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Population Aging, Retirement Delay, and China’s

Long—Term Capital Flows
Wu Liyuan, Han Runlin, Chang Shuyu & Xiao Lisheng
(Institute of World Economics and Politics, Chinese Academy of Social Sciences )
Abstract: Population aging is a major challenge facing China. Raising the retirement age, as a key
policy response to population aging, will significantly affect labor supply, savings, and investment,
thereby influencing capital flows. This paper constructs an overlapping generations (OLG) model for
a multi—country open economy and calibrates the parameters with cross—country data to examine the
impact and mechanisms of delayed retirement on China’s long—term capital flows. The main
conclusions are as follows. First, the impact of delayed retirement on net capital outflows exhibits an
inverted—U relationship: as the statutory retirement age increases, both the net capital outflows and
their share of GDP initially increase and then decline. This result reflects the interplay between the
positive income effect and the negative savings effect of delayed retirement. Second, a short
postponement of the retirement age exerts only a limited effect on capital flows, while a longer
postponement amplifies the effect considerably. Third, these effects are substantially shaped by key
factors such as life expectancy, fertility rates, the pace of technological progress, and the pension
replacement rate. This paper extends existing literature on the impact of delayed retirement on
savings within closed—economy models. The findings offer important insights into the long—term
trends in China’s capital flows and for the design of more effective delayed retirement policies.
Keywords: population aging, long—term capital flows, retirement delay
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