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MANDATE AND BROAD PRINCIPLES

The 2015 long-term budgetary projection exercise: mandate and broad principles

The ECOFIN Council gave a mandate to the Economic Policy Committee (EPC) to produce a new set of
long-term budgetary projections by 2015, on the basis of a new population projection by Eurostat
(EUROPOP2013).

In light of this mandate, the EPC and the Commission services (Directorate-General for Economic and
Financial Affairs - DG ECFIN) agreed on a work programme with broad arrangements to organise the
budgetary projections and reach agreement on its assumptions and methodologies.

With this release, the long-run economic and budgetary projections aimed at assessing the impact of
ageing population have been published five times; the first report being released in 2001. This projection
exercise updates and improves methodologically further the previous exercises so as to enhance overall
accuracy, comparability across countries, consistency across expenditure items and the economic basis
for the underlying assumptions. On the bagis of these underlying demographic and macro-economic
assumptions and projections, age-related expenditures covering pensions, health care, long-term care,
education and unemployment benefits are projected and analysed.

The projections feed into a variety of policy debates at EU level, () including the overarching Europe
2020 strategy for smart, sustainable and inclusive growth. In particular, they are used in the context of the
European Semester so as to identify policy challenges, in the annual assessment of the sustainability of
public finances carried out as part of the Stability and Growth Pact and in the analysis on the impact of
ageing populations on the labour market and potential economic growth.

This report is structured in two parts. The first one describes the underlying assumptions: the population
projection, the labour force projection and the macroeconomic assumptions used. The second part
presents the long-term budgetary projections on pensions, health care, long-term care, education and
unemployment benefits. Statistical annexes give an overview of the projection results by area and by

country.

Coverage and overview of the 2015 long-term projeclion exercise

The economic and budgetary projections have been made by applying commonly agreed assumptions and
methodologies uniformly to all Member States, as agreed by the EPC.

The starting point is the EUROPOP2013 population projection for the period 2013 to 2060 (see the Chart
below). The EPC agreed upon a common set of assumptions and methodologies in order to make
projections on a set of exogenous macroeconomic variables on the basis of proposals prepared by DG
ECFIN, covering the labour force (participation, employment and unemployment rates), labour
productivity and the real interest rate. These combined set of projections enabled the calculation of GDP
for all Member States up to 2060. The macroeconomic assumptions on which this report is based were
agreed in the first half of 2014 and published in November 2014; () the latest macroeconomic
developments may thus not be fully captured.

On the basis of these assumptions, separate budgetary projections were carried out for five government
expenditure items. The projections for pensions were run by the Member States using their own national

M Ireland has reservations around the ulation projections driving these figures. Whilst an exception for the basis of population
pop proy 4 Bur o pop
projections was endorsed by EPC on April 1 for future t+10 projection exercises, the impact of this agreement is not reflected
in AR15 spending projections.
See European Cornmission and Economnic Policy Cornrnittee (20143 "2015 Ageing Report: Underlying assumptions and
P ¥ guing kep Fing 3
projection methodologies", European Commission, Eurcpean Economy, No 8

i
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model(s), reflecting current pension legislation. () In this way, the projections benefit from capturing the
country-specific circumstances prevailing in the different Member States as a result of different pension
legislation, while at the same time consistency is ensured by basing the projections on commonly agreed
underlying assumptions. The projections for health care, long-term care, education and unemployment
were run by the European Commission (DG ECFIN), on the basis of a common projection model for each
expenditure item, taking into account country-specific settings, where appropriate. The results of this set
of projections are aggregated to provide an overall projection of age-related public expenditures.

Demographic and economic projections Budgetary projections
'Unemployment
Labour benefits | —————p
Productivity \
Production function
method
™ Health Total
*| caré Strictly- age-
Population GDP Y related
2013-2080 !.abour Production age- bli
input Lol funcion | — Long-term related public
EUROPOP2013 | Cohort method care public —» spending
spending
—» Education (unemp.
Unemployment —m benefits
Convergence to /- ™ excluded)
NAWRU
Pensions
p» Nationa models [— i
Real interest
rate (constant)

™™ In order to ensure high quality and comparability of the pension projection results, an in-depth peer review was carried out by
the AWG and the Cornmission at four meetings during September-Decernber 2014, The projections incorporate pension
legislation in place at that time. Mo further reform measures has been legislated in EU Mernber States by 1 April 2015 (except
Portugal, seethe Noteto Table IL.1.4).
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EXECUTIVE SUMMARY

Demographic projections: Dramatic changes in the age struclure in the EU projected

The demographic trends projected over the long term reveal that Furope is ‘turning increasingly grey’ in
the coming decades. The Commission, as well as the European Council, have already recognised the need
to tackle resolutely the impact of ageing populations on the European Social Models.

Having reliable and comparable information on the challenges of the future demographic changes in
Europe entails considering the age-structure of the population today, and how it could look like in coming
decades. This sheds light on the economic, budgetary and societal challenges that policy makers will have
to face in the future. The long-term projections provide an indication of the timing and scale of challenges
that would result from an ageing population. They show where, when, and to what extent, ageing
pressures will accelerate as the baby-boom generation retires and the average life-span continues to
increase. Hence, the projections are helpful in highlighting the immediate and future policy challenges
posed for EU countries by demographic trends.

Due to the dynamics in fertility, life expectancy and migration, the age structure of the EU population will
change strongly in the coming decades. The overall size of the population is projected to be slightly larger
by 2060 but much older than it is now. (") The EU population is projected to increase (from 507 million in
2013) up to 2050 by almost 5%, when it will peak (at 526 million) and will thereafter decline slowly (to
523 million in 2060). This increase would however not be the case without the projected inward
migration flows to the EU. There are wide differences in population trends until 2060 across Member
States. While the EU population as a whole would be larger in 2060 compared to 2013, decreases of the
total population are projected for about half of the EU Member States (BG, DE, EE, EL, ES, HR, LV, LT,
HU, PL, PT, RO, S8I and SK). For the other Member States (BE, CZ, DK, IE, FR, IT, CY, LU, MT, NL,
AT, FI, SE and UK) an increase is projected.

In terms of drivers of the population changes, total fertility rates are projected to rise for the EU as a
whole, though remaining below the natural replacement rate. At the same time, the projections show large
and sustained increases in life expectancy at birth. In the EU, life expectancy at birth for males is
expected to increase by 7.1 years over the projection period, reaching 84.8 in 2060. For females, it is
projected to increase by 6.0 years, reaching 89.1 in 2060. Net migration inflows to the EU are projected to
continue; first increasing to 1,364,000 by 2040, and thereafter declining to 1,037,000 people by 2060.

The demographic old-age dependency ratio setf to nearly double over the long-term

As aresult of these different trends among age-groups, the demographic old-age dependency ratio (people
aged 65 or above relative to those aged 15-64) is projected to increase from 27.8% to 50.196 in the EU as
a whole over the projection period. This implies that the EU would move from having four working-age
people for every person aged over 65 years to about two working-age persons.

Labour force projections: Projected increases in overall padicipation rates, and in particular for
older workers on account ofimplemented pension reforms...

Based on a cohort simulation model, labour force projections show a rise in overall participation rates,
particularly visible for ages 50+, reflecting the combined effect of the rising attachment of younger
generations of women to the labour market, together with the expected impact of pension reforms. By
large, the biggest increases in participation rates are projected for older workers (around 21 pp. for
women and 10 pp. for men) in the EU for the age group 55-84, influenced by enacted pension reforms. (%)
Consequently, the gender gap is projected to narrow substantially in the period up to 2060. The total

" Eurostat's population projection (EUROPOP2013) was published on 28 March 2014
(™1 See footnote 3.
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European Commision

The 2015 Ageing Report: Economic and budgetary projections for the EL2E Memlbar States [2073-2060)

participation rate (for the age group 20-64) in the EU is projected to increase by 3.5 pp. (from 76.5% in
2013 to 80.1% in 2060). In the same period, women's participation rate is projected to increase by about 6
pp. compared with 1 pp. for men.

... but labour supply will decline because of the projected populdation frends

Total labour supply in the EU (and in the euro area) is projected to nearly stabilise between 2013 and
2023 (age group 20-64), while it is projected to decline by 8.2% between 2023 and 2060, representing
roughly minus 19 million people. In the euro area, the projected fall in labour supply between 2023 and
2060 is 9.2%, equivalent to about 14 million people.

Further rises in employment rates projected...

Given the population projection, the labour force projection and the unemployment rate assumptions, (%)
the total employment rate (for persons aged 20 to 64) in the EU is projected to increase from 68.4% in
2013 to 72.2% in 2023 and 75% in 2060. In the euro area, a similar development is expected, with the
employment rate attaining 74.7%6 in 2060.

... but the number of employed would diminish

The projections show that employment (aged 20-64) will peak at 215 million in 2022, and after that fall to
202 million in 2060. This implies a decline of about 9 million workers over the period 2013 to 2060. The
negative prospects stemming from the rapid ageing of the population, will only be partly offset by the
increase in (female and older workers) participation rates migration inflows and the assumed decline in
structural unemployment, leading to a reduction in the number of people employed during the period
2023 to 2060 (13 million).

Demographic developments have a major impact on labour market developments. Three distinct periods
can be observed for the EU as a whole (see Graph 1):

o 2007-2011 — demographic developments still supportive of growth: the working-age population is
growing, but employment is sluggish as the financial and economic crisis weighs on labour prospects
during this period.

o 20i2-2022- rising emplovment rates ofiset the decline in the working-age population: the working-
age population starts to decline as the baby-boom generation enters retirement. However, the assumed
reduction in unemployment rates, the projected increase in the employment rates of women and older
workers cushion the impact of demographic change, and the overall number of persons emploved
would start to increase during this period.

o  From 2023 — the population ageing effect dominetes: the projected increase in employment rates is
slower, as trend increases in fermnale employment and the impact of pension reforms will be less
pronounced. Hence, both the working-age population and the number of persons emploved start
falling over the remainder of the period.

% Starting from cutrent historically high levels, a reduction in the EU unemployment rate of around 4 b4 percentage points is
projected over the long-term (o 6 106 1n 20600 A shightly larger fall of 5 Mpp. 15 projected for the eurc area of (to 6 34
2060)
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Exscutive Summary

Graph 1: Population and anployment developments, EU (million)
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Sourca: Comtrission services, EURCOPOP 2013, EPC.

Macro-economic assumplions: Potential GDP growth projected fo remain quite stable over the
leng-term

In the EU as a whole, the annual average potential GDP growth rate in the baseline scenario is projected
to remain quite stable over the long-term, albeit much lower than in previous decades. The assumption of
convergence to a TFP growth rate of 1% entails for most countries that it would rise over the coming
decades from the current historically low levels, and this will more than compensate for the declining
labour growth from 2023 onwards. As a result, after an average potential growth of 1.1% up to 2020, a
slight increase to 1.4-1.5% is projected for the remainder of the projection horizon. Over the whole period
2013-2060, average potential GDP growth rates in the EU is projected to be 1.4%. Developments in the
euro area are very close to that of the EU as a whole and the potential growth rate in the euro area
(averaging 1.3%0) is projected to be slightly lower than for the EU throughout the projection period.

The sources of GDP growth will alter dramatically over the projection horizon. Labour will make a
positive contribution to growth in both the EU and the euro area up to the 2020s, but turn negative
thereafter. For the EU and for the euro area, a slight increase in the size of the total population over the
entire projection period and an assumed increase of employment rates make a positive contribution to
average potential GDP growth. However, this is more than offset by a decline in the share of the working -
age population, which is a negative influence on growth (by an annual average of -0.2 percentage points).
As aresult, labour input contributes negatively to output growth on average over the projection period (by
0.1 pp. in the EU and in the euro area). Hence, labour productivity growth, driven by TFP growth, is
projected to be the sole source of potential output growth in both the EU and the euro area over the entire
projection period.
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Budgetary projeclions: population ageing put upward pressure on public spending

The long-term budgetary projections show that population ageing poses a challenge for the public
finances in the EU. The fiscal impact of ageing is projected to be high in most Member States, with
effects becoming apparent already during the next decade.

The projected change in strictly public age-related expenditure (pensions, (7) health care, long-term care
and education) is almost 2 pp. of GDP in the period to 2060 (EU: +1.8 pp., EA: +1.9 pp.) between 2013
and 2060 in the baseline scenario (see Graph 2 and Table 1). (*) Looking at the components of strictly
age-related expenditure, the increase between 2013 and 2000 is mostly driven by health care and long-
term care spending, which combined is projected to rise by about 2 pp. of GDP (Health care: +0.9 pp.,
Long-term care: +1.1 pp.). After a projected increase up to 2040 (EU: +0.4 pp., EA: +0.8 pp.), public
pension expenditure is projected to return close to its 2013 level (EU: -0.2 pp., EA 0 pp. over the period
2013-2060). However, the projected decline in pension spending is mostly visible in the latter part of the
projection horizon. Education expenditure is projected to remain unchanged up to 2060.

The projected change in total age-related expenditure is lower, since unemployment benefit expenditure is
projected to fall in the period to 2060 (by 0.4 pp. of GDP in the EU). For the EU as a whole, the projected
increase in total age-related expenditure is 1.4 pp. of GDP in the baseline scenario (EA: +1.5 pp. of GDP)
(see Graph 3 and Table 1).

Graph 2: Stricily and total age-related expenditure in the EU Member States, 2013-60, pp. of GDP
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There is however considerable variety across EU Member States and also in the profile over time in the
long-term spending trends (see Graph 3 and Table 1). According to the projections:

e A fall in total age-related expenditure relative to GDP is projected in eight Member States (HR, EL,
LV, FR, DK, CY, IT and ES). In all of these countries, a decline in the pension-to-GDP ratio is
projected in the long-term (exceeding 3 pp. of GDP in HR, DK and LV).

¢ For another set of countries (BG, PT, EE, SE, HU, PL, IE, RO, L.T and UK), age-related expenditure
ratio is expected to rise moderately (by up to 2.5 pp. of GDP).

e The age-related expenditure ratio increase is projected to be the largest in the remaining ten Member
States (FI, AT, CZ, NL, SK, DE, BE, LU, MT and S8I), rising by between 2.5 pp. and 6.8 pp. of GDP

(" Public pension expenditure include all public expenditure on pension and equivalent cash benefits granted for a long period,
including disability benefits and social assistance benefits for older peaple, see Annex 2 for details on the coverage of the
projections of public pension expenditure.

% As in previous longtermn projection exercises, the baseline scenario focuses on the budgetary impact mostly due to
demographic developments.
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and with pension expenditure increasing in all of these countries (exceeding 3 pp. of GDP in BE, LU,
MT and SI).

Graph 3: Compaonents of total age-related expenditure, 2013 and 2060, % of GDP
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Saurce: Comtrission services, EPC.

The large differences between Member States reflect primarily the diversity in public pension
arrangements, their degree of maturity and the effects of pension reforms enacted so far. (°) In fact, a
reduction of public pension spending as a share of GDP over the long-term is projected in the majority
(15) of Member States (HR, DK, LV, FR, IT, EL, SE, EE, ES, PT, PL, BG, RO, CY and HU), mostly as a
result of implemented pension reforms. These reform measures, including changes to the retirermnent age
and the pension benefit, have primarily been adopted to address fiscal sustainability concerns of pension
systermns.

The pension projections rely on unchanged pension legislation, and risks exist. If pensions are being
perceived as being 'too low' or the retirement age 'too high’, this could eventually result in changes in
pension policies, leading to upward pressure on pension spending, and the projections could thus
underestimate future government expenditure. For example, the public pension benefit ratio (i.e. average
pensions in relation to average wages) is projected to fall in all Member States (except Luxembourg) in
the period to 2060, on average by 9 pp. in the EU and in some countries (CY, PT and ES) by up to 20 pp.
(see Graph 4). Consequently, the benefit ratio at the end of the forecasting period is generally low. Even
including private pensions, the benefit ratio in 2060 settle above 50 percent in only few countries (DK,
EL, IT, LU, NL) while it falls below 30 percent in some other cases (BG, EE, HR, LV, PL, RO). Another
upward risk is related to the projected decrease of the coverage ratio (i.e. the number of pensioners as
percent of population aged 65 or more) in some countries, where a large increase of the legal retirement
age is legislated. On the other hand, if countries enact additional expenditure-reducing pension reforms
(currently being discussed in some countries), the projected expenditures could be overestimated.

*1 See footnote 3.
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Graph 4: Public pensi on benefit ratio, change 2013-2060, pp. change
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Saurca: Comirission services, EPC.

