in the life cycle of successive generations.

The main theme of the report is that the Dutch system of intergenerational trans-
fers is sustainable provided that a generationally-aware policy is conducted. This
means that distribution issues need to be examined not just in the present day but
that the distribution in the long-term in respect of both the present and future gen-
erations also needs to be taken into consideration. If the entire complex of govern-
ment obligations is assessed and managed in that light, a sufficiently strong basis of
support can be maintained in order to meet the requirements of successive genera-
tions in the field of old-age provision, health care, education, technology and envi-
ronmental transfers.

This report has been prepared by an internal project group of the WRR chaired by
Prof. Cornelis ].M. Schuyt, a member of the Council. At the time of publication of
the report the other members of the project group were: Prof. Frank A.G. den But-
ter (member of the Council), Dr. Harry P. van Dalen, Dr. Frans ].P.M. Hoefnagel,
Dr. Roel M.A. Jansweijer, Dr. Gerrit]. Kronjee (project coordinator),

Dr. Henk C. van Latesteijn and Prof. Pauline L. Meurs (member of the Council).

PREFACE
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INTRODUCTION

INTRODUCTION

SETTING THE CONTEXT: THE GENERATIONAL DEBATE

For society as a whole, generations are self-evident frames of reference for the
ordering of human contact and interaction. Knowledge and experience must be
transferred, positions that have fallen vacant must be filled, administrative or polit-
ical elites must be replaced. The way in which such generational changes take place
and are organised can vary substantially from one society to another. Although the
need for a mutual relationship between the generations is a constant factor, the way
in which the relationship is ordered is not. Major variations may even be observed
here. In some cases a generation gap will, with some regret, be identified, and from
time to time generational conflicts may occur. Although the latter would appear
more common in other countries than in the Netherlands as yet, there are also indi-
cations in this country to suggest that divergence of interests can lead to new ten-
sions between the generations.

The generation debate abroad

In the United States the public debate has long been marked by a war between the
generations. Ageing is bringing about a shift in the power of numbers, which is
touching a raw political and electoral nerve. On the one side older people are unit-
ing in grey power associations and are lobbying for a reduction in (for example)
public spending on young people in such areas as education. In this way the cost of
ageing could in principle be passed on to young people by the electoral strength of
the elderly. These young people on the other side must generate the costs incurred
for the elderly through their employment. If the pressure becomes excessive, they
could withdraw, however, in all sorts of ways (emigration, international working
arrangements, private financing schemes and wage inflation).

Clearly, the generational perspective —i.e. regarding general policy problems from
the specific viewpoint of the relationship between the generations — could readily
evolve into a generational conflict. However, the response in other countries is not
always the same as thatin the United States. The experiences in other countries
indicate that the latent conflicts of interest between the generations could also
result in other, more or less sharp reactions.

Calculations for Germany, for instance, indicate thata tax increase of around 40 per
cent would need to be imposed on the working population just to be able to pay for
the pension system in 2030. An increase in economic growth would not result in
any improvement since pensions are wage-indexed. Nevertheless, although the
lower fertility and nature of the welfare and social security systems mean that the
situation in Germany will be much more acute than that in United States, the
debate about the generational issue in Germany has not been an intense one.
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In Norway the parliament has explicitly asked the National Planning Bureau to
draw up generational accounts for policy formulation purposes. These generational
accounts are added to the budget each year. This has not proved to generate politi-
cal conflicts.

The debate is at its fiercest in New Zealand and Australia, where the welfare state is
depicted as a present by the pre-war and baby-boom generations to themselves. Seen
in this light it has been the baby boom generation that developed favourable collec-
tive schemes and which stands to benefit the most from them, both now and in the
future. This generation is said to expect the entitlements for their old age to remain
fully in force. The bill for this present is, however, being submitted to the younger
generation. Under this vision the implicit contract between the generations threat-
ens to become a chain letter in which those at the bottom are left paying the Piper,
while in practice it makes no difference whether or not people abide by the contract.

Is a collision between the generations unavoidable then? The reactions abroad indi-
cate that both conflict and consensus between the generations are possible in the
solution of urgent policy problems. Making use of economic generational accounts as
apolicy instrument, as in Norway, may be regarded as an option to be seriously inves-
tigated. But the more acute conflict concerning public spending on behalf of the elder-
ly or on behalf of younger people, as in Australia or New Zealand, could also occur.

An emerging debate in the Netherlands

In the Netherlands the conflicts between young and old appear to be increasing to
some extent. Within the public debate a diffuse sense of uncertainty concerning
the future system of social security (especially pension provision and health care)
can be discerned, and this uncertainty is even accentuated by the unpredictable
nature of environmental charges. There is a growing realisation that decisions that
have already been taken or ways of conducting affairs will eventually come to
weigh on the shoulders of the youngest generations of today. Existing systems of
transfers do notappear to fit in well with the changing social circumstances. Simi-
larly in the environmental field the debate has got underway as to how the interests
of the coming generations can be honoured.

The system of publicly funded social transfers evolved in accordance with a specific
pattern based on the composition of the working population in the post-war years.
The initial post-war social legislation — namely the Drees Emergency Act of 1948
and the General Old Age Pensions Act (AOW') in 1956 — concerned financial com-
mitments and income transfers for the older generation. Due to the depression and
war years these elderly people had not been able to save much for their old age.
Ageing and poverty often went hand-in-hand. Of necessity the government of the
day opted for a pay-as-you-go system to fund the AOw. Other schemes for the pro-
tection of employees’ risks and to fund medical expenses were also based on the
pay-as-you-go system. This meant that those who had run into little ill fortune or
setbacks in their lives found themselves paying for those who had been affected.
The healthy paid for the sick and employed for the non-employed. The contribu-
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tion charges for all these collective schemes were raised annually, but over the
course of time came to obstruct the effective functioning of the economy.

The selected forms of solidarity were not exclusively transfers from rich to poor,
healthy to unhealthy and able-bodied to disabled but also transfers from young
(working) to old (no longer working). This direction of transfer was desired and
accepted widely. People were happy to pay for the old age provision for the older
generations in the unvoiced expectation that they themselves would, once old and
retired, be able to rely on the same entitlements. [t was not however realised that
this system of collective transfers in fact amounts to an unspoken or implicit con-
tract between the generations.

The changing composition of the population is now placing that contract under
threat. Fewer young people will jointly need to raise more on behalf of the genera-
tions that have left and are leaving the labour force. The result is higher contribu-
tions and a higher tax burden. The financial capacity of young people —i.e. the com-
ing tax paying generations — could be further weakened if the shrinkage of the
working population were to be accompanied by a fall in productivity.

Is the unspoken solidarity between the generations now at risk? The initial calcula-
tions and estimates of AOW and pensions do indeed indicate a great increase in the
burdens for the young generations — given unchanged policies. In anticipation of
the remainder of this report, it may be noted at this stage that many of these calcu-
lations are based on contestable assumptions. If in government policy the later
resort to old age provision is anticipated adequately and in good time, the demo-
graphic shift need not have disastrous consequences for public finances.

There is a further point: the future provision is not just a financial and economic
problem but also conceals a moral problem. On what moral grounds is the ‘unspo-
ken’ contract between the generations based? What implicit aspects of justice and
the fair distribution of costs and benefits does the contract entail? Given the
inescapable increase in the tax and social security burden as a result of the demo-
graphic shifts, how will the generations deal with one another, both at macro social
level and in terms of micro relationships? These questions will also need to be
addressed.

The need for further research

There are sufficient grounds for conducting more detailed research into the partly
gloomy, partly realistic prospects outlined above. As the foreign debate indicates,
these prospects can place the relationship between the generations under pressure.
As noted the conflicts between the generations in the Netherlands are, admittedly,
not excessive at the present time, when compared for example with the genera-
tional conflicts of the 1970s. Given the divergent interests of the various genera-
tions they could, however, develop into a new generational conflict. This then
generates the need to determine where one stands, or at least to thoroughly study
the accuracy of the scenarios that have been outlined.
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Many existing surveys of future developments remain confined to a single problem
area and the future developments are frequently shown as linear in nature. This
does not take systematic account of the development of other matters or issues of
potential relevance for the problem area. Predictions of future environmental
charges often neglect new technological developments that could alleviate the
future problems. The problems are placed in a dynamic perspective, whereas the
capacity to solve those problems is treated as static. At the same time, however, itis
possible for the technical capabilities in this area to be overestimated.

The way in which the problems of the future are outlined and analysed therefore
itself forms part of the future relationship between the generations. That relation-
ship is not simply determined by the demographic ratios and a numerical depend-
ence (i.e. the ratio between the working population and that element of the popula-
tion no longer working). Political images, social attitudes, the institutional facilities
as these have evolved and expectations, together with the mostaccurate possible
scientific analyses, provide the framework within which the future problems will
need to be tackled.

THE PROBLEM

The central problem addressed by this report may be formulated as follows:

Under what conditions is the present solidarity between the generations, as expressed in numerous

collective insurance and social security schemes and in other formal and informal transfers between

the generations, to be continued so that reasonable requirements of sustainability and fairness can

be met?

