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Belgium

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 10.4 10.6 10.7 10.8 10.9 11.0 11.0 10.8 0.5

Working age population (15–64) 
% of total

65.6 66.1 65.1 63.8 61.9 59.9 58.0 57.9 – 7.7

Old-age dependency ratio (65+/15–64) 26.1 26.4 29.1 32.2 36.3 41.1 46.7 47.2 21.0

Participation rate (15–64) 65.4 66.8 68.6 69.1 69.2 69.5 70.1 70.0 4.6

 — older workers (55–64) 29.9 33.8 39.6 42.8 43.2 43.3 44.7 44.9 15.0

Unemployment rate (15–64) 7.9 7.0 6.5 6.5 6.5 6.5 6.5 6.5 – 1.4

Real GDP (growth rate) 2.2 2.7 2.0 1.5 1.3 1.3 1.6 1.5 – 0.7

Expenditure projections  

Pensions 10.4 10.4 11.0 12.1 13.4 14.7 15.7 15.5 5.1

Healthcare 6.2 6.4 6.6 6.8 6.9 7.1 7.5 7.6 1.4

Long-term care 0.9 0.9 1.0 1.1 1.1 1.3 1.6 1.8 1.0

Education 5.6 5.2 5.0 4.9 4.9 5.0 5.0 5.0 – 0.7

Unemployment benefits 2.3 2.0 1.8 1.8 1.8 1.8 1.7 1.8 – 0.5

Total age-related expenditure 25.4 25.1 25.5 26.6 28.2 29.9 31.6 31.7 6.3

p.m. benefit ratio for public pension (1) 17.7 17.8 17.8 17.8 17.6 17.4 16.9 16.4 – 7.4

p.m. benefit ratio for old-age and early 
pension (1) 

17.9 18.0 18.0 17.9 17.8 17.5 17.0 16.5 – 7.8

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0.5

2005 SP/CP (2) 0.0 – 0.3 0.4 0.7 0.9 MTO scenario (2010)

Commission spring 2006 forecast 0.1 – 0.5 – 0.3 Structural balance 0.5

Gross debt Structural primary 3.7

2005 SP/CP 94.3 90.7 87.0 83.0 79.1 balance

Commission spring 2006 forecast 93.3 89.8 87.0

size of one-offs 0.4 0.6 0.2 0.1 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 3.5 0.2 3.7 0.4 0.1

MTO scenario – 2.7 0.3 3.7 1.3 0.2

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 3.5 5.3 1.8 0.1 6.2

MTO scenario – 2.6 5.3 2.7 0.2 6.2

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 93.3 72.4 52.7 38.3 30.8 31.4 51.7 82.8 – 10.5

MTO scenario 93.3 73.6 58.1 48.2 45.6 51.8 84.0 128.7 35.4

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.7 0.4 0.2 0.1

Higher labour productivity Total

– 0.3

Higher employment older workers Total

– 0.3

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.2 – 0.5

Higher interest rate Total –  IBP  –  LTC

0.0 0.7 – 0.7

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.1 – 0.6 – 0.2 0.4 0.4

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.2 – 0.2 0.4
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Czech Republic

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
economy of the Czech Republic is projected to experi-
ence a slowdown of economic growth over the coming
decades, from 3.5 % during 2004–10 to 2.6 % in 2011–
30 and a further decline to 0.8 % in 2031–50, influenced
by an ageing population and an assumed slowdown of
labour productivity growth (1). The old-age dependency
ratio is projected to more than double from 20 % in 2004
to 55 % in 2050, a significantly higher rise than on aver-
age in the EU.

The projected increase in age-related spending in the
Czech Republic of 7.2 percentage points of GDP
between 2004 and 2050 is significantly above the EU
average. Most of the expected increase during this period
is due to the rise in pension expenditures of 5.6 percent-
age points of GDP. The increase in expenditure on
healthcare is projected to be 2 percentage points of GDP,
slightly above the EU average, while on long-term care
an increase of 0.4 of a percentage point of GDP is pro-
jected, slightly below the EU average.

In 2005, the deficit of the Czech Republic was below the
3 % of GDP reference value for a second consecutive
year. The fiscal out-turn of – 2.6 % of GDP was consider-
ably better than expected in the last update of the conver-
gence programme (– 4.8 % of GDP). This was due to the
favourable economic situation and deferred spending,
rather than structural expenditure cuts. Low deficits in lat-
est years facilitated a stabilisation of the debt/GDP ratio.
The budgetary strategy outlined in the convergence pro-
gramme aims at reducing the deficit to 2.7 % in 2008, in
line with the Council recommendation under

Article 104(7). The adjustment towards the MTO set in
the convergence programme at around – 1 % of GDP is
expected to be achieved beyond the programme period, in
2012. According to the Commission services 2006 spring
forecast a deficit of 3.4 % of GDP is expected in 2007 on
current policies, close to the programme’s forecast of
3.3 %, despite the better than expected out-turn in 2005.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, the
Czech Republic has a sustainability gap of 5.5 % of GDP
in the baseline scenario. The long-term budgetary impact
of ageing is above the EU average, reflecting an import-
ant increase in pension expenditure as a share of GDP.

The initial budgetary position, with a structural primary
balance of – 0.2 % of GDP in 2005 constitutes a risk to
sustainable public finances even before considering the
long-term budgetary impact of ageing, pointing to the
importance of strengthening the budgetary position.
Indeed, assuming that the MTO of a structural balance of
– 1 % of GDP is reached in 2010, the structural primary
balance improves; rising from – 0.2 % in 2005 to 0.2 %
of GDP in 2010. The higher structural primary balance
in 2010 would have a positive impact on the sustainabil-
ity gap; however, the gap would still be 5.1 % of GDP in
the MTO scenario.

It should be noted that the authorities in the Czech
Republic project a higher increase in healthcare expend-
itures over the long term compared to the reference scen-
ario, of about 1 % of GDP, suggesting that the budgetary
cost of ageing could be higher.

Overall assessment

The long-term budgetary impact of ageing in the Czech
Republic is higher than the EU average; influenced notably
by an important increase in pension expenditure as a share
of GDP.

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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The initial budgetary position constitutes a risk to sus-
tainable public finances even before considering the
long-term budgetary impact of an ageing population.
Consolidating the public finances further than cur-
rently planned together with the implementation of
structural reforms aimed at containing the significant

increase in age-related expenditures would be key in
view of reducing risks to the sustainability of public
finances.

Overall, the Czech Republic appears to be at high risk
with regard to the sustainability of public finances.
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Czech Republic

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 10.2 10.1 10.0 9.9 9.8 9.7 9.3 8.9 – 1.3

Working age population (15–64) 
% of total

70.8 70.9 68.0 65.4 64.1 63.5 61.1 56.5 – 14.4

Old-age dependency ratio (65+/15–64) 19.2 21.5 26.1 31.0 34.0 36.0 41.6 52.0 32.8

Participation rate (15–64) 70.4 72.0 75.2 76.9 77.2 76.2 73.6 74.5 4.1

 — older workers (55–64) 44.4 49.7 54.1 59.1 61.3 62.5 58.7 60.1 15.7

Unemployment rate (15–64) 7.8 7.3 6.5 6.5 6.5 6.5 6.5 6.5 – 1.3

Real GDP (growth rate) 3.1 3.6 2.8 2.4 2.3 1.9 0.4 0.8 – 2.3

Expenditure projections  

Pensions 8.5 8.2 8.2 8.4 8.9 9.6 12.2 14.0 5.6

Healthcare 6.4 6.8 7.1 7.4 7.6 7.8 8.1 8.4 2.0

Long-term care 0.3 0.3 0.3 0.4 0.4 0.5 0.6 0.7 0.4

Education 3.8 3.3 2.9 2.8 2.9 3.0 3.0 3.1 – 0.7

Unemployment benefits 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.0

Total age-related expenditure 19.3 18.8 18.6 19.2 20.0 21.0 24.1 26.4 7.2

p.m. benefit ratio for public pension (1) 15.7 14.1 13.5 13.2 13.0 13.1 13.7 14.1 – 10.6

p.m. benefit ratio for old-age and early 
pension (1) 

16.4 14.5 13.9 13.5 13.4 13.3 14.0 14.3 – 12.6

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP ≈ – 1.0

2005 SP/CP (2) – 3.4 – 3.8 – 3.4 – 3.0 MTO scenario (2010)

Commission spring 2006 forecast – 1.4 – 3.4 – 4.0 Structural balance – 1.0

Gross debt Structural primary 0.2

2005 SP/CP 37.4 37.1 37.9 37.8 balance

Commission spring 2006 forecast 30.5 31.5 32.4

size of one-offs 1.1 0.2 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 0.5 – 0.6 2.6 2.5 0.4

MTO scenario 0.2 – 0.5 2.6 2.2 0.4

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 0.7 4.8 5.5 0.5 5.4

MTO scenario 0.3 4.8 5.1 0.5 5.4

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 30.5 28.0 28.1 30.3 36.7 48.7 103.6 206.9 176.4

MTO scenario 30.5 29.6 27.8 28.1 32.6 42.5 91.9 188.0 157.5

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.4 0.2 0.2 0.0

Higher labour productivity Total

– 0.3

Higher employment older workers Total

– 0.3

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.2 – 0.3

Higher interest rate Total –  IBP  –  LTC

– 0.6 0.2 – 0.9

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.1 – 0.8 – 0.5 0.4 0.8

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.4
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Denmark

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Danish economy is projected to experience some slow-
down of economic growth over the coming decades,
from 2.0 % during 2004–10 to 1.6 % in 2011–30 and in
2031–50, influenced by an ageing population (1). The
old-age dependency ratio is projected to rise from 22 %
in 2004 to 42 % in 2050, albeit a smaller increase than on
average in the EU.

The projected increase in age-related spending is above
the average of the EU; rising by 4.8 percentage points of
GDP between 2004 and 2050. Most of the projected
increase during this period is due to the higher pension
expenditures of 3.3 percentage points of GDP. The
increase in expenditure on healthcare is projected to be
1 percentage point of GDP, below the EU average, while
on long-term care a rise of 1.1 percentage points of GDP
is projected, slightly above the EU average.

In the calculations, the Danish government finances are
reduced by the revenue-reducing impact of Eurostat’s
decision on the classification of funded defined-contri-
bution pension schemes that will take effect from 2007
onwards. The MTO is also technically adjusted down-
wards, by 1 % of GDP in the MTO scenario (see
Chapter III for further information). The figures with
this adjustment are given in brackets in this part. 

The Danish public finances have been sound in the
recent past; with the government finances in surplus
since the latter half of the 1990s and in 2005 an excep-
tionally high surplus of 4.9 % (4 %) of GDP was noted,
considerably better than the 3.6 % (2.7 %) of GDP

expected in the 2005 convergence programme. As a
result of the strong fiscal position in recent years, the
debt/GDP ratio has been reduced by more than 10 % of
GDP in four years to reach 35.8 % (36.2 %) of GDP in
2005. The Danish 2005 convergence projects a return
towards the fiscal target range over the medium term and
aims for a surplus of 2.9 % (1.9 %) of GDP in 2010. The
MTO set in the convergence programme at 1â % to
2â % (â % to 1â %) of GDP is already attained with the
better than expected fiscal out-turn in 2005 (according to
the Danish authorities, temporarily high tax revenues in
2005 contribute to the very large surplus by around 2 %
of GDP) (2). The Commission services 2006 spring fore-
cast expects a surplus of 4 % (3 %) of GDP in 2007 on
the basis of current policies, above the programme’s
forecast of 3.2 % (2.2 %), suggesting that budgetary out-
comes could be better than projected in the programme.

Main findings and results

On the basis of the current budgetary position and the pro-
jected budgetary changes over the long term, Denmark
does not have a sustainability gap (S2 is – 2.2 % of GDP)
in the baseline scenario. The long-term budgetary impact
of ageing is higher than the EU average, reflecting notably
a relatively high increase in pension expenditure as a share
of GDP over the long term.

The initial budgetary position with a currently very high
structural primary balance of 7.1 % (6.2 %) of GDP in
2005 contributes to a rapid reduction of debt, which will
on current policies continue over the medium term.
Assuming that the MTO of a structural balance of 1 % of
GDP is reached in 2010, the structural primary balance
becomes smaller; falling from 6.2 % in 2005 to 1.8 % of
GDP in 2010, influenced in part by interest expenditure
on debt falling over the medium term. The lower

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10.