Risk scenarios

As noted above, there is considerable uncertainty as to firture developments of age-related public
expenditure. In order to provide a comprehensive assessment of the impact on govermment expenditure of
changing the assumptions, the budgetary projections were also run with alternative scenarios, e.g. the risk
scenarios. Two risk scenarios were therefore carried out, defined as follows:

TFP risk scenario: In light of the trend decline in TFP growth performance over the last decades in
the EU, due visibility and prominence should also be given to the risk of lower TFP growth in the
future. Thus, a TFP risk scenario is included, with a lower TFP growth rate (0.8%). The TFP risk
scenario essentially shows that GDP growth could be much lower in the event that future TFP growth
rates developed less dynamically than in the baseline scenario, i.e. more in line with the growth rate
(0.8%) observed over the last 20 years. In overall potential GDP terms, it would grow by 1.29 on
average up to 2000, as opposed to 1.4% in the baseline scenario. In the euro area, it would be even
lower, growing by 1.1% on average. In terms of GDP per capita levels, it would be 10% lower in the
TFP risk scenario compared with the baseline by 2060 in the EUL

AWG risk scenario: Non-demographic driver may exercise an upward push on costs in the health
care and long-term care areas. In order to gain further insights into the possible importance of such
developments, another set of projections were run which assumes the partial continuation of recently
observed trends in health care expenditure due to, e.g. technological progress. Moreover, an upward
convergence of coverage and costs to the EU average is assumed to take place in long-term care.
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Graph 5 Total age-rdated expenditure under different scenarios, 2013-2060, pp. of GDP
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Seurce: Commission services, EPC.

The TFP risk scenario primarily affects pension expenditure, projected to rise by % pp. of GDP more on
average (EU and EA) up to 2060 compared with the baseline scenario. This is because pensions in
payments are on average projected to rise in line with inflation, i.e. slower than wages (which evolve in
line with labour productivity growth, which in turn depends on TFP growth). By contrast, it only has a
small impact on health care and long-term care, as unit costs in these areas are closely linked to labour
productivity growth and hence with wage growth. The projected increase in total age-related expenditure
would be about 1/3 pp. of GDP higher than the baseline scenario up to 2060 in the EU and EA (see Graph
5 and Table 2).

The AWG risk scenario has strong impact on health care and long-term care expenditure. The projected
increase in total age-related expenditure would be 2.1 pp. of GDP higher than the baseline scenario up to
2060 for both the EU as a whole and the EA. Tt would entail an increase over the entire projection horizon
of 3.4 pp. in the EU and of 3.5 pp. in the EA. However, in both risk scenarios, the EU aggregates mask
congervable variety and the expenditure projections are very different across Member States (see Graph 5
and Table 3).

A lower projected increase in age-related spending in the current projections than in the 2012
Ageing Report

Compared with the projections in the 2012 Ageing Report, (*°) total agerelated public expenditure
according to the baseline scenario is now projected to rise less in all countries except Spain, Latvia and
Portugal over the entire projection horizon. This is mostly due to less pronounced increases in pension
expenditure over the long-term (see Graph 6). This reflects not only the impact of pension reforms, but
also a less pll"cl)nounced population ageing effect in the EU, according to the EUROPOP2013 demographic
projection. (")

Over the period 2013-2060, the increase in the EU is 1 % pp. of GDP and in the EU and EA, compared
with a projected increase of 3 Y% pp. of GDP in the 2012 Ageing Report (see Graph 6). The largest

(™ Pension reforms implemented and having been subject to a peer review by the EPC since the 2012 Ageing Report was
published are included inthe 2012 AR projections in Graph 6.

My A lower increase in the old age dependency ratio (aged 65 or morefaged 20-64) over the period 2013-2060 in the EU as a whole
and in all countries except EL, PT, 8K, UK projected in EUROFPOP2013 compared with EUROFPOFP2010
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downward revisions have occurred in Luxembourg, France, Greece, Romania, Denmark, Lithuania and

Finland (more than 3 2 pp. of GDP).

Graph 8: Projected change in total a ge-related and pension expenditure (basdine) compared, 2012 and 2015 AR, 2013-60, pp. of GDP
* Totalage-related expenditure 4miblic pension expenditure
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Saurca: Comirission services, EPC.
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Underlying demographic and macroeconomic
assumptions
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1.

1.1. POFULATION PROJECTION

The 2015 long term budgetary projections are
based on EUROSTAT's population projections
(EUROPOP2013). (%)

However, projecting demographic and economic
developments over the long run is surrounded by a
high degree of uncertainty. (**)

As was the case with the previous EUROPOP2010
and EUROPOP2008 demographic projections, the
EUROPOP2013 was made using a ‘convergence’
approach. ()  This means that the key
demographic  determinants are assumed to
converge over the very long-term. Setting the year
of convergence very far into the future has the
advantage of taking due account of recent trends
and developments in the beginning of the period,
while at the same time assuming a degree of
convergence over the very long-term in terms of
demographic drivers. (‘)

These demographic determinants are: (i) the
fertility rate; (i) the mortality rate and (iii) the
level of net migration. As far as fertility and
mortality are concerned, it is assumed that they
converge to that of the *forerunners’. (%)

% Eurostat's population projection (EUROQPOPZ013) was
published on 28 March 2014,

(" Ireland has reservations around the population projections
used in this exercise, where a net negative outward
migration out to 2037 15 estimated by the Eurostat model
for migration flows. Based on assumptions about future
cyclicality of net migration, Ireland expects that net
migration will close (and change sign) significantly more
rapidly than is envisaged under the EUROPOPZ013
projections. Eurostat has adopted for Ireland the same
methodology used for other countries. Whilst an exception
for the basis of population projections for Ireland was
endorsed by the EPC on April 1st 2015 for future t+10
projection exercises (Up to 2025), the impact of this
agreernent is notreflected in AR15 projections.

™ A description of the EUROPOP2013 projections is
forthcoming in 2015, The dataset can be found on
http:Hepp.eurostat ec europa ewportal/page/portalipopulati
on/data/database

(*%) The assumptions do not necessarily fully reflect the views
of the AW neither as a group nor of ndividual Member
States or national statistical offices. The underlying data
are official data produced by national statistical
instibations.

"% For further detail on demographic assumptions, see the
Economic  Policy  Comrmttee  and  the  FEuropean
Cormmmission (2005); "The 2005 projections of age-related

DEMOGRAPHIC ASSUMPTIONS

1.1.1. Ferfility rates

Past frends

In the preceding decades fertility rates declined
sharply in the EU Member States after the post-
war “baby boom™ peak above 2.5 in the second
half of the 1960s, to below the natural replacement
level of 2.1 (see Graph 1.1.2).

Total fertility rates (TFR ('™)) have increased since
2000 on average in the EU as a whole, although
this trend increase has reversed into a decline since
2010. Fertility rates have nevertheless increased
between 2000 and 2012 in almost all Member
States, with total fertility rates reaching above 1.8
in Ireland, France, Finland, Sweden and the UK.
By contrast, fertility rates have decreased in
Cyprus, Luxembourg, Malta Poland and Portugal.

The EUROPOFP2013 projection

The EUROPOP2013 projection assuimes a process
of convergence in the fertility rates across Member
States to that of the forerunners over the very long-
term. The total fertility rate (TFR) is projected to
rise from 1.59 in 2013 to 1.68 by 2030 and further
to 1.76 by 20060 for the EU as a whole. In the euro
area, a similar increase is projected, from 1.56 in
2013 to 1.72 in 2060.

The fertility rate is projected to increase over the
prajection period in nearly all Member States, with
the exception of Ireland, France and Sweden (the
forerunners, with values above 1.9) ) where it is
expected to decrease, whereas in the UK it is
projected to remain stable. Consequently, fertility
rates in all countries are expected to remain below
the natural replacement rate of 2.1 in the period to
2060 (see Graph 1.1.1).

expenditure (2004-50) for the EU-25 Member States:
underlying assumptions and projection methodologies",
Europeat Econorny, Special Reports 4/2005.

(") Fertility rates are reflected by the average number of
children a woman would have, should she at each bearing
age have the fertility rates of the year under review (his
numnber 15 cbtamed by summing the fertility rates by age
and 15 called the Total Fertility Rate, or TFR.
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Graph[.1.1: Projection of total fertility ratesin EUROPOP2013
(number of births per woman)
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Graph 1.2 Total fartility rates
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Seurce: Commission services, Eurostat, EUROPOP2013.

1.1.2. Llife expectancy

Past trends

Life expectancy has been increasing in most
developed countries worldwide over very long
time periods. Since 1960, there have been
significant increases in life expectancy at birth in
all Member States, (see Graph 1.1.3 and Graph
1.1.4), especially for women. In euro-area Member
States, the increase is even more pronounced
where the life expectancy at birth increased with
up to three months each year.

The difference between female and male life
expectancies has diminished since 1990 in the EU
due to faster improvements in life expectancy for
males relative to females.

Otficial projections generally assume that gains in
life expectancy at birth will slow down compared
with historical trends. This is because mortality
rates at younger ages are already very low and
future gains in life expectancy would require
improvements in mortality rates at older ages
(which statistically have a smaller impact on life
expectancy at birth). On the other hand, the wide
range of life expectancies across EU Member

States, and also compared with other countries,
points to considerable scope for future gains. In
2012, life expectancy at birth for females ranged
from 77.9 in Bulgaria to 85.5 vears in Spain, and
for males ranging from 68.4 in Lithuania to 79.9 in
Sweden.

However, regarding trends over the very long
term, there is no consensus among demographers,
e.g. whether there is a natural biological limit to
longevity, the impact of future medical
breakthroughs, long-term impact of public health
programmes and societal behaviour such as
reduction of smoking rates or increased prevalence
of obesity. Past population projections from
official sources have, however, generally
underestimated the gains in life expectancy at birth
as it was difficult to imagine that the reduction of
mortality would continue at the same pace in the
long run. Some commentators have argued that as
a consequence, governments may have
underestimated the potential budgetary impact of
ageing p opulations.

The EUROPOF2013 projection

The EUROPOP2013 projection shows large
increases in life expectancy at birth being
sustained during the projection period, albeit with
a considerable degree of diversity across Member
States reflecting the convergence assumption.

In the EU, life expectancy at birth for males is
expected to increase by 7.1 vears over the
projection period, from 77.6 in 2013 to 84. in
2060. For females, life expectancy at birth is
projected to increase by 6.0 years for females,
from 83.1 in 2013 to 89.1 in 2060, implying a
convergence of life expectancy between males and
females. The largest increases in life expectancies
at birth, for both males and females, are projected
to take place in the Member States with the lowest
life expectancies in 2013. Life expectancies for
males in 2013 are the lowest in Bulgaria, Estonia,
Latvia, Lithuania, Hungary and Romania, ranging
between 69 and 72 vears. Life expectancies
increase more than 10 years up to 2060 for these
countries, indicating that some catching-up takes
place over the projection period. For females, the
largest gains in life expectancies at birth of § years
or more are projected in Bulgaria, Latvia,
Lithuania, Hungary, Romania and Slovakia. In all
of these countries, female life expectancies in 2013
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are below 80 years (see Graph 1.1.5 and Graph
1.1.6).

In the EU as a whole, life expectancy at age 65 is
projected to increase by 4.8 years for males and by
4.6 years for females over the projection period
2013-2060. In 2060, life expectancy at age 65 will
reach 22.4 years for males and 25.6 for females
and the projected difference (3.2 vears) is smaller
than the 4.3 year difference in life expectancy at
birth. In 2060, the highest life expectancy at age 65
is expected in France for both males (23 vears) and
females (26.6 years), while the lowest is expected

Craph L1.5 Projection of life expectancy at birth in
EUROPOP2013, men (in years)
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Saetree: Commission services, FEurostat, EUROPOP2013

A A Craph L1.§ Projection of life expectancy at birth in
in Bulgaria for both males (20.3 vears) and EUROPOP2013, women (in years)
females (23.4 years) (see Graph I.1.7 and Graph
1.1.8). -
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Graph[.1.4: Life expectancy at birth, women (in y ears)
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Graph [.1.9: Net migrati on flows 1961-2060
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1.1.3. MNet migration flows

Past trends and driving forces

European countries have gradually become a
destination for migrants, starting in the 1950s in
countries with post-war labour recruitment needs
and with colonial past (see Graph 1.1.9). Overall,
the average annual net entries for the EU more
than tripled from around 198,000 people per year
during the 1980s to around 750,000 people per
year during the 1990s. High clandestine migration
also marks the decade of the 1990s.

In the beginning of the 2000 the net migration
flows to the EU countries increased markedly
reaching 1.8 million in 2003 and staying at levels
above or close to 1.5 million until the onset of the
financial and economic crisis, when net migration
in the EU dropped sharply to around 700,000 in
the years 2009-2011. In the last two years net
migration flows have again increased, reaching
pre-crisis levels (1.7 million) in 2013,

Net migration flows ('® per country are
characterised by high variability. Traditionally,

"%y Due to difficulties in having for each Mermber State good
statistics of the migration flows, net migration 1s measured
as the difference between the total population on 31
December and 1 January for a given calendar year, minus
the difference between births and deaths (or natural
increase). The approach is different from that of subtracting
recorded emigration flows from imrmigration flows
Notably, when operating like that, the "net migration" not

Germany, France and the UK record the largest
number of arrivals in the EU, but in the last decade
there was first a rise of migration flows to Italy,
Spain and Ireland that switched from countries of
origin to destination countries. Since 2009 the
gituation has changed again, with significant
outflows from Spain and Treland.

The EUROPOP 2013 projection

Net inflows for the EU as a whole are projected to
increase from about 874,000 people in 2014 to
1,364,000 by 2040 and thereafter declining to
1,037,000 people by 2060 (an annual inflow of
0.2% of the EU population).

only records errors due to the difficulty of registering the
rmigration moves, it also includes all possible errors and
adjustments in other demographic variables.
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Box I.1.1: Net migralion assumptions in the EUROPOP2013 projections

Like the assumptions on fertility and mortality, the
(net) migration assumptions are the combinarion of
three  components:  short-lenn (moweasting).
medmm-term (trends) and long-term assumptions

(convergence hypothesis).

The nowcasling melhod has been apphed o produce
sstimates for the vear 2013 only and — whenever
possible — it has made direct use of inputs from the
Mcmber States. It has also been used to intraduce
ad-hoe correclions [or countries where the nnpact ol
the latest population census had not yet been tully
mcorporated in the demegraphic figures. I'welve
countries (Belgium, the Czech Republic, Denmark,
Germany, Spain, Ttaly, Tithnania, Malra, Pornigal,
Filand, Sweden and the Umiled Kingdom) have
provided Eurostat with migration estimates for the
contirc vear 2013: these valucs have been dircetly
inchided in the projections. Some of thase countries
(nanely Denmurk, Spain, Finlund und Sweden) had
provided also the population broken down by single
age and scx on | January 2014. In thesc countrics
the net migration figure for 2013 was used only for
the sake ot demographic balance in 2013,

For other five countries (France. Hungary. the
Netherlands. Austria and Norway). the total nect
migrutionn was derivable mdirectly, as a residual
from the difference between the base population in
2014 and the (nowcasted) natral change in 2013.
Therefore, data on toral net migradon for 2013 were
avilable - direclly orindirectly  for 17 couniries.
Of the remaming 12 countries, only Slovenia and
Slovakia had provided some migration data referring
0 2013. For rhese two countries, the foral
mmngralion and lotal enngration Lor 2013 have been
estimated with a proportional rule. For the remaining
10 countrics for which no information on migration
was available for 2013 (Bulgaria, Estonia. Ireland.
Greece, Croatia, Cyprus, Latvia, Luxembourg.
Poland and Komania), migration assumptions for
2013 have been taken from the trend component.

The (rend componenl has been denved  ltom
statistical  modelling, with  demanding  data

requircments {*). Migration flows were measured in
terms of ner migration (%), compured a3 a residual
from the simual dermographic balance; by doing so,
fime series were usually available starting from the
year 1960,

Due lo the Igh vamabibity over lme ol el
migration and s dependency flom national
economic and political circumstances. there has been
no attempt to identify a common data gencrator
process  lor mogration. By using an oplanal
automatic selection method, an ARIMA model has
been specified for each country and used for the
extrapolation.

The lotal nel nograton lows bused o Lhe
convergence assumption are computed following the
same logic applicd in the previous TUROPOP2010
exercize. The convergzence model assumes ner
migration o converge Lo zero e very Lir luture
(the convergence year) (*). Intermediate values for
total nct migration arc obtained by mcans of a
double linear interpolation between metr migration
levels in the last observed year and zero n the
convergence year, the intermediate point being
obtained as an average of the last 10 vears. In case a
couniry has a negative intermcdiate point. the
convergence 1s brought lorward o 2033, 11 order o
avold negative net migration for a very long peried.
Such double linear interpolation, firstly between the
last cbzerved vear and the intermediate poimt and
then belween [hal same mlenmediale poimt and (he
convergence yeal, ls lmplemented to reduce the
mmpact of the high variability of recent nugration
levels on the projected values.

