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 WK\ LV WKe EPSOR\PeQW RaWe RI OOdeU SZLVV VR HLJK? AQ
 AQaO\VLV RI WKe SRcLaO SecXULW\ S\VWeP

 b\ DaYLd DRUQ aQd AOIRQVR SRXVa-PR]a*

 1. IQWURdXcWLRQ

 PRSXOaWLRQ aJeLQJ, beWWeU KeaOWK RI ROdeU SeUVRQV, aQd ORZeU bLUWK UaWeV ZLOO, LQ WKe QeaU
 IXWXUe, KaYe a VLJQLILcaQW eIIecW RQ WKe ZRUNLQJV RI OabRXU PaUNeWV LQ YLUWXaOO\ aOO
 LQdXVWULaOL]ed cRXQWULeV. TKeUe aUe WKUee PaLQ UeaVRQV IRU WKLV RbVeUYaWLRQ. FLUVW, WKeVe
 deYeORSPeQWV ZLOO LQeYLWabO\ cKaQJe WKe aJe cRPSRVLWLRQ RI WKe OabRXU VXSSO\: WKe SURSRUWLRQ
 RI ROdeU ZRUNeUV LQ WKe OabRXU PaUNeW ZLOO LQcUeaVe. A VecRQd LPSOLcaWLRQ RI WKe cKaQJLQJ
 dePRJUaSKLc VWUXcWXUe LV WKe QeJaWLYe eIIecW WKaW WKLV deYeORSPeQW KaV RQ (SULPaULO\
 XQIXQded) SXbOLc SeQVLRQ V\VWePV. MRVW SeQVLRQ IXQdV LQ PaQ\ LQdXVWULaOL]ed cRXQWULeV
 aUe aOUead\ cRQIURQWed ZLWK VeYeUe ILQaQcLaO dLIILcXOWLeV, aQd LQQRYaWLYe VROXWLRQV IRU aVVXULQJ
 IXWXUe SeQVLRQV aUe caOOed IRU. FLQaOO\, WKe RQJRLQJ dePRJUaSKLc cKaQJe ZLOO, ZLWK WKe cXUUeQW
 UeWLUePeQW aJe, VLJQLILcaQWO\ UedXce WKe OabRXU VXSSO\. FXUWKeUPRUe, WKLV UedXcWLRQ LQ OabRXU
 VXSSO\ caQQRW be cRPSeQVaWed IRU b\ caSLWaO accXPXOaWLRQ (e.J. B¸UVcK-SXSaQ, 2001).

 TKe cKaQJLQJ cRPSRVLWLRQ RI WKe OabRXU IRUce, WKe ILQaQcLaO SURbOePV RI XQIXQded
 SeQVLRQ V\VWePV, aQd WKe UedXcWLRQ RI WKe WRWaO OabRXU VXSSO\ ZLOO LQeYLWabO\ KaYe WZR UeOaWed
 cRQVeTXeQceV. TKe ILUVW LV WKaW WKeUe ZLOO be a ceUWaLQ aPRXQW RI SUeVVXUe WR LQcUeaVe WKe RIILcLaO
 UeWLUePeQW aJe. TKXV, IRU SZLW]eUOaQd, WKe OECD UecRPPeQdV WKaW WKe RIILcLaO UeWLUePeQW aJe
 be JUadXaOO\ LQcUeaVed WR 67 \eaUV RI aJe IRU bRWK PeQ aQd ZRPeQ. TKe VecRQd cRQVeTXeQce LV
 WKaW WUaLQLQJ RI ROdeU ZRUNeUV, L.e. WKe XSJUadLQJ RI WKeLU MRb VNLOOV aQd WKe UeOaWed LQcUeaVe LQ
 VXSSO\ RI YRcaWLRQaO aQd RQ-WKe-MRb WUaLQLQJ, ZLOO JaLQ LPSRUWaQce (Vee OECD, 1998). IQ IacW,
 aQd dXe WR WKe cKaQJLQJ cRPSRVLWLRQ RI WKe OabRXU IRUce, WKLV OaWWeU SRLQW LV OLNeO\ WR JaLQ LQ
 LPSRUWaQce LUUeVSecWLYe RI ZKeWKeU RU QRW WKe RIILcLaO UeWLUePeQW aJe LV LQcUeaVed. AccRUdLQJ
 WR WKe OECD, WKe WUaLQLQJ RI adXOW ZRUNeUV ZLOO SOa\ aQ LPSRUWaQW UROe LQ aVVXULQJ VWURQJ
 ecRQRPLc JURZWK LQ WKe IXWXUe.

 DeVSLWe WKe Qeed WR LQcUeaVe WKe ePSOR\PeQW UaWe RI ROdeU LQdLYLdXaOV, SXbOLc SROLc\ LQ
 SZLW]eUOaQd (aV LQ PRVW EXURSeaQ cRXQWULeV) KaV cRQceQWUaWed LQVWead RQ SURSaJaWLQJ eaUO\
 UeWLUePeQW. TKeUe aUe a QXPbeU RI UeaVRQV IRU WKLV ePSKaVLV RQ eaUO\ UeWLUePeQW. FLUVW,
 RYeUePSOR\PeQW LQ SZLW]eUOaQd LV, LQ cRPSaULVRQ WR RWKeU EXURSeaQ cRXQWULeV, UePaUNabO\

 * ReVeaUcK IQVWLWXWe IRU LabRXU EcRQRPLcV aQd LabRXU LaZ, UQLYeUVLW\ RI SW GaOOeQ, SZLW]eUOaQd
 (cRUUeVSRQdLQJ aXWKRU: A. SRXVa-PR]a, e-PaLO: aOIRQVR.VRXVa-SR]a@XQLVJ.cK). E[WUacWV RI WKLV SaSeU ZeUe SUeVeQWed
 aW WKe cRQIeUeQce "WRUN Be\RQd 60: PUeSaULQJ IRU WKe DePRJUaSKLc SKRcN", 6-7 MaUcK 2003 LQ VLeQQa RUJaQL]ed
 b\ TKe GeQeYa AVVRcLaWLRQ, TKe COXb RI RRPe, aQd TKe RLVN IQVWLWXWe. PaUWV ZeUe aOVR SUeVeQWed aW WKe BeUWeOVPaQQ
 FRXQdaWLRQ cRQIeUeQce "SWUaWeJLeQ JeJeQ deQ FacKNU¦IWePaQJeO" LQ BeUOLQ, 2 JXO\ 2002 aQd aW WKe BeUWeOVPaQQ
 FRXQdaWLRQ cRQIeUeQce "ReIRUPeQ ]XU SWeLJeUXQJ deU BeVcK¦IWLJXQJVI¦KLJNeLW ¦OWeUeU AUbeLWVNU¦IWe" LQ BeUOLQ, 26
 OcWRbeU 2001. TKe aXWKRUV ZRXOd OLNe WR WKaQN WKe SaUWLcLSaQWV aV ZeOO aV JaaS YaQ DaP, TKRPaV LLebLJ, FUed
 HeQQebeUJeU, aQd GeQeYLªYe Reda\-MXOYe\ IRU WKeLU YaOXabOe cRPPeQWV aQd dLVcXVVLRQV. AOIRQVR SRXVa-PR]a
 ZRXOd OLNe WR WKaQN WKe SZLVV NaWLRQaO ScLeQce FRXQdaWLRQ IRU ILQaQcLaO aVVLVWaQce. TKe XVXaO dLVcOaLPeU aSSOLeV.

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
 PXbOLVKed b\ BOacNZeOO PXbOLVKLQJ LWd, 9600 GaUVLQJWRQ RRad, O[IRUd 0X4 2DQ, UK.
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 KLJK, LQcOXdLQJ aPRQJ WKe ROdeU SRSXOaWLRQ (SRXVa-PR]a aQd HeQQebeUJeU, 2002a). TKLV
 cRXOd be a UeVXOW RI WKe UeOaWLYeO\ ORQJ ZRUNLQJ KRXUV RU WKe KLJK GDP SeU caSLWa LQ
 SZLW]eUOaQd. WKaWeYeU WKe UeaVRQ, VXcK RYeUePSOR\PeQW cRXOd be eQKaQcLQJ WKe WUeQd
 WRZaUdV eaUO\ UeWLUePeQW. SecRQd, XQePSOR\PeQW UaWeV LQcUeaVed TXLWe dUaPaWLcaOO\ LQ WKe
 1990V, ZKLcK SRVVLbO\ JaYe ULVe WR LQcUeaVed (SaUWLaOO\ LQYROXQWaU\) eaUO\ UeWLUePeQW. A WKLUd
 SRWeQWLaO UeaVRQ LV WKaW acWXaO UeWLUePeQW aJeV aUe KLJK LQ cRPSaULVRQ WR RWKeU LQdXVWULaOL]ed
 cRXQWULeV. SRPe SROLWLcLaQV KaYe aUJXed WKaW aOLJQLQJ WKe acWXaO UeWLUePeQW aJe ZLWK WKaW RI
 QeLJKbRXULQJ cRXQWULeV VKRXOd be IeaVLbOe.

 AV RSSRVed WR RWKeU EXURSeaQ cRXQWULeV, WKe WUeQd WR eaUO\ UeWLUePeQW LQ SZLW]eUOaQd KaV
 RQO\ UeaOO\ cRPe abRXW LQ WKe SaVW decade. HRZeYeU, WKe UeVXOWV aUe TXLWe LPSUeVVLYe: ZKeUeaV
 LQ 1991 abRXW 20 SeU ceQW RI aOO PeQ aJed beWZeeQ 62 aQd 64 aQd aOO ZRPeQ aJed beWZeeQ 59
 aQd 61 WRRN eaUO\ UeWLUePeQW, WKLV YaOXe Kad LQcUeaVed WR abRXW 30 SeU ceQW b\ WKe \eaU 2000.
 TKXV, aW WKe PRPeQW, aOPRVW eYeU\ WKLUd ZRUNeU WaNeV LQWR eaUO\ UeWLUePeQW. NeYeUWKeOeVV,
 SZLW]eUOaQd VWLOO KaV a KLJK ePSOR\PeQW UaWe RI ROdeU ZRUNeUV: ZKeUeaV RYeU 70 SeU ceQW RI aOO
 LQdLYLdXaOV beWZeeQ WKe aJeV RI 55 aQd 65 aUe ePSOR\ed LQ SZLW]eUOaQd, WKe cRUUeVSRQdLQJ
 ILJXUe IRU GeUPaQ\ LV a PeUe 38 SeU ceQW. TKe YaOXeV IRU WKe RWKeU cRXQWULeV bRUdeULQJ
 SZLW]eUOaQd aUe eYeQ ORZeU (FLJXUe 1).

 IW LV JeQeUaOO\ acceSWed WKaW WKe LQVWLWXWLRQaO IUaPeZRUN SOa\V a YLWaO UROe LQ deWeUPLQLQJ
 WKe ePSOR\PeQW UaWe RI ROdeU ZRUNeUV. MRUe VSecLILcaOO\, WKe VRcLaO VecXULW\ V\VWePV VXcK aV,
 IRU e[aPSOe, SeQVLRQ VcKePeV, XQePSOR\PeQW LQVXUaQce, aQd LQYaOLdLW\ LQVXUaQce KaYe LQ
 PaQ\ cRXQWULeV eYROYed LQWR LQVWLWXWLRQV WKaW VWURQJO\ LQIOXeQce WKe UeWLUePeQW decLVLRQ. TKLV
 LV SULPaULO\ dRQe b\ SURYLdLQJ LQceQWLYeV IRU eaUO\ UeWLUePeQW. AOWKRXJK RWKeU IacWRUV VXcK aV
 cXVWRPV aQd ecRQRPLc cRQdLWLRQV aOVR LQIOXeQce WKe UeWLUePeQW decLVLRQ, RQe caQ IaLUO\ Va\

 FLJXUe 1: EPSOR\PeQW UaWe RI LQdLYLdXaOV aJed 55-64 : aYeUaJe IRU WKe \eaUV 1996-2000
 SRXUce : UbCD, EPSOR\PeQW OXWORRN , VeYeUaO \eaUV.

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 WKaW WKe WUeQd WR eaUO\ UeWLUePeQW LQ PaQ\ EXURSeaQ cRXQWULeV KaV SULPaULO\ UeVXOWed IURP
 cKaQJeV LQ WKe LQVWLWXWLRQaO IUaPeZRUN.
 TKe aLP RI WKLV SaSeU LV WR WU\ WR e[SOaLQ WKe KLJK ePSOR\PeQW UaWe RI ROdeU ZRUNeUV LQ

 SZLW]eUOaQd b\ WaNLQJ a deWaLOed ORRN aW WKe LQVWLWXWLRQV WKaW SULPaULO\ (RU SRWeQWLaOO\) cRXOd
 LQIOXeQce WKe UeWLUePeQW decLVLRQ. TKe SaSeU LV VWUXcWXUed aV IROORZV. SecWLRQ 2 SURYLdeV a
 JeQeUaO RYeUYLeZ RI WKe SZLVV VRcLaO VecXULW\ V\VWeP. IQ VecWLRQ 3, WKe PaLQ V\VWePV WKaW
 SRWeQWLaOO\ cRXOd LQIOXeQce WKe UeWLUePeQW decLVLRQ aUe dLVcXVVed. TKeVe aUe ROd aJe LQVXUaQce,
 WKe RccXSaWLRQaO beQeILW SOaQ, LQYaOLdLW\ LQVXUaQce, aQd XQePSOR\PeQW LQVXUaQce. FRU eacK RI
 WKeVe, WKe VeUYLceV, WKe IXQdLQJ, aQd WKe aJe-UeOaWed aVSecWV aUe dLVcXVVed. AOWKRXJK WKe
 deVLJQ RI WKe SZLVV VRcLaO VecXULW\ V\VWeP SOa\V a decLVLYe UROe LQ aVVXULQJ WKe cXUUeQWO\ KLJK
 ePSOR\PeQW UaWe RI ROdeU ZRUNeUV, RWKeU UeaVRQV aOVR e[LVW. TKeVe aUe dLVcXVVed LQ VecWLRQ 4.
 SecWLRQ 5 cRQcOXdeV.

