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The process of European integration, notably the creation of

Economic and Monetary Union and the move towards the Single

Market for financial services, has had a major impact on Europe’s

financial landscape over the last fifteen years. In addition, a variety

of other forces are shaping the transformation of financial systems

in the European Union, and there are no signs that the speed of

change is abating. 

These developments are clearly of interest to the European

Investment Bank. The Bank supports EU policies by extending loans

and by providing equity capital via its venture capital arm, the

European Investment Fund, to socially useful and economically

viable projects. This makes it timely to take stock of recent

structural developments in European finance and to reflect on

likely future developments.

To set the stage, it is useful to go back to basics and ask whether

financial sector development spurs economic growth or whether it

is the other way around, i.e. financial sector development coming

on the heels of economic growth. Related to this is the time-

honoured debate about banks vs. markets, i.e. the question

whether one type of financial system is better for economic growth

than the other. As often with time-honoured debates, they may be

illusive rather than illuminating, and - indeed - we need to enquire

whether the focus on who provides financial services is not

misplaced. 

Moving beyond basics, we want to understand what happened to

EU financial systems over the last decade or so: what have been the

specific effects of EMU and financial sector liberalisation and

integration, to what extent has the importance of markets relative

to banks changed, and what needs to be done to complete the

creation of the Single Market for financial services?

Related to EMU and the Single Market, powerful forces are

affecting Europe’s financial landscape, in particular its largely bank-

based systems in Continental Europe. One force is the growing role

of institutional investors, i.e. pension funds, insurance companies,

and mutual funds. To illustrate the issues stemming from this, it is

useful to recall that historically there was a clear distinction

between finance intermediated by banks and finance directly

transferred from small, retail investors to users of funds via capital

markets. The growing role of institutional investors has

substantially blurred this distinction and, in essence, retail investors

Preface

Philippe Maystadt
President
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now increasingly interact with capital markets through institutional

investors. Institutional investors are not only channelling funds on

behalf of retail investors to capital markets, they are also much

more active in managing these funds than the typical direct

investor and, in fact, institutional investors themselves have

become more active than they used to be. This raises a host of

questions, notably as to the implications of institutionalisation for

financial sector efficiency and stability and, by extension,

prudential regulation. But we also need to be aware of direct

implications for borrowers such as the European Investment Bank.

Institutional investors have a much more structured investment

approach, tend to be more focused on liquidity, and interact with

capital markets on a day-by-day basis. The effects of this are already

observable, and borrowers need to account for them in their

activities by, for instance, adjusting to the preference for liquidity.

Another powerful force that will influence the transformation of

finance in Europe is population ageing and the ongoing shift from

pay-as-you-go pension systems to funded systems - a shift that

contributes considerably to the growth in institutional investment.

In contrast to Anglo-Saxon countries, the majority of Continental

European countries have pay-as-you-go pension systems, and it is

often argued that these systems will have to be replaced, at least in

part, with funded systems to put pensions on a sustainable path. To

the extent that this happens, it will have a profound impact on

European capital markets. But a crucial question is whether a shift

towards funded systems itself ensures the sustainability of pensions

and, if not, what else is needed. In answering this question, one

needs to bear in mind the possibility that long-term demographic

trends may drive pension fund investments in a way that gives rise

to a new form of long-term asset price instability, possibly reducing

the value of funded pensions. From the perspective of long-term

financing institutions such as the European Investment Bank, a key

question is to what extent the introduction of funded pension

schemes will change the structure of capital markets. For instance,

one could expect an increase in the supply of longer-maturity fixed-

income corporate debt instruments, whereby savings are

channelled via institutional investors to the corporate sector.

In addition to institutional investor growth, banking sector

consolidation is a prominent feature of Europe’s changing financial

landscape. Consolidation has mostly come in the form of mergers

and acquisitions, mainly within the national borders of EU member

states, and it has led to the emergence of large financial

conglomerates that offer a broad range of financial services,

including commercial and investment banking, asset management,

and life insurance. The whole process raises a variety of questions.

What drives consolidation? Perhaps in contrast to conventional
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wisdom, the search for economies of scale and scope alone cannot

explain the process that we are witnessing - in particular since

strategies do not seem to be uniform across the industry. But then,

what else can help explain the current drive of many financial

institutions to become bigger and broader? Another question is

whether we should expect the emergence of banking groups that

eventually operate across all of Europe.