The preliminary time scrics of projected total net
migration 1s then computed by a weightsd averags

() Unlotiunalely, migraiion is well known o be e
demographic compenent which is most affected by
lacks n data availability and quality.

() Although Eurostat is regularly colleeting immigration
and emigration datz from the CU Member States,
such a dalasel 15 shll al an early slage and 10 does nol
allow an analysis of long-torm trends

(') 1t should be notzd that zero net migration does not
imply zero migretion bur only equality of rofal
immieration and emigration levels, and differences in
the zge and sex pallerns of rrrpigranls and anmgrants
may still affzet the population struehmre.

[Continved on the next pags)
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Box fcontinued]

of the three components; noweasting, tends and
convergence. In summary, the total net migration is
taken from nowcasting tor the very first year of
projections, from the tend component for the
following five vears, and from the convergence for
the long term. For the medium term, the assumptions

are o mix of trend and convergence components,

This set of assumptions is turther moditied to take
inte aceount the demographic changes going on
the countries. It is assumed that part of the decline
in the (natural) working-age population size will be
offset by immigration. An (additional) inunigration
flow is then computed in a proportional fashion to
the shrinkage of the population in working ages. By
doing so, immigration assumptions are — (0 some
extent — explicitly driven by a demographic factor.
This additional guantity of mmmigration is fnally
added to the net migration previously obtained to
complete the migration assumptions.

The cumulated net migration to the EU over the
entire projection period is 55 million (about 11%
of the EU population in 2013, see Graph 1.1.10), of
which the bulk is concentrated in the euro area (40
million). Net migration flows are projected to be
concentrated to a few destination countries: Italy
(15.5 million cumulated up to 2060), the UK (9.2
million), Germany (7.0 million) and Spain (6.5
million). According to the assumptions, the change
of Spain and Ttaly from origin in the past to
destination countries would be confirmed in the
coming decades. For countries that currently
experience a net outflow (BG, CZ, EE, IE, EL, ES,
HR, CY, LV, LT, PL, PT and RO), this is
projected to taper off or reverse in the coming
decades.

Graph[.1.10:  Projection of net migration flows in
EUROPOP2013 over the period 2013-2060
cumulated as a percentage of the population in
2013

)

o

s

— amill
IRSTITTTITIIN ]

ERERN - A AR N - L R

Seurce: Commission services, Eurostat, EUROPOP2013

1.1.4. Owverall results of the EUROPOP2013
populdation projection

Due to the dynamics in fertility, life expectancy
and migration the age structure of the EU
population will change strongly in the coming
decades. The overall size of the population is
projected to be slightly larger by 2060 but much
older than it is now. The EU population is
projected to increase (from 507 million in 2013) up
to 2050 by almost 5%, when it will peak (at 526
million) and will thereafter decline slowly (to 523
million in 2060).

There are wide differences in population trends
until 2060 across Member States. While the EU
population as a whole would be larger in 2060
compared to 2013, decreases of the total
population are projected for about half of the EU
Member States (BG, DE, EE, EL, ES, HR, LV,
LT, HU, PL, PT, RO, SI and SK). For the other
Member States (BE, CZ, DK, IE, FR, IT, CY, LU,
MT, NL, AT, FI, SE and UK) an increase is
projected. The strongest population growth is
expected by FUROSTAT to be in Luxembourg
(+111%) due to the projected very high net-
migration, Belgium (+38%), Sweden (+36%),
Cyprus (30%0) the United Kingdom (+25%0). The
sharpest decline is expected in Lithuania (-38%),
Latvia (-31%), Bulgaria (-25%), Greece (-23%)
and Portugal (-22%0) (see Graph 1.1.12).
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In 2013, the Member States with the largest
population were: Germany (81 million), France
(66 million), the United Kingdom (64 million),
Italy (60 million) and Spain (47 million).
According to Eurostat, in 2060, the UK would
become the most populous EU country (80
million), {followed by France (7¢ million),
Germany (71 million), Ttaly (66 million) and Spain
(46 million).

The population pyramids presented in Graph 1.1.11
show that the age structure of the EU population is
projected to change dramatically. Tn 2013 the
median age for males and females is 40 and 43
years old respectively. In 2060, it is projected to
rise to 45 and 47, respectively, as the number of
elderly people is projected to account for an
increasing share of the population, due to the
combination of the numerous cohorts born in the
1950's and 1960'%s and the continuing projected
gains in life expectancy. At the same time, the base
of the age pyramid becomes smaller due to below
replacement fertility rates in the last decades. As a
consequence, the shape of the age-pyramids
gradually changes towards more evenly sized
pillars. A similar development is projected for the
euro area.

Graph I1.11:  Population pyramids {n thousands), EU and E4, in

2013 and 2060
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Graph[.1.12:  Projection of the total population {percentage and absolute change for the period 2013-2060)
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Table L1.1 Peaks and troughs for the size of the total population and the working-age population

Tetal population (n millions) Working-age popuiation 20-64 n millions)

Peak % change Trough % change Peak % change Trough % change

0M3-ahe vdue vear I013-peak  waue wear  peai-trough | 2013-habe salue ear Hi3-peak  alue war  peak-trough
S 1.2 15.4 060 o 1.z 013 I 67 g2 2060 B [H 2013 -10.3%
BG 73 73 M3 00% 55 2060 -248% 45 45 203 00% 27 2060 -418%
-4 0.5 1.1 055 55% 105 M3 £.3% &7 &7 03 00% 55 2058 -155%
DK 58 65 2060 16.5% 56 M3 142% 33 35 2055 73% 33 2013 43%
DE g3 2.3 0z 00% Lk 2060 120% w7 w7 013 00% 54 2060 288%
EE 12 12 M3 00% 1.1 2060 172% if] if] 203 00% 05 2058 326%
E 45 53 060 14.3% a5 029 122% 27 28 2060 6% 15 2047 12.1%
EL 1.0 1no 03 00% 36 2060 225% 1] 1] 203 00% 42 2060 36.4%
E$ %6 %6 M3 00% .4 034 4.7% 20 20 03 00% 124 2040 12.0%
FR 8.7 w7 2060 15.1% w7 M3 13.1% 73 T 2060 42% 74 2038 53%
HR 43 43 M3 00% 37 2060 12.1% 26 26 203 00% 10 2060 26.6%
m 0.z 7.1 048 11.4% W0.E M3 102% .1 w7 2024 15% 343 2060 45%
cy 02 11 060 5% 02 M3 T28% 0f 0f 2060 60% 05 2020 27%
[ 20 20 03 00% 14 2060 307% 12 12 203 00% 07 2058 -445%
LT 20 20 M3 00% 12 2060 3B1% 12 12 203 00% 0a 2058 20.0%
Lu 05 1.1 2060 105% 05 M3 525% 03 06 2060 #.8% 03 2013 45.2%
HU 22 22 M3 00% 9z 2060 7.5% 62 62 203 00% a7 2060 245%
T 04 05 2060 127% 04 03 13% 03 03 203 00% 0z 2060 T5%
HL 16.8 77 2037 52% 1.2 M3 4.0% 10.1 10.1 203 00% 20 2060 7%
AT 35 a7 2050 15.0% 85 03 130% 52 5 2021 9% 41 2060 H3%
L X3 %5 M3 00% E<h 2060 128% 0 0 203 00% 164 2060 5%
FT 0.5 0.5 013 00% 82 2060 31 6% 63 63 013 00% 41 2060 35.4%
RO a0 @0 M3 00% 7.4 2060 120% 125 125 203 00% 28 2060 206%
H z1 z1 024 15% z0 2060 1.5% 13 13 203 00% 10 2056 21.4%
3K 54 54 M7 0.1% A6 2060 150% 26 26 203 00% 22 2060 T2
Fl 54 63 2060 145% 54 03 129% 3z 33 2047 33% 31 2023 438%
SE 95 12.1 2060 FI% 95 M3 Z66% 56 &4 2060 5% 55 2013 19.0%
UK £4.1 0.1 2060 35.0% 6.1 3013 300% 73 413 2060 10.7% 378 3013 95%
HO .1 [H 2060 5% .1 Z01E T 30 £l 2060 %6 20 2013 EE)
EU s07.2 5256 048 35% s07.2 013 3.5% 307.6 307.6 2013 00% 268.7 2060 126%
Ef. 3345 345.2 2045 32% 3345 2013 3.1% 201.7 201.7 2013 00% 1755 2058 12.0%

Seurce: Commission services, Eurostat, EUROPOP2013.

The proportion of young people (aged 0-19) is
projected to remain fairly constant by 2060 in the
EU28 and the euro area (around 20%0), while those
aged 20-64 will become a substantially smaller
share, declining from 6196 to 51%. Those aged 65
and over will become a much larger share (rising
from 18% to 28% of the population), and those
aged 80 and over (rising from 5% to 12%) will
almost become as numerous as the young
population in 2060 (see Graph 1.1.13 and Graph
1.1.15).

As a result of these different trends among age-
groups, the demographic old-age dependency ratio
{people aged 65 or above relative to those aged 15-
64) is projected to increase from 27.8% to 50.1%
in the EU as a whole over the projection period.
This implies that the EU would move from having
four working-age people for every person aged
over 65 vears to only two working-age persons.
For the EU and the EA the working-age population
is projected to shrink starting from the beginning
of the projection period (2013) by around 13%
during the projection period (see Table 1.1.1).
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Graph[.1.15:  Projected change of main population groups (in % change over the period 2013-2060)
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Source: Comirission services, Furostat, EUROPOP2013.

The increase in the total age-dependency ratio
{people aged below 20 and aged 65 and above over
the population aged 20-64) is projected to be even
larger, rising from 64.9% to 94.5%. () The
difference is noticeable among individual EU
Member States. A relatively small increase in the
total age-dependency ratio (less than 20 p.p.) is
projected in Belgium, Denmark, Ireland, France,
and Sweden, while in Bulgaria, Poland, Slovenia
and Slovakia an increase of 40 percentage points
or more is expected by 2060 (see Graph 1.1.14).

(*® The increase in the total age-dependency ratio defined as
pecple aged 14 and below and pecple aged 65 and above
over the population aged 15-64 13 projected to rise from
51.4% to76.6%
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Graph[.1.14:  Dependency ratios {in percentage)
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Seurce: Commission services, Eurostat, EUROPOP2013.
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1. 1.5, Comparison with the 2012 Ageing
Report

Total fertility rates in the EU are marginally higher
in the EUROPOP2013 projection compared with
the EUROPOP2010 projection, particularly at the
end of the projection period (up by 0.06 in 2060).
This pattern is especially the case in CZ, DE, EE,
LV, LT, LU, HU, MT, RO and SI ¢higher by about
0.1 or more in 2060). Conversely, the total fertility
rate is projected to decline by 2060 compared with
EUROPOP2010 in TE, EL, ES, NL and SK (Table
L.1.2).

In the EU, life expectancy at birth is expected to be
higher in EUROP2013 than in the previous
projection, particularly for men and at the
beginning of the projection period (2013). The
largest increases in 2013 (of 0.5 years or more) for
males occurred in DK, EE, 1IE, IT, LU, HU, MT,
SI and FI. The increase in life expectancy at birth
for men is expected to wind down at the end of the
projection period, with rises of only 0.1 for men
(and unchanged for women).

With the notable exception of Italy, net migration
inflows into the EU as a whole, particularly in
some MSs (DE and ES), are lower in the
EUROPOP2013  projection compared  with
EUROP2010 in 2013 by about 1.1 million

people. (™)

Based on the set of all demographic assumptions,
in the EU the population in 2013 is estimated to be
3.2 million people smaller compared with the
EUROP2010 projection. By 2030, the population
is projected to be about 7.9 million people smaller
and by 2000 about 2.6 million people larger
(+0.5%). The higher population in 2060 mostly
reflects positive developments in the working-age
population.

The increase in the old-age dependency ratio
(persons aged over 64 in relation to persons aged
15-64) is lower in the EUROP2013 projection
compared with EUROPOP2010 (Table 1.1.3). )

(™ For DE the reduction in net migration in 2013 is of
technical nature. Tt 15 caused by the negative impact of the
most recent census cn the 2013 population. This impact is
attributed to net migration according to the Eurostat
methodology (see Box 1.1.1 above),

™y The increase in the old age dependency ratio is projected to
be higher in 4 countries (EL, PT, 8K and UK). However,
due to changes n the projected population structure over

The increase in the total dependency ratio
(population under 15 and over 64 in relation to the
population aged 15-64) is also lower in the current
prajection exercise compared with the previous
one.

tirne, the average old age dependency ratio in 2013-2060 is
projected to be higher 1n 12 countries (EE, IE, EL, ES, CY,
LV, LT, NL, FT, &1, 8K and UK).
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Graph[.1.15:  Projection of changes in the siructure of the EU population by main age groups (in %)
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Sourca: Cominission services, Furostat, EUROPOP2013.
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Graph[1.16

Population of main gengraphic areasand selected couniries as parcenia ge of the world population, 1950, 2010, 2060, 2100
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Seurce: UM World Population Prospects: The 2012 Revision.

1.1.1. Population ageingis o glokbal

phenomenon

Population ageing is a well-known phenomenon
and challenge not only in the EU. Similar trends
are present also in other parts of the world, but to
varying degrees (see Graph 1.1.16). The UN
population statistics and projections provide a
source for demographic trends in a global
perspective. (%) The world population share of the
current EU Member States declined from 14.7% in
1950 to 5.1%6 in 2010, and it is expected to drop to
4.7% in 2060, despite the projected net migration
flows. The world population shares of Japan,
China and the US were also declining over the last
six decades. These declining trends over the period
1950 to 2000 are in contrast with increasing world
population shares in Africa, Asia and Latin
America. Going to 2100, continuous declines are
projected for the EU, Japan and China, while the
US population share is expected to stabilise.

Africa's world population share is projected to
increase at the fastest rate of all continents to over
28% in 2000, In Asia, a slight decline is expected
though it is projected to still account to well over
50% of the world population in 2050, The decline
is particularly evident for China, where the world
population share is projected to fall from 19.6% to
13.2% between 2010 and 2060. The population of

(™) The United Nations Population Division produces global
populatien projections revised every two years. The latest
projections are the 2012 Revision.

the European continent will become relatively
smaller by 2060 with its share shrinking by 3.7 p.p.
(from 10.6% to 6.995). The world population
shares of Northern America and the US (5.1% and
4.6%, respectively in 2010) will decline only
marginally. The other regions of the world will
roughly keep their share in the sharply growing
world population (an increase of over 3 billion
persons or 44%, from 6.9 billion in 2010 to 10.0
billion in 2060). Going to 2100, ancther 0.9 billion
persons would be added to the world population.

Looking at the age structure in the UN projections,
it can be seen that Europe is currently the oldest
continent with the highest old age dependency
ratio, and will remain so until 2060 (see Graph
1.1.17). By 2100, Latin America is projected to
overtake Europe. Other parts of the world are
however also experiencing a dramatic ageing of
their populations, with old-age dependency ratios
climbing to levels clearly above the ones now in
Europe on all continents except Africa. The
demographic change is pronounced in particular in
China, where the old age dependency ratio is
prajected to be at similar levels to the Furopean
one at around 509 in 2100. While the old-age
dependency ratios are projected to reach 35% to
5096 for Asia as a whole as well as Oceania,
Northern America and Latin America, Afiica
remainsg the only continent with a relatively low
old-age dependency ratio at the end of the
prajection period (at 11% in 2060 and 229 in
2100).

2%
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Graph [.1.17. Old age dependency ratio (people aged 65 or ab ove reative to the working-age population) by main geographic areas and

selected countries (in percentage), 1950, 2010, 2060, 2100
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2.

2.1. LABOUR FORCE PROJECTIONS

2.1.1. Infroduction

Despite large cross-country labour force variability
in the EU, some stylised facts need to be taken into
account in ary projection exercise. They can be
summarised as follows:

® participation rates of prime-age male workers
(aged 25 to 54), at around 90%, remain the
highest of all groups, although showing signs
of marginal decline. The participation rates of
men aged 55 to 64 years, which had recorded a
steady decline in the past twenty five years, are
showing clear signs of a reversal in most
countries since the turn of the century, mostly
due to pension reforms, raising the statutory
retiremnent age or the state pension age;

e women participation rates have steadily
increased over the past twenty five years,
largely reflecting societal trends and pension
reforms;

* participation rates of young people (aged 15 to
24 years) have declined, mostly due to a longer
stay in education, but also to unfavourable
cyclical developments.

