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Moderator David R. Dickson: The committee is always looking for volunteers to help design and develop the meetings, and
we are especially looking for people from the group side. So if there are any volunteers, I would ask them to contact me some
time during the meeting. Again, we are looking for people from the group side.

Our special speaker this morning is David Bond. David received his PhD from Yale and taught at the University of Western
Ontario, the University of British Columbia and the University of Québec. He is the author of numerous articles and books.
For more than 13 years, he was a civil servant in Ottawa at the level of Assistant Deputy Minister and Deputy Secretary in
various departments.

In 1989, he was named Vice-President of what was then called Hong Kong Bank of Canada. He was named the Bank’s Chief
Economist in 1992. David publishes a weekly column in the Vancouver Sun, provides biweekly economic commentary on the
CBC and writes a quarterly column for the Canadian Banker. He retired from the Hong Kong Bank in 1998 and is now a professor
of commerce at UBC.

He is a member of the Board of the Royal Geographic Society, the Art Gallery of Greater Victoria and the Canada West
Foundation. He is the Founding President of the Friends of the Canadian Museum of Civilization and Past President of the
Vancouver Maritime Museum. He was the Chairperson of the Board of Directors of Simon Fraser University in 1997. I am proud
to introduce our special speaker, David Bond.

We will have to wait until he gets the computer working. Again, the program committee is looking for additional people. So
if you want to participate and do something for the CIA, we are looking for people, especially on the group side. A two-minute
stretch break. We ask you not to leave the room but you can stand up and stretch for two minutes.

...(stretch break)...

Can we be seated now? You have had your stretch break. Everybody, please sit down.

Okay. Again, David Bond.

M. David Bond: D’abord, laissez-moi vous dire que malheureusement mes diapositives ne sont qu’en anglais, et pour cette
raison, je vais vous parler, mais de les faire en français et en anglais serait un travail assez difficile pour moi.

Now, thank you for inviting me to speak today and welcome to Vancouver. I trust that the weather will be nice and that your
stay will be enjoyable. You know, it seldom rains here. Well, that is not true really but it never rains really hard. It is sort
of like a heavy scotch mist. Well, that is not really true either come to think of it. Well, when the sun shines, it can – if you
can see outside – be truly spectacular. We who live here count on those days, admittedly very few in number, to keep us going.
I am glad that you have good weather for your convention.
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Now, when the conference organizers and I began discussing themes for this speech, we had all sorts of ideas.

But what we finally agreed upon was to look at some longer term influences upon our economic and social structures, and what
they would mean for economic growth, taxes, interest rates and life in general, in a sort of big picture review of what is happening
and what it means to Canada.

Now, while the range of potential topics covered by this theme is enormous, I have chosen the following.

(slides unavailable)

The first one is the increasing longevity. After all, I am speaking to actuaries. So I have to talk about something that relates
to your work. Two, the declining number of workers. The number of people in the age cohort 16-64, as a percentage of the
total population, is declining. In a sense, the flip side of my first topic. Third, the revolution in computers and telecommunications
and our ability to access, store, retrieve, analyse and act upon information. Four, the massive transfers of wealth that are
occurring between generations.

Now, let me begin by looking at the fact of increased longevity by asking each of you a simple question. What group of licensed
drivers has experienced the fastest percentage growth in the past three years? The answer: those over 100 years of age.

Now, let me tell you, that causes me some concern. I do not want to be on the street with them, and I do not particularly
welcome this although I am certain that I am a lot closer in age to that group than the vast majority of the people in this hall.
I figure that when I hit 75 in about 15 years, I will want to have a serious talk with myself about whether or not I should continue
to drive, and I certainly have no desire to be driving at 100 no matter how with it I may be. But I cite that fact to drive home
the point. We are all living long, and whatever age we may have now, our health compared to that same age cohort 20 or 15
years ago is much better.

Here is the graphic evidence of how much our life expectancy has increased. When I was born, my life expectancy was about
65. Now I am told that because I lived to be 60, I can expect to live another 25 years. I thought this was good news but it
put my wife into an abyss of gloom. She figured there were three years to go and she had already ordered the Mercedes, black
on the outside for mourning and red on the inside for “Hello there!” Now she has to wait 25 years! She deserves the Order
of Canada for that.

Now, what does this all mean? I tell this little story to illustrate a point. Somehow we think that 65 is a turning point, that
after this day, either we should not or cannot work, that our faculties somehow have suddenly diminished, and that it is time
to be turned out to pasture.