To the extent that bank consolidation results not only in larger

banks but also in banks that may be moving away from traditional

intermediation, is there not a risk that some borrowers who

depend almost exclusively on banks for financing, such as small and

medium-sized enterprise (SMEs), may lose out in the end? Another

edition of the EIB Papers (Volume 8, Number 2) focuses specifically

on the financing of SMEs. Suffice to note here that support for the

development of SMEs, and especially those that are innovative or

with a high growth potential, is a priority of EU policy and of

particular concern for the European Investment Bank. 

To conclude, the changes in Europe’s financial landscape raise a

variety of intriguing questions, pose challenges, and offer

opportunities. Being a major borrower in EU capital markets and a

provider of funds to the EU economy, including its banking sector,

the European Investment Bank clearly needs a firm grasp of the

issues associated with these changes. I strongly believe that the

EIB Papers contribute significantly to this end, and I am sure that

the findings we convey in this volume are of great interest to a

wider readership.
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The 2003 EIB Conference on Economics and Finance, which was held at the EIB on

23 January 2003, aimed at reviewing Europe’s changing financial landscape and the policy

challenges arising from this. The conference concentrated on two main issues. Firstly,

developments in the European capital market, the increasing importance of active

institutional asset managers and the restructuring of the EU banking sector. The second

issue related to the capital structure and finance of European SMEs, which is bound to be

affected by the ongoing changes in the structure and regulation of banking.

Europe’s changing 
financial landscape:

Recent developments and prospects 

Speakers included:

Patrick Artus,

of CDC IXIS, Paris

Thorsten Beck,

of the World Bank, Washington

Graham Bishop,

of GrahamBishop.com, Battle

Arnoud Boot,

of the University of Amsterdam

E. Philip Davis,

of Brunel University, 

West London

Michel Dietsch,

of the University of Strasbourg

Luigi Guiso,

of the University of Sassari

Ulrich Hommel,

of the European Business School,

Oestrich-Winkel

Philippe Maystadt,

President of the EIB

Rien Wagenvoort,

of the EIB
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This paper introduces the topic of Europe’s changing

financial landscape and highlights the findings of the

contributions to this volume of the EIB Papers. Key

points emerging from this overview include: (i) a

variety of factors are reshaping Europe’s finance,

notably the Single Market, EMU, demographic trends,

increasing wealth, technological progress, and

financial innovation; (ii) further integrating Europe’s

financial systems, across borders and segments, should

significantly increase economic welfare; (iii) although

the functions that financial systems perform are being

reallocated - implying a move towards the Anglo-

Saxon paradigm - banks will remain important and

should maintain their comparative advantage in

financing small and medium-sized enterprises; (iv)

the economic case in favour of a move towards

funded pension systems - which would boost

capital markets - is not as compelling as often

assumed.  

ABSTRACT

Eric Perée (e.peree@eib.org) and Armin Riess (a.riess@eib.org) are,

respectively, Head and Deputy Head of the Economic and Financial

Studies Division of the EIB. The views expressed are strictly personal.
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Change is not made without inconvenience, even from worse to better.

Richard Hooker

1.  Introduction 

Financial systems perform various functions, notably the clearing and settlement of

payments, mobilisation and allocation of investment funds, intertemporal smoothing of

consumption by households and expenditure by firms, and the pooling and sharing of

risks (Allen and Gale 2000, Merton and Bodie 1995). In developed financial systems, these

functions are carried out by a range of institutions, which can be broadly grouped into

financial markets (for stocks, bonds, futures contracts, options, etc.) and financial

intermediaries, banks in particular. One may wonder why there are different institutions

essentially offering similar financial services. One reason is that services are similar, but far

from identical, and there is thus scope to specialise on the basis of comparative

advantages. But, of course, the structure of financial systems does not develop on the basis

of comparative advantages alone. Another reason why we see different types of financial

service providers is that financial sector regulation, by design or accident, has created

different playing fields, thereby fostering specialisation and the creation of walls between

various segments of the financial system.   

These walls have been crumbling rapidly - even disappearing - in recent years, and a new

financial landscape is emerging in Europe. A number of powerful forces are shaping this

process. European integration, in particular the creation of the European Monetary Union

(EMU) and moves towards the Single Market for financial services, is arguably the most

important regulatory and institutional stimulus for change. In addition, advances in

information technology and innovative financial instruments are revolutionising the way

financial services are produced, distributed, and consumed, and they contribute to

increasing interdependencies between various financial intermediaries as well as between

intermediaries and financial markets. And then, increasing wealth and population ageing

are fundamentally altering the demand for and, consequently, the supply of financial

services.

