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Fart 1l

Longrtemn projections of age-related expenditure and unemployment benefits - Pensions

1.4.2. Persionsystem financing

Contributions to pension schemes, paid by
emplovers and employees, as well as self-
employed persons, provide information on whether
or not there is a potential future deficit in the
pension system. The share of tax revenues
allocated to financing the pension system is also
taken into account, when relevant, as State
contributions. In 2013, contributions to public
pension schemes represented 9.6% of GDP at the
EU aggregate level (see Table I1.1.9). They are
projected to slightly increase over the period 2013-
2000 by +0.3 p.p. of GDP. However, there are
wide differences across Member States. Indeed,
substantial increases are projected in several
countries, in particular in Germany (+2.6 p.p. of
GDP), Cyprus (+2.5 p.p. of GDP), Norway (+2.5
p.p. of GDP) and Ireland (+1.5 p.p. of GDP), in
line with legislated contribution rate increases or
automatic in-built pension system stabilisers. ()
Contributions to the public pension system are
projected to decrease in several Member States, in
particular in Malta (-1.2 p.p. of GDP), Portugal
(-1.0 p.p. of GDP), Estonia (-0.9 p.p. of GDP) and
Latvia (-0.8 p.p. of wages). (°") Contributions to
the public pension system represented 2396 of the
gross wage bill in 2013 at the EU aggregate level,
and are expected to rise by +1.7 p.p. of the gross
wage bill by 2060. (*%

™ For example, in Germany, contributions evolve in line with
expenditures developments (see section 1.5). Indeed, the
contribution rate is automatically adjusted to ensure the
financial sustainability of the public pension system (see
table IL1.11). In Cyprus, several futire increases of
contribution rates by 2060 have been legislated. In Ireland,
Btate contributions are projected to rise as a share of GDP,
due to the obligation of the State to cover any remaining
financial gap.

™y In the case of Portugal, this reduction partially captures a
base year effect due to extraordinary solidanty
contributions at the beginning of the projection period.

() Contributions as a percentage of the gross wage bill are
presented in Table ILAZ. 2. n Annex 2.

Table [1.1.9: Contribut ons to the public pension system in 2013
and 2060 (% of GDP)

Country 2013 2060 Cha’;%:gms'
EE : :
BG 7.3 72 -0.1
CZ 78 74 0.0
B8 0.2 0.1 -0.1
CE 108 13.0 26
EE 548 20 -08
IE 5.5 70 1.5
EL 10.2 1.2 1.0
ES 121 14 -0.7
FR 106 94 -0.7
HR 5.8 5B -03
IT 105 106 0.2
cy 6.4 84 2.5
Ly 7.0 B2 -048
LT 6.3 58 -07
LU 102 101 -0.1
HU 108 10.2 -03
MT 8.6 74 -1.2
NL 6.5 75 1.0
AT a3 8.1 -02
PL 6.8 7B 08
PT 105 98 =10
xi®} 4.8 65 1.0
Sl 9.0 91 0.0
SK 5.8 6.0 0.1
Fl 123 1.9 -04
SE 6.0 6.1 0.0
UK . .
N 9.9 124 2.8
EU 96 99 0.3
EA 10.2 10.7 0.5

(13 BE: not reported as there is no specific contribution for public
pensions. These expenditires are financed through a global
contribution for al social security schemes.

[E: contributions reported are also used to finance other social benefits
in addition to pensions.

UK: notreported.

Sezrce: Comtnission services, EPC

In the majority of countries that provides a
decomposition of contributions to the public
pension system, employers' contributions tend to
represent the greatest share (see Graph I1.1.3).
Employees' contributions share reaches high levels
in some countries (in particular, in Croatia, the
Netherlands and  Slovenia), whilst State
contributions are substantial in other Member
States, notably Bulgaria, Germany and Finland. In
most countries, the structure of contributions
provided by employers, employees and the State to
the pension system is projected to remain fairly
unchanged over the period 2013-2060. Some
exceptions exist however: the Netherlands should
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GraphI1.1.3:  Conwributions to the public pension system decomposition between 2013 and 2060 (% of GDF)
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(13 BE: no data provided as there are no specific contributions to finance the public pension system.
IE: contributions are alzo uzed to finance other social benefits in addition to pensions

UK: no data provided.

Source: Cominission services, EPC

see a significant progression of State contributions
share, whilst Finland projects a decrease of this
share. In Norway, State contributions should turmn
positive towards the end of the projection period.

9

™ The negative State contributions in 2013 and during most
of the projection period correspond to the contributicons
provided by the State pension fund (ZFF) to financing
government (pension and cther) expenditures.
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Fart I

Llongrtem projections of age-related expenditure and unemployment benefits - Pensions

TableIL1.10:  Contribution rates to public pension system

& portn o

Courtry Cortribution rate: emplayers Cortribution rate: employees T s
Thihe w_'aw_gwge mer" stheme, soaal spending E 210 fnde: T
BE 2477% (for all Social security schemes) 13 07% (for al Secial security schemes) subsidies (16,3 % oftotalin 2013)and atemative funding (16 5%) - mainky
share of WAT mwenues.
7.1% (bom ater December 1959) £0.9°% (bom |5 7% (bom ater Decermber 1950) /7 0% (hom . .
BG e Eonreg T 1% e commitment for covering the detcit on an annual basis.
= 31.5% 6.5% Balance ofpension system is part of general govememert budget.
oK -
State subsidies with anmual indexation . "Sustainability find” fuctuzting
CE Q46% 945 batween 02 and 1.5 ofmanthlypension expenditures. Cortrbution rate is
28t to meet this requirement.
ee [P et partiipantta the rd pillar, 16% 1
patticipant to the second pillar)
e i i Social hsurance Fund and Social Assistance Fund fused to france other
= nes zocid benefits in addition to pensions). Shortfals met by Bxchequer.
hiin persions majority: 12:33%; Avdliary | Main pensions majority: B.67 % ; Avdian ) .
B DA A T “aries Matioral budget / cther surces
ES Frivate sector: 13 6 Frivata sector: 4.7 - Certral govamemert transkrs amount to 12.16% oftotal axpendture.
Private sector (CHAWY 1020% upto the ) ,
FR Sacial Securty Celing (53C).plus1 785 | Pete At (NN T08 8 uptothe S5C. Pensions Resene Fund and Old-age selidarity Lnd.
above the $3¢ in 3014 C
20% fpubliz PAYG scheme participarts only;
HR - 16% (paticipants in beth public FAYG scheme Gowermment committed to caver defisits.
and mandatery fullyfurded DG scheme)
T [ [ ) Residual fuding (pension erpm;‘me_lr;;:eceedmg confributions) funding by
[ 8% 78% 45% Fesenve find.
£ 20% (i particpant of 2nd tier) or 16 f
paticpantof 2nd fier) - - -
I 233% 3% (1% for partidipant in the private 2nd pillar) -
L X 5% a1 Buffer furd of 2t keast 15 times the amourt of anual benefts.
HU % 0% - -
T 39 0% 0% -
shortial betyeen diur and findsraised
HL - 17a% - byt 17.5% taxlewy.
AT [E=TES ‘255"‘5";:2)”"‘ (el 10.25% and 11.75% (acoordng to stnusy | Detween 530% E‘S;fsf5°“(5°°“'"9‘° Federal budget oovers the deriits in public pension schemes.
FL Q76 [T Demographic Resene Fund.
FT BI5Y ik Sooidl SecurityTrust Fund
RO Baween 155% and 258 % (accordng o 10.50% State prowdes funds from the nationsl budget 1o coverthe public pension
working condions N system deict
State provides funds fromthe national budget and other sourcesto cover
El 685% 5.80% the difference between the Instinte'srevenues fom cortrbutons and
other sources, and the hatitute's expendinres.
sk & ding to status and fionto | S ming to statusand partic to | Waries azcordng to status and participation to
the nd pillar The 2nd pillar ‘the 2nd pillar
hational pensions: abolished in 2010, Eamings: B N N N
ne: gs-redated pensions: 5. 55% (18-52 years . Mations pensions: finding Fomthe $tate at 100 %, Eamings-rlated
fl reiated Degaﬁimi;gm BT )7 5% (568 years old) DA% for Sge pensions pensions 25% ofprivate sector pension are prefunded.
SE ap4 34 “Emplaer contribution” for social insurances Butker funds.
Cocagional top-upstothe Matioral Inswrance Fund ifresenes tall beiow 2
e SE0% Raieszcnig ol sandieanings thresehold recommended biythe Gowemmert Actuary Depatmert
MO PAYG systermn without eammarked @x gangto | PAYG systemwithout eanmarked @x gaing to | PAYG system wikhout eamarked tax going to | Rate Pension Fund comributes to financing govememert (pension and
pensins persicns persions 2] expenditures

O

When several schemes preval, the information reported refers to the main (general regitne) pension schetne.

Sourca: Cominission services, EPC

1.5.  PENSION EXPENDITURE FROJECTIONS

1.5.1. Public persicns

Public pension expendilure change between
2013 and 2060

Public pension expenditure in the EU is projected
to increase by +0.4 p.p. of GDP over the period
2013—2040, to 11.7% of GDP, before levelling
down to around 11% of GDP by 2060 (see Table
I1.1.11). In the euro area, an increase of +0.7 p.p.
of GDP is projected over the 2013-2040 horizon.
Tn 2060, public pension expenditure ratio should
reach 12.3% of GDP, a level sumilar to 2013,

Yet, the range of projected changes in public
pension spending is relatively large across Member
States (see Graph I1.1.4). Croatia should record the
highest decrease (-3.9 p.p. of GDP between 2013
and 2060), along with Denmark, Latvia (-3.1 p.p.

of GDP) and France (-2.8 p.p. of GDP). In seven
other Member States, a smaller decrease of public
pension expenditure ratio - ranging from -2 p.p. of
GDP to -0.7 p.p. of GDP - is projected (Italy,
Greece, Sweden, Estonia, Spain, Portugal and
Poland).

On the other hand, Luxembourg should experience
the strongest increase of public pension spending
ratio (+4.1 p.p. of GDP over 2013-2060), followed
by Slovenia (+3.5 p.p. of GDP), Belgium (+3.3
p.p. of GDP) and Malta (+3.2 p.p. of GDP). Two
Member States (Germany and Slovakia) and
Norway should see their public pension
expenditure ratio grow between 2 to 3 p.p. of GDP,
whilst this ratio is projected to rise by a more
moderate pace (between +0.7 and 1.1 p.p. of GDP)
in the UK, Czech Republic, Netherlands and
Ireland.
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Finally, the ratio should be broadly stable (at the
most +/- 0.5 p.p. of GDP) in seven countries
(Austria, Lithuania, Finland, Hungary, Cyprus,
Romania and Bulgaria).

TableIL.1.11:  Level and change in gross public pension
expenditure over 2013-2060, basdine scenario (in

% and p.p. of GDP)

Country | 2013 | 2040 | 2060 g‘fa“j; gu"%“g;
EE 118 152 151 34 EE
BG 99 5.4 9.4 15 04
ez 90 50 97 00 07
DK 103 80 72 23 .31
DE 10.0 122 127 22 27
EE 75 53 B3 07 4.3
IE 74 10,0 B4 27 11
EL 152 141 143 21 18
ES 18 1.9 1.0 01 .08
FR 14.9 138 121 A1 .28
HR 108 78 5o a0 .28
i 157 158 138 0.1 1.8
cy 95 5.4 93 01 01
Ly 77 5.4 15 23 .31
LT 72 54 75 22 03
) 94 127 13.4 33 41
HU 15 95 114 19 01
MT 95 a7 125 02 32
NL B3 83 78 15 03
AT 139 147 14.4 0.8 05
PL 13 10,0 107 1.4 a7
PT 13.8 148 131 1.0 a7
RO 52 5.4 81 02 .01
] 1.8 143 153 25 35
= 81 8.1 10.2 00 21
FI 12.9 135 129 07 01
SE 89 75 75 1.4 A4
UK 77 5.4 B4 0.8 07
D 5o T4 2.4 8 25
EU 13 7 11 04 02
EA 12.3 13.0 12.3 0.7 00

(13 These figures have been updated with ES.A 2010 by the
Commizsion services.

SK: the figures reported in this table do not include public expenditure
on armed forces pension. They represented (.4% of GDPin 2013, and
are projected to remain roughly stable ower the 2013-2060 horizon.
Subsequent tables and graphs do not include either these expenditures
Seurce: Commission services, EPC

The 2015 Ageing Report: Economic and budgetary projections for the ELES Memlbar States [20712-2060]

Graph I1.1.4 Change in gross public pension expenditure
between 2013 and 2060 in the bassline scenario {in

p-p- of GDP)

Saerce: Commission services, FPC

When looking at the contributions of the different
general schemes to the projected change in public
pension expenditure ratio (see Graph II.1.5), old-
age and early pension schemes tend to contribute
more often positively to the aggregate ratio
dynamics. Overall, a moderate increase of +0.4
p-p. of GDP is projected over the period 2013-
2060 at the EU level, and of +0.6 p.p. of GDP at
the euro area level. Disability pensions and other
pensions (including survivors' schemes) would, on
the other hand, slightly decline over the projection
horizon (respectively by -0.1 p.p. of GDP and by
-0.5 p.p. of GDP at the EU and the euro area
levels). This downward trend, for both types of

pensions, would be the result of restricted
eligibility criteria, as well as the assumed
demographic and health trends (ie. ageing

population in good health).
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Old-age and early pension spending should record
an increase in 16 countries over the projection
period, with the highest upward trend projected in
Malta, Belgium and Luxembourg (+5.0 p.p. of
GDP, +4.4 p.p. of GDP and +4.3 p.p. of GDP
respectively). Denmark, Latvia and France, on the
opposite, project significant decreases of old-age
and early pension expenditures by 2060 (-3.1 p.p.
of GDP, -2.8 p.p. of GDP and -1.9 p.p. of GDP
respectively).

Disability pension spending is expected to
decrease in most of Member States. It would only
slightly increase or stabilise in 6 countries
(Bulgaria, Norway, Netherlands, Cyprus, Denmark
and Ireland).

Other pensions (including survivors' pensions) are
also projected to decline in the majority of
countries (21) over the period 2013-2060. This
decrease, often mainly explained by survivors'
schemes, results from converging life expectancies
between men and women, changes in family
structures (decrease of the number of marriages)
and in some cases, recent reforms, including the
impact of improving female participation rates
over time. Only 6 Member States would see a
limited progression or a stabilisation of spending
in these schemes (Slovenia, Slovakia, Cyprus, the
Netherlands, the Czech Republic and Romania).

Pension expenditure fime-profile

At the EU and euro area aggregate level, public
pension expenditures are expected to continue
increasing over the next decades and to peak only
in 2037 (at 11.7% of GDP and 13.1% of GDP
respectively), before decreasing through the rest of
the projection period. Implemented reforms will
contribute to counteract the impact on pension
expenditures of an ageing population. However, as
these reforms are usually phased-in gradually, over
several decades, the downward impact will
become apparent only late in the projection period.
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Graph [1.1.5:

Change in gross public pension expenditur e over the period 2013-2060 by main genaral schemes {in p.p. of GDP)

6 4 2 0 2 4 6 -3

Old age and early pensions

Disability pensions

23

Other pensions (including survivors')

(13 DE: no separate survivors' pensions exist in Denmarle

DE: disability pensions are part of old-age and early pension expenditures

IE: old-age and early pensions include pension expenditure of public service occupational schemes
HE: from 2015, total disability pensions will be converted to old-age pensions upon reaching standard retirement age.

EL: figures withowt small supplementary funds.
MT: other pensions include treasury pensions.

UK there is no separate disability pension in the UK — state benefits are provided to those unable to work due to dizability, and thisis dassified
separately from the State pension system. Old-age and early pensions include public service pensions

Saurce: Cominission services, EPC

The pattern of pension expenditure over time is
very different across countries. In Slovenia, Malta,
Slovakia, the Czech Republic and Austria, the
projected increase of public pension expenditure
ratio in the long run would only materialize in the
second half of the projection period. Indeed,
between 2013 and the mid 2020's (Slovenia, Malta
and Austria) or 2030's (Slovakia and the Czech
Republic), public pension spending would either
slightlty decrease or remain stable in these
countries (see Table I1.1.12). Luxembourg,
Germany and Norway would on the other hand
experience a more regular increase through the
whole projection period (in these countries, the
through more or less coincides with the starting

year, and the peak with the end vear). In Belgium,
the Netherlands and the UK, the bulk of the
projected increase would be observed until the end
of the 2030's (Belgium and the UK) — beginning of
the 2040's (the Netherlands), date after which
public pension expenditures would be roughly
stable. In Ireland and Lithuania, the relatively
strong upward trend of public pension spending
between the beginning of the projection period and
the peak reached respectively in 2045 and 2037
would be partially reversed by a decline up until
2060. Finally, in Cyprus and Romania, the public
pension expenditures ratio would be relatively
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Llongrtem projections of age-related expenditure and unemployment benefits - Pensions

Table [L1.12:

Projected through and peak years and values for gross public pension expenditure (% and p.p. of GDP) - for countries
projecting to exparience a through in public pension expenditur es ratio during the first part of the projection period

Threugh Decrease | Peakyear Increase Decrease
Start year year {hefore rough from2013to] ({after  Peakvalue from peak Endyear | Change
013 through to 2060 2013-2060
peak) through | through) neak to 2060
iy 9.4 13.4 4.1
gl g 2022 1.0 08 2053 15.7 48 -04 15.3 35
EE 18 2087 15.3 35 -01 15.1 3.3
T 98 2026 98 -0.002 32 128 3.2
CE 100 2014 10.0 -002 28 127 27
NO 8.8 12.4 25
S 8.1 2083 7E 05 2E 102 2.1
IE 7.4 2014 72 0.1 2045 10.2 30 -18 84 11
ML E.9 2041 84 15 -05 78 0.3
cz 9.0 2034 88 0.2 2087 98 1.0 -0.1 97 0.7
UK 7.7 2015 73 0.4 2033 g4 11 -0.03 g4 0.7
AT 133 2021 13.3 -003 2087 147 04 -04 14.4 05
LT 7.2 2018 E7 05 2087 953 28 -20 75 0.3
EA 123 2018 12.3 05 2037 13.1 08 -08 123 0.0
cy 85 2021 89 05 2082 a7 08 -04 93 0.1
RO 8.2 2025 20 0.2 2042 85 0.4 -04 81 -0.1

(13 Values are not reported when the through coincides with the start year (2013) and the peals with the end year (2060).
Countries reported in this table are the ones projected to experience a through in public pension expenditure before a peak over the projection period.
Seurce: Commission services, EPC
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TableIL1.13  Projected peak and through years and values for gross public pension expenditure (% and p.p. of GDP) - for countries
projecting to exparience a peak in public pens on expenditures ratio during the first part of the projection period
Increase
Peak year Increase Through Decrease
Stazrl;:r;ar (before  Peak value from 2013 to| year (after T::::egh from peak thr:r:g:l to E";]g; ar 2;: :‘;_;g;u
through) peak peak) to through 2060
Fl 129 2024 1580 22 2082 127 23 02 129 0.1
HU 1158 2031 89 -28 25 114 01
BG 99 2014 99 003 2029 81 -1.8 13 9.4 0.4
FL 113 2040 100 -1.4 or 107 07
FT 138 2033 150 1.2 -1.9 13.1 0.7
ES 18 2047 128 08 1.6 10 048
EE 7.6 2018 78 02 -1.48 63 -1.3
SE 89 2049 72 17 03 75 -14
EL 162 2014 162 0058 2042 139 23 04 143 19
IT 157 2038 154 a1 21 138 19
FR 149 2014 148 003 28 121 248
Ly 77 46 <A
DK 103 72 31
HR 108 2014 108 0o -34 69 38
EU 113 2037 117 0.4 -0.6 12 4.2

(13 Values are not reported when the peak coincides with the start vear (201 3) and the through with the end vear (2060).
Countries reported in this table are the ones projected to experience a peak in public pension expenditure before athrough over the projection period.

Seurce: Commission services, EPC

stable over the whole projection period (low
standard deviation of 0.2 p.p. of GDP; see Annex
2, Table IL.A2.3).

In 6 countries projecting an overall decrease (or
stabilisation) of public pension expenditures over
the period 2013 — 2060, an initial increase or stable
level of public pension spending would be
observed in the first part of the projection period
(see Table II.1.13). This is the case of Finland
(+2.2 p.p. of GDP until 2028), Portugal (+1.2 p.p.
of GDP until 2033), Spain (+0.8 p.p. of GDP until
2047) and Italy (+0.1 p.p. of GDP until 2036).
Estonia and France also project a roughly stable
ratio during the first years of the projection period
(until 2018 in Fstonia and 2025 in France *%). In
Hungary, Bulgaria and Poland, on the other hand,
public pension expenditures, decreasing as a share
of GDP until respectively 2031, 2028 and 2040,
would pick up during the second part of the
projection period. In Sweden and Greece, a
similar, but milder, pattern would be observed.
Finally, Latvia, Denmark and Croatia project a
regular decrease of their public pension spending
ratio over the whole projection period, thus
registering the biggest decrease cut of the 29
countries considered.

Looking at public pension spending dynamics by
sub-periods, one can see that at the EU and euro

(* The ratio should remain stable until 2025 close to the
"peak" value reached in 2014,

area aggregate level, the ratio will be relatively
stable until 2020, whilst it would increase over the
next two decades (curnulated increase of +0.5 p.p.
of GDP and +0.7 p.p. of GDP respectively; see
Graph II.1.6). Public pension spending is finally
projected to decrease over the last two decades of
the projection period (curmulated decrease of -0.6
p.p. of GDP and -0.8 p.p. of GDP respectively).
Between 2020 and 2030, the highest increase
would be observed in Belgium (+2 p.p. of GDP),
Lithuania (+1.9 p.p. of GDP) and Luxembourg
(+1.4 p.p. of GDP; see Table 11.1.14). Between
2030 and 2040, Slovenia projects to see the largest
increase (+2 p.p. of GDP). During this period, the
EU average increase would be limited (+0.1 p.p. of
GDP), but more widespread than during the
previous decade (with 18 countries seeing an
increase of their public pension expenditures
ratio). Finally, during the period 2050-2060, public
pengion spending would substantially decrease in
Ireland, Spain and Portugal (-1.6 p.p. of GDP, -1.4
p.p. of GDP and -1.3 p.p. of GDP, respectively).
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Table IL1.14:  Changein gross public pension expenditure over decomposition that will be explained in section
the period 2013-2060 (in p.p. of GDP) 1 6)
R R = T = ) e
BE (] Z0 05 ) [ 33
B 14 03 03 08 03 04
gi 012 g; 00133 0075 0013 271 Graph .17 {3ross public pension expenditure over the period
DE 05 12 a5 0z 05 27 20072060 in selected countries (% of GDP)
EE [aku} 05 02 0z 04 13
IE 0 11 og [k} 18 11
EL or 1.1 -0.2 0.z a1 19
ES 00 05 07 04 14 0g 18
FR 0z 00 04 10 07 28
HR 05 0g A7 06 03 30 16 .
I 04 04 04 10 10 14
[ 05 07 03 0z 0z a4 14 DK
L 18 04 01 03 08 34
I a4 19 a7 0 11 0z 12 ES
a1} 12 14 o7 0z 10 41 10 Ir
HU 17 09 a7 10 o0& 0.1 .
T 0z 02 0.1 13 18 3z a J ﬁ:_ = .._-:":'—.—t "
NL 0z 08 08 03 03 09
AT 00 08 03 0.4 03 08 5 ¥ L
PL 07 0z 04 05 03 07
PT 07 04 04 0.4 13 07 1 FT
RO 04 00 04 04 03 0.4
] 05 11 z0 13 03 35 2 ====R0
SK 04 04 05 10 1.1 21
Fl 14 o7 1.4 0.8 0.z 01 0 SE
SE 07 04 04 03 03 14 EECEENSIEIRETEESEG
(LS 03 a5 a5 03 (LEC] 97 HEE SR EEREHEENENEEER
MO 0.2 0.6 0.1 0.2 0.2 25
E0 0z T4 oA k] T3 0z - -
EA 00 05 02 03 05 00 Sopree: Commission services, EPC

Graph[1.1.4:  Changein gross public pension expenditure over
the period 2013-2060 {in p.p. of GDP)
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Seurce: Commission services, EPC

Nonetheless, the interpretation of these time
patterns should be, to some extent, made with
caution. Indeed, the projected change of the public
pension expenditures ratio over the period 2013-
2060 is affected by a significant base year effect,
due to the financial and economic crisis. Indeed,
for the countries projecting a decrease of their
public pension spending as a share of GDP
between 2013 and 2060, which reported historical
data back to before the crisis, one can see that the
level reached by 2060 would often be higher or
similar to the pre-crisis level (except for Sweden
and Denmark; see Graph I1.1.7). This base year
effect seemns particularly strong in Spain, Portugal,
Latvia, Ttaly and Bulgaria. Projected decreases are
of course also the result of legislated pension

Expenditure developments by age group

In the vast majority of Member States, the share of
public pensioners in age groups below 70 is
projected to decrease over the period 2013-2060
(see Graphs IL1.13 to IL1.13). (**) On the other
hand, this share should increase in age group 75+
These results reflect pension reforms introduced by
mary countries, including increasing retirement
ages and required contribution period for full
pensions, restrictions on early and disability
pensions, as well as demographic factors.