 2. TKe VRcLaO VecXULW\ V\VWeP LQ SZLW]eUOaQd

 2.1 OYeUYLeZ

 IQ WKe SaVW ceQWXU\, SZLW]eUOaQd KaV deYeORSed a cRPSUeKeQVLYe VRcLaO VecXULW\ V\VWeP.
 TeQ VRcLaO LQVXUaQceV SURYLde ILQaQcLaO aLd WR LQdLYLdXaOV ZKR aUe QRW abOe WR cRYeU WKeLU baVLc
 OLYLQJ e[SeQVeV dXe WR a OacN RI OabRXU LQcRPe. FRXU RI WKe WeQ SURYLde IRU ROd aJe aQd
 LQYaOLdLW\ (ROd aJe LQVXUaQce, RccXSaWLRQaO beQeILW SOaQ, LQYaOLdLW\ LQVXUaQce, aQd VXSSOe-
 PeQWaU\ beQeILWV SOaQ), ZKLOe WKUee cRYeU WKe ULVNV RI VLcNQeVV aQd accLdeQWV (VLcNQeVV
 LQVXUaQce, accLdeQW LQVXUaQce, aQd PLOLWaU\ LQVXUaQce). TKe XQePSOR\PeQW LQVXUaQce aQd WKe
 LQcRPe cRPSeQVaWLRQ SOaQ cRPSeQVaWe IRU a ORVV RI LQcRPe dXe WR XQePSOR\PeQW RU PLOLWaU\
 VeUYLce, UeVSecWLYeO\. FLQaOO\, RQe IedeUaO VRcLaO LQVXUaQce SURYLdeV IaPLO\ aOORZaQceV.1 TabOe
 1 OLVWV WKe WeQ W\SeV RI VRcLaO LQVXUaQce LQ SZLW]eUOaQd LQdLcaWLQJ WKeLU \eaU RI LQWURdXcWLRQ aQd
 WKeLU e[SeQdLWXUeV LQ 200 1 .

 TRWaO e[SeQdLWXUe RQ aOO W\SeV RI LQVXUaQce aPRXQWed WR aSSUR[LPaWeO\ SFU 1 03 bLOOLRQ LQ
 2001, ZKLcK cRUUeVSRQdV WR aSSUR[LPaWeO\ 25 SeU ceQW RI GDP. OOd aJe LQVXUaQce aQd WKe
 RccXSaWLRQaO beQeILW SOaQ, bRWK IRUPLQJ SaUW RI WKe SZLVV ROd aJe SURYLVLRQ V\VWeP, accRXQWed
 IRU 60 SeU ceQW RI WKe WRWaO VRcLaO VecXULW\ e[SeQVeV.

 2.2 DeYeORSPeQW

 TKe deYeORSPeQW RI a IedeUaO VRcLaO VecXULW\ V\VWeP LQ SZLW]eUOaQd daWeV bacN WR 1890,
 ZKeQ LQ a cRQVWLWXWLRQaO aPeQdPeQW WKe FedeUaWLRQ ZaV JLYeQ aXWKRULW\ WR LQWURdXce aQ
 LQVXUaQce IRU VLcNQeVV aQd accLdeQWV. AIWeU aQ LQLWLaO SURSRVaO IRU aQ LQVXUaQce cRYeULQJ bRWK
 WKe ULVNV RI LOOQeVVeV aQd accLdeQWV ZaV UeMecWed LQ a SRSXOaU UeIeUeQdXP LQ 1 900, WKe SURSRVaO
 ZaV VSOLW XS LQWR WKUee cRPSRQeQWV, QaPeO\ PLOLWaU\ LQVXUaQce (a VLcNQeVV aQd accLdeQW
 LQVXUaQce IRU PeQ LQ PLOLWaU\ VeUYLce), VLcNQeVV LQVXUaQce, aQd accLdeQW LQVXUaQce. TKe
 PLOLWaU\ LQVXUaQce ZaV LPSOePeQWed LQ 1902. TKe VLcNQeVV LQVXUaQce aQd WKe accLdeQW
 LQVXUaQce, bRWK QRW \eW cRPSXOVRU\, aV Kad beeQ LQLWLaOO\ SOaQQed, RQO\ IROORZed LQ 1914 aQd
 1918, UeVSecWLYeO\.

 TKe JUeaW ecRQRPLc deSUeVVLRQ RI WKe 1920V KLQdeUed IXUWKeU deYeORSPeQW RI WKe SZLVV
 VRcLaO VecXULW\ V\VWeP beWZeeQ WKe WZR ZRUOd ZaUV. DXULQJ WKe WZR decadeV IROORZLQJ WRUOd

 1 DXe WR WKe IacW WKaW WKeVe aOORZaQceV aUe UeJXOaWed aW WKe caQWRQaO OeYeO, dLYeUVLW\ aPRQJ caQWRQV LV OaUJe. AV
 WKe LPSOLcaWLRQV RI WKLV LQVXUaQce IRU WKe ePSOR\PeQW RI ROdeU ZRUNeUV aUe PLQRU, LW ZLOO QRW be dLVcXVVed LQ WKLV SaSeU.

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 TabOe 1:

 T\SeV RI VRcLaO LQVXUaQce LQ SZLW]eUOaQd

 AQQXaO

 YeaU RI e[SeQVeV LQ % RI WRWaO
 SRcLaO LQVXUaQce LQWURdXcWLRQ PLOOLRQ SFU e[SeQdLWXUeV

 OOd aJe LQVXUaQce 1948 29,081 28%
 OccXSaWLRQaO beQeILW SOaQ 1985 32,900 32%
 IQYaOLdLW\ LQVXUaQce 1960 9,465 9%
 SXSSOePeQWaU\ beQeILWV WR ROd aJe aQd 1 966 2,35 1 2%

 LQYaOLdLW\ LQVXUaQceV
 UQePSOR\PeQW LQVXUaQce 1952 3,415 3%
 SLcNQeVV LQVXUaQce 1914 14,204 14%
 AccLdeQW LQVXUaQce 1918 6,523 6%
 MLOLWaU\ LQVXUaQce 1902 244 0%
 IQcRPe cRPSeQVaWLRQ SOaQ IRU PLOLWaU\ 1953 694 1 %

 VeUYLce

 FaPLO\ aOORZaQceV 1953 4,359* 4%
 TRWaO 103,236 100%

 SRXUce: FedeUaO SRcLaO IQVXUaQce OIILce (2002a); BROOLeU (1997).
 * IQcOXdLQJ IaPLO\ aOORZaQceV SaLd dLUecWO\ b\ WKe caQWRQV.

 WaU II, KRZeYeU, VLJQLILcaQW SURJUeVV LQ WKe deYeORSPeQW RI a VRcLaO VWaWe ZaV acKLeYed. AV
 T VcKXdL (1989) SRLQWV RXW, WKe adYeUVe cRQdLWLRQV RI WKe ZaU Oed WR LQcUeaVed VROLdaULW\ aPRQJ
 WKe SRSXOaWLRQ aQd WKe Qeed IRU addLWLRQaO VRcLaO LQVXUaQceV Kad becRPe aSSaUeQW. AW WKe VaPe
 WLPe, XQSUecedeQWed ecRQRPLc JURZWK IacLOLWaWed WKe IXQdLQJ RI QeZ LQVXUaQceV. APRQJ WKe
 PLOeVWRQeV RI WKLV SeULRd ZaV WKe LQWURdXcWLRQ RI WKe cRPSXOVRU\ ROd aJe LQVXUaQce LQ 1948,
 WKe XQePSOR\PeQW LQVXUaQce LQ 1952, aQd WKe LQYaOLdLW\ LQVXUaQce LQ 1960.
 IQ 1974, a cRQVWLWXWLRQaO aPeQdPeQW OaLd WKe baVLV IRU a WKUee-SLOOaU V\VWeP RI ROd aJe

 SURYLVLRQ, a SZLVV deYeORSPeQW WKaW KaV UeceLYed VRPe accOaLP aPRQJ LQWeUQaWLRQaO
 RUJaQL]aWLRQV.2 IW IRUeVeeV a dLYLVLRQ RI ROd aJe SURYLVLRQ beWZeeQ SXbOLc, RccXSaWLRQaO,
 aQd SULYaWe LQVXUaQce. TKe IedeUaO ROd aJe LQVXUaQce, ZKLcK IRUPV WKe ILUVW SLOOaU, ZaV
 eVWabOLVKed LQ 1948. IWV RbMecWLYe LV WR cRYeU WKe baVLc OLYLQJ e[SeQVeV RI aOO UeWLUed SeUVRQV LQ
 SZLW]eUOaQd. TKe VecRQd SLOOaU cRQVWLWXWeV WKe RccXSaWLRQaO beQeILW SOaQV. MaQ\ cRPSaQLeV
 Kad aOUead\ eVWabOLVKed VXcK SOaQV SULRU WR 1974 LQ RUdeU WR JXaUaQWee WKeLU ePSOR\eeV aQ ROd
 aJe SeQVLRQ LQcRPe LQ e[ceVV RI WKe VPaOO SeQVLRQV SURYLded b\ WKe IedeUaO LQVXUaQce. IQ a OaZ
 SaVVed LQ 1985, WKe FedeUaWLRQ VeW JXLdeOLQeV IRU RccXSaWLRQaO beQeILW SOaQV aQd RbOLJed
 ePSOR\eUV WR LQVXUe WKeLU ePSOR\eeV LQ VXcK a VcKePe. TKe WKLUd SLOOaU cRYeUV LQdLYLdXaO
 VaYLQJV aQd OLIe LQVXUaQceV. AV RSSRVed WR WKe ILUVW aQd VecRQd SLOOaUV, WKe WKLUd SLOOaU LV QRW
 cRPSXOVRU\. SaYLQJV LQ WKLV SLOOaU SURILW IURP aWWUacWLYe Wa[ e[ePSWLRQV.3

 2 TKe KLVWRULcaO deYeORSPeQW RI WKe SZLVV PXOWL-SLOOaU V\VWeP LV dLVcXVVed LQ HeObOLQJ (2000) aQd HeSS ( 1 990).
 J FRU aQ eOabRUaWe dLVcXVVLRQ RI WKe SZLVV WKUee-SLOOaU cRQceSW Vee SRXVa-PR]a aQd YaQ DaP (2001) aQd

 QXeLVVeU aQd VLWWaV (2000).

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 3. SRcLaO LQVXUaQceV LQIOXeQcLQJ WKe ePSOR\PeQW UaWe RI ROdeU SZLVV

 IQ WKe cRQWe[W RI WKLV VWXd\, Ze aUe SULPaULO\ LQWeUeVWed LQ WKRVe VRcLaO LQVXUaQceV ZKRVe
 LQVWLWXWLRQaO deVLJQ PLJKW eQcRXUaJe RU dLVcRXUaJe WKe ePSOR\PeQW RI ROdeU SeRSOe. We ZLOO
 WKeUeIRUe IRcXV RQ ROd aJe LQVXUaQce (VecWLRQ 3.1), RccXSaWLRQaO beQeILW SOaQV (VecWLRQ 3.2),
 LQYaOLdLW\ LQVXUaQce (VecWLRQ 3.3), aQd XQePSOR\PeQW LQVXUaQce (VecWLRQ 3.4).
 We dR QRW aVcULbe WR WKe UePaLQLQJ LQVXUaQceV aQ\ VLJQLILcaQW LQIOXeQce RQ WKe

 ePSOR\PeQW RI ROdeU ZRUNeUV. TKe VLcNQeVV aQd accLdeQW LQVXUaQceV RQO\ cRYeU WKe e[SeQVeV
 IRU PedLcaO WUeaWPeQW, bXW WKe\ dR QRW VXbVWLWXWe OabRXU LQcRPe aV a PeaQV RI ILQaQcLQJ WKe
 baVLc cRVWV RI OLYLQJ. MLOLWaU\ LQVXUaQce aQd WKe LQcRPe cRPSeQVaWLRQ SOaQ IRU PLOLWaU\
 VeUYLce KaYe a OLPLWed LPSRUWaQce aV WKe\ aUe UeVWULcWed WR PLOLWaU\ SeUVRQQeO. FLQaOO\, IaPLO\
 aOORZaQceV aUe SaLd WR SaUeQWV ZLWK \RXQJ cKLOdUeQ, WKXV QRW aIIecWLQJ ROdeU SeRSOe.
 FLJXUe 2 VKRZV WKe VRcLaO LQVXUaQceV WKaW ZLOO be dLVcXVVed LQ PRUe deWaLO LQ WKe

 VXbVeTXeQW VecWLRQV. TKe ROd aJe LQVXUaQce aQd WKe RccXSaWLRQaO beQeILW SOaQ IRUP SaUW RI WKe
 WKUee-SLOOaU V\VWeP RI ROd aJe SURYLVLRQ, aV SUeVeQWed LQ VecWLRQ 2.2. TKe\ deILQe WKe UeWLUePeQW
 aJe aV WKaW aIWeU ZKLcK a SeUVRQ caQ UeceLYe aQ ROd aJe SeQVLRQ. TKeUeIRUe, WKe\ KaYe a cUXcLaO
 LQIOXeQce RQ WKe ePSOR\PeQW RI ROdeU LQdLYLdXaOV. BeIRUe UeacKLQJ UeWLUePeQW aJe, aQ
 LQYaOLdLW\ SeQVLRQ RU XQePSOR\PeQW beQeILWV caQ be XVed aV a VXbVWLWXWe IRU OabRXU LQcRPe. We
 ZLOO WKeUeIRUe aOVR aVVeVV WKe LQVWLWXWLRQaO deVLJQ RI WKe LQYaOLdLW\ LQVXUaQce aQd WKe
 XQePSOR\PeQW LQVXUaQce.

 3.1 OOd aJe LQVXUaQce

 TKe cRPSXOVRU\ ROd aJe LQVXUaQce aLPV aW cRYeULQJ WKe baVLc OLYLQJ e[SeQVeV RI aOO
 UeWLUed SeRSOe LQ SZLW]eUOaQd.

 3.1.1 BeQeILWV

 OOd aJe LQVXUaQce LV cRPSXOVRU\ IRU eYeU\ SeUVRQ LQ SZLW]eUOaQd aQd RSWLRQaO IRU SZLVV
 cLWL]eQV OLYLQJ abURad. TKe LQVXUaQce eQWLWOeV WKeP WR UeceLYe aQ ROd aJe SeQVLRQ aIWeU UeacKLQJ
 WKe OeJaO UeWLUePeQW aJe, ZKLcK LV cXUUeQWO\ 63 \eaUV IRU ZRPeQ aQd 65 \eaUV IRU PeQ.

 OOd aJe LQVXUaQce OaZ deILQeV a PLQLPXP ROd aJe SeQVLRQ. IW LV ZRUWKZKLOe SRLQWLQJ RXW
 WKaW, VLQce 1975, WKe PLQLPXP SeQVLRQ KaV RQO\ beeQ adMXVWed WR LQIOaWLRQ, L.e. QR VXbVWaQWLaO

 FLJXUe 2: SRcLaO LQVXUaQceV SRVVLbO\ LQIOXeQcLQJ WKe ePSOR\PeQW RI ROdeU ZRUNeUV

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 LQcUeaVeV KaYe WaNeQ SOace. AV RI 2003, WKe FedeUaO SRcLaO IQVXUaQce OIILce (2002b) KaV VeW WKe
 aQQXaO PLQLPXP SeQVLRQ WR SFU 1 2,660, ZKLcK, b\ SZLVV VWaQdaUdV, LV YeU\ ORZ. EVSecLaOO\ IRU
 ROdeU SeRSOe OLYLQJ aORQe, WKe PLQLPXP SeQVLRQ dReV QRW cRYeU baVLc OLYLQJ e[SeQVeV. TKeVe
 cRVWV KaYe beeQ caOcXOaWed WR be SFU 1 6,880 b\ WKe FedeUaO SRcLaO IQVXUaQce OIILce (2002c). IQ
 RUdeU WR IXOILO WKe cRQVWLWXWLRQaO aVVLJQPeQW (QaPeO\ eQVXULQJ WKaW UeWLUeeV KaYe a SeQVLRQ WKaW
 cRYeUV baVLc QeedV), WKe dLIIeUeQce beWZeeQ WKe ROd aJe LQVXUaQce SeQVLRQ aQd baVLc OLYLQJ
 e[SeQVeV JeWV cRYeUed b\ aQ addLWLRQaO VRcLaO LQVXUaQce, WKe VXSSOePeQWaU\ beQeILWV SOaQ.

