





Chapter VI

Sustainability assessment per Member State, Lithuania

Table VII.14.1: Summary table (Lithuania)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 3.4 3.3 3.3 3.2 3.2 3.1 2.9 27 25 -0.8
Working age population (15-64) % of total 68.5 69.2 69.1 67.6 65.7 63.8 61.5 58.1 52.9 -15.6
Old-age dependency ratio (65+/15-64) 227 232 24.0 26.0 29.7 34.7 42.8 511 65.7 429
Participation rate (15-64) 68.1 69.0 70.6 71.0 70.1 69.1 68.3 67.6 68.2 0.1
- Older workers (55-64) 55.5 58.5 59.9 59.4 56.3 56.0 56.9 54.8 54.1 -14
Unemployment rate (15-64) 4.3 15.9 3.5 3.5 3.5 3.5 3.5 3.5 3.5 -0.8
ﬁeal potential GDP (growth rate) 6.2 1.4 3.6 2.5 1.8 1.5 0.8 0.2 0.4 -5.7
[Ext j
Pensions 6.8 6.5 6.5 6.9 7.6 8.2 9.1 104 114 4.6
Benefit ratio| 33.1 335 33.2 32.7 322 31.6 30.3 29.0 27.7 5.4
Health care 4.5 4.6 4.7 4.9 5.0 5.1 53 5. .6 1.1
Long-term care 0.5 0.5 0.5 0.5 0.5 0.6 0.7 0. 0.6
Education 4.0 3.5 29 2.8 29 3.0 29 2. 5 -0.9
Unemployment benefits 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total age-related expenditure 15.8 15.1 14.8 15.1 16.0 16.9 18.1 19.6 21.2 54
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -4.5 -3.1 -3.9
Public debt 15.6 22.6 31.9 61.8 83.9 113.9 204.3 341.2 545.9
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 6.0 0.0 6.0 49 1.0 0.6 -0.4 -0.2
Crisis scenario: lost decade 6.9 0.0 6.9 55 0.9 0.7 -0.2 -0.2
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 54 3.7 -0.3 20 71 3.9 3.2 0.7 42
Crisis scenario: lost decade 6.1 3.9 -0.3 25 7.8 4.0 3.8 0.8 4.7
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
A n Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 71 0.4 0.0 -0.2 0.2 -0.1 -0.4
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.1 -0.5 0.0 0.3 1.6 0.7
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.0 0.0 0.1 0.2 0.1 -0.3
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 30.7 29.2
(End year 2050) 1.8 6.6 34 | 13

Source: Commission services.




1 5. LUXEMBOURG

15.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Luxembourg has a sustainability gap
(S2) of 12.5% of GDP, which is clearly above the
EU average (6.5% of GDP). This means that to
put public finances on a sustainable path,
Luxembourg should improve its structural primary
balance in a durable manner by 12.5% of GDP. In
principle, this adjustment could take place via both
an increase in revenues and cuts in expenditure.
Additionally, the social protection system (in
particular public pensions) would have to be
reformed to decelerate the projected increase in
age-related expenditure.

The sustainability gap in Luxembourg is mitigated
by the initial budgetary position, i.e. the required
adjustment to stabilise the debt ratio is slightly
negative (-0.4% of GDP), below the EU average
(33% of GDP). In parallel, the required
adjustment given the long-term cost of ageing
(12.9% of GDP) is the highest in the EU. The
long-term cost of ageing is mainly driven by an
increase in pension expenditure (by 7.4% p.p. in
2060 relative to 2010).

In the 2006 Sustainability Report, the S2 gap was
9.5% of GDP. The difference between that report
and the current results (3.0 p.p.) stems mainly from
the increase in the long-term cost of ageing (3.6
p-p.), while the initial budgetary position has
actually improved by 0.4 p.p. The extension of the
projection period from 2050 (in the 2006 report) to
2060 increases the sustainability gap by 1.1 p.p.

The Luxemburgish government debt in 2009, the
base year of the analysis, stood at 16.0% of GDP
and is forecast to decrease to around 16% of GDP
in 2010. The structural primary balance is forecast
to decrease from 1.2% in 2009 to 0.7% in 2010.
The Luxemburgish debt is both below the EU
average and the 60% ceiling set by the Maastricht
criteria.

15.2. OVERALL ASSESSMENT

Luxembourg appears to be at medium risk with
regard to the long-term sustainability of public
finances. The long-term budgetary impact of
ageing in Luxembourg is among the highest in the
EU, influenced notably by a very considerable
projected increase in pension expenditure. The
budgetary position in 2009, the low debt ratio, the
significant assets accumulated in social security,
and a structural primary surplus contribute to
offsetting the projected long-term budgetary
impact of ageing populations. However, this is not
sufficient to cover the sizeable increase in age-
related expenditure.

Achieving high primary surpluses over the
medium term and implementing measures aimed at
curbing the substantial increase in age-related
expenditures would contribute to reducing the
medium risk to the long-term sustainability of
public finances. Reforms should however be
pursued in a manner that do not amplify the
fallouts of the current economic and financial
Crisis.

Graph VII.15.1: Determinants of fiscal sustainability (Luxembourg)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Luxembourg

Table VII.15.1: Summary table (Luxembourg)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 0.5 0.5 0.5 0.6 0.6 0.6 0.7 0.7 0.7 0.3
Working age population (15-64) % of total 67.6 67.8 67.6 66.9 65.4 63.5 61.1 60.8 60.3 -7.4
Old-age dependency ratio (65+/15-64) 20.7 211 223 242 271 30.8 36.3 37.8 39.1 18.3
Participation rate (15-64) 66.4 67.0 67.1 66.9 66.8 66.9 67.3 67.1 66.8 04
- Older workers (55-64) 33.0 36.4 39.0 40.6 40.9 404 419 423 413 84
Unemployment rate (15-64) 4.2 7.0 4.6 4.6 4.6 46 4.6 4.6 4.6 0.4
ﬁeal potential GDP (growth rate) 3.5 1.9 4.0 2.7 2.3 2.1 2.2 2.2 2.0 -1.5
[Ext j
Pensions 8.7 8.6 8.9 9.9 121 14.2 18.4 221 239 15.2
Benefit ratio| 45.8 41.4 38.0 37.0 39.1 39.3 41.1 42.9 441 -1.7
Health care .8 .9 6.1 6.2 4 6. .8 7.0 7.0 1.2
Long-term care 4 4 4 5 6 1. 4 3.0 3.4 2.0
Education .8 .6 .2 1 5 3. .3 3.3 3.3 -0.5
Unemployment benefits 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.0
Total age-related expenditure 20.0 19.9 20.0 21.1 23.7 26.1 31.3 35.7 38.0 18.0
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance 2.3 1.2 0.7
Public debt 14.7 16.0 16.4 6.3 14.8 35.6 118.2 253.8 437.5
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 16.2 1.9 18.2 15.3 2.0 -0.3 -0.8
Crisis scenario: lost decade 16.4 1.9 18.3 14.9 2.4 0.0 -0.8
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 6.2 -0.6 -0.8 7.5 12.5 -0.4 129 0.5 13.6
Crisis scenario: lost decade 7.5 -0.6 -0.8 8.9 13.2 -0.4 13.5 0.6 134
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 12.5 0.6 -0.1 -0.2 -0.2 6.8 -2.4
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.1 -0.6 0.0 0.4 0.1
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.1 -0.1 0.3 0.7 0.4 -1.6
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 38.6 38.8
(End year 2050) 9.5 1.5 16 | 36

Source: Commission services.




16. HUNGARY

16.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Hungary has a negative sustainability
gap (S2) of -0.1% of GDP, which is clearly below
the EU average (6.5% of GDP).

While the Hungarian overall sustainability gap is
negative, the required adjustment given the long-
term cost of ageing is positive (1.5% of GDP),
which is below the EU average (3.3% of GDP). In
contrast, the sustainability gap is mitigated by the
initial budgetary position, ie. the required
adjustment to stabilise the debt ratio is negative (-
1.6% of GDP) clearly below the EU average (3.2%
of GDP). The increase in the long-term cost of
ageing is mainly driven by pension and health care
expenditure (increasing by 2.6 p.p. and 1.3 p.p.
respectively in 2060 relative to 2010), while the
ratio of long-term care expenditure to GDP
increases by 0.4 p.p.

In the 2006 Sustainability Report, the S2 gap was
(9.8% of GDP). The difference between that report
and the current results (-9.9 p.p.) stems both from
the improvement of the initial budgetary position
(6.2 p.p.) and the decrease in the long-term cost of
ageing (4.0 p.p.) The extension of the projection
period from 2050 (in the 2006 report) to 2060
increases the sustainability gap by 0.3 p.p.

The Hungarian government debt in 2009, the base
year of the analysis, stood at 80.8% of GDP and is
forecast to increase to around 82% of GDP in
2010. The structural primary surplus is forecast to
decrease from the level of 3.1% in 2009 to 2.9 in
2010. Hungarian debt is above both the EU
average and the 60% ceiling set by the Maastricht
criteria which poses significant risks for the long-
term sustainability of its public finances.

16.2. OVERALL ASSESSMENT

Hungary appears to be at medium risk with regard
to the long-term sustainability of public finances.
The long-term budgetary impact of ageing is lower
than the EU average. However pension
expenditure as a share of GDP remains above the
EU average. The budgetary position in 2009 would
be sufficient to stabilise the current debt ratio but
would not contribute to offsetting the projected
long-term budgetary impact of ageing. Moreover,
the current level of gross debt, which is above the
Treaty reference value, adds to the sustainability
risk.

Achieving high primary surpluses and further
reforms to the social security system would
therefore contribute to limiting the medium risk to
the long-term sustainability of public finances.
Reforms should however be pursued in a manner
that do not amplify the fallouts of the current
economic and financial crisis.

Graph VII.16.1: Determinants of fiscal sustainability (Hungary)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Hungary

Table VII.16.1: Summary table (Hungary)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 10.1 10.0 10.0 9.9 9.8 9.7 9.4 9.1 8.7 -1.3
Working age population (15-64) % of total 68.9 68.6 67.4 65.4 64.3 64.5 62.2 57.7 55.4 -13.5
Old-age dependency ratio (65+/15-64) 232 242 26.3 30.3 33.3 34.1 40.1 50.8 57.6 34.5
Participation rate (15-64) 61.7 63.4 65.4 66.6 66.8 65.9 64.3 64.9 65.0 3.2
- Older workers (55-64) 34.1 42.1 46.4 47.2 50.4 50.8 48.8 49.4 49.3 15.2
Unemployment rate (15-64) 74 11.2 7.0 6.2 6.2 6.2 6.2 6.2 6.2 -1.2
ﬁeal potential GDP (growth rate) 1.4 0.1 2.8 2.4 2.1 2.1 1.1 0.8 1.0 -0.3
[Ext j
Pensions 10.9 113 10.9 11.0 10.9 11.0 12.2 13.2 13.8 3.0
Benefit ratio| 38.9 42.3 416 41.3 40.1 38.8 37.7 36.6 35.8 -3.1
Health care 5.8 5. 5. 6.0 6.. 6.4 6.7 6.! 7.0 1.3
Long-term care 0.3 0. 0. 0. 0. 0.4 0.4 0. 0.6 0.4
Education 4.4 4. 3. 3. 3. 3.7 3.7 3. 4.0 -0.4
Unemployment benefits 0.3 0. 0. 0. 0. 0.2 0.2 0.. 0.2 -0.1
Total age-related expenditure 21.6 21.8 21.2 21.3 21.5 21.7 23.2 24.7 25.7 4.1
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -0.3 3.1 2.9
Public debt 73.0 80.8 82.3 54.4 38.0 21.8 5.2 -21.1 -26.3
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 3.3 0.7 4.0 2.6 13 0.4 -0.3 -0.2
Crisis scenario: lost decade 3.5 0.7 4.1 2.5 1.2 0.4 0.0 -0.2
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario -11 -1.9 0.4 0.4 -0.1 -1.6 15 0.0 3.5
Crisis scenario: lost decade 0.3 -1.6 0.4 15 0.9 -1.4 23 0.1 3.6
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios -0.1 0.6 -0.2 -0.2 -0.1 1.4 0.2
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.3 -0.7 0.1 0.6 1.1 0.9
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.0 0.0 0.1 0.3 0.1 -0.2
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 40.6 38.1
(End year 2050) 9.8 0.4 62 | 40

Source: Commission services.
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1 7. MALTA

17.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Malta has a sustainability gap (S2) of
7.0% of GDP, which is above the EU average
(6.5% of GDP). This means that to put public
finances on a sustainable path, Malta should
improve its structural primary balance in a durable
manner by 7.0% of GDP. In principle, this
adjustment could take place via both an increase in
revenues and cuts in expenditure. Additionally, the
social protection system (in particular public
pensions, health care and long-term care) would
have to be reformed to decelerate the projected
increase in age-related expenditure.