How well financial systems fulfil their functions has an enormous impact on the welfare of

nations (see, for instance, Rajan and Zingales 2003), and efforts to improve the

performance of the financial system are an important element of the Lisbon process, i.e.

the EU strategy to make Europe the most competitive region in the world by 2010. It is

against this background that this paper examines key issues in the transformation of

finance in Europe and highlights, at the same time, the main themes of the other

contributions to this volume of the EIB Papers. Since our intention is to introduce and to

highlight, our approach is inevitably eclectic. The next section sets the stage by reviewing

key features and drivers of Europe’s changing financial landscape. Section 3 discusses the

importance of finance and financial structure for economic development and reviews

the benefits of financial sector integration in the European Union. Section 4 informs about

The transformation of 
finance in Europe: 

introduction and overview

Eric Perée

Armin Riess
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progress, or lack thereof, in integrating EU capital markets, i.e. one important segment

of the financial system. In Section 5, we investigate the link between population ageing,

pension reforms, and capital markets and, in this context, we challenge the view that

pension reforms have to include a switch to funded pensions. The issue is of interest

since a major boost to capital markets is commonly expected to result from introducing

or extending funded pensions. Section 6 moves on to a related topic, namely the role of

institutional investors such as pension funds, insurance companies, and mutual funds. At

this stage of the analysis, it will have become clear that banks are facing formidable

challenges and we thus ask (and try to answer) in Section 7 whether banks are on the

run and for which financial system functions they are likely to maintain their

comparative advantage. This leads us straight to Section 8, where we will discuss

whether the changes in Europe’s financial landscape will put small and medium-sized

enterprises (SMEs) into a squeeze. On this topic, we will be brief since our companion

edition (EIB Papers Volume 8, Number 2) focuses exclusively on the financing of SMEs in

Europe. 

2.  Key features and drivers of Europe’s changing financial landscape

Before considering how Europe’s financial landscape is changing, it is worthwhile making

a short detour to take stock of what is the current European financial system and what are

the underlying forces driving the transformation.

The continental European financial system is usually described as being bank-based, in

contrast to the market-based Anglo-Saxon system. Such a basic description runs the risk of

being too much of a caricature: neither the European nor the US financial system is a polar

case. They essentially differ in the relative proportion of finance that is channelled

through banks or markets. Hartmann et al. (2003) provide a more balanced comparison

between the eurozone and the United States, and ECB (2002) provides similar

information on individual EU countries. Nevertheless, while the aggregate financial depth

of both regions are relatively similar, both studies highlight a few striking differences.

First, US non-financial corporations obtain a substantial share of their external finance

from the capital market while this source of funding is far less important in the eurozone.

Second, US households have a much stronger preference for equities. Third, European

non-financial firms have substantial shareholdings in other non-financial firms (this is

related to group pyramid structure) and also have extensive intercompany debt. Finally,

eurozone financial institutions have large amounts of interbank deposits.

The world of finance has undergone significant transformation in the last two decades on

a worldwide basis. In the European context, the creation of the Single Market and the

launch of EMU have amplified the underlying forces steering the transformation.

Following the BIS (2001), these forces can be grouped into seven broad classes:

technology, advances in finance theory, retrenchment of the state in the provision of

finance, free capital flows, introduction of worldwide financial standards,

institutionalisation of management of savings, and demographic changes.

Without the rapid and continuous progress in information and telecommunication

technology, finance as we know it currently would have been impossible. Massive

increases in computing power and faster data transmission enabled the application of

To consider the

continental European

financial system as being

bank-based rather than

market-based is too

simplistic.
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new financial theory, facilitated advances in risk management and the unbundling of

financial risks.

The dismantling of restrictions to capital flows as well as a lower involvement of public

authorities in the direct provision of financial services - although at different speeds across

countries - have made the finance industry much more responsive to market forces. This

has been accompanied by the introduction of worldwide standards in most fields of

finance (the Basel capital adequacy agreement for banks is just one example).

In most developed countries, there has also been a tremendous move towards

institutionalised management of savings. An ever-growing share of financial assets is

nowadays controlled by professional asset managers, irrespective of whether they operate

within banking conglomerates or outside. This process has certainly not run its full course

as discussed in Section 6 below.