 TKe OeYeO RI aQ LQdLYLdXaO SeQVLRQ LV deILQed b\ WKe aYeUaJe aQQXaO ZRUN LQcRPe RI a
 SeUVRQ beWZeeQ WKe aJe RI 21 aQd UeWLUePeQW aJe. FRU LQdLYLdXaOV ZKR, dXe WR cKLOd-caUe
 UeVSRQVLbLOLWLeV RU dXe WR caUe RI KaQdLcaSSed UeOaWLYeV, ZeUe QRQ-ePSOR\ed IRU a ceUWaLQ
 SeULRd RI WLPe, eYeU\ \eaU VSeQW RQ WKeVe acWLYLWLeV LV cRXQWed ZLWK a SUR-IRUPa LQcRPe RI WKUee
 WLPeV WKe PLQLPXP SeQVLRQ. IQ SUacWLce, WKLV aSSOLeV QeaUO\ e[cOXVLYeO\ WR ZRPeQ. II WKe
 aYeUaJe aQQXaO LQcRPe dXULQJ a SeUVRQ'V ZRUN OLIe ZaV OaUJeU WKaQ SFU 12,660, SeQVLRQV aUe
 abRYe WKe PLQLPXP OeYeO. TKeUe LV, KRZeYeU, a caS OLPLWLQJ WKe Pa[LPXP SeQVLRQ WR WZLce WKe
 aPRXQW RI WKe PLQLPXP SeQVLRQ, L.e. SFU 25,320. TKLV Pa[LPXP SeQVLRQ LV beLQJ SaLd WR
 SeRSOe ZKR Kad aQ aYeUaJe LQcRPe RI aW OeaVW VL[ WLPeV WKe PLQLPXP SeQVLRQ (SFU 75,960 RU
 PRUe). TKXV, WKe SZLVV SXbOLc SeQVLRQ VcKePe LV KLJKO\ UedLVWULbXWLYe. TKLV UedLVWULbXWLYe
 QaWXUe aVVXUeV WKaW WKe IXQdLQJ RI WKe SXbOLc (XQIXQded) V\VWeP LV QRW LQ aV SUecaULRXV a
 VLWXaWLRQ aV LQ RWKeU cRXQWULeV.

 WKLOe ROd aJe SeQVLRQV aUe cOeaUO\ WKe PRVW LPSRUWaQW beQeILW RI WKLV LQVXUaQce, LW aOVR
 SURYLdeV SeQVLRQV WR ZLdRZV aQd ZLdRZeUV, aQd WR RUSKaQV. FXUWKeUPRUe, WKeUe aUe VSecLaO
 Sa\PeQWV WR LQYaOLd ROdeU SeRSOe.

 3.1.2 FXQdLQJ

 OOd aJe LQVXUaQce LV PaLQO\ IXQded b\ LQVXUed SeRSOe aQd WKeLU ePSOR\eUV LQ a Sa\-aV-
 \RX-JR (XQIXQded) V\VWeP. BRWK ePSOR\eU aQd ePSOR\ee cRQWULbXWe 4.2 SeU ceQW RI WKe
 ePSOR\ee'V ZaJe, L.e. 8.4 SeU ceQW LQ WRWaO. SeOI-ePSOR\ed ZRUNeUV Sa\ beWZeeQ 4.2 SeU ceQW
 aQd 7.8 SeU ceQW RI WKeLU LQcRPe deSeQdLQJ RQ LWV OeYeO, ZKLOe WKe cRQWULbXWLRQV IRU
 XQePSOR\ed SeUVRQV aUe caOcXOaWed LQ accRUdaQce WR WKeLU ILQaQcLaO ZeaOWK. FedeUaO aQd
 caQWRQaO cRQWULbXWLRQV aPRXQW WR abRXW RQe-TXaUWeU RI WKe ROd aJe LQVXUaQce'V WRWaO LQcRPe.
 TKeVe cRQWULbXWLRQV cRPe PRVWO\ IURP Wa[eV RQ aOcRKRO aQd WRbaccR.

 A cRPSaULVRQ RI WKe IXQdLQJ aQd WKe beQeILWV RI WKe ILUVW SLOOaU UeYeaOV WKe UedLVWULbXWLYe
 QaWXUe RI WKe V\VWeP (Vee FLJXUe 3). WKLOe WKeUe LV QR caS RQ ROd aJe LQVXUaQce cRQWULbXWLRQV,
 WKe beQeILWV aUe OLPLWed WR UeOaWLYeO\ PRdeVW SeQVLRQ Sa\PeQWV.

 AV LQ RWKeU cRXQWULeV, WKe IXQdLQJ RI WKe ILUVW SLOOaU LV VWURQJO\ aIIecWed b\ WKe
 dePRJUaSKLc cKaQJeV WaNLQJ SOace LQ PRVW LQdXVWULaOL]ed cRXQWULeV. TKe FedeUaO SRcLaO
 IQVXUaQce OIILce (2002d) SUedLcWV WKaW WKe deSeQdeQc\ UaWLR ZLOO KaYe decOLQed IURP 6.5 LQ
 1948 WR 4.0 LQ 2000, aQd ZLOO decUeaVe WR 2.5 LQ 2030.4

 3.1.3 AJe-UeOaWed aVSecWV

 WLWK UeVSecW WR WKe ePSOR\PeQW RI ROdeU SeRSOe, WKe OeJaO UeWLUePeQW aJe, L.e. WKe aJe
 aIWeU ZKLcK ROd aJe SeQVLRQV aUe SURYLded, LV RI cUXcLaO LPSRUWaQce. WKeQ ROd aJe LQVXUaQce
 ZaV LQWURdXced LQ 1948, WKLV UeWLUePeQW aJe ZaV VeW aW 65 \eaUV IRU bRWK Ve[eV. MeQ'V

 4 TKe deSeQdeQc\ UaWLR LV deILQed aV SeUVRQV aJed beWZeeQ 20 aQd 63 dLYLded b\ WKe QXPbeU RI LQdLYLdXaOV
 aJed 64 RU ROdeU.

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 FLJXUe 3: OOd aJe SeQVLRQV LQ UeOaWLRQ WR aQQXaO VaOaU\ beIRUe UeWLUePeQW

 UeWLUePeQW aJe KaV UePaLQed XQcKaQJed VLQce. WRPeQ'V UeWLUePeQW aJe, KRZeYeU, ZaV
 ORZeUed WR 63 LQ 1956, aQd WR 62 LQ 1964. WLWK WKe aLPV RI UedXcLQJ WKe cRVW RI LQVXUaQce aQd
 RI WUeaWLQJ PeQ aQd ZRPeQ PRUe eTXaOO\, WKe UeWLUePeQW aJe IRU ZRPeQ ZaV RQce aJaLQ UaLVed
 LQ WKe OaVW UeYLVLRQ RI WKe ROd aJe LQVXUaQce OaZ LQ 1 997 ZKeUe LW ZaV VeW aW 63 \eaUV (aV RI 200 1 )
 aQd ZLOO be UaLVed WR 64 \eaUV b\ 2005. TKe FedeUaO JRYeUQPeQW (2000a) eYeQ ZaQWV WR JR RQe
 VWeS IXUWKeU aQd bULQJ WKe UeWLUePeQW aJe IRU ZRPeQ bacN WR 65 \eaUV b\ 2009. TKLV SURSRVed
 PeaVXUe ZLOO, QeedOeVV WR Va\, KaYe a SRVLWLYe eIIecW RQ WKe ePSOR\PeQW RI ROdeU ZRPeQ.5
 BeVLdeV UaLVLQJ WKe UeWLUePeQW aJe IRU ZRPeQ, a UeYLVLRQ RI ROd aJe LQVXUaQce OaZ LQ 1 997

 (WKe WeQWK UeYLVLRQ) aOVR LQWURdXced a IOe[LbLOL]aWLRQ RI WKe UeWLUePeQW aJe IRU bRWK PeQ aQd
 ZRPeQ. OOd aJe LQVXUaQce SeQVLRQV caQ QRZ be UeceLYed XS WR WZR \eaUV beIRUe UeacKLQJ WKe
 OeJaO UeWLUePeQW aJe. HRZeYeU, WKe SeQVLRQ Sa\PeQWV LQ WKLV caVe ZLOO be UedXced LQ aQ
 acWXaULaO QeXWUaO PaQQeU. SLQce 1969, ROdeU SeRSOe KaYe aOVR beeQ abOe WR cKRRVe WR SRVWSRQe
 WKeLU UeWLUePeQW b\ RQe WR ILYe \eaUV (L.e. XS WR WKe aJe RI 70) aQd UeceLYe accRUdLQJO\ LQcUeaVed
 SeQVLRQV WKeUeaIWeU.
 TKe eaUO\ aQd WKe deIeUUed cOaLP RI ROd aJe SeQVLRQV KaYe beeQ XVed ZLWK dLIIeUeQW

 LQWeQVLW\. TKe VWaWLVWLcV SURYLded b\ WKe FedeUaO SRcLaO IQVXUaQce OIILce (2002d) IRU WKe \eaU
 2002 VKRZ WKaW, RI aOO ROdeU SeRSOe eOLJLbOe IRU eaUO\ RU deIeUUed UeWLUePeQW, VRPe 25 SeU ceQW
 RI ZRPeQ aQd 8 SeU ceQW RI PeQ cKRVe WR UeceLYe ROd aJe SeQVLRQV RQe \eaU SULRU WR WKe OeJaO
 UeWLUePeQW aJe (Vee aOVR WLdPeU aQd SRXVa-PR]a, 2003). AW WKe VaPe WLPe, RQO\ 0.5 SeU ceQW RI
 ZRPeQ aQd 1 SeU ceQW RI PeQ RSWed IRU a deIeUPeQW RI WKeLU SeQVLRQV.
 TKe FedeUaO GRYeUQPeQW (2000a) KaV eYeQ SURSRVed a IXUWKeU IOe[LbLOL]aWLRQ LQ LWV SOaQ

 IRU WKe 1 1WK UeYLVLRQ RI WKe OaZ, ZKLcK LV cXUUeQWO\ beLQJ debaWed LQ SaUOLaPeQW. IW ZRXOd aOORZ

 5 TKLV cKaQJe LV SaUW RI WKe 1 1WK UeYLVLRQ RI WKe SXbOLc SeQVLRQ VcKePe cXUUeQWO\ beLQJ debaWed LQ SaUOLaPeQW.
 AOWKRXJK WKeUe KaV beeQ VRPe cULWLcLVP RI LQcUeaVLQJ ZRPeQ'V UeWLUePeQW aJe, RbVeUYeUV aUe TXLWe cRQILdeQW WKaW WKLV
 LQcUeaVe ZLOO be aSSURYed.

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 LQdLYLdXaOV WR dUaZ ROd aJe SeQVLRQV XS WR WKUee \eaUV beIRUe UeacKLQJ WKe OeJaO UeWLUePeQW aJe.
 OQe RI WKe PRVW aWWUacWLYe VXJJeVWLRQV RI WKe cXUUeQW UeYLVLRQ LV WKaW KaOI a SeQVLRQ caQ be
 cOaLPed LI ePSOR\PeQW dReV QRW e[ceed a ceUWaLQ OeYeO. TKLV caQ be dRQe IURP WKe aJe RI 59 XS
 WR WKe aJe RI 70. TKXV, VKRXOd WKe 11WK UeYLVLRQ be SaVVed aV SOaQQed, WKeQ SaUW-WLPe
 ePSOR\PeQW LQ ROd aJe ZLOO be JUeaWO\ IacLOLWaWed.

 AV WKe FedeUaO GRYeUQPeQWcRUUecWO\ VWaWeV, WKe UedXcWLRQ RI SeQVLRQ Sa\PeQWV LQ caVe RI
 eaUO\ UeWLUePeQW LV PRUe SaLQIXO IRU SeRSOe KaYLQJ ORZeU LQcRPeV, WKXV SRVVLbO\ SUeYeQWLQJ
 WKeP IURP XVLQJ WKaW RSWLRQ. IW LV WKeUeIRUe SURSRVed WR ILQaQcLaOO\ IacLOLWaWe eaUO\ UeWLUePeQW
 IRU SeRSOe ZLWK ORZeU LQcRPeV b\ aSSO\LQJ ORZeU UedXcWLRQ IacWRUV LQ WKe caOcXOaWLRQ RI WKeLU
 SeQVLRQV. TKLV LV a SURbOePaWLc PeaVXUe, aV LW cUeaWeV a ILQaQcLaO LQceQWLYe IRU eaUO\ UeWLUePeQW.
 TKe eaUO\ UeWLUePeQW RSWLRQ ZLOO be ILQaQcLaOO\ PRUe aWWUacWLYe WKaQ a UeWLUePeQW aW WKe OeJaO
 UeWLUePeQW aJe. AW WKe VaPe WLPe, WKLV cRVWO\ IOe[LbLOL]aWLRQ ZRXOd aOPRVW QeJaWe WKe ILQaQcLaO
 JaLQ acKLeYed b\ UaLVLQJ WKe UeWLUePeQW aJe IRU ZRPeQ WR 65 \eaUV, aV VKRZQ b\ WKe FedeUaO
 JRYeUQPeQW (2000a). CRQVLdeULQJ WKe IacW WKaW, eYeQ ZLWKRXW ILQaQcLaO LQceQWLYeV, a VWURQJ
 WUeQd WRZaUd eaUO\ UeWLUePeQW ePeUJed LQ WKe SaVW decade (FLJXUe 4), VXcK PeaVXUeV VKRXOd, LQ
 JeQeUaO, be aYRLded.