¥2∂ According to the Danish authorities, temporarily high pension yield tax
contributes, with 1.2 % of GDP, corporate tax by 0.5 % of GDP and North
Sea revenue by 0.3 % of GDP, totalling 2 % of GDP.
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structural primary balance in 2010 would have a nega-
tive impact on the sustainability gap, rising to 2.4 % of
GDP in the MTO scenario. It should be noted that the
Danish 2005 convergence programme projects a surplus
of 2.9 % (1.9 %) of GDP in 2010, above the MTO of
1â % to 2â % (â % to 1â %). Under the assumption
that this surplus in 2010 would materialise, the sustaina-
bility gap would be reduced by some 1 % of GDP as
compared to the MTO scenario.

According to Danish long-term projections, revenues are
projected to increase over the long term by 1 % of GDP
between 2010 and 2050, mainly due to deferred taxation
of private pensions (+ 3 % of GDP). This impact is
important in Denmark, as private pension schemes cur-
rently hold large assets and are expected to accumulate
them further since contributions to these schemes should
still be higher than the corresponding pension outlays for
a long period of time.

However, general government property income in Den-
mark, consisting of both revenues from financial assets
and from natural resources, amounted to 2.2 % of GDP
in 2005 which is higher than on average in the EU. As
shown in Chapter IV, revenues from property income
might be lower by about half of this amount over the
long term, suggesting that risks to public finance sustain-
ability might be underestimated. General government
property income revenues could in fact be even lower in
the future under the assumption that natural resources
would be depleted and that those revenues would vanish
over the long term, which is also projected in the Danish
convergence programme. These revenue projections
suggest that the long-term budgetary position could be
better by around 1 percentage point of GDP. Overall,
these national projections do not significantly alter the
outlook for the long-term sustainability of the Danish
public finances.

Denmark has among the highest levels of taxation in the
EU, suggesting that there is limited room of manoeuvre
to meet expenditure increases by adjusting the budget on
the revenue side.

Pension policy is currently under review in Denmark,
and the government has proposed a welfare reform
package (1). Some of these main elements of the welfare
reform package are: (i) gradual increase of the retirement
age by in total two years; (ii) indexation of the age
thresholds to increased longevity; (iii) increased contri-
bution to the early retirement system; (iv) earlier start of
tertiary education; (v) faster study completion; (vi) earl-
ier activation of the unemployed. The total net effect on
public finances of the reform package is foreseen by the
Danish authorities to equal about 1.5 % of GDP; the
gross impact of the package of 2 % of GDP consists of
1.5 % from later retirement and indexation of the retire-
ment age and 0.5 % from the other measures. Of these
resources, 0.5 % of GDP will be used to finance a glo-
balisation fund that will invest in research and develop-
ment.

Overall assessment

The long-term budgetary impact of ageing in Denmark is
higher than on average in the EU; influenced notably by
a relatively high increase in pension expenditure as a
share of GDP over the coming decades.

The initial budgetary position with a currently very high
primary surplus in 2005 (which is influenced by tempor-
ary factors) would, if maintained, contribute signifi-
cantly to ease the long-term budgetary impact of ageing.
The projected future rise of revenues as a share of GDP,
mainly due to deferred taxation of pensions, would fur-
ther alleviate the increase in public expenditure over the
long term. Maintaining high primary surpluses over the
medium term would be key in view of containing risks to
the sustainability of public finances.

Overall, Denmark appears to be at low risk with regard
to the sustainability of public finances.

¥1∂ The welfare reform package has broad political backing. The agreement
was reached by five of the main political parties representing more than
80 % of the votes in the Danish parliament (Folketinget).
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Denmark

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 5.4 5.5 5.5 5.5 5.6 5.6 5.6 5.5 0.1

Working age population (15–64) 
% of total

66.2 65.7 64.5 63.9 62.7 60.8 58.4 59.6 – 6.7

Old-age dependency ratio (65+/15–64) 22.5 24.9 28.8 31.5 34.2 37.7 43.3 41.9 19.4

Participation rate (15–64) 79.6 79.8 80.6 80.7 80.7 80.5 80.9 81.3 1.8

 — older workers (55–64) 64.1 63.7 66.6 67.9 67.7 66.1 65.3 69.0 5.0

Unemployment rate (15–64) 5.3 4.3 4.3 4.3 4.3 4.3 4.3 4.3 – 1.0

Real GDP (growth rate) 1.8 2.1 1.9 1.6 1.4 1.1 1.5 1.8 – 0.1

Expenditure projections  

Pensions 9.5 10.1 10.8 11.3 12.0 12.8 13.5 12.8 3.3

Healthcare 6.9 7.0 7.2 7.4 7.6 7.7 7.8 7.8 1.0

Long-term care 1.1 1.1 1.1 1.2 1.5 1.7 2.0 2.2 1.1

Education 7.8 7.5 7.6 7.5 7.3 7.3 7.6 7.5 – 0.3

Unemployment benefits 1.5 1.2 1.2 1.2 1.2 1.2 1.2 1.2 – 0.3

Total age-related expenditure 26.8 27.0 27.9 28.6 29.5 30.8 32.1 31.6 4.8

p.m. benefit ratio for public pension (1) 20.2 19.9 19.5 19.4 19.3 19.2 19.0 19.2 – 5.2

p.m. benefit ratio for old-age and early 
pension (1) 

19.4 19.2 18.8 18.6 18.5 18.5 18.2 18.2 – 6.0

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 1â –  2â

2005 SP/CP (2) 3.6 2.7 3.3 3.3 3.3 MTO scenario (2010)

Commission spring 2006 forecast 5.2 3.6 3.7 Structural balance 1

Gross debt Structural primary 1.8

2005 SP/CP 35.6 31.7 28.9 26.5 21.5 balance

Commission spring 2006 forecast 35.8 30.0 26.5

size of one-offs 0.2 0.3 0.3 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 6.1 – 1.0 3.0 – 4.2 – 0.8

MTO scenario – 1.5 – 0.8 3.0 0.7 0.1

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 6.1 3.9 – 2.2 – 0.1 3.5

MTO scenario – 1.5 3.9 2.4 0.2 3.6

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 35.8 5.7 – 23.0 – 49.5 – 74.3 – 96.5 – 131.1 – 162.0 – 197.8

MTO scenario 35.8 18.3 13.0 11.5 14.3 23.5 58.3 97.8 62.0

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.9 0.5 0.2 0.2

Higher labour productivity Total

0.0

Higher employment older workers Total

– 0.4

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.4

Higher interest rate Total –  IBP  –  LTC

– 0.4 0.1 – 0.4

 – Scenarios for healthcare Pure ageing Constant health Death– related costs Income elasticity
Unit costs: 

GDP/worker

0.1 – 0.6 – 0.2 0.4 0.6

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.3 – 0.3 n.a.
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Germany

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
German economy is projected to experience a slowdown
of economic growth over the coming decades, from
1.7 % during 2004–10 to 1.4 % in 2011–30, and to 1.2 %
in 2031–50. This is partly due to the ageing of the popu-
lation (1), with the old-age dependency ratio projected to
rise from 27 % in 2004 to 52 % in 2050, close to the
average increase in the EU.

The projected increase in age-related spending in Ger-
many is slightly below the EU average, rising by 2.7 per-
centage points of GDP between 2004 and 2050. The
increase in expenditure on pensions is also projected to
be relatively limited in Germany, rising by only 1.7 per-
centage points of GDP, as a result of large reforms hav-
ing already been enacted since the beginning of the
1990s, the most recent (2004) involving the introduction
of a ‘sustainability factor’ which reflects changes in the
ratio between pension contributors and pension recipi-
ents and helps to make the pension system robust to
changes in assumed life expectancy, as pensions are
automatically adjusted. The increase in healthcare
expenditure is projected to be 1.2 percentage points of
GDP, lower than the EU average.

The projected increase in expenditure on long-term care
in the reference scenario does not however reflect cur-
rent legislation in Germany, where long-term care bene-
fits (i.e. benefits paid out by the public insurance scheme
for people receiving formal care at home, care in institu-
tions or cash benefits) are fixed by law without any
indexation. A scenario in which long-term care expend-
iture remains constant as a share of GDP would come

closer to the current legislative setting, and would mean
that the increase in age-related expenditure would be
lower, at only 1 percentage point of GDP (reducing the
S2 sustainability indicator by 0.7 % of GDP) (2). How-
ever, if the unit costs of supplying long-term care
increase more than the general price level of the econ-
omy, as is assumed in the Ageing Report, this could lead
to an increasing gap between the needs and provisions of
public long-term care.

Germany has been placed in the excessive deficit pro-
cedure and is required to bring the deficit below 3 % of
GDP by 2007 at the latest. The deficit has been above
3 % of GDP since 2002 and stood at 3.3 % in 2005. As a
result of the weak fiscal position of recent years, the
debt/GDP ratio has risen by almost 10 percentage points
of GDP in four years, to reach 67.7 % of GDP in 2005,
above the Treaty reference value. The German stability
programme of February 2006 projects a gradual
strengthening of the public finances over the medium
term, with the aim of reducing the deficit to 1â % of
GDP in 2009, while the MTO, set in the stability pro-
gramme at balance in structural terms, is expected to be
achieved only after the end of the programme period.
According to the Commission services 2006 spring fore-
cast a deficit of 2.5 % of GDP is expected in 2007 on the
basis of current policies, coinciding with the pro-
gramme’s forecast of 2â % of GDP, suggesting that
Germany’s budgetary plans seem to be attainable.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Ger-
many has a sustainability gap of 4.4 % of GDP in the
baseline scenario. The long-term budgetary impact of
ageing is below the EU average, with the relatively
limited increase in pension expenditure as a share of
GDP reflecting the earlier enactment of pension reforms.¥1∂ The demographic and macroeconomic data in this paragraph are those

underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10. ¥2∂ See the box on pages 155 and 156 in the Ageing Report (2006).
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The initial budgetary position, with a structural primary
balance of – 0.3 % of GDP in 2005, constitutes a risk to
sustainable public finances even before the long-term
budgetary impact of ageing is considered. Assuming that
the MTO of balance in structural terms is reached in
2010, the structural primary balance improves, rising
from – 0.3 % in 2005 to 2.8 % of GDP in 2010. This
would have a positive impact on the sustainability gap,
which is reduced to 1.2 % of GDP in the MTO scenario.
This shows the importance of strengthening the struc-
tural primary surplus over the medium term so as to
reduce sustainability risks.

Germany’s current level of debt is higher than 60 % of
GDP and it has been increasing in recent years. Ensuring
a reduction of debt to below the 60 % of GDP reference
value at a satisfactory pace is necessary so as to strengthen
the resilience of the public finances to adverse shocks and
to reduce the risks to public finance sustainability.

The benefit ratio in Germany is projected to decrease rel-
atively markedly, by around 20 %, in the period to 2050.
Employment rates of older workers in Germany (39 %)
are currently close to the EU average (40 %) but are pro-
jected to increase by more than on average in the EU. A
greater increase in the employment rate of older workers
than assumed in the projections would mean that the
benefit ratio would decrease less markedly, since it
would foster GDP growth and ensure that workers can
accumulate more pension rights. Furthermore, the
increase in recent years of private pension contributions
(occupational and individual) in Germany may partly
compensate for the projected decrease in the public
benefit ratio — indeed notably so if this trend continues.

The German 2006 stability programme projects that pen-
sion contributions (Beitragseinnahmen) will rise by
1.6 % of GDP between 2010 and 2050. Such an increase
would fill part of the gap that would emerge in that
period between pension expenditure and contributions,
taking also into account the abovementioned sustainabil-
ity factor. Nevertheless, a sustainability gap would
remain.

Overall assessment

The long-term budgetary impact of ageing in Germany is
close to the EU average, though with pension expend-
iture showing a somewhat more limited increase than in
many other countries, as a result of the pension reforms
already enacted. However, current pension arrangements
might come under pressure at some point if the projected
decrease in the benefit ratio were to fully materialise, and
risks to the public finances in the future cannot be
excluded. Increasing the employment rates of older
workers would improve workers’ pensions in the future
and ensure the success of the pension reforms.

The initial budgetary position constitutes a risk to sus-
tainable public finances even before the long-term
budgetary impact of ageing populations is considered.
Moreover, the current level of gross debt is above the
Treaty reference value. Consolidating the public
finances will therefore be essential to reduce risks to the
sustainability of public finances.

