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1. INTRODUCTION AND OVERVIEW OF THE  
 EU PROJECTION EXERCISE ON AGEING  

Good morning, Ladies and Gentlemen, Chairman 

It is a great honour for me to address such a distinguished audience on a key challenge 
facing the European Union (EU)  – how to prepare for the economic impact of ageing 
populations.  

My presentation shall be structured as follows. First, I would like to consider the 
demographic prospects facing the EU in the decades to come based on the population 
projection underpinning our work. I will then turn to the labour market impact of ageing 
and review the labour force projection up to 2050, focussing on the EU’s prospects for 
meeting the Lisbon employment targets. Next, I will summarise our findings on the GDP 
growth potential. Finally, and perhaps most importantly, I would like to review the policy 
options for the EU in the face of what are very significant economic repercussions of 
ageing. [Slide 2] 

Before entering into details, let me say a few remarks on the scope and organisation of the 
projection exercise. It was undertaken jointly by the Commission’s Directorate General for 
Economic and Financial Affairs and the national authorities via the Ageing Working 
Group attached to Economic Policy Committee. Its unique value-added and strength stems 
from the fact that it brought together experts from both international organisations and 
national authorities. In this way, cross-country comparability has been assured, while at the 
same time due account has been taken of country specific circumstances and the enormous 
diversity of national pension and health care systems. Also, national ownership of the 
projections has been assured, and we now have an agreed comparable basis at EU level to 
discuss the economic and budgetary challenges posed by ageing. 

This is the second set of projections which the Commission has produced together with 
the Ageing Working Group. Compared with the 2001 exercise, major improvements have 
been made as regards coverage, projection methodology and commonly agreed underlying 
assumptions. The new projections provide a much more comparable basis to gauge the 
scale and timing of the effect of ageing on our economies and public finances. Perhaps the 
most important advance has been the emphasis on transparency and openness. 
Throughout this project, academics and experts from many international organisations 
have been consulted, and all assumptions, data sources and models have been published in 
full. 

Let me now provide you with a brief overview of the scope of the projection exercise and 
the approach used: [Slide 3] 

• the starting point was a common population projection for all 25 EU Member 
States supplied by Eurostat;  
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• in the next step, the Commission and Ageing Working Group agreed a common set 
of underlying economic assumptions. The most important assumptions concerned 
the evolution of the labour market and productivity; 

• by combining the population projections with the economic assumptions, a 
projection was made for GDP growth potential for all Member States up to 2050; 

• next, the underlying population and GDP growth projections were used to project 
public spending on five categories of expenditure affected by population ageing. 
Projections for spending on pensions were made using the models of the Member 
State authorities. Projections for spending were also made for health care, long-
term care, education and unemployment transfers, this time using common models 
developed by the European Commission;  

• the final step was to aggregate all the projections to get an overall picture of how 
ageing will affect public spending. 

My presentation today will focus on the first three steps – in other words, how ageing will 
affect employment and growth prospects  – the real economy –  in the decades to come. 
Later on this morning, Henri BOGAERT will present the results of the budgetary 
projections.  

2. EUROPE’S AGEING POPULATIONS 

It is well known for some time that the EU’s population is ageing. It would, however, be a 
mistake to conclude that an ageing population is being caused by a single factor or 
development. In fact, it is due to the interaction of several different demographic 
developments, each with its own cause, and each having different economic policy 
repercussions. Ultimately, policy makers have to take decisions, be it  on the design of 
pension systems or the overall tax burden, that cater for overall population developments. 
However, to help design efficient policy responses, it is useful to disentangle the different 
factors driving demographic developments and their consequences, so that one can more 
clearly identify the appropriate economic policy responses.  