This problem in fact comes down to the question as to whether the present rela-
tionships between the generations need to be renewed or reviewed. In terms of a
generational contract it could be asked whether this contract should be extended
for an indefinite term or whether certain clauses should be amended. Which sec-
tions of the contract need renegotiation? In football terms one could speak of ‘rene-
gotiating the contract’, i.e. entering into new agreements for a future period.

The essence of the issue concerning the relationship between the generations may

also be formulated in the form of two questions:

a the sustainability question: how can agreements concerning transfers be hon-
oured without dislocating to the existing system?

b thejustice/fairness question: how can the costs and benefits be divided among
the generations in such a way that within the various generations it will be
widely perceived and accepted as just?

Both kinds of question play a role in the generational debate. By sustainability this

report understands the continuity of a system for a particular type of transfer, such

as the AOw, the environment or the health care system. The concept of fairness is
less easily defined. It would at any event not be correct simply to interpret fairness
as an arithmetically equal distribution of transfers. Within the economy efforts
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have been made to estimate the degree of equality in the distribution of the bur-
dens and income per generation in the form of generational accounts. The arith-
metic assumptions underlying the generational accounts are, however, so uncertain
thatit has proven impossible to draw up a just balance sheet between the genera-
tions.

Clearly it is not always possible to empirically base fairness on an equal distribu-
tion. There are also legal and philosophical problems concerning the way in which
it is defined, namely the problem of the as yet unborn generations and the problem
of changing circumstances. From the literature the conclusion may be drawn that
no one author has succeeded in formulating a consistent theory on the basis of
which clear rights can be assigned to future generations. Nearly all existing moral
theories and theories of fairness are based on the mutual dependence of existing
parties or collectivities, where it is possible to speak meaningfully about the fair-
ness of the mutual relations. Nearly every author does however reach the conclu-
sion that there are certain moral obligations towards future generations in so far as
we do not wish to leave a legacy of confusion or to exhaust all finite reserves. It is
rare for authors to be more specific, apart from the fact that they regard saving and
investment as an important activity on behalf of future generations, even if no
obligation can be established to that effect.

The distribution problem between the generations as distinct from that between
socio-economic classes raises another question that has yet to be answered proper-
ly. By definition, the generations live in historically different ages, for which reason
itis difficult to maintain the principle that groups in society should be treated
equally in the same circumstances. Furthermore economic growth is bringing about
a steady improvement in well-being, thereby ruling out the use of absolute mea-
sures of equality.

A more limited interpretation of fairness has been used as yardstick in this report.
Although it does merit separate attention it is not a criterion that is independent of
sustainability. Fairness is to do with the prevention of:
a theimposition of a disproportionate burden on certain generations;
b amarked discrepancy between the expectations of the generations concerning
the proceeds from a system of transfers and the actually received transfers.
This is not, as noted above, a matter of arithmetic justice between the generations.
The assurance that a system of transfers - for example old-age provision - for
which people are now making a substantial contribution can be kept in place (i.e.
sustainability), albeit under certain strict conditions, probably carries greater social
weight than a calculation of justice/fairness indicating how much more (or less)
one generation is receiving than the other. In fact there is no contradiction between
the objectives of justice and sustainability. A system that is widely regarded as
unjust because people are burdened disproportionately will come in for criticism
and become less sustainable. The converse —a lack of sustainability giving rise to
unjust relationships - is also possible.
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1.3

Furthermore, the relationship between the generations is concerned with more
than just the fairness and sustainability of transfers. Good relations between the
generations promote cohesion in society and create a culture that brings other
advantages with it. Even if the elderly were to find themselves in a majority in soci-
ety, it would not be merely unfair to make swingeing cuts in spending on educa-
tion for young people but also imprudent as this would bring to an end or under-
mine a self-evident structure of mutual rights and obligations. A collective system
of solidarity does not stand in isolation but is embedded in a much wider social
context with implicit relationships of trust and supra-individual effects. Solidarity
between generations is a specific example of the general phenomenon of social
cohesion.

THE IMPLICIT CONTRACT BETWEEN THE GENERATIONS AND
THE VARIOUS KINDS OF TRANSFERS

The Council has not solely confined the analysis of the generational issue to certain
specific problems, such as the future of the state pension (A0Ow) and health care.
Other important intergenerational transfers such as environmental management
and technology were taken into account in order to strike a fairer balance between
the generations. In contrast to AOW or health care, however, there is less certainty
concerning the policy response to the management and preservation of nature and
environment and therefore less of a social consensus concerning the necessary
scope of environmental policy. This complicates the discussion about the future
direction of such policies - although it is evident that decisions about nature and
the environment, as well as decisions about the development of new knowledge
and technology, taken by the present generations can have major consequences for
the younger and future generations. The construction of a new airport, reclamation
of inland waters or the development of woodlands for housing have unmistakable
implications for future generations. The future is only partly knowable and our
knowledge of the future is correspondingly limited. This also applies to the prefer-
ences that the present younger generations will have concerning these issues in

20 to 30 years time - let alone the preferences of future generations.

This fundamental uncertainty concerns both the numerous causal interrelation-
ships between decisions now and the consequences later. This uncertainty in the
various individual fields and concerning their interrelationships and the by no
means limited chance that the preferences of future generations will differ from
the current preferences provide grounds for major caution in framing policies that
seek to take account of generational problems. On the one hand it is necessary to
take all sorts of decisions now and thus to incur risks for the future, while on the
other it is undesirable to already now deprive later generations of any policy free-
dom. A combination of the willingness to take risks and a sense of responsibility
towards the future and the —as yet unarticulated - interests of future generations
therefore form a substantial element in a generationally-aware policy.
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The inability to look far into the future in combination with the responsibility for
the consequences of current decisions is a good example of the fact that the link
between the generations can never be fully established. For this reason one tends to
refer to the implicit contract between the generations, as a complex of tacit, non-
explicitagreements. It is implicitly expected that certain obligations and expecta-
tions will persist or be passed on. Any attempts to render those implicit agree-
ments explicit are apt to be counter-productive. In addition contracts that seek to
strike a balance between the generations are possible within extremely limited sec-
tors only.

The observations in this report indicate that the intergenerational transfers within
sectors cannot be viewed in isolation from one another and that quantification of
the extremely sizeable transfers in the environmental and technological spheres is
not feasible. The desire to strike a balance in the transfers for each generation and
the issue of fairness sometimes linked to that thereby lose their significance. The
guideline for a generationally-aware policy tends instead to be the concern for sus-
tainability, under which the implicit balance of transfers between the generations
is maintained as far as possible.

21
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NOTES

1 The pension system under which each Dutch person aged 65 and over is entitled
to a benefit equal to the guaranteed minimum income.
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2.2

CHANGES IN THE SOCIAL CONTEXT OF TRANSFERS

CHANGES IN THE SOCIAL CONTEXT OF TRANSFERS

GENERAL

The solidarity between the generations is clearly under pressure. In this regard a
link may be established with the demographic trends, namely the changing compo-
sition of the population as a whole, with more old people in relation to young (i.e.
ageing). Apart from these demographic changes, shifts are taking place at much the
same time in the life-cycle pattern of virtually all age groups in society. Young
people are staying at school for longer before entering the labour market, greater
numbers of women are entering and stay in the labour market, children are being
born later and there are more divorces. Parents leave the labour market at an earlier
age and thus a third life stage is being ushered in for relatively prosperous, healthy
and unencumbered parents. Old age with infirmity does not come until a later
(fourth) life stage.

Apart from ageing and the changes in the life-cycle model, international develop-
ments would appear to be an important factor.

DEMOGRAPHIC BACKGROUNDS

The population structure does not necessarily involve absolute numbers but the
relations between the various age groups. Following the baby boom in the Nether-
lands immediately after the Second World War, the number of births fell rapidly in
the second half of the 1960s. This was followed by a rise in the age at which women
bore their first child. This pattern of low fertility is expected to be sustained, so
that a population structure with a relatively high number of old people needs to be
allowed for beyond 2035 as well.

The implications for the economy are discussed in this report. One thing is clear:
the urgency of a good analysis of the consequences of ageing for society as a whole
is already clear at this stage. This need will become all the more pressing in the
period ahead. After 2010 the baby-boom generation will turn 65 on a mass scale
and it will take until 2035 before the consequences of the demographic trends have
stabilised (see Table 2.1).



GENERATIONALLY-AWARE POLICY

24

Table 2.1 Population by age groups in the Statistics Netherlands (CBS) population forecast

1998
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050

(Netherlands, 1998, middle variant, %)

0-19 years 20-64 years 65+ (of which 80+) Total

24 62 14 (3) 100
24 62 14 (3) 100
24 61 15 (4) 100
23 60 17 (4) 100
2 59 19 (4) 100
2 58 20 (5) 100
2 56 22(6) 100
2 55 23(6) 100
2 55 23(7) 100
2 55 23(7) 100
22 56 22(8) 100

2.3

CHANGES IN THE LIFE-CYCLE MODEL

Even in the absence of marked demographic changes a problem would have arisen
with regard to old-age provision in that the demographic shifts have been coupled
with important changes in people’s life-cycle models. These have a direct bearing
on the relationship between the generations and are an important factor in the
solution of the anticipated problems.