The Maltese sustainability gap is compounded by
the initial budgetary position, i.e. the required
adjustment to stabilize the debt ratio is positive
(1.4% of GDP), below the EU average (3.3% of
GDP). In parallel, the required adjustment given
the long-term cost of ageing (5.7% of GDP) is
clearly above the EU average (3.2% of GDP). The
long-term cost of ageing is mainly driven by an
increase in pension and health-care expenditure
(by 5.1 p.p. and 3.1 p.p. of GDP respectively in
2060 relative to 2010), while long-term care also
contributes less but still significantly to the long-
term cost of ageing increasing by 1.6 p.p. in 2060
relative to 2010.

In the 2006 Sustainability Report, the S2 gap was -
0.3% of GDP. The difference between that report
and the current results (7.3 p.p.) stems mainly from
the increase in the long-term cost of ageing (4.6
p.p.), while the initial budgetary position has
deteriorated less markedly (1.6 p.p.). The
extension of the projection period from 2050 (in
the 2006 report) to 2060 increases the
sustainability gap by 1.1 p.p.

The Maltese government debt in 2009, the base
year of the analysis, stood at 67.0% of GDP and is
forecast to increase to around 68% of GDP in
2010. The structural primary balance is forecast to

improve from -0.2% in 2009 to 0.7% in 2010.
Currently, Maltese debt is below the EU average
but above the 60% ceiling set by the Maastricht
criteria.

17.2. OVERALL ASSESSMENT

Malta appears to be at high risk with regard to the
long-term sustainability of public finances. The
long-term budgetary impact of ageing is well
above the EU average, mainly as a result of a
relatively high increase in pension and health-care
expenditure as a share of GDP over the coming
decades. The budgetary position in 2009
compounds the budgetary impact of population
ageing on the sustainability gap.

High primary surpluses over the medium term and
further reforms of the social security system aimed
at curbing the substantial increase in age-related
expenditures would contribute to reducing risks to
the long-term sustainability of public finances.
Reforms should however be pursued in a manner
that do not amplify the fallouts of the current
economic and financial crisis.

Graph VII.17.1: Determinants of fiscal sustainability (Malta)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Malta

Table VII.17.1: Summary table (Malta)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.0
Working age population (15-64) % of total 69.7 69.6 67.4 65.1 63.0 61.8 61.6 58.4 54.9 -14.8
Old-age dependency ratio (65+/15-64) 194 212 26.7 31.2 35.9 39.1 41.7 49.8 59.1 39.7
Participation rate (15-64) 59.5 59.4 61.2 63.0 64.1 65.1 64.4 64.4 64.4 4.9
- Older workers (55-64) 31.6 27.7 32.0 38.1 43.4 50.6 51.6 511 50.3 18.7
Unemployment rate (15-64) 6.4 7.7 6.2 6.2 6.2 6.2 6.2 6.2 6.2 -0.2
ﬁeal potential GDP (growth rate) 2.0 1.1 2.7 2.7 1.9 1.7 1.2 0.8 1.0 -1.0
[Ext j
Pensions 7.2 8.3 9.1 9.3 9.1 9.3 10.5 12.0 134 6.2
Benefit ratio| 42.3 42.5 423 39.8 37.0 37.4 39.9 41.0 40.0 -2.3
Health care 4.7 4.9 5. 5.6 .0 6.4 7.2 76 .0 3.3
Long-term care .0 1.0 1. 1.2 5 1. 2.0 2.2 2.6 1.6
Education .0 4.6 4. 4.0 9 3. 3.7 3.7 4.0 -1.0
Unemployment benefits 0.4 0.4 0.4 0.3 0.3 0. 0.3 0.3 0.3 0.0
Total age-related expenditure 18.2 19.2 20.1 20.5 20.9 21.7 23.8 25.8 28.4 10.2
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -1.6 -0.2 0.7
Public debt 64.1 67.0 68.9 85.3 971 114.0 173.7 277.3 432.5
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 9.2 0.0 9.2 5.1 3.1 1.6 -0.7 -0.1
Crisis scenario: lost decade 133 0.0 13.3 9.3 3.1 1.6 -0.7 -0.1
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 47 1.1 02 3.4 7.0 1.4 57 0.6 6.3
Crisis scenario: lost decade 8.8 1.3 0.2 74 1.2 15 9.7 1.0 7.3
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 7.0 0.5 -0.4 -0.2 0.5 1.8 -0.5
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.3 -0.7 -0.4 0.6 1.3 0.9
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.1 -0.1 0.1 0.5 0.3 -1.0
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 35.6 335
(End year 2050) 0.3 6.0 16 | 46

Source: Commission services.
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1 8. THE NETHERLANDS

18.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Netherlands has a sustainability gap
(S2) of 6.9% of GDP, which is slightly above the
EU average (6.5% of GDP). This means that to
put public finances on a sustainable path,
Netherlands should improve its structural primary
balance in a durable manner by 6.9% of GDP. In
principle, this adjustment could take place via both
an increase in revenues and cuts in expenditure.
Additionally, the social protection system (in
particular public pensions and long-term care)
would have to be reformed to decelerate the
projected increase in age-related expenditure.

The Dutch sustainability gap is compounded by
the initial budgetary position, i.e. the required
adjustment to stabilise the debt ratio is positive
(1.9% of GDP), below the EU average (3.3% of
GDP). In parallel, the required adjustment given
the long-term cost of ageing (5.0% of GDP) is
clearly above the EU average (3.2% of GDP). The
long-term cost of ageing is mainly driven by an
increase in long-term care and pension expenditure
(by 4.6 p.p. and 4.8 p.p. respectively in 2060
relative to 2010), while health care also contributes
less but still significantly to the long-term cost of
ageing by increasing by 0.9 p.p.

In the 2006 Sustainability Report, the S2 gap was
1.3% of GDP. The difference between that report
and the current results (5.6 p.p.) stems mainly from
the deterioration of the initial budgetary position
(5.0 p.p.), while the component of the long-term
cost of ageing has increased less markedly (0.6
p-p.)- The extension of the projection period from
2050 (in the 2006 report) to 2060 does not affect
the sustainability gap.

The Dutch government debt in 2009, the base year
of the analysis, stood at 57.0% of GDP and is
forecast to increase to around 63% of GDP in
2010. The structural primary balance is forecast to
decrease slightly from 0.0% in 2009 to -1.6% in

2010. Currently, Dutch debt is both below the EU
average and the 60% ceiling set by the Maastricht
criteria, however the decrease of its structural
primary balance may widen the sustainability gap
of its public finances.

18.2. OVERALL ASSESSMENT

The Netherlands appears to be at high risk with
regard to the long-term sustainability of public
finances. The long-term budgetary impact of
ageing is well above the EU average, mainly as a
result of a relatively high increase in pension and
long-term care expenditure as a share of GDP over
the coming decades. The budgetary position in
2009 compounds the budgetary impact of
population ageing on the sustainability gap.

High primary surpluses over the medium term and
a further reform of the social security system
aimed at curbing the substantial increase in age-
related expenditures would contribute to reducing
risks to the long-term sustainability of public
finances. Reforms should however be pursued in a
manner that do not amplify the fallouts of the
current economic and financial crisis.

Graph VII.18.1: Determinants of fiscal sustainability (The
Netherlands)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, The Netherlands

Table VII.18.1: Summary table (The Netherlands)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 16.4 16. 16.7 16.9 171 17.2 17.2 16.9 16.6 0.2
Working age population (15-64) % of total 67.4 67.. 65.6 64.5 62.6 60.2 57.5 58.4 57. 9.7
Old-age dependency ratio (65+/15-64) 215 22. 271 30.7 34.9 40.0 46.8 45.6 47.; 25.7
Participation rate (15-64) 78.7 78. 79.4 79.5 79.5 79.7 81.0 80.4 80.; 1.6
- Older workers (55-64) 53.3 53.4 55.3 56.1 56.2 55.8 57.5 57.8 57.6 4.2
Unemployment rate (15-64) 3.2 6.2 3.0 3.0 3.0 3.0 3.0 3.0 3.0 -0.2
ﬁeal potential GDP (growth rate) 1.7 0.9 1.7 1.5 1.3 1.2 1.5 1.5 1.3 -0.4
[Ext j
Pensions 6.6 6.5 7.2 7.8 8.4 9.3 10.3 10.3 10.5 4.0
Benefit ratio| 43.8 41.8 416 41.1 40.6 40.4 40.4 40.7 40.5 -3.2
Health care 4.8 4.9 5.1 5.3 .4 5.6 5.8 59 .8 1.0
Long-term care 4 3.5 3.8 4.1 4.6 5.4 6.8 7.7 Al 4.7
Education 4.6 4.6 4.5 4.4 4. 4.4 4.5 4.5 4.4 -0.2
Unemployment benefits 1 1.0 1.0 1.0 .0 1.0 1.0 1.0 .0 -0.1
Total age-related expenditure 20.5 20.5 215 22.6 23.9 25.6 28.5 29.4 29.9 9.4
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance 1.7 0.0 -1.6
Public debt 58.2 57.0 63.1 755 93.9 121.0 202.2 312.1 450.3
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}on related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 6.7 27 9.4 4.0 0.9 4.6 -0.2 -1.4
Crisis scenario: lost decade 7.3 2.7 10.0 43 0.9 4.9 0.0 -1.4
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 52 1.6 0.0 3.7 6.9 1.9 5.0 0.6 6.5
Crisis scenario: lost decade 58 1.6 0.0 4.1 7.5 2.0 5.6 0.6 6.9
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline e}—)i(:gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 6.9 0.2 0.0 -0.2 -0.4 1.1 -0.3
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.1 -0.4 0.0 0.3 0.7
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.3 -0.3 0.5 1.1 0.9 -3.3
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
IBP LTC 39.8 39.3
(End year 2050) 1.3 7.0 5.0 0.6

Source: Commission services.
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1 9. AUSTRIA

19.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure Austria has a sustainability gap (S2) of
4.7% of GDP, which is below the EU average
(6.5% of GDP). This means that to put public
finances on a sustainable path, Austria should
improve its structural primary balance in a durable
manner by 4.7% of GDP. In principle, this
adjustment could take place via an increase in
revenues or cuts in expenditure. Alternatively the
social protection system would have to be
reformed to decelerate the planned increase in age-
related expenditure.

The Austrian sustainability gap is compounded by
the initial budgetary position, i.e. the required
adjustment to stabilise the debt ratio is positive
(1.6% of GDP), below the EU average (3.3% of
GDP). In parallel, the required adjustment given
the long-term cost of ageing (3.1% of GDP) is
close to the EU average (3.2% of GDP). The long-
term cost of ageing is driven by an increase in
pension, health-care and long-term  care
expenditure (by 1.0 p.p., 1.4 p.p. and 1.2 p.p.
respectively in 2060 relative to 2010),

In the 2006 Sustainability Report, the S2 gap was
0.3% of GDP. The difference between that report
and the current results (4.4 p.p.) stems both from
the deterioration of the initial budgetary position
(2.5 p.p.) and the increase in the long-term cost of
ageing (2.1 p.p.). The extension of the projection
period from 2050 (in the 2006 report) decreases
the sustainability gap by 0.1 p.p.