Consequently, at the EU aggregate level, the share
of public pensioners is supposed to go down over
the period 2013-2060 for all age groups considered
below 70 years old. (see Table IL.1.15). The
steepest decrease would be observed for the age
group 60-64 during the first half of the projection
period (around -9 p.p. over 2013-2060, of which
close to -6 p.p. over 2013-2030). This trend is in
line with the increase in statutory (including early)
retirement ages, along with more restricted early
pension and disability schemes in many Member
States. A strong decline is also projected for the
age group 65-69 during the second half of the
projection period (around -7 p.p. over 2013-2060,
of which -5.4 p.p. over 2030-2060), also as a result
of increasing retirement ages and required

(*%) These graphs depict the evolution of the share of public
grap e P

penstoners in different age groups between 2013 and 2060

Countries that lie above (respectively under) the 45 degree

reforms (as seen from the age group line are projected to experience an increasing (respectively
decreasing) share of public pensioners in the respective age
group over the projection harizon.
73
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contribution period for full pension. On the other
hand, the share of public pensioners in the age
group 70-74 would remain broadly constant over
the projection period in the EU (+0.1 p.p.), whilst
it would strongly increase for the age group above
74 years old (+21.5 p.p.), in line with demographic
trends. By 2060, more than half of public
pensioners would be older than 74 (against around
one third in 2013).

TableIL1.1%  Share of public pensiona sin the EU by age groups
(as % of total public pensioners)

Sh=re of pUBIIGC peneioners n1he B (7]
Teange 2075

lagegroup| 2013 om0 0w zoso zom o 2060
E= TE 77 T0 X AT a7 X
5559 54 43 a7 3z 27 28 28
aogd | 13s 104 7a 62 54 43 =y
6559 a7 201 182 158 140 128 59
tora | 13 196 200 188 184 174 a1
54+ 0 356 a4z 510 sag 576 215

Seurce: Commission services, EPC

Public pension expenditures would also decrease
for all age groups below 70 years old at the EU
aggregate level (at the most by around -1 p.p. of
GDP for the age groups 60-64 and 65-69; see
Table I1.1.16). In some countries however, public
pension spending ratio would still rise for some of
these age groups (for instance, in Luxembourg for
the age groups 60-64 and, to a lesser extent, 65-69;
in Belgium and Germany for the age group 65-69;
see Table I1.1.16). The public pension expenditure
ratio would be roughly stable for the age group 70-
74 at the EU aggregate level, although contrasting
trends are projected for the different Member
States (with increasing ratios for 14 countries).
Pensions to GDP should substantially increase for
the age group 75+ (+2.3 p.p. of GDP) at the EU
aggregate level By 2000, public pension
expenditures for the age group 75+ would
represent 6.7% of GDP (against 4.4% of GDP in
2013). Only three countries project a ratio broadly
stable for the age group 75+ (Croatia, Latvia and
Sweden). These trends in public pension
expenditures by age groups reflect largely the
evolution of pensioners' weight by age groups, but
also pension formula revisions, which will be less
favourable for future pensioners' generations.

80
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Graph [1.1.8 Evolution of the share of public pensioners for age Graph I1.1.11:  Evolution of the share of public pensioners for age
group -54 between 2013 and 2060 (% of total public group 55-59 between 2013 and 2060 (%o of total
pensionersy public pensioners)
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Seurce: Commission services, EPC

Saerce: Commission services, FPC

Graph [1.1.9:  Evolution of the share of public pens oners for age Graph I1.1.12:  Evolution of the share of public pensioners for age
group 60-64 between 2013 and 2060 (% of total group 65-62 between 2013 and 2060 (% of total
public pensione s) public pensioners)
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Seurce: Cominission services, EPC

Sezree: Comimission services, EPC

Graph [1.1.10:  Evolution of the share of public pens oners for age Graph 111,13 Evolution of the share of public pensoners for age
group 7074 between 2013 and 2060 (% of total group 73+ between 2013 and 2060 (% of total
public pensione s) public pensioners)
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Table [L1.1¢:

Gross public pension expenditure by age groups in 2013 and in 2060 (% of GDP)

Age group
Country vear 5 £559 5054 6569 7074 757
BE 2013 0eg 07 18 2.8 1.8 4.1
2060 06 0.4 1.5 2.9 27 7.0
BG 2013 ne 07 1.7 21 1.7 28
2060 0.3 0.3 06 1.2 2.1 5.0
CZ 2013 07 (18] 14 2.1 1.4 24
2080 06 0.2 0.2 0.9 19 5.0
DK 2013 1.2 0a 16 2.4 1.7 2B
2060 0.5 0.3 0.5 0.6 1.1 4.0
CE 2013 04 [IE] 1.0 18 23 4.2
2060 0.2 0.z 0.6 1.8 24 7.4
EE 2013 1] 04 1.1 1.3 14 27
2060 0.5 0.2 0.3 0.8 1.2 8.8
IE 2013 1.1 [IE] 04 1.2 ng 1.6
2060 0.9 0.2 0.3 0.6 1.0 4.1
EL 2013 08 1.2 22 2.8 23 53
2060 0.1 0.1 0.2 1.2 27 8.7
ES 2013 08 045 14 27 20 45
2060 04 0.3 04 1.2 19 8.7
FR 2013 07 04 24 3.5 24 55
2060 04 0.3 06 1.9 23 §.7
HR 2013 1.3 ne 1.7 2.0 1.8 3.2
2060 0.3 0.2 0.5 1.0 1.3 3.7
IT 2013 02 06 25 34 30 FE]
2060 0.1 0.1 0.2 1.5 29 9.1
cY 2013 02 04 15 2.7 18 27
2060 0.2 0.2 0.2 1.1 2.1 B3
LY 2013 [1E] 0z 1.0 1.6 1.3 2B
2060 0.3 0.1 0.1 0.7 049 2.5
LT 2013 08 04 1.0 1.2 12 24
2060 06 0.1 0.3 1.2 1.2 4.0
LU 2013 04 07 148 1.9 1.4 a0
2060 0.2 0.4 28 2.0 1.7 5.2
HU 2013 1] 1] 28 2.5 14 3.2
2080 04 0.3 06 25 23 54
WMT 2013 : : : : :
2060 : : : :
ML 2013 0g 04 05 1.6 1.2 24
2060 0.8 0.3 0.4 0.4 1.1 4.8
AT 2013 1L 14 24 286 28 4.1
2080 05 0.5 1.5 2.4 27 5.4
PL 2013 1.0 1.0 25 2.2 EN]
2060 0.3 0.3 0.5 1.5 5.0
PT 2013 05 ne 22 3.5 27 4.2
2060 0.3 0.3 0.7 1.3 2.1 8.5
RO 2013 1.1 18 1.1 1.1 12 18
2060 09 1.2 0.7 0.8 1.2 8.8
Sl 2013 02 1.0 24 2.3 20 3B
2060 0.2 0.4 1.1 2.0 26 8.0
Sk 2013 07 s 14 1.6 1.3 22
2060 04 0.2 0.3 1.5 2.1 5.7
Fl 2013 08 045 1.7 EN] 24 40
2060 05 0.2 08 2.4 25 5.5
SE 2013 [1E] (IR 0g 2.3 1.8 3.3
2060 04 02 0.3 1.5 15 36
UK, 2013 : : : :
2060 ; ; ; ;
MO 2013 1.0 06 1.3 2.2 18 30
2060 1.0 0.6 1.3 2.1 2.1 5.2
EU 2013 06 0.5 17 2.6 2.2 4.4
2060 04 0.2 0.6 1.6 2.2 6.7
EA 2013 05 0.5 17 2.6 23 45
2060 0.4 0.2 0.6 1.7 2.3 7.1
(13 MT and the UK: public pension expenditure decomposition by age groups is not available.
LW and LT: 2014 datais used as a starting value
AT: only earnings-related expenditure iz covered.
EL: without small supplementary funds.
IE: without public service occupational schemes.
Seurce: Commizzion services, EPC
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Gross versus net pension expenditure

The average level of taxes on pensions, over the
panel of 15 countries for which projections are
available (Sweden, the Netherlands, Denmark,
Romania, Croatia, Norway, Poland, Germany,
Spamn, Belgium, France, Italy, Portugal, Slovenia
and Finland), is estimated at 1.4% of GDP in 2013,
and should remain roughly stable over the
projection horizon (see Graph IL.1.14). However,
three countries should experience an increase of
these taxes as a share of GDP (Germany, Norway
and Belgium), whilst Denmark projects a decrease.
These ftrends mainly capture the underlying
dynamics of gross pension expenditures over GDP,
as tax revenues as a share of gross public pension
expenditures are generally assumed to remain
constant over time. In some cases however,
legislated changes to pension taxation can explain
these dynamics. (*°)

Graph I1.1.14:  Gross versus net public pension expenditure in

2013 and 2060 (% of GDP)
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(13 The graph only presents the countries for which (non-zero) data are
available. Gross and net public pension expenditures overlap in the
graph, so that the difference (dark blue bar) represents tases on
pensions.

Seurce: Commission services, EPC

1.5.2. Private occupdational and indivdual
[oersiors

The relevance of private occupational and
individual schemes in total pension provision has
increased in several Member States in recent years.
Participation in second and third pillar schemes
has been encouraged or even made mandatory in
several countries to decrease the financial burden
of ageing populations on public finances.

(*) In Germany, the increase of public pension taxes to GDP is
in line with the undergoing change in the tax regime related
to contributions and pensions. Indeed, pension
contributions will be completely exempted from tax by the
year 2025, whilst pension benefits will be completely taxed
by the year 2040,

However, in 2013, privately managed pension
schemes were still rather young in the majority of
these countries: out of the countries reporting such
expenditures, (°7) their contribution to pensions in
payment was only significant in Denmark, the
Netherlands and Sweden (see Table I1.1.17). Over
the projection period, private pension schemes are
projected to expand in most of the countries
considered, in particular in Latvia, Estonia and
Croatia. By 2060, these schemes are expected to
represent more than 4% of total pension
expenditures in the Netherlands and Denmark,
around a third in Sweden and Latvia, and more
than a quarter in Estonia. (**) Private pension
schemes should remain limited in Spain and
Portugal over the projection period. Their weight
in total pension spending, whilst increasing, should
remain below 7% in Spain by 2060, and is even
projected to decline in Portugal, representing less
than 2% by 2060.

Table 11.1.17  Private {occupational and individual) pension
schemes expenditurein 2013 and 2060
% GOP % total pension expenditure

Country 13 2060 2013 2060
Dk 46 [ EIE N
EE oo 22 0z ]
ES oy ng 83 69
HR oo 16 uli] 13.0
L oo 22 0o Rz
LT oo 11 0o 28
WL 52 65 432 455
FT 03 0z 20 15
RO oo 08 Juli] 93
SE 25 3.9 M7 34.2

(1) The table only presents the countries which provided (non-zero)
data for private (occup ational and individual) pension schemes.
Sezree: Commission services, EPC

In Sweden, Denmark and the Netherlands, private
pension  expenditure mainly comes from
occupational schemes (see Graph I1.1.15). Indeed,
in these countries, occupational schemes with high
coverage rates (in 2013, close to 70?6 of total
pensioners on average) and substantial additional
pengion provisions, on top of public pensions, have
existed for quite a long time. In 2013, they
represented 1.8% of GDP in Sweden, 4.6% of
GDP in Denmark and up to 5.2% of GDP in the
Netherlands, and are projected to expand further
over the long-run (the highest value being reached
by the Netherlands at 6.5% of GDP in 2060). In

™) Private pension expenditures are reported on a voluntary
basis by Mernber States.

(™) In other countries, on the other hand, private pension
schemes have been shifted back to the public sector
(Hungary, Poland).
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Sweden, private indivichicl mendatory pension
schemes are also expected to mature over the
projection period (premiwn pension), whilst
private individual volumtary pension schemes
(representing 0.6% of GDP in 2013) would
gradually fade out as a result of the suppression of
tax incentives. In other countries, the bulk of the
expansion of private pension schemes is projected
to come from individual mandatory schemes
(Romania, Lithuania, Croatia, Estonia and Latvia).
In Spain, private pension spending, limited as a
share of GDP, would still rely by 2060 on a
balanced mix of occupational and individual
voluntary schemes.

Graph [1.1.15:  Expenditure for private occupational and
individual pension schemes in 2013 and 2060 (%o of
GDP)

oOceupdtional @ ndividual mendatory  oindividusd wlintary

(1

The graph only presents the countries which provided (non-zero) data
for private (occup ational and individual) pension schemes.

Seurce: Commission services, EPC

Contributions to private pension schemes, as a
percentage of GDP, will increase over the
projection period in 5 countries (Romania,
Lithuania, Croatia, Estonia and Latvia; see Graph
11.1.16), whilst they will slightly decrease in 4
countries (Portugal, Spain, Sweden and Denmark).
In the Netherlands, private contributions to
occupational schemes are projected to significantly
decrease over the period 2013-2060 (-2.3 p.p. of
GDP), as a result of the decline of future pension
contribution rates. This projected decline is the
consequence of the reduced need to accumulate
assets, resulting from the increase in the eligibility
rate (the 2012 reform applying both to the public
and private pension system).

Graph I1.1.16:  Contributions to private occupational and
individual pension schemesin 2013 and 2060 (%o of
GDP)

a0cupational  @hdiidal mandanny o hdiidua wohntany

1)

The graph only presents the countries for which (non-zero) data are
available.

Setrce; Commission services, EPC

1.6. DRIVERS OF PENSION EXPENDITURE

1.6.1. Decompcsition of projected persion
expenditure

A decomposition of the main underlying drivers of
the evolution of the pension expenditure to GDP
ratio is outlined in Box I1.1.2 below. The overall
change in gross public pension expenditure over
the projection horizon 2013-2060 is decomposed
into 4 drivers (dependency ratio, coverage ratio,
benefit ratio and the labour market effects). The
labour market effect is further decomposed into
three drivers: employment, labour intensity and
career shift etfects (see Table I1.1.18).

Confirming the results of the population
projections (see Chapter 1), the demographic
factor contributes the most to the increase in public
pension expenditure over the period 2013-2060
(+7.6 p.p. of GDP at EU level), ranging from +2.6
p.p. in Sweden to as much as +12.4 p.p. in
Poland. (**) Moreover, for nearly all Member States
the dependency ratio is the only factor contributing
to increasing the pension expenditure to GDP ratio,
while the coverage ratio, the employment effect as

(®) Please note that due to a lack of necessary data TE public
service occupaticnal pensions are not included m the
analysis of the decomposed pension expenditure drivers
throughout the whole chapter This also affects the
decomnposed EU28 and EA figures. All respective residual
values are corrected accordingly in order to be consistent
with the overall expenditure figures as a share of GDP
which include these two cormp cnents.
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well as the benefit ratio contribute to limit the
upward trend in pension expenditure for nearly all
countries.

Although the upwards contribution of the ageing
population is the largest single factor, the negative
budgetary effect of demographic factors is fully
offset by the other sub-components. As a
consequence, gross public pension expenditure in
2060 stays at its 2013 level in the EA, while a
slight decline in public pension expenditure as a
share of GDP is projected for the EU as a whole by
2060 (-0.2 p.p.)

Among the factars contributing to a lowering of
the expenditure trend, the labour market effect is
the least pronounced. Increasing employment and
labour intensity together with the effect of career
shifts only leads to a reduction in the public
pension expenditure over GDP ratio by more than
2 p.p. over the projection period for Greece, Spain,
Ttaly, Cyprus and Portugal Overall, the labour
market effect is projected to reduce the upward
pressure on pension expenditure by 1.4 p.p. on
average for the BU. (*) Projected figures range
from 0.0 p.p. of GDP in Romania to -6.2 p.p. of
GDP in Greece.

The employment effect is by far the largest
subcomponent of the labour market -effect,
totalling -1.0 p.p., in the EU as a whole. It also
explains the large total decline in the labour market
effect for Greece, Spain, Italy, Cyprus and
Portugal, all countries with assumed strong
declines in unemployment rates from very high
mnitial values. The employment effect shows no
significant impact for Romania and Finland.

The career shift effect is limited (on average -0.4
p.p. of GDP in the EU). The largest impact can be
seen in Italy, Greece and Portugal (-1.0 p.p., -0.8
p.p. and -0.7 p.p. respectively), whereas it has no
significant  impact in  Ireland, Lithuania,
Luxembourg and Malta (0.0 p.p.).

(™ As cross-border workers in Taembourg are not covered in
the labour force projections for the pension projection
exercise, a deeper analysis of the employment effect
contribution as well as the coverage ratio contribution 1s
not meaningfisl.
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Box L 1.Z; Decompesition of pension expenditure to GDP

In order lo snalyvse the dynsmies sod the underlying dnvers of the pension spending lo GDP ralio over e,

the following decompesition formula is proposed:

Degendency Hatio Coverage Ratio

Pension F,xp_’ Topulalion65+ " Numbcrol Pcnsioncrs(T’cnsinmj

= s
GDP Population20-64 Population65+

Rcnefit tatio Labour Markeot Labour Intonsity

. Averageincometrom pensions (AverageP ension)x Population20-04
GNP Hours Worked20- 74
Hours Worked20-74

The Tiquation highlights the forces that affeet the dynamics of pension expenditure. Tndeed the overall change
in public pension expenditure to GLP ratio can be expressed as the sum of the contribution of the following
forr main factors:

The dependency ratio ellect, which quantifies (he mmnpset of demography. (the chunge i lhe composition of
the population. vld age versus working age) on the pension-to-GDP ratio. An increase in this ratio indicates a
higher proportion of older individuals with respect to working age population. 1.c. an ageing population. As
the dependency ratia increases, the pension-to (NP ratic moves in the same direction.

The coverage ratio effect 15 defined as the number ol pensivuers of all ages o the populalion over 65 yeurs.
The analvysis of the coveraze rat o provides information ahont how the developments of the effective exit age
und the share of the populabion covered by lhe pension system ifluence peusion spending. As the coverage
ratia increases, the pension expenditure-ta-GDP ratio increases as well.

Lhe benefit ratio effect indicares the development of the relauve value of the average pension (public
pensian spending / number of pensioners) with respect to the average wage. It reflects the features of the legal
framework of pension systems as far as the caleulation and indexation rules are concerned.

The labour market/ labour intensity effect describes the etftects of labour market behaviour on pension
cxpenditure. In order to split this labour market behaviour policies into diffcrent drivers, a further
decomposition is serd:

Labour Market / Labour Intsnsity

Population 20 64
Hours Worked 20 74

1/ Emplovment Ratc 1/ Labour intcnsity T Carcer shift
Population 20 - 04 . Working People 20— 04 y Hows Worked 20 - 64
Working People 20 - 64 " Hours Worked 20-64 ~ Hours Worked 20 — 74

Mare in detail, the 3 different labour market hehaviowr components can be interpreted as follows:

lhe emplovment rate effect 15 defined as the ratio of population aged 20-64 to the number of worlung
people aged 20-671 (i.e. T/employment rate). In Payv-as-You-Go systems, a higher employment rate helps
inercasing the sustainability of pension systems by allowing for a larger contribution basc (at lcast in the short
term). hence as the employment rate inereases. the ratio of pension expenditure to GTIP falls.

[Continved on the next page)
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Box fcontinued)

The labour intensity effeet is delined as the rato of the working pupulation 20-64 o the howrs worked ol the
population 20-64 (1.c. I/labour intensity). As labour intensity increascs, the ratio of pension cxpenditure to
GDI falls.

The career prolongation effect is defined as the ratio of hours worked by the population 20-64 to the hours
worked by the population 20-74 (i.e. 1/career shift). Changes in this ratio (i.e. a decrease) capture the etfect of
a working life prolongation above the age of 65 (e.g. because of reforms that postpone the statutory
retirement age or because of active ageing policies). An increase in the hours worked by people aged more
than 65 helps o reduce the raiio of pension expenditure o GDP.

As a result of the macroeconomic assumptions
used in the projections, the labour intensity
contribution has more or less no impact on the
change in the pension expenditure to GDP ratio
(EU average: +0.1 p.p.). Only Ttaly, Luxembourg
and Malta project an increasing effect of +0.1 p.p.
of GDP. In all other Member States, the labour
intensity effect is negligible.

Both the effects of the coverage rate as well as of
the benefit ratio are more pronounced than the
labour market effect in leading to downward
pressure on the expenditure ratio.
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TableIL1.18  Decomposition of gross public penson expenditure change ovar 2013-2060

dmenamw Coverage Benefit ratio Labour market effect c -

Country 2013 level . ratio ratio o tribution Tets (hec) E“';:ygf’" L‘“w’(ge"‘“y Camershi® ) effect 2060 level
S e 55 EE EE] o6 ET] 00 Eg R T8
Be 59 67 a4 25 2 a8 00 a3 03 04
cZ a0 6.2 -36 -1.0 -1.0 08 g -0d 0.5 a7
DK 103 36 36 20 08 a5 00 a5 02 72
bE 100 73 12 22 07 aq 00 aq 04 27
EE 7B a4 20 3.8 -05 -0q og - -0.4 63
= 74 60 17 21 06 a5 00 0.0 05 54
EL 182 08 32 21 62 =5 00 a8 0 143
ES 11.82 249 06 4.9 -38 -38 g -0d 09 1Mo
FR 149 67 32 a7 a2 -0 00 a2 04 124
HR 108 6.4 33 50 a7 1.4 00 a2 04 50
IT 167 80 A0 2.1 -23 -1q o? =10 05 138
v 85 87 24 33 22 47 00 a5 06 03
& 77 28 14 as og 06 00 a1 03 a8
LT 72 43 22 0o 06 a5 0.0 0.0 04 75
i 84 65 24 04 03 03 01 00 0z 34
HU 15 78 35 18 18 .7 00 oz 05 14
T =}=] 72 09 1.9 -1.4 -1.q [ 0.0 -0z 128
NL 59 45 22 05 08 a5 00 a3 03 78
AT 120 04 33 a1 10 05 00 a5 06 144
L 113 124 52 52 14 a8 0.0 a6 a2 07
T 138 17 34 59 26 18 00 a7 08 134
RO 82 658 23 40 00 0.0 00 a1 06 8.1
=i 11.82 a7 27 1.9 -1.45 -1.2 g -0z 06 1532
N 81 13 42 26 3 a8 00 a5 0 10z
FI 120 &0 26 27 05 02 00 a2 02 28
ES g0 25 0z 27 04 Y] 0.0 a1 0. 75
UK 77 38 15 07 06 05 0.0 02 02 54
WO 53 55 05 22 0z 07 0.0 01 oz 24
0 e 72 T =0 14 T 0 o7 T4 A
Ex 123 75 24 X 6 1.2 0.0 04 0.4 123

(13 IE: The decomposition sxcludes occupational public pensions, therefore the interaction effect is adjusted to match with the overall expenditure

changes.
The decormposition is based on the number of pensioners.
Seurce: Commission services, EPC.

For the EU as a whole, the coverage ratio effect (-
2.6 p.p.) is slightly smaller compared to the benefit
ratio effect (-3.0 p.p.). However, large variations
can be observed among Member States. Only
Sweden (+0.2 p.p.) projects a small increase in the
coverage ratio contribution to the pension
expenditure to GDP ratio. On the contrary, strong
downward effects of the coverage ratio on public
pension expenditure are projected in Poland (-5.2
p.p.), Italy (-5.0p.p.) and Slovakia (-4.2 p.p.).

A similar picture can be observed for the benefit
ratio effect. Only one country projects upward
pressures on expenditure due to an increasing
benefit ratio effect (Luxembourg with +0.1 p.p.)
while in countries like Portugal (-3.9 p.p.), Poland
(-5.2 pp.) and Croatia (-5.0 p.p.) a strong
downward trend has been projected. The
differences between countries — both for the
coverage ratio as well as the benefit ratio effect —
are in most of the cases due to different kinds of
reforms affecting both the access to pensions (e.g.
set up or shift to secondary pillars not classified in
the public sector or increases in the statutory
retirement age) and the generosity of future
pension benefits (e.g. sustainability factors, less
generous indexation rules).

Graph 111,17, Decomposition of public pension expenditare to
GDP

ittt

15
10
R
-
-— -
|

s
A0

5
HE DK Ly FR T EL SE EE ES BT PLBG EU R C¥ HU EA FI LT 4T UK <2 HL IET 5K HO DEMT BE I LU
M D= pendengy ralia cantribalion 5 Cowerage ralia cantributian
Banzfil ratia @ntrinutian Labaur mareztaffectaneibuian

Interactian eMed -1 H60 changs

Saetree: Commission services, EPC.

Old-age dependency effect

The overall picture of the old-age dependency ratio
effect on public pension expenditure is shown in
Table II.1.19. Without any exception, the
contribution of the old-age dependency ratio is
bigger than the total change in the public pension
to GDP in all Member States. Due to ageing
populations, demographic factors are projected to
be the main (and usually the only) increasing
driver of public pension expenditure in the
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upcoming decades. Recent pension reforms
leading to increased retirement ages, higher
employment rates (of older workers) and less
generous pension entitlements have strengthened
the counterbalancing impact on  pension
expenditure.

Table IL1.1%:  Conwibution of the dependency ratio effect tothe

change in public pension expenditure {in p.p. of

GDP)
Country 204320 202020 2020-40 2040-50 2050-60 201360
BE 11 23 11 03 [ 58
BG 18 13 13 16 08 67
cZ 22 12 13 17 04 [=X-]
(1129 12 13 o8 0.z 04 36
DE 1.2 22 20 0.4 04 73
EE 15 17 [al=] 09 05 54
E 18 25 241 16 20 &0
EL 1.7 20 28 26 08 06
ES 18 24 28 19 17 =2=]
FR 27 27 17 0.1 03 67
HR 1.7 23 10 09 05 64
T 12 27 33 09 01 80
(=g 22 28 13 14 0a 87
LW 1.0 17 a7 0.3 o 38
LT 10 34 14 08 o8 43
[11) 05 20 16 1.1 15 =25
HU 22 11 16 1.7 1.2 78
MT 29 22 041 1.0 15 72
HNL 1.4 20 132 0.1 0z 48
AT 1.4 28 25 o7 1.2 a4
PL 35 20 13 249 1.7 124
FT 22 35 38 24 01 M7
RO 18 10 22 14 08 [=X-]
3l 30 3z 19 19 03 a7
5K pria) 28 16 27 19 M3
Fl 27 22 01 0.2 ng =2u]
SE 0g 07 04 aki) 0g 28
Uk 0.8 1.5 02 0.3 0.3 249
NO 1.0 18 14 0.4 1.2 58
EL 1.7 25 19 09 0.2 72
EA 1.7 20 24 0.7 02 7B

Saurca: Comirission services, EPC.