 AQRWKeU cKaQJe SURSRVed b\ WKe FedeUaO GRYeUQPeQW (2000a) WKaW Pa\ (aObeLW
 PaUJLQaOO\) dLVcRXUaJe WKe ePSOR\PeQW RI ROdeU LQdLYLdXaOV LV WKe abROLWLRQ RI WKe SUeIeUUed
 WUeaWPeQW RI SeRSOe ZRUNLQJ SaVW WKe OeJaO UeWLUePeQW aJe ZLWK UeJaUd WR ROd aJe LQVXUaQce
 cRQWULbXWLRQV. CXUUeQWO\, WKeVe ZRUNeUV aQd WKeLU ePSOR\eUV aUe bRWK e[ePSWed IURP Sa\LQJ
 ROd aJe LQVXUaQce cRQWULbXWLRQV RQ WKe ILUVW SFU 18,990 RI WKe ZRUNeU'V aQQXaO LQcRPe. TKe
 PaLQ adYaQWaJe RI WKe cXUUeQW e[ePSWLRQ LV WKaW LW dReV QRW LPSRVe addLWLRQaO cRVWV RQ WKe
 ePSOR\PeQW RI SaUW-WLPe ZRUNeUV: aQ LPSRUWaQW LVVXe LQ WU\LQJ WR VWLPXOaWe WKe dePaQd IRU
 ROdeU ZRUNeUV. FXUWKeUPRUe, SeQVLRQV aUe RQO\ caOcXOaWed baVed RQ WKe LQcRPe SULRU WR WKe
 OeJaO UeWLUePeQW aJe, deIeUPeQW dReV QRW Oead WR a KLJKeU SeQVLRQ (L.e. abRYe WKe acWXaULaO-
 QeXWUaO LQcUeaVe dXe WR WKe deIeUPeQW). TKXV, RQe cRXOd aW OeaVW TXeVWLRQ WKe IaLUQeVV RI
 LQWURdXcLQJ VXcK cRQWULbXWLRQV IRU ZRUNeUV ZKR KaYe SaVVed WKe OeJaO UeWLUePeQW aJe.

 FLJXUe 4: TUeQd WR eaUO\ UeWLUePeQW LQ WKe 1990V
 SRXUce : SZLVV FedeUaO SWaWLVWLcaO OIILce (2001).

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 IQ cRQcOXVLRQ, Ze caQ VWaWe WKaW, aW SUeVeQW, ROd aJe LQVXUaQce dReV, LQ JeQeUaO, eQcRXUaJe
 WKe ePSOR\PeQW RI ROdeU SeRSOe XQWLO WKe OeJaO UeWLUePeQW aJe. IW LV aOVR LPSRUWaQW WR QRWe WKaW
 WKe acWXaO UeWLUePeQW aJe LQ SZLW]eUOaQd LV YeU\ cORVe WR WKe RIILcLaO UeWLUePeQW aJe. TKLV
 cRQWUaVWV VKaUSO\ ZLWK PaQ\ RWKeU cRXQWULeV (VXcK aV GeUPaQ\) ZKeUe VWURQJ deYLaWLRQV
 beWZeeQ WKeVe WZR aJeV e[LVW (Vee OECD, 2003).
 AccRUdLQJ WR a VXUYe\ RI 30 cRXQWULeV LQ WKe OECD (2003), RQO\ IceOaQd aQd NRUZa\

 KaYe KLJKeU RIILcLaO UeWLUePeQW aJeV IRU PeQ WKaQ SZLW]eUOaQd. HRZeYeU, 1 9 cRXQWULeV KaYe WKe
 VaPe UeWLUePeQW aJe IRU PeQ aV SZLW]eUOaQd, L.e. 65 \eaUV. WKaW LV TXLWe UePaUNabOe LV WKaW, LQ
 SZLW]eUOaQd, WKe eIIecWLYe aQd WKe RIILcLaO UeWLUePeQW aJeV aUe YLUWXaOO\ LdeQWLcaO, aQd, ZLWK
 UeJaUd WR WKe eIIecWLYe UeWLUePeQW aJe, SZLW]eUOaQd UaQNV VL[WK aPRQJ 30 cRXQWULeV (beKLQd
 IceOaQd, JaSaQ, Me[LcR, PRUWXJaO aQd SRXWK KRUea). TKLV LV aQ LQdLcaWLRQ WKaW, aW OeaVW LQ aQ
 LQWeUQaWLRQaO cRPSaULVRQ, LQceQWLYeV IRU eaUO\ UeWLUePeQW KaYe beeQ UeOaWLYeO\ ORZ. AV VKRZQ
 abRYe, KRZeYeU, WKeUe aUe VWURQJ LQdLcaWLRQV WKaW WKLV VLWXaWLRQ Pa\ cKaQJe LQ WKe QeaU IXWXUe.
 TKe JRYeUQPeQW'V SOaQ IRU a UeYLVLRQ RI ROd aJe LQVXUaQce OaZ eQYLVaJeV a IXUWKeU
 IOe[LbLOL]aWLRQ RI WKe UeWLUePeQW aJe aQd a Za\ WR IacLOLWaWe acceVV WR eaUO\ UeWLUePeQW.

 3.2 OccXSaWLRQaO beQeILW SOaQ

 TKe RccXSaWLRQaO beQeILW SOaQ OaZ aLPV aW eQVXULQJ WKaW ePSOR\eeV UeceLYe aQ ROd aJe
 LQcRPe be\RQd WKe RQe JXaUaQWeed b\ WKe ROd aJe LQVXUaQce LQ RUdeU WR aVVXUe WKe accXVWRPed
 VWaQdaUd RI OLYLQJ LQ ROd aJe. TKLV LV WKe SZLVV VecRQd SLOOaU.
 WKeQ WKe OaZ ZaV LQWURdXced LQ 1985, a OaUJe YaULeW\ RI VcKePeV ZeUe aOUead\ LQ SOace.

 TKeVe Kad beeQ VeW XS RQ a YROXQWaU\ baVLV b\ SULYaWe aQd SXbOLc ePSOR\eUV. TaNLQJ WKLV
 VLWXaWLRQ LQWR cRQVLdeUaWLRQ, WKe OaZ dLd QRW eQIRUce a XQLILcaWLRQ RI WKe e[LVWLQJ RccXSaWLRQaO
 beQeILW SOaQV, bXW RQO\ deILQed PLQLPXP VWaQdaUdV. TKXV, RccXSaWLRQaO beQeILW SOaQV aUe VWLOO
 PaQaJed LQ a YeU\ deceQWUaOL]ed IaVKLRQ aQd WKe\ eQMR\ a OaUJe aXWRQRP\ ZLWK UeJaUd WR WKeLU
 LQVWLWXWLRQaO deVLJQ.

 3.2.1 BeQeILWV

 TKe OaZ dePaQdV WKaW ePSOR\eUV LQVXUe WKeLU ePSOR\eeV aJed 25 WR 65 LQ aQ RccXSaWLRQaO
 beQeILW SOaQ LI WKeLU aQQXaO LQcRPe e[ceedV WKe VR-caOOed cR-RUdLQaWLRQ dedXcWLRQ RI SFU
 25,320. FRU VeOI-ePSOR\ed ZRUNeUV, PePbeUVKLS LQ aQ RccXSaWLRQaO beQeILW SOaQ LV RSWLRQaO.
 WLdPeU (1998) cULWLcLVeV WKe UeTXLUePeQW RI a PLQLPXP VaOaU\ LQ RUdeU WR eQWeU aQ
 RccXSaWLRQaO beQeILW SOaQ. AOWKRXJK IXOO-WLPe ZRUNeUV LQ SZLW]eUOaQd QRUPaOO\ KaYe aQ
 aQQXaO LQcRPe OaUJeU WKaQ SFU 25,320, PaQ\ SaUW-WLPe ZRUNeUV PLJKW QRW UeacK WKaW WKUeVKROd.
 MRVW RI WKeVe LQdLYLdXaOV aUe SaLd RQ aQ KRXUO\ baVLV (Vee aOVR FOLLcNLJeU aQd RaPLUe], 2000).
 SRXVa-PR]a (2003) VKRZV WKaW cXUUeQWO\ abRXW 35 SeU ceQW RI aOO ePSOR\ed ZRPeQ eaUQ OeVV
 WKaQ WKe cR-RUdLQaWLRQ dedXcWLRQ (TabOe 2). TKLV SURSRUWLRQ KaV UePaLQed cRQVWaQW WKURXJKRXW
 WKe SaVW decade. TKXV, a VXbVWaQWLaO IUacWLRQ RI ePSOR\ed ZRPeQ dReV QRW beQeILW IURP
 cRYeUaJe LQ WKe VecRQd SLOOaU. MeQ'V cRYeUaJe LQ WKe VecRQd SLOOaU LV eVWLPaWed aW ZeOO RYeU 80
 SeU ceQW.

 AccRUdLQJ WR TVcKXdL (1989), KRZeYeU, ePSOR\eeV ZLWK a ORZ LQcRPe aUe aOUead\
 VXIILcLeQWO\ SURYLded IRU b\ ROd aJe LQVXUaQce. TKLV SRLQW LV aW OeaVW debaWabOe, aV WKe ILUVW SLOOaU
 LV b\ QR PeaQV YeU\ JeQeURXV. BXW XOWLPaWeO\ LW LV SULPaULO\ aQ eTXLW\ LVVXe. NeYeUWKeOeVV, WKe
 FedeUaO GRYeUQPeQW (2000b) KaV RSWed aJaLQVW a cKaQJe RI WKe cXUUeQW UeJXOaWLRQ. TKe UeaVRQ
 JLYeQ b\ WKe FedeUaO GRYeUQPeQW LV aOVR QRW YeU\ cRQYLQcLQJ. IW VWUeVVeV WKaW a UedXcWLRQ RI WKe

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 cR-RUdLQaWLRQ dedXcWLRQ ZRXOd LPSO\ WRR OaUJe aQ adPLQLVWUaWLYe bXUdeQ IRU VPaOO aQd
 PedLXP-VL]ed eQWeUSULVeV, aV WKe\ ZRXOd KaYe WR addLWLRQaOO\ LQVXUe XS WR 1 00,000 ePSOR\eeV.
 AIWeU UeWLUePeQW, LQVXUed LQdLYLdXaOV aUe eQWLWOed WR dUaZ a SeQVLRQ WKaW deSeQdV RQ WKeLU

 aQQXaO VaOaU\ SULRU WR UeWLUePeQW. MRUe VSecLILcaOO\, RccXSaWLRQaO beQeILW SOaQV LQVXUe WKe SaUW
 RI WKe aQQXaO VaOaU\ beWZeeQ SFU 25,320 aQd SFU 75,960. TKLV LV WKe VR-caOOed "cR-RUdLQaWLRQ
 eaUQLQJV". TKe caOcXOaWLRQ RI WKe aQQXaO SeQVLRQ, ZKLcK LV baVed RQ WKe cR-RUdLQaWLRQ
 eaUQLQJV, LV UeOaWLYeO\ cRPSOLcaWed (Vee VecWLRQ 3.2.2). FRU aQ ePSOR\ee ZKR Kad cRQVWaQW cR-
 RUdLQaWLRQ eaUQLQJV RYeU WKe ZKROe ePSOR\PeQW SeULRd beWZeeQ WKe aJe RI 25 aQd 65, WKe
 SeQVLRQ ZRXOd aPRXQW WR URXJKO\ 63 SeU ceQW RI WKe cR-RUdLQaWLRQ eaUQLQJV. TKe Pa[LPXP
 aQQXaO SeQVLRQ ZRXOd WKXV be abRXW SFU 32,000.
 AV FLJXUe 3 VKRZV, WKe cRPbLQaWLRQ RI RccXSaWLRQaO beQeILW-SOaQ SeQVLRQV ZLWK ROd aJe

 LQVXUaQce SeQVLRQV UeVXOWV LQ a WRWaO ROd aJe SeQVLRQ WKaW UaQJeV beWZeeQ SFU 12,660 (WKe
 PLQLPaO ROd aJe LQVXUaQce SeQVLRQ) aQd URXJKO\ SFU 57,500. TKe ILUVW aQd VecRQd SLOOaUV RI WKe
 SZLVV V\VWeP IRU ROd aJe SURYLVLRQ WKXV JXaUaQWee a SeQVLRQ WKaW eTXaOV aSSUR[LPaWeO\ 75 SeU
 ceQW RI WKe VaOaU\ beIRUe UeWLUePeQW.
 IW KaV WR be PeQWLRQed, KRZeYeU, WKaW PePbeUVKLS LQ aQ RccXSaWLRQaO beQeILW SOaQ becaPe

 PaQdaWRU\ ZLWK WKe LQWURdXcWLRQ RI WKe OccXSaWLRQaO BeQeILW POaQ LaZ LQ 1985. IQdLYLdXaOV
 ZKR VWaUWed cRQWULbXWLQJ LQ 1 985 bXW UeWLUe beIRUe 2025 ZLOO RQO\ UeceLYe UedXced SeQVLRQV. IQ
 RUdeU WR UeceLYe a IXOO SeQVLRQ, 40 \eaUV RI cRQWULbXWLRQV aUe JeQeUaOO\ UeTXLUed. TKXV, aQ
 ePSOR\ee ZKR UeWLUeV LQ 2003 ZLOO RQO\ UeceLYe abRXW 45 SeU ceQW RI WKe I¾OO RccXSaWLRQaO
 beQeILW SOaQ SeQVLRQ VKRZQ LQ FLJXUe 5.
 IW VKRXOd be VWUeVVed WKaW WKe abRYe ILJXUeV IRU WKe RccXSaWLRQaO beQeILW SOaQ UeSUeVeQW

 RQO\ WKe OeJaO PLQLPaO VWaQdaUdV. TKe VWaWLVWLcV SURYLded b\ WKe SZLVV FedeUaO SWaWLVWLcaO
 OIILce (2002) LQdLcaWe WKaW a OaUJe SaUW RI WKe RccXSaWLRQaO beQeILW SOaQV KaYe UeJXOaWLRQV WKaW
 aUe PRUe IaYRXUabOe IRU WKe ePSOR\eeV. FRU LQVWaQce, PaQ\ RccXSaWLRQaO beQeILW SOaQV IRUeVee
 a ORZeU cR-RUdLQaWLRQ dedXcWLRQ WKaQ WKe OaZ SURYLdeV. TKe XSSeU aQd ORZeU OLPLWV IRU WKe
 LQVXUed SaUW RI WKe LQcRPe aUe eYeQ abROLVKed aOWRJeWKeU IRU 31 SeU ceQW RI aOO LQVXUed

 FLJXUe 5: OOd aJe SeQVLRQ LQcRPe IURP ROd aJe LQVXUaQce aQd PaQdaWRU\ RccXSaWLRQaO
 beQeILW SOaQ

 NRWe : TKe caOcXOaWLRQ RI WKe RccXSaWLRQaO beQeILW SOaQ SeQVLRQ LV baVed RQ WKe aVVXPSWLRQ RI a
 cRQVWaQW LQcRPe dXULQJ WKe ZKROe ZRUNLQJ OLIe aQd a \LeOd RI 3.25 SeU ceQW S. a. RQ

 RccXSaWLRQaO beQeILW SOaQ accRXQWV.

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 LQdLYLdXaOV. BecaXVe RI WKe abRYe-PLQLPXP cRYeUaJe SURYLded b\ PaQ\ RccXSaWLRQaO beQeILW
 SOaQV aQd dXe WR WKe IacW WKaW a OaUJe SaUW RI WKe OabRXU IRUce ZaV aOUead\ LQVXUed beIRUe 1 985,
 WKe aYeUaJe aQQXaO SeQVLRQ IURP WKe VecRQd SLOOaU SaLd LQ 2000 ZaV aOUead\ aW a UeOaWLYeO\ KLJK
 OeYeO RI SFU 21,777.