The Austrian government debt in 2009, the base
year of the analysis, stood at 70.4% of GDP and is
forecast to increase to around 75% of GDP in
2010. The structural primary balance is forecast to
decrease from -0.2% in 2009 to -0.6% in 2010.
Austrian debt is close to the EU average but
clearly above the 60% ceiling set by the Maastricht
criteria which may also pose risks for the long-
term sustainability of its public finances.

19.2. OVERALL ASSESSMENT

Austria appears to be at medium risk with regard
to the long-term sustainability of public finances.
The long-term budgetary impact of ageing in
Austria is close to the EU average. The budgetary
position in 2009 compounds the budgetary impact
of population ageing on the sustainability gap.
Moreover, the current level of gross debt, which is
above the Treaty reference value, adds to the
sustainability risk.

In addition, there is a risk that current policy will
not be applicable for the long term as a decrease in
pensions' benefit ratio is forecast (from 55% in
2007 to 39% in 2060). This decreasing benefit
ratio may put some pressure on Austrian public
finances and may thus pose risks to the long-term
sustainability of public finances.

Improving primary surpluses over the medium
term and further reforms to the social security
system aimed at curbing the increase in age-related
expenditures would contribute to reducing risks to
the long-term sustainability of public finances.
Reforms should however be pursued in a manner
that do not amplify the fallouts of the current
economic and financial crisis.

Graph VII.19.1: Determinants of fiscal sustainability (Austria)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Austria

Table VII.19.1: Summary table (Austria)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 8.3 8.4 8.6 8.7 8.9 9.0 9.1 9.1 9.0 0.7
Working age population (15-64) % of total 67.5 67.5 67.2 66.3 64.6 62.2 59.2 58.3 57.2 -10.3
Old-age dependency ratio (65+/15-64) 25.0 26.0 274 29.2 32.7 38.1 46.0 48.3 50.6 25.6
Participation rate (15-64) 74.8 75.3 75.8 75.9 75.7 76.4 77.9 775 77.6 2.8
- Older workers (55-64) 40.0 40.8 45.7 49.6 511 52.1 56.1 56.0 55.4 15.4
Unemployment rate (15-64) 44 71 43 43 43 43 4.3 43 4.3 -0.1
ﬁeal potential GDP (growth rate) 1.6 1.1 1.9 1.9 1.6 1.5 1.5 1.5 1.5 -0.1
[Ext j
Pensions 12.8 12.7 12.8 13.0 134 13.8 13.9 14.0 13.6 0.9
Benefit ratio| 54.9 54.2 53.0 51.8 50.6 49.4 46.3 42.7 38.5 -16.4
Health care 6. X 6.8 7.0 7.2 7.4 7.8 .1 .0 1.5
Long-term care . 1. 1.3 1.4 1.5 1.7 2.0 2.4 2.5 1.2
Education 4. 4. 4.3 4. 4.1 4.2 4.2 4.2 4.3 -0.5
Unemployment benefits 0. 0. 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.0
Total age-related expenditure 26.0 25.7 25.8 26.2 26.9 271.7 28.6 29.3 29.0 3.1
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance 0.8 -0.2 -0.6
Public debt 62.5 70.4 75.2 84.8 97.4 116.7 170.4 2453 337.8
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 4.0 -0.7 3.3 1.0 1.4 1.2 -0.2 -0.6
Crisis scenario: lost decade 5.3 -0.7 46 2.1 14 1.3 -0.1 -0.6
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 3.8 1.5 02 22 4.7 1.6 3.1 0.3 4.5
Crisis scenario: lost decade 53 1.5 0.2 3.6 6.1 1.7 4.4 0.5 53
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 4.7 0.6 -0.8 -0.5 -0.5 4.4
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.1 -0.6 0.0 0.4 0.8
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.1 -0.1 0.2 0.1 0.3 -0.8
Comparison with SR 2006 $22006 | S22009 Difference due to Tax burden 2008 A"em%‘; ALY
BP___ | LTC 445 45.0
(End year 2050) 0.3 48 25 | 24

Source: Commission services.

129



20. POLAND

20.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected changes in age related
expenditure Poland has a sustainability gap (S2) of
3.2% of GDP, which is significantly below the EU
average (6.5% of GDP). This means that to put
public finances on a sustainable path, Poland
should improve its structural primary balance in a
durable manner by 3.2% of GDP. In principle, this
adjustment could take place via an increase in
revenues or cuts in expenditure.

The Polish sustainability gap is compounded by
the initial budgetary position, i.e. the required
adjustment to stabilise the debt ratio is positive
(4.4% of GDP), above the EU average (3.3% of
GDP). In contrast, the sustainability gap is
mitigated by the required adjustment given the
long-term cost of ageing is negative (-1.2% of
GDP) and clearly below the EU average (3.2% of
GDP). The negative long-term cost of ageing is
mainly driven by a decrease in pension
expenditure (by -2.1 p.p. in 2060 relative to 2010),
while health care and long-term care contribute to
the long-term cost of ageing positively (increasing
by 0.8% and 0.7% of GDP respectively).

In the 2006 Sustainability Report, the S2 gap was
-0.2% of GDP. The difference between that report
and the current results (3.4 p.p.) stems from both
the deterioration of the initial budgetary position
(1.9 p.p.) and the increase in the long-term cost of
ageing (1.5 p.p.). The extension of the projection
period from 2050 (in the 2006 report) decreases
the sustainability gap by 0.1 p.p.

The Polish government debt in 2009, the base year
of the analysis, stood at 53.6% of GDP and is
forecast to increase to around 60% of GDP in
2010. The structural primary balance is forecast to
improve from -3.1% in 2009 to -2.8% in 2010.
Polish debt is both below the EU average and the
60% ceiling set by the Maastricht criteria.
However large continuing structural primary

deficits may pose some risk for the long-term
sustainability of public finances.

20.2. OVERALL ASSESSMENT

Poland appears to be at medium risk with regard to
the long-term sustainability of public finances. The
long-term budgetary impact of ageing is among the
lowest in the EU but the budgetary position in
2009 compounds the budgetary impact of
population ageing on the sustainability gap.

In addition, there is a risk that current policy will
not be applicable for the long terms as it involves a
sharp decrease of the benefit ratio of pensions in
Poland until 2060, which may pose risks to the
long term sustainability of public finances.

Improving primary surpluses over the medium
term would contribute to reducing the risks to the
long-term sustainability of public finances.
Reforms should however be pursued in a manner
that do not amplify the fallouts of the current
economic and financial crisis.

Graph VII.20.1: Determinants of fiscal sustainability (Poland)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Poland

Table VII.20.1: Summary table (Poland)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 38.1 38.1 38.1 8.0 7.6 7.0 35.2 333 311 -7.0
Working age population (15-64) % of total 70.8 71.5 70.0 7.0 4.6 3.9 62.7 56.8 52.5 -18.3
Old-age dependency ratio (65+/15-64) 19.0 19.0 219 7.2 2.9 6.0 413 55.7 69.0 50.0
Participation rate (15-64) 63.3 64.0 65.1 6.1 7.6 7.6 65.4 65.5 66.3 3.0
- Older workers (55-64) 321 33.0 35.5 34.9 41.8 48.1 479 46.2 46.5 14.4
Unemployment rate (15-64) 9.6 121 5.9 5.9 59 59 5.9 59 5.9 -3.7
ﬁeal potential GDP (growth rate) 4.9 3.2 3.1 2.5 2.5 2.0 0.5 0.3 0.5 -4.4
[Ext j
Pensions 11.6 10.8 9.6 9.7 9.7 9.4 9.2 9.1 8.8 2.8
Benefit ratio| 56.2 59.4 53.7 50.9 47.7 43.7 35.9 28.6 23.6 -32.6
Health care 4.0 4.1 4.3 4.4 4.5 4. 4.8 4. .0 1.0
Long-term care 0.4 0.4 0.4 0.5 0.5 0. 0.7 0. . 0.7
Education 4.4 3.7 3.3 3.2 3.2 3. 29 2. .2 -1.2
Unemployment benefits 0.1 0.1 0.1 0.1 0.1 0 0.1 0. 0. -0.1
Total age-related expenditure 20.5 19.1 17.6 17.8 18.0 17.9 17.7 17.9 18.1 -2.4
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -3.1 -3.1 -2.8
Public debt 47.2 53.6 59.7 80.4 93.6 108.9 155.7 2255 3184
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 1.2 0.1 -11 -2.1 0.8 0.7 -0.6 -0.4
Crisis scenario: lost decade -1.5 0.1 -1.4 2.2 0.8 0.7 -0.7 -04
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 29 4.2 0.0 1.2 3.2 4.4 1.2 0.3 1.1
Crisis scenario: lost decade 29 42 0.0 -1.4 3.1 45 -1.4 0.3 0.9
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 32 0.4 -0.3 -0.1 0.0 0.5 0.4
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.2 -0.9 0.2 0.5 2.1 0.9
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.0 0.0 0.2 0.0 0.1 -0.4
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 34.4 33.1
(End year 2050) 0.2 3.3 19 | 15

Source: Commission services.




2 1 e PORTUGAL

21.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure Portugal has a sustainability gap (S2)
of 5.5% of GDP, which is below the EU average
(6.5% of GDP). This means that to put public
finances on a sustainable path, Portugal should
improve its structural primary balance in a durable
manner by 5.5% of GDP. In principle, this
adjustment could take place via an increase in
revenues or cuts in expenditure. Alternatively the
social protection system would have to be
reformed to decelerate the planned increase in age-
related expenditure.

The Portuguese sustainability gap is compounded
by the initial budgetary position, i.e. the required
adjustment to stabilise the debt ratio is positive
(3.7% of GDP), above the EU average (3.3% of
GDP). In parallel, the required adjustment given
the long-term cost of ageing (1.9% of GDP) is
below the EU average (3.2% of GDP). The long-
term cost of ageing is mainly driven by an increase
in public pension and health care expenditure (by
1.5 p.p. and 1.8 p.p. respectively in 2060 relative
to 2010), while long-term care contributes to the
long-term cost of ageing by a lesser amount
(increasing by 0.1 p.p.).

In the 2006 Sustainability Report, the S2 gap was
10.5% of GDP. The difference between that report
and the current results (4.9 p.p.) stems from the
decrease in the long-term cost of ageing (-5.1 p.p.),
at the same time, the initial budgetary position has
remained stable. The extension of the projection
period from 2050 (in the 2006 report) increases the
sustainability gap by 0.1 p.p.

The Portuguese government debt in 2009, the base
year of the analysis, stood at 75.4% of GDP and is
forecast to increase to around 81% of GDP in
2010. The structural primary balance is forecasted
to improve from -2.4% in 2009 to -1.8% in 2010.
Portuguese debt is above both the EU average and
the 60% ceiling set by the Maastricht criteria

which may together with the ongoing structural
primary deficits pose risks for the long-term
sustainability of public finances.

21.2. OVERALL ASSESSMENT

Portugal appears to be at medium risk with regard
to the long-term sustainability of public finances.
While the long-term budgetary impact of ageing is
somewhat higher than on average in the EU,
enacted pension reforms have helped to contain the
projected increase in pension expenditure over the
coming decades. The budgetary position in 2009
compounds the budgetary impact of population
ageing. Moreover, the current level of gross debt is
above the Treaty reference value.

In addition to overall figures, there is a risk that
current policy will not be applicable for the long
term as the benefit ratio of pensions is forecast to
decrease. This might put some additional pressure
on the long term sustainability of public finances.

Improving primary surpluses over the medium
term and further reforms to the social security
system aimed at curbing the increase in age-related
expenditures would contribute to reducing risks to
the long-term sustainability of public finances.
Reforms should however be pursued in a manner
that do not amplify the fallouts of the current
economic and financial crisis.