Effective insight into future developments therefore presupposes more detailed
information on changes in life-cycle patterns. In fact many of the surveys of the
future conducted to date assume on the basis of the demographic data that people’s
life courses follow a fixed pattern: education until the age of 15 followed by em-
ployment until age 65. This does not take account of the fact that the pattern of life
is changing over time. Taking the age of 15 as the lower limit for determining the
labour force is not in fact correct, as many do not commence employment until a
later age. The same applies to taking age 65 as the upper limit; this is too high given
the point at which people tend nowadays to withdraw from paid employment. Nor
isitany longer the rule — as used to be assumed in income and social security
schemes — that men were the breadwinner for a family until a reasonably advanced
age.

In a preliminary study to this report Liefbroer and Dykstra (2000) examine the
changes in the life-cycle models of successive cohorts of men and women born in the
Netherlands in the 20th century. A number of findings are examined briefly below.

The first life stage — that of childhood and adolescence - is characterised by an
extension of this stage, with the deferred acceptance of social responsibilities and a
longer dependence on social transfers. An indication of such deferred social
responsibilities is to be found in the marked increase in the age at which full-time
education is completed.
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A characteristic feature of the second life stage — that of adulthood in a social sense -
is the increasingly brief duration of the period spent in paid employment. The sec-
ond life stage is also characterised by the increasingly cumulative nature of social
obligations (such as employment and family care). This is related to the shift in the
period of participation in paid employment by women, initially before the forma-
tion of a family and later during that stage. The declining number of children is off-
set by the increasing length of time that children are dependent. The extended
duration of such dependence is also evident from the higher age at which education
is completed and at which people become economically independent.

Younger age-cohorts cease performing paid employment atan earlierage. Asa
result a new kind of third life stage has arisen. Not only is this third stage new butit
also shows signs of continual extension. This means that people may be old in a
social sense but are generally still healthy. This stage is the mirror image of adoles-
cence. In both stages people bear less social responsibility than they would in fact
be able to.

The fourth life stage — that of advanced years — is lasting longer with the increase in
life expectancy among older people. This is a life-cycle stage in which thereisa
high take-up of health care and hence also marked dependence on financial support
by younger age categories.

These developments have meant that the economic base for collective transfers is
shrinking and that the period in which people are dependent on collective transfers
is becoming longer. This trend is shown in Figure 2.1 comparing the potential con-
tribution with the potential dependence. Both are dependent on biological and
social factors that play a role as people grow older. The figure reveals that the shift
in the limits of the first and second life stages described above has created a smaller
economic base for transfers (i.e. the number of persons in the second life stage).
Furthermore the number of dependent persons in other life-cycle stages is rising,
but at the same time less is being demanded of people in this category in terms of
the potential social contribution they could make. In combination with demo-
graphic trends, the new life-cycle patterns could create problems for the sustain-
ability of the system of transfers between the various age categories representing
the various generations.

Thus, the relationship between the generations is under pressure from more than
just demographic shifts in the population structure. Even without marked demo-
graphic shifts a problem would have arisen with respect to old-age provision in
that the demographic shifts have been coupled with equally as important shifts in
people’s life-cycle patterns. Generally speaking people stayed at school longer
before entering the labour market; they got married later, got divorced more fre-
quently and — especially over the past 20 years - left the labour market at an earlier
stage under schemes such as early retirement (vUT)' and the disablement insurance
act (WAO)?. More women began performing paid employment outside the home,
albeit often part-time.
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Figure 2.1 Life-cycle model and transfers
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All these changes in the life-cycle patterns directly affect the relationship between
the generations and have a bearing on the solution of the anticipated problems.
Given the longer time that young people spend in education (from age 14 to 20)
and the earlier withdrawal from employment of older people (from age 65 to 55)
there has been a structural reduction in the economic base for collective provision.
The load-bearing generation, by contrast, is bearing a heavier burden on account of
the combination of paid employment, caring for children and (quite commonly)
care of parents. [n addition a separate, third life stage has arisen in respect of often
healthy, well-off older people (aged 55-70), who participate far less in the formal
employmentand care systems but remain capable, healthy and independent. Both
the deferred responsibilities of younger people and the increasing burden in the
active phase of life and the non-participation of the elderly in the third life stage are
creating their own problems for the relationships between the age groups.

In its report the Council reaches the view that these changes in the course of life pro-
vide grounds for a new generationally-aware policy that takes account of these shifts.
In the first place they point towards a policy that would encourage the shortening
rather than extension of the phase of initial education, with more explicit account to
the combination of employment and education. This would set limits on the deferred
social responsibilities of young people and would mean that educational efforts were
more effectively targeted, namely more in a situation of ‘lifespan learning’. Under this
notjon the acquisition of new knowledge and skills in a rapidly changing society
should take place throughout people’s entire (active) lives. This means that those in
employment and not just young people in education need to invest time in education.
If compensation is not sought elsewhere this will result in a further narrowing of the
economic basis, in that time for learning will be largely at the expense of work. This
too points in the direction of limiting the continuing extension of the initial educa-
tion period and learning to combine employment with education - which people
need to do throughout their lives. In addition lifespan learning should preferably be
aimed at a later exit from the labour market. In order to achieve the increase in labour
force participation by older people thatis required for the sustainability of collectve
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provision, it must be prevented that these older people have to withdraw from the
labour market due to obsolete employment qualifications.

In itself the growing labour force participation of women is also a precondition for
the sustainability of collective provision. In many cases family formation does
however result in withdrawal from the labour force or a reduction in the working
hours of women - with the additional threat that their professional qualifications
may get out of date. In a society in which two-income families are increasingly
becoming the norm, households with children which decide to handle the caring
themselves generally suffer from a relative shortfall in income — and that in the
period in people’s lives when expenditure tends to be high. By bringing up
children they do however make a contribution to the new generations. In terms of
a generationally-aware policy, transfers to households with children may therefore
be desirable in addition to facilities to promote the combination of employment
and care. Efforts should be made to achieve a better coordination of income, educa-
tion and labour market policies.

Many elderly people are finding that they are taking retirement at a time when they

are still in comparatively good health; they are not required to stop work on health

grounds. In addition this is a time of life at which caring responsibilities have 27
diminished sharply. One great advantage of stopping work is that people are able to

undertake activities for which there was no opportunity while they were still in

employment. One disadvantage, however, is that work plays an important role for

a satisfactory participation in social life. In an ageing society it is doubly undesir-

able for older people to feel sidelined or too old still to make a meaningful contribu-

tion. It would however be possible to expect responsibility for the formal care of

the very old to be handled in part by older members of the workforce.

An approach such as that above could give rise to a policy which, in a general sense,
seeks to promote the possibilities for combining education, employment, leisure
and care. In policy terms these activities are placed in life-cycle stages that remain
highly compartmentalised. This applies not just to the transition between educa-
tion and employment but also to retirement. The elderly may wish to retire to go
on the world cruise for which - if they wait too long - they will no longer be
healthy enough. On return from the trip, however, they may then find themselves
permanently retired within the present system. Given more flexible retirement
arrangements this need not be the case.

THE INTERNATIONAL CONTEXT

The background to the generational issue is not confined to ageing and changes in
the life-cycle model. The changing international context is also a factor. Nearly all
collective social security systems for the elderly were developed in a period in
which the national scale of the economy had primacy. The security guarantees
were linked to employment in national enterprises. The costs of these guarantees
formed an element of the national economy.
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The solutions to the growing financial burden are however under pressure from
the international competition and monetary arrangements. Despite the fact that
virtually every country in Europe is faced with the same generational issue in the
short term (with the exception of still relatively ‘youthful’ countries such as Ireland
and Poland), there is not a single European country that can permit itself to make
unlimited payments to the older, non-working population.

The accession to EMU also sets limits: in principle each affiliated country will need
to have a balanced budget and the financing deficit may not exceed 3 per cent. This
imposes radical limitations on the solution of the state pension financing problems
during the period 2010-203s.

How the various countries in Europe will tackle their individual generational prob-
lems remains totally uncertain. The problems vary from one country to another on
account of the specific composition of the population in combination with the his-
torically evolved and institutionalised old age provision. The Netherlands occupies
a favourable position with respect to pension savings (in comparison for example
with France and Germany) but will encounter more problems than the UK in con-
tinuing with the pay-as-you-go system for the state pension.
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A scheme under which early pension is financed by contributions paid by the

working element of the population.
A social security scheme under which those unfit for work have an entitlement to

a benefit.
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GOVERNMENT POLICY AND INTERNATIONAL
TRANSFERS

THE RELATIONSHIP BETWEEN THE MICRO AND THE MACRO
SPHERES

Parents, children and grandchildren in larger or smaller family contexts have had a
duty of care towards one another since time immemorial. Although this duty may
vary from society to society (in India for example one of children’s main duties is
to look after their parents, while in western countries one of parents’ main duties is
to care for their children), it nevertheless forms a strong link between the genera-
tions at nuclear and extended family level. Familial links are coupled with a sense of
responsibility for child-raising, financial maintenance and mutual supportand
care. First, older people care for the young ones. When growing older, however,
roles will reverse. Traditionally young people will then care for parents or older
people who have become dependent. Sometimes a generation is skipped, with
grandparents taking over upbringing responsibilities from their children or the
younger generation caring for the oldest.