 FLQaOO\, LW KaV WR be PeQWLRQed WKaW ROd aJe SeQVLRQV aUe WKe PRVW LPSRUWaQW, bXW QRW WKe
 RQO\ VeUYLce RI aQ RccXSaWLRQaO beQeILW SOaQ. LLNe ROd aJe LQVXUaQce, LW aOVR SURYLdeV VSecLaO
 SeQVLRQV WR ZLdRZV, RUSKaQV, aQd KaQdLcaSSed ROdeU SeRSOe.

 3.2.2 FXQdLQJ

 OccXSaWLRQaO beQeILW SOaQV aUe e[cOXVLYeO\ IXQded b\ ePSOR\eUV aQd ePSOR\eeV.
 CRQWULbXWLRQ UaWeV aUe deILQed b\ WKe IXQdV WKePVeOYeV aQd WKXV a OaUJe deJUee RI IOe[LbLOLW\
 e[LVWV. FedeUaO OaZ UeTXLUeV RQO\ WKaW WKe ePSOR\eUV cRQWULbXWe aW OeaVW WKe VaPe aPRXQW aV
 WKeLU ePSOR\eeV. AccRUdLQJ WR WKe SZLVV FedeUaO SWaWLVWLcaO OIILce (2002), WKe WRWaO
 cRQWULbXWLRQV b\ WKe ePSOR\eUV LQdeed e[ceeded WKRVe RI WKe ePSOR\eeV b\ 60 SeU ceQW.

 AV RSSRVed WR ROd aJe LQVXUaQce, RccXSaWLRQaO beQeILW SOaQV aUe QRW baVed RQ a cXUUeQW-
 LQcRPe V\VWeP. IQVWead, eYeU\ ePSOR\ee KaV a SeUVRQaO RccXSaWLRQaO beQeILW SOaQ accRXQW WR
 ZKLcK aQQXaO cRQWULbXWLRQV aQd LQWeUeVW Sa\PeQWV aUe Pade. TKe aQQXaO SeQVLRQ WR be
 UeceLYed aIWeU UeWLUePeQW eTXaOV 7.2 SeU ceQW RI WKLV accRXQW'V baOaQce aW WKe WLPe RI UeWLUePeQW.
 IW LV caOcXOaWed accRUdLQJ WR eTXaWLRQ 1 :

 ETXaWLRQ 1: CaOcXOaWLRQ RI aQ aQQXaO RccXSaWLRQaO beQeILW SOaQ SeQVLRQ IRU UeWLUePeQW aJe 65
 40

 AP = 0.072* Y^(CEI*a*(' + IRaR-J)40'-1)
 M= L

 AP AQQXaO SeQVLRQ
 CEI M CR-RUdLQaWed eaUQed LQcRPe RI \eaU M

 (L. e. SaUW RI WKe LQcRPe RI \eaU M beWZeeQ SFU 25,320 aQd SFU 75,960)
 aM MXOWLSOLcaWRU deSeQdLQJ RQ aJe

 U 0.07 IRU M = 1, 2, . . . , 10 (aJeV 25-34)
 . _ I 0.10 IRU M = 1 1, 12, . . . , 20 (aJeV 35^4)

 aM _ a 1 0.15 IRU M = 1 1, 12, . . . , 30 (aJeV 45-54)
 0.18 IRU M = 31, 32, . . . , 40 (aJeV 55-65)

 IRM YLeOd IRU aQ LQYeVWPeQW RYeU M \eaUV, PXVW be 3.25 SeU ceQW S.a. RU KLJKeU

 TKe IXQdLQJ V\VWeP RI WKe RccXSaWLRQaO beQeILW SOaQV cOeaUO\ dLIIeUV IURP WKe ROd aJe
 LQVXUaQce. FLUVW, WKeUe LV QR LQWeUJeQeUaWLRQaO WUaQVIeU. SecRQd, WKeUe LV aOVR QR WUaQVIeU IURP
 KLJK WR ORZ LQcRPeV. AOO cRQWULbXWLRQV RI aQ ePSOR\ee aUe added WR a SeUVRQaO accRXQW aQd WKLV
 accRXQW IRUPV WKe baVLV IRU WKe IXWXUe SeQVLRQ Sa\PeQWV.

 A VWUeQJWK RI WKe dLIIeUeQW IXQdLQJ V\VWePV RI WKe ROd aJe LQVXUaQce aQd WKe RccXSaWLRQaO
 beQeILW SOaQV LV WKaW a dLVadYaQWaJeRXV deYeORSPeQW RI RQe RI WKeVe LQVXUaQceV dReV QRW
 MeRSaUdL]e WKe ZKROe SURYLVLRQ V\VWeP. TKXV, WKe JURZLQJ QXPbeU RI UeWLUed SeRSOe UeOaWLYe WR
 WKe acWLYe ZRUNIRUce LV a VWURQJ WKUeaW WR WKe ROd aJe LQVXUaQce, bXW dReV QRW VWURQJO\ aIIecW WKe
 RccXSaWLRQaO beQeILW SOaQV. TKe SURORQJed OLIe e[SecWaQc\, KRZeYeU, LV a SURbOeP WR
 RccXSaWLRQaO beQeILW SOaQV aV ZeOO. GLYeQ WKe LQWeQded abVeQce RI LQWeUJeQeUaWLRQaO WUaQVIeUV,
 WKe VXP RI SeQVLRQV SaLd WR a JeQeUaWLRQ PXVW eTXaO WKe WRWaO baOaQce RI WKeLU RccXSaWLRQaO

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 beQeILW SOaQ accRXQWV. IQ RUdeU WR UeacK WKaW eTXLOLbULXP, WKe cRQYeUVLRQ UaWe, ZKLcK
 WUaQVIRUPV SeUVRQaO accRXQWV LQWR aQQXaO SeQVLRQ Sa\PeQWV, PXVW be adaSWed dXe WR WKe
 LQcUeaVed OLIe e[SecWaQc\. IQ IacW, WKe cXUUeQW cRQYeUVLRQ UaWe RI 7.2 SeU ceQW LV abRYe WKe OeYeO
 WKaW acWXaULaO caOcXOaWLRQV ZRXOd LPSO\. IQ LWV SURSRVaO IRU a UeYLVLRQ RI WKe RccXSaWLRQaO
 beQeILW SOaQ OaZ, WKe FedeUaO GRYeUQPeQW (2000b) WKXV UecRPPeQdV a cRQYeUVLRQ UaWe RI 6.65
 SeU ceQW LQVWead.
 OQe LPSRUWaQW IeaWXUe RI aQ RccXSaWLRQaO beQeILW SOaQ LV WKe accXPXOaWLRQ RI caSLWaO. AV

 RSSRVed WR WKe cXUUeQW-LQcRPe V\VWeP RI ROd aJe LQVXUaQce, cRQWULbXWLRQV aUe QRW XVed WR
 cRYeU WKe cXUUeQW e[SeQVeV bXW WR Sa\ IXWXUe SeQVLRQV. TKeVe IXQdV aUe LQYeVWed LQ SeUVRQaO
 RccXSaWLRQaO beQeILW SOaQ accRXQWV. AccRUdLQJ WR WKe FedeUaO SRcLaO IQVXUaQce OIILce (2002a),
 WKe ILLQdV deSRVLWed LQ RccXSaWLRQaO beQeILW SOaQV WRWaOOed aOPRVW SFU 475 bLOOLRQ LQ 2000.
 TKeVe IXQdV aUe LQYeVWed LQ bRQdV, UeaO eVWaWe, aQd eTXLWLeV. TKe IedeUaO OaZ dePaQdV WKaW aQ
 aQQXaO LQWeUeVW RI aW OeaVW 3.25 SeU ceQW KaV WR be added WR eacK SeUVRQaO accRXQW, LUUeVSecWLYe
 RI WKe IXQd'V acWXaO SeUIRUPaQce. TKLV PLQLPXP \LeOd KaV UeceQWO\ beeQ WKe VXbMecW RI KeaWed
 SROLWLcaO debaWe. HaYLQJ beeQ VeW aW 4.0 SeU ceQW LQ 1985, LW KaV RQO\ UeceQWO\ beeQ cKaQJed WR
 WKe cXUUeQW UaWe (aV RI JaQXaU\ 2003). OccXSaWLRQaO beQeILW SOaQV Kad caOOed IRU WKLV UedXcWLRQ,
 aUJXLQJ WKaW, dXe WR ORZ LQWeUeVW UaWeV aQd beaULVK VWRcN PaUNeWV, LW LV cXUUeQWO\ QRW SRVVLbOe WR
 JeQeUaWe a UeWXUQ RQ LQYeVWPeQW RI 4.0 SeU ceQW ZLWKRXW WaNLQJ LQaSSURSULaWe ULVNV.
 SRPe RccXSaWLRQaO beQeILW SOaQV aUe aOUead\ LQ a WURXbOeVRPe VWaWe, aV WKeLU aVVeWV aUe

 VPaOOeU WKaQ WKe RbOLJaWLRQV aULVLQJ IURP WKe VXP RI aOO SeUVRQaO accRXQWV. HRZeYeU, WKLV LV
 SURbabO\ OeVV WKe UeVXOW RI WKe dLIILcXOW\ LQ ILQdLQJ UeaVRQabOe LQYeVWPeQWV ZLWK a \LeOd RI 4.0
 SeU ceQW, WKaQ WKe cRQVeTXeQce RI e[ceVVLYe VWRcN PaUNeW LQYeVWPeQWV. IQdeed, WKe OaZ aOORZV
 aQ LQYeVWPeQW RI XS WR 50 SeU ceQW RI aQ RccXSaWLRQaO beQeILW SOaQ'V WRWaO IXQdV LQ eTXLW\.
 AccRUdLQJ WR WKe SZLVV FedeUaO SWaWLVWLcaO OIILce (2002), RccXSaWLRQaO beQeILW SOaQV KeOd
 eTXLW\ LQYeVWPeQWV RI SFU 161 bLOOLRQ LQ 2000, accRXQWLQJ IRU RQe-WKLUd RI WKeLU WRWaO SRUWIROLR.
 IQ aQ\ caVe, LW KaV QRZ becRPe YeU\ aSSaUeQW WKaW WKe ILQaQcLaO ULVNV caQ KaYe a VWURQJ

 LPSacW RQ WKe SeQVLRQV WKaW ZLOO be SaLd WR LQdLYLdXaOV. A ORZeULQJ RI WKe PLQLPXP \LeOd caQ
 UedXce WKe e[SecWed SeQVLRQV VLJQLILcaQWO\. IQ WKe IXWXUe, WKe OeJaO PLQLPXP \LeOd ZLOO be
 UecRQVLdeUed eYeU\ \eaU b\ WKe FedeUaO SRcLaO IQVXUaQce OIILce.

 3 .2.3 AJe-UeOaWed aVSecWV

 AV ZLWK ROd aJe LQVXUaQce, WKe aJe aW ZKLcK RccXSaWLRQaO beQeILW SOaQ SeQVLRQV caQ be
 dUaZQ LV OeJaOO\ VeW aW 65 \eaUV IRU PeQ, aQd 63 \eaUV IRU ZRPeQ. WRPeQ'V UeWLUePeQW aJe LV
 aOVR SOaQQed WR be UaLVed WR 64 \eaUV b\ 2005 aQd WR 65 \eaUV b\ 2009.
 OQce aJaLQ, KRZeYeU, RccXSaWLRQaO beQeILW SOaQV eQMR\ a cRQVLdeUabOe deJUee RI

 dLVcUeWLRQ. AccRUdLQJ WR WKe SZLVV FedeUaO SWaWLVWLcaO OIILce (2002), RccXSaWLRQaO beQeILW
 SOaQV WKaW UeSUeVeQWed 1 6 SeU ceQW RI aOO LQVXUed PeQ aQd 22 SeU ceQW RI aOO LQVXUed ZRPeQ Kad
 deILQed UeJXOaWRU\ UeWLUePeQW aJeV WKaW dLIIeUed IURP WKe OeJaO UeWLUePeQW aJeV LQ 2000.
 UVXaOO\, WKe UeWLUePeQW aJe Kad beeQ UaLVed IRU ZRPeQ aQd ORZeUed IRU PeQ LQ WKeVe caVeV.
 MRVW ePSOR\eeV aUe LQVXUed LQ aQ RccXSaWLRQaO beQeILW SOaQ WKaW IRUeVeeV a IOe[LbOe

 UeWLUePeQW aJe, aV VKRZQ LQ TabOe 3. TKLV IOe[LbLOLW\ SULPaULO\ aOORZV IRU eaUO\ UeWLUePeQW.
 EaUO\ UeWLUePeQW LV RIWeQ SRVVLbOe XS WR ILYe \eaUV SULRU WR WKe OeJaO UeWLUePeQW aJe. AW WKe VaPe
 WLPe, KRZeYeU, RQO\ IeZ RccXSaWLRQaO beQeILW SOaQV RIIeU WKe RSWLRQ RI a deIeUUed UeWLUePeQW.
 CUedLW SXLVVe (2003) PaNeV WKe cULWLcLVP WKaW VRPe RccXSaWLRQaO beQeILW SOaQV PLJKW

 abXVe WKe SRVVLbLOLW\ RI eaUO\ UeWLUePeQWV IRU UeaVRQV RI cRPSaQ\ VWUaWeJ\. AOWKRXJK aQ
 RccXSaWLRQaO beQeILW SOaQ KaV WR be OeJaOO\ LQdeSeQdeQW IURP WKe cRPSaQ\ ZKRVe ePSOR\eeV LW
 LQVXUeV, WKeUe aUe RIWeQ VWURQJ SeUVRQaO aQd RUJaQL]aWLRQaO OLQNV beWZeeQ WKe WZR OeJaO eQWLWLeV.

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 TabOe 3:

 PURSRUWLRQ RI LQVXUed ePSOR\eeV ZKR KaYe acceVV WR IOe[LbOe UeWLUePeQW RSWLRQV

 WRPeQ MeQ

 FOe[LbOe UeWLUePeQW aJe 92.5% 90.6%
 EaUO\ UeWLUePeQW ILYe \eaUV SULRU WR aJe 62/65 79.7% 89.5%
 ReWLUePeQW OaWeU WKaQ aJe 62/65 23.0% 10.9%

 SRXUce : SZLVV FedeUaO SWaWLVWLcaO OIILce (2002). NRWe WKaW WKe daWa aUe IRU WKe \eaU 2002, ZKeQ WKe
 ZRPeQ'V OeJaO UeWLUePeQW aJe ZaV VWLOO 62. TKLV VWaWLVWLc dReV QRW LQcOXde RccXSaWLRQaO beQeILW SOaQV WKaW
 VSecLILed a UeWLUePeQW aJe RWKeU WKaQ WKe OeJaO UeWLUePeQW aJe.