Given these trends, the main drivers of the
projected change in the total participation rate will
be changes in the labour force attachment of prime
age women, older workers (especially women)
and, to a lesser extent, young people.

2.1.2. Theimpact of legislated persion reforms

The cohort simulation model (CSM) is used to
project participation rates. A strong point of the
CSM is its ability to take into account the expected
effects on the participation rate of older workers of
legislated pension reforms, (**) including measures
to be phased in gradually. A description of past
legislated pension reforms that have an impact on
future participation rates, covering a total of 27 EU
Member States, is provided in Box 1.2.1 of "The
2015 Ageing Report, Underlying Assumptions and

(™ Enacted until 1 April 2015 (see footnote 3).

MACROECONOMIC ASSUMPTIONS

Projection Methodologies”, European Economy
No 8/2014.

Estimation of the effects of pension reforms
highlights the following stylised fact. Although the
age profiles of the probability of retirement vary
across countries, reflecting the heterogeneity of
pension systems, a common feature is that the
distribution of retirement decisions is markedly
skewed towards the earliest possible retirement
age. In fact, a typical distribution of the retirement
age tends to have spikes/modes at both the
minimmum age for early retirement and the normal
(statutory) retirement ages (or the state pension

age). (*)

A comprehensive assessment of how to shift the
distribution of retirement ages ultimately depends
on the considered judgement of all the relevant
factors underlying retirement decisions. This
assessment is carried out by Commission Services
(DG ECFIN) in close cooperation with EPC-AWG
delegates.

The average exit ages for 2060 presented in Graph
1.2.1 are calculations based on participation rates
before and after the impact of pension reforms. It
gives us a summary measure of the long term
impact of enacted pension reforms in 27 Member
States. ()

Projections show an average increase of
approximately 2% years in the effective retirement
age for men. (* In Greece, Italy, Slovakia,
Hungary, Spain, Denmark, Cyprus, the
Netherlands, and the Czech Republic the expected
increase exceeds 3 years. The expected increase in
the retirement age of women is slightly higher
(about 3 vears on average), reflecting in a number
of countries the progressive convergence of
retirement ages across genders.

(") For example, let us assume that in a given country the
(historical) retirement probability is concentrated at age 58,
while a reform ends with early retirement schemes or
increases the minimum years of contribution. In order to
calculate the impact of this reform, the peak of the
retrernent probability distribution 1s shifted away from the
historical peak of 58 years and moved closer to the
statutory retiremnent age.

) All EU Mermber States except Luxembourg and Sweden,
and Norway.

) Non-weighted
considered.

average of the 26 Member BStates
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GraphL2.1: Impact of pension reforms (1) on the average effective retirement age from the labour force (2)
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(1) Enacted until Jamary 2015 a the latest (see footnote 1 page 1)
(2) Based onthe age group 50-70
Setrce: Commission services, EPC

Graph 1. 2.2 shows the estimated impact of pension
reforms on participation rates. In most of the 26
EU Member States that have recently legislated
pension reforms, they are projected to have a
sizeable impact on the labour market participation
of older workers (aged 55 to 74), which depends
on their magnitude and phasing in.

Overall in the EU, the participation rate of older
people (55-74) is estimated to increase by about 4
pp in 2020, 10 pp in 2040, and 11 pp in 2060 due
to the projected impact of pension reforms. In the
euro area, the impact is estimated to be even larger
about: 5 pp, 11% pp, and 12% pp, respectively, in
2020, 2040, and 2060. In Denmark, Greece, Ttaly,
Cyprus, Hungary, and Slovenia the impact is
estimated to be close or above 7 pp already by
2020, but in a large number of countries it is
projected to be more than about 9 pp by 2040,

32

It should be recalled that total participation rates
are mainly driven by changes in the participation
rate of prime-age workers (25-54), as this group
accounts for about 609% (50%) of the total
population, for the age groups 15-64 and 15-74,
respectively. Therefore, even these significant
projected rises in participation rates for older
workers will only have a rather limited impact on
the total participation rate. For exarnple, the 11 pp
increase in the participation rate of workers aged
55 to 74 vears in the EU will lead to an increase in
the total participation rate (15-74) of only about
31 pp by 2060.
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Graph[.2.2: Prajected impact of pension reforms on participation rates (2020, 2040, 2060) in percentage points- comparison of projections
with and without pension reforms
- 2020
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Source: Commission services, EPC

1.1.2. Projection of paricipation rates

The outcome of the CSM vyields a rightward shift
in the age profiles of participation rates,
particularly visible for ages 50+, reflecting the
combined effect of the rising attachment of
younger generations of women to the labour
market, together with the expected impact of
pension reforms.

Graph 1.2.3 presents an overview of participation
rate projections between 2013 and 2000 broken

down by age groups and gender. By large, the
biggest increases in participation rates are
projected for older workers (around 21 pp for
women and 10 pp for men) in the EU for the age
group 55-64, (') influenced by pension reforms
and societal trends affecting women participation
rates. Consequently, the gender gap is projected to
narrow substantially in the period up to 2060.

(") Comparing with more 13 pp and 6 pp, respectively, for the
age group 35-74.
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Graph [.2.3:

Participation rates
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Graph [.2.4:

Parcentage changes in total labour supply of the population aged 20 to 64 (2013-2023, 2023-2060) (1)
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(13 Countries ranked in ascending order of total changes over the period 2013-2060.

Seurce: Commizsion services

The total participation rate (for the age group 20-
64) in the EU is projected to increase by 3.5 pp
(from 76.5% in 2013 to 80.1% in 2060). In the
same period, women's participation rate is
projected to increase by about 6 pp compared with
1 pp for men.

Although the participation rate of total prime age
workers (25-54) in the EU is projected to remain
almost unchanged between 2013 and 2060, at
about 851495, this is the outcome of opposite trends
by gender. In fact, women's participation rate is
projected to rise by about 2 pp, reaching 81.3% in
2060, while men's participation rate is projected to
decline by about 1 pp, attaining 90.3% in 2060.

1.1.3. Projection of lakbour supply

Labour supply projections are calculated by single
age and gender (by multiplying participation rates
by population values). Total labour supply in the
EU (and in the euro area) is projected to nearly
stabilise between 2013 and 2023 (age group 20-
64), while it is projected to decline by 8.2%
between 2023 and 2060, representing roughly
minus 19 million people. In the euro area, the
projected fall in labour supply between 2023 and
2060 is 9.2%, equivalent to about 14 million
people.

Graph 1.2.4 highlights the wide diversity across
Member States of labour supply projections,
ranging from an increase of 50.3% in Luxembourg
to a decrease of 34.0% in Lithuania (2023-2060).
The initial largely neutral trend across most
countries in the first ten years of the projections
(2013-2023) is projected to deteriorate after 2023,
when a large majority of countries are expected to
record a decline (20 EU Member States in total).

In the eight largest (in terms of labour force) EU
Member States, representing about 34 of the total
EU labour force in 2013, their prospective
evolution in the period 2013-2060 is strikingly
digsimilar (see Table 1.2.1), reflecting differences
in demographic prospects. Expected differences in
the annual growth rate of total labour force are
very significant, because they are "compounded”
over a long period. DE, PL. and RO are projected
to register average annual declines of between 2
and % of a pp, ES and NL are expected to register
a decline of about %4 pp, which are equivalent to
the EU average. Conversely, the UK, FR (and IT)
are expected to register expansions (stabilisation)
in the total labour force.
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Graph [.2.5: U loyment rate
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(1) Countries ranked in ascending order of the unemployment rate in 2013

Saurce: Cominission services, EPC

Tablel.2.1 Labour supply projections in the "largest” eight
EU Member States (1}
Total LF (20-64) Awg. annual growmth Impact on potential
(thousands persons) rate of the LF output groweth (1)

2013 2060 2060-2013

DE 40594 28910 -0.6% -0.3%

ES 22825 20261 -0.3% 0.0%

FR 29137 31582 0.2% 0.2%

IT 24493 24189 0.0% 0.1%

ML a210 7559 -0.2% 0.0%

PL 18149 12456 -0.8% -0.4%

RO 8560 5970 -0.8% -0.4%

Uk 30NT7 35132 0.3% 0.3%

EA 154853 140147 -0.2% 0.0%

EU 235358 215135 -0.2% 0.0%

(13 Impact of LF growth differentials relative to the EU average
Seurce: Commission services, EPC

2.1.5, Assumiptions on structurc
unemployment

As a general rule, actual unemployment rates are
assumed to converge to NAWRU rates by 2018,
corresponding to the closure of the output gap. On
their turn, NAWRU rates are assumed to
gradually (*) converge to the minimum of country
specific Anchors (¥) or the weighted median of
national Anchors, whichever is the lowest.
Furthermore, for those countries where current
NAWRU anchors exceed unemployment rates for
2060, as projected in the 2012 Ageing Report, only
half of that increase is retained. ¢%

Overall, the projected negative labour force growth
in the EU is mainly due to negative demographic
developments, given that participation rates over
the period — especially for older workers and
women - are projected to continue to increase.

(®) The gradual convergence is assumed to be completed by
2040

) Under the guidance of the EPC-OGWG and with the twin
objectives of inproving the medium term framework for
fiscal surveillance up to T+10 (currently 2023), and
cotrecting for the counter cyclicality of the NAWERU, DG
ECFIN carried out some econometric work leading to the
estination of Anchor values for the NAWERT,

™ For the mehodology seer "The 2015 Ageing Repart:
Underlying Assumptions and Projection Methodologies',
European Economy, No. 8/2014, European Cormmission.
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Graph [.2.8:

Employment rates for the age group 20 to 64 (in parcentage) (1)
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Graph 1.2.5 presents the unemployment rate
assumptions. In the EU, the unemployment rate is
assumed to decline from 11.0% in 2013 to 6.6% in
2060. In the euro area, the unemployment rate is
expected to fall from 12.1% in 2013 to 6.7% in
2060.

2.1.6. Employment projections

The total employment rate (for persons aged 20 to
64) in the EU is projected to increase from 68.4%
in 2013 to 72.2% in 2023 and 75.1% in 2060. In
the euro area, a similar development is expected,
with the employment rate attaining 74.7% in 2060
{Graph 1.2.6).

The number of persons employed (using the LFS
definition) is projected to record an annual growth
rate of only 0.2% over the period 2013 to 2023 (a
deceleration from 0.4% over the period 2003
2013), which is expected to revert to -0.2% over
the period 2023 to 2060 (Graph 1.2.7). The
outcome of these opposite trends iz a cumulated
overall decline of about 87 million workers over
the entire 2013-2060 period in the EU. The
negative prospects for population developments,
including the rapid ageing of the population, will
only be partly offset by the increase in (female and
older workers) participation rates and migration
inflows, leading to an overall reduction in

employment levels after the middle of the next
decade.
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Graph [.27: Employment growth rates for the age group 20 to 64 (average annual values) (1)
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Graph [.2.8: Employment projections, breakdown by age groups
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Seurce: Commission services, EPC

Mainly as a result of the ageing process, the age
structure of employment is projected to undergo a
number of significant changes. The share of older
workers (aged 55 to 64) in total employment (aged
20 to 64) is projected to rise by around one third,
rising from 15.4% in 2013 to 19.5% in 2060 in the
EU (Graph I1.2.8). In the euro area, it is projected to
rise by slightly more, reaching about 2096 in 2060.
The projected increase is about 50% or more in
Greece, Spain, Slovakia, Italy, Portugal, Hungary
and Slovenia.
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Graph [.2.9: Effective economic old age dependency ratio - inactive population aged 65 and more over eanployment (20-74) — (1)
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2.1.7. The balonce of norrworkers o workers:
economic dependency ratios

The effective economic old age dependency ratio
is an important indicator to assess the potential
impact of ageing on social expenditure,
particularly relevant for pay-as-you-go pension
systems. This indicator is calculated as the ratio
between the inactive elderly (65+) and total
employment (either 20-64 or 20-74). The effective
economic old age dependency ratio is projected to
rise significantly from 41.5% in 2013 to 64.5% in
2060 in the EU {(employed aged 20-74). In the euro
area, a similar deterioration is projected from
44.6% in 2013 to 66.4% in 2060 (Graph 1.2.9).

In 2060 across EU Member States, the effective
economic old-age dependency ratio is projected to
range from less than 55% in Denmark, Sweden,
the TUnited Kingdom, Cyprus, Ireland,
Luxembourg and the Netherlands, to more than
75% in Portugal, Croatia, Romania, Poland,
Bulgaria and Slovakia (emploved 20-74).

The total economic dependency ratio is a more
comprehensive mdicator, which is calculated as
the ratio between the total inactive population and
employment (either 20-64 or 20-74). It gives a

measure of the average number of individuals that
each employed "supports”. It is expected to
stabilise in the period up to the middle of the next
decade around 120% in the EU, and then to rise to
close to 135% by 2060 (employed 20-74). A
similar evolution is projected in the euro area. The
projected development of this indicator reflects the
strong impact of the ageing process, after the
middle of the next decade, in most EU Member
States (Graph 1.2.10).

However, there are large cross-country differences.
In Romania, Slovakia, Poland, Bulgaria, Estonia
and Lithuania it is projected to increase by 30 pp
or more between 2013 and 2060, while in others
(France, Cyprus, Denmark, Spain, Greece, the
Netherlands, Hungary and Italy) it is projected to
rise by 10 pp or less.
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Graph[.2.10:  Total economic dependency ratio - total inactive p opulation over employment (20-74) — (1)
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(1) Countries ranked in ascending order of the total economic dependency ratio in 2080
Sourca: Cominission services, EPC

1.4%. Developments in the eurc area are very
2.2. LABOUR PRODUCTIVITY AND GDP close to those in the EU as a whole, about 0.1 pp
lower.

2.2.1. Mdinresults of the projectiors — baseline

R For four periods, Graph 1.2.12 plots average per

capita potential GDP growth rates. Eventually,

Graph.2.11;  Potential growth rates (annual average gr owth {(potential) growth rates stabilise at around 1%29%,

rates), EU aggregates although in the short- to medium-term they can be

affected by country specificities, such as cyclical

developments, periods of (protracted) economic
adjustment, and catching-up effects.

| m2013-2020 020212030 O2001-2040 @2041 -2093|

Seurce: Commission services, EPC

In the EU as a whole, the annual average potential
GDP growth rate is projected to remain quite
stable over the long-term (Graph 1.2.11). After an
average potential growth of 1.1% up to 2020, an
increase to 1.4-1.5% is projected over the
remainder of the projection horizon. Over the
whole period 2013-2060, the average annual
output growth rate in the EU is projected to be
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Graph[.2.12:  Potential GDP per capita growth rates (period averages) (1)
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In the period 2013-2023, GDP growth is assumed
to be higher than potential growth rates, reflecting
the gradual closure of negative output gaps. *1)
For the EUJ as a whole, GDP growth is assumed to
be 0.2 pp higher than potential growth rates.
However, there are significant differences across
Member States (Graph 1.2.14).

Potential growth is explained by labour
productivity and labour input, whereas the former
tums out to be the key driving factor. In the EU,
labour productivity is projected to growth slightly
below 1% between 2013 and 2020, and then
marginally increases and remain fairly stable
thereafter at around 1%% until 2060 (Graph
1.2.13). The projected increase in the period up to
2030 is due to the assumption of higher
productivity growth (through TFP) in the MSs
assumed to have a catching-up potential
Eventually, in 2060 all MSs are assumed to reach
the same productivity growth of 1.5%.

"y For the medium-term (until 2018), GDP estimates are
based on the Commission services economic forecast of
spring 2014 and subsequent data revisions are not included
in the projections (for more details see "The 2015 Ageing
Report, Underlymg  Assumptions  and  Projection
Methodologies", Eurcpean Economy Mo, 8/2014).

Graph 12.13:  Labowr productivity per hour, annual average
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Actual and potential GDP growth, annual average growth rates 2013-2023 (1)

Graph 12,14

M Potential growth

H Actual growth

(1) Countries ranked in ascending order of actual growth

Saurce: Cominission services, EPC
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Graph 12,15
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Total hours worked are projected to rise by 0.4%
(anmual average growth rate) in the period 2013 to
2020. (32) However, from 2020 onwards, this
upward trend is expected to be reversed and total
hours worked are expected to nearly stabilise
between 2020 and 2040 and then to decline by
0.2% between 2040 and 2060 (Graph 1.2.15).