Graph VII.21.1: Determinants of fiscal sustainability (Portugal)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Portugal

Table VII.21.1: Summary table (Portugal)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 10.6 10.7 10.9 11.1 11.2 11.3 11.5 114 11.; 0.7
Working age population (15-64) % of total 67.3 66.9 66.1 65.5 64.7 63.5 60.2 56.9 56.! -10.9
Old-age dependency ratio (65+/15-64) 25.6 26.6 28.6 30.7 33.2 36.6 44.6 53.0 54. 29.1
Participation rate (15-64) 741 75.2 76.1 76.1 76.3 76.4 76.4 76.6 76. 22
- Older workers (55-64) 54.5 56.9 61.1 63.5 65.0 67.0 67.4 67.5 67.8 13.3
Unemployment rate (15-64) 8.1 9.8 6.9 6.2 6.2 6.2 6.2 6.2 6.2 -1.9
ﬁeal potential GDP (growth rate) 0.4 0.1 2.1 2.1 2.1 2.5 1.8 1.2 1.4 1.0
[Ext j
Pensions 114 11.9 12.1 12.4 12.6 12.6 12.5 13.3 134 21
Benefit ratio| 46.3 49.0 48.2 47.2 45.3 42.3 36.7 345 32.7 -13.6
Health care 7.2 7. 7.5 7.6 7 8.0 8.5 8.! 9. 1.9
Long-term care 0.1 0. 0.1 0.1 0. 0. 0.1 0.. 0. 0.1
Education 4.6 4. 4.4 4.3 4.2 4. 4.0 4. 4. -0.3
Unemployment benefits 1.2 1. 1.0 0.9 0. 0. 0.8 0. 0. -0.4
Total age-related expenditure 24.5 24.9 25.0 25.2 25.5 25.7 26.0 274 27.8 34
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -0.9 24 -1.8
Public debt 66.4 75.4 81.5 113.6 134.2 156.1 203.9 282.9 389.9
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions Health care Leme AT Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 28 0.1 2.9 1.5 18 0.1 -0.4 -0.2
Crisis scenario: lost decade 4.2 0.1 43 26 1.7 0.1 -0.2 -0.2
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 47 3.4 03 1.0 55 3.7 19 0.4 3.0
Crisis scenario: lost decade 59 3.6 0.3 21 6.8 3.8 3.1 0.5 42
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 5.5 0.7 -0.5 -0.2 -0.4 3.0 0.3
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.2 -0.7 0.0 0.5 0.8
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.0 0.0 0.0 0.1 0.0 -0.1
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 37.8 36.0
(End year 2050) 10.5 5.4 00 | 51

Source: Commission services.
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2 2 e ROMANIA

22.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Romania has a sustainability gap
(S2) of 9.1% of GDP, which is significantly above
the EU average (6.5% of GDP). This means that
to put public finances on a sustainable path,
Romania should improve its structural primary
balance in a durable manner by 9.1% of GDP. In
principle, this adjustment could take place via both
an increase in revenues and cuts in expenditure.
Alternatively, the social protection system (in
particular public pensions and health care) would
have to be reformed to decelerate the projected
increase in age-related expenditure.

The Romanian sustainability gap is compounded
by the initial budgetary position, i.e. the required
adjustment to stabilise the debt ratio is positive
(4.3% of GDP), above the EU average (3.3% of
GDP). In parallel, the required adjustment given
the long-term cost of ageing (4.9% of GDP) is also
above the EU average (3.2% of GDP). The long-
term cost of ageing is mainly driven by an increase
in pension expenditure (by 7.4 p.p. in 2060 relative
to 2010), while health care also contributes to the
long-term cost of ageing (increasing by 1.3 p.p.).

The Romanian government debt in 2009, the base
year of the analysis, stood at 18.2% of GDP and is
forecast to increase to around 23% of GDP in
2010. The structural primary balance is forecast to
improve slightly from -3.7% in 2009 to -3.1% in
2010. Romanian debt is both below the EU
average and the 60% ceiling set by the Maastricht
criteria, however the continuing structural primary
deficits may widen the sustainability gap of its
public finances.

22.2. OVERALL ASSESSMENT

Romania appears to be at high risk with regard to
the long-term sustainability of public finances. The
long-term budgetary impact of ageing is above the

EU average according to the projections made in
2009. The budgetary position in 2009 compounds
the budgetary impact of population ageing on the
sustainability gap.

Improving the primary balance over the medium
term and further reforms to the social security
system would contribute to reducing risks to the
long-term sustainability of public finances.
Reforms should however be pursued in a manner
that do not amplify the fallouts of the current
economic and financial crisis.

Graph VII.22.1: Determinants of fiscal sustainability (Romania)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Romania

Table VII.22.1: Summary table (Romania)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 216 21.3 211 20.8 20.5 20.0 19.2 18.1 16. -4.6
Working age population (15-64) % of total 69.8 70.0 69.4 67.9 66.7 66.8 62.6 57.3 53. -16.2
Old-age dependency ratio (65+/15-64) 213 213 225 25.7 291 30.3 40.7 54.0 65.. 44.0
Participation rate (15-64) 63.0 63.9 64.7 64.8 64.2 62.4 60.8 60.5 61.! -1.7
- Older workers (55-64) 42.4 44.6 46.3 471 50.9 48.2 45.6 44.2 454 3.1
Unemployment rate (15-64) 6.4 7.7 6.0 6.0 6.0 6.0 6.0 6.0 6.0 -0.4
ﬁeal potential GDP (growth rate) 5.1 3.2 3.9 2.9 2.2 1.6 1.1 0.3 0.3 -4.7
[Ext j
Pensions 6.6 8.4 8.5 8.8 9.4 10.4 12.6 14.8 15.8 9.2
Benefit ratio| 29.4 40.0 414 422 42.5 425 39.0 36.6 36.6 7.2
Health care 3.5 3.6 3.7 3.8 3.9 4.1 4.4 4.7 4.9 14
Long-term care 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Education 2.8 25 24 23 23 2.2 21 22 23 -0.5
Unemployment benefits 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.0
Total age-related expenditure 13.1 14.7 14.8 15.1 15.8 17.0 19.3 22.0 23.2 10.1
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -7.2 -3.7 -3.1
Public debt 13.6 18.2 227 66.3 91.3 1251 220.6 390.4 633.8
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 8.5 0.0 8.5 7.4 13 0.0 -0.2 -0.1
Crisis scenario: lost decade 9.6 0.0 9.6 8.5 1.3 0.0 -0.1 -0.2
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 6.9 4.1 -0.4 3.2 9.1 43 49 0.8 54
Crisis scenario: lost decade 7.6 4.2 -0.4 3.8 9.9 43 5.6 0.9 6.0
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
A n Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 9.1 0.5 0.0 -0.3 0.5 0.3 -0.7
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.0 -0.5 0.0 0.3 2.1 0.7
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.0 0.0 0.0 0.0 0.0 0.0
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 29.5 28.9
(End year 2050) 8.7 : | :

Source: Commission services.
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23. SLOVENIA

23.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Slovenia has a sustainability gap (S2)
of 12.2% of GDP, which is clearly above the EU
average (6.5% of GDP). This means that to put
public finances on a sustainable path, Slovenia
should improve its structural primary balance in a
durable manner by 12.2% of GDP. In principle,
this adjustment could take place via both an
increase in revenues and cuts in expenditure.
Additionally, the social protection system (in
particular public pensions and health and long-
term care) would have to be reformed to decelerate
the projected increase in age-related expenditure.

The Slovenian sustainability gap is compounded
by the initial budgetary position, i.e. the required
adjustment to stabilise the debt ratio is positive
(3.9% of GDP), above the EU average (3.3% of
GDP). In parallel, the required adjustment given
the long-term cost of ageing (8.3% of GDP) is
clearly above the EU average (3.2% of GDP). The
long-term cost of ageing is mainly driven by an
increase in pension expenditure (by 8.5 p.p. in
2060 relative to 2010), while health care and long-
term care also contribute less but still significantly
to the long-term cost of ageing (both increasing by

1.7p.p.)-

In the 2006 Sustainability Report, the S2 gap was
7.3% of GDP. The difference between that report
and the current results (4.9 p.p.) stems mainly from
the deterioration of the initial budgetary position
(3.8 p.p.), while the component of the long-term
cost of ageing has increased less markedly (0.6
p-p.)- The extension of the projection period from
2050 (in the 2006 report) to 2060 increases the
sustainability gap by 0.6 p.p.

The Slovenian government debt in 2009, the base
year of the analysis, stood at 29.3% of GDP and is
forecast to increase to around 35% of GDP in
2010. The structural primary balance is forecast to
decrease slightly from -3.3% in 2009 to -3.4% in

2010. Slovenian debt is both below the EU average
and the 60% ceiling set by the Maastricht criteria,
however the decrease of its structural primary
balance may widen the sustainability gap of its
public finances.

23.2. OVERALL ASSESSMENT

Slovenia appears to be at high risk with regard to
the long-term sustainability of public finances. The
long-term budgetary impact of ageing is well
above the EU average, mainly as a result of a
relatively high increase in pension expenditure as a
share of GDP over the coming decades. The
budgetary position in 2009 compounds the
budgetary impact of population ageing on the
sustainability gap.

High primary surpluses over the medium term and
a further pension reform aimed at curbing the
substantial increase in age-related expenditures
would contribute to reducing risks to the long-term
sustainability of public finances. Reforms should
however be pursued in a manner that do not
amplify the fallouts of the current economic and
financial crisis.

Graph VII.23.1: Determinants of fiscal sustainability (Slovenia)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Slovenia

Table VII.23.1: Summary table (Slovenia)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 20 20 2.1 2.1 20 20 2.0 19 1.8 -0.2
Working age population (15-64) % of total 70.1 69.5 68.1 65.4 63.5 61.9 58.9 54.7 53.8 -16.4
Old-age dependency ratio (65+/15-64) 227 239 26.2 31.2 36.2 40.8 49.4 59.4 62.2 39.5
Participation rate (15-64) 714 71.8 72.5 73.4 72.6 M7 70.8 71.6 71.9 0.6
- Older workers (55-64) 34.5 36.7 429 48.8 49.5 49.5 49.3 48.3 49.1 14.6
Unemployment rate (15-64) 4.9 7.4 4.7 4.7 4.7 4.7 4.7 4.7 4.7 -0.2
ﬁeal potential GDP (growth rate) 3.9 2.2 3.2 2.6 1.4 0.8 0.7 0.8 1.1 -2.8
[Ext j
Pensions 9.9 101 10.6 111 12.0 13.3 16.1 18.2 18.6 8.8
Benefit ratio| 40.9 40.7 39.9 39.0 38.2 38.1 38.4 38.6 38.6 -2.3
Health care 6.6 6. 7. 7.3 75 7.8 8.2 .4 .5 1.9
Long-term care 1. 1. 1.4 1.6 1.8 2.2 .9 1.8
Education 5 4. 4. 4.9 5.0 5.0 5.0 . .6 0.4
Unemployment benefits 0.2 0.. 0. 0.2 0.2 0.2 0.2 0.. 0.2 0.0
Total age-related expenditure 22.9 23.1 24.0 24.9 26.2 28.0 31.7 34.8 35.8 12.8
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -1.3 -3.3 -3.4
Public debt 22.8 29.3 34.9 74.0 108.6 158.8 311.1 540.2 831.6
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 125 0.1 127 8.5 1.7 1.7 0.7 -0.1
Crisis scenario: lost decade 15.8 0.1 15.9 "7 1.6 1.8 0.8 -0.2
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 92 3.8 -0.3 5.7 12.2 3.9 8.3 1.1 8.4
Crisis scenario: lost decade 1.8 3.9 -0.3 82 15.1 4.0 A 14 10.5
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 12.2 0.1 -0.3 -0.5 -0.2 1.0
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.0 -0.6 -0.1 0.4 0.4 1.4
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.0 0.0 0.2 0.4 0.2 -1.1
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 38.0 38.4
(End year 2050) 7.3 1.6 38 | 06

Source: Commission services.
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2 4 e SLOVAKIA

24.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Slovakia has a sustainability gap (S2)
of 7.4% of GDP, which is above the EU average
(6.5% of GDP). This means that to put public
finances on a sustainable path, Slovakia should
improve its structural primary balance in a durable
manner by 7.4% of GDP. In principle, this
adjustment could take place via both an increase in
revenues and cuts in expenditure. Alternatively,
the social protection system (in particular public
pensions and health care) would have to be
reformed to decelerate the projected increase in
age-related expenditure.