Overall, Germany appears to be at medium risk with
regard to the sustainability of public finances.
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Germany

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 82.5 83.1 83.4 83.5 83.3 82.7 80.7 77.7 – 4.8

Working age population (15–64) 
% of total

67.3 66.1 66.0 64.7 62.9 60.4 58.1 57.9 – 9.4

Old-age dependency ratio (65+/15–64) 26.8 30.7 31.5 34.2 38.1 44.0 50.9 51.4 24.6

Participation rate (15–64) 73.0 77.4 78.7 79.1 78.7 78.6 79.5 79.0 6.0

 — older workers (55–64) 45.9 61.7 67.9 69.5 69.0 67.4 70.7 69.2 23.3

Unemployment rate (15–64) 9.5 8.5 7.0 7.0 7.0 7.0 7.0 7.0 – 2.5

Real GDP (growth rate) 1.1 2.3 1.6 1.2 1.0 0.8 1.4 1.2 0.1

Expenditure projections  

Pensions 11.4 10.5 10.5 11.0 11.6 12.3 12.8 13.1 1.7

Healthcare 6.0 6.3 6.5 6.7 6.8 6.9 7.1 7.2 1.2

Long-term care 1.0 1.0 1.0 1.2 1.3 1.4 1.6 2.0 1.0

Education 4.0 3.6 3.3 3.2 3.2 3.3 3.3 3.2 – 0.9

Unemployment benefits 1.3 1.1 0.9 0.9 0.9 0.9 0.9 0.9 – 0.4

Total age-related expenditure 23.7 22.5 22.2 22.9 23.8 24.7 25.7 26.4 2.7

p.m. benefit ratio for public pension (1) 18.5 16.6 16.6 16.2 15.6 14.8 13.9 13.3 – 28.0

p.m. benefit ratio for old-age and early 
pension (1) 

18.5 16.6 16.6 16.2 15.6 14.8 13.9 13.3 – 28.0

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0

2005 SP/CP (2) – 3.0 – 2.9 – 1.8 – 1.5 – 1.1 MTO scenario (2010)

Commission spring 2006 forecast – 3.1 – 3.0 – 2.3 Structural balance 0

Gross debt Structural primary 2.8

2005 SP/CP 67.5 69.0 68.5 68.0 67.0 balance

Commission spring 2006 forecast 67.7 68.9 69.2

size of one-offs 0.1 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 1.5 0.2 1.7 3.5 0.7

MTO scenario – 1.7 0.1 1.7 0.1 0.0

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 1.6 2.8 4.4 0.4 4.4

MTO scenario – 1.6 2.8 1.2 0.1 4.2

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 67.7 73.5 77.1 85.4 100.4 122.9 182.6 260.7 193.0

MTO scenario 67.7 64.3 51.8 42.4 37.2 36.7 46.1 65.3 – 2.4

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.6 0.2 0.3 0.1

Higher labour productivity Total

0.0

Higher employment older workers Total

– 0.1

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.3

Higher interest rate Total –  IBP  –  LTC

0.2 0.7 – 0.5

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.1 – 0.5 – 0.2 0.3 0.3

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 
Benefit indexed

on price 

0.2 – 0.2 0.6 – 0.7
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Estonia

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Estonian economy is projected to experience a slow-
down of economic growth over the coming decades,
from 6.1 % during 2004–10 to 3 % in 2011–30 and a fur-
ther decline to 1.2 % in 2031–50, influenced by an age-
ing population and an assumed slowdown of labour pro-
ductivity growth (1). The old-age dependency ratio is
projected to rise from 24 % in 2004 to 43 % in 2050,
albeit a smaller increase than on average in the EU.

Age-related spending is projected to fall by 2.4 percent-
age points of GDP in Estonia between 2004 and 2050,
the second largest decrease in the EU. This is mainly due
to a projected fall in public expenditure on pensions by
2.5 percentage points of GDP, as a result of a compre-
hensive pension reform. The pension system consists of
a PAYG scheme and a compulsory funded defined-con-
tribution scheme, the latter enacted in 2002. The increase
in expenditure on healthcare is projected to be 1.1 per-
centage point of GDP, below the EU average and close
to that of the NMS10. An increase of 0.3 of a percentage
point of GDP is projected for expenditure on long-term
care, a lower rise than on average in the EU.

The Estonian public finances have been sound in the
recent past; with the government finances in surplus
since 2001. In 2005, a surplus of 1.6 % of GDP was
recorded, considerably better than the 0.3 % of GDP
expected in the 2005 convergence programme. As a
result of the strong fiscal position in recent years, the
debt/GDP ratio has been kept at very low levels, reach-
ing 4.8 % of GDP in 2005. The Estonian 2005 conver-
gence programme targets a balanced budget from 2007

to 2009, coinciding with the MTO set to balance in struc-
tural terms. The MTO is thus already more than attained.
According to the Commission services 2006 spring fore-
cast, a surplus of 0.8 % of GDP is expected in 2007 on
the basis of the current policies, above the programme’s
forecast of a balanced budget, suggesting that the
budgetary outcomes could be better than projected in the
programme.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Estonia
does not have a sustainability gap in the baseline scen-
ario (S2 is – 3.4 % of GDP). The long-term budgetary
impact of ageing is among the lowest in the EU, reflect-
ing a projected reduction in pension expenditure as a
share of GDP over the long term, influenced by the pen-
sion reforms enacted.

The initial budgetary position with a structural primary
surplus of 1.7 % of GDP in 2005 enables debt to be
maintained at a very low level. Assuming that the MTO
of a structural balance is reached in 2010, the structural
primary surplus becomes smaller; falling from 1.7 % of
GDP in 2005 to balance in 2010. The lower structural
primary balance in 2010 would have a negative impact
on the sustainability indicator; however, a sustainability
gap does not emerge in the MTO scenario either (S2 is
– 1.7 % of GDP).

Under current policies, the benefit ratio in Estonia is pro-
jected to decrease quite markedly, by more than 25 % in
the period to 2050, despite a relatively low level of public
pension expenditure today (2). Pressure on current pension
arrangements cannot be excluded in the long term.

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.

¥2∂ If the pensions from the private funded schemes are not considered, the
reduction in the benefit ratio is larger, of more than 50 %.
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Overall assessment

The long-term budgetary impact of ageing in Estonia is
among the lowest in the EU; influenced notably by the
projected reduction in pension expenditure as a share of
GDP over the coming decades. However, current pen-
sion arrangements may come under pressure at some
point if the decrease in the benefit ratio was to fully
materialise, and risks to the public finances in the future
cannot be excluded.

The current level of gross debt is very low in Estonia and
maintaining sound government finances, of a balanced
budget, would contribute to containing the risks to the
long-term sustainability of public finances.

Overall, Estonia appears to be at low risk with regard to
the sustainability of public finances.
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Estonia

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 1.4 1.3 1.3 1.2 1.2 1.2 1.2 1.1 – 0.2

Working age population (15–64) 
% of total

67.9 68.4 66.7 64.9 63.9 63.6 63.1 59.6 – 8.3

Old-age dependency ratio (65+/15–64) 23.2 24.1 25.5 27.7 30.0 31.9 34.7 40.3 17.1

Participation rate (15–64) 70.6 74.2 77.2 77.8 77.3 77.0 76.6 76.1 5.5

 — older workers (55–64) 57.2 58.4 62.6 64.8 64.2 65.9 66.7 63.7 6.5

Unemployment rate (15–64) 9.6 7.8 7.0 7.0 7.0 7.0 7.0 7.0 – 2.6

Real GDP (growth rate) 6.3 5.6 3.3 2.6 2.4 2.3 1.3 0.6 – 5.8

Expenditure projections  

Pensions 6.7 6.8 6.0 5.4 5.1 4.7 4.4 4.2 – 2.5

Healthcare 5.4 5.8 6.0 6.1 6.1 6.2 6.4 6.5 1.1

Long-term care 0.3 0.3 0.4 0.4 0.4 0.4 0.5 0.6 0.3

Education 5.0 3.8 3.4 3.5 3.8 3.8 3.5 3.6 – 1.3

Unemployment benefits 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0

Total age-related expenditure 17.4 16.8 15.8 15.4 15.4 15.2 14.8 15.0 – 2.5

p.m. benefit ratio for public pension (1) 10.5 11.3 10.2 9.0 8.0 7.2 6.2 5.3 – 50.0

p.m. benefit ratio for old-age and early 
pension (1) 

11.7 12.6 11.4 10.0 8.8 7.9 6.8 5.7 – 51.6

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0

2005 SP/CP (2) 0.4 0.3 0.2 0.1 0 MTO scenario (2010)

Commission spring 2006 forecast 1.5 1.1 0.5 Structural balance 0

Gross debt Structural primary 0

2005 SP/CP 4.6 4.4 3.3 3.0 2.8 balance

Commission spring 2006 forecast 4.8 3.6 3.0

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 1.7 – 1.2 – 1.5 – 4.4 – 0.7

MTO scenario 0.0 – 1.1 – 1.5 – 2.6 – 0.4

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 1.8 – 1.7 – 3.4 – 0.3 – 1.0

MTO scenario 0.0 – 1.7 – 1.7 – 0.1 – 1.0

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 4.8 – 3.4 – 14.9 – 30.0 – 46.4 – 64.2 – 110.9 – 177.8 – 182.6

MTO scenario 4.8 0.5 – 3.0 – 9.7 – 17.1 – 25.4 – 48.6 – 82.1 – 86.9

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.3 0.1 0.1 0.0

Higher labour productivity Total

– 0.2

Higher employment older workers Total

– 0.4

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

0.0 0.0

Higher interest rate Total –  IBP  –  LTC

0.0 0.0 0.1

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.2 – 0.7 – 0.5 0.3 – 0.3

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.2
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Ireland

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Irish economy is projected to experience a slowdown of
economic growth over the coming decades, from 5.5 %
during 2004–10 to 3.3 % in 2011–30 and a further
decline to 1.6 % in 2031–50, influenced by an ageing
population and an assumed slowdown of labour product-
ivity growth (1). The old-age dependency ratio is pro-
jected to rise from 16 % in 2004 to 45 % in 2050, a
higher rise than on average in the EU.

The projected increase in age-related spending is well
above the average of the EU, rising by 7.8 percentage
points of GDP between 2004 and 2050. Most of the pro-
jected increase during this period is due to the high
increase in pension expenditures, of 6.4 percentage
points of GDP. The increase in expenditure on health-
care is projected to be 2 percentage points of GDP higher
than on average in the EU, while on long-term care a rise
of 0.6 of a percentage point of GDP is projected, coincid-
ing with the EU average.

Irish public finances have been sound in the recent past
and in 2005 a surplus of 1.0 % of GDP was noted, better
than the 0.3 % of GDP expected in the stability pro-
gramme. This has enabled a reduction of the debt/GDP
ratio, which has fallen by almost 8 % of GDP in four
years, to reach 27.6 % of GDP in 2005, and accumula-
tion of assets in the national pension reserve fund. The
Irish 2005 stability programme aims for a deficit of
0.8 % of GDP in 2008. The MTO set in the stability pro-
gramme to close-to-balance in structural terms and the
Irish authorities plan to maintain a structural position
that satisfies the MTO throughout the programme

period. The structural balance was estimated in the Com-
mission services spring 2006 forecast as a surplus of
1.9 % of GDP in 2005. Attaining the MTO in 2010 thus
implies a weakening of the fiscal position of almost
2 percentage points of GDP. According to spring fore-
cast, a deficit of 0.4 % of GDP is expected in 2007 on the
basis of the current policies, slightly stronger than the
programme’s forecast of 0.8 %, suggesting that budget-
ary outcomes could be better than projected in the pro-
gramme. However, it should also be noted that the
medium-term budgetary projections could be vulnerable
if the downside macroeconomic risks, notably stemming
from a downturn in the housing sector, were to be real-
ised.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Ireland
has a sustainability gap of 2.9 % of GDP in the baseline
scenario. The long-term budgetary impact of ageing is
significantly above the EU average, reflecting notably a
relatively high increase in pension expenditure as a share
of GDP over the long term, influenced in part by the
maturing of the pension system.

