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GETTING OLDER: DEALING WITH THE FUTURE

The government tried to drag the aging workforce to the centre of the policy
stage to recreate some political momentum in an election year. Its relatively
minor amendments to superannuation barely hint at some of the momentous
changes ahead. Financial planning is setto become much more difficult.

Population aging is not simply an Australian issue. Australia’s demographic plight is
but one aspect of the bigger demographic picture. Global population growth is set to
slow from 1.8% a year in the last 50 years to 0.8% a year in the next 50 years. The un-
even nature of the changes projected by the United Nations Population Division point
toward a significant rebalancing of political and economic power.

e The UN expects the population of the less developed regions to rise from 4.9 billion
people in 2000 to 7.7 billion people in 2050, a 0.9% pa growth rate.

e The population of the more developed nations is expected to be smaller in 2050
than it is today. The USA will be relatively dynamic with a projected population
growth rate slightly over 0.7% pa. In Europe and Japan,

however, an average annual decline of 0.3% is expected “Not 07@/ will you

over the projection period. The population of the Russian | ,eed more wealth o

Federation is expected to fall by a staggering 30%. ﬁm dyoz;r Iatter
a

e The median age of the population is expected to rise. It is
thought likely to go from 37.3 to 45.2 years in the devel-
oped countries and from 24.1 to 35.7 in the less devel-
oped nations between 2000 and 2050.

e Eight countries (India, Pakistan, Nigeria, the United States
of America, China, Bangladesh, Ethiopia and the
Democratic Republic of Congo, in order of population
increment) are expected to account for half of the world’s projected population
increase. Asia and Africa, together, account for 89.5% of the projected population
increase over the first five decades of the century.

years but you will
have to do it with
lower investment re-
turns.”

With these changes, the USA gains
more political and economic mus-
cle at the expense of European and
Japanese influence. Its western
leadership position will be unassail-
able. It will, however, lose influence
to Asia as the latter realises more
of its long anticipated potential as
a ¢global economic player with
China and India gaining economic
influence and political clout.

UN Population Projections

Some of these changes are already
evident. They will go further.

While malevolent and incompetent political leaders in Africa will continue to deprive its
people of their rightful wealth, its looming size will attract more attention. Very numer-
ous and very poor has always been an unstable mix. African-based political movements
seeking to confront richer western countries over their disproportionate share of global

(Continued on page 3)
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The US Department of Commerce has reported that e-commerce retail sales in the USA
increased by 25.1% over the year to the December quarter.
Despite growing at an annual rate of 34% since the Commerce Department first began to
compile the data in the December quarter of 1999, e-commerce only accounts for 1.9%
of total retail sales.
The latest data also show a continuation of the Christmas shopping phenomenon. The
chart highlights with yellow shading the share of retail sales in the fourth quarter of each
year. In each December quarter, the e-commerce share jumps significantly. For the first
three quarters of the subsequent new year, e-commerce usage remains static or even
declines slightly until the following December.
“r . There is some evidence that more people begin to experiment with shopping on-line for
Ezg/?z‘ countries Christmas when the pressure for efficient shopping is most intense. Having engaged in
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the experiment successfully, the approach is locked in but there is little further motiv a-
tion to do more until the next year.

United Nations Population Projections for Selected Countries
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(Continued from page 1)
wealth are more likely to emerge to com-
pete with or join other disaffected groups
on the world stage.

In some critical locations, too, demogra-
phy will begin to assert its influence more
emphatically. The population of the occu-
pied Palestinian territories, for example,
will increase by a factor of 3% by 2050.
From containing a population half the size
of Israel's currently, people in the occu-
pied Palestinian territories will outhumber
Israelis by 2040 making it much harder to
keep their political and economic aspira-
tions in check.

Among the influences which will loom
large for western countries will be the im-
pact on overall rates of economic growth.
Slower population growth will mean less
economic activity.

The Australian Treasury has estimated
that Australia’s GDP growth will decline to
around 2% a year given anticipated popu-
lation growth over the coming 20 years.

An economy which can sustain only 2%
GDP growth can probably deliver only 5%
profit growth with price rises being kept to
within 3%. This would be a halving of the
10% profit growth of the past 30-40 years.
With that also comes a potential halving
of equity price appreciation.

This goes to the heart of financial

ate all endorsing them as sound policy. Is
there a surer sign that Howard and
Costello have failed to find an issue which
can redefine the government for the elec-
torate?

At some stage, an Australian government
will have to confront a stark choice: falling
living standards or more people? This is
the more controversial debate mainstream
politicians prefer to avoid.

Europeans are already beginning to ad-
dress this and are accepting some irrevo-
cable changes to their society. For many
years, Germany and other European na-
tions have admitted north African and east
European guest workers to supplement
their labour needs. More radical changes
are in the offing with 10 new members set
to join the European Union in May.