Well, I am certain most of you know that the magical retirement age of 65 was chosen with very deliberate care in the light
of political and social realities that no longer apply.

When at the close of the 19th century, Chancellor Bismark of Germany instituted the first state pension payable at age 65, he
did so for two reasons: First, it was an effective way of eliminating deadwood in the general staff without putting people’s noses
out of joint and thereby alienating aristocracy where much of the general staff came from. And, secondly, he knew that the cost
would be relatively low since the life expectancy of their time was actually below 65. So a few of the minority who lived beyond
65 would require pensions for very long. In other words, good imagery, lousy delivery.

Fast forward a century and ask what does this increased longevity mean to the Canadian economy and society? Well, for one
thing, it means a longer period of retirement after the traditional retirement age, as much as 25 or 30 years on average. That
is about equivalent to what is currently a working career. Just as you prepared yourself for a working life by accumulating
knowledge and other skills, so too will you have to prepare for retirement. You do not start thinking about it two weeks before
it happens.
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Successful retirees plan both financially and psychologically for their retirement. Put it this way, for most people, particularly
professionals such as yourselves, working and getting to and from work occupies about 50 hours a week, or about 2,600 hours
a year. Now, after you have read the paper, cover to cover, you have washed your breakfast dishes and you have taken the dog
for a walk, you have taken out the garbage, what are you going to do with the other 2,500 hours? How are you going to fill
them? Watch the soaps? Go fishing? Play golf? Turn your mind off and wait to die? For some, golf may be the answer, but
for others, a sizeable number, what to do will be a challenge. As the number of people in such a situation increases, what to
do will become an increasing problem for society as a whole.

There is a market opportunity helping people to get ready for retirement, and it is one which is greatly under-served, at the
present time. Some people will go to the volunteer sector and make significant contributions. Some will want to continue
working either out of necessity or because they believe they can still make a contribution and want to make such a contribution.
As I will explain later, this is something that society may wish to encourage.

If you are over 65 and you want to work at paid employment, under current structures, it is very hard to do so. Pension schemes,
medical and other benefits, are all geared to people leaving the workforce at 65. Indeed, they make it very costly not to retire
at 65. Now, think about that for a minute. Under circumstances of increasing life expectancy, such incentives are rather dumb
and very wasteful. The one major thing one gains as one ages is experience and wisdom, what we currently refer to as capital,
human capital. The only way to get it is by living. As a society, we simply throw all of that in a junk pile when we put in place
mandatory retirement, or at least favour people leaving the workforce at 65.

Now, I am not advocating that everyone should continue working, but those who have to work or those who can make a
contribution need to have access to the workplace, in many cases, they are now barred. Consider, for example, how many
personnel departments work. They are always seeking a simple solution to difficult people problems. They do not like giving
people bad news. So most of them use the mandatory retirement age as a way of weeding out incompetence without a hassle.
Those are the rules, so au revoir! If some good people are lost, well, what can we do? The rules are the rules. Now, that type
of cop-out will, I suspect, no longer be tolerated in the near future when we will be facing labour shortages, not surpluses. But
now, more often than not, it is the de facto rule. After all, are not the brightest minds in all of your organizations in personnel?
I rest my case.

What is of concern is that there are so few pushing for an end to age discrimination and mandatory retirement. Those in the
position to do something about it, the PM for one, think it happens only to others and not to them. After all, he is 66. Therefore,
why bother. The current federal government is not one given to instituting fundamental change in anything. So it will take a
while before anything happens on this front. In the meantime, we are wasting or under-utilizing talent that we do not have in
great abundance. We are also ensuring that many Canadians will be denied a comfortable old age. Those who need to work
because the CPP and private resources they have are inadequate for any reasonable lifestyle, well, they will just have to suffer.
Be thankful you are not amongst that group. The vast majority, more than 90%, will be your sisters, your mothers and other
women.

There are of course other important trends that flow from an aging population. One, there will be increasing demands on the
infrastructure. Older folks use public transportation more and libraries more, as well. So, everything else being equal, we can
expect to see increased investment in urban transport, and that will either force up taxes or it will call for a reallocation of funds,
probably from education.

Parenthetically, that is not going to be easy in either this province or Alberta because of substantial immigration during the
past decade. Those two provinces, unlike all the others, have the highest levels ever of school-age children, and this will continue
for at least another six or seven years.