There are major differences across Member States,
reflecting different demographic outlooks. In terms
of the annual average growth rate, a fall of 0.8% or
more is projected for Bulgaria, Latvia and
Lithuania. By contrast, an increase of 0.7% or
more on average is expected in Cyprus,
Luxembourg and Norway.

(™) The total number of hours worked is the product between
employment and hours worked per person Regarding
hours worked, the following assumptions are made: 1) total
amount of hours worked per person (in 2013) are kept
constant by gender and type of work (part-time versus full
time), and ii) the part-time share of total work by gender
and age groups (15-24, 25-54 and 55-74) are kept constant
over the entire projection period.
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Graph 12.16:  Labowr input (total hours worked), annual average
or ovrth rates
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The projected demographic changes after 2020,
with a reduction in the size of the labour force due
to a decline in the working-age population, are
projected to yield negative labour input growth for
the remainder of the period up to 2060 (Graph
1.2.16). Therefore, labour dynamics will drag down
GDP growth in the EU, the euro area, and in most
MSs, especially in the NMS from 2030 onwards.
The only significant exceptions (to a decline in
labour input) are Belgium, Denmark, Ireland,
France, Cyprus, Luxembourg, Malta, Sweden, the
United Kingdom, and Norway.
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Graph 1.2.17 breaks down labour productivity
growth between TFP growth and capital
deepening. Trends in TFP growth explain most of
productivity per hour growth. By assumption, TFP
growth converges to 1% by 2060 in all Member
States, which given a labour income share of 0.63
implies a labour productivity growth of 132% for
all MSs in 2060.

Graph[.2.17:  Detaminants of labour productivity: total factor
productivity and capital deepening (pp
coniributions for the annual growth rate in the
pariod 2013-2060)
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20 1
15 e
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oTFF o Capital deepening |

offset by the rise in the contribution of labour
productivity.

Table [.2.2: Breakdown of potential GDP growth in percentage
{avera ge annual values, 2013-2060)
EU28 EA
1 GDP growth in 2013-2060 1.4 1.3
Dua to % change in:
2=3+4 Produ ctivity 1.4 1.4
(GDP per haur worked)
of whicfr
3 TFP 049 04a
4 Capital deepening 0.4 0.8
S5=F+7+8+9 Labour input -0.1 -0.1
of whicfr
i} Total population 0.1 0.0
7 Employment rate o1 0.1
8 Share of working age population -0.2 -0.2
q change in average hours worked 0.0 0.0
10=1- GDP per capita growth in 20132060 1.3 1.3

Sezree: Commission services, EPC

2.2.2. Mdainresults of the projectiors — sk
sCendano

Graph 12.18:  Potental growth rates in the European Union

(avera ge annual values, 2013-2060)

Saurce: Commission services, EPC

For countries with a relatively low per capita GDP,
the capital deepening contribution is very high in
the first part of the projection period, reflecting the
assumed catching-up process of converging
economies. Then, the contribution gradually
declines to the steady state value of 0.5%.

Table 1.2.2 presents the usual growth accounting
breakdown. For the EU and the euro area, the
contribution of total population to the average
growth of potential GDP is only marginally
positive. However, this is more than offset by a
decline in the share of the working-age population,
pulling down growth by an annual average of -0.2
pp. As aresult, labour input contributes negatively
to output growth by about an annual average of
-0.1. Therefore, labour productivity growth is the
only source for potential output growth in the EU
and the euro area.

Sources of growth will change during the
projection period. The positive contribution of
labour input during the period 2013-2020 will turn
negative afterwards, although being more than

(NEN |

EUz3 EA EU15 MM5

HBaseline @ Lawer TFF frisk scenarial

Saerce: Commission services, FPC

In the risk scenario, TFP is assumed to converge to
0.8%, instead of 1.09%6 in the baseline. The risk
scenario provides a measure of the potential effects
on potential GDP growth of a less dynamic rise in
TFP as assumned in the baseline scenario. Potential
GDP would grow by 1.2% on average up to 2060,
compared to 1.4%% in the baseline scenario (Graph
12.18). (*

™) For a detailed presentation of all sensitw ity tests and policy
scenarios see Part I, Chapter 3, of thisreport.
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Graph1.2.19

Breakdown of Potential GDP growth (average annual growth rate)
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2.3. COMPARISON WITH THE 2012 AGEING
REFORT

23.1. Laoour force developments

For the EU as a whole, the impact of the great
recession on employment rates in 2013 is still
visible in the downward revision (-1.3 pp, Table
1.2.3) from the 2012 to the 2015 Ageing Reports.
By contrast, the employment rate is revised
upwards by 0.2 pp for the EU in 2060, reflecting
the closure of the output gap and the impact of
plamned pension reforms, which together with
cohort effects, are expected to raise the
employment rate of older workers by 1.2 pp in
2060.

Unemployment rates in 2013 have been revised
upwards by 1.9 pp in the EU as a whole, reflecting
worsening labour markets in a number of MSs,
such as BG, EL, ES, IT, CY and PT. Given the use
of a similar unemployment rate threshold of
around 7'5% in both the 2012 and 2015 ARs,
capping unemployment rates in underperforming
labour markets, results in a relatively unchanged
unemployment rate for the EU as a whole in 2060.

2.3.2. Productivity and GDP developments

Overall, the 2015 AR brings about marginal
changes regarding the potential GDP growth and
its drivers in the EU as a whole (Table .24 and
Graph 1.2.19). In the 2015 AR, potential GDP is
projected to rise on an annual average growth rate
of 1.4% in the EU in the period 2013-2060,

unchanged from the 2012 AR. The potential GDP
growth rate in the euro area is expected to be 1.3%
(-0.1 pp compared with the 2012 AR). In the EU,
this stabilisation results from an increase of labour
input (+0.1 pp) which is exactly offset by a decline
in productivity per hour worked (-0.1 pp). Across
the EU, the following MSs registered a decline in
potential GDP growth rate of 0.2 pp or more on an
annual average in the period 2013-2060; IE, EL,
ES, NL, PT, SK and the UK. Conversely, the
following countries registered an improvement in
potential GDP growth rate of 0.2 pp or more on an
annual average in the period 2013-2060: DK, LV,
LU, HU, MT, RO, SE and NO.
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3 o  SENSITIVITY TESTS

Table L.3.1 Ovearview of sensitivity tests

Unchanged policy sceharios Changed policy scenario

Popubatiom Lahour force Productivity
3 ; " Thzhe anploymetrate | Thghe ower Bhow Tower IFP (miok Tinding Telirament age vih increases in bie
HighYife expectancy Lower Higher Tate e Productivity SeTariv’ spectancy

4 sconsric withthe |4 scenasin with the

ermplogment rate heivg 2 [ermplogment s of |4 scenarin writh lahony

b p igler compaed  |[olderwrorhers (55.749)  |pioduetivity growih
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pecjection for fhe sge-  |compasd with e commengs 1o 2 . . 4
4 scenario with an v p 2064, The lbaseline projection The |poductivity growthate [*270 Ufﬁ;“”“‘ E’};&ﬁﬁw fom ﬂh:el"b”t;‘“ “.‘“MEE
ivere ase of Life 4 scanarinwith 200 fircresss s intreduced  [incwsase is introduced  [orbichis 023 cm"i'ﬁ“‘?e p : o :ﬁ:s'n]:md i .ga‘::f“‘
expactarey sthirthof  |less nuigration conpard [lirearly over the period [livesrly overthe perind |paints kighesflovrer than | 2255 720 Yo | enpesiatiny and gk ik pennnne s

torcs ye.as by 2060
compazed writh the
aseline projection.

ith theb aseline
prciection.

[2016-2025 and remains

[2016-2025 and remains

in the baseline scerario.

104 WEIT).

icher thereat e aft ;

225 lighes t — oe e ]“glr‘::m o | The inausase is iy [PrT conrergee cldervrotkers leaving prematirely the the
e is assamed fobe  [vale of fhis group of  |during the period 2016- h’:“i‘l‘;ﬂ;uj year,ie Laburwarket

chicved bylowering  workes is asumed o |2025, and remrmins 025 [* :

e rute ofstctmal  |be whisved flumgha  |pp. shavarbelow the

boremployrent (e reduction of the inartive [baseline thereafter.

[population.

the lates t cuttorn year,
i.e. 2013, and the perind

Potential increase inlaboar supply due o
linding is veduced by 25% to acoount for

Seurce: Commission services, EPC

3.1.

OVERVIEW OF ALTERNATIVE SCENARIOS

Besides making projections based on the baseline
scenario agreed in the AWG, an additional set of
seven (unchanged policy) scenarios and one policy
scenario are considered to assess the possible
impact of various elements on the macroeconamic
and budgetary variables. (*") Sensitivity tests are
an indispensable element of (long-term) budgetary
projections, in order to quantify the responsiveness
of results to changes in key drivers, such as
macroeconomic and population variables, together

with  policy

"confidence
uncertainty.

assumptions,

intervals"

thereby

in order

to

providing
gauge

In addition to seven sensitivity scenarios a policy
change scenario has also been considered, namely
linking retirement ages with increases in life
expectancy (Table 1.3.1). (*)

3.2,

PROJECTION RESULTS

Developments in GDP growth can be broken down
into labour productivity per hour worked and
labour input (Table 1.3.2). The former turns out to
be the key determining factor of (potential) long-
term growth (Graph 1.3.1 and Table 1.3.2). In the

(™) Mote the existence in Table I3.1 of both a higher and a
lower labour productivity scenarios.
™) For more details see Part I, Chapter 5, ¢ Sensitivity tests")
of "The 2015 Ageing Report — Underlying assurmptions and
projection  methodologies",

8/2014.

European Ec

onomy Mo

EU as a whole, average per capita GDP growth is
projected to fall from 1.3% in the baseline scenario
to 1.1% in the risk scenario, while being expected
to rise to 1.4% in the policy scenario, and to 1.5%
in the high labour productivity scenario.

In the EU, anmual average potential GDP growth
rates over the period 2013-2060 range firom 1.16%
in the lower TFP scenario (risk scenario) to 1.59%%
in the higher labour productivity one, ie. a 43
basis points difference. This basically reflects
changes in labour productivity per hour worked, as
changes in labour input growth are smaller,
ranging from a minimum of -0.14% in the lower
migration scenario to a maximum of 0.06% in the
higher employment rate of older workers one, ie. a
20 basis points difference (Table 1.3.2).

Although overall in the EU, the contribution of
labour input is projected to be relatively marginal
over the period 2013-2060 (-0.05% in the baseline
scenario), in NMS its contribution is projected to
be more negative (-0.53% in the baseline
scenario), reflecting less favourable demographic
developments (Graph 1.3.3). However, due to
expected positive catching up effects, stronger
growth in labour productivity per hour is expected
to more than offset labour input developments
(Graph 1.3.4).

As regards the policy scenario, linking retirement
ages with increases in life expectancy partially
insures against the risk of a negative productivity
shock (i.e. the risk scenario). In fact, in the ElU as a
whole, in the risk scenario (lower TFP) potential
GDP growth is expected to increase only by 1.16%
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Potential GDP growth rates (five years centr ed moving average) - European Union
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per vear (on average over the period 2013-2060)
down from 1.38% in the baseline scenario,
whereas in the policy scenario, GDP growth is
expected to be 1.45%. Conversely, in the high
labour productivity scenario, potential GDP
growth is project to be at 1.59% (Graph 1.3.2).
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Graph [.3.2: Potential growth rates in the European Union (average annual values, 2013-2060)
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Table 1.3.2 Breakdown of p otential GDP growth in % by scenario (average annual values, 2013-2060)
~bear —— GOFper
GOPgowth poduobivty oo Capital Laboerr Tota! G playment .,fm :;e i“:’:::’ capita
iN2ME-2E0  (GEP per deepering inpet population rate growthin
o worked ) population o wated o1 o
Scenerio 1=2+5 2=3+1 3 4 5=0+7+5+ [ 7 3 g 10=16
Baseline 14 14 Jik] 05 04 0.1 0.1 02 001 13
Lower TFP (risk scenario) 12 12 0 04 04 o1 o1 -0z 00 1.4
High life expectancy 1.4 14 09 0s 0.0 o1 01 02 001 1.3
Lower migration 13 14 1] as 04 a1 a1 03 Eulir] 1.2
Higher employment rate 1.4 14 09 s 0.0 [k 01 0z 003 1.4
Higher employment rate older workers 18 14 09 0s 04 o1 01 02 oog 1.4
Higher labour productivity 1.6 16 11 as 04 o1 a1 -0z Euliy] 1.5
Lower [abour produdivity 12 12 o7 s 04 ik 01 -0z 001 1.4
P olicy scenario - Linking retirement age to Life expectancy 1.4 14 04 0.5 0.0 0.1 02 02 000 1.4

Source: Cominission services, EPC
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Graph [.3.3: Labour input by country grouping (average annual rates, 2013-2060)
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Graph [.3.4: Labour productivity per hour (annual average growth rates, 2013-2060)
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1.

1.1. INTRODUCTION

PENSIONS

Given the prominent role of the State in pension
provision in the EU countries, the main emphasis
of the projections is on public pensions. &9 A
broad definition of public schemes and other
public pensions includes those schemes that are
statutory and that the general government sector
administers. Public pension schemes affect public
finances as they are considered to belong to the
general government sector in the national account
system. Ultimately, the government bears the costs
and risks attached to the scheme.

One of the most crucial parts of the EC-EPC
budgetary projection exercise is the assessment of
the impact of ageing populations on pension
expenditure.

The way public pensions are arranged in the EU
varies significantly across Member States. This is
due to both different traditions on how to provide
retirement income and different phases of the
reform process of pension systems. However, a
strong public sector involvement in the pension
systemn is a cormmon feature for all EU Member
States.

1.2. TAXONOMY OF MAIN PENSION SCHEMES
IN EU MEMBER STATES

Publicly provided earnings-related pension
systems across DMember States accumulate
entitlements  following three broad schemes:
defined-benefit (DB), notional defined

contribution (NDC) as well as point systems (PS)
(see Table IL1.1). In a few Member States, notably
in Denmark, the Netherlands, Ireland and the
United Kingdom, the public pension systern
provides in the first instance a flat-rate pension,
which can be supplemented by earnings-related
private occupational pension schemes (in the UK,
also by a public eamings-related pension scheme —
State Second Pension — and in Ireland by an
earnings-related pension scheme for public service
employees).

™ Public pension expenditure include all public expenditure
on pension and equivalent cash benefits granted for a long
pertod, see Annex 2 for details on the coverage of the
projections of public pension expenditure.

The public pension system is based in most
countries on statutory earnings-related old-age
pension schemes. This can take the form of a
common scheme for all employees or several
parallel schemes in different sectors or
occupational groups. The type of benefits provided
by the public pension systems diverges across
countries. Most pension schemes provide not only
old-age pensions but also early retirement,
disability and survivors’ pensions. Some countries,
however, have specific schemes for some of these
benefit types; in particular, disability benefits in
some countries (e.g. Treland, United Kingdom and
Hungary) are not considered as pensions (despite
the fact that they are granted for long periods), and
in some cases they are covered by the sickness
insurance scheme.

In addition, public pension systems usually
provide also a (quasi-) minimum guaranteed
pension to those who do not qualify for the
earnings-related scheme or have accrued only a
small  earnings-related  pension.  Minimum
guaranteed pensions are either provided through
earmnings-related schemes or are means-tested and
provided by a specific minimum pension scheme
or through a general social assistance scheme.

Table [1.1.1: Taxonomy of main public pension schemesacross
Memba States
Country Type Country Type
BE DB LU DB
BG DB HU DB
CZ DB MT Flat rate + DB
DK Flat rate + DB |[NL Flat rate + DB
DE PS AT DB
EE DB PL NDC
IE Flat rate + DB |PT DB
1 Flat rate + DB
ELY +NDC RO PS
ES DB SI DB
FRY DB +PS |[SK PS
HR PS FI DB
IT NDC SE NDC
CY PS UK Flat rate + DB
LV NDC NO NDC
LT DB

(1) The public supplementary pension funds are NDC since 2015,
2} Point systern refers to the ARRCO and AGIRC pension schemes
DB: Defined benefit system

NDC: Motional defined contribution schetne.

PS: Point systetn.

