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Although pressing issues, from immi-
gration to national security, can capture the 

attention of policymakers from year to year, 
the problems associated with the fiscal con-
sequences of an aging population are always 
looming in the background. The eventual 
impact of Social Security and Medicare on 
the long-run budget in the United States 
is likely to be substantial. But, the prob-
lems facing other OECD countries are 

perhaps even more severe. Birth rates else-
where are lower, meaning that fewer work-
ers will be paying for the benefits of retirees. 
Moreover, the share of retirement benefits 
provided through the state is higher in many 
other OECD countries than in the United 
States.1

In light of these pressures, many coun-

fiscal adjustments raises inflation risks. 
Finally, even when long-run expectations are 
anchored on Regime M — where monetary 
policy can control inflation perfectly — the 
central bank’s loss of inflation control can be 
dramatic along the transition path.

This research demonstrates that inflation 
can arise for fiscal reasons that are beyond the 
control of independent central banks. It also 
suggests that efforts by central banks to off-
set fiscally-induced inflation through more 
aggressive monetary policy cannot succeed 
if fiscal policies and their expectations are 
inconsistent with the central bank’s infla-
tion goals.
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Leeper, “Monetary-Fiscal Policy Interactions 
and Fiscal Stimulus,” NBER Working 
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tries already have implemented substan-
tial reforms. Italy and Sweden are phasing 
in notional defined contribution plans to 
replace their traditional social security pro-
grams. Canada has a 140 billion dollar trust 
fund invested in a diversified portfolio of 
financial assets. Germany has lowered the 
public pension entitlement and encouraged 
the establishment of occupational pensions 
and individual savings plans. In the fall of 
2010, France advanced the retirement age 
from 60 to 62 in the face of mass protests, 
joining the United States and other coun-
tries in a movement toward later benefit enti-
tlement ages. Further reforms, both large and 
small, are under discussion in many other 
nations. 

Over the past few years, I have partici-
pated in a number of research projects eval-
uating social security programs around the 
world. The broad goal of this work is a bet-
ter understanding of the economic responses 
to the incentives embedded in public pen-
sion programs. Research on these issues can 
provide policymakers with some guidance 
as they face the demographic challenges of 
the future. Some of this work is undertaken 
through the NBER’s International Social 
Security group, organized by Economics of 
Aging Program Director David A. Wise. 
It features the work of teams from twelve 
OECD countries, collaborating to produce 
comparable analyses that address important 
questions for the design and future of Social 
Security programs. To date, this project has 
produced four published volumes, with 
more on the way.

Here I describe work from two phases 
of the International Social Security project, 
as well as two other research projects related 
to retirement behavior.

Disability Insurance

The International Social Security proj-
ect has focused recently on disability pro-
grams. Wise and I have written a summary 
paper describing and exploring the detailed 
work being done by the country teams.2
In most countries, public disability insur-
ance programs provide important insurance 
against income loss from disability for those 
too young to retire. However, in many coun-
tries disability programs may become a path-

way for early retirement. Across countries, 
the uptake of disability insurance among 
younger working people is quite similar; 
however, among those who are older, uptake 
displays enormous variation. For men at age 
64, for example, uptake ranges from 8 per-
cent in Italy to 37 percent in Sweden. The 
cross-country comparisons suggest a strong 
level of substitutability between the avail-
ability of early public retirement pensions 
and disability insurance uptake.

We are also interested in how much of 
the growth of disability insurance programs 
can be attributed to changes in health and 
improvements in life expectancy. Japanese 
men aged 65 in 2005 could expect to live ten 
years longer than Japanese men who were 65 
in 1960. There also have been large increases 
in self-assessed health over time. Still, the 
use of disability insurance has grown over 
these years. Making use of the cross-country 
data, we can compare changes in disability 
benefit use in countries with large and small 
improvements in health status. We find no 
evidence of a relationship between health 
changes and disability rates. Instead, the 
main driver of disability insurance uptake 
seems to be policy choices about how dis-
ability is defined, as well as variation in the 
generosity of benefits. 

Elderly and Youth Employment

An earlier phase of the International 
Social Security Project delved into the rela-
tionship between elderly workers and youth 
employment. Over the last thirty years, 
governments around the world have occa-
sionally extended early retirement benefits 
to older workers in periods of high youth 
unemployment in an effort to improve the 
employment outcomes of the young. Most 
economists are quick to invoke the “lump of 
labor fallacy” in rejecting these efforts, but 
the idea remains attractive to many policy-
makers. The introductory chapter for this 
phase of the research, written with Jonathan 
Gruber and Wise, pools the data to gener-
ate cross-country analyses and picks out the 
most compelling examples from the experi-
ence of individual countries.3

This cross-country analysis reveals no 
consistent relationship between long-run 
changes in elderly employment and the 

employment of those at prime labor market 
ages. Furthermore, each country team pro-
duced a detailed simulation of the retirement 
incentives embedded in its nation’s public 
retirement insurance programs. While the 
cross-country results show a clear pattern 
between these incentives and the employ-
ment rates of older workers, no such rela-
tionship is found for younger workers.

Looking at the experiences of individ-
ual countries, the most striking comes from 
Denmark. In 1979, the “Post-Employment 
Wage” program was introduced, leading to 
an almost immediate drop of 28 percentage 
points in the employment rate of men aged 
61–65. Over this same short time period, 
the employment rate of males aged 20–24 
lost 5 percentage points, meaning that the 
young did not capture the lost employment 
of the older workers.