The initial budgetary position, with a high structural pri-
mary balance of 3.1 % of GDP in 2005, contributes to
reducing debt. Assuming that the MTO of balance in
structural terms is reached in 2010, the structural pri-
mary balance becomes smaller, falling from 3.1 % in
2005 to 0.8 % of GDP in 2010. Such a reduction in the
structural primary balance of more than 2 % of GDP
would have a negative impact on the sustainability gap,
the gap rising to 5.3 % of GDP in the MTO scenario.
This shows that maintaining a high structural primary
surplus over the medium term is key to reducing risks to
the long-term sustainability of public finances

In addition to the continued accumulation of assets in
public pension schemes, pension policy is currently
under review in Ireland. The Pensions Board recently

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10.
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launched the national pensions review, covering overall
pension arrangements (1). The review raised a number of
issues, including that a significant increase is predicted
in the annual costs of social welfare retirement pensions
and public service pensions and that supplementary pen-
sion coverage is currently insufficient and a cause for
concern. Against that background, and in the context of
the forthcoming planned social partnership agreement,
the government has committed itself to the early publi-
cation of a Green Paper on pensions policy and to
develop a framework for ‘comprehensively addressing
the pensions agenda over the longer-term’ (2).

It should be noted that the Irish authorities project a
higher increase in healthcare expenditures over the long
term compared to the reference scenario, by about 1 % of

GDP, suggesting that the budgetary cost of ageing could
be even higher.

Overall assessment

The long-term budgetary impact of ageing in Ireland is
well above the EU average, as a result of a relatively high
increase in pension expenditure as a share of GDP over
the coming decades, influenced in part by the maturing
of the pension system.

The initial budgetary position with a high primary sur-
plus contributes to ease the projected long-term budget-
ary impact of ageing populations, but is not sufficient to
fully cover the substantial increase in expenditure due to
the ageing of the population. Maintaining high primary
surpluses over the medium term and implementing
measures aimed at curbing the significant increase in
age-related expenditures would be key to reducing risks
to the sustainability of public finances. 

Overall, Ireland appears to be at medium risk with regard
to the sustainability of public finances.

¥1∂ The Pensions Board is a statutory body set up to monitor and supervise
operation of the Pensions Act (1990). The Board also advises the Minister
for Social and Family Affairs on pension matters generally. See ‘The
national pensions review’, report by the Pensions Board, October 2005
(http://www.pensionsboard.ie).

¥2∂ See ‘Towards towards 2016, 10-year framework social partnership agree-
ment 2006–2015’ (http://www.taoiseach.gov.ie/index.asp?locID=181&
docID=2755).
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Ireland

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 4.0 4.3 4.6 4.8 4.9 5.1 5.3 5.5 1.4

Working age population (15–64) 
% of total

68.0 67.3 66.0 65.4 65.3 64.8 61.7 57.8 – 10.1

Old-age dependency ratio (65+/15–64) 16.4 17.5 20.0 22.5 25.2 28.3 36.0 45.2 28.8

Participation rate (15–64) 69.7 73.4 75.1 75.7 76.1 76.7 77.1 77.2 7.4

 — older workers (55–64) 51.0 56.3 61.6 65.4 67.5 69.3 69.8 69.5 18.5

Unemployment rate (15–64) 4.3 3.4 3.4 3.4 3.4 3.4 3.4 3.4 – 0.9

Real GDP (growth rate) 6.1 5.2 4.0 2.9 2.6 2.1 1.4 1.6 – 4.5

Expenditure projections  

Pensions 4.7 5.2 5.9 6.5 7.2 7.9 9.3 11.1 6.4

Healthcare 5.3 5.5 5.7 5.9 6.2 6.4 6.9 7.3 2.0

Long-term care 0.6 0.6 0.6 0.6 0.6 0.7 0.9 1.2 0.6

Education 4.1 3.5 3.5 3.4 3.4 3.2 3.0 3.1 – 1.0

Unemployment benefits 0.7 0.6 0.6 0.6 0.6 0.6 0.6 0.6 – 0.2

Total age-related expenditure 15.5 15.4 16.3 17.1 18.0 18.8 20.7 23.3 7.8

p.m. benefit ratio for public pension (1) 14.3 14.9 15.9 16.2 16.6 16.5 16.1 15.7 9.7

p.m. benefit ratio for old-age and early 
pension (1) 

16.3 17.1 18.2 18.3 18.5 18.2 17.3 16.5 1.2

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP ≈ 0.0

2005 SP/CP (2) 1.1 0.1 0.1 0.1 MTO scenario (2010)

Commission spring 2006 forecast 1.9 1 0.8 Structural balance 0.0

Gross debt Structural primary 0.8

2005 SP/CP 28 28.0 28.2 28.3 balance

Commission spring 2006 forecast 27.6 27.2 27.0

size of one-offs – 0.3 0.1 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 3.1 – 1.2 3.5 – 0.8 – 0.1

MTO scenario – 0.7 – 1.0 3.5 1.7 0.3

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 3.1 6.0 2.9 0.2 5.5

MTO scenario – 0.7 6.0 5.3 0.3 5.6

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 27.6 9.9 – 3.6 – 12.3 – 16.8 – 17.5 – 6.6 30.8 3.2

MTO scenario 27.6 17.4 14.7 17.2 24.7 37.2 80.0 157.5 129.9

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.5 0.2 0.2 0.1

Higher labour productivity Total

0.0

Higher employment older workers Total

– 0.1

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.3

Higher interest rate Total –  IBP  –  LTC

– 0.9 0.0 – 0.9

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.7 – 0.4 0.4 0.2

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.3
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Greece

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Greek economy is projected to experience a slowdown
of economic growth over the coming decades, from
2.9 % during 2004–10 to 1.6 % in 2011–30 and a further
decline to 0.8 % in 2031–50, influenced by an ageing
population (1). The old-age dependency ratio is projected
to increase from 26 % in 2004 to 60 % in 2050, a higher
rise than on average in the EU.

The projected increase in age-related spending in Greece
is not comparable with the other Member States, since
projections for pension expenditure are not available in
the Ageing Report. The latest available projections
included in the 2002 Greek stability programme showed
a very considerable increase of 10.2 percentage points of
GDP from 2005 up to 2050. The increase in expenditure
on healthcare is projected to be 1.6 percentage points of
GDP from 2005 up to 2050, close to the EU average. No
projections of long-term care expenditure are available.

Greece has been placed in the excessive deficit proced-
ure and is required to bring the deficit below 3 % of GDP
by 2006 at the latest. The deficit was 4.5 % in 2005, after
having been above 3 % for many years. As a result of the
weak fiscal position in recent years, the debt/GDP ratio
has remained very high and was 107.5 % of GDP in
2005, well above the Treaty reference value (2). The
Greek 2005 stability programme projects a gradual
strengthening of the public finances over the medium
term, aiming at reducing the deficit to 1.7 % of GDP in
2008. The adjustment towards the MTO set in the stabil-

ity programme at balance in structural terms is
expected to be achieved beyond the programme period.
According to the Commission services 2006 spring
forecast a deficit of 3.6 % of GDP is expected in 2007
based on a no-policy-change scenario, well above the
programme’s forecast of 2.3 % of GDP, suggesting that
budgetary outcomes could be significantly worse than
expected.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, even
without including projected expenditure on pensions,
which in all likelihood significantly underestimates the
sustainability gap, Greece has a gap of 3 % of GDP in the
baseline scenario. This is due to the weak initial budget-
ary position with a structural primary balance of – 0.3 %
of GDP in 2005 that constitutes a risk to sustainable pub-
lic finances even before considering the long-term
budgetary impact of ageing. Assuming that the MTO of
balance in structural terms is reached in 2010, the struc-
tural primary balance improves; rising from – 0.3 % in
2005 to 4.3 % of GDP in 2010. The higher structural pri-
mary balance in 2010 would have a positive impact on
the sustainability gap. However, given that the latest
available pension projections point to an increase of
more than 10 percentage points of GDP up to 2050, a
significant sustainability gap is likely to remain.

The current level of debt is very high in Greece, at
107.5 % of GDP in 2005. Ensuring a reduction of the
very high debt to below the 60 % of GDP reference value
at a satisfactory pace is necessary so as to strengthen the
resilience of the public finances to adverse shocks and to
reduce risks to public finance sustainability.

Overall assessment

The long-term budgetary impact of ageing in Greece is
uncertain as common long-term projections of pension
expenditure are not available. However, it is likely to

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.

¥2∂ Despite the recent improvement in the statistical processes, a number of
issues remain pending related to the Greek government accounts (see
Eurostat, 2006c).
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be well above the EU average. According to the latest
available information from the 2002 updated Greek sta-
bility programme, a significant increase in pension
expenditure as a share of GDP is projected over the
long term.

The initial budgetary position is weak and constitutes a
risk to sustainable public finances even before consider-
ing the long-term budgetary impact of an ageing popula-
tion. Moreover, the current level of gross debt is well

above the Treaty reference value and reducing it requires
achieving high primary surpluses for a long period of
time. Consolidating the public finances as currently
planned together with reform measures aimed at contain-
ing the likely significant increase in age-related expend-
itures would be key in view of reducing risks to the sus-
tainability of public finances.

Overall, Greece appears to be at high risk with regard to
the sustainability of public finances.
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Greece

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 11.0 11.3 11.4 11.4 11.4 11.3 11.1 10.7 – 0.3

Working age population (15–64) 
% of total

67.7 67.1 65.8 64.8 63.8 62.7 58.4 54.7 – 12.9

Old-age dependency ratio (65+/15–64) 26.4 28.0 30.3 32.7 35.8 39.5 50.7 60.4 34.0

Participation rate (15–64) 66.0 68.6 69.9 70.2 69.8 69.2 69.0 70.0 3.9

 — older workers (55–64) 44.0 45.6 48.6 50.8 52.6 53.3 53.8 53.7 9.7

Unemployment rate (15–64) 9.3 8.6 7.0 7.0 7.0 7.0 7.0 7.0 – 2.3

Real GDP (growth rate) 3.7 2.2 1.9 1.5 1.2 1.0 0.7 1.1 – 2.6

Expenditure projections  

Pensions NA NA NA NA NA NA NA NA NA

Healthcare 5.1 5.4 5.5 5.6 5.7 5.9 6.5 6.8 1.7

Long-term care NA NA NA NA NA NA NA NA NA

Education 3.5 3.1 2.9 2.9 3.0 3.0 3.0 3.1 – 0.4

Unemployment benefits 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.2 – 0.1

Total age-related expenditure 8.9 8.7 8.7 8.7 8.9 9.1 9.7 10.2 1.2

p.m. benefit ratio for public pension (1) NA NA NA NA NA NA NA NA NA

p.m. benefit ratio for old-age and early 
pension (1) 

NA NA NA NA NA NA NA NA NA

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0.0

2005 SP/CP (2) – 4.8 – 3.7 – 2.8 – 2.4 MTO scenario (2010)

Commission spring 2006 forecast – 5.3 – 4.4 – 4.4 Structural balance 0.0

Gross debt Structural primary 4.3

2005 SP/CP 107.9 104.8 101.1 96.8 balance

Commission spring 2006 forecast 107.5 105.0 102.1

size of one-offs – 0.2 – 0.5 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 2.1 0.8 0.4 3.2 0.6

MTO scenario – 2.8 0.5 0.4 – 1.9 – 0.4

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 2.2 0.9 3.0 0.3 2.8

MTO scenario – 2.7 0.9 – 1.8 – 0.2 2.5

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 107.5 105.8 111.3 119.5 131.4 147.3 193.6 255.5 148.0

MTO scenario 107.5 89.7 71.1 53.2 35.7 18.2 – 17.7 – 56.0 – 163.5

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.2 NA 0.2 0.0

Higher labour productivity Total

NA

Higher employment older workers Total

NA

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

NA NA

Higher interest rate Total –  IBP  –  LTC

0.8 1.0 – 0.2

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.4 – 0.2 0.2 0.6

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

NA NA NA
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Spain

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Spanish economy is projected to experience a slowdown
of economic growth over the coming decades, from 3 %
during 2004–10 to 2 % in 2011–30, and to 0.6 % in
2031–50. This is partly due to the ageing of the popula-
tion: Spain’s old-age dependency ratio is projected to
rise from 25 % in 2004 to 66 % in 2050, the highest
increase in the EU (1).