Beyond these general forces, the transformation of the European financial landscape also

receives some additional impetus from the European integration, namely the Single

Market and EMU. Let us consider the influence of these European factors on finance.

To begin with, the overall monetary philosophy underpinning EMU is that aggregate price

stability is a useful goal and that inflation cannot enhance economic growth and

efficiency in the medium term. Stable and low inflation should reduce the economic risk,

driving down risk premia, and ultimately enabling investors to adopt longer time horizons

for their investment. This should lead to the development of an equity-based culture and

the development of longer maturity instruments.

Second, the adoption of the single currency in most of the EU has eliminated currency risk

in cross-border investment decisions. As noted by Brookes (1999), performance of cross-

border investments prior to the euro was mainly driven by country-specific factors. In a

nutshell, about three-quarters of the performance of cross-border investment was

ultimately related to exchange rate fluctuations and domestic monetary policy. As the

exchange rate factor disappears with EMU and monetary policy is conducted for the

whole eurozone, past investment strategies break down and, consequently, asset

managers and investors will have to adopt a different investment strategy. For example,

equity investment will shift away from country factors in favour of sectoral allocations and

bond investments should be attracted to more credit risk (emergence of a corporate bond

market).

Third, the replacement of national currencies by the euro should lead to the

disappearance of a regulatory-driven home bias of many institutional investors, facing

strict limits on the extent of currency mismatches that they are allowed to bear. For

example, in many European countries, life-insurance companies (one of the largest

investors’ group) are prevented from running currency risk. Hence, they are forced to

invest their reserves in the currency in which their liabilities are denominated. Before

the introduction of the euro this led to two consequences: financial markets were

segmented along national currency lines and, as most national markets are small,

liquidity was rather poor. The disappearance of national currencies and their

replacement by the euro removed market fragmentation overnight and widened

Following the elimination

of currency risk in

eurozone cross-border

investment decisions,

asset managers and

investors had to revise

their investment

strategies.
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considerably the set of investable securities. This should lead to the convergence of

returns (for a given risk level) across the eurozone, much higher levels of liquidity, and

much bigger cross-border investment flows.

To conclude, a variety of forces are reshaping the way financial services are provided. But

to what extent does it matter? Specifically, what is the role of finance in an economy? Are

there some financial services that are more important than others? And what can we

expect from the creation of the Single Market for financial services? This is what we turn

to next. 

3.  The importance of finance revisited and the benefits of financial integration 

There are at least two reasons why changes in Europe’s financial landscape are of

eminent interest. One is that financial development is widely seen as promoting

economic growth and, as a result, furthering the development of Europe’s financial

system ultimately promises a better supply of its citizens with goods and services of all

kinds. But it should be pointed out that the growth-enhancing effect of financial

development has been, and still is, subject to controversy despite ample cross-country

evidence for a positive correlation between progress in the financial and the real

sphere of an economy. However, observing a link between finance and growth does

not inform on the direction of cause and effect. Indeed, as Arestis and Demetriades

(1997) - for instance - reveal, economists hold conflicting views about the causality

between finance and growth. In addition, within the finance-causes-growth camp,

there are opposing views as to which type of financial system is better for promoting

economic growth: should countries rely mainly on bank finance or on capital market

finance? 

Thorsten Beck brings us up to date on both controversies, reviewing the respective role

of banks and capital markets, their relative advantages, and their complementarities. He

argues that variation in both banking sector and capital market development can explain

variation in economic growth, but the degree to which a financial system is market- or

bank-based cannot explain differences in economic development across countries.

Finance thus matters but not who provides it. These conclusions clearly echo other

studies, in particular Demirgüç-Kunt and Levine (2001, p.8), who conclude that “no

evidence exists that distinguishing countries by financial structure helps explain

differences in economic performance. More precisely, countries do not grow faster,

financially dependent industries do not expand at higher rates, new firms are not created

more easily, firms access to external finance is not easier, and firms do not grow faster in

either market-based or bank-based financial systems”. This insight has important policy

implications. For one thing, as neither banks nor markets outperform each other,

economic policies should not try to tilt the level playing field in favour of either banks or

markets. For another, given that financial development as such is of considerable

importance, policies should aim at creating the conditions for an efficient provision of

financial services, with crucial conditions including the effective protection of creditors’

and shareholders’ rights, transparency to reduce informational asymmetries between

lenders and borrowers, high-quality accounting standards, and adequate means and

incentives for private agents to monitor and exercise market discipline vis-à-vis banks as

well as stock markets.