Four major demographic changes are underway: [Slide 4] 

• first, fertility rates in all EU countries are below, and in many cases very far below, 
the natural replacement rate needed to stabilise the size and age structure of the 
population. From an economic perspective, fewer births eventually translates into 
smaller cohorts of young persons entering the labour market, especially when 
compared with much larger older cohorts leaving the labour force for retirement. 
This will result in a rise in the economic dependency ratio with fewer economically 
active persons having to “support” a growing inactive population; Low fertility 
rates will also result in a fall in household size, which from a policy perspective is 
relevant as this may lead to less provision of informal care for frail and disabled 
relatives within families; 
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• a second (related) demographic phenomenon stems from the fact that the decline 
in fertility rates in recent decades, the so-called “baby-bust”, followed the “baby-
boom” of the post-war years. The passage from exceptionally high to extremely 
low fertility rates has created a bulge in the size of the population aged between 50 
and 65 today. The retirement of the “baby-boom” generation (in which most of 
the speakers at today’s conference belong) poses a specific challenge, in that it will 
lead to a transitory increase in the old-age dependency ratio during which time 
there will be a downward drag on per capita GDP growth and upward pressure on 
public spending. From an economic policy perspective, the optimal approach to 
coping with transitory challenges, even ones which may last several decades, is 
different from structural changes of a permanent nature. In particular, it raises 
questions on whether to pre-fund certain public expenditures such as pensions and 
health care, so as to “smooth” consumption and taxes over time and to avoid large 
intergenerational imbalances; 

• the third demographic phenomenon is the secular increase in life expectancy. 
Since 1960, life expectancy at birth has increased by 8 years, and Eurostat projects a 
further increase of some 6 years for both men and women, with the largest gains in 
life expectancy occurring for older cohorts. From an economic perspective, 
continuous gains in life expectancy raise issues about the length of time spent in 
retirement relative to the number of years spent working. Moreover, longer life 
expectancy will dramatically increase the numbers of persons reaching very old ages 
where there is high prevalence of frailty and disability. Reaching very old age, and 
becoming disabled in need of care possibly for a prolonged period up last several 
years, is emerging as a genuine life course risk for many persons. This raises 
difficult public policy choices on the provision of long-term care for the elderly and 
how it should be financed; 

• the fourth development shaping the EU’s demographic prospects is the large net 
migration inflows to many EU countries. This is a relatively recent 
development, but an increasingly important one. Making long-term projections of 
migration flows is a hazardous business as future flows depend on many uncertain 
“push” and “pull” factors in both source and destination countries. However, given 
our relative prosperity coupled with possible labour supply shortages, Europe is 
likely to be an attractive destination for significant numbers of migrants over many 
years. From an economic perspective, the impact of migration is uncertain. Much 
depends on the age structure and education profile of migrants, the extent to which 
they are integrated into the formal economy, and also whether over time their 
employment and fertility patterns of migrants converge towards those of natives. 

The outcome of these demographic developments will be a dramatic shift in the age 
structure of the population. [Slide 5] In the baseline case, between 2004 and 2050, the 
working-age population will drop by 48 million or 16% while at the same time the 
population aged 65+ will increase by 58 million or 77%. The EU will go from having four 
to only two people of working age for every elderly citizen.  
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Let me wrap up this brief overview of demographic developments by stressing that the 
magnitude and timing of these four demographic trends differs considerably across 
countries. For example, fertility rates currently stands at 1.9 in France compared with only 
1.3 in the neighbouring countries of Italy and Spain. Also, many of the EU10 are currently 
experiencing net outward migration, and not inward migration which is the case for EU15 
countries. In brief, while all countries will experience an ageing population, the timing, 
nature and scale will differ substantially. A one-size-fits-all policy response would therefore 
be inappropriate.  

3. AGEING AND THE LABOUR MARKET 

I would now like to move to the next part of my presentation and how ageing will affect 
the labour market. One of the biggest advances with this projection exercise compared 
with that carried out in 2001, is that it also contains a detailed and comparable projection 
on how ageing will affect the real economy. An enormous effort was made to make 
detailed projections for the labour market up to 2050, which is extremely valuable as it 
allows policy makers to consider how demographic forces will help or hinder the prospect 
for meeting the Lisbon employment targets.  