This traditional pattern of familial solidarity has also changed with the advent of
the modern welfare state and its multiplicity of collective care and insurance sys-
tems. Although there remain significant social relations and help/care systems at
micro level, a collective and publicly funded system of care was introduced side by
side with and not after the family system. The primary goal of the collective system
was to reduce undue dependence by parents on their children and the latter’s level
of prosperity or even to terminate such dependence altogether. Nowadays it is rare
for children to support their dependent parents fully in a financial and social sense
and to care for them in their own home, as is customary in many non-western
cultures.

The collective system of care has a number of macro features. In the first place it is
no longer a matter of generations in the sense of familial relationships but of a clus-
tering of cohorts in a certain relationship to one another by means of employment,
contributions and taxation. All those employed and not-employed, with or with-
out children, share in the bonds between the generations (here in the sense of large
clusters of cohorts).

Secondly, intentionally or otherwise, the macro system exerts influence on the
micro relationships. If the state starts to care for an aged mother, this eliminates
that element of care which the children could provide. This goes beyond financial
supportalone. Particularly in the case of the care of the elderly there is a new inter-
action between the care provided at micro level by relatives and the care provided at
community expense, i.e. between informal and formal care. Both financially and
organisationally the current system of health care is not proof against an increase in
demand - as is inevitable with the process of ageing. It is tempting to fall back on
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familial support and care to meet that demand. In practice such support is in fact
provided (generally by daughters or daughters in law), but the practical limits must
also be taken into consideration, not least in the light of an official policy aimed at
increasing the labour force participation of women.

Informal care will fall short in terms of both scale and professionalism. This should
have consequences for the future financing and organisation of care of the elderly.
Also consistent with this is an appeal to the individual responsibility of young
people to plan ahead and to make greater private savings than at present for the
costs of their care once they themselves grow (very) old.

In the Council’s opinion it is not possible for the future problems in the macro -
sphere of health care to be coped with by means of a greater resort to care and sup-
port in the macro sphere. The micro and macro spheres in care are not fully substi-
tutable. This observation has consequences for government policy: a system of pri-
vately funded professional care arrangements, particularly as regards personal help
and care, will need to offset the deficiencies in the public system. The demand for
health care will continue to rise while the supply of labour continues to lag behind.
Measures will therefore need to be taken to increase the supply of labour in health
care, for example by drawing more heavily on women returning to the labour force,
by reducing staff turnover in health care and by making the caring profession more
attractive. Informal care has a larger support base than often supposed, but even so
care for the very old who lack a supporting partner will generate problems.
Improvement of the conditions, including those for the provision of informal care,
will therefore be required.

INTRAGENERATIONAL AND INTERGENERATIONAL TRANSFERS
IN THE MACRO SPHERE

A highly importantaspect of collective transfers is the interwoven nature of intra-
generational and intergenerational transfers. The primary focus of government
policy is on the provision of public goods and services and the related distribution
issue. The concern here is with a transverse distribution among now living cohorts.
The longer the period taken into consideration, the more that those alive now form
part of a single generation, meaning that we have intragenerational distribution.
The term intergenerational distribution is reserved then for the redistribution
between societies widely removed in time. The various positions of cohorts with
their own history can however play arole in transversal, intragenerational dis-
tribution.

The introduction of the AOW state pension, for example, needed initially to be
viewed in the light of the efforts to distribute prosperity among the citizens more
evenly. The initial aim of this policy intervention was to bring about greater equali-
ty between the older people who had been responsible for post-war reconstruc-
tion, starting from a low level of prosperity, and the younger people who had bene-
fited in full from the rise in prosperity following this reconstruction process.
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At the same time this example demonstrates that the intragenerational distribution
problems faced by the government cannot be viewed in isolation from the inter-
generational transfers. The introduction of the AOW meant that the government
was making a long-term commitment under which younger people in the working
stage of life would make transfers to the older people who had completed that life-
cycle stage. At the same time government policies aimed at education, technology
and the environment have also resulted in transfers between the generations.

A key element in this report s that the political discussion and decision-making
currently relate primarily to the distribution and redistribution of burdens within
generations {‘purchasing power figures’) and almost entirely neglect the side-
effects of this distribution policy for intergenerational transfers. The call made in
this report for a generationally-aware policy is designed to increase awareness in
the policy formulation process and the political debate that intragenerational redis-
tribution also affects intergenerational transfers.

3.3 RELEVANT POLICY AREAS

The government policy statement of the present Dutch coalition (Purple II) con-
tains the following extract on social cohesion:

Een beschaafde samenleving waarin mensen niet langs elkaar heen leven wordt ook gekenmerkt
door solidariteit tussen generaties. Voor de generatie 65-plussers is essentieel dat zij kan rekenen
op een welvaartsvast pensioen en continuiteit in de regelingen ten aanzien van hun aanvullend
pensioen. Van minstens even groot belang zijn kwalitatief hoogwaardige en toegankelijke
zorgvoorzieningen. Door vermindering van de schuld- en rentelasten zal worden voorkomen dat
de jongeren van nu in de toekomst de ouderen van de rekening worden.

(Regeringsverklaring 1998).

[A civilised society in which people do not just go their separate ways is also characterised by soli-
darity between the generations. For the over-65 generation it is essential that they are able to rely
on an index-linked pension and continuity in their supplementary pension arrangements. At least
as important are high-quality and accessible care facilities. By reducing the national debt and
interest burden it will be ensured that the young people of today do not end up holding the tab as
the elderly of the future. (Government Policy Statemnent 1998)]

The solidarity between the generations has two sides: on the one hand ensuring
the rights built up by the elderly and, on the other, making sure that the costs of
those entitlements are not fully passed on to the younger generations. The achieve-
ment of this twin aim is more easily said than done. The policy problems referred
to in the quoted extract ~ the continuity of old-age and pension provision, high-
quality and accessible care facilities and the national debt - are all three sensitive to
demographic shifts. The imminent ageing of society in fact raises the question as to
whether existing entitlements and the current distribution of the burden (in the
form of taxation and contributions for government-organised transfers) can remain
unchanged.
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This report deals with a number of policy problems that are the most affected by
the demographic shift towards an ageing society. These policy problems are exam-
ined here specifically in terms of the generational problem.

In the first place it turns out that this generational problem is not clear-cut - partly
because the concept of generation itself has been and continues to be used in con-
tinually varying ways. The generational problem conceals a number of important
distribution and redistribution mechanisms that need to be kept separate, however
much they may have become bound up with one another.

The solidarity between the generations takes place at both micro level (the rela-
tions between parents/children/grandchildren) and at macro level (the mandatory
or voluntary participation in risk-sharing and care programmes). For centuries par-
ents’ concern for the upbringing of young people and the care provided by younger
people for the older generations have taken place within the nuclear and extended
family context. This generally remains the case even today. At micro level the tra-
ditional solidarity between the generations remains firmly entrenched.

Atmacro level there are at present no striking generational breaks or conflicts to be
discerned. With the developments at macro level however of risk-sharing and risk-
spreading programmes — particularly with the construction of the post-war welfare
state — the government has intervened in the relationships at micro level. The
elderly are no longer solely dependent on the benevolence, love, financial position
and care of their children for their old age provision. A legally guaranteed state pen-
sion has been introduced, financed by a pay-as-you-go system. Collective arrange-
ments have also been made for medical expenses, with consequences for the pri-
vate sphere.

Itis precisely the collective systems guaranteed by the government and financed by
a pay-as-you-go system or other forms of solidarity that may come under pressure
from the demographic shifts. The combination of many older people no longer in
employment and a fall in the proportion of those in employment inevitably means
an increase in contributions given unchanged benefit levels. This development will
be accentuated to the extent to which the ratio between the employed and non-
employed shifts in favour of the latter during the period 2010-2035. This will at any
rate apply in the case of unchanged policies.

The collectively financed systems for retirement and care are not the only forms of
government policy affecting the transfers between the generations. Education isan
important form of transfer that generally operates in the reverse direction, from
old to young. In addition there are transfers arising from government policies con-
cerned with technology and the environment. Government policy towards the
national debt also contributes towards the transfers between the generations.

The Council’s analysis of a number of policy fields of relevance for this problem
indicates that the generational perspective is required in order to assess the conse-
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quences of policy in the longer term. Political decision-making is at present heavily
oriented towards present-day distribution problems and present-day interests. A
politician looks to the next election; a statesman also looks to the next generation.
In the choice between ad hoc distribution problems and the anticipated distribu-
tion problem in the longer term, a policy that wishes to take account of the inter-
ests of young and future as yet unborn generations will need to be guided by the
latter problem.
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TOWARDS A GENERATIONALLY-AWARE POLICY

JUSTICE AND SUSTAINABILITY

With this report the Council is seeking to make a contribution towards the con-
scious and consistent application of generational perspectives and hence to con-
tribute to the formation of a generationally-aware policy. The question then arises
as to what measures should be employed. This report has opted in favour of the
measures of sustainability and justice of government policy, as seen from the view-
point of the generations. This question can of course not always be answered in the
same way. In the case of specific policy problems such as the future of the state
pension and health care it may be possible to be more specific than in the case of
the preservation of nature and the environment. But here too the decisions taken
by the present generations have major implications for the younger and future gen-
erations.

Problems with the application of justice as a criterion

Of the two criteria of justice and sustainability the latter provides the better guide-
line for generationally-aware policies. The consideration of a just distribution
between the generations does not afford any ready-made solutions, for three
reasons:

1 the changing historical circumstances;

2 the lack of a discussion forum; and

3 the practical impossibility of an overall evaluation.