Table IL.1.19 shows the contribution of the
demographic factors to the change in public
pension spending per decade over the projection
horizon. The demographic effect is at its strongest
in the first two decades of the projections (2013-
2030), when the post-war baby-boom generation
reaches the retirement age. The smallest impact is
projected for Luxembourg least over the 2013-
2020 period (+0.6 p.p.) while the demographic
impact is the largest in Poland (+3.5 p.p.). The
impact for the EU as a whole is 1.7 p.p. aver the
same period. Between 2020 and 2030, the
demographic effect is at its strongest level {(+2.5
p.p.). In that period, the minimum wvalue is
projected for Sweden (+0.7 p.p.) while the
maximum impact is recorded for Austria (+3.9

p.p.)

The demographic effect is still significant in 2030-
2040, when for the EU as a whole the dependency
effect contribution is projected to be +1.9 p.p. of
GDP. Thereafter the impact of demographics
factors starts to decline, first to +0.9 p.p. between
2040 and 2050, falling to +0.2 p.p. in the final
decade of the projection period (2050-2060). In

four Member States (Denmark, France, Lithuania
and the Netherlands) the contribution of the
demographic change will become negative over
the period 2040 to 2050. Between 2050 and 2060
the number increases to seven countries (Ireland,
Greece, Spain, France, Lithuania, Portugal and
Slovenia).

Coverage effect

Several reform steps have been taken in recent
years by a number of Member States in order to
limit the increasing effect of an ageing society on
public pension expenditure. In many cases, these
reforms were related to the abolishment or
restriction of early retirement schemes, the
increase in statutory retirement ages or the
incentive to stay longer in the labour market on a
voluntary basis, i.e. exiting labour markets beyond
the legal retirement age. All these measures are
reflected in a lower level of the coverage ratio (the
number of pension benefit recipients as percent of
the pensionable population, here measured as
persons aged 65 or more, see Table I1.1.20.

Table [1.1.20:  Coverageratio developmentin 2013-2060 {as %o of

population aged 65 and over)

Change 2013 -
Courtry 2013 2020 2030 2040 2050 2060 2060in p.p
BE 1341 1333 1286 12fid 1245 122 6 BRE]
BG 1562 1388 1269 1167 10.7 108.6 475
cz 1804 1338 1258 1169 108.9 106.0 544
DK 130.4 1150 1002 028 HE 845 455
DE 1183 1148 1084 1059 105.8 105.2 124
EE 1723 1562 1430 1389 1340 130.3 418
IE 1485 1365 1234 184 1nzs 1194 -39
EL 175 1078 043 ara g0y Q5.1 -11.4
ES 10737 10632 1018 05 07 102.2 55
FR 1573 1437 1342 1264 126.0 126.4 08
HR: 1567 1430 1280 1158 1114 110.4 457
s 1209 1082 05 05 o0z 872 337
cr 1220 1128 1082 1085 101.3 053 357
L 1540 1400 1283 1257 124.5 123.5 05
L7 1709 1862 136.4 1273 127.3 127.2 427
Ly 2358 217 078 1005 188.4 182.8 428
HU 1835 1308 1268 1228 117.8 115.4 420
WT 1200 110 1028 1064 107.5 108.4 115
HL 1347 1225 10837 1067 104.0 03 355
AT 1481 1415 1245 174 1238 116 6 -3 A
PL 1863 1320 1147 o7 e o1y Qof -B5.7
T 1245 1162 107.4 1014 004 100.5 240
RO 1845 1558 1568 1445 132.4 123.2 414
51 1704 1593 1438 141.4 156.2 135.0 352
3K 1833 1595 1388 1305 116.3 108.2 754
FI 1328 1215 1167 1151 1127 109.9 27
SE 1284 12737 1203 1289 1215 1215 32
ug 1182 1034 6.0 035 044 954 3.4
] [EH TaE 5% [EH 521 [ EE]
EU [EEA] T2 T332 (5 1063 054 76
Ea 1357 1310 1435 107 & 1066 105.3 3.5

_ - — —

(1) The coverage rafio is caloulated as the tota number of public
pensioners as a shate of the population 65 and over. In case the nutnber
of pensioners was not provided, the number of pensions was used as a
ProOEY.

Sezree: Commission services, EPC

The coverage ratio at age 65 is projected to be
reduced over the projection period in all countries

8%
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0

except for Sweden. (') This is firstly the effect of
increasing statutory and as a consequence also
effective retirement ages, in some countries even
after age 65. Secondly, this is also due to stricter
conditions for pension eligibility below the official
retirement age (e.g. getting disability or early
retirement pensions). In the EU, the coverage ratio
is projected to fall by 28 p.p. from an initial level
of 133% to 105%.

market effect is projected to reduce public pension
expenditure by -0.5 p.p. of GDP both between
2013 and 2020 and between 2020 and 2030. The
effect is slightly smaller in the following decade
(-0.3 p.p. in 2030-2040). Thereafter, the labour
market effect has no significant impact on the
overall EU pension expenditure to GDP.

Table 111,220 Contribution of the labour market effect to the
change in public pension expenditure (in p.p. of

GDP)
TableIL1.21:  Contribution of the coverage ratio effect to the —Country TT20 202030 2000 2000 205060 201360
changein public pension expenditure {in p.p. of BE 04 0z 0 0.0 00 06
GDP) BG -0.6 -0.3 -0 0.0 -01 -1.2
Tourtry RS S s R s = SR 2 cZ -0.4 0.0 -0 -0.3 0.2 -1.0
EBE -0 05 03 0z 02 iF] D -0.4 -0.2 -0 0o -0.2 -0.8
B& 1.4 07 o7 0.4 02 31 DE -03 -0.3 -0 0.0 0.0 -0.7
CE 16 05 06 0 03 36
DI 12 14 a7 04 ne 25 EE -0.2 -041 -041 0o 0. -0.5
BE o0 o e o0 e s IE -03 0.3 0.2 -01 03 -0.6
EE o7 0 0.2 0.z 0z 20 EL -23 -2.2 -1.6 -0.4 0.2 -6.2
E 07 08 0.4 0.5 0s 17 ES -1.6 -1.6 -0.9 0.0 0.2 -3.8
EL 14 20 04 0.3 i 32
= oh o5 e i o 5 FR -0.3 -0.6 -0.3 0.0 0.0 -1.2
R s 10 s on on 52 HR 07 0.5 0.4 -0 0.0 -7
HR 10 1.1 04 03 a1 33 IT -0.9 -0.8 -0.4 01 -0.2 -2.3
™ 17 14 -n 04 os A0 o 05 0.9 0.5 -2 01 2.2
C" or 04 oo 0 [nk) 21
hY a7 05 ry 00 00 14 L -0.2 -0.3 -0.2 0o -01 -0.8
5 o i o o0 o0 5 LT i 0.2 0.2 il -1 -0.6
i1} 04 05 06 o7 04 24 Lu -0z -0.2 -0 01 o1 -0.3
HU 23 03 03 0.4 02 25 HU -1.3 -0.8 -0 0.0 0.0 -1.9
WT 07 0s 04 0.1 0.1 03
NL a7 Eyd e s 04 22 MT -0.6 -0.7 -0.1 0o -01 -1.4
AT o byt a0 oz 0z e ML 03 0.3 0.2 00 -0 0.8
PL 23 15 0.6 06 02 52 AT -0.3 -0.4 -0.2 01 -01 -1.0
FT 08 12 0.8 0.3 0.2 2.1 FL -07 -0.3 -0.1 -0.3 0o -1.4
RO 04 0z 07 07 of ] - . - - -
a 07 1 0 oy o o7 FT 0.9 1.2 0.6 0.1 0.z 2.6
7 i i s 5 & ] RO -0 02 0.1 0.0 -0 0.0
Fl 14 0f -0z 03z 03 25 =] -0.8 -0.6 0o -0.2 oo -1.8
SE 0.0 01 on 0z 0o 0z 1 -0z -0.2 -0.2 -0.3 -0.4 -1.3
Uk 10 05 0z 0.4 0.1 15
e AT S rs el K] AE Fl -0.4 -0.1 0.1 0o oo -0.5
] 5 o o e = =5 SE 03 -0 0.0 00 -0 0.4
EA 05 04 0.5 0.z 0.0 24 LIk -0.2 -0.2 -0.2 -01 -0 -0.6
Seurce: Commission services, EPC ES 315 gg 313 gg gg Ei
E~ -[.6 -0.7 -0.3 0.0 0.0 -1.6

Table I1.1.21 depicts the contribution of the
coverage ratio effect on public pension expenditure
change in the period between 2013 and 2060.

Labour market effect

Measures aimed at the labour market improve the
sustainability of pension systems through higher
labour supply and thus faster potential GDP
growth. Higher employment rates also increase the
amount of pension contributions and in case the
increase occurs also in older age groups, it leads to
higher effective retirement ages and thus shortens
the time spend on retirement.

The labour market effect is at its largest between
2013 and 2030 (see Table I1.1.22), resulting in an
overall effect of -1 p.p. for the EU. The labour

™) The case of Luzembourg is special, due to the country-
specific sitvation concerning the development of the
nurmber of foreign pensioners receiving a pension from the
Luxembourg pension scheme.

Sazeree: Commission services, EPC

The largest contribution of the labour market effect
is projected for Greece and Spain in the three first
decades (2013 - 2040). As of 2040, the
contribution becomes less pronounced, reflecting
mostly the assumption of a constant structural
unemployment rate in the Member States from that
point onwards and only moderate increases in
participation rates.

Benefit ratio effect

The current design of the pension system can
impact the future generosity of the system in many
ways. For example; indexation of pensions in
payment and valorisation of past pensionable
earnings / contributions paid, the way accrual rates
are determined and increased age limits to receive
a full pension are design features that impact the
generosity of cumrent and future pensions. Many
countries have implemented measures that reduce
the generosity of pension benefits to improve the
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sustainability of their pension systems. The impact
of the reduced relative generosity of pensions is
captured by the benefit ratio effect.

In the EU as a whole, the benefit ratio effect would
contribute to reduce the pension expenditure to
GDP ratio over the projection horizon by 3.0 p.p.
of GDP (see Table I1.1.23). In 7 Member States
(Spain, France, Croatia, Latvia, Austria, Poland
and Portugal) the contribution of a decreasing
benefit ratio is significant in absolute terms (i.e.
above 4 p.p.). Only in Luxembourg the
contribution of the change in the benefit ratio is
projected to slightly increase the pension
expenditure level (+0.1 p.p.).

In the first part of the projection period (2013-
2020), the contribution of a change in the benefit
ratioc to the change in the overall pension
expenditure to GDP ratio is modest (-0.2 p.p. in the
EU), however with large divergences between
individual Member States. In the first period
(2013-2020), the highest upward pressure from the
benefit ratic is projected for Greece (+1.3 p.p.)
followed by Ttaly (+1.2 p.p.), while the largest
negative contribution are expected for Latvia and
Slovenia (-1.8 p.p. for both). In the subsequent
period  (2020-2030) the largest positive
contribution is projected for Belgium at +0.4 p.p.
The largest negative benefit ratio contribution
would be projected in Spain (-1.5 p.p.). The largest
fall in the contribution of benefit ratios is projected
to show up over the period 2030-2040 (-1.0 p.p. in
the EU). Here, the largest positive contribution is
recorded in Slovenia (+0.3 p.p.), the largest
negative one in Portugal (with -2.2 p.p.). The
overall contribution of the benefit ratio in the EU
stays significant in the period 2040-2050 (-0.8 p.p.
of GDP for the EU on average).The impact of the
benefit ratio becomes less pronounced during the
last decade of the projection horizon (-0.4 p.p. in
2050-2060). The largest positive contribution is
projected for Slovakia (+0.3 p.p.) and the strongest
negative contribution again for Portugal (-1.5 p.p.).

Table 11.1.23:  Contribution of the benefit rati o effect to the
change in public pension expenditure (in p.p. of
GDP)

Courtry L v R R R ]
BE 03 0 ] ] 0 03
B 12 05 0.3 03 02 25
cz 0.1 05 05 it} o1 10
DK 1.1 03 04 02 o1 20
DE 03 04 0.8 0.1 og 22
EE 04 13 07 03 05 35
IE 02 02 05 0g 04 21
EL 13 03 7 14 05 2.1
ES o0 15 14 13 0.2 44
FR 14 10 13 03 05 47
HR 05 12 1.4 11 05 50
T 12 03 -1 15 05 24
oY 12 05 11 07 0.1 38
LV 18 1z 0.4 05 05 45
LT 05 oo 04 i} 0z 04
w 11 o1 0.3 05 0z o1
HU oo 11 05 0z 0.1 18
T 07 03 03 0z 0z 14
ML 0.1 0z 03 il o0 05
AT 02 08 -10 11 10 44
L 0s 12 08 12 12 52
PT 05 04 22 22 15 54
RO 10 13 0.8 05 0.2 40
] 18 0.1 0a 0.1 00 14
sK 04 14 04 03 03 25
FI 03 o7 -1.2 03 04 27
SE 1. 10 07 05 04 37
UK 0.1 02 0.4 0.1 0.2 07
G] K] 04 07 07 05 ]
E ) oy 1o GF] 0 ]
i 02 07 1.z 0.3 0.3 3.1

Sazree: Commission services, EPC

1.6.2. Benefitratic and replacement rates

Many countries have in recent years implemented
pension reforms to strengthen the financial
sustainability of pension systems by tightening
eligibility and decreasing benefits. This has led to
sizable decreases in the projected pension
generosity over the coming decades (see Table
IL1.24 and Table I1.1.25). Although reform
measures might have addressed the fiscal
sustainability concerns of pension systems, social
or palitical sustainability challenges could still
arise in countries with a steep reduction in the
generosity of pensions. While it is very difficult to
gauge to what extent pension benefits will be
"adequate” in the future, it is still relevant to assess
the effect these reforms will have in terms of
pension adequacy. (*)

The projections of the evolution of two indicators,
the benefit ratio (the ratio between the average
pension benefit and the economy-wide average
wage) and the replacement rate at retirement (the
average first pension as a share of the economy-
wide average wage at retirement), as projected by
the Member States, are depicted in Table I1.1.24
and in Table I1.1.25.

™) A more in-depth examination of this aspect can be found in
the "Pension Adequacy Report', which will be published
by the Social Protection Committee (3PC) in the course of
2015, dealing with the issue of adequacy of pensions.
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A rather substantial decline is projected in the
public pension benefit ratioc for most of the
Member States over the period 2013 to 2060,
amounting to around -20 pp or more in 3 Member
States (Spain, Portugal and Cyprus). (*) Only
Luxembourg projects a slightly increasing public
benefit ratio over the projection horizon (+2.1 pp).
A benefit ratio decrease of around -2 pp is
projected at the aggregated EU level (both GDP
weighted and simple average). The decline in the
total pension benefit ratio becomes smaller in 5
Member States (Estonia, Latvia, Portugal,
Romania and Sweden), when the influence of
occupational and private individual schemes on
pension entitlements is also taken into
consideration. The total benefit ratio still declines
by -10 pp or more in Poland, Portugal, Romania
and Sweden. Only Denmark and Lithuania report a
slight increase in the total benefit ratio (by +2.1
p.p. and +2.8 p.p. respectively). (*9

By 2060, the EU aggregate benefit ratio (for public
pensions) would reach close to 38% (against 47%
in 2013 — weighted average). The highest levels
would be recorded in Luxembourg (53.4%),
Greece (51.7%) and Italy (50.7%0), whilst the
lowest levels would be observed in Latvia
{13.2%0), Croatia (17.6%) and Estonia (18.8%). In
Latvia and Estonia, which also report data on
occupational and private individual pensions, the
total benefit ratio would however be slightly
higher (at 19.5% and 25.4% respectively).

™) In the case of Cyprus, the main driver of the decrease in
benefit ratio is the closure of GEPS to new members
effective 2011, as well as the reduced indexation on GEPS
pensions in payment for existing beneficiaries.
Unfortunately, not all countries have reported projections
on benefit ratios and replacement rates 1 occupational and
private individual schemes. As a consequence, only a
partial analysis of pension adequacy is possible as second
and third pillar schemes can provide a substantial preminm
on public pension entitlements.
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Table IL1.24:  Benefit ratioin 2013 and 2060 (in %)

Beneft Ratio (% )

Public pensions - earnings related Public pensions All pensions
2013 2060 p.p. change 2013 2060 p.p. change 2013 2060 p.p. change

BE 451 43.4 -1.7 42.8 418 -07
BG 36.8 31.6 -5.3 34.2 275 -6.7
CZ 42.6 40.7 -1.9 42.8 395 -33
Ok 57.5 4.9 75 42.5 351 -74 G615 G3.5 2.1
DE 40.8 358.6 -5.2 446 373 -74
EE 34.6 20.2 -14.4 304 188 -11.6 305 254 5.1
IE 209.6 26.5 -3 279 26.1 -18
EL 57.8 437 -14.1 65.6 1.7 -14.0
ES 65.4 40.2 -253 59.7 308 -18.9
FR 52.5 387 -13.9 1.3 389 -124
HR 24.9 2058 -14 .4 20.8 176 -13.2
IT 50.2 52.8 -6.4 58.8 0.7 -81
(S3's 74.9 424 -325 6 4 435 -20.9
L 303 14.0 -16.2 277 132 -14.5 277 19.5 8.2
LT 36.9 350 -1.1 251 330 -21 351 3aTe 2.8
Ly 57.3 578 05 51.3 534 21
HU 414 328 -8.8 40.8 319 -89
MT 46.5 46.58 -1.0 48.3 441 -42
ML 34.2 331 -11 35.9 342 -1 632 2.8 -04
AT 41.2 3rno -4 .1
PL 47.9 284 -18.5 4789 294 -18.58
PT 50.3 434 -15.8 1.8 417 -20.0 621 424 -19.6
RO 40.9 26.4 -14.8 37.0 234 -13.6 370 258 -11.2
Sl 378 328 -5.0 338 302 -36
Sk 46.0 204 -15.6 487 3332 -124
Fl 48.9 422 -6.7 521 438 -83
SE 378 208 -16.9 421 263 -15.8 538 399 -13.8
Uk 33.8 32.8 0.7 26.4 339 -25
[ 2 47 .0 367 -10.3
EU* 46.5 384 -8.1 45.9 ] RN
EA* 49.6 40.3 8.3 48.7 404 -9.3
EU** 455 36.5 -0.0 44.0 249 -91
EAT 47.6 37.7 -9.9 46.2 375 -8.7

(13 Public pension earnings-related refers to old age earnings related pension. Public pensions aggregate includes disability, survivor and non-
carningsrelated benefits. All pension aggregate includes private o coupational and private individual benefit and it is only reported when private

pensions have been provided.

The ‘Benefit ratio” is the average benefit of public pensions and public and private pensions, respectively. a5 a share of the economy-wide average
wage (gross wages and salaries in relation to employees), as calculated by the Cotrunizsion services.

* Weighted average
** Bitnple average.
Seurce: Cominission services, EPC

Replacement rates at retrement can provide
information on whether a projected reduction in
average pension benefit over time (Le. a
decreasing benefit ratio) is influenced by declining
newly awarded pensions (as reflected in the
replacement rate at retirement), or due to a decline
in previously awarded pensions, mostly due to
stricter indexation rules. The projected decline in
the public pension replacement rate at the EU
aggregate level, between 2013 and 2060, is larger
than the one projected for the benefit ratio (around
-12 p.p.), when looking at a weighted average, but
similar when looking at a simple average (in line
with sustainability factors in relatively large
economies like Spain and Italy). In this case again,
the projected decline would be quite widespread
amongst Member States. Considering public
pensions, only 2 reporting countries project an
increase of replacement ratios over the projection
period (Bulgaria and the Czech Republic). On the
other hand, the largest decreases are projected in
Spain (-30.4 pp), Poland (-24.4 pp), Greece (-16.4

pp) and Estonia (-14.9 pp). (*) These large drops
can reflect the calculation of the first average
pension being based on wages over the whole
career (or increased from 15 to 25 years in Spain),
and / or the valorisation being lower than the
average wage growth. For Spain and Poland, the
projected decline of the replacement rate is also the
consequence of the impact of sustainability factors
applied in pension benefit formulas. However, in
most of the countries that provided data on the
total replacement ratio, the decline in the
replacement rate for public pensions would be
offset to some extent by entitlements from 2nd and
3rd pillar schemes. This is the case in particular in
Estonia, Denmark and Slovakia, where the total
replacement rate is projected to increase between
2013 and 2060.

(™ The substantial drop in the Polish benefit ratio and
replacement rate can partially be explained by the
connection  of pension  benefit calculation to  life
expectancy.
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TableIL1 2%  Replacament rate in 2013 and 2060 (in %)

Gross Average Replacan ent Rate (% )
Public penslons - earnings related Public penslons All penslons
2013 2060 p.p. change 2013 2060 p.p. change 2013 2060 p-p. change
BE 395 388 -07
BG 358 36.7 09 295 319 24
CZ 433 493 6.1 322 337 1.5
DK 537 60.6 7.0 33.7 328 -6.9 57.4 59.4 1.9
DE 389 339 -5.0 425 3.5 -7.0
EE 401 252 -14.9 401 252 -14.9 40.4 441 3.7
IE 339 304 -3.5 312 287 -24
EL 450 26.7 -18.3 38.7 223 -16.4 40.7 275 -13.2
ES B1.9 497 -32.2 79.0 486 -304
FR 583 489 -394 50.6 392 -11.4
HR 353 18.7 -16.7 278 16.5 -11.4 279 207 -7
IT 59.9 51.8 -8.0
Y 442 492 5.0
L 38.1 19.1 -18.9 334 18.1 -15.3
LT 349 34.8 -0.1 35.0 48.6 136
LU 713 64.6 -13.1
HU 455 452 -03 330 291 -39
MT 536 474 -6.1 494 45 6 -39
ML 283 274 -09 29.8 28.3 -14 524 52.0 -0.3
AT 429 410 -1.9 51.0 447 -6.3
PL 530 287 -24.4
PT 575 30.7 -26.7 55.8 36.6 -19.2
RO 356 337 -1.9
Sl 36.1 34.1 -2.1
Sk 51.7 494 =24 51.7 494 -24 51.7 53.1 1.3
l 42.6 420 06 46.0 441 -1.9
SE 350 237 -11.3 358 29.0 -6.7 40.9 352 5.7
Uk
WO 43.7 3.2 -1.5
EU” 438 36.0 -7.8 475 353 -12.3
EA* 53.0 442 -89 47.9 3.3 -12.6
EU* 457 39.0 -6.8 63.0 534 -9.0
| = 47 .6 39.2 -84 72.0 56.7 -9.4

(13 Public pension earnings-relafed refers to old age earnings related pension. Public pensions aggregate includes disability, survivor and non-
earningsrelated benefits. All pension aggregate includes private o ccupational and private individual benefit and it is only reported when private

pensions have been provided.

The ‘Gross Average Replacement Rate’ is calculated as the average first pension as a share of the average wage at retirement, as reported by the

Member States in the pension questionnaire

FR: disability schemes and non-sarning-related schemes are not taken into account in the "public pensions" replacement rate calculation
LW: 2015 values taken as starting point for the gross average replacernent rates

UK new pensions (and therefore replacement ratios) have not been provided.

* Weighted average
** Bitnple average.
Seurce: Commission services, EPC.

Yet, next to the change in replacement rates over
time, it is also necessary to observe the level of
replacement rates at the beginning and the end of
the projection horizon. At the EU aggregated level,
the public pension replacement ratio would reach
around 35% by 2060 (against close to 48%in 2013
— weighted average). For earnings-related
pensions, it is projected at 39%o by 20060, with wide
differences across the EU, ranging from 18.7% in
Croatia to 64.6% in Luxembourg. When the
replacement rate is very high in general or in
comparison to other Member States (e.g. in Spain,
Italy or Luxembourg) at the begimming of the
projection period, countries might even have the
political goal of reducing public pension
replacement rates over time for reducing pressure
on the financial sustainability of the pension
systems. However, this could also have a possible
negative effect on pension adequacy, if the long

term levels of replacement rates fall below a
minimum threshold and no other sources of
pension  entitlements are created by the
SOVEITIMENtS.

The latter argument holds in general for all
Member States with relatively low projected
replacement rates in the future. There are several
ways to increase pension entitlements: (1) it has
become commmon practice in several Member
States to either shift pension accurmulation from
public first pillar schemes to second and third
pillar schemes or to build up additional entitlement
in these schemes (Denmark, Estonia, Spain,
Croatia, Latvia, Lithuania, the Netherlands,
Portugal, Romania and Sweden have provided data
on expenditures for second and third pillar
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schemes, see 1.4.2). (*) (2) People are encouraged
to start saving privately for their retirement income
so that a part of future pension income is created
by drawing down on accumulated assets and
savings. (3) Being aware of declining public
replacement rates over time, people might take the
deliberate decision to expand working lives and
thus, by increasing the contributory period, they
might increase their pensionable incomes as well.
The latter aspect is especially supported in those
Member States with flexible retirement ages (e.g.
Finland and Sweden). The magnitude of these
factors is uncertain though.

1.6.3. Persionindexation

An indexation rule that is lower than wage
indexation (i.e. price indexation rule), reduces the
pension benefit of an individual relative to the
average earning, as the latter increases, and thus
may pose a risk of pension inadequacy over time.
This especially holds in countries with low levels
of replacement rates at retirement and for those
people that are depending on the social safety net
after retirement (i.e. minimum pensions and/or
social assistance).

By definition minimum pensions or social
allowance benefits are meant to cover from the
potential risk of poverty, specific figures
characterised by the absence of contribution or
largely incomplete and insufficient working
careers (hence the social welfare/ pension system
cannot base their amount on any pensionable
earning reference or valorisation rule). Those
treatments, sometimes means-tested, are often
quantified in the welfare legislation and their
amount is lower compared to the average old-age
earnings-related pension. In order to be effective in
assuring the beneficiaries against the risk of
poverty, it is hence key to assess how their value is
updated over time. As shown in Table T1.1.26,
almost all countries but France, Ireland, Italy,
Hungary Austria and Finland have legislated
minimum pension and social assistance indexation
rules above prices.