The projected increase in age-related spending in Spain
is considerably higher than on average in the EU, rising
by 8.5 percentage points of GDP between 2004 and
2050. Expenditure on pensions is projected to increase
by a relatively large amount in Spain: 7.1 percentage
points of GDP, while healthcare expenditure is also pro-
jected to increase by 2.2 percentage points of GDP, more
than on average in the EU. However, expenditure on
long-term care is projected to increase by only 0.2 of a
percentage point of GDP, less than the EU average.

The Spanish public finances have been relatively sound
in the recent past; in 2005 a surplus of 1.1 % of GDP was
recorded, following a close-to-balance position in the
previous two years. As a result, the debt/GDP ratio has
been reduced by more than 10 percentage points of GDP
in four years, to 43.1 % in 2005. The Spanish 2005 sta-
bility programme projects continued surpluses over the
medium term, though gradually reducing to 0.6 % of
GDP in 2008. The programme projects a continued rapid
reduction of the debt ratio by 8 percentage points of GDP
over the programme period, to less than 36 % of GDP in
2008. The structural balance projected in the programme
meets the MTO, set in the stability programme at bal-

ance in structural terms of GDP, for each year in the pro-
gramme period up to 2008. According to the Commis-
sion services 2006 spring forecast a surplus of 0.4 % of
GDP is expected in 2007 on the basis of the current pol-
icies, slightly below the programme’s forecast of 0.7 %,
suggesting that budgetary outcomes could be close to the
projections in the programme.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Spain
has a sustainability gap of 3.2 % of GDP in the baseline
scenario. The long-term budgetary impact of ageing is
significantly above the EU average, owing in particular
to a relatively high increase in pension expenditure as a
share of GDP over the long term.

The initial budgetary position, with a currently high
structural primary balance of 3.1 % of GDP in 2005, has
contributed to a rapid reduction of debt, which will on
current policies continue over the medium term. There-
fore, assuming that the MTO of balance in structural
terms is reached in 2010, the structural primary balance
becomes smaller, falling from 3.1 % in 2005 to 1.2 % of
GDP in 2010 since interest expenditure on debt falls over
the medium term. The lower structural primary balance
in 2010 of almost 2 % of GDP would have a negative
impact on the sustainability gap, which rises to 5.2 % of
GDP in the MTO scenario. It should be noted that the
stability programme projects a surplus in the government
finances of 0.6 % of GDP, and 0.9 % in structural terms,
in 2008. The assumption that the MTO is achieved in
2010 therefore implies that the structural budgetary pos-
ition will be reduced by almost 1 % of GDP between
2008 and 2010. In addition, a lower primary surplus has
a greater impact than a lower level of debt. This shows
that maintaining a high structural primary surplus over
the medium term is vital to reduce risks to the long-term
sustainability of public finances.

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10.
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Pension policy is currently under review in Spain, and the
government proposed a reform package in July 2006 (1).
The main points of the proposed reform are: (i) increasing
the contribution period; (ii) raising the partial retirement
age; (iii) discouraging early retirement; (iv) strengthening
incentives to extend working life; (v) extending the
widow’s pension to cohabiting couples; (vi) adapting the
list of occupational illnesses to prevent misuse.

Overall assessment

The long-term budgetary impact of ageing in Spain is
significantly higher than the EU average, influenced

notably by a considerable increase in pension expend-
iture as a share of GDP over the coming decades.

The initial budgetary position with a high primary sur-
plus will ease the projected long-term budgetary impact
of ageing populations but is not sufficient to cover the
substantial increase in expenditure in its entirety. There-
fore, it is important to implement the measures within
the announced social welfare reform package aimed at
containing the significant budgetary impact of ageing,
notably those concerning pensions, in order to reduce the
risks to the sustainability of public finances.

Overall, Spain appears to be at medium risk with regard
to the sustainability of public finances.

¥1∂ An agreement between the government and the social agents has been
reached on the reform proposal in July 2006. 
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Spain

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 42.3 44.6 45.3 45.6 45.6 45.4 44.7 43.0 0.6

Working age population (15–64) 
% of total

68.6 67.9 66.6 66.0 65.3 63.8 58.1 53.4 – 15.2

Old-age dependency ratio (65+/15–64) 24.6 25.3 27.5 29.8 33.2 38.2 52.5 65.6 41.0

Participation rate (15–64) 68.6 72.7 74.8 75.5 75.6 75.6 75.7 76.8 8.2

 — older workers (55–64) 44.4 47.9 52.4 57.8 60.9 63.3 63.5 63.9 19.5

Unemployment rate (15–64) 10.8 8.7 7.0 7.0 7.0 7.0 7.0 7.0 – 3.8

Real GDP (growth rate) 3.1 2.8 2.4 2.0 1.5 1.0 0.4 1.0 – 2.1

Expenditure projections  

Pensions 8.6 8.9 8.8 9.3 10.4 11.8 15.2 15.7 7.1

Healthcare 6.1 6.3 6.5 6.7 7.0 7.3 7.9 8.3 2.2

Long-term care 0.5 0.5 0.5 0.5 0.5 0.5 0.6 0.8 0.2

Education 3.7 3.2 3.1 3.2 3.1 3.0 2.9 3.1 – 0.6

Unemployment benefits 1.1 0.9 0.7 0.7 0.7 0.7 0.7 0.7 – 0.4

Total age-related expenditure 20.1 19.7 19.6 20.4 21.7 23.4 27.3 28.6 8.5

p.m. benefit ratio for public pension (1) 17.2 19.6 19.1 18.9 19.0 19.1 18.8 17.1 – 0.4

p.m. benefit ratio for old-age and early 
pension (1) 

19.6 22.0 20.7 20.2 20.4 20.5 20.5 18.6 – 4.9

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0.0

2005 SP/CP (2) 1.2 1.2 1.2 0.9 MTO scenario (2010)

Commission spring 2006 forecast 1.3 1.3 1 Structural balance 0.0

Gross debt Structural primary 1.2

2005 SP/CP 43.1 40.3 38 36.0 balance

Commission spring 2006 forecast 43.2 40.0 37.9

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 2.7 – 0.6 3.5 0.2 0.0

MTO scenario – 0.8 – 0.5 3.5 2.2 0.4

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 2.7 5.9 3.2 0.3 6.4

MTO scenario – 0.7 5.9 5.2 0.5 6.5

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)

Baseline scenario 43.2 25.3 9.4 – 4.5 – 13.7 – 15.9 7.8 72.3 29.1

MTO scenario 43.2 30.4 23.9 20.2 22.2 33.0 90.4 197.5 154.3

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.2 0.0 0.2 0.0

Higher labour productivity Total

– 0.6

Higher employment older workers Total

– 0.1

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.2

Higher interest rate Total –  IBP  –  LTC

– 0.8 0.2 – 1.0

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.5 – 0.3 0.3 0.4

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.0 0.0 0.6
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France

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
French economy is projected to experience a slowdown
of economic growth over the coming decades, from
2.2 % during 2004–10 to 1.8 % in 2011–30, and to 1.6 %
in 2031–50. This is partly due to the ageing of the popu-
lation (1). The old-age dependency ratio is projected to
rise from 25 % in 2004 to 46 % in 2050, which is a
smaller rise than on average in the EU.

The projected increase in age-related spending in France
is also slightly below the EU average, rising by 3.2 per-
centage points of GDP between 2004 and 2050. The
increase in expenditure on pensions is projected to be
relatively limited in France, at 2 percentage points of
GDP, due to large-scale reforms already enacted in the
past: in 1993 for private-sector employees and in 2003
mainly for public-sector employees though to a lesser
degree also for private-sector employees. Despite the
positive effects of the 2004 health reform, the increase in
expenditure on healthcare is still projected to be 2 per-
centage points of GDP, slightly higher than the EU aver-
age, influenced by relatively high expenditure on health-
care at present compared to the EU average. An increase
of 0.2 of a percentage point of GDP is projected for
expenditure on long-term care, a lower rise than on aver-
age in the EU.

France, having been placed in the excessive deficit pro-
cedure, was required to bring the deficit below 3 % of
GDP by 2005. After having been above 3 % since 2002,
the deficit was reduced to 2.9 % of GDP in 2005 despite
the economic slowdown, but the reduction was achieved
mainly by one-off measures (notably by means of the

exceptional payments linked to the inclusion of the spe-
cific electricity and gas companies’ pension schemes in
the general regime, which amounted to 0.5 % of GDP).
As a result of the weak fiscal position in recent years, the
debt/GDP ratio rose by around 10 percentage points of
GDP in four years to reach 66.8 % of GDP in 2005,
above the Treaty reference value. The French 2005 sta-
bility programme projects a gradual strengthening of the
public finances over the medium term, with the aim of
reducing the deficit to 1 % of GDP in 2009. The MTO
set in the stability programme at balance in structural
terms is expected to be achieved after the end of the pro-
gramme period, by 2010. The programme deficit targets
of 2.9 % of GDP in 2006 and 2.6 % in 2007 were
updated at the time of the budget preparatory debate that
took place in June 2006 to 2.8 % of GDP in 2006 and
2.5 % in 2007. According to the Commission services
2006 spring forecast, on the basis of the current policies,
deficits of 3.0 % of GDP in 2006 and 3.1 % in 2007 are
expected, i.e. worse budgetary outcomes than targeted in
the stability programme.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, France
has a sustainability gap of 4.0 % of GDP in the baseline
scenario. The long-term budgetary impact of ageing is
slightly lower than the EU average, as a result of the pen-
sion reforms already enacted.

The initial budgetary position with a structural primary
balance of – 0.5 % of GDP in 2005 constitutes a risk to
sustainable public finances even before the long-term
budgetary impact of ageing is considered. However,
assuming that the MTO of balance in structural terms is
reached in 2010, the structural primary balance
improves, rising from – 0.5 % in 2005 to 2.5 % of GDP
in 2010. This would have a considerable positive impact
on the sustainability gap, reducing it to 0.9 % of GDP in
the MTO scenario. This shows the importance of

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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strengthening the structural primary surplus over the
medium term to reduce sustainability risks.

The current level of debt is higher than 60 % of GDP and
has been increasing in recent years. Ensuring a reduction
of debt to below the 60 % of GDP reference value at a sat-
isfactory pace is necessary to strengthen the resilience of
the public finances to adverse shocks and to reduce risks
to public finance sustainability. The authorities commit-
ted, in their budget preparatory debate documents, to
reduce the debt/GDP ratio by 2 percentage points in 2006
after the worse than expected outcome in 2005.

The benefit ratio in France is projected to decrease rela-
tively markedly, by around 20 %, in the period to 2050.
Employment rates of older workers are currently lower
in France (36 %) than on average in the EU (43 %) and,
while assumed to rise, are projected to remain below the
EU average up to 2050. A greater increase in the
employment rate of older workers than assumed in the
projections would mean that the benefit ratio would
decrease less markedly, as it would foster GDP growth
and ensure that workers can accumulate enough pension
rights to limit the decrease in the benefit ratio, which
would reduce the risks of possible pressures on public
finances emerging in the future.

As underlined by the 2005/06 update of the stability pro-
gramme, the increase in contribution years necessary to
be entitled to a full pension, which is based on an auto-
matic rule meant to keep the ratio between the number of
contribution years and the number of years in pension

constant up to 2020, is still subject to review after the
opinion of an independent commission in 2008 is put
forward. It is therefore not clear at this stage if there will
be any modification to the current increase in the contri-
bution period and, if there is, whether it will strengthen
or soften eligibility criteria for a full pension.

Overall assessment

The long-term budgetary impact of ageing in France is
slightly lower than the EU average, with pension
expenditure showing a somewhat more limited increase
than in many other countries, as a result of the pension
reforms enacted in 1993 and 2003. However, current
pension arrangements might come under pressure at
some point if the projected decrease in the benefit ratio
were to fully materialise, and risks to the public finances
in the future cannot be excluded. Increasing the employ-
ment rates of older workers would improve workers’
pensions in the future and ensure the success of the pen-
sion reforms.

The initial budgetary position constitutes a risk to sus-
tainable public finances even before the long-term
budgetary impact of an ageing population is considered.
Moreover, the current level of gross debt is above the
Treaty reference value. Consolidating the public
finances will therefore be essential to reduce risks to the
sustainability of public finances.