The housing needs of seniors are different from most families. Over the course of the years, housing needs change as they do
for individuals between 20 and 65. You do not stop changing just because you get to 65. Most seniors are empty nesters. It
takes a great deal to get them to give up the comforts of the family home, but eventually most do. Keeping it clean is a problem.
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Moving into smaller accommodations is often driven by the desire to have something that is more easily managed, it is what
causes them to move. But they still want accommodations with direct access to the ground level. Those demands are being
evidenced in the changing nature of inner-city housing starts. In-filled and redeveloped and featuring increasing numbers of
attached townhouses, often this requires re-zoning and re-zoning, often takes half a generation to get accomplished.

As people age, they use the health care system more, maybe not all with equal intensity but they still use it more. Some require
chronic care. Others need assisted living. Others wear out, physically wear out. But as they are doing so, they put ever-increasing
demands on the system. One of the biggest demands is going to be long-term care capacity, be it for people with something
as devastating as Alzheimer’s or just for those who need help in managing their daily living and doing so with dignity. Preparing
for a rising demand now would be the wise thing to do but seldom if ever does society do the wise thing in anticipation of
a problem. They are much more inclined to react to a crisis when it is obvious to all.

Two things need to be thought about. The demands on the health care system associated with the rising population of elderly
people are not going to suddenly flood the system. With proper management, something which the health care system has
successfully avoided for more than 50 years and for the 40 years that publicly funded health care has been in this country, with
good management, the system should be able to adjust without bankrupting the nation.

We now spend a higher percentage of our GDP on health care than any other nation with the exception of the United States.
I for one do not see what gains would be realized, should we increase that percentage. Put simply, contrary to what you may
have heard, this is not a question of funding. It is a question of management and of leaders telling people that they will have
to make choices, that they cannot have it all, most but not all.

Which brings me to a second point. We have to be a bit more realistic in what we expect the health care system to provide.
To state it rather bluntly, we are all going to die. I know it comes as a shock but it is true, and maybe we are unwilling to
accept this obvious truth.

Mom and Dad are in their eighties and they get ill. The baby boom generation expects miracles to restore them to their fighting
trim. Who cares about the expense? Just make them well! Now, that simple demand puts an enormous strain on the system,
and we as a society will have to come to terms with it.

Should a person in his or her seventies get a heart transplant when it costs $800,000? Is that the best expenditure of public
money? Should no expense be spared to keep somebody alive, even if their quality of life is pathetic?

This is not an easy thing to face. These are not easy topics to deal with. No wonder politicians do not want to even think about
discussing them. But sooner or later, we will have to face reality and make some tough choices. The sooner we start, the better
it will be for a society that is going to be experiencing a substantial amount of strain.

The baby boomers, and that includes most of the people in this audience, have been a spoiled generation. Just look at the national
debt which gives graphic evidence of the boomers wanting to have it all now but they are unwilling to pay for it. That is the
national debt. Their expectation is that boomers are unlikely to change and as they pass the magic age of 65, they will do what
past seniors have done. The one thing they do is they vote in very large numbers. Now, they will try to use their political muscle
to make sure that the system does not require them to adjust their expectations at all. That will put strain on those workers
who will have to pay for all the benefits the old folks will want.

Which brings me to my second major factor, the impact upon economy and society, the looming shortage of workers. The
cohorts following behind the baby boomers are smaller in numbers. That is after that little part that is over here on the one
side, under the age of about 36. Several things fall out from this demographic reality.

First, within the next five years, when the baby boomers start retiring, annual retirements will go from 265,000 a year, which
we are experiencing now, to about 320,000. The annual figure arrived at between 2010 and 2015 is 370,000, and then to 405,000
from 2015 to 2020.  Assuming our current rate of birth and immigration, the fact is quite clear that there will not be enough
workers coming into the labour force to replace those who are leaving. Everything else holding constant, if these trends continue,
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unemployment should be close to 3% by 2009. More importantly, the dependency ratio, those who are out of the labour force
divided by the numbers in the labour force, will rise to 21%.

What does this all mean? It means several things. First, our social safety net is, as you all know, pay as you go. With fewer
and fewer earning income, their ability to pay for the baby boomers’ pensions and health care will become even more strained.
Now, this is important because it affects everyone of you. The payroll taxes that those workers will face will be enormous. I
would expect that they might say: “We will not pay.” Will that not be ducky?