(™ Possible transaction costs due to the re-allocation of one
part of the former pension contributions to the PAYG
scheme towards finded schemes need to he taken nto
account.

It is occasionally the case that a different, more
generous, indexation rule is legislated or specific
ad-hoc  interventions are expected: minimum
pensions have been discretionarily uprated in the

past. ()

Despite existing legal indexation rules, several
Member States decided to diverge from them in
their projections and used an indexation rule that is
more in line with current and past political
practices i.e. that reflect constant effective policy
(Spain, ITtaly, Hungary, Malta, Austria, Romania,
Slovakia, Ireland, Lithuania and Finland). Other,
strictly interpreting the no-policy change approach,
projected minimum pension expenditure allowing
for the legal indexation rule, ie Belgium,
Bulgaria, Denmark, Estonia, France, Greece,
Latvia, Netherland, Poland, Portugal and Norway.

When the legal indexation rule describes an
indexation close to prices it would virtually lead to
a gradual disappearance of minimum pensions in
the very long run. This cast some doubts not only
on whether these instruments will stay effective in
covering against the risk of poverty (see the data
on minimum pension level and poverty thresholds
in Table I1.1.26), but also on an underestimation
bias in the projected expenditure. However, in
almost all Member States, the proportion of public
minimum pensions in relation to total public
pension expenditure is currently small, and then
the size of this possible underestimation may not
be very important.

(™ For instance, in France, in order to re-align the minirmum
income to the increased living standards, it has been
decided mn 2008 to raise exceptionally the minimum
pension for single persons.
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TableIL.1 26:  Minimum pension and indexation
Awa™
Minimum pension Minimum pension
Country expenditure over benefit ratio (2013 - Indexation rule
GDP (%) 2060 % change)
2013 2080 2013 Used In the Legal
projections
Prices and living Prices and living
EE -1 2.1 =14 standard standard
BG 0.0 0.1 0.2 Prices and wages Prices and wages
CZ Prices and wages
DK 6.8 4.7 -11.7 Vwages Wages
Prices and wages &
DE re-examination of
pension value
EE Prices and social Prices and social
taxes taxes
IE 06 0.3 -5.1 wages No Tixed rule
Prices and GDP Prices and GDP
EL 17 2.2 324 (max 100% prices) (max 100% prices)
ES 0.1 0.1 05 VWages I TELF (PEMSE
revaluation
FR 0.1 0.2 -22.4 Prices Prices
HR Prices and wages
GDP per capita as of -
IT 03 0.4 -23.1 2019 Prices
CY 0.z 0.2 -19.8 Vwages Wages
L 0.0 0.0 -59.0 Prices and wages Prices and wages
LT 0.2 0.1 azz wWages WEENR) CISEEHEETR)
decision
LU 0.0 0.0 wWwages
HU 0.0 0.0 -50.4 vWages No fixed rule
MT 0.0 0.0 wwages Prices and wages
NL 5.1 5.8 -2.1 VWages Wages
AT 0.0 0.0 Vwages Prices
PL 0.7 0.2 -54.5 Prices and wages Prices and wages
PT 1.3 1.8 -31.6 Prices and GDP Prices and GDP
Prices and wages
RO 0.1 0.1 -27.6 vWages until 2030
51 Prices and wages
SK 0.0 0.z -14.6 wages Prices and wages
Fl 05 0.4 434 Prices and wages Price
SE 0.7 1.2 -32.7 wages Price
UK 0.6 0.3 viWages Vages
N O 2.7 0.7 Wages Wages

(1) The trinimum pension benefit ratio is the average toini moum pension divided by the econorny -wide average wage. Minirmum pension expenditure
is approzimated using "non-earnings-related old-age fminmurm pension” —line 24 of the reporting sheet (see Annes 1), Average pension is calculated
dividing by the number of minimum pensions (line 74 of the reporting sheet)

DE, NL AWG data refers to old-age pensions (uriversal systetns based on residency).

IE basic part of the non-earnings-related old-age pension system.

FI mumber of pensioners (line 106 of the reporting sheet) 15 used instead of pensions.

LT Datarefer to non-earnings related old-age pensions where part of expenditure for minimum pensions is only 20% in 2013 and 70% in 2060,
minitm pension benefit ratio %% changeis 7.2

Saurca: Comirission services, EPC.

pensions”, the assessment of the evolution of new
pension expenditure completes the analysis of
public pension expenditure over time. The

1.7. DECOMPOSITION OF NEW PENSIONS

A disaggregation of anmual flows of new earnings-
related pension expenditure into its main drivers
was first introduced in the pension projection
questionnaire for the 2012 Ageing Report.

The disaggregation adds to the understanding of
the underlying drivers of public pension
expenditure und thus increases the transparency of
the projection exercise. Indeed, together with the
indexation rule applied to the stock of "old

reporting framework was further developed in this
projection round to better take into account
country specific pension design features, in
particular in the case of pension point systems. (%%

In general, new pension expenditures can be
decomposed as follows:

(™) See Annex 1 on the reporting sheet.
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e

where me

is the overall spending on new

pensions, Coar is the average contributory period
or the average years of service of the new

pensions, Ao is the average accrual rate of the

new pensions, Emw is the average pensionable
earnings over the contributory period related to the

new pensions and ~ n#v is the number of new

pensions (pensioners).

Contributory period

Projections on contributory years and average
accrual rates help providing a clearer picture of the
future drivers of (new) pension expenditure and
the viability of the pension system as accrual rates
might change over time and across different types
of pensions. Contributory periods can increase for
several reasons, such as rising statutory retirement
ages that force employees to extent their working
lives to receive full pensions. The increase in
employment rates due to the abolishment of early
retirement schemes or the tightening of eligibility
criteria for certain pension benefits (e.g. disability
pensions or additional contributory years for
military service periods or number of children) can
be other reasons for longer contributory periods.

Table I1.1.27 shows the development of the
average contributory period (or average years of
service) for new pensions over time. Almost all
countries show an increase of the contributory
period over the projection horizon. () At
aggregate EU level where the average
contributory period is increasing by 4.0 years
(GDP weighted average, +3.6 vears if simple
average is applied). Only Estonia and Norway (-
6.7 years and -3.0 years, respectively) show a clear
downward trend. In Estonia, this is due to the fact
that the possibility to "earn" additional
contributory years e.g. via the number of children
expires over time. In France, Hungary, Slovenia
and Slovakia, the contributory period increases

™ Mo data provided by DK and ML as their systerns are based
on years of residence and by UK. In the case of DE and
CY, point systems, the new pension decomposition does
not allow for contributory period.

slightly. The highest increases in the average
contributory periods can be observed in Greece
(+7.1 years) and Portugal (+6.8 years) due to the
rather low starting point and the recently legislated
reforms. Tn Luxemburg the increase (+6.1 years) is
due to the impact of resident female and cross
border contributors on the total contributory
period. In the case of FI the contributory period
refers pension rights acquired since 2009,
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TableIL1.27 Contributory period

2014 2020 2030 2040 2050 2060 2014-60

BE 371 38.2 384 33.8 388 389 1.8
BG 352 36.6 383 38.0 378 376 2.4
CZ 44.0 44.5 455 464 474 48.4 4.4
DK

DE

EE 394 379 351 33.8 325 327 -6.7
IE 38.7 39.8 413 423 430 43.6 4.8
EL 305 306 338 351 363 3786 71
ES 36.7 377 3849 391 394 39.7 3.0
FR 33.2 346 329 337 333 341 0.8
HR 5.8 35.8 36.7 38.2 388 391 3.8
IT 334 355 354 354 355 373 38
CY

LY 35.3 36.3 374 381 381 381 2.8
LT 36.8 378 41.0 41.0 409 41.1 4.3
LU 305 30.8 324 347 354 36.6 6.1
HU 39.7 40.8 407 406 405 405 0.8
WT 357 36.0 37.0 37.2 375 379 2.2
ML

AT 364 7T 381 33.0 381 381 1.8
PL 8.5 343 365 7.5 374 3786 4.1
PT 28.5 31.0 324 331 346 364 5.8
RO 311 324 38,1 8.8 340 34.3 3.2
Sl 37.3 38.4 38.2 38.2 38.0 381 0.8
SK 41.6 411 404 40.2 407 421 0.4
Fl 3.0 7T 157 23.8 304 323 29.2
SE 38.9 40.8 407 33.9 415 41.5 1.6
LK

NO 36.1 37.0 5.9 34.2 322 330 -3.0
EU” 34.2 36.5 366 371 374 38.2 4.0
EAT 336 361 36.2 36.7 359 377 4.1
EU™ 34.6 356 365 371 376 382 3B
EA™™ 88.8 34.0 34.5 34.9 451 35.5 2.5

(1DE, WL flats systetns based on vears of residence.

DFE, CY points systemns with new pensions not depending on the contei butory period.

FI contributory period refers to pension rights acctued since 2009
UK no dataprovided

* Weighted average (GDP)

**Bimple average

Sourca: Cominission services, EPC.

Several countries show an increasing trend for the
average contributory period over (practically) the
whole projection horizon 2013-2060, where the
major part of the increasing effect is often obtained
already at the beginning of the projection horizon
due to legislated increases in retirement ages. In
other countries, the development is rather volatile
(e.g. Sweden or Bulgaria), reflecting e.g. cohort
effect or counterbalancing effects of different
pension reforms.

In general, an increasing trend in the average
contributory period can have a decreasing effect on
public pension expenditure as a longer working
life translates into a shorter period of time during
which a person receives pension benefits and on
higher GDP growth due to higher employment
rates. At the same time, one can however also

accurnulate a  higher amount of pension
entitlements during a longer career span, which has
an increasing effect on pension expenditure. This
can be counterbalanced if average vearly accrual
rates are decreased at the same time.
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Table IL1 28 Average effectiveaccrual rates
2014 60
2014 2020 2030 2040 2050 2060 (change in

%)
BE 1.8 148 1.4 1.4 1.4 1.4 -8.7
BG 1.1 12 1.2 1.2 1.2 1.2 91
CZ 22 2.0 1.8 1.7 1.8 1.9 -15.2
Dk
DE
EE 0.8 08 0.5 0.4 0.4 0.3 -38.8
IE
EL 2.2 2.0 1.8 1.4 1.4 1.4 -36.3
ES 2.3 2.1 1.7 1.7 1.6 1.6 -32.58
ES SF 2.3 2.0 1.6 1.5 1.4 1.3 -42.0
FR 1.8 1.7 1.7 1.7 1.7 1.7 -41.8
HR
IT 1.8 1.8 1.7 1.7 1.7 1.7 -11.3
oY 1.4 13 1.3 1.2 1.3 1.3 -7.1
LW 1.1 1.0 1.0 0.8 0.7 0.6 -41.3
LT 0.5 0.5 0.4 0.4 0.4 0.4 -29.7
Ly 1.8 1.8 1.7 1.7 1.6 1.6 -13.2
HU 21 2.0 2.0 2.0 2.0 2.0 -41.8
T 1.8 1.9 1.7 1.7 1.7 1.7 -14.4
ML 20 2.0 2.0 2.0 20 2.0 0.0
AT 1.2 11 1.2 1.2 1.1 1.1 =73
PL 1.0 1.0 1.0 1.0 1.0 0.4 -4.4
PT 2.1 2.1 2.2 2.2 22 2.2 77
PT SF 2.0 1.8 1.8 1.8 1.8 1.7 -14.2
RO
Sl 1.8 1.8 1.5 1.5 1.5 1.5 -3.5
SK 1.2 1.2 1.1 11 11 1.2 -5.3
Fl 29 2.3 1.9 1.9 1.8 1.9 -35.4
FlI SF 29 2.2 1.8 1.7 1.6 1.6 -44 .6
SE 1.0 1.0 0.9 0.g 0.8 0.8 -12.8
UK
] 0.9 0.9 1.1 1.0 1.0 1.0 4.2
EU™ 1.7 1.8 1.5 1.5 1.5 1.5 -13.7
EA~ 1.8 1.7 1.6 1.6 1.6 1.6 -13.4
EU** 1.6 1.8 1.4 1.4 1.4 1.4 -9.0
EA* 1.6 1.5 1.5 1.4 1.4 1.5 -10.0

(13 ES, PT and FI: Accrual rates are ex-post downsized via the sustainability factor (see the "SF" lineg). The effective accrua rates have been reported
for the remaining countries mentioned in the box on sustainability (see Box I1.1.2)

DE, ML and IE flats systemns with new pensions not depending on accrual rates.

DE, HR, RO points systems with new pensions not depending on accrual rates.

FR Accrual rates are computed ex-post, for both DB and P3 systems as they coexist in France (see the country fiche for further details regarding the

cadculation of the accrual rates).

SE figures for the NDC system
UK no data prowided

*Weighted average (GDF)
**Bimple average

Seurce: Commission services, EPC

1.7.1. Accrudl rates

In the vast majority of Member States, accrual
rates are going down over the period 2014-2060
(see Table I1.1.28). (’*) Only Bulgaria (+9.1%6) and
Portugal (+7.7%) show an increase in the average
accrual rate over the projection horizon. In the
latter country, the increasing effect on expenditure
is however (more than) counterbalanced by the
sustainability factor. At the EU level, accrual rates
are decreasing by around 14%. The sharpest

(™ Mo data provided by DK and IE, as new pensions in their
flat-rate systerns are not depending on the contributory
period. DE, HE and RO point systems are not depending
on accrual rates but on point value and average pension
point development. Alternative decomnpositions  were
provided during the peerreview process.

decreases have been projected in Latvia, (-41.3%%),
Estonia (-38.8), Greece (-36.3%0), Finland (-35.4%)
and Spain (-32.5%). In all these countries, except
Latvia, the accrual rate is well above the EU
average. For most countries, accrual rates are
adjusted downwards, since contributory periods
and retirement ages have been increased. There are
other reasons for these sharp declines: stricter
eligibility criteria for pension entitlements or
shifting parts of the accrual to the second and third
pillar (e.g. Estonia, Latvia, Lithuania and
Slovakia). The latter two aspects are, as shown
above, also coherently reflected in a downward
trend in public benefit ratios (see Table 11.1.23 and
Table IT.1.24).

e
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Table [1.1.28:

scenario

Ovarview of sensitivity tests (including policy-change scenario): difference in assumptions compared with the basdine

Fopulaticn

LaboLr force

Progud ity

Policy-change scenaro

High life expectancy

Loveer migraion

Higher employment rae

Higher employment rate
older vorkers

Higher flo ver labour
proguctivity

Lover TFP [risk
cCenario)

Linking retirement age
[policyscenario)

Increase of life expectancy
at birth oftwe years by
2060 compared with the

baseline projection

2(Faless migration
compared with the baseline
prajection.

Empl

Employment rate 2p.p.
higher compared with the
baseline projection for the

age-group 20-64.

Employment rate of older
workets (55-74 10 pp.
higher compared with the
baseline projection

Labour productivity groeth
asumed to comvergeto a
productivity giowdh rate
whichis 0.2 pup.
higherAower than inthe
haseline scenario

TFP growth assumed to
comerge to0.8% in 2060
(instead of 14).

The increase (simtrodgced
Eneary over the period
2006-2023 and rem ans 2
Do higher feredfer.

Theincrease is infrodaced
lineary over the pedod
2006-2023 anit ram aing 10
pp. foherthereater.

The higher employment
rale is assomed io he
dctieved by loweing fre
rate of struckural
anemploymert ghe
MAWRLY

The kigther employm ent
rate of this grogo of
WOkENS is assn e fo e
Fuhieved through 2
redocion ofthe inschive
popaladon.

The increase isimrdgced
Kneary doving the pedod
20162023, and rem aing
028p.p. ghovadhelow the
basefne dheredtter

Convergence tothe tarcet
rte in 2053 from the ldtest
oditarn yedr, i.e. 2013 ant
the period of fast
convergence fmited to 5
years, i.e. ol 2040

Early and statutory
tetiiement age shifted year-
myeryear in line with
change in Ife expeciancy
at current statutory
retirement ages (in the
Cohort Simulation Model.

Source: Cominission services, EPC

1.8.  SENSITIVITY TESTS {7")

The 2015 pension projection exercise is carried out
on the basis of commonly agreed demographic and
macroeconomic assumptions, as well as a "no-
policy change" scenario (see Chapter 1 for a
detailed description). Obviously, the assumptions
used for such long run projections are surrounded
with uncertainties. Therefore, a number of
sensitivity tests have been carried out, in order to
quantify  the responsiveness of  pension
expenditures to changes in key underlying
assumptions. In practice, changes to two types of
variables were applied (see Table T1.1.29 for a
detailed description): demographic variables (life
expectancy, migration flows) and macroeconomic
variables  (employment rate, productivity).
Moreover, following the mandate of the EPC, a
policy-change scenario has been introduced in this
exercise, in order to assess the impact of automatic
rules adapting the legal retirement age to changes
in life expectancy over time. Moreover, as
compared to the previous 2012 Ageing Report, a
new productivity risk scenario has been applied,
assuming lower Total Factor Productivity (TFP)
growth (see Volume 1 of the 2015 Ageing Report
for more details on all these alternative scenarios).
In this section, the results will be presented as
deviations from the "baseline”. This relative

(™) For the TTK, sensitwv ity tests have only been performed for
Btate pensions (and nct public service pensions), for
Ireland, they have been performed only for Public Social
Becurity  schemes (and not nonfinded  Private
Occupational Public Service schemes).

impact can also be read as an "elasticity"

parameter.

1.8.1. Sersifivty fests on demaographic

wvonalles

An increase of life expectancy at birth (of 2 years
by 2060 compared to the baseline) would generally
result in a higher level of public pension
expenditures (see Graph 11.1.18). As people live
longer, they are expected to receive pension
benefits for a longer time span, weighting on
pension spending. However, this effect is partially
counter-acted by positive effects on the labour
force and GDP, containing the increase of the
public pension expenditure ratio (denominator
effect). () In some countries, specific features of
the pension system (linkage of retirement age or
pension benefits to life expectancy; sustainability
factors) also play as automatic pension spending
stabilizers. At the EU aggregate level, in such a
scenario, the public pension spending ratio would
be increased by close to +0.4 p.p. of GDP by 2060,
as compared to its baseline level. The strongest
estimated impacts are recorded in Portugal (+1 p.p.
of GDP), Slovenia (+0.9 p.p. of GDP) and
Belgium (+0.7 p.p. of GDP). On the other hand,
the impact would be limited (lower than +0.2 p.p.
of GDP) in 8 countries (Cyprus, Slovakia, Latvia,
the Netherlands, Spain, Greece, Norway and
Denmark), all having introduced sustainability
factors and / or linkages to life expectancy.

(™) An increase of life ezpectancy is also associated with
additional public pension contributicns.
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Graph [1.1.18:  Impact of an increase of life expectancy on gross
public pension expenditure change ovar 2013-2060

(deviation from baseline change, p.p. of GDP)

Graph I1.1.19:  Impact of lower migration on gross public pension
expenditur e change over 2013-2060 (deviation from

baseline change, p.p. of GDP)
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Seurce: Cominission services, EPC

Sezree: Commission services, EPC

In the lower migreation scenario (with 20% less net
migration compared to the baseline), public
pension spending ratio is expected to be higher
than in the baseline scenario in all the countries
considered (see Graph I1.1.19). Indeed, for
countries assumed to experience lower migration
mn-flows, this results in a smaller labour force and
hence GDP aover the projection period, as migrants
are supposed to be (for a large part) active in the
labour market. The opposite applies for countries
assumed to experience net migration outflows. At
the same time, the number of pensioners is
generally less affected by a lower migration over
the projection period. At the EU aggregate level,
the estimated impact would reach around +0.2 p.p.
of GDP by 2060. The highest impact would be
recorded m  Austria (+0.8 p.p. of GDP),
Luxembourg (+0.8 p.p. of GDP) and Cyprus (+0.6
p.p. of GDP), given the relatively important weight
of migration flows in the population in these
countries (as compared to the EU average). ()

(™) Annex 2 provides an additional graph with the irmpact over
the period 2013-2037, which may be initially negative for
countries projected in the baseline to experience net
migration cutflows over the first half of the projection
period.

1.8.2. Sersifivity fests on macroeconomic
varicioles

Higher employment rates

A higher employment rate of older workers (tor
age group 55-74), of 10 p.p. compared with the
baseline projection (increase introduced up until
2025), would have a limited impact (near O p.p.)
on the change in the gross public pension
expenditure at the EU aggregate level over the
entire projection period (see Graph I1.1.20).
Indeed, in this scenario, two counter-acting effects
are at play: on one hand, higher employment of
older workers, achieved through a reduction of
inactive population, leads to a higher GDP growth,
a lower number of pensioners and a reduction in
the average number of pension drawings years,
weighting on gross public pension expenditure.
However, on the other hand, employees will also
be able to accrue additional pension rights, which
will have an upward impact on gross public
pension expenditure. In most of countries, the
former effect dominates: indeed, 22 countries
would experience a decrease of their public
pension expenditure ratio, ranging from a
maximum of -1.0 p.p. of GDP in Belgium to a
minimum of -0.1 p.p. of GDP in Spain and Greece.
On the opposite, in a few countries, the impact
would be positive. It would be particularly large in
France (+0.7 p.p. of GDP). ()

(™) However, it should be nected that other (positive) effects,
here nect accounted for, would be chserved such as a
decrease of unemployment benefits and an mcrease of
social contributions.
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Graph [1.1.20:  Impact of a higher employment rate of older
workers on gross public pensd on expenditure
change over 2013-2060 (deviation from baseline
change, p.p. of GDP)
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Seurce: Commission services, EPC

A higher empilovinent rate (for age group 20-64),
of 2 p.p. compared with the baseline projection
(increase introduced up until 2025), would slightly
lower public pension expenditure at the EU
aggregate level by -0.1 p.p. of GDP by 2060 (see
Graph I1.1.21). The strongest impacts are projected
for Slovenia and Belgium (-0.4 p.p. of GDP in
both cases). On the other hand, in FEstonia and
Hungary, the estimated impact is close to 0 p.p..
Compared to the higher employment rate of older
workers scenario, the (often negative) impact is
generally more limited.

Graph [1.1.21:  Impact of a higher anployment rate on gross public
pension expenditure change over 2013-2060
(deviation from baseline change, p.p. of GDP)
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Source: Cominission services, EPC

Higher / lower productivity

If a permarent increase of +0.25 p.p. in the labour
productivity growth rate was introduced, gross
public pension expenditure would be reduced by
-0.3 p.p. of GDP by 2060 at the EU aggregate level
(see Graph I1.1.22). The reduction would be
particularly high in Austria (-1.0 p.p. of GDP in

both countries), Portugal (-1.0 p.p. of GDP) and
Belgium (-0.9 p.p. of GDP), where pensions are
not fully indexed to wages after retirement. In
these cases, higher labour productivity growth
leads to a faster GDP and labour income growth
than pension growth (and thus to a fall in the
benefit ratio). The increased gap between average
pensions and average wages results in a decrease
of public pension expenditure as a share of GDP.
On the other hand, the impact of such an increased
labour productivity would be negligible in
countries applying indexation rules connected to
nominal wage growth. This is the case in particular
of the Netherlands, the UK, Ireland, Denmark and
Norway.

A permanent decrease of -0.25 p.p. in the labour
procuctivity growth rate would result in overall
symmetrical results (see Graph II.1.22). At the EU
aggregate level, the estimated impact, compared
with the baseline, would reach +0.3 p.p. of GDP.
Interestingly, the effects would not be fully
symmetrical in 3 countries. In Spain and Austria,
the change in public pension expenditure ratio
would be more limited (+0.2 p.p. of GDP and +0.6
p.p. of GDP respectively, against -0.7 p.p. of GDP
and -1.0 p.p. of GDP respectively, in case of an
increased labour productivity growth compared to
the baseline). In France, on the other hand, the
upward impact, in this negative scenario, would
reach +0.8 p.p. of GDP, against a more moderate
decrease of -0.5 p.p. of GDP in case of an
increased labour productivity growth.

Graph I1.1.22:  Impact of higher / lowa labour product vity
gr owth on gross public pension expenditure change
over 2013-2060 (deviation from baseline change,
p.p- of GDP)

Lower / higher labour productivity impact
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Sazeree: Commission services, EPC

A lower Total Factor Productivity (TFP) growth
{convergence to 0.8% in 2060 compared to 1% in
the baseline scenario) would have a significant
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upward impact on gross public pension
expenditure at the EU aggregate level (+0.5 p.p. of
GDP by 2060, see Graph I1.1.23), as compared
with the baseline scenario. In this scenario, a
greater proportion of Member States (more than
half) would register public pension expenditure
increases over the 2013-2060 period. The highest
estimated effect is projected for Portugal (+1.2 p.p.
of GDP), Luxembourg (+1.1 p.p. of GDP),
Belgium (+1.0 p.p. of GDP), Greece (+0.9 p.p. of
GDP) and France (+0.8 p.p. of GDP). The upward
impact would be in most cases similar in
magnitude to the one estimated in the lower labour
productivity growth scenario.