I will not describe the methodologies used to make a labour force projection, but instead I 
shall concentrate on the main findings. Let me just mention that:  

• the labour force projection was made using a  “cohort component” approach. This 
involves breaking down the labour force in groups according to their age (young, 
prime age and older workers) and gender. Participation rates for each group are 
extrapolated forward based on the entry and exit rates observed during the period 
1997 to 2003. This approach is justified as we have observed very different 
employment trends for men and women in recent years, and also different trends 
by age group;  

• we also took into account the effects of recently enacted pension reforms in 18 
countries. We only considered legislated reforms, and not planned reforms. 
However, we did take account of the phasing-in of some measures, for example 
changes to statutory retirement ages which are often adjusted over many years;  

• as regards unemployment, we assumed that countries would return to their 
estimated structural unemployment rate (the ECFIN estimate of the NAIRU) by 
2010, with specific further downward adjustments for certain countries.  

On the basis of these assumptions, the overall employment rate of the EU25  is projected 
to rise from 63% in 2004 to 67% by 2010 and to 70% by 2020. [Slide 6]  Thus, we project 
that the EU will reach the overall Lisbon target employment target, but ten years behind 
schedule.  

The projected increase in the employment rate will occur for two main reasons: 
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• firstly, female employment rates are projected to rise from just over 55% in 2004 
to almost 65% by 2025, remaining stable thereafter. The 60% Lisbon employment 
rate target for females should be reached on schedule in 2010. The increase will 
take place due to the gradual replacement of older women with low participation 
rates by younger women who have higher educational attainment and consequently 
a stronger attachment to the labour market;  

• secondly, the employment rate of older workers is projected to massively increase 
from 40% in 2004 for the EU25 to 47% by 2010 and 59% in 2025. This 19 
percentage point increase means that the Lisbon employment target for older 
workers would be reached in 2013 and subsequently surpassed by a very wide 
margin. This seems very optimistic but let me draw your attention to the fact that 
we have seen very large increases in the employment rates of older workers in 
recent years. For the EU as a whole, they have increased by over 5 percentage 
points since 2000 when the Lisbon strategy was launched. This is  a remarkable 
development given that it has occurred against a background of slow economic 
growth. Today, we are witnessing a reversal from decades long trends towards 
earlier retirement. 

Later on in my presentation, I will examine more carefully the factors driving this projected 
increase in employment rates. [Slide 7] At this stage, I would just like to stress that almost 
one third of the expected rise in the total employment rate is accounted for by recently 
enacted reforms in pension systems, which are projected to give a significant boost to the 
employment of older workers. The remaining two, thirds arise from the dynamic rise in 
female participated generated by the replacement of older cohorts by younger cohorts.  

So far, I have only commented on developments in the EU as a whole. Naturally, this 
conceals very uneven developments across countries.  [Slide 8] For example, while the 
EU15 is projected to meet the overall Lisbon target by 2015, the euro area would only do 
so by 2035, and the EU10 would not reach the 70% target by 2050. The situation is even 
more heterogenous when one looks at individual countries. Suffice it to say that while there 
is a small group of relatively good performers, large unused pools of labour will exist over 
the very long-run in many Member States.  

Rising employment rates, even if they reach the Lisbon target, can only temporarily cushion 
the economic effects of ageing. [Slide 9]  The total number of persons employed in the EU 
is projected to increase for the next decade or so. But eventually, the demographics will 
dominate and number of persons employed will start to fall, gaining speed as ageing takes 
hold. Three distinct time periods can be observed: 

• between 2004 and 2011, both demographic ─ in terms of the size of the working 
age population ─  and employment trends are favourable. This period can be 
viewed as a "window of opportunity" for pursuing structural reforms, since both 
demographics and labour force trends will be supportive to growth; 