Overall, France appears to be at medium risk with regard
to the sustainability of public finances.
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France

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 59.9 61.5 62.6 63.5 64.3 64.9 65.6 65.1 5.2

Working age population (15–64) 
% of total

65.1 65.0 63.5 62.3 61.0 59.6 57.5 57.5 – 7.6

Old-age dependency ratio (65+/15–64) 25.2 25.8 29.4 33.0 36.5 40.2 45.9 46.4 21.2

Participation rate (15–64) 69.6 70.2 71.1 71.1 71.7 72.5 73.4 73.1 3.5

 — older workers (55–64) 40.2 43.8 46.5 48.5 50.5 53.4 54.9 54.1 13.9

Unemployment rate (15–64) 9.3 8.3 7.0 7.0 7.0 7.0 7.0 7.0 – 2.3

Real GDP (growth rate) 2.1 2.4 1.7 1.6 1.8 1.6 1.6 1.6 – 0.5

Expenditure projections  

Pensions 12.8 12.9 13.2 13.7 14.0 14.3 15.0 14.8 2.0

Healthcare 7.7 8.0 8.2 8.4 8.6 8.9 9.3 9.5 1.8

Long-term care 0.3 0.3 0.3 0.3 0.3 0.4 0.5 0.5 0.2

Education 5.0 4.7 4.6 4.6 4.6 4.5 4.5 4.5 – 0.5

Unemployment benefits 1.2 1.1 0.9 0.9 0.9 0.9 0.9 0.9 – 0.3

Total age-related expenditure 26.9 27.0 27.2 27.9 28.4 29.0 30.1 30.1 3.2

p.m. benefit ratio for public pension (1) 24.4 24.1 23.0 22.0 21.1 20.3 19.3 18.9 – 22.5

p.m. benefit ratio for old-age and early 
pension (1) 

24.4 24.1 23.1 22.0 21.1 20.3 19.3 18.9 – 22.5

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0.0

2005 SP/CP (2) – 3.3 – 2.9 – 2.3 – 1.5 – 0.6 MTO scenario (2010)

Commission spring 2006 forecast – 3.1 – 2.7 – 2.5 Structural balance 0.0

Gross debt Structural primary 2.5

2005 SP/CP 65.8 66.0 65.6 64.6 62.8 balance

Commission spring 2006 forecast 66.8 66.9 67.0

size of one-offs 0.6 0.2 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 1.3 0.1 1.8 3.2 0.6

MTO scenario – 1.8 – 0.1 1.8 0.0 0.0

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 1.4 2.6 4.0 0.3 3.4

MTO scenario – 1.7 2.6 0.9 0.1 3.2

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 66.8 69.9 76.0 87.1 102.0 120.4 173.5 238.6 171.8

MTO scenario 66.8 60.0 50.6 44.8 41.8 41.1 50.7 66.1 – 0.7

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.7 0.4 0.2 0.0

Higher labour productivity Total

– 0.3

Higher employment older workers Total

– 0.4

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.2 – 0.3

Higher interest rate Total –  IBP  –  LTC

0.3 0.6 – 0.3

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.6 – 0.3 0.4 0.5

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.4
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Italy

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Italian economy is projected to experience a slowdown
of economic growth over the coming decades, from
1.9 % during 2004–10 to 1.5 % in 2011–30, and to 0.9 %
in 2031–50. This is partly due to the ageing of the popu-
lation (1), with the old-age dependency ratio projected to
rise from 29 % in 2004 to 62 % in 2050, a significantly
higher rise than on average in the EU.

The projected increase in age-related spending in Italy is
below the average of the EU, rising by 1.7 percentage
points of GDP between 2004 and 2050. The increase in
expenditure on pensions is also projected to be limited,
rising by only 0.4 of a percentage point of GDP, due to
large reforms enacted in the past, including the reform
approved in 2004. This reform sharply tightens eligibil-
ity conditions for early pensions as from 2008. But the
projections hinge upon the implementation of the
planned periodical actuarial updates which adjust pen-
sion entitlements to life expectancy, the first of which
was due in 2005, but was postponed. The increase in
healthcare expenditure is projected to be 1.3 percentage
points of GDP, lower than on average in the EU, while
for long-term care an increase of 0.4 of a percentage
point of GDP is projected, close to the EU average.

Italy has been placed in excessive deficit procedure and
is required to bring the deficit below 3 % of GDP by
2007. The deficit has been above 3 % since 2003 and in
2005 was 4.1 % of GDP. As a result of a shrinking pri-
mary surplus in recent years, the debt/GDP ratio started
rising again in 2005 after a 10-year decline, to 106.4 %
of GDP, and is projected to rise further in 2006 and, in

the no-policy-change scenario, in 2007. The Italian 2005
stability programme plans a gradual strengthening of the
public finances over the medium term, with the aim of
reducing the deficit to 1.5 % of GDP in 2009. The pro-
gramme expects the adjustment towards the MTO set in
the stability programme at balance in structural terms to
be completed after the end of the programme period.
However, according to the Commission services 2006
spring forecast a deficit of 4.5 % of GDP is expected in
2007 on the basis of the current policies, below the pro-
gramme’s target of 2.8 %, suggesting that a significant
additional correction would be needed to meet this target.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Italy
has a sustainability gap of 3.1 % of GDP in the baseline
scenario. The long-term budgetary impact of ageing is
lower than the EU average, as a result of pension reforms
already enacted that limit the increase in pension
expenditure as a share of GDP.

The initial budgetary position with a structural primary
balance of 0.6 % of GDP in 2005 constitutes a risk to sus-
tainable public finances even before the long-term budge-
tary impact of ageing is considered. Assuming that the
MTO of balance in structural terms is reached in 2010, the
structural primary balance improves, rising from 0.6 % in
2005 to 4.5 % of GDP in 2010. This would have a consid-
erable positive impact on the sustainability gap, eliminat-
ing it altogether in the MTO scenario (– 1.1 % of GDP).
This shows the importance of strengthening the structural
primary surplus over the medium term so as to reduce sus-
tainability risks.

Moreover, the current level of debt is very high, above
100 % of GDP. Ensuring a reduction of debt to below the
60 % of GDP reference value at a satisfactory pace is
necessary so as to strengthen the resilience of the public
finances to adverse shocks and to reduce risks to public
finance sustainability. An increase of the discount rate

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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by just 1 percentage point would increase the sustain-
ability gap by as much as 0.8 % of GDP, due to the very
high level of debt and accompanying high-debt servicing
costs.

Data on pension expenditure incorporate the impact of
the reform approved in July 2004. Pension expenditure
is projected to be below the pre-reform scenario by
0.6–0.7 % of GDP for the next 30 years. The reform
sharply tightens eligibility conditions for early pensions
from 2008 onwards, introducing differentiated treatment
of workers in contiguous age groups. Discussions are
ongoing on how to distribute the increase in the retire-
ment age more evenly, and on possibly bringing it for-
ward in the light of the need to consolidate public
finances.

The benefit ratio in Italy is projected to decrease rela-
tively markedly, by around 30 % in the period to 2050,
despite a large increase in the employment rate of older
workers. Although employment rates of older workers
are currently lower in Italy (29 %) than on average in the
EU (40 %) the gap is projected to narrow in the future. A
greater increase in the employment rate of older workers
than assumed in the projections would mean that the
benefit ratio would decrease less markedly, since it
would foster GDP growth and ensure that workers can
accumulate enough pension rights to limit the decrease
in the benefit ratio and hence reduce the risks of possible
pressures on public expenditure emerging in the future.
A measure establishing a second pillar pension scheme
for private-sector workers was approved in November

2005, but its implementation has been delayed until
2008. The measure involves the transfer of the end of
service allowance (trattamento di fine rapporto (TFR))
to occupational pension schemes.

Overall assessment

The long-term budgetary impact of ageing in Italy is
lower than the EU average, with pension expenditure
showing a more limited increase than on average in the
EU, thanks to the pension reforms enacted, assuming
they are fully implemented, notably the planned period-
ical actuarial adjustment in line with life expectancy.
However, current pension arrangements might come
under pressure at some point if the projected decrease in
the benefit ratio were to fully materialise, and risks to the
public finances in the future cannot be excluded. Increas-
ing the employment rates of older workers would
improve workers’ pensions in the future and ensure the
success of the pension reforms.

The initial budgetary position constitutes a risk to sus-
tainable public finances even before the long-term
budgetary impact of an ageing population is considered.
Moreover, the current level of gross debt is well above
the Treaty reference value and reducing it — and risks to
the sustainability of public finances — will require high
primary surpluses to be achieved and maintained over a
long period.

Overall, Italy appears to be at medium risk with regard
to the sustainability of public finances.
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Italy

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 57.9 58.5 58.6 58.4 58.0 57.5 56.1 53.8 – 4.1

Working age population (15–64) 
% of total

66.6 65.5 64.3 63.8 63.0 61.1 56.1 54.6 – 12.0

Old-age dependency ratio (65+/15–64) 28.9 31.4 34.2 36.4 39.2 44.4 57.6 62.2 33.3

Participation rate (15–64) 62.6 65.8 67.4 68.1 68.0 68.6 69.7 70.2 7.6

 — older workers (55–64) 31.2 36.8 41.7 47.4 50.0 53.2 54.2 55.3 24.1

Unemployment rate (15–64) 8.4 7.3 6.5 6.5 6.5 6.5 6.5 6.5 – 1.9

Real GDP (growth rate) 1.9 1.9 1.8 1.5 1.2 0.9 0.8 1.2 – 0.7

Expenditure projections  

Pensions 14.2 14.0 13.8 14.0 14.4 15.0 15.9 14.7 0.4

Healthcare 5.8 6.0 6.1 6.3 6.5 6.7 7.0 7.1 1.3

Long-term care 1.5 1.5 1.5 1.6 1.6 1.7 1.9 2.2 0.7

Education 4.3 3.9 3.8 3.7 3.6 3.5 3.6 3.7 – 0.6

Unemployment benefits 0.4 0.4 0.3 0.3 0.3 0.3 0.3 0.3 – 0.1

Total age-related expenditure 26.2 25.7 25.6 25.9 26.4 27.3 28.7 28.0 1.7

p.m. benefit ratio for public pension (1) 20.0 20.8 20.4 19.8 18.8 17.7 15.7 14.0 – 29.9

p.m. benefit ratio for old-age and early 
pension (1) 

20.2 21.2 20.8 20.2 19.1 18.0 15.9 14.1 – 30.1

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0.0

2005 SP/CP (2) – 4.0 – 3.2 – 2.3 – 1.7 – 1.2 MTO scenario (2010)

Commission spring 2006 forecast – 3.9 – 3.8 – 3.8 Structural balance 0.0

Gross debt Structural primary 4.5

2005 SP/CP 108.5 108.0 106.1 104.4 101.7 balance

Commission spring 2006 forecast 106.4 107.4 107.7

size of one-offs 0.5 0.4 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 1.3 0.8 1.3 3.4 0.7

MTO scenario – 2.9 0.6 1.3 – 1.0 – 0.2

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 1.3 1.8 3.1 0.3 3.8

MTO scenario – 2.9 1.8 – 1.1 – 0.1 3.6

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 106.4 109.8 112.3 116.9 126.2 141.6 197.0 261.5 155.1

MTO scenario 106.4 96.7 78.3 60.4 44.6 31.5 16.3 0.8 – 105.6

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.4 0.2 0.1 0.1

Higher labour productivity Total

– 0.4

Higher employment older workers Total

0.0

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.2

Higher interest rate Total –  IBP  –  LTC

0.8 1.0 – 0.2

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.4 – 0.2 0.2 0.3

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.8
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Cyprus

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Cypriot economy is projected to experience a slowdown
of economic growth over the coming decades, from
4.3 % during 2004–10 to 3.5 % in 2011–30 and a further
decline to 1.9 % in 2031–50, influenced by an ageing
population and an assumed slowdown of labour product-
ivity growth (1). The old-age dependency ratio is pro-
jected to rise from 17 % in 2004 to 43 % in 2050, a
higher increase than on average in the EU.

The projected increase in age-related spending in Cyprus
is the highest in the EU; rising by 11.8 percentage points
of GDP between 2004 and 2050. This is predominantly
due to a very high rise in pension expenditure, projected
to show the highest increase in the EU of 12.9 percentage
points of GDP. The increase in expenditure on health-
care is projected to be 1.1 percentage points of GDP,
below the EU average. No projections of long-term care
expenditure are available in the Ageing Report.