Graph [1.1.23:  Impact of lower TFP growth on gross public
pension expenditure change over 2013-2060

(deviation from baseline change, p.p. of GDP)

Lower TFP impact
12

10
08
08
04

o]

-0.2

Seurce: Commission services, EPC

1.8.3. Policy-change scenaric: linking
refirement ages 1o increcses inlife
expectancy

Introducing an autometic link between early and
statutory retirement ages and life expectancy,
starting from the base year, (") would yield a
substantial downward impact in most of countries
(see Graph I1.1.24). Indeed, such a link, by
lowering the number of pensioners (and thus the
coverage ratio), reduces gross public pension
expenditure. This impact can be partially mitigated
by an increase of average pensions, since longer

(™) This increase translates into a rise of the effective
retirernent age compared to the baseline. To take into
account the already legislated changes in retirernent age
reflected m the baseline scenario, the highest effective
retirernent age outcome between the one reported n the
baseline and the one in the policy-change scenario 1s
assurmed at every point in time over the projection horizon
Therefore differences may occur also in case of countries
where legislated statutory retirement age develops in line
with life expectancy.

careers are often associated with higher pension
entitlements. By increasing labour supply, this
linking policy also boosts GDP growth. (') The
strongest effect is projected for Luxembourg (-1.9
p-p- of GDP by 2060) and Belgium (-1.7 p.p. of
GDP), countries which do not foresee any increase
of retirement ages in the baseline scenario. The
impact would also be substantial (around -1 p.p. of
GDP) in France, Malta, Austria, Estonia and
Norway. On the other hand, in Denmark, where a
linkage of retirement age to life expectancy
already exists (subject to parliamentary decisions),
the projected impact is marginal. (*')

Graph I1.1.24.  Impact of linking retir anent a ge to life expectancy
on gross public pension expenditure change over
2013-2060 {deviation from ba seline change, p.p. of

GDP)
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Sazeree: Commission services, EPC

Increasing retirement ages in line with gains in life
expectancy not only allows for a substantial
reduction in pension expenditures, but also allows
for accruing higher pension entitlements due to a
longer working life in most cases. Indeed, in this
scenario, average FU pension level would be
around 2.7% higher in comparison to the baseline
scenario (see Graph IL1.1.25). Consequently, the
prajected decrease of the benefit ratio over the
projection period would be somehow reduced,
since it would stabilise around 34%% (against
around 33% in the baseline).

™y For more details of activity and expenditure impacts, see
Bchwan, & and Sail E, 2013, "Assessing the economic
and budgetary impact of linking retirement ages and
pension benefits to increases in longevity", European
Feonoimy, Rconamic Papers, no. 512, December

" In other countries where an zomatic linkage already
exists, this alternative p olicy-change scenario has not been
run (since coineiding with the baseline). This is the case of
Ttaly, Greece, Cyprus and the MNetherlands.
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Graph [1.1.25:  Benefit ratioand average pensionsin the policy
scenario compared to the baseline at the EU
agaregate level
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(1) EU sitnple average (excluding countries in which alink to life
expectancy already essts i.e Italy, Greece, Cyprus and the
TMethetlands)

Seurce: Cominission services, EPC

Across EU countries, the strongest impact would
be observed in Sweden (with a benefit ratio
increased by 7 p.p. by 2060), in line with the
annuity formula used (%) (see Graph IL1.26). On
the other hand, in France and Denmark, there
would be no impact on the benefit ratio in this
policy scenario compared to the baseline. In
France, this result reflects projected behaviour of
older people in the baseline (mainly retiring when
they fulfil the conditions, in particular in terms of
contributory period, to be able to benefit from a
full pension). In Denmark, the presence of a link of
the retirement age to life expectancy (even if not
fully automatic) and the nature of public pensions
(mainly flat-rate pensions) explain the neutral
effect of this scenario on the benefit ratio.

™) In the NDC PAYG systermn, the annuity is caleulated by
dividing the individual account value by a factor reflecting
life expectancy at the date of retiremnent Hence, postponing
the date of retiremnent has a strong itrpact on the annuity.

Graph I1.1.26:  Benefit ratio in the p olicy scenario compared to the
baseline in 2060 (%)
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(1317, EL, CV and NL: no policy scenario projections, as alink to life
expectancy already esists.
Sezree: Commission services, EPC.
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In order to summarize the potential negative risks
in terms of public pension spending associated to
the different (unfavourable) sensitivity tests, (')
Table 11.1.30 put together the estimated results.
Some countries, projecting a significant increase of
public pension expenditures over the period 2013-
2060, are also particularly sensitive to the different
unfavourable  alternative scenarios  (Belgium,
Luxembourg, Slovenia and Malta). Other
countries, also projecting a substantial rise of their
public pension spending ratio in the long run,
pension projections seem, on the other hand, less
gensitive to these alternative scenarios (Germany,
Norway and Slovakia). It is worth noting that, in
some other Member States, where public pension
expenditures should experience only a small
increase or even a decrease by 2060 (in the
baseline scenario), unfavourable demographic or
macroeconomic developments could significantly
alter these results (in particular, in Portugal,
Austria, France and Italy).

(™) The sensitivity tests reported in the table below are the
ones expected to mcrease public pension expenditures as
cornpared to the baseline scenario.
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Table IL1 .30

Summary table: impact of all (unfavourable)

sensitivity tests on gross public pension expenditure
change over 2013-2060 (deviation from baseline
change, p.p. of GDP)

Countries |hE92 2013, e Lower  Lowerlsbour  Lower TPF
80 bassline
sxpedtancy  migration  productivity  (risk scenaric)
i) EY] 04 08 03 1|
3l 35 ) os 0z 0z
BE 23 a7 os 0a 10
T 3z as o8 03 a4
DE 2.7 0.9 02 0.0 0.1
N 25 0z i 00 oo
SK 21 oo a1 04a )
IE 1.1 0.4 0z 04 o
NL (k=) 1] a1 0.0 oo
oz or 05 0z 03 a4
UK or a5 oz 04 an
AT 05 0.4 o8 08 a8
LT 03 i 0z 04 o
FI a1 0z 04 0.4 a8
HU -2 a5 oz 03 a4
[ -0 oo af 03 [1c)
RO -2 0.4 on 03 a4
EU -0z 04 oz 03 [1}<)
B 0.4 05 o1 0z 0z
FL a7 03 oz 0.4 a4
PT 07 10 03 1.4 o1z |
ES 0s 0.1 oz 0z 0z
EE 12 0.4 o1 0.1 a1
3E 14 0z oz 04 a1
EL 19 0.z 0 06 [}=)
" 14 0.4 04 05 a7
FR -28 (1K) oz 08 os
i) R 0. o1 0.1 a1
DK EX 0z oz 04 an
HE: EX 05 o1 0.2 0z

(13 The following thresholds are weed for the colour-coding:
GREEN: < 0.2 pp. of GDP (lower itp act)
DARK GREEN: 0.2 - 0.5 p.p. of GDP
ORAMGE: 0.5 - 0.8 p.p. of GDP
RED: 0.5- 1.1 pp of GDP
DARK RED: » 1.1 p.p. of GDP (stronger imp act)
In the higher life expectancy sensitivity test, legislation i assumed to
remain unchan ged as compared to the baseline (ho link assumed
between retirement age or benefits to life expectancy in countries

where such as link does not exist).
Seurce: Commission services, EPC
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Graph[1.1.27.  Changein gross public pension expenditure (2013-2060) compared: 2012 Ageng Report™ and current projection round (in
p.p. of GDP)
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(13 Mew projections have been rebased with ESA 2010. For some countries, the 2012 AR™ projections refer to updated figures (cf box below).

Seurce: Commission services, EPC

1.9. COMPARISON WITH THE 2012 AGEING
REPORT

Public pension expenditure projections have been
significantly revised in this exercise, as compared
to the 2012 Ageing Report (see Graph IL1.1.27 as
reflected by the distance from the 45 degree line).
In the vast majority of countries, projections have
been revised downward. At the EU aggregate
level, public pension expenditures are now
expected to slightly decrease by 2060
(-0.2 p.p. of GDP) against a projected increase
(+1.1 p.p. of GDP) in the previous 2012 Ageing
Report. The biggest revisions can be cbserved in
Luxembourg, Romania, Lithuania, France,
Finland, Ireland, Bulgaria and Malta (with
revisions ranging from —4.8 p.p. of GDP to -2.5
p.p. of GDP). 14 additional countries (Czech
Republic, Slovenia, Greece, Sweden, Denmark,
Norway, Austria, Ttaly, Belgium, Estonia, Latvia,
the UK, the Netherlands and Hungary) have
revised their projections significantly, although to
a lesser extent (between -2.2 p.p. of GDP and — 0.9
p.p. of GDP). In Slovakia, Cyprus, Germany and
Portugal, public pension expenditures are projected
to follow a similar trend, as compared to the 2012
AR (with revisions of at the most -0.5 p.p. of

GDP). Finally, only 2 countries (Spain and Poland)
have revised upward their projections (by a limited
+0.1 pp. of GDP and +04 pp. of GDP
respectively).

In some countries, the presence of a substantial
"base year effect”, linked to the enduring effects of
the financial and economic crisis, accounts for a
large share of the revision. This is the case in
particular in Bulgaria, Greece, Spain, Ttaly, Poland
and Portugal. Indeed, in these countries, the level
of public pension expenditures as a share of GDP
has been substantially revised upward for the
starting year 2013, implying a bigger decrease — or
reduced increase — over the projection period (see
Table 1I1.1.32). This "base vear effect” is
nevertheless less important than in the 2012
Ageing Report, when comparing the two previous
rounds of projections (with reference year being
2010). At the EU aggregate level, this effect is
indeed limited.
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TableIL.1.31:  Comparison of gross public pension expenditure levels (2013 and 2060} in the 2012® and 2015 projections rounds (% and

p.p. of GDP)
2013 2060 Change 2013-2060 Difference AR 2015 - AR 2012~
Country Differehce | Difference Total
AR 2012* AR 2015 AR 2012* AR 2015 AR 2012* AR 2015 2013 2060 difference

EE 1.6 1.8 16.2 1681 46 3.3 0z -1.1 -1.3
BG g9 99 11.1 94 2.2 -04 1.0 -186 -28
CZ 5.7 9.0 1.7 9.7 3.0 0.7 0.2 -2.0 =22
Dl 10.2 10.3 59 72 -1.3 -3.1 0.0 -1.8 -18
DE 104 100 134 127 30 27 04 -08 -02
EE a.1 76 77 6.3 -0.3 -1.3 -0.5 -1.8 -1.0
IE 749 74 11.7 84 3.8 1.1 0.5 -3.2 =27
EL 14.4 16.2 14.6 14.3 0.2 -1.9 1.8 -0.3 =21
ES 108 1.8 9.6 1.0 -1.0 -0.8 1.2 1.3 0.1
FR 148 1489 151 121 05 -28 0.3 -3.0 -33

HR : 10.8 : 6.9 : -39 : : :
IT 15.0 18.7 14.4 13.8 06 -1.9 0.7 -06 -1.3
oy 10.1 95 104 9.3 0.3 -0.1 0.7 -1.1 -0.5
L 5.2 77 5.0 4.5 2.2 -3.1 0.5 -14 -0.9
LT 748 72 121 78 4.8 0.3 03 -d8 -43
Lu 97 94 18.6 134 88 41 04 -5% -4 8
HU 11.7 1.8 124 1.4 0.3 -0.1 0.2 -1.0 -0.9
MT 10.3 96 159 12.8 2.7 3.2 0.7 -3.2 -28
ML 6.8 69 56 78 18 0.9 01 -0.8 -0.9
AT 14.3 159 16.1 14.4 18 08 04 -1.7 -13
PL 108 1.3 98 10.7 -1.0 -0.7 05 0.8 0.4
PT 13.4 13.8 12.7 13.1 0.7 -0.7 0.4 0.4 0.0
RO 9.3 82 13.8 8.1 472 -0.1 =11 -5.5 -4.4
=]} 11.4 1.8 17.0 15.3 56 35 0.4 -1.8 =21
SK 5.0 g1 10.6 10.2 26 21 01 -04 -0.5
Fl 12.3 1289 15.2 1249 29 01 08 =23 -28
SE 96 a9 10.2 78 0g -14 -0.7 =27 -20
UK 76 i 9.2 8.4 1.6 0.7 0.1 -0.8 -0.9
MO 10.4 9.9 14.2 12.4 3.8 2.5 -0.5 -1.5 -1.4
EU 11.2 1.3 12.3 1.2 11 -0.2 01 -1.2 -1.3
EA 121 12.3 13.4 12.3 12 0.0 0.2 -1.1 -12

1) Wew projections have been rebased with ESA 2010, For some countries, the AR 2012* projections refer to updated figures (cf box below).
Sourca: Cominission services, EPC

A comparison of the decomposition of the change
in public pension expenditure between the 2012
Ageing Report and the current projection exercise
into four wvariables (dependency ratio effect,
coverage ratio effect, benefit ratio effect and
labour market effect) is conducted (see Table
11.1.32). At the EU aggregate level, the downward
revision between the two projection exercise (-1.3
p.p. of GDP) is mainly explained by the
dependency ratio effect (contribution of -0.8 p.p.
of GDP), in line with more favourable
demographic assumptions in this report (based on
EUROPOP2013), (3" and the labour market effect
(-0.6 p.p. of GDP).

™ In particular, the old-age dependency ratio is projected by on EUROPOP2013) than what was expected in the 2012
Eurostat to increase less in this projection exercise (hased AT (based on EUROPOPZ010).
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Box l.1.3: Comparing 2012 AR and 2015 AR projections

When reading and interpreting the data provided in this section, the following elements have to be kept in
mind:

- For some countries (namely BE, DK, ES, CY, LV, HU, NL, PL, SI and SK). projections have been updated,
aller the 2012 Ageing Repord, [ollowing the adoption of pension reforms. In this case, the 2012 AR figures
refer to these updated (and peer-reviewed) projections (and not to the original 2012 data AR);

- T'o facilitate comparisons between projections prepared for the 2013 Ageing Report and for the 2012 A geing
Reporr, pension expendinure change reported under 2012 AR has been recaleulated by reference 1o the base
r - .
year 2013;

- In most tables and graphs presented in this section (and the rest of the report), when pension variables are
reported as a share of GDP, rew projections have been rebased with ESA 2010 hv the Commission services
(but not 2012 AR data);

- Intable II. 1. 34, presenting a decomposition — provided by the Member States - of the revision of pension
expenditure change (over 2013-2000) between 2012 AR and 2015 AR, all data are, on the other hand, based
on ESA 1995, and refer — unless specified — 1o original 2012 AR projections. As data ure expressed in p.p. of
GDP change between 2013 and 2060, (he difference with ESA 2010 rebased [gures 1s however very small.

In most of countries, a lower projected increase of  are however a few exceptions (Ireland, Germany
the old-age dependency ratio contributes greatly to  and Slovakia).
the downward revision (see Graph I1.1.28). As
compared to the previous projection exercise, the
largest downward revisions of the dependency
ratio contribution are recorded in Romania,
Lithuania, Latvia, Malta and Slovenia. (*") In some
cases however, the downward revision of the
public pension spending ratio is larger than the
revision of the dependency ratio, in particular in
Greece, Ireland, France, Finland and Portugal. This
larger revision can be explained in some countries
(France, Finland and Ireland) by substantial
downward revisions of the benefit ratio; in others
{(Greece and Portugal), an important downward
factor is the labour market component. By
contrast, for Latvia, Romania, Hungary and
Poland, the opposite holds; the downward revision
of the change in public pension expenditure (in
fact an upward revision in the case of Poland) is
lower than the revision of the dependency ratio.

Lower average pensions relative to average wages
explain only part of the reduction in projected
pension spending. For a large majority of
countries, the benefit ratio has been revised down,
following in several cases the adoption of pension
reforms, but less than the projected change in
pension to GDP ratio (see Graph I1.1.29). There

*") The large revision in Luxembourg is difficult to comment
on duetovery large cross-border population effects.
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Graph [1.1.28

Revision of the dependency ratio and of the change in gross public pension expenditure ratio {(over 2013-2060), between AR
2012 and AR 2015 {in p.p. of GDP)
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Difference in the evolution of pension £ GDP ratio (AR 2015 - AR 2012)

Seurce: Commission services, EPC

In some countries {notably Greece, Spain, Portugal
and Italy), the labour market ratio pushes down the
pension to GDP ratio over the projection period
more heavily than previously projected, in line
with more unfavourable initial conditions. Indeed,
in these countries, a higher initial employment
rate, than previously projected, translates into
subsequent relatively larger reductions of this
unemp loyment rate.

Finally, in 13 countries, the coverage ratio effect
contributes to the downward revision of public
pension expenditure ratio over the projection
period, reflecting legislated increases of retirement
ages and / or increases in the career requirements
for full pension and / or tightening access to early
and disability pension schemes. In other countries,
the coverage ratio provides a less negative
contribution than previously projected (notably in
Romania, Norway and Malta).

An alternative decomposition of the change of the
public pension to GDP ratio in this current round
of projections, compared to the 2012 AR (see
Table I1.1.33), confirms that in most of countries,
the first source of the revision comes from changes
in demographic and macroeconomic assumptions.
Indeed, for the countries that provided this
alternative decomposition, on average 2/3™ of the

revision of gross public pension expenditure ratio
change, over the period 2013-2060, can be
explained by this change in assumptions. In all
countries, but two (Slovakia and Portugal), these
new assumptions have contributed to revise
downward the projected change of public pension
expenditures.
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Graph [1.1.28:  Revision of the benefit ratio and of the change on gross public pension expenditure ratio (over 20163-2060), between AR 2012
and AR 2015 (in p.p. of GDP)
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Difference in the evolution of pension / GDP ratio (AR 2015 - AR 2012)

Seurce: Commission services, EPC

In 14 Member States, pension reforms, adopted
over the last 3 years, have also contributed greatly
to lowering pressures on public pension
expenditures. The estimated impact is particularly
large in Cyprus (-5.3 p.p. of GDP), Spain (-2.6 p.p.
of GDP), Ireland (-0.9 p.p. of GDP), the
Netherlands (-0.6 p.p. of GDF), Austria (-0.6 p.p.
of GDP), Bulgaria (-0.5 pp. of GDP) and
Denmark (-0.5 p.p. of GDP). On the other hand,
the shift of pension schemes from the second to the
first pillar in some countries (notably Poland) has
contributed to  increase  public  pension
expenditures over the long-run (+1.4 p.p. of GDP).

Since the 2012 Ageing Report, several countries
have improved their modelling techniques and / or
extended the coverage of their pension projections.
In 10 Member States, these improvements resulted
in a reduction of public pension expenditure
projections. The estimated impact of modelling
revision on the projected pension to GDP ratio
appears particularly important in Romania (-2.2
p.p. of GDP), Cyprus (-1.3 p.p. of GDP), France
(-1.1 p.p. of GDP) and Sweden (-1.1 p.p. of GDP).
In Hungary and Norway, on the contrary, these
modelling / coverage improvements had a positive
impact on pension to GDP ratio projections
(+1 p.p. of GDP and +03 pp. of GDP
respectively).
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TableI.1 32:  Decomposition of the diffa ence in the gross public pension expenditure change over period 2013-2060 betw een the 2015 and
2012® proj ection rounds (in p.p. of GDP)
Change 2013 - .
Country 2060 Derpa::)dar;cy C°"er?§)e ratio | 5o nefit ratio (3) Lab;‘t‘i:)";:)rket Residual (5)
(1+24+3+4+5)

BE -13 1.4 -0z 06 03 [N
B 26 -1.4 0.3 -1.1 07 03
CZ 22 =11 -0 -0.8 06 03
B4 18 -1.0 0.4 -1.0 06 05
DE -0z -04 08 -04 05 05
EE 1.0 -1.0 0.8 -0.9 0.1 0z
IE 2T -03 08 -31 0o -01
EL -2 0g 0.1 16 R -0.4
ES 0.1 06 0.5 o -4 0z
FR -33 -1 03 -20 -0 01
HR : : : : : :

IT -1.3 07 03 0z -13 04
CY 05 -04 -0.1 0z 03 o
LW 049 -28 08 05 0z 06
LT ) -8 0.7 -1.5 0.2 0z
Ly 48 47 2B 245 04 oo
HU 049 1.4 0.7 03 049 03
WAT 25 -24 0.9 -0.9 -0z 0
ML 049 01 05 -0.3 -04 03
AT -1.3 =11 -03 03 -8 05
FL 0.4 -01 04 04 06 o7
FT 0.0 14 07 oo -14 0z
RO -4 G0 25 -11 05 o7
=l -2 -21 0.4 -0.1 06 03
SK 05 0 -0 -0.6 -04 05
FI 28 08 -0 -1.8 -0z 0z
SE 20 17 08 -08 -01 0z
Lk -0.49 03 -0.1 -0.8 -0 01
[+ -1.4 -1.8 .9 -0.4 -().2 .1
EU -13 08 0.2 -04 06 04
EA -1.2 -6 .1 -0.5 -0.7 .4

(13 For some countries, the AR 2015 projections are compared to projections updated after AR 2012 (cf box abowve).
Sourca: Cotranission services, EPC
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Table [1.1.33:

Alternative decomp osition of the difference in the gross public expenditure change ova 2013-2060 between the 2015 and
2012* projection rounds {in p.p. of GDP}

Country AR 2012* Changein '“lg:‘;:;’:;‘t Constant policy| Policy-related AR 2015 AR 2015 - AR
assumptlor‘ls N Interpretatlon changes 2012
modelling

BE a6 09 02 35 3
BG 22 17 04 05 -0.4 25
cz 31 47 02 04 08 23
DK 13 14 05 3.2 19
DE a0 04 02 28 02
EE 03 11 14 A4
IE 25 0.1 0.0 09 16 10
EL 02 : : 19 21
ES 33 Y- 26 0.9 42
FR 05 20 -1 0.2 28 3.3

HR : : 39
IT 5 14 0.0 1.9 13
cY 8.1 17 <18 -5.3 0.1 6.2
L 22 A -0 03 -3 a9
LT 46 34 07 0.2 03 43
L 8.3 42 05 0.1 4.0 49
HU 0.8 A5 1.0 02 0.2 0.1 9
MT 55 232 34 232
NL 1.8 02 06 10 08
AT 18 a7 06 05 13
PL .3 039 0.0 0.0 14 0.7 06
PT a7 0.3 0.4 07 0.0
RO 4.2 22 22 0.2 44
5l 55 24 03 35 20
SK 26 0.3 08 22 04
FI 239 29 -0.1 0.1 0.1 23
SE 06 A 10 15 21
UK 15 : 03 03
ND 38 5 03 75 B
EU= 16 a2 03 00 03 oA a7
EA= 1.8 1.1 03 0.0 04 0.1 4.7

(13 EL. UK: decomposition not provided.
HER: no projections made for the 2012 AR,
IE: decomp osition only provided for Public Socia Security Schermes.
HU: decomposition provided for net public pension expenditures.
Reported figures are based on ESA 1995
*For some countries, the AR 2012 colurnn refers to updated (and peer-reviewed) figures, fllowing the adoption of reforms. This is the case of BE,
DE, LV, HU, NL 5Iand 5K

** (3DP) weighted average of EU countries for which data are available
**x (GDP) weighted average of EA countries for which data are avalable
Sourca: Cominission services, EPC
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1.10. ANNEX - SCOPE FOR IMPROVEMENTS IN THE MEMBER STATES PROJECTIONS

Scope for improvement regarding Member States projections

France

Germaiy

UK

The bagzeline scenario relies on a retirement behaviour azsumption (people retire
only when they reach the full rate pension) consistent with current observed
retirement behaviour. Thig assumption translates into decreasing coverage ratios
for age group 60-64 and a gap between the effective Cohort Simulation Model
exit age from the labour market and the projected effective retirement age.

It is conceptually not possible at this point to derive a measure for the
"contributory period" due to the country specific modelling set-up of the German
points system.

The UK was unable to provide some of the data requested by the Ageing
Working Group, namely including pension expenditure by age groups, number
of pensioners by age groups, blocks on replacement rate,
contributions/contributors and new pensions.
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HEALTH CARE

2.1. INTRODUCTION

Projections of public expenditure on health care
from 2013 to 2060 were run using Commission
services' (DG ECFIN) models on the basis of the
methodology and data agreed with the Member
States delegates to the AWG-EPC. It should be
noted that the projections focus on "core” health
care and exclude long-term nursing care. (*)

Demand for health care provision is sizeable and
its potential benefits are high. However, those
benefits come at a substantial cost: in the EU28
total expenditure on health care equalled 10.1% of
GDP in 2012.

A substantial part of this expenditure — 7.8%0 of
GDP on average (™) in the EU28 in 2012 — is
public spending. Overall, public expenditure on
health care has risen in most EU Member States
over time. Table I1.2.1 and Box I1.2.1 present the
evolution of public spending on health care, its
share in total expenditure and total government
outlays over the last decades.

Although in the aftermath of the economic crisis
this rise has slowed down or reversed in some
cases, this deviation from the trend is expected to
be temporary. The size and growing importance of
public expenditure on health care in government
expenditure and the need for budgetary
consolidation all across Europe makes health care
expenditure an important topic in the policy debate
on how to ensure the long-term sustainability of
public finances.

The complexity of health care markets makes
expenditure projections a challenging task. (*) The

™) Public expenditure on health in this publication (with the
exception of table IL.2.1, which includes SHA category
HC.3) is basically defined as the "core' health care
categories (SHA categories (HC.1 to HC.9), excluding
long-term nursing care category (HC 3), but including
capital investment in health (HC.E.1) The data and
methodology  for rummmg the long-term  expenditure
projections is explained in detail inthe 2015 Ageing Report
"Underlying assumptions and projection methodologies'
http:#ec.europa.eweconomy fmance/publications/europea
1_economy/2014/pdffeed en pdf

(™) The averages presented in this Chapter are weighted
according to GDP, as explained in the 2015 Ageing Report
"Underlying assurnptions and projection methodologies":

(™) Health care markets may suffer from adverse selection
thigher health risks have difficulty in obtaining affordable

prajections presented in this report follow a "what
if" approach and results are bound with
uncertainty. ()

Nevertheless, these projections can be very helpfiil
for allowing policy makers to figure out the
possible evolution of their public expenditure and
the impact of the main underlying drivers of health
care costs.

coverage), moral hazard (insured people have an incentive
to over consume health care services as they do not bear
the fiall cost) and asymmetric mtormation (physicians have
mere information than patients, which could lead to
supply-induced dernand and econornic rents, depending on
the type of remuneration of physicians: capitation, fee-for-
service, pay-forperformance) These market failures are
the economic raticnale for public sector involvermnent
(financing and regulations) in health care markets based on
efficiency and equity considerations.