The Slovak sustainability gap is compounded by
the initial budgetary position, i.e. the required
adjustment to stabilise the debt ratio is positive
(4.5% of GDP), above the EU average (3.3% of
GDP). In parallel, the required adjustment given
the long-term cost of ageing (2.9% of GDP) is
slightly below the EU average (3.2% of GDP). The
long-term cost of ageing is mainly driven by an
increase in pension expenditure (by 3.6 p.p. in
2060 relative to 2010), while health care also
contributes to the long-term cost of ageing
(increasing by 2.1 p.p.).

In the 2006 Sustainability Report, the S2 gap was
3.0% of GDP. The difference between that report
and the current results (4.4 p.p.) stems from the
deterioration of the initial budgetary position (3.7
p-p.), while the component of the long-term cost of
ageing has increased less markedly (0.2 p.p.). The
extension of the projection period from 2050 (in
the 2006 report) to 2060 increases the
sustainability gap by 0.5 p.p.

The Slovak government debt in 2009, the base
year of the analysis, stood at 32.3% of GDP and is
forecast to increase to around 36% of GDP in
2010. The structural primary balance is forecast to
improve slightly from -3.7% in 2009 to -3.3% in
2010. Slovak debt is both below the EU average

and the 60% ceiling set by the Maastricht criteria,
however the continuing structural primary deficits
may widen the sustainability gap of its public
finances.

24.2. OVERALL ASSESSMENT

Slovakia appears to be at high risk with regard to
the long-term sustainability of public finances. The
long-term budgetary impact of ageing, which is
slightly below the EU average, is mainly due to a
relatively high increase in pension expenditure
during the coming decades. The budgetary position
in 2009 compounds the budgetary impact of
population ageing.

Improving the primary balance over the medium
term and further reforms to the social security
system would contribute to reducing risks to the
long-term sustainability of public finances.
Reforms should however be pursued in a manner
that do not amplify the fallouts of the current
economic and financial crisis.

Graph VII.24.1: Determinants of fiscal sustainability (Slovakia)
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Note on interpretation: See Graph VII.1.1 for Belgium.
Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Slovakia

Table VII.24.1: Summary table (Slovakia)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 54 54 54 54 54 53 5.1 4.9 45 -0.8
Working age population (15-64) % of total 72.0 72.5 715 69.0 67.0 65.9 63.4 57.0 52.7 -19.3
Old-age dependency ratio (65+/15-64) 16.5 16.9 19.2 23.8 28.5 32.3 40.0 55.5 68.5 52.0
Participation rate (15-64) 68.8 70.3 71.8 72.9 73.4 72.8 70.5 70.4 71.2 24
- Older workers (55-64) 39.4 47.0 49.6 50.3 53.4 55.1 53.8 52.6 52.8 13.4
Unemployment rate (15-64) 111 12.1 8.6 6.2 6.2 6.2 6.2 6.2 6.2 -4.9
ﬁeal potential GDP (growth rate) 5.6 3.9 4.2 3.4 2.3 2.0 0.5 0.2 0.5 -5.1
[Ext j
Pensions 6.8 6.6 6.3 6.3 6.9 7.3 8.3 9.4 10.2 3.4
Benefit ratio| 45.2 45.8 44.5 43.3 42.2 41.0 37.9 34.9 33.1 -12.0
Health care 5.0 5., 5.4 57 6.0 6. 6.7 7. 7.2 23
Long-term care 0.2 0.. 0.2 0. 0. 0. 0.4 0. 0.6 0.4
Education 3. 2. 24 2 2 2. 21 2. 23 -0.8
Unemployment benefits 0. 0. 0. 0. 0. 0. 0.1 0. 0.1 -0.1
Total age-related expenditure 15.2 14.9 14.5 14.5 15.4 16.1 17.5 19.2 20.4 5.2
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -3.5 -3.7 -3.3
Public debt 276 32.2 36.3 64.9 87.0 115.5 207.5 354.6 561.2
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 55 0.0 55 3.6 2.1 0.4 -0.6 -0.4
Crisis scenario: lost decade 54 0.0 54 3.5 20 0.4 -0.5 -04
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 57 4.3 -0.3 16 7.4 45 29 0.7 4.0
Crisis scenario: lost decade 58 44 -0.3 17 7.4 46 2.8 0.7 3.9
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 74 0.4 -0.1 -0.1 0.3 0.4 -0.4
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.0 -0.7 -0.1 0.4 1.0 0.6
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.0 0.0 0.1 0.0 0.0 -0.2
Comparison with SR 2006 $22006 | S22009 Difference due to Tax burden 2008 A"em%‘; ALY
BP___ | LTC 29.4 32.1
(End year 2050) 3.0 6.9 3.7 | 02

Source: Commission services.
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25. FINLAND

25.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Finland has a sustainability gap (S2)
of 4.0% of GDP, which is significantly below the
EU average (6.5% of GDP). This means that to
put public finances on a sustainable path, Finland
should improve its structural primary balance in a
durable manner by 4.0% of GDP. In principle, this
adjustment could take place via both an increase in
revenues and cuts in expenditure. Alternatively,
the social protection system would have to be
reformed to decelerate the projected increase in
age-related expenditure.

The Finnish sustainability gap is mainly due to the
required adjustment given the long-term cost of
ageing (4.5% of GDP), which is above the EU
average (3.3% of GDP). In parallel, the
sustainability gap is mitigated by the initial
budgetary position, i.e. the required adjustment to
stabilise the debt ratio is negative (-0.5% of GDP)
clearly below the EU average (3.2% of GDP). The
increase in the long-term cost of ageing is mainly
driven by pension and long-term care expenditure
(increasing by 2.6 p.p. and 2.5 p.p. respectively in
2060 relative to 2010), while the ratio of health
care expenditure to GDP increases by 0.8 p.p.

In the 2006 Sustainability Report, the S2 gap was
-0.9% of GDP. The difference between that report
and the current results (4.9 p.p.) stems mainly from
the deterioration of the initial budgetary position
(4.6 p.p.), while the component of the long-term
cost of ageing has increased by 0.1 p.p. The
extension of the projection period from 2050 (in
the 2006 report) to 2060 increases the
sustainability gap by 0.2 p.p.

The Finnish government debt in 2009, the base
year of the analysis, stood at 39.7% of GDP and is
forecast to increase to around 46% of GDP in
2010. The structural primary balance is forecast to
decrease slightly from 2.1% in 2009 to 0.8% in

2010. Finnish debt is both below the EU average
and the 60% ceiling set by the Maastricht criteria.

25.2. OVERALL ASSESSMENT

Finland appears to be at low risk with regard to the
long-term sustainability of public finances. While
the long-term budgetary impact of ageing is higher
than on average in the EU, the budgetary position
in 2009 with a structural surplus together with
large assets accumulated in the public pension
system significantly offset the long-term budgetary
impact of ageing.

Improving primary surpluses over the medium
term and further reforms to the social security
system aimed at curbing the increase in age-related
expenditures would contribute to reducing risks to
the long-term sustainability of public finances.
Reforms should however be pursued in a manner
that do not amplify the fallouts of the current
economic and financial crisis.

Graph VII.25.1: Determinants of fiscal sustainability (Finland)
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Chapter VI

Sustainability assessment per Member State, Finland

Table VII.25.1: Summary table (Finland)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 53 5.3 54 55 55 5.6 55 54 54 0.1
Working age population (15-64) % of total 66.5 66.4 63.4 61.0 59.3 58.2 58.2 57.5 56.4 -10.0
Old-age dependency ratio (65+/15-64) 24.8 25.7 31.7 36.8 40.6 43.9 45.1 46.6 49.3 24.5
Participation rate (15-64) 75.8 75.3 77.0 78.4 78.5 78.6 78.8 791 79.1 3.3
- Older workers (55-64) 59.4 57.9 61.9 66.5 67.0 66.1 67.8 68.5 67.7 8.3
Unemployment rate (15-64) 6.9 9.3 5.8 5.8 5.8 5.8 5.8 5.8 5.8 -1.1
ﬁeal potential GDP (growth rate) 2.4 1.1 1.9 1.7 1.5 1.5 1.6 1.5 1.5 -0.9
[Ext j
Pensions 10.0 10.7 11.8 12.6 134 13.9 13.6 13.3 134 3.3
Benefit ratio| 49.1 51.2 52.0 52.1 52.0 51.7 50.2 48.3 46.9 -2.3
Health care .5 .6 5.8 6.0 .1 6.3 6.5 6. 6.5 1.0
Long-term care .8 9 2.2 2.4 .7 3.1 3.9 4. 4.4 2.6
Education 7 4 53 52 3 5.4 5.4 . 5.4 -0.3
Unemployment benefits 2 0 1.0 1.0 .0 1.0 1.0 .0 1.0 -0.2
Total age-related expenditure 24.2 24.7 26.0 27.2 28.5 29.7 30.4 30.2 30.5 6.3
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance 4.3 2.1 0.8
Public debt 334 39.7 457 35.5 44.4 61.3 111.1 172.6 248.7
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 54 0.5 5.9 26 0.8 2.5 0.0 -1.5
Crisis scenario: lost decade 5.7 0.5 6.1 2.8 0.8 2.6 0.0 -1.5
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 26 -0.8 -0.3 3.7 4.0 -0.5 4.5 0.3 55
Crisis scenario: lost decade 3.1 -0.8 -0.3 42 4.5 -0.4 49 0.3 58
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
" " Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 4.0 0.6 -0.3 -0.2 -0.3 0.9 -0.2
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.3 -0.5 0.2 0.5 0.8
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.1 -0.1 0.2 0.9 0.4 -1.9
Comparison with SR 2006 $22006 | S22009 Difference due to Tax burden 2008 A"em%‘; ALY
BP___ | LTC 42.8 445
(End year 2050) 0.9 3.8 46 | 04

Source: Commission services.




26. SWEDEN

26.1. OVERVIEW OF THE RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, Sweden has a sustainability gap (S2)
of 1.4% of GDP, which is significantly below the
EU average (6.5% of GDP). This means that to
put public finances on a sustainable path, Sweden
should improve its structural primary balance in a
durable manner by 1.4% of GDP. In principle, this
adjustment could take place via both an increase in
revenues and cuts in expenditure. Alternatively,
the social protection system would have to be
reformed to decelerate the projected increase in
age-related expenditure.

The Swedish sustainability gap is mainly due to
required adjustment given the long-term cost of
ageing (1.6% of GDP), which is below the EU
average (3.3% of GDP). In parallel, the initial
budgetary position, i.e. the required adjustment to
stabilise the debt ratio is positive (0.2% of GDP)
and clearly below the EU average (3.2% of GDP).
The increase in the long-term cost of ageing is
mainly driven by long-term care expenditure
(increasing by 2.2 p.p. in 2060 relative to 2010),
while the ratio of health care expenditure to GDP
increases by 0.7 p.p. At the same time, the GDP
share of pension expenditure is expected to fall by
0.2 p.p.

In the 2006 Sustainability Report, the S2 gap was
-1.1% of GDP. The difference between that report
and the current results (2.9 p.p.) stems mainly from
the deterioration of the initial budgetary position
(3.3 p.p.), while the component of the long-term
cost of ageing has decreased by 0.8 p.p. The
extension of the projection period from 2050 (in
the 2006 report) to 2060 increases the
sustainability gap by 0.5 p.p.