Sezree: Commission services, EPC.
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Pensions provided by occupational schemes are
those that, rather than being statutory by law, are
linked to an employment relationship with the
scheme provider. However, in some countries, the
occupational pension provision is broadly
equivalent to earnings-related public pension
schemes. A number of Member States, including
Sweden and some new Member States such as
Bulgaria, Estonia, Croatia Latvia, Lithuania,
Hungary, Poland and Slovakia, have switched part
of their public pension schemes into (quasi-)
mandatory private funded schemes. Typically, this
provision is statutory but the insurance policy is
made between the individual and the pension fund.
Ag a consequence, the insured persons have the
ownership of pension assets. This means that the
owner enjoys the rewards and bears the risks
regarding the value of the assets. Participation in a
funded scheme is conditional on participation in
the public pension scheme and is mandatory for
new entrants to the labour market (in Sweden for
all non-retired taxpayers), while it is voluntary for
older workers (in Lithuania it is voluntary for all).
However some of these countries (Hungary,
Slovakia and Poland) have recently decided to
shift back a part of the private schemes again to
public schemes.

The financing arrangements of pension systems
also differ across countries. Employment related
systems are financed entirely or largely from
contributions (usually a percentage of earnings)
made by emplayers, workers or both and are in
most instances compulsary for defined categories
of workers and their employers. Most public
pension schemes work on a pay-as-you-go
(PAYG) basis, whereby current contribution
revenues are used for the payments of current
pensions.

The government is "pro forma" the ultimate
guarantor of many benefits. There is a considerable
variation between countries regarding the extent to
which contribution revenues cover all pension
expenditures or just a certain part of it. In many
countries, the national government participates in
the financing of employment-related as well as
other social security programs. In most countries,
guaranteed minimum pensions are covered by
general taxes and earnings-related schemes are
often subsidised to varying degrees from general
government funds. The government may indeed
contribute through an appropriation from general

revenues based on a percentage of total wages paid
to insured workers, finance part or all of the cost of
a program, or pay a subsidy to make up any deficit
of an insurance fund. In some cases, the
government pays the contributions for low-paid
workers. ) Social security contributions and
other earmarked income are kept in a dedicated
find and are shown as a separate item in
government acc ounts.

Some specific schemes, notably public sector
employees’ pensions sometime do not constitute a
well identified pension scheme but, instead,
disbursements for pensions appear directly as
expenditure in the government budget. On the
other hand, some predominantly PAYG pension
schemes have statutory requirements for partial
pre-funding and, in view of the increasing pension
expenditure, many governments have started to
collect reserve funds for their public pension
schemes.

While occupational and private pension schemes
are usually funded, the degree of their funding
relative to the pension promises may differ, due to
the fact that future pension benefits can be related
either to the salary and career length (defined-
benefit system) or to paid contributions.

1.3. COVERAGE OF PENSION PROJECTIONS

Pension systems and arrangements are very diverse
in the EU Member States, making it difficult to
reliably project pension expenditure on the basis of
one common model, to be used for all the 28 EU
Member States. As for the past exercises, National
models were used reflecting in more detail the
institutional features of the pension systems in
individual countries, highlighting those that should
have relevant bearing on the future budgetary
outcornes.

Using different, country-specific, projection
models may nevertheless introduce an element of
heterogeneity of the projection results. Therefore,
in order to ensure high quality and comparability
of the pension projection results, an in-depth peer
review has been carried out by the AWG and the

7y These arrangements are separate from obligations the
government may have as an emnployer under systerns that
cover government employees.
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Commission. The projected figures have been
discussed and validated with regard to adherence
to the agreed methodology and macroeconomic
assumptions, described in Chapter I of this report,
and interpretation of the legislation in force in each
Member States. (%) Amnex II provides details on
the coverage of the projections.

In order to ensure high quality and comparability
of the pension projection results, an in-depth peer
review was carried out by the AWG and the
Commission at four meetings during September-
December 2014. The projection results were
discussed and revised where deemed necessary.
The projections incorporate pension legislation in
place at that time. No further reform measures had
been legislated in EU Member States by 1 April
2015 (except PT, see note to the Table T1.1.5).

It was found that in some cases, the huge burden of
data requested and/or the common macroeconomic
assumptions, poses some challenges for the
Member States projection models. The table in the
Section 1.10 provides an overview of those
Member States with scope for improvement in
view of the next projection round.

1.4. CHARACTERISTICS OF PENSION SYSTEMS
IN EUROPE

1.4.1. Persionsystem expenditures

The main part of pension entitlements is accrued in
the (first) public pension pillar in most Member
States. Consequently, the projection exercise has a
major focus on public pension expenditure in the
first pillar with its main components (minimum,
old-age, early retirement, disability and survivors®
pensions). On top of that, several Member States
have introduced occupational pension schemes
and/or private mandatory and voluntary schemes in
the 2™ andéor 3" pillar of their pension systems.

An overview of the main characteristics of the
existing pension schemes in Member States is
given in Table II.1.2. It shows whether pensions

(™) For further details on the legislation in place see the EC-
EPC, The 2015 Ageing Report: Underlying Assumptions
and Projection Methodologies, European Economy No
%2014,
http:#ec europa eweconomy_finance/publications/europ ea
n_economy/2014/pdifeed en pdf

are provided on a flat-rate (probably means-tested)
or on an eamnings-related basis, whether the
enrolment in the scheme is mandatory or
voluntary, etc. It also informs about the coverage
of Member States' current pension projections.

The coverage of public pensions is complete, with
the exception of Slovenia that does not project
expenditure on minimum pension and/or social
allowance. In some countries (e.g. Ireland, the
TUnited Kingdom and Hungary), disability benefits
are not considered as pensions.

The size and development of public pension
expenditure in the future is not only driven by
demographic factors, but also by the generosity of
the system. Three important drivers of future
spending are: i) the definition of pensionable
earnings, ii) the valorisation rule as well as iii) the
indexation rule (see Table IL.1.3). ()

Following reforms over the last decade, a large
number of Member States applies pension benefit
formulas in which full career earnings are taken as
a reference to calculate pension entitlements,
hence realising a close relationship between
contribution career and pension benefit. In terms of
financial sustainability, this leads — ceteris paribiiy
— to lower pension expenditures in comparison to
countries that calculate pension benefits with a
pensionable earnings reference that is restricted to
a specific amount of best earnings years or only
years at a rather mature stage of the career. One
can presume as a rule that a selection of best years
or late career years leads to higher pension
entitlements as wages are generally higher at the
end of the career in comparison to the starting
wage. In countries with flat-rate pensions, the
pengionable eanings reference is  irrelevant
(Denmark, the Netherlands, Ireland and United
Kingdorm).

Valorisation rules  define how  pension
contributions paid during the working life are
indexed before retirement. Several countries
valorise pension contributions in relation to wage
developments (Bulgaria, the Czech Republic,
Germany, Spain, Cyprus, Luxemburg, Hungary,
Austria, Slovenia, Slovakia, Sweden and Norway).

™) Two further decisive drivers are retirement ages and
accrual rates. Both aspects will be discussed separately at a
later stage in this chapter.
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Other countries apply a mix of wages and prices
(Greece, Croatia, Romania, Finland and UK) or a
mix of wages (or comparable variables) and GDP
growth (Italy) or a pure price valorisation
(Belgium, France and Portugal).

One additional way of looking at pensionable
earnings reference and valorisation rule is firom the
angle of the replacement rate and the personal
income distribution. Different mixes of the two
will result into a higher or lower pension benefit
compared to the wage received when working
(replacement  rate). (*) This will determine
whether pensioners will be, at retirement, on a
higher or lower percentile of the income
distribution compared to the pre-retirement
position. Under the wage evolution assumptions
described above, Member States who target to
preserve the average relative position of the new
pensioners in the personal income distribution,
tend to consider as reference for the pensionable
earning a full career wage and to apply a wage
valorisation rule. Using the best wages during a
career or an average based on recent years as
reference for the pensionable eamings tend to
preserve the relative income of the pensioners
compared to the distribution of wages at
retirement. Valorisation rules that do not consider
{or do it just partially) the increase in labour
productivity, result in lower pension benefits and
hence a lower position in the income distribution
when retired.

™ The acerual rate and the contributory pericd are the other
determinants of the pension benefit into an earnings-related
system
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TableIL1.2 Pension schemes in EU Membea St@atesand projection coverage
Public pensions "’ Private pension scheme
- Early R - . Occupational Mandatory  Voluntary
Minimum Old-age - Disability Survivors 3 3 3
Country 2 ; retirement g A pension private private
Pensionl pensions pensions pensions pensions scheme individual  individual

_ ER priv M priy +
BE MT - 54 ER ER FR sElf-amp ER v self-amp H YEs
BG MT - 54 ER ER ER ER W Yes* Yes*
[o74 FR ER ER ER ER bt Yes*
DK FR & MT suppl. FR &MT suppl. W FR FR Quasi M Yes®
DE MT - 34 ER ER ER ER W * YEst
EE MT - 54 ER ER ER ER M* Yes* Yes*
IE MT - FR & 54 FR-ER FR - ER/MT FR - ERMT FR-ERMT \h:p;.i YEsT
EL MT-FR FR & ER FR & ER FR & ER FR & ER X x YEst
== MT ER ER ER ER W » Es
FR MT - 54 ER ER ER ER-MT W b Yest
HR ER ER ER ER ER W i YEST
IT MT - 54 ER ER ER ER W * YEst

MW* - pub

Cy MT & ER ER ER ER ER W priv M H
Ly FR- SA ER ER ER ER bt Yes* Yes*
LT Sh ER ER ER ER hd guasi M YEst
LU MT - 54 ER ER ER ER W » YEST
HU MT - 54 ER ER ER ER W b YEst
MT MT - 54 FR &ER » FR & ER FR & ER ik » YEST
ML Sh FR 3 ER FR It b Yest
AT MT - 5A ER ER ER ER ik » YEST
FL ER ER ER ER ER W Yes* YEst
PT MT - 54 ER ER ER ER M &Y » YEST
RO Sh ER ER ER ER hd Yes r'es
5l » ER ER ER ER W » YEST
Sk MT - 54 ER ER ER ER hd st et
Fl MT ER ER ER ER W » YEST
SE MT ER ER ER ER guzsi-h Yes wes
UK FR & MT - 54 FR-ER, Y * ER ER W ™ YEST
O FR ER » ER ER i h BT

1) Public pension expenditure include all public expenditure on pension and equivalent cash benefits granted for a long period, see Annex 2 for
details on the coverage of the projections of public pension expenditure.
2y Minimum pension corresponds to Minimum pension and other social allowances for older people not included elsewhere.

MT - Mean-tested

FR - Flat rate

ER - Earnings related

34 - Social allowancefassistance
W - Voluntary

M - Mandatory

3 - Does not exist

* Mot covered inthe projection
Senrce: Cominission services
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Table IL1.3 Key parameters of pension sy stem in Europe (old-age pensans)

Country Pensionable earnings reference General valorisation variable(s) General indexation variable(s)
EBE Full caresr Frices Frices and living standard
BG Full carger WWages Prices and wages
CZ Full career WWages Prices and wages
D Years of residence Mot applicable Wages
DE Full career WWages Wages plus sustainability factor
EE Full caresr Social taxes Prices and social taxes
IE Flat rate Mot applicable Mo fixed rule
EL Full career Price and wages Prices and GOP (max 100% prices)
ES Last 25 years WWages Index for pension revaluation
FR 25 best yvears [CNAVTS) Prices Prices
HR Full caresr Frice and wages Price and wages

IT Full career GDP Prices

Y Full career YWages Prices and wages

Ly Full career Contribution wage sum index Frices and wages

LT 25 best years Y early discretionary decision Yearly discretionary decision
Lu Full career WWages Prices and wages

HU Full career WWages Prices

MWIT 10 best of last 40 years Cost of living Prices and wages

ML Years of residence Mot applicable Wages

AT A0 best years WWages Prices

FL Full caresr MOC 18t Wages, NDC 2nd GOF Prices and wages

PT Full career up to a limit of 40 years Prices Prices and GDP

RO Full career Prices and wages until 2030 Prices and wages until 2030
Sl Best consecutive 24 years WWages Prices and wages

Sk Full carger WWages Prices and wages

Fl Full career Prices and wages Prices and wages

SE Full career WWages Wages

UK Years of insurance contributions WWages WWages

O Full caresr YWages Wages

(13 A more detailed and comprehensive description o fthe EU Member States pension systems is in The 2015 Ageing Report — Underlying
assumptions and projections methodologies, European Economy § — 2014,

BG Pencionable earnings reference iz full career stating from 1997, 3 Best years before 1907

CE Pensionable earnings reference is full career back to 1986, Currently 30 wears to be considered.
IE & price and wage indexation rule has been assumed in the projections

EL Pensionable earnings reference is full career starting from 2011. Before 2011: best 5 oflast] 0 years/ last 5 years

ES Pensionable earnings reference is last 25 years as of 2022, The mazimum walue of the valorisation rule is close to prices. The IPR is established
annually at a level consistent with a balanced budget ofthe Social Security systern ower the medium run. Depending on the balance of the system the
indexation will be less than price (hudget deficit) or price + 0.5% (budget balance).
FR The pensionable earnings reference is full career in AGIRC and ARRCO. Valorisation mile and indexzation rules are price - 1% inboth AGIRC

and ARRCO in 2014 and 2015, AGIRC: Association générale des institutions de retraite des cadres; ARRCO: Association pourle régime de retraite
complémentaire des salariés; CHAVT S: Caisse nationale de 'assurance vieillesse des travailleurs salariés.
LT Pensionable earnings reference is 25 best vears after 1994 and 5 best vears for the period 1984-1993. A wage indexation nile has been assumed in

the projections.

LU Indexation tule is wages if sufficient financial resources avalable, otherwise only cost of living indesafion.

HU Pensionable earnings reference is fall career back to 1985

MT Pensionable earnings reference rile applies to people born as of 1962

AT Pensionable eamnings reference is conwverging towards the best 40 yearsin 2028, Currently 25 best vears
PT Pensionable earnings reference is fall career as of 2002, 10 best years outoflast 15 before 2002, Price and wage walorization rile applies to

earnings registered between 2002 and 2011

RO Price valorization and indexzation after 2030,

3K Pensionable earnings reference is full career back to 1984,
MO Indexation rule is wage growth minus 0.75 p.p.

UK Triple-lock indexation thighest of average earnings, CPI or 2.5%) iz a commitment of the current government, but is not enshrined in law.

Seurce: Commizsion services.

Once the average replacement rate at retirement is
determined, the additional issue is the indexation
of pensions in payment, i.e. how the pension
preserves its value over time. Hence, it will state
whether the pensioner can expect to maintain its
relative position over the personal income
distribution over time. In the projections, wages
are assumed to evolve in line with price and labour
productivity. A nominal wage indexation rule will
enable the pensioners to maintain their relative

position in the income distribution. On the
contrary, partial nominal wage indexation or price
indexation will make the pensioners slide over
time towards lower percentiles of the income
distribution. Hence, in the aggregate, the
generosity of a pension system is affected by:

1. the average replacement rate at retirement and

5%
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2. the evolution of the benefit ratio (influenced
by indexation rules). (*)

Indexation rules applied in the Member States are
on average slightly lower than valorisation rules. A
majority of countries (21) in the EU applies
indexation rules for pensions in payment that do
not fully reflect a 1:1 relationship with nominal
wage increases: soime apply a price indexation rule
(France, Italy, Hungary and Austria), others an
indexation mix of wages (or comparable variables)
and prices (Belgium, Bulgaria, the Czech
Republic, Estonia, Croatia, Cyprus, Latvia,
Luxembourg, Malta, Poland, Romania, (42)
Slovenia, Slovakia and Finland) or a mix of GDP
growth and prices (Greece, Portugal). Since 2011,
the United Kingdom had applied annually a "triple
guarantee” (the so called "triple-lock" system),
with pensions being increased by the highest of
wage growth, inflation or 2.59%; however,
indexation to wages, which is the minimum
required by law, has been assumed in the
projections.

In addition, some countries (Germany, Finland,
Spain, Italy, Latvia, Poland, Portugal, Sweden and
Norway) have introduced a “‘sustainability factor”
and/or other "reduction coefficients” into the
calculation mechanism that determines the amount
of pension entitlements. These factors change the
size of the pension benefit, depending on expected
demographic changes such as the life expectancy
at the time of retirement or the ratio between
contributions and pensions (see also Box I1.1.1).

Moreover, in a few countries there is no explicitly
legislated rule guiding the indexation of
(minimum) pension benefits (such as Germany,
Ireland and Lithuania). In these cases, an
approximation of the expected indexation has been
made for the purpose of the long-term projection
so as to reflect effective constant policy. (¥

The legislated indexation rule iz of strategic
relevance when dealing with the provision of
minimum pensions. A more detailed analysis of

™) Seepar. 1.7.2 of this chapter for a more detailed analysis of
the indicators.