) Uncertainty relates to three factors. First, public
expenditure on health care are defermnined by an
interrelated play of numerous demand and supply-related
factors, often not fully cbserved or quantifiable. Second, ad
hoe policy reforms may change their relevance and impact
upon futore health care spending Third, the long-term
horizon of the projections increases the uncertamty of the
results
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Box (1.2.1: Public health care expenditure through the last decades

Public health care spending 1s o major and growing source of fiscal pressure, representing o significant and
growing share of GDP in Ll Member States. lThe governments of all Ll Membher States are heavily
involved in the financing and often in the provision of health care services.

During the 1960s and 19705, public (and private) health care expenditures rose rapidly, wiggered by an
inerease n population coverage and improvements in the provision of the heulth services associated with
higher populations’ expectations and their willingness to pay more for better health care services. In the
1980s and 1990s, the growth of public expendimure on health slowed down, and even reversed in a fow
countries. This was largely due to budgetary consolidation efforts, as growth in health care expenditures was
perceived as too strong. In the late 1990s and especially in the first decade of the 21st century, health
expenditure growth picked up again, peaking around 2009, before the fiscal tighteming brought on by the
economic crisis led o a reversal of the trend with slower growth and falls in spending in same countries.
This reversal may however be temporary. Health expenditure has reached an average level of 7.8% of GDP
in 2012 in the EU. though ranging from less than 3% of GDP in Cyprus to 9.4% of GDP in Denmark.

As far as the share of public in total health expenditures 1s concerned, there seem to be two divergent
movements: in general, the share of public spending in EU1S5 Member States has increased in the last
decade, whilst in New Member States (NMS) private financing has increased as a source of total health care
tunding. Moreover, health care has gained prominence relative to other government expenditures. Although
overall the share of health care in total government expenditures has increased, it has fallen for many
member states, reflecting reforms in the health care system. Public spending on health care now accounts on
average tor 14.9% of total government spending in the EU_ ranging from 7.2 to 20.1%.
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&

Table IL2.1 Public health care expenditures (including long-term nursing care) in EU Manber States, 1970-2012
Public he‘am care acpend?lure as % of
GDP total health ture total expenditure
1970 1980 1990 2003 2012 1970 1980 1990 2003 2012 1990 2003 2012
BE 7 5.2 : 734 a2 10 137 147
BG 5.2 47 44 100 B2.1 585 : 136 124
[>4 45 64 53 : 95 39.8 a4 : 148 175
¥ : 74 6.9 g 94 a9 83.2 84.5 838 114 128 145
DE 4.4 -1 B.3 88 86 733 789 761 735 787 : 14.4 15.7
EE : : : 38 45 : : : 7ET 787 : 118 129
IE 4.1 5] 4.4 R} G 80.4 G2 T2 6.7 676 : 19.3 16.7
EL 23 BB L 54 52 286 55.9 53 59.8 671 : 118 108
S 23 42 51 57 57 B57 79 791 702 7 135 13
FR 41 56 6.4 g4 g8 754 80.4 T8 77a T4 : 142 147
R : : 53 57 : : : : 731 : 20.1
T : : 6.1 62 A : : 7a.z 762 T3 " 8.8 14.4
[ 09 15 18 31 25 333 538 40 452 422 : 7E 72
v : : 25 32 44 : : 100 525 595 : a7 107
23 : : 3 43 47 : : 309 TiE 592 : 148 163
Ly 28 4.8 5 63 G 90.3 a2 a3 94.2 G4 114 1.3 1.3
Y : : : ] 5 : : : Eal| B25 : 1158 109
M : : : & 3.3 : : T3 646 : 125 133
Nt : Rl 5.4 58 T4 : =] 53} 593 E7T.3 : 121 17.7
AT 33 51 B.1 L 84 B35 69.2 73 745 759 : 148 153
PL : : 4.4 4.4 4.7 : : 921 6949 69.2 : 9.6 104
PT 15 34 38 E7 BT &0 B4 B4 B3.7 BS : 15 124
RO : : 23 45 44 : : 100 348 793 : 10.4 34
51 42 4.4 56 63 67 100 100 100 T2 3 : 141 14.6
5K : : : 51 57 : : : 833 B9.7 : 16.2 16.4
F 41 5 52 53 535 745 79 813 728 75 121 128 145
5E R 8.2 74 7B T8 953 927 a0.4 a2 .3 : 126 137
K 39 3 49 B2 78 86.7 89.1 83.3 793 a4 124 151 16.6
NO 4 53 53 63 73 : : 83 a3 341 126 163 169
EUR2g : : : 7 78 : 76 T4 : 88 1449
EUTS : : : 71 g8 7B 773 : 14.1 15.1
NVE : : : 51 5.2 3.2 73l : " 123
EA : : : 73 ] 75 521 : 139 14.5

(13The EU and EA averages are weighted according to GDP.

Seurce: Eurostat, United MNations Statistics Division, Cormnission services; 2012 or latest dataused.

2.2. DEERMINANTS OF HEALTH CARE
EXPENDITURE

Public expenditure on health care is driven by a
series of factors that affect both demand for and
supply of health care goods and services.
Population size and structure, its health status, the
individual and national income and provisions
regulating access to health care goods and services
are seen as key determinants of demand. Supply
side determinants include the availability and
distance to health care services, technological
progress and the framework regulating the
provision of those goods and services (institutional
settings). The next sections briefly describe the
relation between these factors and public spending
on health care.

2.3. DEMOGRAPHIC STRUCTURE OF THE
POFPULATION

The demand for health care goods and services
depends on the number of people in need of care.
This depends not only on the size but also on the

health status of the population, which is linked to
the age and gender structure of the population and
notably with the share of elderly people in the
overall population. This is because older people
often develop multi-morbidity conditions, which
require costly medical care.

The relationship between the age of an individual
and his/her use of health care is well displayed by
the so-called "age-related expenditure profiles”
shown in Graph I1.2.1. The graph plots average
public per capita spending on health care (as % of
GDP per capita) against the age of individuals in
each country of the EU. Spending generally
increases with the age of a person, notably from
the ages of 55 and more for men and 60 and more
for women, coinciding naturally with higher
morbidity at older age. The demand for health care
is also high at very young ages and during
maternity years for women Consequently,
population structure, and ageing in particular, is
one of the drivers of increasing health care
expenditures.

Population ageing may pose a risk for the
sustainability of health care financing in two ways.
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Firstly, increased longevity, without an
improvement in health status, leads to increased
demand for services over a longer period of
lifetime, increasing total lifetime health care
expenditures and overall health care spending
(Breyer et al. 2010, Zweitel et al. 2003). It is often
argued that new medical technologies have been
successful in saving life from a growing number of
fatal diseases, but have been less successful in
keeping people in good health. Secondly, in many
EU Member States, public health care is largely
financed by social security contributions of the
working population. Ageing leads to an increase in
the old age dependency ratio ie fewer
contributors to the recipients of services. The old
age dependency ratio is projected to increase from
27.8% in 2014 to  50.1% in 2060
(EUROPOP2013). Consequently, in the future far
fewer people will contribute to finance public
health care, while a growing share of older people
may require additional health care goods and
services.

Longer working lives accompanied by a healthier
working population can mitigate the impact of
ageing. (**) In addition, many researchers have
shown that ageing has contributed much less than
widely thought to the observed growth in
expenditure and in many Member States an actual
reduction in per capita spending at very old age
(85+) can be observed. This iz because alongside
real needs, social, economic and cultural
considerations  determine the allocation of
resources to the sector and use of resources across
different age groups. Therefore, ageing should be
analysed in conjunction with other determinants of
expenditure, such as health status, income and
noti-demographic factors as explained next.

™ Ses eg Christine de la Maisonneuve & Joaquim Oliveira
Martins, 2013, "Public Spending on Health and Long-term
Care: A new set of projections," OECD Eccnomic Policy
Papers 6, OECD Publiching,
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Box I1.2.2: Income elasticity of health care demand, a short literature survey

There is no consensus on a precise estimate of the income elasticity on health care expenditure, Time-series
and cross-country ¢vidence usually suggest income clasticitics above one. Older, purcly cross-scctional
studies tind higher income elasticities, such as Newhouse (1977) with a point estimate of around 1.35 for 30
OLCD countries or Leu (1986) for 19 OLCI) countries with an estimare of 1.2,

Studies based on panel data {ind in general lower income elasticities around or below one, e.g. Gerdtham et
al. (1991) and (1995); Mahicu (2000). Bac ct al. 2002; Azizi ct al. (2003), or. morc recently, Medeiros and
Schwierz (2013). For an overview, see Clements et al., (2012).

A general eritique is that the estimated elasticities are likely to be biased when other relevant factors are not
included in the model, i.e. that the increase in health care spending is not determined by income along but hy
other [actors that happen to be correlated with income.

Moteover, the estimates are probably affected by misspecification and endogeneity problems: health — and
therefore also health care spending — 1s likely to affect economic growth. Acemoglu et al. (2009) attemnpt to
overcame these problems and estimate the causal effect of income on health care expenditures. They find an
income elasticity of 0.72 with an upper value of 1.13.

Cross-sectional studics on individual income show small or ¢ven negadve clasticitics (Newhouse ¢t al.
1993). For an overview see also Getzen (2000).
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Graph[1.2.1:  Agerelated expenditure profiles of health care provision (spending per capita as %o of GDP par capita)
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2.4. HEALTH STATUS

Falling mortality rates at all ages, including for
older people, is contributing to increasing life
expectancy. However, in some cases mortality has
decreased at the expense of increased morbidity,
meaning that more years are spent with chronic
illnesses. If increasing longevity goes in line with
an increasing number of healthy life years, then
ageing may not necessarily translate into rising

health care costs. Better health goes along with
lower health care needs and may drive down health
gervices use and health expenditure (Rechel et al.
2009). Therefore, it is crucial to understand if
longevity is accompanied by more or less good
health.

Projecting the future evolution in the health status
of the population is challenging due to the
difficulties associated with predicting the changes
in morbidity and measuring ill-health. While the

6628/15 ADD 2

MCS/ah

DGG 1A

www.parlament.gv.at

48
EN


http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=64445&code1=RAT&code2=&gruppen=Link:6628/15;Nr:6628;Year:15&comp=6628%7C2015%7C

European Commission

The 2015 Ageing Report: Economic and budgetary projections for the ELES Memlbear States [2012-2060]

120

evolution in mortality rates and life expectancy can
be estimated on the basis of administrative
information {censuses, SUrveys, etc.),
epidemiological data is subject to much higher
uncertainty. Three different hypotheses have been
put tforward to predict a possible future interaction
between evolution in life expectancy and changes
in the prevalence of disability and ill-health:

e The "expansion of morbidity" hypothesis
{(Gruenberg, 1977, Verbrugge, 1984;
Olshansky et al., 1991) claims that the decline
in mortality is largely due to a decreasing
fatality rate of diseases, rather than due to a
reduction in their prevalence/incidence.
Consequently, falling mortality is accompanied
by an increase in morbidity and disability.

e The "compression of morbidity” hypothesis
(Fries, 1980, 1989) suggests that disability and
ill-health is compressed towards the later
period of life at a faster pace than mortality.
Therefore, people are expected to live not only
longer, but also in better health.

e The Tdynamic equilibrium” hypothesis
(Manton, 1982) suggests counterbalancing
effects of two phenomena: decreasing
prevalence/incidence of chronic diseases on the
one hand, and decreasing fatality rates of
diseases leading to longer prevalence of
disability, on the other.

Recent empirical evidence has not come to a clear
conclusion regarding these hypotheses.
International evidence is mixed (*) and, while
health may continue to improve, some causes of
digability may at the same time become more
prominent. For example, higher levels of some
disabling conditions (dementia, musculoskeletal
diseases) go along with decreasing rates of
prevalence of others (cardiovascular and chronic
respiratory diseases). Consequently, it remains
very difficult to predict the levels of morbidity and
therefore potential demand for health services,
even in the near future.

"y Bes Cutler et al (2013) "Evidence for Significant
Cornpression of Morbidity In the Elderly U. 3. Population”
and Salomon et al (2012) "Healthy life expectancy for 187
countries, 1990—2010: a systemnatic analysis for the
Global Burden Disease Study 2010".

It has been argued by other authors that better
health throughout a lifetime can induce savings
overall because proximity to death is a more
important determinant of health expenditure than
ageing per se: a large share of lifelong
expenditures on health occurs at the last year
before death and even in the last few weeks before
dying. It is shown in Graph I1.2.1 that the per
capita cost of health care can be lower at very old
ages than in childhood, youth or working ages. (%)
Living longer, dving at an older age and being
healthy for much of a lifetime would therefore lead
to savings.

241, Indivicud and notiondl incorme

Another important factor affecting health care
expenditure is income. A significant relationship
between income and health care spending is
observable at both individual and national level. At
the individual level, spending on health care
depends in particular on whether a health care
intervention is covered by public or private
insurance and to what extent. If an individual is
fully covered by health insurance, health care
demnand is independent of individual income, i.e.
the income elasticity on health care spending is
zero. However, if a health care intervention is not
or only partially covered by insurance, demand
will depend on the individual income. All other
things equal, increasing health insurance coverage
reduces the sensitivity of changes of income on
changes on demand.

) Thereduction in per capita spending at the very old age can
be explained by three different phenomena: health care
rationing for utiltarian (devoting limited resources to the
treatment of younger age cohorts) or professional reasons
(less knowledge about the treatment of the elderly),
voluntary restraining from receiving health care by older
people who find the investrent in health will nct pay back
any more;, generation effect which reflects differences in
perceived needs, mentality and habits between older and
younger gererations.
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Box II.2.3: Excess cost growth in health care expenditures, a short literature survey

In the Ageing Report 2013 the impact of non-demographic drivers on health care expenditure is used in
some scenarios. Non-demographic drivers are also sometimes referred to as excess cost growth (Smith et al
2009). The literaturc on excess cost growth estimates the excess of growth in per capita health expenditures
over the growth in per capita GDP after controlling for the effect of demographic change. Thus, whereas the
income elasticity (see Box 2) should capture changes in health care expendimre due to changes in income
only, excess cost growth estimates may also caplure effects due 1o other [uctors than income, for instance
technological change, health policies, institutional settings and Baumol’s cost disease.

The literature generally finds that health care expenditure grow 1-2 percent faster than GDP per capita. The
IML (2010), for instance, estimate an excess cost growth of 1.2 percent for 27 advanced economies over the
period 1980-2008, while Hagist and Kotlikoff (2009) estimate an excess cost growth of about 1.5 percent
over 1970-2002 for ten OLCD countries. See also Medeiraos and Schwierz (2013) and OLCI) (2006)
Howcver, the excess cost growth rates vary considerably across countrics. IME (2010), for instance, finds
excess cost growth rates in Europe that vary between -0.9 percent (the Czech Republic) and 2.4 percent
(Luxcmbourg). On average, however, their findings arc consistent with the 1.4 clasticity estimate used in
this report for the scenario on non-demographic dnvers and the AWG risk scenario.

Innovations in medical technology arc gencrally belicved to be the primary driver of health care spending.
Recent estimates suggests that medical technology explains 27-48 percent of health care spending growth
since 1960 (Smth et al (20097). Larlier studies found that technology explained a somewhat larger fraction
ol the increase, 50-75 percent. See eg. Newhouse (1992); Cutler (1995); Okunade and Murthy (2002),

Oliveira Martins and de la Maisonneuve (20035) and Willemé and Dumont (2014).

At the national level, spending is driven by
different considerations. On the one hand,
spending must be covered by revenues at an
aggregate level. This is why the correlation
between health care spending and income is
stronger at the national than at the individual level
(in the presence of insurance). On the other hand,
policy measures to control spending and political
priorities to devote less or more resources to
different areas of public spending may reduce the
link between public expenditure on health care and
national income. Therefore, while it is generally
agreed that the growth in per capita income brings
about an increase in health spending, the strength
of this relationship, i.e. the value of the income
elasticity of health services demand, remains
uncertain.

A mumber of empirical studies attempted to
estimate the correlation between income and health
expenditure. Most of the earlier studies led to the
conclusion that health care is an individual
necessity and a national lwaury good. In other
words, health spending is highly inelastic at an
individual level, but at the national level its
elasticity with respect to income exceeds unity.
However, the earlier empirical literature is subject
to methodological problems and more recent
estimates attempt to overcome these problems by

estimating the real causal effect of income on
demand of health services (Box I1.2.2). The
general implication, however, remains that as
national income or wealth increases, expectations
will rise and health spending will rise too,
regardless of changes in needs.

24.2. Hedth technology

Growth in health care expenditure has been much
faster than what is suggested by changes in
demographic structure, morbidity and income (see
above discussion on income elasticity). Empirical
research suggests that health technology has been a
major driver of health-care expenditures. Different
authors attribute from 27% up to 75% of health
expenditure growth in the industrialised countries
to technological change (Box 11.2.3).

Whether a particular technological development
increases or decreases costs depends on its impact
on unit cost, its level of use and whether the
treatment complements or replaces the existing
methods. If technological development leads to a
more cost-efficient treatment of previously treated
medical conditions, the new technology is likely to
replace the old one reducing the unit cost of
treatment. This effect is called the substitution
effect: replacing less by more efficient treatments.
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If this is also accompanied by no changes in the
number of individuals treated, the overall cost is
reduced. However, if treatment with the new
technology becomes more frequent, expenditure
may increase.

If medical innovations allow for treating
conditions which were not treated previously, then
expenditures may rise. This is called the expansion
or extension mechanism: extending health care
procedures to previously untreated medical
conditions for scientific reasons (the methods of
treatment were simply unknown) or economic
reasons (previous methods of treatment were
known, but not affordable). Tn other words, the
supply of new products matches with previously
unmet demand. As such, the health sector is
similar to other expanding sectors of the economy,
e.g. such as those producing ICT-related products.

The currently prevalent view is that technological
change is an important driver of health care
expenditures (Box I1.2.3). This is despite the
measurement problems of technological change on
expenditures and health restoring or life-saving
effects. It is to be kept in mind that new
inventions have been used in areas judged
necessary from the societal point of view such as
in palliative care, where ethical consideration are
of considerable importance.

243, Legal and irstitutional setting

In addition to the above factors, public expenditure
on health care is strongly influenced by the legal
setting and institutional arrangements according to
which health care is provided and financed. These
factors play an important role in delineating
provision and use of health care services and
therefore health care costs. Institutional settings
may or not limit the introduction, coverage and use
of services and new technology, through the set of
incentives patients and providers face. Legal
provisions, such as strict spending constraints
defined by public authorities may curb the
provision and use of health care services.

A number of such variables have been tested in the
literature for assessing their impact on health
expenditure. These include the role of general
practitioners (GPs) as an independent entity and
gatekeeper, the type of remmuneration of physicians

or type of system financing, Despite such studies
it is not feasible to draw unequivocal conclusions.

244, Human and physical capital

The provision of health care is highly labour-
intensive, more than many other sectors of society.
Health professionals are vital to the provision of
health services and goods. As a result, changes
associated with the health workforce have an
impact on provision and therefore expenditure. For
example, the ageing of the workforce could have
an impact on expenditure through reducing staff
numbers and increasing wages for example. On the
other hand, an owver-supply of physicians may
induce an over-supply of health care services.

In addition, human and physical capital resources
devoted to the health care sector are determined by
policy decisions (e.g. qualitative limits and
qualitative requiremnents on the access to medical
schools or professional certificates, decisions on
the location of facilities, legal regulations on the
density of health care staff per number of
population, etc.). A number of studies have
attempted to find statistical correlation between the
size of medical staff and health expenditure, but
the results are not conclusive.

2.5. SHORT OVERVIEW OF THE PROJECTION
METHODOLOGY

251, The model

On the basis of the description just presented, a
geries of so-called scenarios test the potential
impact of the different determinants of public
spending on health care. The impact of each
determinant is calculated separately on the basis of
hypothetical assumptions (a "what if" situation).
This can indicate how each determinant may
contribute to the evolution of public health care
over the next 50 years. This analysis may help
inform future policy decisions, which aim at
improving the sustainability of health care
spending.

It is important to stress that future levels of public
health care spending are modelled to a large extent
exogenously. Future health policy reforms and
behavioural changes by individuals are not taken
into account. In many scenarios, the adjustments
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observed relate solely to health care provision
adjusting automatically to the needs that result
from changes in population structure, health status
and changes in income. As such, most scenarios
should be considered as "no-policy change”
scenarios.

The basic setup of the model used to project future
expenditure on health care is a traditional
simulation model whereby the overall population
is disaggregated into a number of groups having a
common set of features, such as age and sex. As
the number of individuals in each group changes
over time, so do the aggregate values of the
endogenous variables. The schematic methodology
to project health care expenditure is presented in
Graph I1.2.2 above. The common elements of all
scenarios are the labour force and macroeconomic
assumptions agreed by the Commission services
(DG ECFIN) and the Economic Policy Committee
(AWG) and the population projections provided by
Eurostat (EUROPQP2013). The age and gender-
specific per capita public expenditure (on health
care) profiles are provided by Member States.
They are combined with the demographic
projections provided by Eurostat in order to
calculate nominal spending on health care.
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TableI12.2 Graph 11.2.2: Schematic presertation of the projection methodology
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The adjustments reflecting the effects of different
factors on health care spending are applied by
correspondingly changing one of three main
mputs: 1) the demographic/population projections,
2) the age-related expenditure profiles (capturing
unit costs) and 3) assumptions regarding the
development of unit costs over time, as driven by
the macroeconomic variables or assumptions on
the evolution of the population's health status.

2.5.2. Scencrios

Different scenarios simulate changes in the
demographic structure, life expectancy and health
status of the population, the importance of health
care costs in the last years of life (death-related
costs), an income elasticity of demand for health
care higher than one but converging to 1 at the end
of the projection period, different patterns of unit
cost evolution and the cost-convergence of age
profiles across the EU28 Member States. The ideas
behind the different scenarios are presented in
Table I1.2.3. **)

All scenarios are described in more detail in the
following. °%

) A detailed account of the projection methods is given in
European Commission —Economic Policy Committee
(20143, "The 2015 Ageing Report: Underlying
Assumptions and Projection Methodologies'
http:#ec.europa.eweconomy fmance/publications/europea
1_economy/2014/pdffeed en pdf

1. The ‘"demographic scemario” attempts to
isolate the “pure’ effect of an ageing population on
health care spending. Tt assumes that age-specific
morbidity rates do not change over time. This
implies that age-related public health care
spending per capita (considered as the proxy for
morbidity rate (*') remains constant in real terms
over the projection period.

As constant health status is accompanied by a
gradual increase in life expectancy (EUROPOP
2013), all gains in life expectancy are assumed to
be spent in bad health. As such, this scenario
reflects the expamision of morbidity hypothesis
explained above. It is further assumed that the
costs, and therefore expenditure per capita, evolve
in line with GDP per capita. This implies that
without a change in the age structure of the
population and in life expectancy, the share of
health care spending in GDP would remain
constant over the projection period.

2. The "high life expectancy scenrario” is a variant
to the "demographic scenario”. Tt tries to measure
the impact of an alternative assumption on
mortality rates. It assumes, as in the sensitivity
tests used for pension projections, that life
expectancy at birth in 2060 is higher, by one year,

sophisticated econornetric estimation method. Second, the
"death-related costs scenario" now allows cost profiles to
vary over time

www.parlament.gv.at

(*"y Most of the scenarios were already mcluded in the 2012 ") Strictly speaking, age-expendifure profiles are not a

Ageing Report. However, three scenarios have been measure of health status or morbidity. However, given the

updated methodologically and one new scenario has been lack of a reliable and comparable data on the latter, it is

added. First, the parameters used in the "non-demographic plausible to assume that the shape of the profiles follows

determinants scenario” have been refined using a more the evolution of health status ov er the lifespan.
124
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than the projected life expectancy used in the
"demographic scenario”. In comparison to the
"demographic scenario”, alternative demographic
and macroeconomic data are used as a different
demographic structure impacts on several variables
including GDP. (%)

3. The "constant health scenario' is inspired by
the dynamic eqguilibrium hypothesis and captures
the potential impact of improvements in the health
status, should this occur in parallel with projected
declines in mortality rates. It assumes that the
number of vears spent in bad health remains
constant over the whole projection period, i.e. all
future gains in life expectancy are spent in good
health. To generate a fall in morbidity rate in line
with the decline in the mortality rate, this scenario
is modelled by assuming that per capita age
profiles observed in the base year are shifted
outwards, in direct proportion to the projected
gains in age and gender specific life expectancy.

@

4. The "death-related cosis scenarie" employs an
alternative method to project health care spending,
taking into account a probable postponement in
health care spending resulting from the evolution
of mortality rates. There is empirical evidence that
a large share of total spending on health care
during a person’s life is concentrated in its final
years (Palangkaraya and Yong 2009). (9
Therefore, as mortality rates at relatively younger
age decline and a smaller share of each age cohort
is in its terminal phase of life, the health care
expenditure calculated using constant expenditure
profiles may be overestimated To run this
scenario, profiles of death-related costs by age
have been supplied by some Member States, where

*%) Since GDP data also captures the impact of changes in life
expectancy through their impact on labour forces

* The method is applied to those agafgender groups where
expenditure per capita is growing. As in the previous
scenarios and in prachical terms, it 15 assumed that
agefgender specific expenditure profiles progy health status
(e motbidity) In cther words, higher expenditure
captures higher morbidity. For the young and the oldest
old, the reference agefgender and therefore age/gender per
capita public expenditure profile remams the same over the
whole projection period.

(*"y The authors find that population ageing does not add
anything to growth in health expenditure once proximity to
death is accounted for. As a consequence, the effects of
ageing on health expenditure growth might be estimated as
too high, whilst the high costs of medical care at the end of
life are probably underestimated.

unit costs are differentiated between decedents and
survivors. (**) The 2012 methodology was based
on the assumption that the ratio between the per
capita cost of decedents and that of survivors was
to be kept constant over the forecast period,
regardless of possible changes in longevity. The
methodology has now been updated to allow the
cost profile to change over the projection period
and take this into account, acknowledging to that
the ratio of the health costs of decedents and those
of survivors is linked to life expectancy rather than
to age per se.