 IQ WKLV cRQWe[W, aQ RccXSaWLRQaO beQeILW SOaQ PLJKW cUeaWe ILQaQcLaO LQceQWLYeV IRU eaUO\
 UeWLUePeQW LI WKLV VXLWV WKe cRPSaQ\. IQ dRLQJ VR, aQ RccXSaWLRQaO beQeILW SOaQ cRXOd YeU\ eaVLO\
 dLUecW ILQaQcLaO UeVeUYeV (RU \LeOdV abRYe WKe OeJaO PLQLPXP \LeOd) WR a VSecLILc aJe JURXS (L.e.,
 WKe aJe JURXS cXUUeQWO\ JRLQJ LQWR UeWLUePeQW) UaWKeU WKaQ XVLQJ WKeVe IXQdV IRU aOO LQVXUed
 SeRSOe.

 A SURbOePaWLc IeaWXUe RI WKe RccXSaWLRQaO beQeILW SOaQ OaZ LV WKe IacW WKaW cRQWULbXWLRQV aUe
 aJe-deSeQdeQW. MRUe VSecLILcaOO\, cRQWULbXWLRQ UaWeV LQcUeaVe ZLWK aJe, aV VKRZQ LQ TabOe 4.

 AV aW OeaVW KaOI RI WKe cRQWULbXWLRQV KaYe WR be SaLd b\ WKe ePSOR\eUV, WKLV UeJXOaWLRQ
 UeVXOWV LQ cRQVLdeUabO\ KLJKeU ZaJe cRVWV IRU ROdeU ePSOR\eeV, WKXV SRVVLbO\ dLVcRXUaJLQJ
 WKeLU ePSOR\PeQW. TKe WeQdeQc\ LQ VRPe ILUPV WR Sa\ VeQLRULW\-baVed ZaJeV LQcUeaVeV WKe cRVW
 RI OabRXU eYeQ PRUe.

 OQ WKe RWKeU KaQd, aV WKe ePSOR\eU Sa\V OaUJe cRQWULbXWLRQV WR WKe RccXSaWLRQaO beQeILW
 SOaQ RQ WRS RI WKe QRUPaO VaOaU\, ROdeU ZRUNeUV KaYe a VWURQJ LQceQWLYe WR UePaLQ ePSOR\ed.
 FRU WKRVe ROdeU ePSOR\eeV, ZKR KaYe QRW eQMR\ed WKe beQeILWV RI a VecRQd SLOOaU WKURXJKRXW
 WKeLU ZKROe ZRUNLQJ OLIe, WKeVe aJe-deSeQdeQW cRQWULbXWLRQV Pa\ SURYe eVSecLaOO\ beQeILcLaO
 aV WKe\ aOORZ WKeP WR bXLOd-XS a UeaVRQabO\ KLJK baOaQce RQ WKeLU SeUVRQaO accRXQWV, deVSLWe
 KaYLQJ RQO\ cRQWULbXWed IRU a VKRUW SeULRd. HRZeYeU, ZLWK PRUe aQd PRUe ePSOR\eeV KaYLQJ
 ORQJ cRQWULbXWLRQ SeULRdV, WKLV adYaQWaJe LV ORRVLQJ LPSRUWaQce. IW LV WKXV dLVaSSRLQWLQJ WKaW
 WKe FedeUaO GRYeUQPeQW (2000) KaV QR LQWeQWLRQ RI eTXaOL]LQJ WKe cRQWULbXWLRQ UaWeV acURVV aOO
 aJe JURXSV - a UeIRUP WKaW KaV aOUead\ beeQ UeaOL]ed b\ a OaUJe IUacWLRQ RI WKe RccXSaWLRQaO
 beQeILW SOaQV. AccRUdLQJ WR WKe SZLVV FedeUaO SWaWLVWLcaO OIILce (2002), 32 SeU ceQW RI aOO
 ePSOR\eeV cRYeUed LQ WKe VecRQd SLOOaU dR QRW Sa\ aJe-deSeQdeQW cRQWULbXWLRQV. IQ IacW, aQd LQ
 RUdeU WR cRPSeQVaWe IRU WKe UedXcWLRQ RI WKe cRQYeUVLRQ UaWe PeQWLRQed abRYe, WKe JRYeUQPeQW

 TabOe 4:

 AJe-VSecLILc JUadXaWLRQ RI cRQWULbXWLRQV WR RccXSaWLRQaO beQeILW SOaQV

 AQQXaO cRQWULbXWLRQ WR RccXSaWLRQaO beQeILW
 MeQ WRPeQ SOaQ (% RI cR-RUdLQaWed LQcRPe)

 aJe 25-34 aJe 25-31 7.0%
 aJe 35-44 aJe 32-41 10.0%
 aJe 45-54 aJe 42-51 15.0%
 aJe 55-65 aJe 52-62 18.0%

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 LQWeQdV LQcUeaVLQJ WKe cRQWULbXWLRQ UaWe, eVSecLaOO\ aPRQJ ZRUNeUV aJed 45 WR 54. TKe QeZ
 cRQWULbXWLRQ UaWeV IRU WKe IRXU aJe JURXSV LQ TabOe 4 ZRXOd be 7 SeU ceQW, 1 1 SeU ceQW, 15 SeU
 ceQW, aQd 18 SeU ceQW, UeVSecWLYeO\.
 OYeUaOO, LW LV dLIILcXOW WR MXdJe WKe LPSacW RI RccXSaWLRQaO beQeILW SOaQV RQ WKe

 ePSOR\PeQW RI ROdeU SeRSOe. EacK RccXSaWLRQaO beQeILW SOaQ KaV a VXbVWaQWLaO aXWRQRP\
 UeJaUdLQJ WKe LQVWLWXWLRQaO deVLJQ RI VXcK cUXcLaO LVVXeV aV WKe UeJXOaWLRQ RI eaUO\ UeWLUePeQW.
 TKe IacW WKaW cRQWULbXWLRQV LQcUeaVe ZLWK aJe LV a SURbOePaWLc IeaWXUe RI WKe RccXSaWLRQaO
 beQeILW SOaQ OaZ aV LW PLJKW ZeOO dLVcRXUaJe ePSOR\eUV IURP ePSOR\LQJ ROdeU SeRSOe.

 3.3 IQYaOLdLW\ LQVXUaQce

 TKe LQYaOLdLW\ LQVXUaQce SURYLdeV IRU WKe baVLc OLYLQJ e[SeQVeV RI SeUVRQV ZKR aUe QRW
 abOe WR ZRUN dXe WR a dLVabLOLW\. II SRVVLbOe, LW KeOSV WKeP WR UeLQWeJUaWe LQWR WKe OabRXU PaUNeW.

 3.3.1 BeQeILWV

 CRYeUaJe LQ WKe LQYaOLdLW\ LQVXUaQce VcKePe LV cRPSXOVRU\ IRU aOO LQdLYLdXaOV ZKR OLYe RU
 ZRUN LQ SZLW]eUOaQd. TKe\ aOO KaYe acceVV WR WKe VeUYLceV RI WKe LQVXUaQce LQ caVe RI LQYaOLdLW\,
 LUUeVSecWLYe RI ZKeWKeU RU QRW LW LV caXVed b\ aQ accLdeQW, SK\VLcaO RU PeQWaO LOOQeVV, RU a
 cRQJeQLWaO dLVabLOLW\.

 DLVabOed SeRSOe aUe RQO\ aOORZed WR dUaZ aQ LQYaOLdLW\ LQVXUaQce SeQVLRQ ZKeQ
 UeKabLOLWaWLRQ eIIRUWV KaYe SURYeQ XQVXcceVVIXO RU LQaSSURSULaWe. NRUPaOO\, WKLV LV SRVVLbOe
 aW WKe eaUOLeVW aV RI 12 PRQWKV aIWeU WKe KeaOWK SURbOePV RccXUUed. AOWKRXJK WKe eOLJLbLOLW\ RI
 LQdLYLdXaOV LV Ue-aVVeVVed SeULRdLcaOO\, PaQ\ SeQVLRQV aUe SaLd XQWLO a SeUVRQ UeacKeV WKe OeJaO
 UeWLUePeQW aJe. TKeUeaIWeU, aQ ROd aJe LQVXUaQce SeQVLRQ UeSOaceV WKe LQYaOLdLW\ LQVXUaQce
 SeQVLRQ.

 TKe caOcXOaWLRQ RI aQ LQYaOLdLW\ LQVXUaQce SeQVLRQ LV caUULed RXW LQ YeU\ PXcK WKe VaPe
 Za\ aV IRU aQ ROd aJe LQVXUaQce SeQVLRQ. A IXOO LQYaOLdLW\ LQVXUaQce SeQVLRQ WKXV JXaUaQWeeV aQ
 aQQXaO LQcRPe beWZeeQ SFU 12,660 aQd SFU 25,320, deSeQdLQJ RQ WKe aYeUaJe aQQXaO LQcRPe
 beIRUe WKe dLVabLOLW\. II a dLVabLOLW\ RQO\ SaUWLaOO\ SUeYeQWV a SeUVRQ IURP ZRUNLQJ, WKe
 LQYaOLdLW\ LQVXUaQce caQ Sa\ KaOI- RU TXaUWeU-SeQVLRQV. WKeWKeU a SeUVRQ LV eOLJLbOe IRU a IXOO
 SeQVLRQ RU RQO\ IRU a UedXced RQe dReV QRW deSeQd RQ PedLcaO cULWeULa. IQVWead, a JUade RI
 LQYaOLdLW\ LV caOcXOaWed WKaW e[SUeVVeV WKe LQcRPe UedXcWLRQ dXe WR WKe dLVabLOLW\. FRU LQVWaQce,
 LI a dLVabLOLW\ IRUceV a SeUVRQ WR WaNe RQ ePSOR\PeQW WKaW Sa\V 45 SeU ceQW OeVV WKaQ WKe ZRUN
 dRQe beIRUe WKe dLVabLOLW\, WKeQ WKLV SeUVRQ KaV aQ LQYaOLdLW\ JUade RI 45 SeU ceQW. AV VKRZQ LQ
 TabOe 5, RQO\ a TXaUWeU-SeQVLRQ ZLOO be SaLd LQ WKLV caVe, ZKeUeaV aQ LQYaOLdLW\ JUade RI aW OeaVW
 67 SeU ceQW ZRXOd be Qeeded WR dUaZ a IXOO SeQVLRQ.

 BeVLdeV SURYLdLQJ LQdLYLdXaO beQeILWV, WKe LQYaOLdLW\ LQVXUaQce aOVR RIIeUV cROOecWLYe

 TabOe 5:

 IQYaOLdLW\ SeQVLRQ W\Se deSeQdLQJ RQ JUade RI LQYaOLdLW\

 GUade RI LQYaOLdLW\ PeQVLRQ W\Se AQQXaO SeQVLRQ UaQJe SFU

 67-100% FXOO SeQVLRQ 12,660-25,320
 50-66% HaOI SeQVLRQ 6,330-12,660
 40-49% QXaUWeUSeQVLRQ 3,165-6,330
 1-39% NR SeQVLRQ -

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 beQeILWV. TKeVe aUe dLUecW cRQWULbXWLRQV WR LQVWLWXWLRQV WKaW VXSSRUW WKe LQWeJUaWLRQ RI LQYaOLd
 SeRSOe. E[aPSOeV aUe KRPeV, ZRUNVKRSV, RU VSecLaO VcKRROV IRU dLVabOed LQdLYLdXaOV.

 3.3.2 FXQdLQJ

 TKe LQYaOLdLW\ LQVXUaQce LV IXQded eTXaOO\ b\ WKe LQVXUed, WKeLU ePSOR\eUV, aQd b\ WKe
 VWaWe (bRWK IedeUaO aQd caQWRQaO). BRWK ePSOR\eeV aQd ePSOR\eUV cRQWULbXWe 0.7 SeU ceQW RI WKe
 ePSOR\ee'V ZaJe. SeOI-ePSOR\ed ZRUNeUV Sa\ 1 .4 SeU ceQW RI WKeLU VaOaU\ aQd SeRSOe ZLWKRXW
 ZRUNLQJ LQcRPe cRQWULbXWe accRUdLQJ WR WKeLU ILQaQcLaO ZeaOWK. TKe IedeUaWLRQ cRYeUV 37.5 SeU
 ceQW RI WKe LQVXUaQce'V e[SeQVeV, aQd WKe caQWRQV 12.5 SeU ceQW.

 TKe IXQdLQJ cRQceSW RI WKe LQYaOLdLW\ LQVXUaQce LV VLPLOaU WR WKaW RI WKe ROd aJe LQVXUaQce.
 IW LV aOVR baVed RQ a Sa\-aV-\RX-JR V\VWeP, ZKLcK caQ be VeYeUeO\ aIIecWed b\ aQ aJeLQJ
 SRSXOaWLRQ - eVSecLaOO\ aV WKe LQcLdeQW RI LQYaOLdLW\ LV aJe-deSeQdeQW. TabOe 6 VKRZV WKaW WKe
 SURbabLOLW\ RI UeceLYLQJ aQ LQYaOLdLW\ LQVXUaQce VeUYLce LV cOeaUO\ KLJKeVW IRU SeRSOe aJed 50
 \eaUV aQd ROdeU.

 WKLOe aQ aJeLQJ SRSXOaWLRQ OeadV WR aQ LQcUeaVLQJ QXPbeU RI SeRSOe dUaZLQJ LQYaOLdLW\
 SeQVLRQV, TabOe 6 aOVR LOOXVWUaWeV WKaW, beWZeeQ 1992 aQd 2000, a dUaPaWLc LQcUeaVe LQ WKe
 QXPbeU RI beQeILcLaULeV aURVe LQ aOO aJe JURXSV. IQ IacW, WKe FedeUaO GRYeUQPeQW (2001a)
 aWWULbXWeV RQO\ 22 SeU ceQW RI WKe LQVXUaQce'V e[SeQVe JURZWK WR dePRJUaSKLc VKLIWV.

 IW LV NQRZQ WKaW a OaUJe SRUWLRQ RI WKLV LQcUeaVe caQ be aWWULbXWed WR LQdLYLdXaOV ZLWK
 PeQWaO dLVabLOLWLeV. WKLOe LQ 1985, aOUead\ 24 SeU ceQW RI aOO SeRSOe dUaZLQJ aQ LQYaOLdLW\
 SeQVLRQ VXIIeUed IURP a PeQWaO LOOQeVV, WKLV SURSRUWLRQ Kad LQcUeaVed WR 36 SeU ceQW b\ 1999.
 PV\cKLaWULc LOOQeVVeV aUe QRZ WKe PRVW IUeTXeQW UeaVRQ IRU LQYaOLdLW\. AOWKRXJK (aV WKe FedeUaO
 GRYeUQPeQW acNQRZOedJeV) WKe aYeUaJe ZRUNSOace Pa\ be PRUe dePaQdLQJ WKaQ LQ WKe SaVW,
 a cKaQJLQJ XQdeUVWaQdLQJ, SeUceSWLRQ aQd acceSWaQce RI PeQWaO LOOQeVV LQ VRcLeW\ Pa\ aOVR
 e[SOaLQ WKLV deYeORSPeQW.