• between 2012 and 2017, rising employment rates will offset the decline in the size 
of the working-age population brought about by the baby-boom generation 
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entering retirement. The overall number of persons employed in the EU will 
continue to increase, albeit at a slower pace and this period could be characterised 
by tightening labour market conditions; 

• after 2018, the ageing effect dominates. By then,  the trend towards higher female 
employment rates will broadly have come to an end, and in the absence of further 
pension reform, the employment rate of older workers is projected to reach a 
steady state. Consequently, there is no counter-balancing factor to ageing, and thus 
both the size of the working-age population and the number of persons employed 
are both on a steady downward trajectory. Having increased by some 20 million 
between 2004 and 2017, employment during this last period is projected to contract 
by almost 30 million. 

4. THE IMPACT OF AGEING ON POTENTIAL  
ECONOMIC GROWTH RATES IN EUROPE 

I would now like to turn to the next part of my presentation and consider how ageing will 
affect potential economic growth rates in Europe. To make such a projection, we 
combined the employment projection with assumptions on productivity developments. 
Again, the full details are contained in the report. Let me simply recall that labour 
productivity was assumed to converge to a growth rate that is broadly in line with the 
trends observed in the US and the EU over the past three decades.  

For the EU15, labour productivity is on average projected to be 1.7% for the period 2010 
up to 2050. To reflect their catching-up potential and buoyant situation, a higher 
productivity rate is projected for EU10 countries, on average 3.1% for the period 2011-30 
and 1.9% between 2031 and 2050. As such, the projection embodies a degree of real 
convergence for the new Member States. 

The consequences of ageing populations on potential economic growth are considerable.  
[Slide 10] For the EU15, the annual average potential GDP growth rate is projected to 
decline from 2.3% in the period 2004-10 to 1.3% between 2031 and 2050. In euro area 
countries, such as Germany, Greece, Spain, Italy, Austria, Italy and Portugal, potential 
annual growth rates will drop to only 1%. 

An even steeper decline is foreseen in the EU10, from 4.3% in the period 2004-10 to 0.9% 
between 2031 and 2050. The steeper fall is due to their less favourable demographic 
prospects, and also due to assumptions on productivity growth which are projected to fall 
sharply as the real convergence process unwinds.  

In addition to falling potential GDP growth rates, the sources of growth will alter 
dramatically. Employment will make a positive contribution to growth in both the EU15 
and EU10 up to 2010, become neutral in the period 2011-2030 and turn significantly 
negative thereafter. Over time, productivity will become the dominant, and in some 
countries the only, source of growth.  
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5. POLICY CONCLUSIONS 

I would now like to turn to the final part of my presentation on the policy implications of 
the analysis I have just presented. The projection results speak for themselves. In the face 
of current demographic trends and assuming unchanged policies, potential growth rates 
will halve by 2030. Clearly, this will have dramatic repercussions for the economic welfare 
of European citizens, for the functioning of the welfare state and for the operation of 
monetary union.  

This afternoon, experts panellists will debate "whether Europe can afford to grow old"? In 
my view, the answer is "yes", and let me offer three suggestions on the direction which 
policies need to take to make this happen.  

Firstly, the EU needs to achieve, and then surpass, the goals it set for itself in the 
Lisbon strategy. I fully realise that meeting the Lisbon goals is a policy objective and not a 
policy measure in its own right. But I would like to emphasise that our projections do 
underpin the validity of the approach adopted in the Lisbon strategy, especially the need 
for economic policy strategies that try to raise both labour utilisation and productivity 
potential. The projections provide added weight to calls for EU countries to implement 
their Lisbon reform commitments. More specifically, they show that there is a fast closing 
"window of opportunity" during which employment and demographic trends are set to 
remain favourable. 