™ Till 2030, than price indexation

% Annex III provides an overview of those cases where the
legal indexaticn rule etther does not exist or differs from
the rules applied in the projection.

the evolution of projected minimum pension is
presented in section 1.7.3 of this chapter.
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Box Il 1.1; Avtematic balancing mechanisms, sustainakility factors and links fo life
expectancy in pension systems

A few Member States that reformed their pension systems in the recent past have formally introduced an
“antomaric balancing mechanism™ and/or other "sustainability factor (henetit linked to lite expectancy)" into
the specilication that delemunes the amount o pension benelils (Portugul and most recently Spain). The frst
one copes with the fact that the pension Hability, as a main nile, 15 not indexed with the internal rate of rehirn
ol the pension syslemn and (hus polentially fnancially unstable, The mechanism ensures that the systern will
be able to finance its obligations by reducing the indexation or by increasing the contritnution until the
financial stability is restored. 'The second instrument consists of introducing a component that changes the
siee ol the pension benelit depending on expected demnograptoe changes such as the lile expectaney al the
time of retirement. In most of the cases, this leads to a reduction in pension entitlements. having a positive
impact on the sustainability of the public pension system as well as on public finances.

In addition, several countries have introduced a link between retirement ages and life expectancy (ar age) in
their pension system legislation (mest recently the Slovak Republic). This approach presents an ettective tool
[or increasing suslanabilily i public pension svstems. Morcover, by increasing reliremnenl ages, people are
assumed to accrie more pension rights and thus a higher pension provided that the labour market allows for
working longer. Thus, there is also a positive effect on pension adequacy.

Automatic Sustainability factor Retirement age
Country balancing (benefit link to life linked to life
mechanism expectancy} expectancy

Germmany X
Finland
Spain X
ltaly
France*
Latvia
Poland
Portugal
Sweden X
Norway
Cyprus
Denmark™™
Greece
Netherlands
Slovak Republic

X H XX XX XX

H XX XX

Nofe: In addition o the reported countries above, in CZ and UK the legislated increass in retirsment age to catsr for expected life
sxpectancy increases but no automatic rule is lzgislatec. In the LK, the State Pension ags has been legislatsd to rise up to 68 by 2046,
Moreover, the Pensions Act 20! 4 providss for a regular review of the State Pension age, at least once every six vears, taldng into account

lifz expectancy. The firet review must be completed by May 2017,
*Pension benelils evolve 1o line wilh Lle expeclancy, (rough the coellicien. ol 'proralisation’; it hus been legslaled unlil 2035 and nol

therzafter.
FESubect lo parlamenlarian decision

[Continued on the next page)
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Box fcontinued]

Germany: The pension poinl value, which 15 generally adjusied anmually m relalion la the gross wage

growth can be altered further on (mainly lowerad) by two additdonal factors: the contribution factor and the

sustainability factor:

o The conmibuzion facror accounts for changes in the contribition mte to the stanifory pension scheme and
to the subsidised (voluntary) private pension schemes. An increase of contribution rates will reduce the
adjustment of the pension point value.

e The susiainability Juctor that measurss the change of the number of (standardized) contributors in
relation to the number of (standardized) pensioners, links the adjustment of the pension point value 1o
the changes im lhe stalidory pension scheme’s dependency tabio, the ratio ol pensioners (o conlribulors.

Additonally, Germanv introduced a specific "pension assurance law". The pension point value will not
decrzase in case of decreasing wages. lheoretical decreases of the pension point value are temporarily
frozen and will be counterbalanced with future lower increases of the pension point value starting from the
year 2011,

Finland: The [life-expectancy coefficient adjusts the pensions upon retirement to the changes in longevity as
ol 2010, The lle expectancy coellicent 1s the dillerence ol the remmmming expected hilehme al age 62 1 a
particular year comparsd to the base year 2009, based on population statistics. It cuts the initial pension
benefit accordingly. It is possible to counteract the effect of the life expectancy coefficient bv postponing
retirement.

Spain: The sustainability factar 1s an automatic link between the amount of refirement pension benefits and
developments in life expectancy of pensioners. It will be applied only once on each pensioner when
detcrmining the initial amount of a new pension. It will come into effeet in 2019, New index jor pension
revaluation (LFR): All contributory pensions, including minimum pensions and civil servants’ pensions, will
increase annually according to the Index for Pension Revaluation, instead of the CPI indexation traditionally
used. Starting from 2014 the index will he established annually in the National Rudger T.aw at a level
consistent with a balanced budget of the Sccial Security system over the medium mn.

Ttaly: Under the NDC regime (he amount ol pension is caleulaied as o producl of two Hclors: The (olal
lifelong contributions, capitalised with the nominal GDP growth rate (five-year geometric average) and the
transformation cogfficient, the calculadon of which is mainly based on the probability of death, the
probabilily ol Teaving @ widow or widower, smd the sverage number ol years [or which a survivor’s henelil
will be drawn. As a consequence. pension amount is proportional to the contribution rate and inversely
related 10 retirement age - the lower the age, the lower the pension and vice-versa. The wansformation
coefficients are currently available for the age bracket 57-70. For retirement ages falling below (Le.
disabilitv pensions) or above the range. the lowcst and the highest transformation cocfficients are
respeclively applied. Translormalion coellicients are updated every (hree years (every wo years as ol 2021).

Contribution and age requirements for carly and old age peonsions. and old age allowances arc indexed fo
changes in l[fe expectancy ar 63, as measured by the National Stabslical Tnstilide over the preceding (hree
years. Indexation to life expectancy was first applied in 2013 by a purely admimstrative procedure.
Subsequent retirement age indexations are envisaged everv 3 vears in line with the timing for the revision of
the translormation coellicients (gvery wo years as oL 2021).

France: The amount of pensions in the basic private sector (CNAVTS) is partly depending on the
coefficient of provatisation "Min (1.D/T)" with D being the contributory period and T the reference length.
The pension is reduced in duc proportion whenever D < T. Tor people born in 1953 (who will be 63 in
2015, T equuals 41.25 vears, bt zthis value will increase in line with life expectancy after the 2003 and 2014
reforms. This value will increase up to 43 vears for people born in 1973,

[Continved on the next page)
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Box fcontinued]

Latvia, Poland, Sweden and Narway: The NDC pension systems in [Latvia. Poland, Sweden and Norway
work on an actuarial basis. At the time of retirement an anmuty s caleulated by dividing the mdrvidual®s
account valuc by a divisor reflecting life expectancy at the specific datc of retirement. An increase i life
expectancy reduces the annual benefit so that the present value of total expected pension benefits 1s nearly
invariant to changes in the cohort’s remaining life cxpeetancy and the individual's retirement age. In
general, the individual can counteract the negative effect on the annuity caused by increasing life expectancy
by postponing the date of retirement, thus giving strong incentives to prolong the working carcer.

Moareover, regardless of the demographic or cconomic development, the Swedish pension svstem ensures
that it will be able to finance its obligations with a fixed contribution rate and fixed rules for calculation of
benefits. This is done via an automatic balancing mechanism that is activated if the current liabilities of the
systeln are greater than the caloulated assets. ln this case the indexation is reduced until the financial
stability of the system is restored.

Parrugal: As from 2015, the legal age for the entitlement 1o the old-age pensions shall vary according 1o the
evolution of life expectancy at the age of 65. The statutory retirement age of 66 has been set by the
Government for 2015, Every vear the retirement age is increased by 2/3 of the increase in lif expectancy at
65 registered 2 years before.

‘The sustainability factor adjusts pensions upon retirement to changes in life expectancy. The sustainability
factor is given by the ratio between the average life expectancy at the age of 65 in 2000 (previously 2006
and the one that will occur in the year before the pension claim. 'Lbe ratio is updated on an annual basis by
the National Statistics Institute. According to the recent reform it is applied to individnals for whom the old
age pension is alimibiled belore (he legal refiremen| age.

Cypras: The staludory reliremen | age will be anfomabcally adjosied every 5 vears in Tine wilh changes i lile
expectancy zt the statutory retirement age. The reform is to be applied for the first time in 201§ and the first
Tevision wall caver (he period 2018-2023.

Denmark: Changes in the statutory vefivement age for old-age pension due 10 increases in life expectancy
have to be confirmed by Parliament 15 years before they take effect (12 vears for changes in the VERP age).
Tn [he projection, it is assumned (hal Parliament comlirns these nereases i fhe reliremen| age A specilic
formula for calculating the pension age on the basis of future observed mean life expectancy for 60 year olds
15 enshmned 1 the Teslabon. Changes inthe pension age shall be calalaled every 5 vears  based an ihe
latest observed life expectancy — but confirmed by Parliament 15 years before they take effect for old-age
pension (12 yeurs [or changes m the VERP age).

Greece: As [rom 2021, the i and stalulory vetirement ages will be adiusied in line with changes in
life expectancy every three years. Upon 1ts first umplementation the change within the 2010-2020 ten-year
period shall be taken inlo account. The (public) supplementary pension scheme becnme sn NDC syslern on
1.1.2015.

Netherlands 1he eligibility age for the public pension state pension AOW will increase to 67 1n 2023, After
that vear it will be linked fo the remaining life expectancy at 65, as projected by Statistics Netherlands.
Morecver, the increase 1 the eligibility age for occupational pensions will also be linked to life expectancy.
using the same formula as used for the first pillar pensions.

Stavak Republie: Based on the 2012 pension reform, as from 2017, the redrement age will be amomatically
annually increased by the y-o-y difference of 3-year movinz average of the unisex life expectancy.

Iz case the parliament will not confirm the changs in retirernent age based on an merease in life expectancy. this would
irnply an underestinaton ol public pension expenditure in e Danish projeclions.

[Continued on the next paage)

&3

6628/15

MCS/ah
DGG 1A

www.parlament.gv.at

81
EN



European Commision
The 2015 Ageing Report: Economic and budgetary projections for the EL2E Memlbar States [2073-2060)

&4

Box fcontinued]

United Kingdom. The Government has legislated for a review of the State Pension age (SPa) to take place at
least once every six years. This review would be based on a technical assessment by the "Government
Actuary's Department” and an additional report considering other relevant factors. Details of the core
principle to guide that review were sct out in Autumn Statement 2013 that people should cxpecet to spend on
average a third of their adult life (beginning from age 20) in receipt of the state pension. with at least ten
years' notice provided and changes being phased m over two years, As legislated in the Pensions Act 2014,
SPa is expected to rise up to 68 by 20446, Further increases in line with life expectancy gains would require
primary legislation, which has not occurred so far.

Source: Commission services, FPC and information provided by the Member States.

Large differences in pension legislation can be
observed not only with respect to indexation rules
but also concerning official retirement ages and
mcentives to postpone retirement. Table I1.1.4
shows the statutory retirement age, the early
retirement age (in brackets) and reports whether
the pension system has penalties for early
retirement and bonuses to provide incentives for
postponing retirement.
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Table IL14 Statutory retiranent ages, early retirement (in brackets) and incentives to postpone retirement
MALE FEMALE Incentlves
2013 2020 2040 2060 2013 2020 2040 2060 Penalty Bonus

BE 65 (B0.5) 65 (62) 65 (62) 65 (62) | B5(BOS)  B5(B2) 5 (BZ) 65 (62) X
BG B3.7 (63.7) 65 (B5) 65 (B5) 5(65) |BO0.7(B0.7) 6B2.7 (62.7) 3 (B3) 63 (63) X
cz* B2.7(59.7) EB3.7(60) BEAS(E1.5) 69 3(64.3)]59.7 (56.7) 61.7 (58.7) 66 5 (61.5) 69.3 (64.3) X X
Dk B5 (B0) 66 (63) F0(B7) 72.5(B3.5)] B5(60) BB (B3) 0(67) 725(695)

DE B5.3 (63) 65.8(53) 67 (63) 6? (63) | 65.3(63) 65.8(63) 7 (B3) 67 (63) X X
EE B3 (B0) B3.8(60.8) B5(62) 5(62) 62 (59) B3.8(60.8) 5 (B2) 65 (62) X X
IE B5 (B5) 66 (B6) 65 (6a) & (5E) 65 (65) BE (B6) g (B8) 685 (68)

EL* B7 (62) 67 (62) 69.9(64.9) 71 9(66.2)] K7 (62) 67 (B2) 69 9(B4.8) 7T1.9 (BE9) X

ES B4 (63) 65.8(63) 67 (63) 67 (63) 65 (63)  65.8(63) 7 (63) 67 (63) X X
FR B5.8 (60.8) 67 (62) B7 (62) 6? (62) |65.8(60.8) 67 (62) 7 (BZ) 67 (62) X X
HR B5 (B0) 65 (B0) B7 (62) 762y |B0.B(55.8) B2.5(57.5) 7 (B2) 67 (62) X X
I 66.3 BE6.8 B84 (65.4) 7D (B7) B2.3 B6.6 68 4 (654) 70 (BT)
(o4 & B5 (63) 65 (63) 67 (65) 9(67) 65 (63) 65 (B3) 7 (BE) 69 (67) X

LY B2 (B0) B3.8(61.8) B5(63) 5(B3) 62 (B0) 63.8 (A1.8) 5 (B3) 65 (63)

LT B2.8(57.8) 64 (59) 65 (60) 5(60) |E0.7(55.7) B3(58) 5 (BO) 65 (60) X X
LU B5 (57) 65 (57) 65 (57) 65 (57) 65 (57) 65 (57) 5(57) 65 (57)

HU B2 (62) B4.5(6B45) B5(65) 65 (B5) B2 (62) 6B4.5(64.5) 5 (B5) 65 (65) X
MT B2 (B1) B3 (B1) B5(61) B5 (B1) B2 (B1) B3 (B1) 5 (B1) B5 (B1)

ML* B5.1(65.1) BE.3(66.3) 893(693)715(?1 51651 (B5.1) BB.3 (E.3) 693(693) 715 (7158)

AT B5 (62) 65 (62) 65 (62) 5(62) | BO(58.8) B0O(BO) 5 (B2) 65 (62) X X
PL B5.3 (65.3) 67 (67) 67 (B7) E? (67) |60.3(60.3) 6262 7 (67 67 (67)

PT* B5 (55) BG4 (55) B7.7(558) 68 8(55) 65 (55)  BB.4(55) 67 7 (55) 68 8 (55) X X
RO B4.7(59.7) 55 (B0) B5 (B0) 5(B0) |58.7(54.7) B1.4(56.4) 3 (58) 3 (58)

sl B5 (58.3) 65 (60) 65 (60) 5(60) | B35(58) 65(60) 5 (BO) 5 (60) X X
She* B2 (B0) G2.8(60.8) 654 (634) 67’ 8 (65.8)]568.3 (56.3) 62.8 (60.8) 65 4 (63.4) 6? g (65.8) X X
Fl BE (62) 66 (63) 66 (63) 6 (63) 66 (B2) BE (B3) 6 (B3) 6 (63) X X
SE B7 (B1) 67 (61) B7(61) T(B1) 67 (61) 67 (B1) 7 (B1) T(E1)

UK 85 (65) 66 (BR)  BE.7 (F6.7) 8 (66 61 (61) GE (BA) 66 7 (B6.7) 8 (58] X
MO B7 (62) 67 (62) 67 (62) 6? (62) 67 (62) 67 (62) B7 (62) 6? (62)

(1) An in-depth peer review was carried out by the AWG and the Cornundssion a four teetings during September-December 2014, The projections
incorporate pension legislation in place at that time. Mo further reform tmeasures has been legislated in EU Member States by 1 April 2015 (except
Portugal). Statutory retirement ages and early retirement ages as rep orted in the country fiche. Age requirernent for early retirement is not necessarily
the only eligibility criteria and it is offen associated to contribution requiretnent (or other equivalent parameters) significantly higher than those
foreseen for the statutory refirement age.
CE - Statutory retirement age depending on the number of children. Values for women with 2 children are reported.
IT - In 2013, female SR.A refers to private sector employees (the self-employed 63,8, public employvees 66.3). In bracket the minimum age for early

retirement under the MDC system (a minimum amount ofpension of 2.8 times the old age allowance iz dzo required). Early retirement iz also
allowed regardless of age, with a contribution requirernent of 4 2.5 years (41.5 for female) in 2014, indexed to changes in life expectancy

PT - Early retirement suspended for employees in the social security scheme in 2013. Since January 2015 retirement age is reduced by 4 months a
vear exceeding the 40th for workers with insurance careers longer than4 0 years (applied to worker aged more than 60 in 2015). Reform not

considered in the pension projections

SE - Retirement age flexible from age of 61 without an upper limit. Under the Emplovment Protection Act, an employee is entitled to stay in

employment until his / her §7th birthday.