The most fundamental consideration in demonstrating that justice cannot be used
as a measure in assessing government policy is related to the fact that the circum-
stances in which each generation lives differ markedly from those of previous or
future generations. The prosperity, security, international relations and develop-
ment of technology mean that each generation will have its own pattern of life that
differs from that of other generations.

The generations do not therefore find themselves in equal circumstances, and jus-
tice in the sense of equal contributions in equal circumstances is not therefore
achievable (as a further complication the changing circumstances are themselves in
fact often the result of intergenerational transfers). From this it also follows that
changes in circumstances must lead to changes in the contributions that people
make and the benefits they receive. In times of adversity each generation forming
part of society will experience the consequences, while if prosperity rises each gen-
eration will also benefit. In the case of rising prosperity one accordingly sees the
elderly benefiting, because the state and other pension arrangements are adjusted
accordingly. If society runs into adverse circumstances the effects are also bound to
be felt by all the generations.
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In other words, changing circumstances affect all the generations alive at that time.
Itis not possible to exempt one particular generation from those consequences, for
example the elderly, because they have made a certain contribution in the past.
They also share in good times and bad as circumstances change. Precisely how the
costs and benefits should be divided is a matter for political deliberation at the
point at which the change in circumstances becomes manifest. The fact that older
people are no longer able to work may be a reason for treating them differently
from young people.

One of the changes taking place is the ageing of society. This is changing the cir-
cumstances of both younger and older people. There is therefore no obvious reason
to confine the consequences to one particular generation. More specifically, if the
burdens of the system are increased as a result of ageing it would not be logical for
just the younger, working generation to contribute towards these extra charges. In
essence this is however what happens under the present AOw system, in which the
elderly themselves no longer contribute towards their collective old-age provision.

More generally it may be said that a scheme in which solidarity between the genera-
tions is reflected is due for review if a change in circumstances brings about a change
in the distribution of costs and benefits. This means that an arrangement designed
for a stationary population structure is due for review in the light of ageing. A simi-
lar line of reasoning could be followed if the health care system increasingly in-
volved the provision of care for the elderly, as this fact alone would mean a shift in
the benefits to the older generation.

Secondly, it must be possible for all those concerned to take partin any debate
about justice. Future generations are not, however, as yet present. Nor do we know
their preferences. Those acting today as advocates on behalf of future generations
are essentially representing their own preferences with regard to a just distribution
between the generations and are not reflecting the different values which future
generations could and presumably also will have.

The third reason why justice is not a readily defined criterion that lends itself to
operationalisation stems from the pragmatic fact that placing a value on the trans-
fers between the generations is so complex and difficult that the results are com-
paratively arbitrary. Generational accounts suggest that the contributions and ben-
efits of the generations can be identified and compared, but are unable to bear this
out in practice. Precisely on account of this false sense of precision and the incorrect
association with ‘justice’ the Council has decided against any attempt to draw up
all-embracing generational accounts in which the value attached to (for example)
environmental capital and technology would also be taken into account.

Sustainability

Sustainability by contrast does lend itself to definition and operationalisation. The
sustainability criterion requires no more than that the present institutions that are
assumed to represent current preferences can be maintained in the future. This
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does not detract from the fact that future generations might well have different
preferences from those of today. It will then be their concern to fashion a new and
sustainable future for these new preferences. While sustainability might not
appear to be a particularly idealistic or lofty criterion, it does at least provide a
frame of reference and a minimal yardstick, in that a non-sustainable course of
action can by definition never be either effective or just.

When the intergenerational aspects of the distribution issue are lost sight of, the
direct consequences are at their most evident when it comes to the question of the
sustainability of the collective system of old-age provision and health care. By the
sustainability of these facilities and care this report understands the ability to con-
tinue with the system in a form now deemed acceptable, for example with the
guarantee of a certain benefit linked to living standards or a certain quality of med-
ical care. Sustainability does not necessarily mean thatall the present rules and reg-
ulations (for example the level and duration of contributions, the level of benefits
or the size of the disbursements) can remain unchanged. Specific elements of this
kind can be modified in order to bring the system into line with changes in prefer-
ences and circumstances. Such ability to adapt in line with changed circumstances
is in fact a form of institutional sustainability.

Another aspect of sustainability is the willingness of the population to maintain
the system as a whole and to raise the necessary financial resources and take the
necessary measures. As this willingness is assumed to apply to all generations, the
burden of maintaining the system must be shared as fairly as possible.

Justice, sustainability and a generationally-aware policy

A generationally-aware policy does, however, go further than just bearing sustain-
ability in mind. The lure of the ideals of justice and efficiency cannot simply be
appeased by the assumption that flagrant injustice and inefficiency in the distribu-
tion between the generations will prove unsustainable in due course. A genera-
tionally-aware policy means actively anticipating the future and the interests of
future generations, on the basis of the preferences of the current generations and tak-
ing account of the various positions in which the generations find themselves.

This qualification of the concept means, first, that it is possible to depart from the
notion of intergenerational justice, in the sense of ‘bean counting’, in an effort to
arrive ata fully equal distribution between the generations. Secondly, this ap-
proach provides greater policy support for arguing in favour of certain changes
than does the concept of sustainability alone. This approach is based on a policy
arrangement as agreed previously and indicates that— as circumstances have
changed - this agreement has other effects now than anticipated in the past. This
provides legitimation for change, in which sustainability will remain a precondi-
tion. Under this line of approach, the abolition of age-related exemption from state
pension contributions' is not just a logically possible policy response to demo-
graphic trends aimed at sustainability. Such a measure is moreover justified
because the social circumstances on which the present financing system was based
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have been or will be superseded by the growth in prosperity. This line of argument
can also be applied in other fields, such as the financing of health care and educa-
tion, and to the financial relationships between employed persons with and with-
out children.

In addition the issue of consistency over time requires attention. Arrangements for
which there is public supportat the present time will only be sustainable if it may
be assumed that they will also enjoy such support in the future. Support need not
justarise from direct self-interest. Young people may for example support the prin-
ciple of the state pension as this reconfirms the principle that provision must be
made for older people. When they themselves grow old they will benefit from the
acceptance of that principle. But this mechanism only works if there is a realistic
expectation that the next generation of young people will in its turn reconfirm that
principle.

THREE PRINCIPLES OF GENERATIONALLY-AWARE POLICY

In order to ensure that the consequences for various generations are taken into
account in the framing of policy it is necessary to formulate a number of principles.
These are aimed at preventing decisions from being taken without regard to the
consequences.

A generationally-aware policy is based on the following principles:

a A consistent long-term estimate is made of the consequences of government pol-
icy for the relationship between the generations. How should an increase or
decrease in the national debt be viewed in the light of the relationship between
the generations? What effect will measures to promote labour force participa-
tion have on future transfers? What consequences will the current decisions on
health care have for older and younger people in the future? Similar questions
may be posed in many areas.

b All the generations bear responsibility for the solution in due course of new
issues faced by society. This also applies to the changes arising from the demo-
graphic transition (i.e. ageing) or from changes in health care. If the process of
ageing imposes a major financial burden on old-age provision that burden
should not be borne by any one generation. If the elderly were for example to
draw attention to the fact that they have contributed towards their state pension
over many years and so wanted to be treated just like previous generations after
turning 65, it may be countered that the circumstances have changed as a result
of ageing. The same applies to the actual care that is provided which - partly asa
result of the growing medical possibilities - is imposing an ever greater burden
on the public. The point of departure needs to be the attitude that all generations
share the responsibility to find a solution to problems in the long term, rather
than the attitude that each generation should receive precisely as much as it has
putin. The Council’s analysis indicates thata ‘generational claim culture’ is
based on an argumentation concerning justice that mistakenly fails to take
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account of the many hidden or incalculable aspects of the transfers between the
generations.

Each generation has a need for a balanced distribution of activities over the
course of life. The eternal cycle of succeeding generations calls for the mutual
ability to empathise in the different position of the succeeding generations. The
Council’s analysis indicates that what is often regarded as an intergenerational
transfer turns out on closer inspection to be an intertemporal transfer from a
younger to a later life-cycle stage. The age-group problem - i.e. the distribution
between young and old - exists in every society irrespective of the size of the
various categories. Each generation should have the opportunity of a balanced
distribution of activities, including the costs and benefits, over the course of life.
If people’s life patterns change — partly as a result of social developments — there
must still remain the possibility of a balanced distribution over the course of
people’s life. This needs to be taken into account in policies having implications
for the distribution of education, employment, care and leisure time over the
course of people’s lives. Measures must also be taken to prevent the younger
generations from being the victim of foreseeable cost increases on behalf of the
elderly that were not taken into account in good time. Otherwise there is the
danger that in response to the process of ageing — which also applies electorally - 4
cuts are made in spending on younger generations, especially as regards up-
bringing and education. The Council warns against such a development. In the
same way that younger people develop the realisation that they will inevitably
one day form part of the elderly —and on that basis contribute towards a system
of health insurance - so the elderly need to remind themselves that they too
once expected good educational facilities. Social cohesion depends to a large
extent on the automatic alternation of the generations. This crucial insight need
not be lost under the strong pressure created by the shifts in the population
structure, provided those shifts are anticipated in good time.
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NOTES

1 Which also means that persons aged 65 and over contribute through taxation to
the aow.
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CONDITIONS FOR A GENERATIONALLY-AWARE POLICY

CONDITIONS FOR A GENERATIONALLY-AWARE
POLICY

GENERAL CONDITIONS

Generationally-aware policies in relation to public provision involves looking at
the sustainability of the overall complex of government obligations now and in the
future. In particular these include government expenditure that is heavily affected
by demographic shifts, such as the state pension and health care, as well as govern-
ment obligations in connection with the national debt and the associated interest
payments. The Council’s analysis has revealed that the sustainability of the Aow
and the collective health care system need not be at risk in the long term provided
that three conditions are satisfied:

1 In the first place it is important that the economic base for government expendi-
ture is increased by a further rise in the labour force participation rate. To this
end it is necessary that early retirement be reduced and replaced by a more con-
scious policy of flexible retirement for people’s own account, including the abili-
ty for people to continue working beyond the age of 65. It is also necessary to
eliminate obstacles towards the labour force participation of women.