Financial development

matters for economic

growth, financial

structure does not. 
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The second reason for a keen interest in Europe’s changing financial landscape relates to

the first one: an important aspect of the ongoing change concerns the integration of EU

countries’ individual financial systems into the Single Market for financial services, and

the creation of such a market is clearly a critical step in furthering financial development

in Europe. In a financially fully integrated region there would be no geographical

discrimination of economic agents to access and invest funds within the region. As a

result, the price of a given financial service would be same throughout the region (Cabral

et al. 2002), and this law of one price would apply to stock exchanges, bond markets, and

wholesale as well as retail banking. Moving towards that ideal offers a variety of

advantages, including economies of scale and scope, the supply of financial services on the

basis of comparative advantages, and better access to financial services for those savers

and users of funds that are currently operating in financially less developed regions of the

EU. In sum, financial integration is expected to result in a more efficient mobilisation and

allocation of resources, thereby boosting GDP.  

Three recent studies aim at assessing the impact of further EU financial integration on the

performance of EU economies. Giannetti et al. (2002) point out that in terms of financial

development many EU countries still lag behind the financially most advanced countries,

the United States or the most developed EU economies, and that the degree of financial

development continues to differ substantially across EU countries notwithstanding

progress towards integrating national financial markets in the EU over recent years. This

indicates scope for raising the performance of EU economies by moving closer to the most-

advanced-country benchmark.

To illustrate the growth enhancing potential of financial sector integration, Giannetti et al.

simulate the effect of financial integration - interpreted as firms’ access to a financial

system similar to that of the United States - on the growth of value added in the EU

manufacturing industry. These simulations rest on cross-sectional regression analyses that

estimate the link between firm growth and financial development while controlling for

other variables that may vary across countries and firms, such as differences in firms’

dependence on external finance. The simulations indicate for the EU as a whole that

annual growth could be boosted by close to 1 percentage point. The results also suggest

that small firms should benefit more than large firms from financial integration provided

that EU financial sector integration contributes to the development of local financial

markets or makes small firms less dependent on local providers of finance. All this implies

that financially less advanced EU members with a high share of small and medium-sized

enterprises should benefit most from the Single Market.  

The second study (London Economics 2002), prepared for the European Commission, takes

a different approach to gauging the macroeconomic impact of integration of EU financial

markets. First, the study estimates the impact of European financial market integration on

the cost of equity and bond finance and, second, simulates the likely macroeconomic

impact of the estimated changes in the cost of equity and bond finance. The simulation

results suggest an EU-wide real GDP increase of close to 1 percent. It is worth noting that

a good part of the simulated output increase results from an increasing use of market

finance and not only from a general decline in the unit cost of corporate finance - a result

that seems to be in conflict with the findings of Beck (this volume) and Demirgüç-Kunt and

Levine (2001) that financial structure does not matter for economic growth. We will see

Empirical evidence

suggests that further

financial integration in

the EU will bring

significant benefits.
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that a possible clash with the Beck/Demirgüç-Kunt/Levine (BDKL) view is a recurring theme

of this paper. 

The third study (Heinemann and Jopp 2002) has a different focus than the previous two.

It concentrates on the integration of retail markets for financial services, notably those

offered by banks, insurance companies, and investment funds. Reflecting this approach,

the study highlights benefits of financial integration that accrue to private households

and firms with no access to capital market finance. Benefits pointed out by Heinemann

and Jopp include a wider choice in products, particularly in small countries; an annual cost

saving potential of EUR 5 billion in the investment fund industry (based on the current size

of the sector); a significant improvement in the risk-return profile of private investors’

investment portfolio due to enhanced risk diversification possibilities; and lower interest

payments on mortgage loans, ranging from 0.8 to 2.6 percent of the loan amount. 

In sum, although simulations such as those reviewed here can only approximate the

benefits of financial integration - and to quantify these benefits a number of simplifying

assumptions have to be made - they clearly indicate that fully integrating EU national

financial systems should lead to significant benefits. Against this background it is useful to

briefly review the status of creating the Single Market. We do this in the next section for

capital markets and in Section 7 for banking. 