Cyprus has consolidated the public finances in the recent
past; after having been above 3 % of GDP since 2002,
the deficit was brought below the 3 % of GDP reference
value in 2005 and it stood at 2.4 % of GDP. As a result,
the Commission recommended in June 2006 that the
decision on the existence of an excessive deficit should
be abrogated. The reduction of the deficit has facilitated
a stabilisation of the debt/GDP ratio, which however
remains high at 70.3 % of GDP in 2005. The budgetary
strategy outlined in the convergence programme projects
a gradual strengthening of the public finances over the
medium term, and the MTO set in the stability pro-
gramme at a deficit of 0.5 % of GDP in structural terms

is expected to be almost reached by 2009. According to
the Commission services 2006 spring forecast a deficit
of 2 % of GDP is expected in 2007 based on no-policy-
change scenario, close to the programme’s forecast of
1.8 % of GDP, suggesting the budgetary plans in the pro-
gramme are attainable.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Cyprus
has a very large sustainability gap of 8.5 % of GDP in the
baseline scenario. The long-term budgetary impact of
ageing is among the highest in the EU, reflecting a very
high increase in pension expenditure as a share of GDP.

The initial budgetary position, with a structural primary
balance of 0.5 % of GDP in 2005 constitutes a risk to
sustainable public finances even before considering the
long-term budgetary impact of ageing. Assuming that
the MTO of a structural balance of – 0.5 % of GDP is
reached in 2010, the structural primary balance
improves; rising from 0.5 % in 2005 to 2 % of GDP in
2010. The higher structural primary balance in 2010
would have a positive impact on the sustainability gap;
however, the gap would still be very high, at 6.9 % of
GDP in the MTO scenario.

The current level of debt is higher than 60 % of GDP and
ensuring a reduction of debt to below the debt reference
value at a satisfactory pace is necessary so as to strengthen
the resilience of the public finances to adverse shocks and
to reduce risks to public finance sustainability.

Overall assessment

The long-term budgetary impact of ageing in Cyprus is
among the highest in the EU, influenced notably by a very
large increase in pension expenditure as a share of GDP.

The initial budgetary position constitutes a risk to sus-
tainable public finances even before considering the

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10.
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long-term budgetary impact of an ageing population.
Moreover, the current level of debt is higher than 60 %
of GDP. Continuing the consolidation of the public
finances simultaneously with adopting pension reform
measures aimed at containing the significant increase
in age-related expenditures will be necessary, as rec-

ognised by the authorities, and would be key in view
of reducing risks to the sustainability of public
finances.

Overall, Cyprus appears to be at high risk with regard to
the sustainability of public finances.
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Cyprus

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 0.7 0.8 0.8 0.9 0.9 0.9 1.0 1.0 0.2

Working age population (15–64) 
% of total

68.1 70.0 69.5 67.4 65.2 63.8 63.6 60.5 – 7.5

Old-age dependency ratio (65+/15–64) 16.9 18.5 21.4 24.7 28.3 31.6 34.0 40.2 23.3

Participation rate (15–64) 72.3 76.8 79.6 81.2 81.7 81.6 80.9 80.7 8.4

 — older workers (55–64) 54.6 62.8 65.5 66.9 67.1 69.0 72.6 70.6 16.0

Unemployment rate (15–64) 4.2 4.2 4.2 4.2 4.2 4.2 4.2 4.2 0.0

Real GDP (growth rate) 3.9 4.5 4.0 3.2 2.9 2.8 2.0 1.2 – 2.7

Expenditure projections  

Pensions 6.9 8.0 8.8 9.9 10.8 12.2 15.0 19.8 12.9

Healthcare 2.9 3.1 3.3 3.4 3.5 3.6 3.9 4.0 1.1

Long-term care n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Education 6.3 5.1 4.3 4.0 4.1 4.3 4.2 4.0 – 2.2

Unemployment benefits 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.0

Total age-related expenditure 16.4 16.5 16.7 17.6 18.8 20.5 23.4 28.2 11.8

p.m. benefit ratio for public pension (1) 25.6 28.6 27.9 26.9 25.5 25.7 28.9 30.8 20.2

p.m. benefit ratio for old-age and early 
pension (1) 

n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP – â

2005 SP/CP (2) – 3.1 – 2.1 – 2.1 – 1.5 – 0.6 MTO scenario (2010)

Commission spring 2006 forecast – 2.9 – 2.2 – 2.3 Structural balance – 0.5

Gross debt Structural primary 2.0

2005 SP/CP 70.5 67.0 64 56.9 53.5 balance

Commission spring 2006 forecast 70.3 69.1 67.8

size of one-offs 0.9 0.3 0.3 0.3 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 0.3 0.0 4.3 4.0 0.6

MTO scenario – 1.8 – 0.1 4.3 2.3 0.3

IBP LTC S2 Cost 
of delay

RPB

Baseline scenario 0.2 8.3 8.5 0.5 9.0

MTO scenario – 1.4 8.3 6.9 0.4 8.9

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 70.3 62.7 55.9 55.4 61.8 76.8 135.7 249.2 178.9

MTO scenario 70.3 57.1 43.5 36.0 34.9 42.2 83.2 172.3 102.0

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.1 n.a. 0.1 0.0

Higher labour productivity Total

– 1.0

Higher employment older workers Total

n.a.

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

0.0 – 0.1

Higher interest rate Total –  IBP  –  LTC

– 1.0 0.4 – 1.4

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.1 – 0.4 – 0.2 0.2 0.0

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

n.a. n.a. n.a.
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Latvia

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Latvian economy is projected to experience a significant
slowdown of economic growth over the coming decades,
from 7.7 % during 2004–10 to 3.4 % in 2011–30 and a
further decline to 1.1 % in 2031–50, influenced by the
ageing of its population and an assumed slowdown of
labour productivity growth (1). The old-age dependency
ratio is projected to rise from 24 % in 2004 to 44 % in
2050, albeit a smaller increase than on average in the EU.

Age-related spending is projected to fall by 1.3 percent-
age points of GDP in Latvia between 2004 and 2050, the
second largest decrease in the EU. This is mainly due to
a projected fall in public expenditure on pensions by
1.2 percentage points of GDP, as a result of a compre-
hensive pension reform. The pension system consists of
notional individual accounts, introduced in 1996, and a
mandatory funded defined-contribution scheme, imple-
mented in 2001. The increase in expenditure on health-
care is projected to be 1.1 percentage points of GDP,
below the EU average. For long-term care an increase of
0.3 of a percentage point of GDP is projected, lower than
on average in the EU.

Latvian public finances have strengthened in the recent
past and in 2005 a surplus of 0.2 % of GDP was
recorded, considerably better than the deficit of 1.5 % of
GDP expected in the 2005 convergence programme. As
a result, the debt/GDP ratio has been reduced slightly
over the last four years, standing at 11.9 % of GDP in
2005. The Latvian 2005 convergence programme targets
a deficit of 1.3 % of GDP in 2008, close to the MTO of
a deficit of 1 % of GDP set in structural terms, the latter

also being expected to be achieved by 2008. According
to the Commission services 2006 spring forecast, a def-
icit of 1.0 % of GDP is expected in 2007 on the basis of
the current policies, slightly better than the programme’s
forecast of 1.4 %, suggesting that the budgetary plans in
the programme are attainable.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Latvia
has a sustainability gap of 0.8 % of GDP in the baseline
scenario. The long-term budgetary impact of ageing is
well below the EU average, reflecting a limited increase
in pension expenditure as a share of GDP over the long
term, influenced by the pension reforms already enacted.

The initial budgetary position with a structural primary
balance of 0.5 % of GDP in 2005, if maintained, contrib-
utes to ease the long-term budgetary impact of ageing.
Moreover, the current level of debt is very low, at 11.9 %
of GDP in 2005. Assuming that the MTO of – 1 % of
GDP in structural terms is reached in 2010, the structural
primary balance deteriorates; falling from 0.5 % of GDP
in 2005 to – 0.6 % of GDP in 2010. The lower structural
primary balance in 2010 would increase the sustainabil-
ity gap to 1.9 % of GDP.

Overall assessment

The long-term budgetary impact of ageing in Latvia is
lower than the EU average, with pension expenditure
showing a more limited increase than in many other coun-
tries, influenced by the pension reforms already enacted.

The current level of gross debt is very low in Latvia and
maintaining sound government finances, with very
limited deficits, would contribute to contain the risks to
the long-term sustainability of public finances.

Overall, Latvia appears to be at low risk with regard to
the sustainability of public finances.

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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Latvia

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 2.3 2.2 2.2 2.1 2.1 2.0 1.9 1.9 – 0.4

Working age population (15–64) 
% of total

68.4 68.9 67.2 65.5 64.1 63.7 63.0 59.1 – 9.3

Old-age dependency ratio (65+/15–64) 23.1 24.7 25.6 27.0 29.5 31.8 35.5 41.2 18.2

Participation rate (15–64) 70.1 75.6 79.1 79.2 78.6 78.1 77.6 76.8 6.7

 — older workers (55–64) 48.4 56.3 61.2 61.6 61.5 63.3 64.4 60.5 12.1

Unemployment rate (15–64) 9.8 7.6 7.0 7.0 7.0 7.0 7.0 7.0 – 2.8

Real GDP (growth rate) 7.5 7.4 3.8 2.7 2.4 2.1 1.2 0.4 – 7.2

Expenditure projections  

Pensions 6.8 4.9 4.6 4.9 5.3 5.6 5.9 5.6 – 1.2

Healthcare 5.1 5.5 5.8 5.8 5.9 5.9 6.1 6.2 1.1

Long-term care 0.4 0.4 0.4 0.5 0.5 0.5 0.6 0.7 0.3

Education 4.9 3.5 3.0 3.2 3.5 3.7 3.3 3.5 – 1.4

Unemployment benefits 0.3 0.2 0.2 0.2 0.2 0.2 0.2 0.2 – 0.1

Total age-related expenditure 17.5 14.6 14.1 14.6 15.5 16.0 16.2 16.2 – 1.3

p.m. benefit ratio for public pension (1) 11.4 9.9 9.4 9.2 9.1 9.1 8.9 7.2 – 36.6

p.m. benefit ratio for old-age and early 
pension (1) 

11.2 10.3 9.7 9.5 9.5 9.5 9.2 7.3 – 35.2

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP ≈ – 1.0

2005 SP/CP (2) – 1.7 – 1.6 – 1.3 – 1 MTO scenario (2010)

Commission spring 2006 forecast – 0.1 – 1.2 – 0.8 Structural balance – 1.0

Gross debt Structural primary – 0.6

2005 SP/CP 14.9 13.6 13.7 14.7 balance

Commission spring 2006 forecast 11.9 11.3 10.9

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 0.5 – 1.0 0.9 – 0.6 – 0.1

MTO scenario 0.6 – 0.9 0.9 0.6 0.1

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 0.4 1.2 0.8 0.1 1.7

MTO scenario 0.7 1.2 1.9 0.2 1.8

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 11.9 6.5 1.2 – 2.4 – 2.2 1.4 13.6 29.0 17.1

MTO scenario 11.9 8.9 8.6 10.3 16.3 26.2 53.9 91.8 79.9

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.3 0.1 0.1 0.1

Higher labour productivity Total

– 0.1

Higher employment older workers Total

– 0.1

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.1

Higher interest rate Total –  IBP  –  LTC

– 0.1 0.0 – 0.2

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.3 – 0.8 – 0.6 0.2 – 0.5

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 1.7
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Lithuania

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Lithuanian economy is projected to experience a slow-
down of economic growth over the coming decades,
from 6.5 % during 2004–10 to 3.3 % in 2011–30 and a
further decline to 1.1 % in 2031–50, influenced by an
ageing population and an assumed slowdown of labour
productivity growth (1). The old-age dependency ratio is
projected to rise from 22 % in 2004 to 45 % in 2050,
albeit a smaller increase than on average in the EU.

The projected increase in age-related spending in Lithuania
is well below the EU average; rising by 1.4 percentage
points of GDP between 2004 and 2050. This is particularly
due to a limited increase in pension expenditure, being pro-
jected to rise only by 1.8 percentage points of GDP, as a
result of a comprehensive pension reform. The pension sys-
tem consists of a PAYG scheme and a compulsory funded
defined-contribution scheme, the latter enacted in 2004.
The increase in expenditure on healthcare is projected to be
0.9 of a percentage point of GDP, lower than on average in
the EU. For long-term care an increase of 0.4 of a percent-
age point of GDP is projected, below the EU average.