2 Secondly it is necessary to control the rise in health care spending due to factors
other than demographic change. This increase in expenditure may not outstrip
the rise in prosperity, so that a demographically stable population spendsa
stable percentage of GDp on publicly funded health care. The growing level of
aspiration and the pressure of technical developments have meant that per capi-
ta public spending on health care has been rising more rapidly than per capita
income over a lengthy period. Such an increase is inconsistent with a preference
for or a more or less constant ratio between public and private expenditure.

3 Thirdly demographic changes make it necessary to anticipate future increases in
expenditure. This can best be done by redeeming all or most of the national debt
over the next 20 years, thus releasing the present interest payments as a source
of funding for the anticipated increase in government spending and so creating
the necessary financial leeway for the future. Under the present circumstances
the systematic reduction in the national debt ratio, the size of which continues
to weigh on the financial leeway for the succeeding generations, is one of the
fundamental principles of a generationally-aware policy. The intergenerational
distribution over the long term tends, according to the Council, to receive insuf-
ficient weight on this score in relation to the intragenerational distribution in
the short term. In order to achieve a reduction in the debt ratio, the State budget
will need to be in surplus for an extended period. In a strictly technical sense
this is not particularly difficult, as it would involve only a comparatively limited
rearrangement of government spending (approximately 0.2-0.5% of GNP).

The falling interest payments on the shrinking national debt ratio make it
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possible to achieve the necessary surplus for redemption purposes despite the
process of ageing. In a political sense the repayment of the national debt may
well mean a challenge. It does however need to be borne in mind that the neces-
sary measures will become more radical the longer they are postponed. Further-
more it is highly important for the government to make it clear in the short term
what measures it intends taking. Otherwise confidence in the sustainability of
the system will be undermined - which could in due course even undermine the
system itself.

Maintenance of the Stability Pact

With its comparatively marked emphasis on savings, the Dutch pension system
stands out positively from those in surrounding countries. This means thatin the
Netherlands it will be possible for the demographic pressure of ageing to be coped
with more effectively than elsewhere. The special position in the Netherlands
makes it particularly important for the requirements of the Stability Pact to be sus-
tained, so as to prevent the consequences of stagnating restructuring programmes
in other European countries from being passed on to the Netherlands. The Nether-
lands therefore needs to urge that the impact of demographic changes on the bud-
get (or: the financial position) of the member states be made visible, so that this can
be taken into account in assessing the position of the participating countries.

PENSIONS

Three pension pillars

There is no reason for the collective responsibility for an acceptable system of basic
old-age provision to be opened up to debate. The mixed Dutch pension system of
pay-as-you-go and full funding fits in well with the recommendations by the
World Bank for a three-pillar system.

The first pillar is a tax-funded state pension designed to guarantee a minimum level
of income. The pay-as-you-go system is motivated here by the transversal redis-
tributive character and the intended welfare robustness: the tax base and tax bur-
den follow the same growth pattern, apart from demographic developments. The
task for a generationally-aware policy is to ensure that the collectively funded basic
provision can still be sustained in the event of demographic transitions.

The second pillar consists of the totality of private, funded supplementary pension
arrangements designed to assure income continuity. The system of funding em-
phasises that each cohort is in principle responsible for its own old age in so far as
this exceeds a certain minimum level. Sustainability requires that funding is taken
sufficiently seriously in that the members in pension schemes should share in the
risks of an over-return or under-return to a greater extent than has been customary
so far. This means that on the continuum from defined benefit to defined contribu-
tion pension schemes would shift in the direction of defined contribution. This
emphatically does not concern a reduction in the level of aspiration but a more bal-
anced sharing of the risk. The collectivity protects individuals against short-sight-
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edness and uninsurability. The collectivity also enables solidarity between cohorts.
This solidarity between cohorts provides a clear added value on top of individual
pension arrangements as the downside risk of an inadequate capital reserve can be
reduced by means of transfers between cohorts. These transfers take place by
means of additional contributions in bad times and by means of capital buffers. The
currently available, unplanned capital buffers provide a favourable starting point
for systematically holding a greater level of capital than required for the accrued
entitlements.

The mix of pay-as-you-go and funding in the first and second pillar is in itself a
way of risk sharing. In themselves both systems are stable and efficient, but they
each have their own risks. Models of overlapping generations indicate that changes
in the mix between pay-as-you-go and funding always demand a net transfer of
prosperity between generations. The third pillar, finally, consists of individual sav-
ings to meet individual aspirations; it would not be effective to compel individuals
to make collective pension savings above a level they desire. The collective level of
aspiration for the pension provision must therefore remain confined to that which
is generally regarded as desirable.

AOW

As noted, the starting point for a generationally-aware policy — namely that all gen-
erations bear responsibility — means that older people can also be asked to help
maintain public facilities. One means of doing so is to finance the AOw from taxes
rather than by premium contribution, as is currently done and from which pen-
sioners are exempted. This makes it possible for the tax rates for youngand old to
be brought closer together, so that in net terms older people with sufficient other
earnings and capital contribute towards the Aow of their less well-off contempo-
raries. The importance of maintaining the system has primacy. In view of the
demographic shifts — for which nobody is to ‘blame’ - the Council considers it fair
to ask the older generations to make a contribution.

The second pillar: intergenerational risk management in the pension
sphere

The idea could take hold that a generationally-aware pension policy should
concentrate exclusively on the public sector, especially the Aow. Nothing could be
less true, since the second pillar of the Dutch pension system involves a complex
system of transfers. Most of these transfers are intertemporal, from one life stage to
another, but there are also transfers between individuals, both intragenerational
and intergenerational. A distinction may be drawn in respect of these transfers
between redistributive ex ante transfers on the basis of subsidising solidarity and
non-redistributive ex post transfers on the basis of risk solidarity.

As a group cohorts are able to take out insurance against the risks of inflation and
the rate of return by means of collective supplementary pension arrangements.
Such insurance is not possible within cohorts as all the individuals in the cohort
share the same economic environment. The intergenerational pooling of risks pro-
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vides benefits for all cohorts. In the environment that has been modelled here the
risk reduction obtained by participation in pension funds in comparison with a sit-
uation without risk-sharing amounts to around one third. In the case of an individ-
ual, the realised pension result tends to have a much greater spread than that fora
pension fund member. In order to be sufficiently sure of his pension an individual
with professional investment expertise will need to invest around 25 per cent more
in his pension than a fund member. On average he will consequently also build up
25 per cent more pension than he considered desirable.

Redistributive ex ante transfers between cohorts may be attributed to demographi-
cally non-neutral financing methods. They have little to do with the pension sys-
tem in itself, which mainly determines which risks are insured. They have even
less to do with the level of aspiration of pension schemes. Too much redistribution
ex ante may undermine the legitimacy of collective pension schemes since certain
individuals or cohorts will on balance predictably benefit more than others — possi-
bly even so much more that certain individuals or cohorts lose in comparison with
strictly individual pension build-up. If too much solidarity is demanded, members
will try to withdraw from the collective system, which will then become unten-
able. Moreover, the advantages of the intergenerational risk-sharing in a collective
scheme will also be lost. In these circumstances it is more efficient to reform the
pension systems in such a way that they are financed in a demographically neutral
and actuarially fair way, so that the motivation to withdraw is eliminated. The
more neutral the method of financing, the less the contributions will be perceived
as a collective burden. From the above it follows that the level of aspiration of the
second pillar should be such that the average member of the second pillar can
obtain an acceptable pension.

The third pillar

The third pillar should be aimed at those individuals wishing to make above-aver-
age savings for their pension: for the top-up they are dependent on the less efficient
individual path. The legitimation of relatively sizeable mandatory schemes, how-
ever, demands that they must offer rather more for their money at individual level
than at present. This implies an ex ante reduction in the redistribution in relation to
the present situation.