Wage differences across Europe will be an
incentive to move from some of the rela-
tively poor regions of Europe to the rela-
tively wealthy, labour scarce regions to the
west.

In the past week, the British Home Secre-
tary initiated changes to allow for guest
workers in the UK. The new UK policy as-
sumes that foreign workers admitted un-
der well-defined rules will be easier to
manage than the illegal trade in people
which would be encouraged if previous
legal barriers were to be retained in the

planning strategies for the future.
Not only will you need more wealth
to fund your latter years but you will
have to do it with lower investment
returns.

Against this backdrop, the Austra-
lian government’'s response is a
timid one which fails to offer a solu-
tion or get people thinking about
the bigger picture.

Of course, there is no easy solution.

Even an immediate turnaround in fertility
rates will fail to avert the pressures over
the coming decades such are the lead
times before there can be any impact on
the number of people of working age.

The government’s solution has centred on
maximising the labour force participation
rate by encouraging older workers to re-
main in the workforce past the time of
their normal retirement.

The government's superannuation pro-
posals gained quick approval with Labor,
Democrats and independents in the Sen-

Median
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face of large wage disparities.

The UK government is seeking a balance
between allowing the economic incentives
to play out and not burdening its current
taxpayers by allowing economic migrants
immediate access to its social welfare sys-
tem.

The US administration has also had to
take a more realistic view of the demo-
graphic pressures which are surrounding
it. President George W Bush has put for-

(Continued on page 4)

At some stage, an
Australian government
will have to confront a
stark choice: falling
living standards or
more people? This is
the debate mainstream
politicians prefer to
avoid.”
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ward proposals making it easier for non-US
workers to enter the USA as employees to
supplement the existing labour force. He
has also proposed amnesty arrangements
for an estimated 10 million illegal immi-
grants already in the country.

These changes come as US authorities
concede that they cannot control the influx
of people across US borders and as em-
ployers find it increasingly difficult to at-
tract low-paid manual workers from among
existing legal residents.

Why should Australia be any different?
Would it be able to withstand a 40 year
decline in its relative economic perform-
ance without succumbing to pressures to
allow guest workers to top up the labour
supply? Australia, too, will have abundant
supplies of labour on its borders, including
an anticipated 80 million increase in the
population of Indonesia. Being an island
helps ameliorate some of the pressures
felt within Europe and the USA but it might
not offer a sustainable solution.

And these are not all of the challenges. At
a more microeconomic policy level, we no
longer have an agreed model for the provi-
sion of aged care, for example. Not-for-
profit groups are being supplanted by
profit-oriented companies which have yet
to prove that their model can work.

The Salvation Army announced recently
that it intended to cease providing aged
care facilities. It judged that its mission
was best fulfilled by directing its funds to
areas of greatest deprivation. Newly
emerging commercial organisations
could run its facilitates and it could
redeploy its assets elsewhere.

Corporatised aged care is a radical
change. On this model, care will no
longer be provided by the extended
family or surrogate families through
non-profit organisations.

As the corporations take over, for
the first time, the pricing of aged
care will be driven by the need to
generate an economic return on the
funds invested through the capital
market.

dominant motivator, striving for competi-
tive economic returns can create tensions
which alienate stakeholders. Privatisation
of health care is an example where appli-
cation of commercial incentives has failed
conspicuously in many instances.

Since the 1980s, privatisation has become
a standard policy response to service deliv-
ery tasks. Similarly, we also have policy
makers whose experience is anchored in
the 1980s and 1990s when debt was a
rational funding choice. They are now en-
couraging debt funded tertiary education
at a time when inflation is at rock bottom,
high real interest rates are government
policy and the burden of repayment is in
favour of the lender.

The challenge for individuals planning their
financial futures reflects the same conun-
drum: how to divorce themselves from the
past to deliver solutions which are sound
responses to future conditions.

Unfortunately, to achieve what is needed
might require some radical rethinking not
simply tinkering with existing arrange-
ments. While objectives, such as higher
savings rates or later retirement, might be
generally agreed, there are forces rooted
in the past acting against their achieve-
ment.

Policy makers have barely begun to think
about many of the contradictions let alone
develop strategies to cope. Coming up
with some of the solutions will challenge
financial advisers until government can
confront the issues more fully.

What is needed....

cantly lower

“Would [Australia] be
able to withstand a 40
year decline in its
relative economic
performance without
succumbing to pressures
to allow guest workers
to top up the labonr

supply?”

e investment returns are likely to be signifi-

® rising tertiary education fees are encourag-
ing dissaving among the young

e |ow inflation maintains the real value of debt

e high real interest rates favour lenders

e corporatised aged care requires economic
rates of return for shareholders making a
larger impact on savings

e no financial inheritance for cash-strapped
families seeking to reduce debt

e a reluctance to admit large numbers of over-

Where altruism has usually been a seas workers
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