 TKe cXUUeQW ILQaQcLaO VLWXaWLRQ RI WKe LQYaOLdLW\ LQVXUaQce LV ZRUULVRPe. TKe VWaWLVWLcV
 SURYLded b\ WKe FedeUaO SRcLaO IQVXUaQce OIILce (2002e) VWaWe a deILcLW RI RQe bLOOLRQ SZLVV
 IUaQcV IRU WKe \eaU 2001, ZLWK WRWaO debWV aPRXQWLQJ WR SFU 3.3 bLOOLRQ. IQ a UeYLVLRQ RI WKe
 LQYaOLdLW\ LQVXUaQce OaZ, WKe FedeUaO GRYeUQPeQW (200 1 a) ZaQWV WR VWabLOL]e WKe ILQaQceV RI WKe
 LQVXUaQce. AccRUdLQJ WR WKLV SOaQ, WKe YaOXe added Wa[ ZRXOd be LQcUeaVed b\ 1 SeU ceQW, aQd
 WKe Wa[ LQcRPe JeQeUaWed ZRXOd be dLUecWed WR WKe LQYaOLdLW\ LQVXUaQce. MRUeRYeU, a VeULeV RI
 PRVWO\ adPLQLVWUaWLYe LPSURYePeQWV VKRXOd KeOS WR ORZeU cRVWV. TKe caQWRQaO adPLQLVWUaWLRQV
 WKaW KaQdOe LQYaOLdLW\ caVeV ZLOO be PRUe cORVeO\ VXSeUYLVed b\ WKe FedeUaO SRcLaO IQVXUaQce
 OIILce, WKXV dLPLQLVKLQJ SRVVLbOe "JeQeURXV SUacWLceV" LQ ceUWaLQ caQWRQV.

 TabOe 6:

 PeUceQWaJe RI SeUVRQV UeceLYLQJ beQeILWV IURP WKe LQYaOLdLW\ LQVXUaQce

 AJe AJe AJe AJe AJe AJe A.60-
 0-9 10-19 20-29 30-39 40-49 50-59 61/64 TRWaO

 1992 6.2 6.9 2.4 2.8 4.4 8.8 17.5 5.4
 2000 7.1 8.2 2.9 3.9 6.4 11.2 20.5 7.1

 CKaQJe +15% +19% +21% +39% +45% +27% +17% +31%

 SRXUce : FedeUaO SRcLaO IQVXUaQce OIILce (2002a).

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 3.3.3 AJe-UeOaWed aVSecWV

 UQOLNe ROd aJe LQVXUaQce aQd WKe RccXSaWLRQaO beQeILW SOaQ aQaO\Ved abRYe, WKe LQYaOLdLW\
 LQVXUaQce QeLWKeU IRUPV SaUW RI WKe V\VWeP IRU ROd aJe SURYLVLRQ QRU dReV LW deILQe a UeWLUePeQW
 aJe. SWLOO, WKe LQYaOLdLW\ LQVXUaQce SOa\V a cUXcLaO SaUW LQ WKe VeW RI VRcLaO LQVXUaQceV WKaW
 LQIOXeQce WKe ePSOR\PeQW RI ROdeU ZRUNeUV. AV SRLQWed RXW LQ VecWLRQV 3.3.1 aQd 3.3.2, PRVW
 LQYaOLdLW\ SeQVLRQV aUe dUaZQ b\ ROdeU SeRSOe aQd WKe\ aUe XVXaOO\ SaLd XQWLO WKe beQeILcLaU\
 UeacKeV WKe OeJaO UeWLUePeQW aJe. TKe LQYaOLdLW\ LQVXUaQce cRXOd WKXV SRWeQWLaOO\ be XVed (RU
 abXVed) WR IacLOLWaWe eaUO\ UeWLUePeQW.
 TKeUe LV QR eYLdeQce, KRZeYeU, WKaW WKe LQYaOLdLW\ LQVXUaQce OaZ LV beLQJ XVed WR SURPRWe

 eaUO\ UeWLUePeQW. NRQeWKeOeVV, VRPe SROLWLcLaQV KaYe e[SUeVVed WKe SUeVXPSWLRQ WKaW WKe OaZ LV
 beLQJ aSSOLed aV aQ eaUO\ UeWLUePeQW PecKaQLVP, eVSecLaOO\ IRU XQePSOR\ed SeRSOe.
 TKe FedeUaO GRYeUQPeQW (2001a) adPLWV WKaW WKeUe LV a cRUUeOaWLRQ beWZeeQ XQePSOR\-

 PeQW aQd LQYaOLdLW\. TKe e[SeQVeV RI WKe LQYaOLdLW\ LQVXUaQce KaYe LQcUeaVed VWURQJeVW LQ
 SeULRdV RI ORZ ecRQRPLc JURZWK. HRZeYeU, WKLV LV QRW QeceVVaULO\ a UeVXOW RI XQePSOR\ed
 SeRSOe ZKR "VLPXOaWe" a dLVabLOLW\. IW VeePV SURbabOe WKaW VRPe SeRSOe ZLWK OaWeQW dLVabLOLWLeV
 RQO\ aSSO\ IRU aQ LQYaOLdLW\ LQVXUaQce SeQVLRQ aIWeU WKe\ KaYe ORVW a MRb aQd QRW VXcceeded LQ
 ILQdLQJ a QeZ RQe. MRUeRYeU, LQYaOLdLW\ PLJKW eYeQ be caXVed b\ XQePSOR\PeQW LWVeOI,
 eVSecLaOO\ b\ bULQJLQJ RXW PeQWaO LOOQeVV.
 We caQ cRQcOXde WKaW WKe LQYaOLdLW\ LQVXUaQce dReV QRW aSSeaU WR V\VWePaWLcaOO\ SURPRWe

 eaUO\ UeWLUePeQW. GLYeQ WKe IacW WKaW LQYaOLdLW\ SeQVLRQV RQO\ cRYeU WKe baVLc OLYLQJ e[SeQVeV,
 WKeUe LV QR ILQaQcLaO LQceQWLYe WR aSSO\ IRU VXcK a SeQVLRQ aV ORQJ aV a SeUVRQ dReV QRW IaLO WR
 ILQd a MRb.

 3.4 UQePSOR\PeQW LQVXUaQce

 TKe XQePSOR\PeQW LQVXUaQce Sa\V beQeILWV WR WKe XQePSOR\ed aQd SURPRWeV WKeLU
 UeLQWeJUaWLRQ LQWR WKe OabRXU PaUNeW.

 3.4.1 BeQeILWV

 AOWKRXJK a ILUVW XQePSOR\PeQW LQVXUaQce OaZ ZaV SaVVed LQ 1952, LW ZaV QRW XQWLO 1984
 WKaW WKe LQVXUaQce becaPe cRPSXOVRU\ IRU aOO ePSOR\eeV LQ SZLW]eUOaQd. SeOI-ePSOR\ed
 ZRUNeUV aUe VWLOO QRW LQVXUed.

 AQ XQePSOR\ed SeUVRQ OLYLQJ LQ SZLW]eUOaQd ZKR KaV ILQLVKed PaQdaWRU\ VcKRROLQJ aQd
 ZKR KaV QRW \eW UeacKed WKe OeJaO UeWLUePeQW aJe LV eQWLWOed WR UeceLYe XQePSOR\PeQW beQeILWV
 LI WKLV SeUVRQ KaV SaLd cRQWULbXWLRQV WR WKe XQePSOR\PeQW LQVXUaQce dXULQJ aW OeaVW RQe \eaU
 ZLWKLQ WKe SUecedLQJ WZR \eaUV. UQePSOR\PeQW caQ be SaUWLaO RU IXOO, ZKeUe WKe IRUPeU PeaQV
 WKaW aQ XQePSOR\ed SeUVRQ LV RQO\ ORRNLQJ IRU a SaUW-WLPe MRb RU a SeUVRQ ZLWK a SaUW-WLPe MRb
 ZaQWLQJ WR ZRUN IWLOO-WLPe. AV a cRQdLWLRQ IRU UeceLYLQJ XQePSOR\PeQW beQeILWV, WKe
 XQePSOR\ed KaYe WR UeJLVWeU aW WKe ORcaO OabRXU RIILce. TKe\ PXVW SURYe WKeLU cRQWLQXLQJ
 eIIRUWV WR ILQd a MRb aQd WKe\ aUe RbOLJed WR WaNe a MRb WKaW LV deePed acceSWabOe b\ WKe OabRXU
 RIILce.

 AQ XQePSOR\ed SeUVRQ UeceLYeV eLWKeU 70 SeU ceQW RU 80 SeU ceQW RI WKe OaVW PRQWKO\
 ZaJe. CXUUeQWO\, WKe Pa[LPXP SeULRd IRU dUaZLQJ XQePSOR\PeQW beQeILWV LV 520 ZRUNLQJ
 da\V, L.e. , WZR \eaUV. HRZeYeU, aV RI JXO\ 2003 , a UeYLVed YeUVLRQ RI WKe OaZ WKaW ZaV acceSWed LQ
 a SRSXOaU UeIeUeQdXP LQ 2002 ZLOO cRPe LQWR eIIecW. IW OLPLWV WKe QXPbeU RI daLO\ Sa\PeQWV WR
 400. OQO\ SeRSOe ROdeU WKaQ 55 \eaUV aQd SeRSOe UeceLYLQJ LQYaOLdLW\ RU accLdeQW LQVXUaQce
 SeQVLRQV ZLOO VWLOO UeceLYe XS WR 520 daLO\ Sa\PeQWV. TKe FedeUaO GRYeUQPeQW (200 Ob) MXVWLILeV

 k 2003 TKe IQWeUQaWLRQaO AVVRcLaWLRQ IRU WKe SWXd\ RI IQVXUaQce EcRQRPLcV.
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 WKLV UedXcWLRQ ZLWK WKe LPSURYed SOacePeQW VeUYLceV SURYLded b\ WKe ORcaO OabRXU RIILceV.
 MRUeRYeU, XQePSOR\ed SeUVRQV VKRXOd be IRUced WR be PRUe IOe[LbOe ZLWK UeJaUd WR VaOaU\ aV
 ZeOO aV WR JeRJUaSKLcaO aQd SURIeVVLRQaO PRbLOLW\.

 IQ addLWLRQ WR SURYLdLQJ daLO\ ILQaQcLaO beQeILWV, XQePSOR\PeQW LQVXUaQce RIIeUV acWLYe
 OabRXU PaUNeW PeaVXUeV, ZKLcK LQcOXde a YaULeW\ RI acWLYLWLeV WKaW LPSURYe WKe abLOLW\ RI aQ
 XQePSOR\ed SeUVRQ WR UeLQWeJUaWe LQWR WKe OabRXU PaUNeW. FRU LQVWaQce, WKe LQVXUaQce Sa\V IRU
 IXUWKeU edXcaWLRQ aQd RIIeUV SURJUaPPeV IRU SURIeVVLRQaO WUaLQLQJ. II aQ XQePSOR\ed SeUVRQ
 ILQdV a QeZ MRb WKaW ILUVW UeTXLUeV RQ-WKe-MRb WUaLQLQJ aW a UedXced VaOaU\, WKe LQVXUaQce caQ
 PaNe XS WKe dLIIeUeQce beWZeeQ WKLV UedXced VaOaU\ aQd WKe e[SecWed VaOaU\ aIWeU WKe WUaLQLQJ
 IRU XS WR VL[ PRQWKV. AQ XQePSOR\ed SeUVRQ ZKR SOaQV a cRPSaQ\ YeQWXUe LV e[ePSW IURP WKe
 RbOLJaWLRQ WR ORRN IRU a MRb IRU WKUee PRQWKV, aQd caQ eYeQ UeceLYe VRPe ILQaQcLaO VXSSRUW IURP
 WKe LQVXUaQce. TKe cRQVeQW RI WKe ORcaO OabRXU RIILce LV aOZa\V WKe cRQdLWLRQ IRU SaUWLcLSaWLQJ LQ
 a OabRXU PaUNeW-UeOaWed PeaVXUe.

 3.4.2 FXQdLQJ

 UQePSOR\PeQW LQVXUaQce LV IXQded aOPRVW e[cOXVLYeO\ b\ WKe ePSOR\eeV aQd WKe
 ePSOR\eUV LQ a V\VWeP RI cXUUeQW-LQcRPe IXQdLQJ. AV RI 2004, WKe\ ZLOO bRWK cRQWULbXWe RQe
 SeU ceQW RI WKe ILUVW SFU 106,800 RI WKe ePSOR\ee'V aQQXaO VaOaU\. TKe IedeUaWLRQ aQd WKe
 caQWRQV Sa\ OeVV WKaQ 10 SeU ceQW RI WKe LQVXUaQce'V WRWaO e[SeQVeV.

 DXULQJ WKe eaUO\ 1990V, XQePSOR\PeQW LQ SZLW]eUOaQd LQcUeaVed aW aQ XQSUecedeQWed
 UaWe. BeWZeeQ 1 990 aQd 1 993, WKe XQePSOR\PeQW UaWe MXPSed IURP 0.5 SeU ceQW WR 4.5 SeU ceQW.
 AV a cRQVeTXeQce, WKe e[SeQVeV RI WKe XQePSOR\PeQW LQVXUaQce PXOWLSOLed b\ a IacWRU RI 12
 ZLWKLQ WKeVe WKUee \eaUV, aV VKRZQ b\ VWaWLVWLcV RI WKe FedeUaO SRcLaO IQVXUaQce OIILce (2002a).
 IQ 1993, WKe ZaJe dedXcWLRQ WR be SaLd WR WKe LQVXUaQce Kad WR be LQcUeaVed dUaPaWLcaOO\ IURP
 0.4 SeU ceQW WR 2.0 SeU ceQW RI ZaJeV. AV a WUaQVLWRU\ PeaVXUe WR UedXce WKe debW RI WKe
 LQVXUaQce, WKLV SeUceQWaJe KaV eYeQ beeQ LQcUeaVed WR 3.0 SeU ceQW IRU WKe SeULRd IURP 1995 WR
 2003, aQd a Wa[ RI 2.0 SeU ceQW LV OeYLed RQ WKaW SaUW RI WKe aQQXaO LQcRPe beWZeeQ SFU 106,800
 aQd SFU 267,000 XQWLO 2003.