We could substantially increase immigration. But even if immigration is equal to 1% of the population a year, about double
what we now take, the shortage will still occur. It will push back the onset of the shortage by a couple of years and will reduce
the increase in dependency ratio to about 18%. But it cannot offset the big bulge in the boomer retirements between 2014 and
2026.

Well, we could try to increase the birth rate. Quebec is trying with absolutely zero success. Aucune réalité. Now, let us face
it. Kids, which were once a necessity as a safeguard for your old age, are now a distinct luxury. Having six or seven kids is
not in the life plan of, I bet, any woman in this room and most women not in this room. The inducements to change the birth
rate would have to be enormous, and social values do not change quickly.

Now, we could try and encourage an increase in the participation rate. That is the percentage of the population of working age
that actually participate in the labour force. This would require some long-term planning. Just as you cannot change social values
overnight, neither can you suddenly increase skills in the population as a whole. It requires major efforts in improving the
effectiveness of the school system. Our current educational system is really super. It has given us an adult population where
almost 40% have difficulty reading, where the five-page long form of the census is more reading than most people do in a week.
I do not know who buys all the newspapers! Maybe they only read the funnies! I am sure that you all know how keen the teacher
unions are to engage in performance evaluation for their members.

Increasing labour force participation also means getting away from declining participation rates once people reach 50 years of
age. Once you get beyond 50 going towards 65, the percentage of that cohort that participates in the labour force goes down
quite precipitously. Indeed, we will want people to continue working well past the age of 65. That way, the labour supply is
increased, the pay-out of pension is forestalled, and those people contribute taxes to the government.

Right now, the systems are biased against us. In the federal government, once your age and the number of years of service
total 85, you reach the maximum of your pension. So, if you are 55, an age an alarming number of senior civil servants at both
the federal and provincial levels are reaching or will reach very, very soon, the incentive is to leave. Allow them to add to their
pensions, and many, I am certain, would stay on. The same is true with the CPP. If you work beyond 65, do not take your
CPP. Leave at the age of 70 and you receive 5% more. But suppose you could continue to contribute and receive even more.
Now, that would be an incentive.

Finally, the government could delay paying everybody the CPP for one, two or maybe even three years. The savings in total
expenditure are in the tens of billions of dollars per year. But as you know so well, particularly you, you cannot change pension
schemes overnight. You have to give lots of advance warning so that people can make adjustments and so plans tied in with
the CPP can also adjust. Now, remember, all of these facts are well-known to academics, policymakers and even to the more
enlightened editorial writers. There are no surprises.

So what is government doing about this? Nada, zilch, zero! Oh, there has been the occasional study, but no lawyers have been
sent to craft new legislation. The longer we wait, the greater will be the adversity we will be collectively facing when labour
shortages become extreme.

What about organized labour? Well, they are still firmly grounded in the great depression. Buzz Hargrove, of the Canadian
Automobile Workers, takes pride in encouraging early retirement, and so does the IWA and the Pulp and Electrical Communications
Workers. The unions will fight tooth and nail to keep retirement ages low and thereby slow down the needed adjustments.
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Just consider if our exports sector cannot find adequate labour and begins to lose market share in nations and sectors where
we have substantial advantages. Lower exports mean less foreign currency available to buy the things we import. Orange juice,
for example. Our dollar can continue to depreciate, and it would fall to levels that no one can really imagine.

As the cost of supporting the old folks rises, if nothing is changed on the policy, either other areas of spending will get squeezed
virtually into extinction or tax levels will rise. That is a happy thought! That certainly will be popular!

Of course, we could use the tried and true baby boomer approach of deficit spending, but that can only go on for so long. Now,
euthanasia might help! But I suspect there might be a teeny bit of opposition. I mean, after all, how are you going to like to
get the letter greetings: It is time for you to check out!

If government does raise the age at which it begins to pay the CPP, that will certainly mean a working life of upwards of 50
years for many people. That in turn means most people changing their career at least three or four times in the course of their
working life.

Now, how do we get the educational system to prepare our youth for a life of continuous learning? How do we provide training
to old workers in a cost-effective manner?

Two seemingly simple questions involve massive change in our educational system. As many of you know, the educational
system seems almost totally impervious to the forces of change. Just thinking about it should warm your hearts. Climbing
up Mount Everest backwards with a 100-pound knapsack on your back would be easier.