The Swedish government debt in 2009, the base
year of the analysis, stood at 44.0% of GDP and is
forecast to increase to around 48% of GDP in
2010. The structural primary balance is forecast to
decrease from 0.9% in 2009 to -0.5% in 2010.

Swedish debt is both below the EU average and
the 60% ceiling set by the Maastricht criteria.

26.2. OVERALL ASSESSMENT

Sweden appears to be at low risk with regard to the
long-term sustainability of public finances. The
long-term budgetary impact of ageing is lower
than the EU average. The budgetary position in
2009 with a primary surplus contributes to the
reduction of gross debt and a considerable amount
of public assets will help finance part of the
increase in pension expenditure.

Maintaining sound government finances with
continued surpluses would contribute to limiting
risks to the long-term sustainability of public
finances. Reforms should however be pursued in a
manner that do not amplify the fallouts of the
current economic and financial crisis.

Graph VII.26.1: Determinants of fiscal sustainability (Sweden)
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Source: Commission services.




Chapter VI

Sustainability assessment per Member State, Sweden

Table VII.26.1: Summary table (Sweden)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 9.1 9.3 9.6 9.9 10.1 10.3 10.5 10.7 10.9 1.8
Working age population (15-64) % of total 65.6 65.3 63.1 61.8 60.9 60.2 59.5 59.0 56.9 -8.7
Old-age dependency ratio (65+/15-64) 26.4 27.8 31.5 33.7 35.5 37.4 40.8 419 46.7 20.3
Participation rate (15-64) 79.2 79.9 81.9 82.2 82.0 81.9 82.0 82.4 82.5 3.3
- Older workers (55-64) 73.2 731 75.0 75.5 759 75.5 76.0 771 76.6 3.4
Unemployment rate (15-64) 6.1 10.4 5.9 5.9 59 59 5.9 59 5.9 -0.2
ﬁeal potential GDP (growth rate) 2.6 0.4 2.2 1.9 1.9 1.7 1.9 1.7 1.7 -0.9
[Ext j
Pensions 9.5 9.6 9.5 9.4 9.4 9.5 9.4 9.0 9.4 -0.1
Benefit ratio| 49.3 48.1 44.7 41.0 38.6 36.6 33.5 314 30.1 -19.1
Health care 7.2 73 7.4 7.5 76 7.7 7.9 8.0 .0 0.8
Long-term care 3.5 3.5 3.5 3.7 4.0 4.4 5.0 5. .8 2.3
Education 6.0 5.8 5.5 5.5 5.6 5.7 5.7 5.1 .8 -0.3
Unemployment benefits 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0. 0.9 -0.1
Total age-related expenditure 27.2 271 26.7 26.9 27.5 28.2 28.8 28.8 29.7 2.6
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance 3.4 0.9 -0.5
Public debt 38.0 44.0 47.2 314 29.9 32.2 45.7 64.0 93.1
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}cn related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 24 0.3 27 -0.2 0.7 2.2 0.0 -0.8
Crisis scenario: lost decade 4.0 0.3 43 0.4 0.6 2.8 0.5 -0.8
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 0.5 -0.1 -0.3 08 1.8 0.2 16 0.1 3.1
Crisis scenario: lost decade 1.9 0.0 -0.3 21 3.4 0.2 3.1 0.2 4.4
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
A n Higher
Baseline et'('gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 1.8 0.3 -0.1 -0.2 -0.3 1.5 -0.1
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.1 -0.5 0.1 0.3 0.7
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.2 -0.2 0.4 0.8 0.6 -1.7
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
BP___ | LTC 47.9 49.8
(End year 2050) 1.1 14 33 | -0.8

Source: Commission services.
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27. UNITED KINGDOM

27.1. OVERVIEW OF RESULTS

The sustainability analysis shows that on the basis
of the current budgetary position of 2009, based on
the 2009 commissions services' spring forecast,
and the projected increases in age related
expenditure, the United Kingdom has a
sustainability gap (S2) of 12.4% of GDP, which is
clearly above the EU average (6.5% of GDP).
This means that to put public finances on a
sustainable path, the United Kingdom should
improve its structural primary balance in a durable
manner by 12.4% of GDP. In principle, this
adjustment could take place via both an increase in
revenues and cuts in expenditure. Alternatively,
the social protection system would have to be
reformed to decelerate the projected increase in
age-related expenditure.

The sustainability gap in the United Kingdom is
mainly due to the initial budgetary position, i.e. the
required adjustment to stabilise the debt ratio is
positive (8.8% of GDP), clearly above the EU
average (3.3% of GDP). In parallel, the required
adjustment given the long-term cost of ageing
(3.6% of GDP) is above the EU average (3.2% of
GDP). The increase in the long-term cost of ageing
is mainly driven by pension and health-care
expenditure (increasing by 2.5 p.p. and 1.8 p.p.
respectively in 2060 relative to 2010).

In the 2006 Sustainability Report, the S2 gap was
4.9% of GDP. The difference between that report
and the current results (7.5 p.p.) stems from the
deterioration of the initial budgetary position (7.0
p-p.), while the component of the long-term cost of
ageing has actually decreased (-0.5 p.p.). The
extension of the projection period from 2050 (in
the 2006 report) to 2060 increases the
sustainability gap by 0.9 p.p.

The UK's government debt in 2009, the base year
of the analysis, stood at 68.4% of GDP and is
forecast to increase to around 82% of GDP in
2010. The structural primary balance is forecast to
decrease slightly from -7.8% in 2009 to -9.2% in
2010. Currently, UK's debt is slightly below the
EU average but above the 60% ceiling set by the

Maastricht criteria, however the dramatic size of
its structural primary deficit poses an additional
risk to the sustainability of public finances.

27.2. OVERALL ASSESSMENT

The United Kingdom appears to be at high risk
with regard to the long-term sustainability of
public finances. Although the contribution of an
ageing population is not amongst the most
problematic, the UK's budgetary position poses
severe risks to the sustainability of public finances.

Reducing the primary deficit, would contribute to
reducing the high risks to the long-term
sustainability of public finances.

Graph VII.27.1: Determinants of fiscal sustainability (United
Kingdom)

UK

Assets 2007(15...113)

Debt 2060(-26..898)Y — — — — = Debt 2009(10...113)

Note on interpretation: See Graph VII.1.1 for Belgium.
Data on assets: not available
Source: Commission services.
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Table VII.27.1: Summary table (United Kingdom)

q q Change
Underlying assumptions 2007 2010 2015 2020 2025 2030 2040 2050 2060 2007 - 2060
Population (millions) 60.9 62.0 3.8 5.7 67.5 9.2 72.0 74.5 76.7 15.8
Working age population (15-64) % of total 66.4 66.3 5.1 4.0 63.1 1.8 60. 60.5 58.7 7.7
Old-age dependency ratio (65+/15-64) 241 24.7 7.1 8.6 30.4 3.2 36. 38.0 421 18.0
Participation rate (15-64) 75.6 75.7 6.9 7.2 77.0 7.5 78. 78.6 78.7 3.1
- Older workers (55-64) 59.7 58.6 62.6 64.1 64.7 65.8 70.3 713 711 11.4
Unemployment rate (15-64) 53 9.4 54 54 54 54 54 54 54 0.1
ﬁeal potential GDP (growth rate) 2.0 0.9 2.4 2.0 2.0 2.1 2.1 1.9 1.8 -0.2
[Ext j
Pensions 6.6 6.7 6.8 6.9 7.2 7.6 8.0 8.1 9.3 27
Benefit ratio| 34.6 34.6 34.5 34.9 35.0 34.5 34.2 35.8 371 25
Health care 7. 7. 7.8 8.0 Al 8.4 .2 .4 1.9
Long-term care 0. 0. 0.9 0.9 0 1.0 2 0.5
Education 3. 3. 3.7 3.8 .8 3.9 . 7 . -0.1
Unemployment benefits 0. 0.. 0.2 0.2 0.2 0.2 0.2 0.2 0. 0.0
Total age-related expenditure 18.9 19.2 19.4 19.8 20.3 21.1 22.1 22.4 24.0 5.1
2008 2009 2010 2020 2025 2030 2040 2050 2060
Structural primary balance -3.3 -7.8 -9.2
Public debt 52.0 68.4 81.7 159.8 212.7 2713 406.1 559.9 759.2
Cost of ageing Change in age-related expenditure 2010 - 2060 (% points)
Net age- . Gross age-
related Pens}on related Pensions | Health care Leng Unempl.'and I"rcpeny
p taxation o care Education income
expenditure expenditure
Baseline scenario 4.8 0.0 4.8 25 1.8 0.5 0.0 -0.3
Crisis scenario: lost decade 5.7 0.0 5.7 3.2 1.7 0.5 0.2 -0.3
Sustainability Indicators 1 S2
(End year 2060) S1 IBP DR LTC S2 IBP LTC Cost of delay RPB
Baseline scenario 10.8 8.6 02 20 124 8.8 3.6 0.7 45
Crisis scenario: lost decade "z 8.8 0.2 2.7 13.3 8.9 4.4 0.8 52
Sensitivity to changes in assumptions S2 Difference from the baseline scenario (% points)
A n Higher
Baseline e}—)i(:gg;;:f: labour wg:'i:[s Em 1}2tan|]em Zero migration| Interest rate
P 4 productivity ploy
AWG scenarios 12.4 0.7 0.0 -0.1 0.0 3.1 -0.1
. Constant Death- Income EU12 Cost Labour
Pure Ageing|  Health o .
Status related Costs| Elasticity | Convergence Intensity
Scenarios for health-care 0.2 -0.7 -0.4 0.5 0.6
By Constant Improved | Decrease in | Fast growth in| Slow growth in
geing Disability Disability Informal unit costs unit costs
Scenarios for long-term care 0.0 0.0 0.1 0.1 0.1 -0.4
Comparison with SR 2006 $22006 | s22009 Difference due to Tax burden 2008 [Average 2000-
IBP LTC 38.5 37.5
(End year 2050) 49 11.4 7.0 0.5

Source: Commission services.
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1 e DERIVING THE SUSTAINABILITY INDICATORS

0. Notations

¢ is the index for the year.
t, the last year before the long-term projection.

D, (adjusted) gross debt relative to GDP.
PB, structural primary balance relative to GDP.

APB, change in structural primary balance compared to the base year PB, = PB + APB, relative to

GDP. In addition change in structural primary balance equals a sum of a change in structural primary
balance due to a change in age related expenditure and a change in property income

APB, = APB(ageing), + API,.

APB(ageing) ,change in structural primary balance due to development in age related expenditure

compared to the base year relative to GDP, i.e. APB(ageing)t does not reflect development in

property income flows over the projection horizon.

PI, property income relative to GDP.

API, change in property income compared to the base year relative to GDP.

1+ R
1+G

where R and G are respectively the nominal interest rate (or discount rate) and the nominal growth rate.

7 differential between the nominal interest rate and the nominal GDP growth rate i.e. 1+ 7 =

1. Deriving the S1 and S2 indicator under the assumption of constant growth rate/interest rate
differential(*®)

i. The inter-temporal budget constraint and the S2 indicator

There is no agreed definition on what constitutes a sustainable position for the public finances. One can
however impose that the debt (relative to GDP) remains bounded at any time in the future so that it does
not follow an explosive path. This implies (see proof in appendix) that the discounted value of future
structural primary balances should cover the current level of debt, i.c.:

< PB
D -y " =0 (1
2 )

This condition is referred to as the inter-temporal budget constraint or the solvency condition. Given
an initial debt, an interest-growth differential assumption and a future path of the structural primary

(*) Ttis also supposed to be strictly positive.
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balance, condition (1) may not be fulfilled. The S2 indicator is thus the change in the structural primary
balance for every future year that ensures that condition (1) is true. In order to decompose the change in
the primary balance to two parts corresponding to population ageing and the change in property income

received by the general government r, formula (2) substitutes APB, for APB(ageing), + API,.