 AV RI 2004, cRQWULbXWLRQV WR WKe XQePSOR\PeQW LQVXUaQce ZLOO be UedXced WR 2.0 SeU ceQW
 RI WKe ILUVW SFU 106,800 RI aQ ePSOR\ee'V VaOaU\ aQd WR 1.0 SeU ceQW RI WKe SaUW RI WKe aQQXaO
 LQcRPe beWZeeQ SFU 106,800 aQd SFU 267000. TKLV VKRXOd aOORZ IRU a VWabOe ORQJ-WeUP
 IXQdLQJ RI WKe LQVXUaQce. TR be beWWeU SUeSaUed IRU a SRVVLbOe IXWXUe XQePSOR\PeQW VKRcN, WKe
 UeYLVed OaZ IRUeVeeV a TXLcN adaSWaWLRQ RI WKeVe cRQWULbXWLRQV, LI WKe UeVeUYeV RI WKe LQVXUaQce
 VKRXOd aJaLQ beJLQ WR deWeULRUaWe.

 3.4.3 AJe-UeOaWed aVSecWV

 TKe UeYLVed YeUVLRQ RI WKe XQePSOR\PeQW LQVXUaQce OaZ KaV PRdLILed VeYeUaO aJe-
 VSecLILc UeJXOaWLRQV RI WKe LQVXUaQce. WKLOe WKe Pa[LPXP QXPbeU RI daLO\ XQePSOR\PeQW
 beQeILW Sa\PeQWV LV beLQJ UedXced IURP 520 WR 400 IRU PRVW XQePSOR\ed SeRSOe, WKRVe ROdeU
 WKaQ 55 \eaUV ZLOO VWLOO UeceLYe a Pa[LPXP RI 520 da\V' Sa\PeQWV. IW LV WKeUeb\ WaNeQ LQWR
 cRQVLdeUaWLRQ WKaW ROdeU SeRSOe eQcRXQWeU PRUe dLIILcXOWLeV LQ ILQdLQJ a QeZ MRb, aV WKe FedeUaO
 GRYeUQPeQW (2001b) e[SOaLQV.

 HRZeYeU, WKe FedeUaO GRYeUQPeQW ZLOO be JLYeQ WKe SRZeU WR LQcUeaVe WKe QXPbeU RI
 daLO\ Sa\PeQWV b\ 1 20 IRU XQePSOR\ed SeRSOe ZKR aUe OeVV WKaQ IRXU \eaUV aZa\ IURP WKe OeJaO
 UeWLUePeQW aJe. BeIRUe WKe UeYLVLRQ RI WKe OaZ, WKLV ZaV RQO\ aSSOLcabOe WR XQePSOR\ed SeRSOe
 OeVV WKaQ WZR aQd a KaOI \eaUV aZa\ IURP WKe RIILcLaO UeWLUePeQW aJe. TKe QeZ UeJXOaWLRQ WaNeV
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 LQWR accRXQW WKaW ILQdLQJ a QeZ MRb LV eVSecLaOO\ dLIILcXOW IRU ROdeU SeRSOe ZKR aUe aOUead\ cORVe
 WR UeWLUePeQW.

 A IXUWKeU aJe-UeOeYaQW cKaQJe LQWURdXced b\ WKe UeYLVed YeUVLRQ RI WKe XQePSOR\PeQW
 LQVXUaQce OaZ LV WKe abROLWLRQ RI aQ AUWLcOe WKaW e[SOLcLWO\ aOORZed WKe FedeUaO GRYeUQPeQW WR
 VeW XS eaUO\ UeWLUePeQW SOaQV IRU LQdXVWULeV RU UeJLRQV WKaW ZeUe eVSecLaOO\ badO\ aIIecWed b\
 XQePSOR\PeQW. TKe FedeUaO GRYeUQPeQW (200 1 b) Kad KaUdO\ eYeU Pade XVe RI WKLV SRVVLbLOLW\.
 IQVWead, WKe JRYeUQPeQW caQ QRZ aOORZ aQ e[WUa 120 daLO\ Sa\PeQWV QRW RQO\ IRU SeRSOe cORVe
 WR UeWLUePeQW, bXW aOVR IRU a UeJLRQ ZLWK KLJK XQePSOR\PeQW.
 TKe FedeUaO GRYeUQPeQW KaV VKRZQ WKaW LW LV QRW ZLOOLQJ WR XVe XQePSOR\PeQW LQVXUaQce

 aV a PeaQV IRU SURPRWLQJ eaUO\ UeWLUePeQW. EYeQ ZKeQ LW Kad WKe dLUecW cRPSeWeQce WR
 LQWURdXce eaUO\ UeWLUePeQW SOaQV, LW KaUdO\ eYeU dLd VR. CeUWaLQO\, VRPe XQePSOR\ed ROdeU
 SeRSOe PLJKW WaNe adYaQWaJe RI WKe IaYRXUabOe WUeaWPeQW b\ XQePSOR\PeQW LQVXUaQce LQ RUdeU
 WR bULdJe WKe JaS beWZeeQ WKe OaVW ePSOR\PeQW aQd UeWLUePeQW. HRZeYeU, WKe Sa\PeQW RI
 XQePSOR\PeQW beQeILWV LV aOZa\V cRQdLWLRQed b\ RQJRLQJ MRb-VeaUcK eIIRUWV aQd OLPLWed WR a
 Pa[LPXP SeULRd RI WZR aQd a KaOI \eaUV.

 4. OWKeU IacWRUV cRQWULbXWLQJ WR WKe KLJK ePSOR\PeQW UaWe RI ROdeU SZLVV

 OQe caQ aUJXe WKaW WKe SZLVV VRcLaO VecXULW\ V\VWeP LQ JeQeUaO dReV QRW SURYLde VWURQJ
 LQceQWLYeV IRU eaUO\ UeWLUePeQW. TKLV cRQWUaVWV VKaUSO\ ZLWK VRcLaO VecXULW\ V\VWePV LQ RWKeU
 EXURSeaQ cRXQWULeV WKaW KaYe XVed eaUO\ UeWLUePeQW aV a Za\ WR cRPbaW XQePSOR\PeQW.
 NeedOeVV WR Va\, WKe IacW WKaW WKe SZLVV V\VWeP KaV QRW deYeORSed VXcK QeJaWLYe LQceQWLYeV LV aQ
 aWWUacWLYe cKaUacWeULVWLc, ZKLcK KaV cRQWULbXWed VXbVWaQWLaOO\ WR WKe KLJK ePSOR\PeQW UaWe
 aPRQJ ROdeU SZLVV. OWKeU UeaVRQV, KRZeYeU, PXVW aOVR be PeQWLRQed.
 LRZ XQePSOR\PeQW OeYeOV: SZLW]eUOaQd KaV IRU PRVW RI WKe SaVW decadeV e[SeULeQced

 YeU\ IeZ SURbOePV ZLWK XQePSOR\PeQW. EYeQ dXULQJ SZLW]eUOaQd'V ZRUVW UeceVVLRQ VLQce WKe
 1930V, QaPeO\ LQ WKe 1990V, XQePSOR\PeQW OeYeOV SeaNed RQO\ aW 5.2 SeU ceQW (LQ 1997). IW
 IROORZV WKaW SZLW]eUOaQd QeYeU Kad WKe SUeVVXUeV RI RWKeU EXURSeaQ cRXQWULeV WR cRPbaW
 XQePSOR\PeQW b\ VWLPXOaWLQJ eaUO\ UeWLUePeQW.
 SKRUWaJe RI VNLOOed OabRXU: IQ a VLPLOaU WUaLQ RI WKRXJKW, SZLW]eUOaQd KaV cRQWLQXaOO\ LQ

 WKe SaVW Iaced a VKRUWaJe RI VNLOOed OabRXU. TKe SRRO RI ROdeU ZRUNeUV KaV WKXV VeUYed aV a
 VRXUce RI KLJK-VNLOOed OabRXU. IQ WKLV cRQWe[W LW LV aOVR LQWeUeVWLQJ WR QRWe WKaW a VXbVWaQWLaOO\
 OaUJe deJUee RI WUaLQLQJ aPRQJ ROdeU ZRUNeUV WaNeV SOace LQ SZLW]eUOaQd. IQ IacW, WKe
 LQcOLQaWLRQ WR UeceLYe (ePSOR\eU-IXQded) WUaLQLQJ aPRQJ LQdLYLdXaOV aJed 50 WR 60 \eaUV LV aV
 KLJK aV WKaW RI LQdLYLdXaOV aJed 30 WR 40 \eaUV (SRXVa-PR]a aQd HeQQebeUJeU, 2002b).
 LRRVe ePSOR\PeQW SURWecWLRQ OeJLVOaWLRQ: AccRUdLQJ WR WKe OECD (1999), SZLW]eUOaQd

 KaV WKe ORZeVW OeYeOV RI ePSOR\PeQW SURWecWLRQ OeJLVOaWLRQ aPRQJ cRQWLQeQWaO EXURSeaQ
 cRXQWULeV. OQe cRXOd aUJXe WKaW WKLV aOORZV IRU a ceUWaLQ aPRXQW RI IOe[LbLOLW\ aPRQJ
 ePSOR\eUV IRU WKe ePSOR\PeQW RI ROdeU ZRUNeUV.

 5. SXPPaU\ aQd cRQcOXVLRQV

 SZLW]eUOaQd KaV RQe RI WKe KLJKeVW ePSOR\PeQW UaWeV RI ROdeU ZRUNeUV aPRQJ
 LQdXVWULaOL]ed cRXQWULeV. OQe PaLQ UeaVRQ IRU WKLV IaYRXUabOe VLWXaWLRQ caQ be aWWULbXWed WR

 WKe cKaUacWeULVWLcV RI WKe SZLVV VRcLaO VecXULW\ V\VWeP. TKe aLP RI WKLV SaSeU KaV beeQ WR
 dLVcXVV WKe SZLVV VRcLaO VecXULW\ V\VWeP ZLWK VSecLaO ePSKaVLV beLQJ SOaced RQ WKe aJe-
 deSeQdeQW LVVXeV RI WKe PaLQ VRcLaO VecXULW\ V\VWePV, QaPeO\ WKe SXbOLc ROd aJe LQVXUaQce, WKe
 RccXSaWLRQaO beQeILW SOaQ, WKe LQYaOLdLW\ LQVXUaQce, aQd WKe XQePSOR\PeQW LQVXUaQce. IQ
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 JeQeUaO (aQd eVSecLaOO\ LQ cRPSaULVRQ WR RWKeU EXURSeaQ cRXQWULeV) WKeVe SZLVV V\VWePV dR
 QRW SURYLde VWURQJ LQceQWLYeV IRU eaUO\ UeWLUePeQW. TKLV LV LQ RXU RSLQLRQ WKe PaLQ UeaVRQ IRU
 WKe KLJK ePSOR\PeQW UaWe RI ROdeU ZRUNeUV LQ SZLW]eUOaQd. TKe cXUUeQW UeYLVLRQ RI WKe SZLVV
 SeQVLRQ VcKePe aLPV aW LQWURdXcLQJ PRUe IOe[LbLOLW\ ZLWK UeJaUd WR UeWLUePeQW aJe aQd
 UeWLUePeQW beQeILWV. MRUe VSecLILcaOO\, LW LV WKe SZLVV FedeUaO GRYeUQPeQW'V LQWeQWLRQ WR aOORZ
 ZRUNeUV WR UeWLUe aW aQ\ WLPe beWZeeQ WKe aJeV RI 59 aQd 70. EaUO\ ZLWKdUaZaO RU WKe deIeUPeQW
 RI SeQVLRQ beQeILWV ZLOO be Pade SRVVLbOe. AOVR, LQdLYLdXaOV LQ WKLV aJe caWeJRU\ caQ cKRRVe WR
 KaYe a SaUW RI WKeLU SeQVLRQ SaLd RXW, WKXV LPSURYLQJ WKe SRVVLbLOLW\ RI SaUW-WLPe ePSOR\PeQW.
 TKe aWWUacWLYeQeVV RI WKe SZLVV V\VWeP ZLOO deSeQd OaUJeO\ RQ WKe LQWURdXcWLRQ RI WKeVe
 IOe[LbLOLW\ PeaVXUeV. OWKeU UeaVRQV IRU WKe KLJK ePSOR\PeQW UaWeV aPRQJ ROdeU SZLVV LQcOXde
 WKe ORZ OeYeOV RI XQePSOR\PeQW, WKe JeQeUaO VKRUWaJe RI VNLOOed OabRXU e[SeULeQced LQ WKe SaVW
 decadeV, aQd ORRVe ePSOR\PeQW SURWecWLRQ OeJLVOaWLRQ.

 WKeWKeU RU QRW SZLW]eUOaQd ZLOO be abOe WR PaLQWaLQ VXcK UeOaWLYeO\ KLJK ePSOR\PeQW
 UaWeV aPRQJ ROdeU ZRUNeUV UePaLQV WR be VeeQ, aQd ZLOO deSeQd OaUJeO\ RQ WKe e[WeQW WR ZKLcK
 WKe WUeQd WRZaUdV eaUO\ UeWLUePeQW caQ be UeYeUVed. TKLV WUeQd KaV cRPe abRXW LQ WKe SaVW
 decade aQd caQ be SULPaULO\ aWWULbXWed WR WKe VeYeUe UeceVVLRQ WKaW SZLW]eUOaQd Iaced LQ WKe
 1990V. IW KaV becRPe YeU\ aSSaUeQW WKaW WKe aWWUacWLYe deVLJQ RI WKe SZLVV VRcLaO VecXULW\
 V\VWeP (L.e. WKe IacW WKaW IeZ LQceQWLYeV IRU eaUO\ UeWLUePeQW e[LVW) LV SULPaULO\ aWWULbXWabOe WR
 WKe YeU\ IaYRXUabOe OabRXU-PaUNeW cRQdLWLRQV WKaW SZLW]eUOaQd Iaced LQ WKe SaVW. TKeUe aUe,
 KRZeYeU, a IeZ LQdLcaWLRQV WKaW WKe e[WUePeO\ ORZ XQePSOR\PeQW OeYeOV e[SeULeQced LQ WKe
 SUe- 1990V ZLOO QR ORQJeU be acKLeYed.6 ReYeUVLQJ WKe WUeQd WRZaUd eaUO\ UeWLUePeQW ZLOO
 WKeUeIRUe LPSO\ WKaW QeZ VWUaWeJLeV IRU LQWeJUaWLQJ ROdeU SeRSOe LQWR WKe OabRXU PaUNeW aUe
 adRSWed. IQ WKLV cRQWe[W, WKe LVVXe RI LQIRUPaWLRQ, cRPPXQLcaWLRQ, aQd SXbOLc debaWe RQ WKe
 YaOXe RI ePSOR\PeQW LQ ROd aJe, bRWK IRU VRcLeW\ aV ZeOO aV IRU WKe LQdLYLdXaO, LV RI JUeaW
 LPSRUWaQce (Reda\-MXOYe\, 2003). OQe caQ IaLUO\ Va\ WKaW VXcK aQ RSeQ debaWe VWLOO QeedV WR
 be OaXQcKed LQ SZLW]eUOaQd.

 6 TKLV LV SULPaULO\ dXe WR WKe cKaQJe LQ PLJUaWLRQ SROLc\.
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