5. The "inceme elasticity scenaie' shows the
effect of income elasticity of demand exceeding
unity on the evalution of public spending on health
care. The impact of income growth on health care
expenditure may incorporate the effects of a
number of factors: higher living standards,
growing expectations and social pressure to catch-
up with the quality and coverage of health care
provided to the populations in the neighbouring
countries and possibly the development of medical
knowledge and technologies. In practical terms,
the scenario is identical to the “demographic
scenario” except that the income elasticity of
demand is equal to 1.1 in the base year and
converges to 1 by the end of projection horizon in
2060.

6. The "EU28 cost convergence scenario" is
meant to capture the possible effect of a
convergence in real living standards (which
emerges from the macroeconomic assumptions) on
health care spending. The "cost convergence
scenario” considers the convergence of all EU28
countries that are below the EU28 average of per
capita public expenditure relative to GDP per
capita (i.e. per capita public expenditure as a share
of GDP per capita) to that EU28 relative average.
This means that the country-specific age/gender
per capita public expenditure profiles as a share of
GDP per capita which are below the corresponding
EU28 profiles in the base year (i.e. 2013) are
assumed to increase to the EU28 relative average
up to 2060. The convergence speeds for all the
countries below the EU2S8 relative average differs,

(™) Data was provided by 16 Member States: Belgium,
Bulgaria, Czech Republic, Denmark, Germany, Span,
France, Italy, MNetherlands, Austria, FPoland, 2lovenia,
Blovakia, Finland, 3weden and the UE. For countries that
did not provide this data, no projections for this scenario
were done.
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as they take into account the differences in the
initial situation, ie. the extent of the initial gap
between country-specific and EU28 relative
average profile.

7. The "labour intensity scenario" is an attempt to
estimate the evolution in health care expenditure
under the assumption that unit costs are driven by
changes in labour productivity, rather than growth
in the national income, as health care is a highly
lab cur-intensive sector. This assumption implies as
well that, contrary to the “demographic scenario”,
the cost of public provision of health care is supply
rather than demand driven. This scenario is similar
to the "demographic scenaric” except that costs
are assumed to evolve in line with the evolution of
GDP per worker. As wages are projected to grow
in line with productivity (generally faster than
GDP per capita), this scenario provides an insight
into the effects of unit costs in the health care
sector being driven mostly by increases in wages
and salaries.

8. The ‘'sector-specific composite indexation
scenario’ aims at capturing the relative
importance and different past trends of most
relevant health care expenditure drivers: wages,
pharmaceuticals, therapeutic appliances, capital
investment, prevention related health care services,
as well as a residual factor.

Given the special character of the health care
sector (high level of government regulation,
investment in new technologies, high labour
intensity) considering health care sector-specific
rather than economy-wide determinants of unit
costs is particularly informative. In this scenario,
the growth rate of each item is estimated
separately, based on past trends, thus creating a
sort of composite indexation for "unit cost
development”. As such, their relative confribution
to future changes in health care spending can be
traced over time.

9. The "nron-demographic determinants scenario”
is an attempt to estimate the impact of non-
demographic drivers (NDD) on health care
expenditure, ie. income, technology, institutional
gsettings. It is also referred to as excess cost growth
fSmith, et al. 2009). Ignoring the effect of NDD on
health care expenditure would imply making the
assumption that past trends of health care
expenditure related to these drivers will disappear

in the future. In practice, the effect of demographic
changes — captured using the above mentioned
econometric analysis — is subtracted from the total
increase in expenditure and the remaining part (i.e.
the residual) is attributed to the impact of NDD.

10. The “AWG reference scenario” is used as the
central scenario when calculating the overall
budgetary impact of ageing. It is the point of
reference for comparisons with the 2012 Ageing
Report. In this scenario health care expenditures
are driven by the assumption that half of the future
gains in life expectancy are spent in good health
and an income elasticity of health care spending
converging from 1.1 in 2013 to unity in 2060.
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11. The "AWG risk scenario”, as the AWG
reference scenario, keeps the assumption that half
of the future gains in life expectancy are spent in
good health but attempts to take into account
technological changes and institutional
mechanisms which have stimulated expenditure
growth in recent decades. In the 2012 Ageing
Report, the non-demographic and risk scenarios
assumed an income elasticity of healthcare
spending converging from 1.3 in 2010 converging
to 1.0 in 2060. In order to incorporate relevant
non-demographic drivers in the projection exercise
and to avoid the risk of systematically
underestimating future healthcare expenditure
trends, and on the basis of recent research, (°%) the
Commission proposed and the Ageing Working
Group endorsed the use of a proxy for the non-
demographic costs (NDC). The estimated residual
is translated into an EU average elasticity of 1.4
(versus 1.3 in the 2012 AR) converging to 1 until
the end of the projection period. () This elasticity
is added to the effect of ageing as modelled in the
“demographic scenario”.

As such, it remains bounded in a longer term
perspective, as the projected excess growth of
health care spending eventually approaches zero
(by 2060). Together with the AWG reference
scenario, this scenario is part of a range of possible
outcomes.

12. "Total factor productivily risk scenario"
explores the risk that Total Factor Productivity
growth may decline in the future below the
assumptions of the AWG reference scenario. This
is plausible in light of the trend decline of TFP

%) Medeiros J and Schwierz C. (2013), "Estimating the
drivers and projecting long-tertn public health expenditure
in the European Union: Baumol's 'cost disease’ revisited",
European Econormy, Econormic Papers No, 507,

"y The reason for the convergence of the elasticity is that we
expect only a partial continuation of past trends related to
NDD in the future. In the past, extensions of insurance to
universal coverage of the population were an wnportant
trigger of increases in public health expenditures As
universal coverage is nearly reached in the EU, this one-
time shock will not occur agam in the future It should
however be noted that the roll-out of "high" coverage in
many Member States happened a long time ago, and are
therefore not captured by the estimates of the excess
growth of health care costs. Ideally, in order to identify the
impact of NDD» cn health care expenditure one should also
control for other wvariables, such as the health status,
relative prices, and institotional wvariables. However,
limitations on data and methodological concemns prevent
theuse of a broader set of regressors.

The 2015 Ageing Report: Economic and budgetary projections for the ELES Memlbear States [2012-2060]

growth performance over the last decades. This
scenario assumes that TFP converges to a growth
rate of 0.8% (vs 1% for the baseline scenario). In
both cases, allowance for higher TFP growth for
countries with below average GDP per capita is
factored in for a period of time, as in the previous
projection exercise, to reflect the potential that
these countries have for a catching-up with the
rest.

2.6. PROJECTION RESULTS

As mentioned above, projection results are not
meant to be spending forecasts, but a useful
analytical tool to raise awareness on the possible
future trends in public health care spending, the
role plaved by some of the major drivers and their
potential impact on long-term sustainability of
public finances. Therefore, the projected health
care spending levels should be interpreted
prudently. The projections of the demographic
scenario are assessed against eight other scenarios
with different features.

241, Country-Specific policy reforms

In the past years, many countries have undertaken
policy reforms in HC. The fiscal impact of some of
those reforms is not easy to estimate. However, as
far as budgeted changes in long-term care
spending are concemed, many countries have
estimated potential budgetary effects on HC
spending triggered by legislated HC reforms. In all
cases, the impact of reforms was modelled as a
percentage change of health care expenditure
relative to the base year of projections, upon
agreement with the respective Member States.

Where possible, reforms have been distinguished
by their impact on the payroll in the health care
sector, pharmaceutical expenditure, expenditure on
therapeutical appliances and other durables, capital
formation and prevention and public health
services. Countries such as Austria and Belgium
have legislated a ceiling on health expenditure
and/or its fiture growth. Wage adjustments or
freezes are legislated in Czech republic, Estonia,
Italy, Romania, Slovakia and Slovenia (Table
IL2.4).
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Graph[1.2.2: Projected increase in public expenditure on health care due to demographic change ovar 2013-2060, as %o of GDP
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(13 The EU15 and MMS averages in all result tables are weighted according to GDP. The level of expenditures in 2013 is the first year of projected
expenditures based on latest available data Hedlth care expenditure exclude long-term nursing care

The aggregate of health care expenditure utilized for projections is based on OECD SHa/health data definition based on ESA 95, while GDP and
other expenditure itemns have been revised according to ESA 2010, A rewvision of health expenditure data bazed on ESA 2010 may change the

reported level of expenditure
Seurce: Commission services, EPC.

2.6.2. Accounting for irstitutional specificities

In Germany, in 2013 only 86% of the population
was insured by social health insurance (SHI), with
the remainder insured by mandatory substituticonal
private health insurance (PHI) schemes. Previous
projections did not account for this specificity and
assumed that the whole financial burden of
population ageing has to be covered by the SHI
scheme. To account for the existence of PHI, the
population projections used in our model are
adjusted downwards to equal the number of people
insured in SHI in the base year of projections.

In addition, it can be assumed that given the
yvounger age structure of PHI and the current
legislative set-up, which heavily restricts opting
out from PHI to SHI, ageing will be more
pronounced in PHI than SHI. This implies a
reduced burden of ageing within the SHI scheme

in future. Therefore, as the share of the privately
insured among the total population will increase
faster than the share of the insured under the public
insurance scheme, population projections are
further adjusted by the estimated reduced ageing
effect of the population covered by SHI. Together,
these assumptions imply a reduction of the
population figures to roughly 86% (%) (those
covered by SHI) in 2013, and a further reduction to
82% by 2060, with a more relatively pronounced
decrease in older age groups.

™) It should be noted that the reduction of SHI coverage
should also be expected in the projection of future social
security contributions.
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Table IL24 Health carereforms with direct budget impact
taken into account in the projections
Country Policy reform
Anstria Legislated ceiling on health care expendihire
Growih ceilng on health care expendilure
Belgium according to growth narm ol public health
expenditune
Buluaria Additional capital m&-‘e;.illucl:ls and savings
= pharmaceulical expendilure
N Additional budget allocation to public health
Croutia Lactlitiees
dcilihes
Czech Wage adjusunents of health personnel, budger
R rectification, shift from private co-payments o
Republic I,
public finuncing
Estonia Wage adjusuments of health personnel

[taly Wage freeze in public sector

The 2015 Ageing Report: Economic and budgetary projections for the ELES Memlbear States [2012-2060]

to assess the potential implication of future gains
in life expectancy higher than those assumed in the
population projections (EUROPOP2013). It
provides an estimate of the budgetary impact of
one extra years of life under the (pessimistic) view
that this additional year is associated with one
extra years in "bad health” (along the line of the
"morbidity expansion" hypothesis). Under this
assummption, an extra year of life-expectancy leads
to an increase of 0.3 pp. of GDP relative to the
dermnographic scenario (Table I1.2.6).

Nelherlands | Budgeled decrease in bealth expendilure
Pharmaceutical reforms with divect budgetary
Poland impact and budgeted health expenditure
decrease

Wage adjustiients ol health persomme! and
budget rectilications

Decrease i health expenditure and budgel

Roimania

Greece .
Ieere
Portugal Budgeted deerease in health expenditure
Wage adjustments of health personne! and
Slovakia harmaceutical reforms with direet budgetary

Slovenia

general govermment secior

Unired
Kingdem

Specific bndget adjustment by area of health
care spending

Seurce: Commission services, EPC.

2.6.3. Changes in demography and health
status

According to the "demographic scenario”, public
health care expenditure in the EU28 is projected to
increase by 1.1 pp. of GDP i.e. from 6.9%% to 8% of
GDP from 2013 to 2060. For half of the countries
the expenditure increase lies between 1.0 and 1.6
pp. of GDP over the whole projection period.

Expenditures are expected to increase by a slightly
greater amount in the New Member States (NMS)
(1.2 pp. of GDP from the initial level of 4.6% of
GDP in 2013) than in the EU15 (1.1 pp. of GDP
from an initial 7.1%% of GDP). The impact of
ageing on health care spending in each country is
shown in Graph I1.2.2 (where the solid colour bars
show current expenditure over the GDP in 2013
and the shaded bars above them the expected
increase in percentage points up to 2060) and
Table I1.2.5.

Projections reflecting only demographic changes
may turn out to be either optimistic or pessimistic,
depending on whether living longer will go along
with increasing or decreasing morbidity. The "high
life expectancy scenario” provides a sensitivity test

Table [1.2.5 Deanographic scenario - projected increase in
public expenditure on health care over 2013-2060,
as % of GDP

2013 2060 Change 2013 2060
pp. In %
BE 5.0 5.5 0.5 9%
B 4.0 4.5 0.4 10%
L 57 7.0 1.2 22%
DK 5.1 g.2 1.0 12%
DE 7.8 8.4 Q.7 10%
EE 4.4 5.1 0.8 17 %
1E 5.0 7.3 1.3 22%
EL 5.6 8.0 1.4 21%
ES 5.8 5.9 1.0 17 %
FR 77 8.8 1.1 14%
HR 5.7 i 2.0 25%
IT 5.1 5.9 0.8 14%
Cy 2.0 3.3 0.3 9%
L 2.8 4.4 0.8 15%
LT 4.2 4.3 0.1 3%
LU 4.6 5.3 0.7 15%
Hu 4.7 5.7 1.0 22%
MT 5.7 8.1 2.5 43%
ML 7.2 8.3 1.2 16%
AT 5.8 8.5 1.8 23%
PL 4.2 5.6 1.3 32%
PT 5.0 8.8 2.8 45%
RO 2.8 4.8 1.1 28%
=1 57 7.1 1.4 25%
sSK 57 7.9 2.2 28%
Fl 7.8 8.9 1.1 14%
SE 5.9 7. 0.8 9%
UK 7.8 .4 1.5 20%
MNO 7.5 5.8 1.2 17 %
EA 70 7.8 0.8 14%
EU 5.9 8.0 1.1 15%
EWMS 7 8.2 1.1 15%
NMS 4.5 5.8 1.2 25%

(1) The EU, EA and WMS averages in all result tables are weighted
according to GDP. The level of expendituresin 2013 is the first vear of
projected expenditures based on latest avalable data. Health care
expenditure excludes long-term nursing care

Saerce: Commission services, FPC
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Table IL2.6 High life expectancy scenario - projected increase Table I1.2.7 Consiant health scenario- projected increase in

in public expenditure on health care ovear 2013- public expenditure on health care over 20132060,

2060, as % of GDP. as % of GDP

2013 2060 Change 2013-2060 2013 2060 Change 2013 -2060

pR. 11 %6 2128 1N 26

BE 8.0 5.8 0.8 14% BE 5.0 56 -0.3 -5%
BG 4.0 4.8 0.5 14% BG 4.0 3.9 -0.1 -3%
CZ 5.7 7.3 1.8 28% CZ 5.7 .1 0.3 5%
DK 8.1 8.5 1.4 17% DK 8.1 8.3 0.1 1%
DE 7.5 5.8 1.2 15% DE 76 7.5 0.0 0%
EE 4.4 5.3 1.0 22% EE 4.4 4.4 0.1 1%
IE 8.0 7.8 1.6 27% IE 5.0 5.6 0.8 10%
EL §.6 5.4 1.8 27% EL 5.5 7.2 0.8 10%
ES 5.2 7.2 1.2 22% ES 5.9 §.4 0.8 10%
FR 7.7 9.2 1.5 19% FR 7T 8.0 0.3 3%
HR 5.7 2.0 23 a41% HR 57 8.7 1.0 18%
IT 5.1 7.2 1.1 18% IT 5.1 5.3 0.2 4%
CY 3.0 8.5 03 11% CY 3.0 3.1 0.1 3%
Lv 3.8 4.8 [O=] 21% LW ER=] 3.9 0.1 A%
LT 4.2 4.5 02 7% LT 4.2 3.2 -03 -B%
Lu 4.6 55 [o=] 20% Lu 4.6 4.8 0.2 A%
Hu 4.7 5.8 1.3 27% Hu 4.7 4.8 0.1 2%
MT 5.7 8.7 2.0 S52% MT 5.7 7.0 1.4 24%
NL 7.2 8.7 1.5 21% ML 7.2 7.8 0.4 5%
AT §.9 8.9 2.0 29% AT 5.9 7.5 0.7 10%
PL 4.2 5.8 1.6 7% PL 4.2 4.8 0.7 18%
PT 5.0 9.4 34 56% PT 5.0 7.7 1.6 27 %
RO 3.8 5.1 1.3 234% RO ER=] 4.3 0.5 13%
=1 5.7 7.4 1.7 21% 1] 5.7 5.3 0.8 11%
SK 5.7 8.2 25 A44% SK 5.7 8.7 1.0 18%
Fl 7.8 9.3 1.5 19% Fl 7.8 7.9 0.1 2%
SE 5.8 7.7 [O=] 12% SE 5.9 8.7 -0 -2%
UK 7.8 4.8 2.0 26% UK 7.8 8.4 0.8 7o
MNO 7.5 9.1 1.6 21% MNO 7.5 7.8 0.2 2%
EA 7.0 8.2 1.3 19% EA 7.0 7.2 0.2 2%
ELl 5.9 5.4 1.4 21% EL 5.5 7.2 0.3 %
EU15 7.1 8.6 1.4 20% EWS 71 7.4 0.3 A%
NMS 4.6 5.1 1.5 22% NMS 4.5 5.1 0.5 10%

Seurce: Commission services, EPC

Saerce: Commission services, FPC

In line with the (optimistic) assumptions of the
"dynamic equilibrium hypothesis”, assuming a
constant number of years in bad health, whatever
the future longevity gains, the "constant health
scenario” assumes that all future gains in life
expectancy are spent in good health. Comparison
of the demographic (or high life expectancy
scenario) with the "constant health scenario”
illustrates how shifts in the health status of the
population can impact on health expenditure.

As expected, in the "constant health scenario”
increases in public expenditure on health care are
significantly lower than those obtained in the
"demographic scenario”.
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Table IL23 Death-related costs scenario - projected increase in
public expenditure on health care ovar 2010-2060,
as % of GDP

2013 2060 Change 2013-2060
pp. In %
BE 5.0 5.4 04 7%
BG 4.0 4.5 0.4 10%
cZ 5.7 6.6 08 14%
DK 8.1 5.8 07 9%
DE 76 8.2 05 7%
ES 59 6.8 09 16%
FR 7T 8.6 0.8 11%
IT 5.1 6.7 07 11%
NL 72 8.1 0.9 12%
AT 59 8.2 1.3 19%
PL 472 5.3 11 26%
sl 5.7 6.9 1.3 23%
SK 5.7 7.6 1.2 33%
Fl 78 8.7 08 1%
SE 59 7.2 03 5%
UK 78 9.1 1.2 16%

Saurce: Commission services, EPC.

The ageing effect on expenditure growth is
reduced to only a third compared to the
"demographic scenario”. For the EU28 a 0.3 pp. of
GDP increase is expected over the overall
projection period (Table I1.2.7). Most of the
Member States can expect an expenditure growth
of below 1 pp. of GDP and four countries even
experience a decrease. Therefore improvements in
health status may be crucial for keeping
expenditure on health care under control in future.

The ‘“death-related costs scenario” follows a
similar logic to the constant health scenario: the
years spent with ill health are compressed towards
the later period of life. However, a different
methodological approach and different features of
the data used lead to results varying considerably
between the two scenarios. Note that data on
death-related costs was provided only by 16
Member States. (°%)

(*) Wote that in the current projections exercise the
methodology behind the death-related costs scenario does
not perfectly illustrate the underlying theoretical concept.
In particular, the period of time defined as 'closeto death' 15
limited to one year, while several studies argue that the
health care costs of decedents are higher than those of
survivors up to six years before death. This 15 due to the
fact that, with the exception of one Member State, all

Incomporating the concept of death-related costs in
the projection methodology leads to a reduction in
the projected health care expenditure relative to the
"demographic scenario” for most of the countries
(Table 11.2.8). (*) The projected increase in
public expenditure ranges from 0.3 pp. of GDP for
Sweden to 1.9 pp. of GDP for Slovakia.

Graph I1.2.3 shows a comparison of the results of
the three scenarios related to the future evolution
of health status. The comparison between the
shapes of the curves for EU15 and NMS highlights
the more pronounced growing path of the
"demographic scenario” in the NMS. This is likely
driven by faster demographic developments i.e.
faster ageing, but also faster national income
growth.

Member States reported expenditure for the last year of life
only.

(™ In fact, using this methodological approach does not reduce
the overall amount of expenditure devoted to health care.
Instead, it spreads the costs of health care over time by
assumning that with a decline m mortality rate the share of
decedents in each age cohort is decreasing,
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Graph 112,30 Impact of danography and health status- Comparison between scenarios in EULS and NMS

9.0

8.0

1.0

6.0
NMS

H';-l»l"
o T T Tkl

Health expenditure in % of GDP

2013 2020 2030 2040 2050 2060

Demozraphic High-life expectancy == = = Constant health

Seuree: Comtnission services, EPC

health expenditure (Table 11.2.9). The additional

264, Changes inincome and . TR
irmpact is sirilar for EU15 and NMS.

MJCroeConomic wariclles

The "demographic scenario” assumes that per
capita spending grows in line with national income
per capita. The effect is that without population
ageing, the share of health spending in % of
national income would stay constant.

However, empirical research shows that growth in
both public and total health care spending may
exceed the growth rate of national income, be it
because of rising expectations towards more and
better health care and a higher willingness to pay
for health care services.

Consequently, the "demographic scenaric” may
substantially underestimate health  spending
growth. One way to address this concem is to
assume that trends in health spending exceed the
growth rate of national income.

Assuming a slightly higher growth in spending

relative to national income (ie. an income
elasticity of 1.1) adds an extra 0.2 pp. of GDP to

133
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Table 1129 Income dasticity scenario (public spending on Table [1.2.10:  The EU28 cost convergence scenario (public
health care, as % of GDP) spending on health care, as %o of GDP)

2013 2060 Change 2013-2060 2013 2060 Change 2013 -2060

pp.- 1n % pp. In %%

BE §.0 §5.7 0.7 11% BE 5.0 §.7 0.7 1%
BG 4.0 4.7 0.7 15% BG 4.0 7.1 3.1 T5%
cZ 5.7 7.3 1.5 26% CZ 57 7.2 1.5 26%
DK 8.1 4.5 1.3 17% DK 5.1 8.2 1.0 13%
DE 7.G 5.6 1.0 13% DE 78 8.4 0.8 10%
EE 4.4 5.4 1.0 23% EE 4.4 7.0 2.8 59%
IE §.0 7.8 1.6 26% 1E 5.0 7.3 1.3 22%
EL 5.8 5.2 1.7 25% EL 5.6 8.0 1.4 21%
ES 5.8 7.2 1.3 22% ES 5.9 7.5 1.6 28%
FR 7.7 .1 1.3 17% FR 7.7 8.9 1.1 15%
HR 5.7 5.0 2.3 0% HR 57 8.6 2.8 51%
IT G.1 7.0 1.0 16% IT 5.1 7.2 1.2 18%
CY 3.0 3.4 0.4 12% CY 3.0 8.5 3.5 117%
LY 3.8 4.7 0.9 23% LY 3.8 8.7 2.8 T7%
LT 4.2 4.8 0.4 9% LT 4.2 5.3 2.1 51%
LU 4.6 5.4 0.8 18% Lu 4.5 g.1 1.5 33%
Hu 4.7 5.8 1.3 28% HuU 4.7 7.0 2.4 51%
MT 5.7 2.4 2.7 48% MT 5.7 8.8 2.1 54%
ML 7.2 8.5 1.4 18% ML 7.2 8.4 1.2 17 %
AT 5.8 8.7 1.8 26% AT 5.9 8.5 1.6 24%
PL 4.2 5.9 1.6 399% PL 4.2 7.2 2.0 T1%
PT §.0 9.2 3.1 52% PT 5.0 8.5 3.4 55%
RO 3.8 5.1 1.3 24% RO 2.8 7. 2.3 B7%
=1 5.7 7.3 1.6 29% 11 57 7.7 2.1 27%
SK 5.7 8.3 25 5% SK 57 8.2 2.5 45%
Fl 7.8 .1 1.3 16% Fl 78 G.1 1.3 17 %
sSE 5.9 7.7 0.8 12% =E 5.9 7.5 0.8 9%
UK 7.8 9.5 1.8 23% UK 7.8 .4 1.8 20%
NO 7.5 5.0 1.5 20% NO 7.5 8.8 1.2 17 %
EA 7.0 2.1 1.2 17% EA 7.0 8.1 1.1 15%
EL 5.9 8.2 1.3 159% EL 5.8 5.3 1.3 18%
EU15 7 5.4 1.3 18% EU15 7A 8.4 1.2 17 %
MM S 4.5 5.1 1.5 2339% MNM S .G 7.3 2.7 58%

Seurce: Commission services, EPC

Setrce; Commission services, EPC

The cost convergence scenario, performed solely
for those Member States with shares of GDP per
capita spending below the EU28 average, captures
the possible effect of a convergence in real living
standards across EU countries on public
expenditure on health care. (*°")

("™ Please note that the "cost convergence" scenario does not

assurme convergence in absolute costs but in relative costs,

that 15 1n per captta public expenditure relative to GDP per

capita.
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Table IL2.11:  Labour intensity scenario (public spending on
health care, as % of GDP)
2013 2060 Change 2013-2060
pp.- 1n %
BE §.0 7.0 1.0 16%
BG 4.0 4.8 0.7 18%
cZ 5.7 7.8 2.0 35%
DK 8.1 G.2 1.1 12%
DE 7.G 9.8 2.0 26%
EE 4.4 5.8 1.2 27%
IE §.0 7.1 1.1 159%
EL 5.8 7.2 05 5%
ES 5.8 5.5 0.8 13%
FR 7.7 8.8 1.2 15%
HR 5.7 7.8 2.2 35%
IT G.1 7.1 1.0 17 %
CY 3.0 3.2 0.2 7o
LY 3.8 4.8 0.8 20%
LT 4.2 4.8 0.4 9%
LU 4.6 5.0 1.4 30%
Hu 4.7 5.1 1.5 32%
MT 5.7 8.2 2.8 45%
ML 7.2 8.5 1.4 18%
AT 5.8 9.3 2.4 24%
PL 4.2 5.5 2.3 5%
PT §.0 9.3 3.2 53%
RO 3.8 5.8 2.0 53%
=1 5.7 8.0 2.4 A2%
SK 5.7 .1 34 S0%
Fl 7.8 5.8 2.0 25%
sSE 5.9 7.8 0.g 14%
UK 7.8 9.5 1.7 22%
NO 7.5 9.7 2.2 259%
EA 7.0 2.2 1.3 19%
EL 5.9 5.4 1.5 21%
EU15 7 5.8 1.4 20%
MM S 4.5 5.5 2.0 43%

Seurce: Commission services, EPC.