Health and Wealth Allocation

To relieve pressure on public retirement 
income plans, many countries have consid-
ered private savings schemes designed to 
supplement or even replace incumbent pub-
lic plans. Therefore, one important focus of 
the vast literature on social security priva-
tization is the effectiveness of individual 
portfolio decisions among elderly popula-
tions. Courtney Coile and I have studied the 
impact of health shocks and aging on house-
hold portfolio decisions,4 following the asset 
allocation of elderly American households 
in the Health and Retirement Study as they 
grew older and experienced health setbacks. 
We find that when an elderly couple experi-
ences a death or a large shock to health, there 
is substantial disposition of assets, including 
the principal residence, vehicles, and small 
businesses. We also find a significant increase 
in the share of wealth that is held in domi-
nated assets, such as bank accounts. This lat-
ter finding corroborates my earlier finding, 
using Canadian data, of a rising share of liq-
uid assets held as households age.5

We then compare all of these asset 
changes for those with and without pre-
existing mental or physical impairment. We 
find the largest responses to health shocks 
among those with reduced mental capac-
ity. Our findings suggest that the focus on 
the risk-return properties of portfolios may 
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In recent years, economists have 
become increasingly interested in study-
ing how specific institutions and norms 
affect economic behavior and economic 
performance. One part of our research, 

developed with Luigi Guiso, examines 
the interactions between a small but 
important subset of norms and insti-
tutions: trust and civic capital. This 
research also explores the effects of these 

factors on economic outcomes, such as 
economic growth. 

Trust, Social Capital, and 
Financial Development

Our first contribution in this area 
introduces the concept of trust into finan-
cial economics. One paper investigates 
how social norms affect financial develop-

be misplaced in the literature on aging and 
wealth allocation, because for many house-
holds the primary concerns are liquidity and 
the complexity of asset holdings.

Public Pensions and Wellbeing

While it is important to understand the 
impact of public retirement income plans 
on savings and on the labor supply of the 
elderly, it is also important to remember 
the economic justification for retirement 
income insurance in the first place. The risks 
of longevity, poor investment returns, and 
unexpectedly low career earnings can be 
diminished through insurance. Using data 
from Canada, Michael Baker, Gruber, and 
I investigate the impact of public retirement 
income plans on wellbeing in retirement.6

We exploit variation over 25 years in 
the rules governing Canada’s public pen-
sions to compare cohorts with higher and 
lower entitlements to income from public 
pensions. We find that expansions of public 
pensions increase income, especially among 
those at the lower end of the income distri-
bution. Consumption also increases with 
higher public pension entitlements. On the 
other hand, we don’t uncover any evidence 
of changes in happiness related to expansions 
of public pension income. Most intriguing, 
our measure of consumption poverty shows 

no change with increases in public pension 
entitlements. This result could be explained 
by lower-income families finding other ways 
to maintain their consumption, for example 
through charity, family donations, or other 
mechanisms, in the absence of enriched pub-
lic pension benefits.

Summary

Through comparative analysis of the 
systems of different countries, and with in-
depth studies of aspects of Canadian and 
American elderly families, my research has 
contributed to understanding the impact of 
retirement policy. This research helps us to 
build a menu of the available policy options 
as each country within the OECD seeks a 
path toward a fiscally sustainable system of 
retirement incomes.

1 Public pensions represented � percent of 
GDP in the United States in 2005, but 1� 
percent in Italy and 12.� percent in France, 
according to “Pensions at a Glance 2009: 
Retirement-Income Systems in OECD 
Countries” published by the OECD. http://
dx.doi.org/10.1787/�517�88�2�5�
2 See “Social Security and Retirement 
around the World: Historical Trends in 
Mortality and Health, Employment, and 

Disability Insurance Participation and 
Reforms — Introduction and Summary”, 
with D.A. Wise, NBER Working paper No. 
1�719, January 2011.
3 See “Social Security Programs and 
Retirement around the World: The 
Relationship to Youth Employment, 
Introduction and Summary,” NBER 
Working Paper No. 1���7, January 2009. 
The conference volume has been published as 
Social Security Programs and Retirement 
around the World: The Relationship to 
Youth Employment, J. Gruber and D.A. 
Wise eds., Chicago: University of Chicago 
Press, 2010.
4 See “How Household Portfolios Evolve 
after Retirement: The Effect of Aging and 
Health Shocks” with C. Coile, NBER 
Working Paper No. 12391, July 200�, and 
Review of Income and Wealth, 2009, Vol. 
55, No. 2, pp. 22�–�8.
5 See “Life-Cycle Asset Accumulation and 
Allocation in Canada,” NBER Working 
Paper No. 108�0, October 200�, and 
Canadian Journal of Economics, 2005, Vol. 
38, No. 3, pp. 1057–110�.
6 See “Retirement Income Security and 
Wellbeing in Canada,” with M. Baker and J. 
Gruber, NBER Working Paper No. 1���7, 
January 2009.

Trust and Finance

Paola Sapienza and Luigi Zingales*

* Sapienza and Zingales are both Research Associates in the NBER’s Programs on 
Corporate Finance and Political Economy. She is also a Professor of Finance at the Kellogg 
School of Management at Northwestern University. He is the Robert C. McCormack 
Professor of Entrepreneurship and Finance at the University of Chicago’s Booth School of 
Business. Their Profiles appear later in this issue.