We need to devote attention and effort to minimizing the adverse consequences of running out of labour, which will inevitably
be a fact of life within a decade. We are doing next to nothing. Now, that is a reason for concern.

My third major force that is working at the economy and social structure is the revolution that is taking place in telecommunications
and in our ability to manipulate and use data for making informed choices. This is a topic of immense complexity and could
take several hours, if not a day, to analyse completely. But I believe the magnitude of the impact this is having upon the economy
can be illustrated with three simple observations.

The first relates to banking. In 1981, when the government finally allowed foreign banks into the domestic market, there was
a fear that these foreign enterprises would soon gobble up all if not most of the market. Twenty years later, they account for
only about 9% of the market. How come?

Well, the vast branch networks of the big banks made it difficult to gain entry. Each branch that you build costs about $800,000.
On average, it takes three years before it starts to be profitable. So building a branch network of even just ten branches means
tying up $8 million in capital with virtually no return for three years. Now, that certainly is a barrier.

But all that has changed in almost a blink of an eye. Those same branch networks that were such an effective protection against
entry are now working the milestones around the banks’ collective nest and a competitive device. Why? Because now they are
much more efficient ways to reach customers.

ING Bank and Citizens’ Bank are two examples. They do not have any branches at all. They have thus substantially reduced
their overheads. They are virtual banks. It is true, you have to make yourself known and that takes advertising, but they have
a special appeal to those under the age of 40, and they are gaining market share.

More specifically, think about credit cards. MBNA, a bank based in Maryland with an operation in Canada of about 25 people,
specializes in credit cards. It has over the years developed sophisticated software that allows it to link various databases and
combine that information with highly targeted, direct mail campaigns in order to pinpoint potential customers for their cards.

It is not that Canadians are short of bank credit cards. We have more than one for every person, and that is not including your
Bay card, the American Express and all that other stuff. Yet, MBNA, in just over four years, has been able to gain 10% of the
market. Understand that the 10% of the market they have is important. MBNA selects who it wants and it goes after only the
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most affluent, those who use their card the most and who are the least risky in terms of non-payment of their monthly balances.
By offering preferred rates of interest, providing the minimum monthly balance is paid without exception, they have captured
the cream of the market. That leaves the other banks with the more risky, higher cost portion of the business.

What has happened in credit cards is about to happen in mortgage lending and in small business loans. In short, in a host of
lines of business, the banks are facing highly-focused, mono-line competitors who are able to gain market share because of their
ability to collect, analyze and act upon vast amounts of information. The customers have gained as well. Looking for a mortgage
or do you have some funds to invest in something like a term deposit? There are now programs available on the Internet which
allow you to make instantaneous price comparisons on pricing terms. You can do that as well for automobiles and hotel rates
and a host of other products and services.

In that kind of market, two things are quickly evident. First, customer loyalty is greatly weakened. No longer can vendors rely
upon asymmetrical knowledge to gain an advantage. The customer probably knows as much as the vendor does about prices.
Second, competition is no longer across the street or across the town. It is now across the nation. Indeed, it is around the world.
The competitive structure of the financial services industry is changing all because of computers and the ability to send vast
quantities of data around the world in an instant.

A second illustration of the impact of computers relates to how research in social sciences is being done. When I wrote my
PhD thesis more than 30 years ago, I had to provide Yale with three copies, plus one for me and one for my thesis advisor.
In those days - I know it is going to be a shock - there was no Xerox. You used carbon paper. Try to find some these days.
When I say this to my students, they all look at me and say: “Carbon paper? What is it?” Well, just consider these things.
The point is that I had to get five copies, and the fifth copy, which I have now, I can barely read. I suppose it is because my
eyes have gone. I do not know.

But just consider two things. First, if the typist made a mistake, five copies had to be corrected by hand. It really slowed down
productivity. Secondly, when I was writing it, there was no cut and paste that would permit an easy rearranging of words or
sentences or paragraphs. I mean, you literally had to cut and paste. So when I gave it to my typist to type and I would staple
all these changes in, it weighed about seven pounds. About a pound of paper and six pounds of staples!

Now, contrast that with writing a speech. I spend most of my time writing. Editing this is quick and easy as re-reading. My
productivity has improved over thesis-writing by almost an infinite amount. Moreover, when I wanted information such as those
two population graphs that I showed you earlier, I simply called a friend who I knew had the data, and presto, by e-mail he
sent me those two diagrams which are patched into the PowerPoint presentation.