*Countries where statutory retirement age is legislated to increase in line with increase in life expectancy. Reported retirement ages calculated
according to life expectancy increases as from EUROPOP 2013 demographic projections.

Actarial equivalence is not considered as a penaltw/bonus.
Seurce: Cominission services, EPC.

These 3 parameters of the pension system, the
statutory retirement age, the early retirement
schemes and the presence of incentives, influence
the retirement behaviour of individuals. (*) Early
retirement schemes and/or other government
measures that provide pension income before
reaching the official retirement age threshold
create an opportunity to exit the labour market in
advance. One way to increase the effective exit age

™) Meedless to say the exit from the labour market is
influenced also by other policies and nstitutional factors
like the adoption of active labour market policy, actiwve
ageing, etc..

from the labour market (and also the effective
retirement age) in line with an increase in the
statutory retirement would hence be to extend the
required years of contributions or to improve
incentives to stay longer on the labour market, e.g.
by restricting early retirement as well increasing
employment opportunities for older workers or
applying penalties and bonuses in the pension
calculation for those who exit the market
carlier/later (e.g. France). Another way is to
introduce financial incentives to stay longer in the
labour market to be entitled to a higher amount of
pensions after retirement.
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Table IL1.5 Avearage effective exit age from the labour market by gender
MALE FEMALE
Change Change
2014 2020 2040 2060 2014 -2060 2014 2020 2040 2060 2014 2060
EE 61.9 621 G621 621 621 623 624 624 0.3
BG 638 64.8 &4.8 6418 62.0 6325 625 625 05
czr 63,1 63.4 649 G66.3 0.7 61.4 64 .4 5.3 58
D> 656 66.2 67.3 67.9 634 653 656.1 67.7 44
DE G651 G65.4 657 657 64.2 64.5 653 653 1.0
EE 64.4 64.7 654 654 64.2 64.5 65.0 65.0 a8
IE 64.9 655 66.0 66.0 64.8 65.4 661 651 1.2
EL* 4.4 64.9 6.9 67.5 645 64.8 66.3 &7 .1 28
ES 628 G4.8 6561 G66.2 4.1 G658 5.5 65.7 28
FR 608 623 631 63.1 0.9 623 631 63.1 22
HR 624 625 4.0 64.0 614 619 627 637 2.2
T 624 659 664 67.3 621 65.5 664 67.5 54
(e 64.9 66.4 67.0 67.7 628 G65.6 664 674 4.5
Ly 64.6 65.0 653 653 64.0 64.7 653 653 1.3
LT 628 6356 64.3 64.3 61.9 628 638 638 19
Lu 60.2 60.2 60.2 60.2 60.9 60.9 0.9 60.9 0.0
HuU 63.0 64.7 653 653 63.0 64.4 649 64.9 19
MT 620 631 4.0 64.0 61.0 62.0 6215 626 18
ML* 655 66.6 675 66.1 637 64.6 655 66.2 25
AT 625 64.0 64.2 64.2 61.0 62.2 63.2 63.2 21
PL 63.9 68.0 65.0 G66.0 G0.2 62.0 658 658 58
PT* 643 653 6.5 G66.7 63.9 651 6.0 65.2 23
RO 64.0 4.0 4.0 64.0 623 62.4 625 62.6 0.z
Sl 625 64.1 641 4.1 60.0 635 625 636 3.7
Sk* 616 61.9 625 G66.2 597 G61.7 633 659 6.2
Fl 636 64.1 641 64.1 631 639 639 639 o)
SE 658 65.6 655 G656 -0.2 64.5 64.4 64 .4 644 0.0
Uk 4.9 4.9 655 658 63.6 4.2 658 658 2.2
MO 656 G556 556 656 647 64.7 647 647 0.0
EU 636 4.4 65.0 653 626 6356 4.5 648 23
EA 3.2 &4 2 &4 .9 5.2 2 6 535 c4 5 4.5 2.3

(13 Inorder to ensure high quality and comparability of the pension projection results, an in-depth peer review was camied out by the AWG and the
Cormrnizsion a four meetings during Septemb er-December 2014, The projections incorporate pension legislation in place at that time. Mo further
reform measures has been legislated in EU Member States by 1 April 2015 (except Portugal see the Mote to Table 11.1.4). The average effective exit
age from the labowr market calcwlation is based on the Cohort Simulation Model cumnulated sxit probabilities for the reference age group 51-74.
*Countries where the statutory retirement age 15 legislated to increase in line with increase in life expectancy.

Seurce: Cominission services, EPC.

Average effective exit ages from the labour market
as the result of the factor mentioned above, are
shown in Table I1.1.5. In most of the countries,
latter figures are lower than the statutory
retirement age.

The statutory retirement age under current
legislation (as from Table II1.1.4) and the effective
exit age from the labour market (as from Table
I1.1.5) have been reported by gender. () As a
result of recent reforms in many Member States,
retirement ages for males and females will
gradually converge for all Member States except
for Bulgaria and Romania. In almost every
Member State, statutory retirement ages and

(*) The statutory retirement ages are applied as such in the
projections. Figures concermning the average effective exit
age from the labour market for 2014 - 2060 are projected
figures based on the commonly agreed macroeconomic
assumptions for this projection round and the Cchort
Binulation Model.

effective exit ages from the labour market will rise
substantially until 2060, with major steps often
taking place within this decade. When looking at
EU and EA aggregates the average effective exit
age for both men and women is estimated to
increase by almost 1 year by 2020 and another
additional year in the following 40 years. This is
either due to already legislated pension reforms
getting a specific retirement age in the future or to
the fact that Member States have introduced a
connection between retirement ages and life
expectancy in their legislations (Czech Republic,
Denmark, Greece, Italy, Cyprus, Netherland,
Portugal and the Slovak Republic). (*% Yet, in
most of the Member States, the rise in the statutory
retirement ages does not fully reflect the total
expected change in life expectancy.

(™) Bee also Box 1111 on sustamabilify factors m pension
systemns.
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Table IL1.4 Duration of retirement by gender
MALE FEMALE
Change Change
2014 2020 2040 2060 2014 -2060] 2014 2020 2040 2060 2014 2080

BE 20 207 229 249 49 237 244 264 283 48
BG 148 15 177 203 5.5 199 189 2286 2 5.5
cZr 17.2 18 19 204 32 27 235 232 238 0.9
Dk 169 17.5 187 197 28 22 211 224 226 06
DE 18.1 18.7 20 218 37 218 219 237 256 a7
EE 156 15.9 185 21 54 21 209 231 251 4.1
IE 182 18.8 19.9 217 35 211 218 23 249 3.8
EL* 189 18.8 19.2 2041 12 21.8 215 228 236 1.8
EsS 202 18.3 203 22 1.8 235 222 229 245 1

FR 221 219 23 248 27 6.5 261 269 284 19
HR 17.2 17.3 19.2 217 45 223 222 228 251 28
I 21 18.3 201 209 -01 47 226 235 233 =14
C* 184 18.1 191 199 15 227 205 224 233 08
LY 1128 14.3 177 204 5.5 1185 19.4 219 242 49
LT 155 159 138 215 ] 217 217 233 255 38
L 226 28.5 254 273 47 256 25.2 231 298 4.2
HU 158 155 18.2 208 5 198 189 217 241 43
T 207 204 215 283 28 249 247 258 276 27
L™ 18.1 171 181 198 1.7 218 219 228 26 27
AT 203 18.4 214 283 E 247 245 256 V4 27
FL 162 157 182 205 43 2338 229 219 24 02
PT* 185 18.3 195 206 21 222 219 229 247 25
RO 153 16.2 13.9 215 6.2 02 211 23 256 54
Sl 18.7 18.7 2049 229 472 253 225 245 264 11
Sk 168 177 191 20 32 227 219 238 233 08
Fl 186 8.2 213 232 46 2853 28 249 26 8.3
SE 179 18.4 202 218 39 221 227 247 6.5 44
UK 185 19.1 201 21.8 8.3 21.8 225 228 246 28
NO 177 18.2 20 21.7 4 21.2 21.8 238 25.6 4.4
Bl 181 181 19.9 217 37 226 223 237 253 27
EA 18.7 18.7 204 221 3.3 231 226 24 1 256 25

(13Duration of retirement is calculated onthe basis of life expectancy at average effective exit age from the labour marlket as from the EURCPOP

2013

*Countries where statutory refirement age is legislated to increase in line with increase in life expectancy.

Source: Cominission services, EPC.

Indeed, when looking at Table T1.1.6, where data
on estimated duration of retirement are reported, it
is evident that at both EU and EA level, current
pension legislation entails 3 additional years of
retirement for men and around 2 for women by
2060. (*") Not surprisingly in those Member States
that have legislated an automatic, or other kind of
link to life expectancy (Italy, Cyprus, Czech
Republic, Denmark, Greece, Netherland, Portugal
and Slovak Republic) the duration of retirement is
estimated to increase less or even to decline (Ttaly).
On average, in these countries, the duration of
retirement is projected to be almost 2 year lower
(1.9 for men and 0.9 years for women) compared
to the EU average, reflecting generally higher
increases in the statutory retirement age than life

¢ Duration of retirement is measured as remaining years of
life at average effective exit age from the labour market as
from life expectancy data calculated in the EUROPOP
2013

expectancy in the coming decade (ie. the
legislated increase for women in the Czech
Republic).

Graph I1.1.2 and Graph II.1.1 show, by gender, the
inverse relationship that exists between the
increase in the effective retirement age and the
shift in duration of retirement.
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Graph [1.1.1:  Increasein the avera ge effective exit age from the
labowr market versus shift in duration of

retirement over the period 2013 — 2060 - MEN
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Saurce: Commission services, EPC.

Graph[1.1.2:  Increasein the avera ge effective exit age from the
labowr market versus shift in duration of

retirvement over the period 2013 — 2060 - WOMEN
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Saurce: Commission services, EPC

Similar evidence on the potential pressures on the
sustainability of the pension system are reported in
Table I1.1.7 and Table 11.1.8, where indicators on
the duration of retirement over the length of
working career and over adult life have been
calculated. (**) The share of retirement compared
to working career is estimated to increase by
around 7 percentage points (from 43.5% to 50.4%
at EU level and from 45.5% to 51.4% in the EA)
for men. The estimated increase for women is
around 3 percentage points (from 58.0% to 61.8%
at EU level and from 59.1% to 62.3% in the EA)
but starting from a share close to 60%. Values
higher than 70% in 2060 are registered for

(™) The average length of the working career is caloulated as
the difference between the average exit age and the average

enfry age.

Luxemburg (men and women) and Belgium,
France, and Romania (women).

Men are estimated to spend 28.3% of their adult
life at retirement in 2014 and 31.5% in 2060 when
looking at EU level (EA: 29.3 in 2014, 31.9% in
2060) (see Table I1.1.8). (*) Women are already
spending more than 309 of their adult life at
retirement (33.6% for EU and 34.1% for EA). The
share for women is projected increase by the half
compared to men (1.5% at EU level and 1.3%6 at
EA level) in 2060, after a gradual decrease till
2020. The highest values in 2060 are registered for
Luxemburg (39.3% for men and 41.0% for
women) while values higher than 38% are
calculated for Belgium, France and Malta
(wormern).

() Adult life spent at retirement is defined as the ratio
between life expectancy at the average effective exit age
from the labour market and the estimated age of death
(coherent with life expectancy at effective retirement age)
minus 18,
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Table IL17 Duration of retirement over avarage length of working career by gender
MALE FEMALE
Change Change
2014 2020 2040 2060 2014 .2060 2014 2020 2040 2060 2014 .2060
BE 511 52.8 583 634 123 51.8 63.7 639 739 121
BG 36.1 360 424 487 12,6 54.0 53.8 612 63.2 14.2
cZr 421 438 446 464 44 54.6 65.9 599 53.2 5.3
Dk 383 404 421 437 44 546 50.2 522 50.8 -3.8
CE 41.0 422 449 439 7.8 52.2 515 554 53.8 76
EE 363 359 423 48.0 1.7 50.7 50.3 551 59.8 92
IE 425 436 453 494 5.9 51.0 52.0 540 53.5 75
EL* 452 44.4 434 448 05 558 52.8 536 549 1.0
EsS 497 452 452 499 0.2 57.1 519 526 55.2 -0.9
FR 56.3 53.8 554 59.8 B mnT 67.2 679 I 1.0
HR 431 431 452 522 9.2 60.3 58.7 585 64.4 4.1
I 547 437 474 483 54 887 578 588 567 -12.
C* 419 401 418 429 1.0 55.5 47.9 514 523 -4.2
LY 323 342 406 46.8 14.5 474 471 524 57.9 106
LT 381 385 448 512 131 57.0 55.7 584 63.9 6.9
L 598 62.2 678 729 13.0 69.8 719 771 81.7 12.0
HU 395 37.2 430 492 97 52.8 513 552 61.3 85
T 49.1 473 439 53.0 B 62.3 60.9 626 65.9 4.7
L™ 408 arg 392 423 18 524 515 528 561 a7
AT 480 443 437 53.0 5.0 63.3 60.9 622 65.6 34
FL 339 359 416 46.9 8.0 57.2 617 534 58.6 -3.6
PT* 441 426 442 465 24 54.1 52.0 583 57.2 31
RO 37.8 40.1 458 532 154 554 58.0 629 0.0 14.6
Sl 4649 454 a0.7 256 8.7 591 261 611 558 -33
Sk 420 443 459 452 32 67.0 61.7 635 587 34
Fl 44.7 459 507 552 104 57.8 56.2 603 65.0 71
SE 399 41.3 454 49.0 91 51.8 53.4 581 62.4 10.6
UK 409 423 438 473 54 5.2 52.5 512 5.8 4.0
NO 394 40.9 44 9 488 94 48 7 50.5 551 53.3 10.6
Bl 435 43.0 455 504 6.9 58.0 56.1 583 61.8 37
EA 455 445 477 514 5.9 591 56.3 5491 523 3.2

(13 Duration of retirement calculated on the basis of life expectancy at average effective exit age from the labour market az fom EURCPCP 2013
*Countries where statutory refirement age is legislated to increase in line with increase in life expectancy.
Source: Cominission services, EPC.
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Table IL1.3 Parcentage of adult life spent at retirement by gender
MALE FEMALE
2014 2020 2040 060 | CNange | oqq, 2020 2040 2080 | Change
2014 -2060 2014 -2060
EE 713 310 42 ] 78 0 B5 373 50 a0
BG 24.4 243 274 302 53 312 309 337 36.1 50
czr 276 284 288 297 21 uy 35.1 333 08 1.9
O 262 26.6 275 283 21 27 308 318 312 14
DE 273 283 295 314 a6 2.1 318 334 35.1 30
EE 252 254 28.1 307 55 31.2 310 329 38 36
IE 280 284 293 311 a2 311 315 324 341 37
EL* 289 286 282 28.9 .01 1.9 315 319 25 05
ES a1 292 297 313 2 333 317 320 335 03
FR 240 331 3318 355 14 8.2 37.1 373 86 04
HR 279 28.0 294 320 41 33.9 336 333 354 15
= 321 277 293 298 23 359 3272 327 320 -39
cy* 282 272 280 288 04 336 30.1 37 321 A5
Ly 230 24.0 272 30.1 71 296 293 318 338 43
LT 257 258 289 317 60 331 326 337 358 27
LU 349 358 378 303 44 374 379 398 410 36
HU 260 249 278 305 45 306 300 316 340 34
MT 320 311 319 338 16 6.6 36.0 366 382 16
NL? 276 26.0 268 283 07 324 318 374 338 14
AT 313 296 316 335 22 6.5 356 362 s 13
PL 26.1 247 275 299 a3 36.0 342 314 334 26
PT* 286 279 287 297 12 126 317 323 339 13
RO 249 26.0 29.1 3139 69 313 322 340 365 51
S| 296 288 3172 337 36 376 330 349 366 A0
Sk 2738 287 295 293 15 352 334 342 27 25
Fi 29.0 295 318 335 45 340 334 352 6.7 27
SE 272 279 298 314 42 22 228 347 63 4.1
UK 283 28.9 297 313 30 23 328 323 340 16
NO 771 777 796 313 P 317 318 338 54 a7
=8 753 781 797 35 3 56 328 337 1 15
EA 293 288 303 313 26 341 33.0 34 1 354 13

(13 Adult life spent at retirement iz defined as the ratio between the life expectancy at average effective exit age and the estimated age of death
(coherent with 1ife expectancy af effective retirement age) minms 13

* Countries where the statutory retirement age is legislated to increase in line with increace in life expectancy.

Source: Cominission services, EPC.
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