I shall go further and suggest that the EU needs to look beyond the Lisbon goals and the 
2010 deadline. This perhaps sounds unduly optimistic given that the EU is only now 
emerging from a prolonged period of slow growth. However, let me draw your attention 
back to the point I made earlier on the dates when countries are expected to meet the 
Lisbon employment targets.  [Slide 11] While the EU countries as a whole are expected to 
reach the overall target by 2017, large unused labour capacity will remain in many countries 
even up to 2050. Similarly, we are projecting that the employment rates of older workers 
will increase dramatically by 20 percentage points to close to 60% by 2030, well above the 
Lisbon target. Some perspective is, however, warranted. Let us not lose sight of the very 
low starting position. Also, reaching an employment rates for older workers of 60% would 
only mean that by 2030, the EU would arrive at the same level as currently in the US today.  

My second policy conclusion is that reforms work and many EU countries have made 
real progress in recent years. [Slide 12] This is positive news. While the process of an 
ageing population is irreversible, its consequences are not. Whether or not the EU can cope 
with the economic and budgetary challenges largely depends on our ability to implement 
well designed and timely policy responses. We have solid evidence that recent reforms to 
early retirement and pension systems are having a tangible positive impact on the 
employment rates of older workers and effective retirement rates. Against a background of 
continuous increases in life expectancy, action to extend working lives and to re-balance 
the share of life spent in employment relative to that in retirement, is the single most 
important measure that can be taken to help meet the economic, budgetary and social 
challenges posed by ageing.  
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Indeed, about half of the large projected increase in older worker employment rates is due 
to the positive effects of recent pension reforms. This figure is even stronger for older male 
workers, where pension reforms explain two-thirds of the expected rise in their 
employment rate between 2004 and 2050.  

In addition to economic gains, longer working lives will also have social benefits, and in 
particular it will contribute to the adequacy of pension income. Pension reforms in many 
Member States have reduced the generosity of public pension schemes. As our report 
points out, to ensure the adequacy of retirement income, which is a core public policy goal, 
citizens will either have to find alternative private sources of retirement income, and/or 
they will have to extend their working lives so that they accumulate more public pension 
entitlements.   

The latter strategy can be illustrated by a sensitivity tests where the employment rates of 
older workers is assumed to grow by 5 percentage points above the increase assumed in the 
baseline scenario. [Slide 13]  In addition to budgetary savings which I am sure Henri 
BOGAERT will focus on later this morning, higher employment rates and extended 
working lives also lead to an increase in the benefit ratio compared with the baseline 
scenario. The benefit ratio is only a very approximate measure of the adequacy of public 
pension income, since it measures the average public pension relative to output per worker 
(and is not equivalent to the traditional replacement rate measure which is the average 
pension at retirement relative to the average wage). Nonetheless, it does show that longer 
working lives would lead to the benefit ratio being 2.2 % higher in 2020 and 2.5 % higher 
in 2050 compared with the baseline scenario. This may not necessarily ensure the adequacy 
of public pension income in all cases, but it would offset a considerable proportion of the 
projected fall  in the benefit ratio resulting from recent pension reforms. 

I have tried to draw your attention to some positive reform success stories, partly because 
we in the EU sometimes fail to draw sufficient prominence to positive events, but also to 
emphasise that the impact of ageing on general welfare largely depends upon our policy 
actions. I would, however, like to add some words of caution so as to avoid the risk of 
complacency:  

• to begin with, extending working lives not only implies ensuring that tax/benefit 
and wage systems provide financial incentives to remain economically active. It also 
requires many accompanying policies to tackle age-discrimination, to promote life-
long learning, to create flexible retirement pathways and to ensure healthy work 
conditions for older workers; 

• in addition, there is an ever-present danger of back-sliding. Governments face 
constant pressure to enact special, more favourable, pension or early retirement 
schemes regimes for special interest groups. Also, some pension reforms have 
legislated changes which future governments will have to implement. For example, 
in some countries, future pension entitlements have been linked to life expectancy 
at retirement – in this way, the State and the citizen share the demographic risk of 
future gains in life expectancy. However, in some cases the adjustments will not 
take place automatically, but will require implementing decisions by politicians. 
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Whether or not such adjustments take place as legislated, in some cases, remains to 
be seen. If they fail to occur, then my favourable assessment of some recent 
pension reforms would need to reconsidered. 