= API, . i APB(ageing),

t—ty

t=ty+1 1+r) t=ty+1 (I+ r)titn
D E

S,=rD, —PB,,—r ()

S2 is a sum of two different terms. The first term (D) is a condition concerning the initial budgetary
position and a present value of future income flows from property income: if the structural primary
balance (relative to GDP) remains unchanged in the future, the intertemporal budget constraint condition
simply says that the structural primary balance should be equal to "apparent real" interest paid on the
current level of debt adjusted by the present value of future property income flows. In that case, the level
of debt would remain stable as a GDP. Indeed, debt relative to GDP increases by the difference between
nominal interest rate and the nominal growth rate. If the structural primary balance compensates for this
increase, the debt relative to GDP will remain stable. (D) is the distance between current structural
budgetary primary balance and the debt-stabilizing primary balance.

The second term (E) is a condition concerning future developments in the property income adjusted
structural primary balance: the bigger the decrease of the structural primary balance, the higher the
immediate raise in the structural primary balance should be to fully compensate those changes. (E) is a
synthetic measure of the time-varying future changes in the property income adjusted primary balance
expressed as a constant change in the primary balance as a share of GDP.

ii. The S1 indicator

The S1 indicator is the change in the structural primary balance for every future year that is required to
reach a debt ratio in 2060 of 60% of GDP. The calculations below are valid for any date T in the future

and for any level of debt D, .

Sl =rD —-PB - =+l (1 + r)’_tl’ + r(Dto B DT) i=ty+1 (1 + l")l_to 3)
ty t T 7 -
> I N (SO B 3 1
i=ty+1 (1 + I”)llt0 T ~ (1 N r)i—to
! C

As for S2, the S1 indicator is a sum of several terms. Contrary to S2, S1 also assumes that debt reaches a
certain level of debt; the first term only ensures that debt as a share of GDP will remain at its starting
level at a certain point in time. Additional effort measured by the second term (B) is therefore necessary
to ensure that the debt will reach 60% of GDP in 2060. It tends to be large if the desired level of debt is
small, the period of time given to reach this debt level is short or the initial debt is large. For countries
with a lower initial level of debt, the term (B) is negative and reduces the sustainability gap.

The last term (C) is a condition concerning future developments of the structural primary balance due to
age related expenditure. It is slightly different from the term (E) in the S2 indicator because S1 only takes
into account changes in the structural primary balance up to 2060, which in most cases, underestimates
the cost of ageing.
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iii. Comparison of S1 and S2

The two indicators are in fact very close and the S1 indicator can be seen as a finite version of the
intertemporal budget constraint. Indeed, if the debt requirement is set at a very distant date in the future,
the two indicators S1 and S2 will be very close.

Given that 4 = rDtO - PBt0 =D ;

S(T,D,)——-8, @)

T—)’O ; CT—))I" Z

= APB,
o (d+ P

In practice, given the not so distant requirement (2060) and the low differential between interest and

growth rates, S1 and S2 are different.

Table 1 sums up the calculations of S1 and S2.

Table 1. comparison of S1 and S2

Current budgetary position and
the present value of future
property income flows

Debt
requirement in
2060

Long-term changes in the primary
balance due to change in age related
expenditure

- AP ZT: APB(ageing),
S1 () _rD,—Dy) Ay
= A=rDt0—PB,O—ﬁ 1+r" =1 C=- T 1
i:%l 1+r)™ i (L ry
> APl Ee_r i APB(ageing),
D=rD —PB —r — B S~ 1+7) %
22 l ) t%] (1 + r)f”o 0 =ty +1 ( V)

= aC + (1- a)(~APB(ageing) 5, ) (5)

Two different reasons may lead S1 to be greater than S2:

- The debt requirement will increase S1 if the initial level of debt is above 60% and decrease Sl
otherwise: nothing similar is imposed in the calculations of S2. Therefore high-debt countries, i.e.
countries whose debt is above 60% in 2005 or at the end of the programme period, may have a higher S1
than S2. For instance, the debt requirement will increase S1 by around %% point of GDP, for a country
with an initial adjusted gross debt level of 100%(*).

- The other difference between the two indicators comes from the horizon over which future changes in
the primary balance are taken into account: over the period up to 2060 in the case of S1 and over infinite
horizon in the case of S2. In EU countries, the overall budgetary impact of ageing is usually increasing
over the next decades so that the maximum budgetary impact happens towards the end of the period. In
that case, the change in the primary balance is higher in 2060 than it is on average over the period 2010-

(*%) If the difference between the interest rate and growth rate is 1.5%.
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2060: the impact of changes in primary balances is then larger in S2 than in S1(*’). However, some
countries have enacted a large pension reform that is progressively implemented so that the increase in
public expenditure reaches its maximum in the middle of the period before being significantly reduced
afterwards. Those countries may exhibit a higher S1 than S2.

To sum up, S2 should be in most cases greater than S1 except for countries where the initial level of
debt is substantially higher than 60% and/or the increase in expenditure due to ageing is lower in
2060 than on average over the period up to 2060.

iv. The required primary balance

Instead of presenting public finance imbalances as a gap towards a sustainable situation, it is also possible
to present the resulting target in terms of primary balance (the required primary balance) that would result
from a budgetary consolidation in the medium-term that ensures sustainability. The required primary
balance can be calculated for both indicators (though the Commission regularly calculates the required
primary balance for the S2 indicator).

=, APB
RPB =PB,_+S,=rD, —r Y ——— (6
' ! e () I

Formula (6) shows that the RPB is a more stable indicator than the sustainability indicator. Indeed, it only
depends on the current level of debt, the projected budgetary change over the long-term and the interest
rate/growth rate differential. These data typically change infrequently, e.g. if a pension reform is
implemented or if the future outlook on demography, potential growth or interest rate are changed. By
contrast, sustainability gap are also sensitive to changes in the current structural primary balance, which
are more common.

2. Deriving the S1 and S2 indicator under the assumption of time-varying growth rat/interest rate
differential

The interest-growth rate differential has so far been assumed constant. This is not the case in the current

EU framework to assess public finance sustainability. The real interest rate is constant for all EU25
countries and equal to 3% while GDP growth projections are country-specific.

Lets introduce @, ; = (1+7r,)(1+7,,)...(1+7;) if i < jand 1 otherwise.

!
The dynamics of debtis: D, =D, @, .., — ZPBia[+1;l ;

i=ty+1
. - v PB

The inter-temporal budgetary constraint is: D,0 = Z
i=tg+1 Xy 110

(*’) Formally (E) can be written as a weighted average of (C) and the change in primary balance in 2060 (see annex).
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i APB,
D St N2 A

The S2 indicator is: S, = ﬁ— PB, - : t: ["lﬂ’l (2bis)
i=t;+1 at0+1,i i=ty+1 at0+1,i

In the case where the interest rate/growth rate differential and the structural primary balance are constant

after a certain date (here 2060):

2050 AP]l N APID@

B D,n i=to+1 Xpg1i Tl 11,2050 PB
27 2050 1 1 2050 1 fo
+
i=to1 Xy Ta050%sy1,2050 i=to+! Fpgeri Tooliy11,2050
14 (2ter)
2050 ; ;
Z APB(ageing), . APB(ageing).,
i=tg +1 Qi T @4 11,2050
050 | 1
i=to+1 Xy Ty 41,2050
E

T
S1is such that D, = Dt0 Qo ~ Z(PBZ. + S, )O{M;T

i=ty+1

T r
ZAPIiaH];T ZAPB(ageinQiam;T

g - D, e, ..r =Dy pp _ ity 1 _
1= T o 7 - =
ZaHl;T ZaiH;T ZaHl;T
i=ty+1 i=ty+1 i=ty+1 .
. . (3bis)
ZAP[iam;T ZAPB(ageinQiam;r
Dt (at 1.7 _1) i=ty+ Dt _DT i=
o o+l =ly o i=ty+1
- -PB +
T T ) T T
Zam;T Zam;r Zam;r Zam;T
i=ty+1 i=ty+1 i=ty+1 i=ty+1
A B c

Box 1. Proofs
Equation 1

Let’s suppose the debt (relative to GDP) remains bounded at any time in the future.

It means that IM such as |Dl| = Dlﬂ (1+7)™ - ZPB,. (I+r)"'|<M

i=ty+1
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! 4 D M -
So |D, + ZPBf(1+’”)_I =| N |< P —— 30 because r s strictly positive.
QR [A+r) 7 " (A+r)
D, — Y PB(1+r) " =0 (1)

i=ty+l1
Equation 2

The S2 indicator is the change in the structural primary balance compared with the base year for every
future year that ensures that condition (1) is fulfilled.

- PB +S
Mathematically, it can be written: D, = z t—,_tzo (D).

Zn (1+7)

0
1 1
Since the discount rate is strictly positive, E — =
t=ty+1 d+r)™ r

S, & PB S, PB, <& APB

roo S dEn)™ o rooo o and+r)T
> APB
S,=rD, —PB,,—r —t‘_to ).

L (1+7)
Equation 3

The calculations are made for any date T in the future and for any target level of debt in the future. The
dynamics of the debt can be written:

t t
D, =D, (1+r)™" = > PB (1+r)~ = Y APB(1+r)""

i=ty+1 i=ty+1

S issuch that D, = D,

T
D, (1+r) ™" =D 2 APB(+r)
Sl — ty R T _PB[0 _ 1:t0+1T
DA+ > a+r"
i=ty+1 i=ty+1
A+ -1

Given i(l +r) 7 = E(l +r) =

i=ty+1 i=t,
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E=- [
PR s

iy (1+r)’ fo

r 1 > 1
sz—APBTZW

- 1
t=ty+1 (1 + r)[ﬁ"

L (L) T
£ i ( ”)ac 1 =T+ =aC+(1-a)(-APB;)
z:tﬁlW

T
APB.(1+7r)""
D, (1+ r) - D, +rD, —rD;, l.;l [1+7)
" +r)™ -1 B -T2 :
DA+
i=ty+1
T .
O D) D> APB(1+7)"
r — 4
S,=rD, —PB, + 1 T - Sl
( +I") - Z(l‘i‘l")rii
i=ty+1
i APB,
S =D —PB r(DtO_DT) _ = t0+1(1+r)l K 3)
1 ty ty (1 + r)T—t(, _1 T 1
i=tg+1 (1 + ”')i_t0
Equation 5
i APB, APB, & APB
N APB e (1 + I’)[ fo t=ty+1 (1 + r)[ﬁo t=T+1 (1 + r)Fh)

3. Deriving the cost of a delay indicator

It provides an estimate of the cost of delay in making a complete adjustment according to the old S1 and
the S2 indicators. It further assumed a constant interest rate-growth rate differential. The cost of a delay
with non-constant interest rate for the currently used indicators, S1 and S2, are given here.

S1 indicator:
The expression for the cost of delay

2050
Z -

Z a
v t=ty+1 to+15t
S$i=8 —mw

2050 1

27

t=ty +1+delay ato +15¢

=S (1+

S2 indicator:

If the adjustment is made today, D,

using the S1 indicator is:

delay
t=ty+1 ato +15¢ )

Z;

t=to+1+delay ato +1;¢

i PB, +S,
t=ty+1 (24

ty+1st
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If the adjustment is postponed in 5 years then, D, = i PB, i i S,

t=ty+1 ato +15¢ t=ty+l+delay 0‘10 +1;¢
Relationships between the two indicators:
0 1 50 1 1
+

§ gttt vy gttt Qe T@so

27 M2 0 1 -2 50 1 1

> > +
t=ty+1+delay atﬂ +1;t t=ty+1+delay at0+1;t rooal,SO

The cost of the delay is proportional to the initial tax gap indicator. If r is constant, the former formula is
significantly reduced: S; =S5,(1+ I’)delay

4. Deriving the equivalence between sustainability indicators — a 'flow' measure - and implicit
liabilities/debt — a 'stock' measure

Section I1.3.2 showed that the sustainability indicators can also be expressed as the stock of net implicit
liabilities, or, net implicit debt under certain assumptions. In particular, if for both the sustainability gap
measure and the net implicit debt measure it is assumed that they: (i) have the same starting point, i.e. the
structural primary balance of general government; (ii) have the same discount rate; (iii) they have the
same coverage of future government commitments (i.e. age-related expenditures evolving in line with
demographic developments); and, (iv) they take into account that government's ability to receive the same
revenues as a share of GDP as today, the S2 sustainability indicator less the current level of debt can be
expressed as the current stock of net implicit debt. Specifically, one can define the net implicit liabilities

of the general government, IDtO , as the discounted future structural primary balances, or equivalently the

net present value of future primary deficits: /D, = _—PB, i.e. the net present value of non-
0

t=ty+1 1+ r)t7t0

financed future public spending.
In this case, the S2 can be rewritten as

= PB,

S, = rDt0 -r —
t=ty+1 (1 + }")

=r(D, +1ID,)

One can express the level of implicit debt as a function of S2 and current level of debt, showing that those
two measures are indeed equivalent.