Increasing and underestimated risks as a result of maturing and
investment strategy

Apart from the above fundamental pension considerations, the pension funds are
grappling with the current problem of a growing risk exposure. Supplementary pen-
sion schemes have become riskier for three reasons. In the first place the volume of
accrued rights is continuing to grow more rapidly than the contribution base. This
means that an ever higher proportion of the earnings of pension funds stem from
uncertain returns on investment. The volatility in those returns is therefore also
becoming larger in relation to the contribution base and it is becoming increasingly
difficult to compensate for this by making changes to the contribution level. The
second source of risk concerns the fact that people have become used to the high
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level of aspiration that has been achieved without undue difficulty in recent years
for what are essentially accidental historical reasons. Finally, the nature of the
investments is a source of risk. In order to obtain the return required for indexed
pension payments without any increase in contributions, riskier investment will be
required, with a consequent increase in the variability of the return.

Buffers provide risk reduction
Many pension schemes have built up capital buffers as a result of wage restraint and
the high returns that have been achieved recently. There is no clear-cut owner for
these buffers. In order to increase the sustainability of pension schemes in bad times
itis better to aim at the maintenance of these buffers than to consume them in the
form of repayments or the assignment of extra pension rights. The buffers consti-
tute a transfer to future generations. By maintaining a buffer the risk/return profile
changes substantially, from which the present generation also benefits. The value of
pension buffers therefore exceeds the direct cash consumption value. It would cer-
tainly not be advisable to utilise the capital buffers for a painless conversion of the
early retirement (VUT) scheme into a flexible pension scheme because thus:
1 these buffers might be used for consumption purposes; and
2 the labour force participation by the elderly, that is required for sustainability,
mightbe obstructed.
Nevertheless there is also evidence that there remains a real risk of underfunding in
relation to the aspiration level of indexed pensions even if the buffers are main-
tained and the risks minimised. In economically unfavourable situations the con-
tribution instrument is no longer sufficiently powerful for adjustment purposes
because the contribution might be rising above 25 per cent. Itis not therefore realis-
tic to assume that all the risks can be channelled into the contribution rate. The
financing is, however, sufficiently solid to guarantee nominal final-pay pensions.

Incorporating the rights of active members into the risk base

Nominal pension rights do not amount to much at a time of high inflation. The risk
of slipping to such a lower limit declines, however, if the risk is passed on not just
to the rights of ‘sleepers™ and the retired but if the active members are also prepared
to bear some risk for the indexation of their accrued pension rights. This does not
imply a lower level of aspiration but simply a greater willingness to bear risks. On
the other hand the ability to bear risk is greater. Flexible pension arrangements for
example provide individuals with a powerful instrument to compensate for disap-
pointing pension results (i.e. that fall short of the aspiration level) by means of later
exit (i.e. later than the aspiration level). Furthermore the risk base of the total
accrued rights (including active members) in relation to the accrued rights of sleep-
ers and the retired is so broad that there is only a limited risk that this base will
need to be tapped in depth.

In final-pay schemes the accrued rights of active members are unconditional.
Because the benefit is determined by the final pay all the risk rests with the pension
fund or the sponsor. In the case of average-pay schemes, however, it is possible to
transfer risks to the active members by means of rights indexation linked to the
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realised return. In relation to the current arrangements such a pension scheme
marks a shift towards defined contributions. This does not imply that the level of
aspiration of pension schemes would need to be lower than at present. On average
the contributions for the present level of aspiration could remain at an acceptable
level. It does however imply that active members are more heavily involved in the
risk base, so that not all the risks need to be passed on to the retired. The pension
rights may turn out lower than planned, but also higher.

The solidarity between cohorts in such a scheme generates a substantial risk reduc-
tion in relation to individual saving. The cohorts that run into economic misfor-
tune are supported by those that enjoy favourable economic circumstances. But
there are limits to the solidarity: if things are really bad, the cohorts must be pre-
pared to accept a loss. Asset-liability management studies can help ensure that
rules of the game are formulated for the solidarity between generations: rules of
the game which, on the one hand, promote efficiency and, on the other, bring
about a fair distribution of the risks.

CARING FOR YOUNG PEOPLE

Although the number of children per cohort is falling, it cannot be deduced from
this that the total transfers to young people are also declining, as there has been no
decline over time in the care devoted to children.

As they become adults in a social sense, young people will need to commit them-
selves fully. Children must be cared for while both parents will also be working on
their careers, which - given the brief duration of the working period nowadays -
means working hard, particularly if they wish to withdraw from paid employment
at an early point. Itis women, in particular, who care for children. This means that
the changes in the course of life of women, which are more radical than those of
men, will have consequences in this area. The stage of the life-cycle in which chil-
dren are cared for now coincides with the employment phase. What this means is
that there is a double burden, at least in the case of paid employment. The price for
preventing this burden is a drop in family income. The latter is again a problem in
that individuals in the second life stage have a major responsibility for providing
the financial base for collective transfers, including those to the older element of
the population.

The analysis has revealed that a fall in income occurs in people’s lives once they
form a family. This is a life stage in which there is a heavy load, especially for
women. This could lead to a twin-track policy:

a anattempt to guarantee the household income that is devoted to transfers to
young people by a further increase in the labour force participation rate of
women;

b strengthening the basis for these transfers by means of taxation and social
security.

As the analysis reveals, there is something to be said for both these kinds of mea-
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sures, although there is some uncertainty about the effect of the former. Here the
problem centres perhaps around the mutual coordination of income, education and
labour market policy. If so desired, the integration of the various kinds of measures
could be achieved in the form of a family policy.

In a wider perspective, in which it is not assumed that the trends now being ob-
served in the life cycles of the younger cohorts will persist, the aim is to achieve a
greater distribution of paid employment, care commitments, leisure time and life-
long education. This could mean that young people completed their formal educa-
tion more quickly, that people had children at a younger age (with notjust women
but also men combining employment and care), that education would persist
throughout life and that people would remain active in the labour market beyond
the currently declining retirement age.

CARE OF THE ELDERLY

In comparison with the past there has been a marked increase in the care of the
elderly and the forecasts assume a further growth. It is important to establish that
this growth should not be viewed as a substitute for the disappearance of informal
care. The growth has its own dynamic and is affected by demographic trends, the
rising living standards, growth in technological possibilities and professionalisa-
tion. What is now understood by care of the elderly is a wide range of care of a
medical nature for those aged 55 and over and cannot be compared with the earlier
care of the elderly, which consisted primarily of the provision of residential ar-
rangements for poor elderly people. Nowadays care of the elderly is heavily med-
icalised. Conversely health care has increasingly evolved into care of the elderly.
Although the age at which people develop a requirement for care will rise in the
future, a healthier old age may nevertheless be coupled with a greater demand for
care.

The sustainability of the system of care transfers threatens to become a problem for
the division of the tax burden and the tax base between the various age groups.
This problem may be resolved by distributing care and care obligations in a sensible
manner over the course of life. On the one hand it is a matter of controlling the bur-
den of care for young and old. On the other the concern is to create a pattern of life
providing the largest possible support base for such care. Government policy can
play an important partin this regard.

Choices in the necessary medical care and financing of care

In order to maintain the accessibility of health care for all in all age groups in the
longer term, it is inevitable that limits be set on the collective responsibility. It will
be necessary to delimit the package of medical care for which society is responsible.

A collective responsibility may be recognised for a basic level of cure and care.
The size of their basic level is determined by what is regarded at any one pointas a
socially acceptable minimal level. Here it is possible to draw on the lines set out by
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the WRR in its report Public Health Care (1997). Entitlement to cure and care must
be linked to certain politically laid down conditions. Entitlements cannot always be
guaranteed to a maximum for all those insured. In the Council’s view choices will
therefore have to be made in the future with respect to medical care and greater
reliance will need to be placed on the individual responsibility of both the younger
and the older population for the insurance of non-medical care. The increasing
level of prosperity may mean that additional care over and above that publicly
guaranteed may be regarded desirable either individually or at collective private
level. In this regard it is important that the basic public provision and private sup-
plementation are harmonised as effectively as possible in a customised system.
Under this system encouragement would need to be provided for people to take
out insurance in good time (i.e. as young age) for the necessary care at a later age —
or in other words for the privatisation of an element of care.

In this regard this report has examined the use of cost effectiveness as a measure for
making choices in medical care, on the grounds that cost effectiveness is likely to
become an increasingly important consideration in the provision of that care. It
was noted that when putting together a necessary package of medial care, appraisal
in terms of cost effectiveness need not be unfair for population groups of different
age.

The recommendation in the WRR report on Public Health Care concerning the
communal insurance of a basic package of medical care based around the risk soli-
darity between young and old proves to be consistent with the analysis concerning
the sustainability of the system.

Working in care

With respect to the supply of labour in the care sector it is recommended that suffi-
cient people continue to be employed in the caring and nursing professions. This
will require investment. Increasingly, the elderly will need to care for the oldest. In
addition it is certainly necessary to interest young people in working in the field of
care.

In the light of the above, measures will be required in the following fields:

o more flexible contracts of employment will be required, so that the work can be
more effectively combined with caring tasks at home;

o much better career prospects and development possibilities will need to be cre-
ated at institutional level for nursing and caring staff;

o staff employability will need to be related to a much greater extent to age and
ability to cope with the physical, emotional and cognitive aspects of the work.

Finally, health care for the elderly must also provide a place for healthy old people

taking responsibility for the very old. In this way the health care system can help

contribute towards a productive third life stage.
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EDUCATION

Human capital is transferred between the generations by means of education for
the young. The decisive consideration for the government’s role in education is the
external effects in the longer term of investments in human capital, which mani-
fest themselves in particular at societal level.