If I want data on the economy or an industry or stock or an article on any given topic, the chances are 99 out of 100 that I
can have it on my computer screen within seconds. Access to information, the ability to assemble, analyze and digest it is
something which is revolutionizing how we interact not just in commerce but in the market place for ideas.

In pure science as well, the advent of computers has been of enormous benefit. The mapping of a human genome would be
impossible without computers, as with most of physics and space flight.

Imagine what it means if you are Kim Jong-Il. That is the dictator in North Korea. Your ability to control all the information
is vastly weakened. Your ability to compete in the modern world if you deny your citizens access to information and the chance
to think freely and to develop new products and ideas is greatly constrained. You are doomed, and I think that is what brought
about the recent summit. Put simply, the revolution in telecommunications and computers together have changed the size of
our world. They have sharply reduced the ability of any one individual or group to control that world.

My final observation relates to the workplace in the lumber mill. Back in the 1960s when I was a kid, I worked in a lumber
mill on the green chain. After the logs were sawn into dimension stocks, say a 2 X 4, each piece was inspected by hand for
flaws. It was back-breaking work requiring the inspector to lift 16-foot long 2X4s that were wet lumber. I mean, they weighed
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a ton. As you might imagine, there was some tendency to error, especially late in the day, when arms were tired and eyes were
numb from the repetitive task.

Now, you go into a lumber mill. The first thing you notice is that nobody is there. I mean, no people are to be found around.
There is a workforce but it is much smaller and it is in a room looking at computer screens. Once the log enters the mill, it
is electronically measured to determine the cubic volume and the full range of possibilities to what it may be cut, and that
is compared to the current inventory and prices. Then, the computer decides what the log is going to be cut into. Once the
2X4 is cut, no longer is it inspected by hand. No, now, an electric eye scans the piece. It determines the moisture content,
how true it is to be in square, any knots and imperfections, and then sends it to the automatic compiler which puts it in the
right quality bin.

In countless industries, from forestry to automobile production, computers and robots have taken out much of the drudgery
and vastly improved the quality control and productivity. It has displaced simple unskilled labour with machines, and it has
simultaneously increased the skill levels for those remaining in the industry. For those who repair those machines, required
skill levels have also increased.

The other day, at the university, I went to the copier only to find it in pieces with the technician busily working on giving it
an overhaul. We started talking, and I found out that he was a graduate five years earlier in physics from UBC. Why are you
doing this? Well, he said, the hours are reasonable. The work is absolutely fascinating and challenging. And there are never,
ever any layoffs. The world cannot do without copiers anymore. His job did not exist 35 years ago. The sophistication of the
work he does, he said, doubles about every five years. He goes for training eight weeks a year, and he talks about continuous
learning and the excitement of it. The basic lesson of this is that the revolution is giving us greater capacity to produce a whole
range of products, but it is also demanding that we spend more time developing our human capital, the stuff between our ears.

That capital can quickly become outdated, so it needs constant updating or refurbishing. Think what it means for our education
system and the need to devise new methods of delivering that training. In short, the revolution in computers and telecommunications
is causing a host of revolutions as to how we do business, with whom, where, and when, and how the products are produced
and what it is we exchange with each other. Time and distance are no longer the barriers they used to be. There has been nothing
equivalent since the invention of printing, and that invention put book copiers out of business, led to the renaissance and the
reformation and gave the power over information to millions rather than just the select few. Now, information can reach billions.

Finally, let me turn briefly to the other big change which has taken place in our society in the past half-century. Prior to World
War II, most people, when they died, left very modest estates. Basically, household items, maybe tools of the trade, and with
the exception of farmers, very little else.

Between then and now, two things have occurred. First, we have had more than 50 years of substantial economic progress.
Second, we have vastly increased the number of individuals who own their own home. So, now, when people die, they more
and more often leave estates of some size. Now, I do not mean millions or billions, but tens and even hundreds of thousands
of dollars. This has never happened before on such a widespread or universal scale. Because it is not something which has
happened suddenly or visibly, we almost do not notice it but it is there. It is having repercussions on a number of different
fronts.