This definition of net implicit debt covers all future imbalances linked to age-related social spending on
pensions, health-care, long-term care, education and unemployment. It is however not limited to those
five expenditure items. The starting point is defined for the fotal general government sector, which also
includes other items. If the current structural primary balance is lower than the debt-stabilizing structural
primary balance, it is also included in this definition of the implicit debt. By contrast, if the current
structural primary balance is larger than the debt-stabilizing primary balance, it means that the general
government is in the process of accumulating assets and/or reducing debt.
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In the calculation of S2 sustainability gap, explicit debt and net implicit debt are given equal importance.
It should be borne in mind that the value of net implicit debt depends on the long-term projections and
strongly on the discount rate. It is therefore not as "observable" as the current level of debt is.

It should be noted that implicit debt is even more sensitive to the interest rate than the sustainability
indicator. Indeed, sustainability indicators are bounded, because the impact ageing reaches a maximum
(at the latest in 2060, after which the primary deficit is kept constant). The intuition behind the result is
straightforward. If a country is expected to experience a maximum increase of 5% of GDP of public
spending, current adjustment to cover this increase is necessary less than 5%, as the interest rate/growth
rate differential is positive. In general, the lower the interest rate, the higher the overall increase will be.
By contrast, implicit debt is not bounded. In the extreme where the interest rate is very close to the growth
rate (or equivalently 7 is close to zero), the implicit debt can be very large. Changing the assumptions for
the interest rate can therefore give rise to a larger variation in the 'stock' measure (implicit debt) measure
compared with the 'flow' measure (sustainability indicators).
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1. REVENUE PROJECTIONS

1.1.1. Taxation of pensions

In assessing the sustainability gap(s), most
government revenues are assumed to stay constant
as a share of GDP. Two components of revenues
are explicitly modelled however. These are
property income and direct tax revenues from
pensions in Member States where this is possible.

An ageing population is likely to affect the tax
revenues received by government as pension
income is not distributed and therefore taxed in the
same way as other income and as it may not be
taxed in the same way either. Across the Member
States there is a range of tax arrangements for
pensions, and a number of countries are in a
transition period where the tax treatment of
pension funds in changing.

For public schemes, an ageing population can have
an ambivalent effect on the receipts from tax
revenues. On the one hand, the government
receives tax from pensions drawn. On the other
hand, pensions received are usually lower than
wages (leading to a benefit ratio of less then 1),
meaning that pensions will be taxed at lower
marginal — and average — rates of tax in
progressive systems. The change in both these
components is considered.

For countries with a significant private system, tax
revenues are affected both in terms of their size
and their timing. Over their working life,
individuals first become net contributors to a
private pension system while they later become net
receivers of pension income. In terms of the tax
incidence of the part of their income that is saved
in the form of the pension, a typical EET
system (**) effectively leads to a deferral of the
payment of tax from the time when individuals
earn their income to the time when the consumed
it. In addition, the overall tax paid in an EET
system may be lower as pension contributions
grow (which may occur as individuals anticipate
having to save more to ensure that their now
longer retirement years are adequately funded), as

(**) An EET system is one where contributions to the pension
fund out of wages are exempt from income tax, capital
gains by the fund are exempt from tax, but pensions drawn
are taxed as income. Such a system operates in many EU
countries for example in Germany (Riester plan).

the marginal tax they are exempt from in the years
they contribute is higher than rate they pay when
they draw their pensions. Moreover, there may
also be an overall fall in revenue if private pension
saving crowds out other saving, which is normally
undertaken out of taxed income.

Given the differences between the pension and tax
systems in the Member States, the data available
and the countervailing effects of ageing on the
pension system, the projections in this report
model the evolution of the tax received from
pensions using a simple model that can
accommodate a range of differences. The model is
based on the average personal income tax rate on
pensions observed in recent years, the elasticity of
income tax and the evolution of the average
(public and private) pensions taken from the
Ageing Report. The average tax rate is modelled to
evolve according to:

log(P’ ]—log(PO j
log[ﬂj = log(ij(l +(g-1) : LEa)
P R log( R J
W,

where T is the average income tax paid by
pensioners, P the average pension, W the average
wage in the economy and & the elasticity of
personal income tax.

t 0

The average income tax paid by pensioners is set
to zero for countries where pensions are not (or are
only minimally) taxed. The average pension used
may be public, private or both, depending on the
system in place in a given Member State and on
the data available. Data on private pension
projections and on their tax treatment are not
available in all countries that have a significant
private component to their pension system.

For countries where a significant change in the
pension or tax system is envisaged, there is no
explicit modelling of tax revenues from pensions.
This is the case, for example, for Hungary where a
new pension formula and a new system of pension
taxation will be introduced in 2013.

The model generates constant revenues from
pensions if there is no expected change in the
benefit ratio. This is also the case for countries



with flat tax system (e=1) (*’). The model only
forecasts significant changes in revenues from
pension taxation for Member States where the

benefit ratio (%} is expected to change

significantly and the personal income tax system is
reasonably progressive (¢ is greater than 1).

The analysis is not undertaken for Germany,
Estonia, Greece, Cyprus, Slovenia and the United
Kingdom, and only the public pensions are
modelled in Belgium, the Czech Republic and
Romania. For most remaining countries, the effects
are small (within 0.7% of GDP), with the
exception of Denmark, Luxembourg and the
Netherlands which are expecting to see an increase
in tax revenues of 1.2, 1.9 and 2.7% of GDP
respectively, between 2010 and 2060. Austria is
the only country for which a decrease in tax
revenues is anticipated.

1.1.2. Property income

Property income is the income received by the
owner of an asset (whether financial or physical) in
return for providing funds for other agents.
Governments will typically both make and receive
such payments. They pay interest on their debt and
receive rent for the assets they own. Government
receipts from other sources are, broadly speaking,
a function of the tax bases and the rates chosen by
the government. Property income differs in that it
is determined by the market rather than policy. For
this reason, in assessing the sustainability gaps,
property income received by governments is
explicitly modelled in a way that is different to
other receipts, albeit using simplified assumptions.

Property income received by the Member States is
mainly composed of interest received from
deposits, bonds and loans; dividends received from
shares and withdrawals from the income of quasi-
corporations; and rents on land and subsoil assets.
Projecting these forward in a detailed way requires
forecasting the return on these assets, their future
value and the purchases and sales of these assets.

In order to model the progression of property
income, it is assumed that there is no stock-flow

(**) For example Estonia has an estimated elasticity of 1.1
owing to the flat income tax system.

Chapter Alll
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adjustment, meaning that government debt is only
driven by the general government balance and
there is no net sale or purchase of financial assets
in the future. Rather than staying constant as a
share of GDP, the default position is therefore for
these assets stay constant in nominal terms rather
than as a share of GDP. The implication is that
where the government receives property income,
this income is used to reimburse debt through its
contribution to the general government balance,
rather than to purchase other assets. When short-
term assets (such as bonds) mature, they are
therefore implicitly assumed to be replaced with
other bonds of the same nominal value.

The stock of assets which generate income for
Member States' governments is not always known.
By making the no stock-flow adjustment
assumption, the evolution of property income can
be modelled just using assumptions about the rate
of return on assets in the future relative to now. In
modelling the rate of return, a distinction is made
between income received from bonds, equity and
rents.

For bonds, the rate of return of 5% is applied from
2012 on; before, the yield of a 10-year government
bond is used. As data on the return from equities
are only available on distributed returns, so that the
value reported in national accounts in the starting
year may only be a fraction of the overall return on
equity; the remaining fraction would be
representing a valuation effect. As a simplifying
assumption, the dividend-to-GDP ratio is assumed
to be constant over time, thereby assuming
continuing valuation effects. For rent from land
and subsoil assets, it is assumed that the ratio of
rents-to-GDP will remain constant over time,
except in the cases of Denmark and the
Netherlands, where the (substantial) stock of
subsoil assets is assumed to be exhausted by 2050
and the level of rent to GDP is modelled to return
into line with the average of other Member States.

Given these assumptions, the projected path of
property income over time only depends on the
stock of bonds held at the start of the projection
period given the level of income received from
property. The higher are bond holdings, the steeper
the decline in property income over time.

Table A.2.1 shows the evolution of property
income used in the estimation of the sustainability
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Table A.IL1.1: Property income (% of GDP)
change
2007 2010 2020 2030 2040 2050 2060 2010-60

BE 0.62 0.59 0.55 0.51 0.48 0.45 0.44 -0.15
BG 1.49 1.42 1.32 1.25 1.21 1.19 1.17 -0.25
cz 0.83 0.74 0.63 0.55 0.50 0.46 0.44 -0.30
DK 1.74 1.61 1.39 1.10 0.89 0.71 0.64 -0.97
DE 0.74 0.71 0.66 0.60 0.56 0.52 0.50 -0.21
EE 1.53 1.43 1.24 1.17 1.14 1.12 1.10 -0.33
IE 1.06 1.02 0.97 0.93 0.90 0.89 0.88 -0.15
EL 0.92 0.87 0.79 0.73 0.70 0.67 0.65 -0.22
ES 1.02 0.95 0.83 0.73 0.67 0.64 0.61 -0.35
FR 0.78 0.75 0.71 0.66 0.62 0.60 0.58 -0.18
IT 0.61 0.59 0.54 0.50 0.47 0.45 0.44 -0.15
CcY 0.72 0.62 0.42 0.28 0.21 0.16 0.14 -0.48
Lv 0.70 0.64 0.56 0.52 0.50 0.49 0.48 -0.17
LT 0.57 0.51 0.42 0.37 0.34 0.32 0.31 -0.19
LU 1.64 1.46 1.13 0.95 0.83 0.75 0.69 -0.76
HU 0.91 0.88 0.77 0.74 0.72 0.71 0.70 -0.18
MT 1.35 1.33 1.28 1.25 1.23 1.21 1.20 -0.13
NL 2.58 2.44 213 1.79 1.48 1.21 1.16 -1.29
AT 1.47 1.38 1.22 1.05 0.93 0.84 0.78 -0.59
PL 1.31 1.19 0.98 0.89 0.84 0.81 0.79 -0.40
PT 0.73 0.70 0.64 0.57 0.52 0.49 0.47 -0.23
RO 0.95 0.91 0.81 0.79 0.77 0.77 0.76 -0.15
Si 0.72 0.68 0.62 0.58 0.56 0.54 0.53 -0.15
SK 1.52 1.40 1.22 1.13 1.09 1.06 1.04 -0.36
Fl 4.43 4.15 3.76 3.34 3.04 2.83 2.68 -1.46
SE 2.50 2.36 2.16 1.92 1.76 1.65 1.57 -0.79
UK 0.72 0.67 0.55 0.48 0.43 0.40 0.37 -0.29

Source: Commission service

gaps. It shows that this income is expected to fall
over time for all Member States, with the most
significant falls being for Denmark, the
Netherlands and Finland. In the Finish case, this is
driven by the high level of bond holdings by the
government, which contribute about half of the
country's significant receipts from property.
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