Cost convergence can be a costly process,
especially for the NMS. Depending on the current
expenditure profile, governments would, on
average, need to spend up to 3 ¥ pp. of GDP more
over the next five decades (Table I1.2.10). For the
NMS, achieving by 2060 the level of relative
health care provision per person equal to that of
the EU28 would necessitate an average rise in
expenditures by 2.7 pp. of GDP (EU1S5: 1.2 pp.).
However, these results are quite sensitive to the
convergence process simmulated. (") An alternative
perspective of unit costs evolution is illustrated by
the "labour intensity scenario”. For most of the
Member States, the productivity (and therefore real
wages) grows faster than per capita income (as
explained in section 2.5.2). The effect of
productivity replacing income as the driver of unit
costs of health care provision in the projections
leads to an additional spending of 0.3 pp. of GDP

("™ Sea comparison of results between the Agemg Report 2012
and 2015 in Section 2.9

relative to the "demographic scenario” (Table
I1.2.11). Given the assumed catching-up in terms
of labour productivity, the effect is stronger (0.8
pp.) in the new Member States.

The "sector-specific  composite  indexation
scenario” in which future expenditure of each
different driver evolves in line with their specific
past trends (Table I1.2.12), leads to an average
projected increase 0.5 pp. of GDP lower than in
the "demographic scenario'.

Table I1.2.13 presents the projection results under
the non-demographic drivers (NDD) scenario.
Following econometric analysis, ('*%) an average
elasticity of 1.4 converging to 1 in 2060 is applied
to the age-gender expenditure profiles. On average,
the increase in public expenditure on health care is
prajected to be 2.6 pp. of GDP (compared to the
1.1 pp. projected under the demographic scenario).
The results highlight the potential impact of non-
demographic drivers on health care expenditure,
such as innovations in medical technology,
institutional settings and individual behaviour.
Such upward risk on the future evolution of public
expenditure on health care is not captured in the
"demographic scenario”.

The joint analysis of the five scenarios based on
income and macroeconomic variables in
comparison with the "demographic scencrio"
allows us to draw some important conclusions.
First, supply-side factors, whose impact remains
still relatively unknown and difficult to quantity,
appear to push health care spending up to a
considerably higher degree than relatively well
specified and quantified demographic and demand-
side factors. In this sense, the projected increase in
public spending in a pure demographic scenario
can be considered as on the low side.

(™ For details see Medeiros and Schwierz (2014) as well as
the EC-EPC (2014), "2015 Ageing Repoart "Underlying
assurmptions and projection methodologies
hitp:ec europa ewfeconomy_finance/publications/europea
n_econormny/2014/pdffeed en pdf
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Table[12.12:  Sector-specific composite indexation scenario Table I1.2.13:  Non-damographic drivers scenario - projected
(public spending on health care, as % of GDFP) increase in public expenditur e on health care over
2013-2060, as % of GDP
2013 2060 Change 2013-2060
pp. 1N %% 2013 2060 Change 2013 -2060

BE §.0 5.5 0.5 10% pp. 1n %6
BG 4.0 4.0 -0.1 -1% BE 5.0 7.5 1.5 25%
cZ 5.7 5.8 1.1 199 BG 4.0 §.0 1.8 48%
DK 8.1 8.7 0.8 T CZ 57 8.6 2.8 50%
DE 7.6 7.7 0.1 1% DK 5.1 11.3 2.1 2B8%
EE 4.4 4.9 0.6 139 DE TG 8.4 2.2 28%
1E 8.0 5.6 0.5 10% EE 4.4 5.6 2.3 52%
EL 5.8 7.5 0.9 1450 IE 5.0 8.8 2.8 47%
ES 5.8 5.8 1.1 18% EL G.6 &8 32 48%
FR i 8.2 0.5 8% ES 5.9 8.8 2.7 45%
HR 5.7 7.4 1.7 30% FR 7T 10.4 2.7 25%
IT G.1 5.2 0.1 2% HR 57 a7 4.0 7%
Y 3.0 3.2 0.2 8% IT 5.1 8.0 1.9 22%
LY 3.8 4.3 0.5 149 CY 3.0 4.0 1.0 232%
LT 4.2 3.7 -0.5 -11% LY 3.8 g1 23 G0%
LU 4.6 5.3 0.7 15% LT 4.2 5.8 1.7 A1%
Hu 4.7 4.8 0.3 6% Lu 4.6 §.0 1.4 230%
MT 5.7 7.3 1.6 28% HuU 4.7 73 28 55%
NL 7.2 7.8 o7 =118 MT 57 8.9 4.2 T5%
AT 5.9 7.5 1.0 149 MNL V.2 8.7 2.4 28%
PL 4.2 4.7 0.5 11% AT G4 9.8 3.0 A44%
PT 5.0 7.8 1.8 30% PL 4.2 7.4 2.1 T5%
RO 3.8 4.3 0.5 13% PT 5.0 10.8 4.8 20%
=1 5.7 5.5 0.a 16% RO 38 6.3 25 57 %
SK 5.7 7.1 1.4 24% 2]l 5.7 8.5 2.8 50%
Fl 7.8 9.0 1.2 15% SK 5.7 10.5 4.7 53%
sSE 5.9 5.8 -0 -1%% Fl 7.8 10.3 25 31 %
UK 7.8 9.3 1.5 18% sE 5.9 8.0 2.1 21%
NO 7.5 5.2 0.6 5% UK 7.8 10.8 3.1 40%
EA 7.0 7.4 0.5 T MNO 7.5 10.4 2.8 38%
EU 5.9 7.8 0.5 S%, EA 7.0 9.4 2.4 25%
EU15 7 7.8 o7 S% ELI 5.9 8.5 2.5 37 %
MM S 4.5 5.2 0.5 13% ELM5 7 a7 28 26%
Senrce: Comimission services, EPC. IV &3 743 22 B

Satrce: Commission services, EPC.

It possibly underestimates the future budgetary
pressure coming from the technical and economic
process of producing and providing ever more
sophisticated  health  care  services.  Still,
methodological uncertainties with regard to
estimating the impact of non-demographic drivers
on health care expenditure make continuous
improvements of the estimation methodology
desirable.

136

6628/15 ADD 2 MCS/ah
DGG 1A

www.parlament.gv.at


http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=64445&code1=RAT&code2=&gruppen=Link:6628/15;Nr:6628;Year:15&comp=6628%7C2015%7C

Fart I

Long-tem projections of agse-related expenditure and unemployment bensfitt — Health care

Table IL2.14  AWEG refarence scenario - projected incr ease in
public expenditure on health care over 2013-2060,

expectancy are spent in good health and an income
elasticity of health care spending converging from
1.1 in 2013 to unity in 2060.

The joint impact of those factors is a projected
increase in spending of about 0.9 pp. of GDP in the
EU28 by 2060 (Table I1.2.14). Individual
countries® results range between 0.1 (Belgium and
Lithuania) and 2.5 pp. of GDP (Portugal). The
estimated increases in spending are 0.2 pp. of GDP
lower for the EULS and 0.1 pp. for the NMS than
in the demographic scenario.

as % of GDP
2013 2060 Change 2013-2060
pp. 1N 2%

BE g.0 5.1 0.1 2%
BG 4.0 4.4 0.4 S%
cZ 5.7 6.7 1.0 17 %
DK 8.1 4.0 [o=] 11%
DE 7.G 5.2 0.6 7
EE 4.4 5.0 0.6 13%
IE §.0 7.2 1.2 20%
EL 5.8 7.8 1.3 18%
ES 5.8 5.8 1.1 18%
FR 7.7 8.5 [o=] 11%
HR 5.7 7.5 1.7 31%
IT G.1 5.7 .7 11%
CY 3.0 3.3 0.3 Si%G
LY 3.8 4.4 0.6 16%
LT 4.2 4.3 0.1 2%
LU 4.6 5.1 0.5 1%
HU 4.7 5.4 0.8 17%
MT 5.7 7.8 2.1 238%
ML 7.2 5.1 1.0 132%
AT §.9 5.2 1.3 18%
PL 4.2 .8 1.2 29%
PT g.0 8.5 2.5 419
RO 3.8 4.8 1.0 26%
=1 5.7 5.8 1.2 21%
SK 5.7 7.7 2.0 35%
Fl 7.8 5.5 o7 S%
sSE 5.9 7.3 0.4 %
UK 7.8 .1 1.3 15%
MNO 7.5 5.5 0.9 12%
EA 7.0 7.7 0.8 11%
EL 5.9 7.8 0.5 13%
EU15 7 5.0 0.9 12%
MM S 4.5 5.7 1.1 239

Seurce: Commission services, EPC.

Second, in some countries future spending may be
substantially driven by the possible convergence in
health care provision  across  countries.
Governments of countries where the current
provision of health care is seen as less than that of
other EU countries (mainly, though not only, NMS
countries) may face increasing pressure from their
citizens to substantively increase the level of
spending in order to reach — at least over the long
term — the coverage and standards guaranteed
already today to the citizens of the richest EU
countries.

2.7. AWG REFERENCE SCENARIO

The “AWG reference scenario”, used as the
baseline scenario is the point of reference for
comparisons with the 2012 Ageing Report. In this
scenario health care expenditures are driven by the
assumption that half of the future gains in life

Table [1.2.15 AW risk scenario - projected increa se in public
expenditur e on health care over 2013-2060, as % of
GDP
2013 2060 Change 2013 -2060
pp. In %6
BE 5.0 5.5 0.5 9%
BG 4.0 5.2 1.1 28%
L 57 7.5 1.7 30%
DK 5.1 10.0 1.9 23%
DE 7.8 8.8 1.2 17%
EE 4.4 5.7 1.3 30%
1E 5.0 7.9 1.8 22%
EL 5.5 8.7 2.1 22%
ES 5.8 7.5 1.8 33%
FR 77 S.4 1.6 21%
HR 5.7 8.4 2.7 47%
IT 5.1 7.2 1.2 18%
Y 2.0 2.8 0.8 20%
LY 2.8 5.3 1.5 A40%
LT 4.2 5.1 0.8 22%
Lu 4.6 5.4 0.8 18%
Hu 4.7 g§.2 1.5 33%
MT 57 8.7 3.0 53%
ML 7.2 8.8 1.6 22%
AT 5.8 8.9 2.0 28%
PL 4.2 5.4 2.2 52%
PT 5.0 9.8 2.5 58%
RO 3.8 5.5 1.7 45%
=1 57 7.5 1.9 33%
sK 5.7 8.0 2.2 58%
Fl 7.8 g1 1.3 17 %
SE 5.9 8.0 1.2 17 %
UK 7.8 g.8 2.0 25%
MNO 7.5 8.2 1.7 22%
EA 7.0 8.4 1.5 21%
EU 5.9 8.5 1.6 23%
EWMS 7 8.7 1.8 22%
NMS 4.6 8.5 1.9 A2%

Sezree: Commission services, EPC.
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Table [12.16:  TFP risk scenario - praojected increase in public
expenditure on health care over 2013-2060, as %o of
GDP
2013 2060 Change 2013-2060
pp. 1N %6
BE g.0 5.1 0.1 2%
BG 4.0 4.4 0.4 10%
cZ 5.7 6.7 1.0 18%
DK 8.1 8.0 0.9 11%
DE 7.8 8.2 0.6 8%
EE 4.4 4.9 0.5 11%
IE 8.0 7.2 1.2 20%
EL 5.8 7.8 1.2 18%
ES 5.8 5.8 1.0 17%
FR 7.7 8.8 0.9 12%
HR 5.7 7.4 1.7 30%
IT G.1 5.7 0.4 10%
CY 3.0 3,3 03 10%
LY 3.8 4.4 0.6 16%
LT 4.2 4.3 0.1 2%
Lu 4.6 5.1 0.5 11%
HU 4.7 5.4 0.7 15%
MT 5.7 7.8 2.1 37%
NL 7.2 2.1 0.4 13%
AT 5.8 5.2 1.3 19%
PL 4.2 5.4 1.2 29%
PT 8.0 8.5 25 42%
RO 3.8 4.7 0.9 24%,
=1 5.7 5.8 1.1 19%
SK 57 7.7 2.0 235%
Fl 7.8 5.5 o7 S%
sSE 5.9 7.3 0.4 6%
LK 7B 9.0 1.2 15%
MNO 7.5 5.4 0.9 12%
EA 7.0 7.7 Q.7 10%
ELI 5.5 7.8 0.g 13%
EU15 7 5.0 0.9 13%
MM S 4.5 5.7 1.1 24%

Seurce: Commission services, EPC

2.8. COMPARING RESULTS OF THE 2015 WITH
THE 2012 AGEING REPORT

It is interesting to compare the current results with
the projections of the 2012 Ageing Report.
Differences across the two waves of projections
may arise from different demographic assumptions
(faster/slower ageing of population) or changes in
the age-gender expenditure profiles. However,
when making these comparisons, it has to be kept
in mind that there are many reasons why
differences in results may not simply reflect
changes in the underlying ageing process.
Differences may stem from a different base-year
for gtarting  the projections, updated
macroeconomic assumptions resulting in different
GDP per capita growth rates and GDP levels for
the period under analysis and changes in scenario
assumptions.

The 2015 Ageing Report: Economic and budgetary projections for the EL2E Memlber States [2013-2060)

In what follows we concentrate on the two major
sources of differences, GDP growth and
expenditure profiles.

In terms of the former, the 2013 level of public
expenditure on health care in the EU is 0.2 pp of
GDP lower in the current Ageing Report than in
the 2012 projections. The impact ranges from an
increase of 1.1 pp of GDP in Greece to a decrease
of 1.1 pp of the UK and Finland. In aggregate, EU
countries now start from a lower level of spending,
Ceteris paribus, this shift results in lower increases
in projected levels of health spending.

Changes in the age cost profiles have increased by
0.1 pp of GDP overall. However, this aggregate
impact masks a wide range of variation across
Member States, from an increase of 0.9 for PT toa
decrease of 0.3 for Spain or Cyprus.

The reason for these changes is due to the fact that
in most cases age-cost profiles have been updated,
resulting in different dynamics of ageing costs for
many countries. In many cases this also reflects an
improvement in the quality of data used and in the
construction of the profiles.

It should also be noted that the new ESA 2010
accounting has implied an upward revision of GDP
levels in the base year. For the EU, GDP is
increased by about 3.5%6in 2013,

Graph 11.2.4 shows the age-gender expenditure
profiles as % of GDP for all ages. There is a
gignificant evolution here. In the EU1LS, the
profiles for males are not too far from 2012
profiles. However, for females, the expenditure
praofiles in the current report are lower than those
of the 2012 Ageing Report starting roughly from
age of 40. In the NMS, there is a similar evolution
as for the latter, although for males the new
expenditure profiles are higher than those from
2012 for ages 95 and above. These changes in the
profiles may explain a larger increase in public
expenditure on health care as compared to the
2012 Ageing Report.
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Table IL217
Agdngrepaorts, in pp. of GDP

Decomposing the impact of drivers on differences in spending growth in health car e expenditur es between the 2015 and 2012

Determinants of change behind 2015 AR Health care expenditure as % of GDP
compared to 2012 AR projections (Demographic scenario in 2080)
Dueto
Difference in

spending growth

between the 2015]  Change in Change Change in ! .

and 2012 Ageing | age-cost relatedto | demographic ! nteraction Change 'T*a” Basagﬁfr

Reports profiles GDP growth | projections ffect drivers ffect
BE 0.4 0.0 -10 08 04 03 02 BE
BG 0.2 01 0.1 00 0o 0z 0o BG
o4 056 0.3 05 04 04 0o 05 cz
DK 01 0.0 07 05 01 02 01 DK
DE 08 0o 07 0s o1 01 06 DE
EE 0.4 02 02 04 0o 04 0o EE
IE 0.2 0.1 14 -20 03 -0.1 01 IE
EL 0.0 0.0 17 20 08 04 04 EL
ES 0.6 -0.3 as -1 02 -0.4 02 ES
FR 03 0.0 03 00 il 03 01 FR
HR : 0.0 oo 0o : [l : HR
IT 01 0.2 03 0.4 0o 00 0o IT
CY 0.2 -03 02 02 oo 03 01 cY
Ly 0.0 0.4 03 09 02 01 01 Ly
LT 06 0.0 12 20 02 06 oo LT
LU 05 02 28 16 07 08 03 LU
HU 0.4 0.0 02 0.1 i 03 02 HU
hT 05 0o 22 03 03 g 0.4 hAT
NL 0.0 0.0 01 04 ] 0o ] ML
AT 0.1 0.1 -09 06 01 -0.1 0o AT
PL Rl 01 01 0.0 s 0z 04 PL
FT 0.7 09 16 16 02 10 03 PT
RO 02 01 05 02 s a7 0s RO
] 0.2 05 0o 02 0o 04 02 ]
SK 0.1 01 07 06 o1 03 02 SK
Fl 0.1 01 08 056 0o 0z 03 Fl
SE 03 0o 13 07 02 03 o1 SE
LK 0.5 0.3 0.2 0.1 00 0.2 0.2 UK
MO 0.2 -0.4 -24 15 05 -0.8 07 MO
EA 03 0.0 02 00 04 01 02 EA
EU 0.2 0.1 -0.3 0.0 0.1 -0.1 0.1 EU
EL15 02 01 03 04 04 01 01 EU15
M5 0.4 0.0 -0.1 02 0.0 -0.2 0.2 MMS

(13 *The interaction effect is the unexplained difference between the change in all drivers and the sum of the effects of the indiwidual drivers
** The change in all driversis estimated by replacing the cument data with the 2012 Ageing Report data for all drivers at once

*** the base-year effect is the difference between column 1 and column 6
Saurce: Commission services, EPC

A quantitative decomposition of drivers is
proposed in Table I1.2.17. The decomposition aims
at quantifying which factors are driving the
differences in projected spending between the
2012 and the 2015 projection exercises. The
considered drivers are the age-cost profiles, GDP
per capita growth, population, an interaction and a
base-year effect. Basically, departing from the
level of expenditure in 2010 each driver's impact is
estimated by replacing ceteris paribus its current
value with the 2012 Ageing Report data. This is
done subsequently for the age-cost profiles, GDP

per capita growth and population data. As for the
results at the level of the EU28, the new age-cost
profiles have increased spending by 0.1 pp of
GDP, whereas GDP per capita growth projections
have driven down the results by roughly 0.2 pp. of
GDP, whilst new demographic data has, in general,
driven down spending projections slightly.
However, there is considerable variation between
countries.
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Graph[1.2.4: Age genda expenditure profiles and population changes in the 2015 and 2012 Ageing Reports
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2.9. CONCLUSIONS

Public health expenditure in EU28 was at 7.8% of
GDP in 2012, the projections show that
expenditure may grow to 8 % of GDP in 2060 only
on accounts of demographic ageing— and to higher
levels when other push up factors are accounted
for as in the other scenarios presented in this
report. Growing public health care expenditure
raises concerns about its long-term sustainability.
This report takes into account the possibility that
alternative scenarios materialize in a context
subject to considerable uncertainty.

The "demographic scenario” assumes that per
capita spending grows in line with national income
per capita. The effect is that without population
ageing, the share of health spending in % of
national income would stay constant. However, on
the one hand empirical research shows that growth

in both public and total health care spending may
exceed the growth rate of national income, be it
because of rising expectations towards more and
better health care and a higher willingness to pay
for health care services. On the other hand, the
scenaric assumes that all future gains in life
expectancy are spent in bad health. Consequently,
the "demographic scenaric” may under- or
overestimate health spending growth.

Indeed, the projections show that whilst ageing per
se has a non-negligible effect on expenditure
growth, it is rather moderate. In effect, much
depends on whether gains in life expectancy are
spent in good or bad health. Optimistically, if all
additional life years are healthy life years, the
additional cost burden from ageing can be lowered,
as exemplified in the "constant heaith scenario”.
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Overview of scenario resulis - increase in public expenditure on health care over 20132060, asp.p. of GDP
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Saurce: Commission services, EPC.

With rising income and longevity, older people are
willing to spend more on health care services. (!
Agsuming a higher growth in spending relative to
national income (ie. income elasticity of 1.1) adds
an extra 0.2 pp. of GDP to health expenditure.
Rising income, in turn, drives technological
mnovations in the health sector, which have been
confirmed in many studies to be crucial in
explaining past increases in health expenditures.
In addition, policy decisions to expand access and
improve quality to health services especially for
older people will inextricably mean that ageing
remains at the core of public debates related to
health expenditures.

Non-dermnographic factors will be a key driving
force of health expenditures, if past trends persist.
Our projections show that - on the basis of an
econometric estimate - when the impact of future
income growth on the demand for more and better
health care is taken into consideration, projected
expenditure becomes much higher. This is
reasonable, as increasing economic wealth puts
governments at pressure to provide more health
services and to improve the quality of care. Also,

(™I the past decade there was an increase in the expenditure
assoctated with old age diseases such as Alrheimer or

dementia for example.

growing living standards change people's attitude
towards their own health and raise their
expectations on living a longer, healthier life.

Innovations can produce efficiency gains and thus
be cost-saving. Furthermore, in medical care they
have also expanded the possibilities of life-saving
treatments. However, these have added to costs,
both by adding extra expenditure to previously
non-curable diseases and by saving peoples' lives
at the cost of longer periods of morbidity,
especially at old ages. Overall, this had a strong
increasing and dominant effect on public spending,
The currently prevalent consensus is that this will
also be the case in the future. Still, extrapolating
past trends may also mean overestimating the cost-
increasing impact of non-demographic drivers and
underestimating the cost-saving impact of
technological progress in the future.

Expenditure on health care is also influenced by
the productivity of the economy. The "fotal jactor
productivity risk" scenario assumes that the
productivity of the economy will grow slower
compared with the baseline in the future.
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Graph[1.2.5:  Range of results from different scenarios on health care in EU28
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Other supply related drivers, such as the costs of
wages, are a non-negligible component of health
expenditures. Health care is highly labour-
intensive and requires highly skilled medical
persormel who have strong bargaining power in a
number of countries. Assuming that wages grow in
line with labour productivity (therefore exceeding
growth in GDP per capita) - such as in the labour
intznsity scenario -, leads to an additional spending
of 0.4 pp. of GDP relative to the "demographic
sCenario”.

In addition to wages, medical products and health
care infrastructure constitute large shares of total
health care expenditure. Disentangling the
contribution of the individual costs components
and their contribution to changes in health care
spending improves the understanding of the actual
expenditure drivers (sector-specific composite
indexction  scenario). The  "sector-specific
composite indexation scenaric" in which future
expenditure of each different driver evolves in line
with their specific past trends, leads to an average
projected increase 0.4 pp. of GDP lower than in
the "demographic scenario”. Two conclusions can
be drawn from this scenario. First, wages and
pharmaceuticals are wvery important drivers of
expenditure growth. Second, whether the growth
contribution is positive or negative is country
specific.

Finally, growing convergence in citizens' income
per capita and expectations towards benefitting
from a similar basket of health services and goods
across countries may push expenditures up for
below EU average income countries (cost
convergence scenario). In the "cost convergence
scenario” Member States with shares of GDP per
capita spending below the EU28 average converge
in real living standards to the EU28 average.

Based on a combination of different scenarios, the
AWG reference and the AWG risk scenarios show
that spending in the EU28 may increase between
0.9 and 1.6 pp. of GDP. Different institutional and
legal settings (financing mechanisms, ownership
structure, organisation of health provision, etc.), as
well as policy changes, which are not well
reflected in the projections, further increase this
range both at the low and high ends. Despite these
uncertainties, all scenarios for almost all Member
States point to considerable continuous pressures
on public spending from the health care sectors —
even under conservative assumptions.
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Graph [1.2.6:  Range of results from different scenarios on health carein EULS and NMS
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It is unlikely that these pressures will lead to a
withdrawal from public financing of health care.
Due to market failures in health care markets,
public financing will remain a large share of health
care provision. Private spending may play a more
important role but will remain of a complementary
character in many Member States, closing gaps in
public financing and enabling treatment in areas
not considered as lifesaving.

The challenges will likely be different for the two
groups of Member States (EU15 and NMS) (Graph
II.2.7). The curent spending on health care is
significantly higher in both absolute (as % of
GDP) and relative (per capita) terms in the EU15.
Moreover, the shape of the expenditure profile
suggests large differences in the provision of
health care due not only to the gap in life
expectancy, but also to normative health and social
policy considerations.

First, given the more profound demographic
changes expected to be experienced by the new
Member States, the demographic impact,
quantified in the "demographic scenario” will be
slightly stronger in the NMS than in the EU15.

Second, the health care spending in the NMS
countries is also expected to be affected more
profoundly by the changes linked to income

growth and the effect of some supply-side factors.
Given the current gap in the health care provision
and the on-going process of convergence in terms
of national income growth, a considerably faster
growth in demand for health care is expected to
occur in the decades to come as compared to
EUI135. The same observation applies to the supply-
side factors. Growth in productivity and thus
wages is expected to exceed for at least a few
decades the increase in wages experienced in the
EU1s.

All in all, ageing as well as non-demographic
drivers of health care expenditures will continue
putting pressure on the long-term sustainability of
public finances. Balancing the health care needs of
the European population with spending resources,
as well as continuous efforts to increase the
efficiency and quality of health service delivery,
will continue to be high on the political and
economic reform agenda of Member States.
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