In the financial services sector, the big push is to develop a capacity for wealth management, that is the provision of services
which help people to invest their wealth and manage it to allow them to attain their desired financial goals. From the viewpoint
of the bank, the insurance company, the credit union and the mutual funds, this wealth management market is a very attractive
objective. The fees are as steady as the coming of night and day. Customer churn is very low compared to the deposit business.
In a world of squeezed margins and heightened competition, wealth management seems like a heaven-sent form of salvation
for these institutions.

Now, there is another aspect to all of this, the vast effort spent on trying to minimize the burden of taxation on such wealth
transfers. All sorts of weird and wonderful arrangements and investments are being made not so much because of the yields
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but because of the desire to minimize taxes. For an economist, these types of distortions are to be avoided if at all possible.
We need some tax reform. Those distortions cause the economy to work far below capacity. But to me, the greatest impact
of these transfers of wealth is how they, together with the rapid increase in private pension funds, are reshaping financial markets.

Let me cite the two examples. First, there is a rising demand for longer-term forms of investment. The demand for liquidity
is greatly reduced because pension funds can accurately predict their pay-outs. After all, that is why they have actuaries. The
private wealth holdings are looking for higher yields and many longer-term fixed income securities fit the bill without carrying
unacceptable levels of risk. That, in turn, means consistent downward pressure on long-term interest rates, most especially
since we seem to have licked inflation for the time being. So I think interest rates are going to decline in the long term over
an appreciable period of time.

It also means a heavy demand for fixed income securities. That, in turn, has opened up a whole new breed of financial assets,
including securitized mortgages and other forms of loans. Essentially, a bundle of mortgages are cobbled together and, via a
trust structure, the cash flow of the interest repayment of the loans is sold off to investors.The buyers find it attractive because
otherwise they would have little or any direct access to certain kinds of financial assets, and the original lenders, for example
banks, find it an effective way to recycle their balance sheets, as it were to use their capital more efficiently.

Now, this, in turn, means the flow of capital to the ultimate users of excess funds, that is business, primarily now that
government has moved away – we hope – from deficit financing. They have not done it in British Columbia but maybe they
will some day. That flow of money is now being enhanced. The cost of capital is declining. That means higher investments,
particularly at a time when business needs to make such investments to take advantage of newly advancing technology.

Put another way, the transfers of wealth between generations combined with the growth of private savings, particularly in the
form of pensions, is helping to fund the transformation that our society is undergoing because of demographic factors, coincident
with significant advances in technology. For example, a long-term care provider employs older women in a facility and raises
the capital easily and advertises for clients on the Internet.When you think about it, that is rather nifty. The pieces fit together.
There are some rough edges, and adjustment is far from smooth, and societal pressures are significant, and are all calling out
for attention. But if addressed promptly, we will all be the better for it.

Now, the big challenge is getting the government to do what is required: to facilitate evolution, to get it to lead rather than
follow in anticipation rather than a reaction to events. What is true of governments is equally true of business and of ourselves.
We need to devote time and effort in making sure that it all works out. We need to facilitate rather than frustrate change. We
need to stop clinging to the status quo and thinking more about how we can grasp the future. In that struggle, we have miles
to go.

Thank you.

Moderator Dickson: Thank you very much, David.

We have a few moments before the break. It would be a good opportunity to entertain some questions from the audience. Who
would like to be first?

Mr. Bond: I stunned them! Either that or they desperately want coffee or have to go to the bathroom. No questions.

Moderator Dickson: David, thank you very much for your presentation to us today. You have highlighted in a practical no-
nonsense manner the changes affecting our Canadian society: longer life expectancy, health care, some of the options involved
in health care, telecommunications, the impact on the financial markets occurring in Canada. You have pointed out the lack
of action by governments, and organized labour.

This creates a huge opportunity for actuaries and our profession. We have a big opportunity to contribute. After all, we are
the leading professionals in financial modelling and management of risk and contingent events. I should point out that the
Canadian Institute of Actuaries has taken a number of initiatives recently. We had a very successful symposium on aging that
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was held just weeks ago in Toronto. It was co-sponsored with the ACPM – the Association of Canadian Pension Management.
It featured a number of politicians. We are quite pleased with that, but it is just a start.

As well, we have just recently formed a committee on health-care practice. There is a workshop coming up, I think, right after
this as well, with Darryl Leach in the chair on that. So we are taking some initiatives but we can, we should, we must do more.

David, thank you very much for your call to action to us as a profession. This session is adjourned. Thank you very much