• my final caveat on the need for caution is linked to the fact that ageing is a dynamic 
process. [Slide 14] One-off static policy adjustments to our pension and health care 
systems will not suffice. The policy challenge is to develop labour market and 
welfare state policies which are adaptable and sustainable in the face of uncertain 
economic and demographic developments. In 2004, the average age of exit from 
the labour market for the EU25 is close to 62. Life expectancy at retirement is 19 
years, and men spend close to 30% of adult life in retirement. By 2050, we project 
that the average exit age from the labour market will increase by 1 year, partly 
thanks to pension reform. However, over the same period, life expectancy at 
retirement will increase by 3 years, and thus the share of adult life spent in 
retirement will increase by 3 percentage points to close to 32%. In order to keep 
the share of adult life spent in retirement constant at its 2004 level, the average exit 
age would need to increase by a further 2 years. A priori, there is no economic 
rationale as to why the share of adult life spent in retirement should remain 
constant, and with rising real incomes, citizens may have a preference for longer 
leisure periods. However, these figures neatly illustrate the dynamic nature of 
ageing challenge for our welfare systems, and the need for our collective choices to 
be economic and financially viable.  

Let me close with a third policy conclusion, and it concerns education and investment in 
human capital formation. Some commentators have suggested to us that we have 
neglected an important element in the projection exercise, namely that productivity declines 
with age, and that this may lead to even slower growth than we have projected given the 
ageing of the workforce. In fact, we did consider this issue. The evidence that productivity 
declines with age is very far from being conclusive, especially when account is taken of the 
benefits of experience on workers' productivity and also that average educational 
attainment levels should increase over time. Moreover, the macroeconomic impact, as 
shown in work of Axel BÖRSCH-SUPAN, who will address the conference later this 
morning, is likely to be marginal relative to other forces at play.  

Instead of focussing on whether productivity declines with age, a more important question 
is how should we adapt our education policies in the context of an ageing society. Ageing 
should actually increase the economic returns to education, as the benefits of higher 
productive potential can be exploited over a longer time horizon. At the same time, longer 
working lives increases the importance of the retention of human capital, which in a fast 
changing globalising world is the best form of insurance for a worker. Time does not 
permit me to enter into details. I would simply like to underline the need for imaginative 
solutions outside the mould of current thinking. At a recent conference on structural 
reform in Europe, The Chief Economist of the IMF, Raghuram RAJAN, challenged 
Europeans to think afresh. He suggested that university admission should be for a lifetime, 
not for a degree. Individuals should be able to take a short basic undergraduate course in 
their 20s, return repeatedly for specific skills as they specialize or shift careers in their 30s, 
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pick up management courses in their 40s and 50s, and renew interests in art appreciation 
and philosophy in their 60s. He is right, and we also need to think through the implications 
of ageing for primary and secondary levels of education. 

6. CONCLUDING REMARKS 

Ladies and gentlemen, let me conclude my presentation by recalling that ageing populations 
will have enormous repercussions for our labour markets and economic growth. [Slide 15] 
These repercussions will be larger in the EU than in most other industrialised countries.  
But there are grounds for being optimistic that the EU  can afford to grow old. Ageing is 
not a tsunami that will overwhelm our welfare systems in 2010 when large numbers of 
baby boomers start to retire. It is a massive challenge, but one which is slow-moving and 
progressive. Ageing is largely predictable, and thus manageable provided we act in an 
efficient and timely manner.  

Of course getting broad political consensus on how to change our pension and health care 
systems can prove extremely difficult, and as our projection shows, the window of 
opportunity is closing fast.  

I hope that the projections of the European Commission and the EPC will be a 
constructive contribution to the many debates on reform that are, or will, take place at 
national and regional level throughout the EU. In particular, I hope they contribute to 
changing expectations and behaviour so that they better reflect the reality of our ageing 
societies.  

Thank you very much for your attention.  
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