More and more young people are proceeding to higher level education. Technologi-
cal developments and the growing prosperity are raising the question whether and
to what extent education is a governmental responsibility and whether it needs to
be focused on young people in particular. As a result of the rising participation
rates, there has been an increase in the duration of education in the youthful stage
of people’s lives, in turn resulting in an increase in transfers (despite a relative
decline in the size of the youngest cohorts). Whereas previously it was normal for
people to find a job after completing primary schooling and so to contribute to the
household income of their parents and to save for their own family, people now
undergo a lengthy period of education first. This means that parents have an ex-
tended responsibility for their children. In the government’s efforts to strengthen
the position of youth education (at both the compulsory education and post-
compulsory education stage) education policy has to a large extent fitted in with
these developments. In addition government policy is now clearly giving a place to
private financing arrangements, especially at the post-compulsory education stage,
for young people.

The fact that young people are consistently extending their period of education and
so do not enter the labour market until a later age while at the same time older
people are retiring at an earlier age means that the economic base for both young
and old is being reduced in an ageing society. In addition, a further extension of
education at the start of people’s lives will not result in a corresponding increase in
prosperity. It would not appear advisable for government policy to neglect these
developments, partly because these are reducing the active period of employment.

A sensible distribution of education over people’s lives would therefore devote
greater attention to education at higher ages and seek to achieve a more effective
spread of education and work (and paid employment and care). A generally high
level of education would however be maintained. For this it will be necessary to set
up a broad education policy, differentiated by categories, life-cycle stages and types
of policy intervention. In many cases it will be possible for a conditioning or sup-
plementary government role to suffice.

The financing problems of the future are incorrectly often related only to facilities
for older people. The transfers to younger generations can, however, also be at risk.
For these reasons a decision could be taken in favour of collective responsibility for
primary and basic education, while limiting the extension of education in the
youth phase as far as possible.
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TECHNOLOGY IN A GENERATIONAL PERSPECTIVE

Despite years of analysis, technology and technological progress remain little
understood sources of economic growth. Drawing conclusions about the economic
fruits of technological progress is therefore a hazardous undertaking.

Subject to that qualification we may nevertheless make the following points. In the
first place technological progress generates substantial external effects, varying in
time and place. Secondly the social return on investments in R&D is many times
greater than the private return on account of the external effects just noted. Third-
ly, technological progress has enabled each generation in the 20th century to lead a
longer and better life than preceding generations.

In an intergenerational perspective the most important conclusion may be that the
value of technological progress is at its most evident when one examines the inter-
action between longevity and technological capital. Small changes in knowledge at
the end of the 19th century and in the early 20th century made an enormous con-
tribution towards reducing infant mortality. In recent decades, the main improve-
ments made in extending people’s life-spans have been made towards the end
rather than the beginning of life. These kinds of external effects of knowledge cre-
ation and application are seldom noted or taken into account, even though they
play a real part in explaining certain paradoxical developments in the relationships
between the generations. Seen in this light ageing is not an exogenous butan
endogenous phenomenon in which technology capital plays a major part.

A generationally-aware knowledge policy could concentrate on people’s differing
ability to adapt to new technological developments and has both an intragenera-

tional and an intergenerational dimension, in that the collective nature of knowl-
edge makes knowledge policy important for both present and future generations.

New knowledge can mean that the technology capital of the youngest generation is
enlarged and that of older generations reduced. Much depends on the nature of the
technological change: does the innovation strengthen professional expertise or
does it in fact reduce the importance of such knowledge? In the event of a basic
innovation that strengthens professional expertise, a generationally-aware knowl-
edge policy can concentrate on increasing the learning or adoption capacity of
employees in order to reduce the number of losers from technological revolutions.
In many cases this will imply that employees will need to keep learning through-
out their lives in order to remain technology shockproof and reach the promised
land of retirement.

The intergenerational dimension of knowledge policy is reflected especially in the
distribution of resources over the generations. In a society that is increasingly
‘greying’ and in which ever more people fall into the inactive category, technologi-
cal investments can come under pressure in both the private and public sector.
Within the private sector this may be because - as a result of the process of ageing -
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voluntary and contractual savings come under pressure thus resulting in a decline
in the aggregate supply of capital. Technology investments will also feel the effect
of ageing within the public sector because the pressure to increase spending on
material transfers (care and social security) will increase while the pressure to
increase government spending of a capital nature will decline. Providing resistance
to the pressure of ‘grey’ pressure groups on the allocation of investment funds may
be the best that one can do on behalf of future generations.

Investment in human capital that is strongly related to the ability to absorb new
technologies is not just necessary for maintaining and increasing living standards
but may also bring extra benefits with a view to the relative scarcity of labour in the
coming decades as aresult of ageing. Consolidating and improving the contract
between the generations by means of population growth — especially growth of the
labour force - is a thing of the past. The only tenable strategy for guaranteeing the
contract between the generations at all times is to take the quality rather than the
quantity of people as the starting point for government policy.

Investments in knowledge and technology are highly important for the link
between the generations (both those alive now and future generations) because
they increase the economic base and hence the room for financial transfers. Pros-
perity can to a large extent be attributed to technological progress. A generational-
ly-aware policy means continuing to invest in education for the young generations
and more generally in human capital, despite the pressure of ageing. Although no
one knows whether the future generations will be grateful for new inventions pro-
duced by the present generations it is nevertheless our responsibility to continue
with such innovation.

In earlier times it used to be the custom to planta tree upon the birth of a child, so
that the newly-born would be able to pick the fruits many decades later. Apart
from this ancient tradition present society has created other possibilities for itself
for consolidating the link between the generations.

TRANSFERS OF ENVIRONMENTAL CAPITAL

The principles of a generationally-aware policy also apply to protecting the inter-
ests of future generations, although here a number of specific problems arise. The
care for future generations naturally calls for a long-term vision, but the interests
and preferences of those generations cannot be known. An attempt may be made to
identify with the life situation of future generations but, according to the Council’s
analysis, this does not make it any easier to arrive at clearly defined political deci-
sions. On the basis of the preferences of the present generations a combination of
willingness to bear risks and responsibility will need to be found, in the same way
as was done for the other generationally-aware policy options.

Itis not possible to determine the scale of environmental capital to be transferred
to future generations in a clear-cut way. There are various reasons for this. In the
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first place views differ as to what should be understood by environmental capital,
while the visions on this subject are also changing. Efforts have been madeina
number of scientific fields to develop more clear-cut definitions of the concept, but
ultimately one is driven to the conclusion that the concept of environmental capital
has a clear normative element. That is not however the final word, as each opinion
is just that—an opinion — and not every opinion about the environmental heritage
to be passed on will be equally relevant. By ‘translating’ the various world images
from cultural theory into economic welfare theory, however, it is possible to
obtain some insight into the limits within which the concept of environmental
capital broadly operates.

This does not however make it possible to define the correct scale of any intergen-
erational transfer of environmental capital. This is related in particular to the
impossibility of indicating which transfer is desirable from the perspective of
future generations. Here too, however, it is possible with the aid of the various cul-
ture orientations to indicate more precisely what various world images understand
by a ‘right legacy’. The various preferences may be translated into an equal number
of policy perspectives.

In doing so two kinds of conclusions arise. In the first place policy perspectives
based solely on the preferences of either the current or the future generation are
unable to contribute towards a generationally-aware policy: by definition, such a
policy entails a trade-off in order to arrive at a collectively shared responsibility
towards future generations. Policy perspectives that do not provide room for such
a trade-off do not therefore form part of this and may even put the intended con-
sensus at risk. Where these attitudes become dominant, a government would
therefore be advised to devote explicit attention to the trade-off issue. Only if the
debate is conducted in full is a lasting generationally-aware environmental policy
conceivable.

Secondly, two fundamentally different directions are possible with respect to the
other two policy perspectives that do leave room for such a trade-off and which are
therefore consistent with a generationally-aware policy. On the one hand thereisa
strategy of privatisation, pricing and striking an acceptable balance between invest-
ment now and benefits later and, on the other, a strategy of translating current
préferences in the form of self-restraint, by means of which society arms itself
against its own temptations. Elements of both strategies are to be found in present-
day environmental policy. The trade-off between the costs and benefits of present
and future generations plays a certain role in all decisions being taken now,
whether these concern investment in infrastructure or accepting a certain level of
national debt.

If one considers that environmental policy today still falls short, both paths are in
principle open in order to intensify policy in a manner which, according to cur-
rently perceived views, does more justice to future generations. If in doing so
account is taken of what the public today regard as the most urgent problems and
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shortcomings, this logically suggests a further elaboration in the sense of already
existing and new forms of self-restraint.

If the present generations do wish to respect the environmental interests and the
(unknowable) environmental preferences of future generations as far as possible,
they can do so by seeking types of policies that keep the risks within bounds. Deci-
sions with irreversible consequences need to be taken with great care and caution.
In addition a policy space can be created for certain forms of self-restraint (in the
way that Odysseus had himself tied to the mast in order to resist the lure of the
Sirens), so as to leave wider options for future generations. A further elaboration of
existing and new forms of self-restraint deserves consideration in this light.
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NOTES

1 A ‘sleeper’ is a non-contributing, non-pensioned participant, e.g. someone who
left a pension fund after he changed jobs.
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