4.  Towards a single EU capital market

Graham Bishop recalls that European capital markets were to be unified by the Single

Market programme that was completed in 1992. Although the Directives necessary for

creating the Single Market for financial services were formally in place, there have been

considerable deficiencies and/or delays in fully implementing them. New attempts towards

creating the Single Market have been under way since the turn of the millennium: the year

2000 saw the launch of the Financial Services Action Plan (FSAP) - consisting of 42 measures

to streamline the regulation of retail and wholesale financial markets - to be

implemented by end-2005; subsequently, the Lamfalussy committee came up with an

ambitious proposal to increase the speed and flexibility of European regulatory processes,

with both speed and flexibility being considered crucial for bringing into existence the

long-promised single EU capital market; in parallel to this committee, the Giovannini

group has examined what hinders cross-border clearing and settlement of securities’

markets transactions and how these obstacles could be removed.

Bishop - who is closely related to both the Lamfalussy committee and the Giovannini

group - stresses that the current EU legislative system in general lacks a mechanism for

keeping secondary legislation attuned to changing circumstances, a failure possibly

leading to high economic cost especially in the rapidly changing sphere of finance. The

process proposed by the Lamfalussy committee would go a long way in establishing such

a mechanism. One of its hallmarks is open and transparent discussion with all market users

at every level. At the same time, it gives rise to constitutional concerns and, in fact, implies

a constitutional innovation because there must be a delegation of authority to amend

legislation from the national governments to “somewhere” at a European level.

Obviously, the process proposed by the Lamfalussy committee for securities market

regulation can be applied to the regulation of other financial services, generally

There have been

considerable delays in

creating the Single

Market for financial

services, but the process

has gained momentum in

recent years.
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introducing speed and flexibility in adapting the regulatory framework for Europe’s

financial system.  

Overall, although the benefits to European citizens from further financial integration are

substantial, the creation of a unified EU financial market has been a long time in the

making. As with other aspects of integration, an important reason for this is that tearing

down national barriers, although beneficial to the EU economy at large, creates winners

and losers. As Giannetti et al. observe, potential winners include the relatively efficient

suppliers of financial services and users of such services that currently have to rely on less

efficient suppliers. By extension, possible losers include less efficient providers of financial

services and those non-financial firms that currently enjoy an advantage in their markets

because they have access to more efficient financial systems than their competitors. But as

Bishop suggests, eventually inevitable changes to the process of regulating EU financial

markets will also create winners and losers among those that are currently involved in this

process: institutional prerogatives are likely to shift from the national to the European

level as well as between the European Commission, Council of Ministers, and European

Parliament. In sum, in light of competing interests, the completion of the Single Market

for financial services is unlikely to be clear sailing, and temporary setbacks should not

come as a surprise. 

5.  Population ageing, pension reforms, and capital markets

There seems to be a consensus that population ageing and pension reforms will spur the

development of EU capital markets in the period ahead - a view clearly expressed, for

instance, by both Bishop and Davis (this volume). The essence of this position is that

ageing and sweeping pension reforms, the latter characterised by a switch from public

pay-as-you-go (PAYG) pension systems to private funded pension systems, will possibly

increase saving and will certainly raise the share of saving channelled through capital

markets. We find the first part of this proposition less straightforward than it seems at first

glance. More generally, we doubt that a switch from PAYG to funded pension systems can

defuse the pension time bomb. But if it cannot, such a switch is less compelling and the

resulting boost to capital markets less likely to materialise.     

Box 1 sets out why we are sceptical. Suffice to summarise here the key results. First,

expected population ageing stimulates national saving and capital markets. But once

ageing sets in - in the period after 2010 for the EU - this stimulus disappears or goes

in reverse. Second, the way societies try to ensure the standard of living of their

pensioners (PAYG vs. funding) has little impact on national saving and, thus, a move

towards funded pension systems does not raise it. Third, the notion that funding

fosters economic growth because a larger share of saving is channelled through capital

markets (and/or intermediaries that provide finance via capital market products)

presupposes that the financial structure of an economy matters for economic growth -

a hypothesis not supported by the BDKL position reviewed above. In sum, the economic

case in favour of funded pension systems as a means of coping with ageing is not as

compelling as often presumed. In any event, the preference for funded systems may

weaken in the face of bearish capital market conditions. The substantial decline in the

value of pension fund assets since the stock market peak in 2000 has brought to the

fore the investment risk associated with funded pensions, and the possibility that

Demographic trends over

the next ten years and a

move towards funded

pension systems will

boost capital markets.