The Lithuanian public finances have been showing lim-
ited deficits in the recent past; in 2005, a deficit of 0.5 %
of GDP was recorded, better than the 1.5 % of GDP
expected in the December 2005 update of the conver-
gence programme. The debt/GDP ratio has been reduced
slightly over the last four years, standing at 18.7 % of
GDP in 2005. The updated Lithuanian 2005 conver-
gence programme sets as MTO reducing the general
government deficit in structural terms to or below 1 % of
GDP by 2008 and foresees that the headline deficit will

reach also a level of 1 % of GDP in 2008. According to
the Commission services 2006 spring forecast, the def-
icit is expected to increase to 0.9 % of GDP in 2007
assuming a no-policy-change scenario and including the
impact of a decrease in personal income tax and increas-
ing costs of pension reform. Nevertheless, this is higher
than the programme’s forecast of 1.3 % for 2007, sug-
gesting that budgetary outcomes could be slightly better
than projected in the programme.

Main findings and results

On the basis of the current budgetary position and the pro-
jected budgetary changes over the long term, Lithuania
has a sustainability gap of 1.8 % of GDP in the baseline
scenario. The long-term budgetary impact of ageing is
well below the EU average, reflecting a limited increase in
pension expenditure as a share of GDP over the long term,
influenced by the pension reforms enacted.

The initial budgetary position with a structural primary
balance of – 0.3 % of GDP in 2005 constitutes a risk to
sustainable public finances over the long term. However,
the current level of debt is very low. Assuming that the
MTO of – 1 % of GDP in structural terms is reached in
2010, the structural primary balance remains unchanged
at – 0.3 % of GDP, as does the sustainability gap at 1.8 %
of GDP.

Further changes to the pension systems are envisaged.
Starting from 2012, the retirement age is planned to be
increased by two months for men and four months for
women every year until it reaches 65 years for both men and
women in 2026 (from 60 years for women and 62.5 years
for men in 2006). This envisaged measure aims both at
ensuring the financial sustainability of the pension system
and increasing the replacement rates for pensioners.

Overall assessment

The long-term budgetary impact of ageing in Lithuania
is lower than the EU average, with pension expenditure

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10.



C h a p t e r  V I
C o u n t r y  a n a l y s i s

133

showing a more limited increase than in many other
countries, influenced by the pension reforms enacted.

The current level of gross debt is very low in Lithuania
and maintaining sound government finances, with very

limited deficits, would contribute to contain the risks to
the long-term sustainability of public finances.

Overall, Lithuania appears to be at low risk with regard
to the sustainability of public finances.
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Lithuania

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 3.4 3.3 3.3 3.2 3.1 3.1 3.0 2.9 – 0.6

Working age population (15–64) 
% of total

67.3 69.0 68.9 67.5 65.7 63.9 62.2 59.6 – 7.7

Old-age dependency ratio (65+/15–64) 21.7 22.9 23.4 24.9 27.9 31.9 37.3 41.8 20.1

Participation rate (15–64) 70.6 73.8 76.7 78.9 79.0 78.6 78.0 77.1 6.5

 — older workers (55–64) 52.3 57.5 62.7 68.3 67.9 68.9 70.6 68.4 16.1

Unemployment rate (15–64) 11.9 8.9 7.0 7.0 7.0 7.0 7.0 7.0 – 4.9

Real GDP (growth rate) 6.3 6.1 4.0 2.9 2.2 1.9 1.3 0.4 – 5.8

Expenditure projections  

Pensions 6.7 6.6 6.6 7.0 7.6 7.9 8.2 8.6 1.8

Healthcare 3.7 4.0 4.2 4.3 4.3 4.4 4.5 4.6 0.9

Long-term care 0.5 0.6 0.6 0.6 0.6 0.6 0.7 0.9 0.4

Education 5.0 4.2 3.5 3.2 3.2 3.3 3.3 3.3 – 1.6

Unemployment benefits 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 – 0.1

Total age-related expenditure 16.0 15.3 14.8 15.1 15.7 16.3 16.8 17.4 1.4

p.m. benefit ratio for public pension (1) 7.7 7.9 8.1 8.4 8.6 8.4 8.0 7.5 – 1.8

p.m. benefit ratio for old-age and early 
pension (1) 

8.1 8.3 8.5 8.8 9.0 8.9 8.3 7.7 – 4.1

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP ≈ – 1.0

2005 SP/CP (2) – 2.3 – 2 – 1.4 – 1.2 MTO scenario (2010)

Commission spring 2006 forecast – 1.1 – 1 – 1 Structural balance – 1.0

Gross debt Structural primary – 0.3

2005 SP/CP 19.2 19.9 19.8 18.9 balance

Commission spring 2006 forecast 18.7 18.9 19.7

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 0.4 – 0.8 0.7 0.3 0.0

MTO scenario 0.4 – 0.8 0.7 0.3 0.0

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 0.5 1.3 1.8 0.2 1.9

MTO scenario 0.5 1.3 1.8 0.2 1.9

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 18.7 16.6 14.7 13.9 16.4 22.8 44.0 77.1 58.4

MTO scenario 18.7 15.5 13.8 13.1 15.5 21.9 42.9 75.9 57.2

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.6 0.5 0.1 0.0

Higher labour productivity Total

0.0

Higher employment older workers Total

– 0.1

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

0.0 0.0

Higher interest rate Total –  IBP  –  LTC

– 0.1 0.1 – 0.2

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.2 – 0.5 – 0.4 0.2 – 0.4

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.5
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Luxembourg

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, Lux-
embourg is projected to experience a slowdown of eco-
nomic growth over the coming decades, from 4 % during
2004–10 to 3 % in 2011–30 and in 2031–50, influenced
by an ageing population (1). The old-age dependency ratio
is projected to rise from 21 % in 2004 to 36 % in 2050,
among the smallest increases in the EU (2).

The projected increase in age-related spending in Lux-
embourg is among the five highest increases in the EU,
rising by 8.2 percentage points of GDP between 2004
and 2050. This is particularly due to pension expenditure
being projected to rise considerably more than on aver-
age in the EU, by 7.4 percentage points of GDP. This is
considerably higher than projected in 2001 by the EPC,
which projected an increase of 1.9 percentage points of
GDP between 2005 and 2050. The 2002 revaluation of
social security pensions and the inclusion of civil ser-
vants’ pensions may explain part of such increase. More-
over, since the 2001 projection exercise, further analysis
has been carried out at the national level to better take
into account cross-border workers and lengthening
careers of women. Indeed, over the last two decades
Luxembourg has experienced a period of exceptionally
strong employment growth which will progressively
translate into a similar increase in the number of pen-
sioners and into a large increase in pension expenditure,
influenced by a large number of cross-border workers.
The increase in expenditure on healthcare is projected to
be 1.2 percentage points of GDP, lower than on average
in the EU, while on long-term care an increase of 0.6 of

a percentage point of GDP is projected, coinciding with
the EU average.

In Luxembourg, a deficit of 1.9 % of GDP was recorded
in 2005, a slightly higher deficit than in the previous year
following a period of consecutive surpluses in public
finances. The gross debt/GDP ratio has remained very
small in Luxembourg, standing at 6.2 % of GDP in 2005.
Moreover, considerable assets have been accumulated
by social security. Luxembourg’s 2005 stability pro-
gramme projects a gradual strengthening of the public
finances over the medium term, and the MTO set in the
stability programme a deficit of 0.8 % of GDP in struc-
tural terms is expected in the programme to be achieved
in 2008. According to the Commission services 2006
spring forecast a deficit of 1.5 % of GDP is expected in
2007 on the basis of the current policies, below the pro-
gramme’s forecast of 1 %, suggesting that budgetary
outcomes could be slightly worse than projected in the
programme.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Luxem-
bourg has a sustainability gap of 9.5 % of GDP in the
baseline scenario (3). The long-term budgetary impact of
ageing is among the highest in the EU reflecting notably
a relatively high increase in pension expenditure as a
share of GDP over the long term.

While the current level of gross debt is very low in Lux-
embourg, the initial budgetary position, with a weak
structural primary balance of – 1.2 % of GDP in 2005
constitutes a risk to sustainable public finances even

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10.

¥2∂ It should be noted that the relatively low increase in the old-age depend-
ency ratio in Luxembourg which refers to the projected resident population
in Luxembourg, i.e. excludes cross-border workers.

¥3∂ It should be noted that real GDP growth in Luxembourg is projected to be
higher than in the rest of the EU up to 2050, which implies that the differ-
ential between interest rate and growth rate is particularly low. In the cal-
culation of S2, this mechanically gives no weight to the current level of
debt, being very low, while it gives a large weight to the latest year of the
long-term projection, which displays a large increase in expenditure com-
pared to the base year.
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before considering the long-term budgetary impact of
ageing. Assuming that the MTO of – 0.8 % of GDP in
structural terms is reached in 2010, the structural pri-
mary balance improves; rising from – 1.2 % in 2005 to
– 0.5 % of GDP in 2010. The higher structural primary
balance in 2010 would have a positive impact on the sus-
tainability gap; however, it would remain high at 8.9 %
of GDP in the MTO scenario.

Several measures were decided by a ‘tripartite agree-
ment’ (employers, trade unions and government) at the
end of April 2006 in order to bring public finance back
to balance over the next coming years. They include a
rise in several taxes and social contributions as well as
measures that aim at curbing the increase in spending,
which has been very fast in recent years. The most
important of these measures is the suspension of the
‘normal’ indexation of wages and social benefits on con-
sumer prices up to 2009, which will be replaced by a sys-
tem where indexation thresholds are set beforehand
about once a year.

Overall assessment

The long-term budgetary impact of ageing in Luxem-
bourg is among the highest in the EU, influenced notably
by a very considerable increase in pension expenditure
as a share of GDP over the coming decades.

The current level of gross debt is very low in Luxem-
bourg and considerable assets have been accumulated in
social security. However, while the current size of social
security assets contributes significantly to public finance
sustainability, it will not be sufficient to offset the size-
able increase in age-related expenditure. Therefore, as
recognised by the authorities, some changes to the pen-
sion schemes will prove necessary at some point so as to
contain future increase in public expenditure and reduce
the risk to the long-term sustainability of public finances.

Overall, Luxembourg appears to be at medium risk with
regard to the sustainability of public finances.



C h a p t e r  V I
C o u n t r y  a n a l y s i s

137

Luxembourg

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 0.5 0.5 0.5 0.5 0.5 0.6 0.6 0.6 0.2

Working age population (15–64) 
% of total

67.1 67.5 67.4 66.6 64.9 62.8 60.7 61.3 – 5.9

Old-age dependency ratio (65+/15–64) 21.0 21.6 22.8 24.7 27.7 31.6 36.7 36.1 15.1

Participation rate (15–64) 65.5 67.2 67.8 67.9 67.8 67.9 68.6 68.3 2.8

 — older workers (55–64) 31.7 35.7 39.5 41.1 40.5 39.7 41.6 42.2 10.4

Unemployment rate (15–64) 3.8 4.2 4.2 4.2 4.2 4.2 4.2 4.2 0.4

Real GDP (growth rate) 4.0 3.9 2.9 2.8 2.9 3.0 3.0 3.0 – 1.0

Expenditure projections  

Pensions 10.0 9.8 10.9 11.9 13.7 15.0 17.0 17.4 7.4

Healthcare 5.1 5.3 5.4 5.6 5.7 5.9 6.2 6.3 1.2

Long-term care 0.9 1.0 1.0 1.0 1.0 1.1 1.3 1.5 0.6

Education 3.3 3.1 2.9 2.8 2.8 2.7 2.6 2.4 – 0.9

Unemployment benefits 0.3 0.3 0.3 0.3 0.3 0.3 0.2 0.2 – 0.1

Total age-related expenditure 19.5 19.4 20.5 21.6 23.5 25.0 27.4 27.8 8.2

p.m. benefit ratio for public pension (1) 23.5 23.4 24.7 25.0 26.4 26.6 27.5 28.0 19.0

p.m. benefit ratio for old-age and early 
pension (1) 

24.5 24.9 26.6 26.9 28.3 28.4 28.8 29.6 20.6

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP – 0.8

2005 SP/CP (2) – 1.5 – 1.2 – 0.6 0.1 MTO scenario (2010)

Commission spring 2006 forecast – 1.3 – 1.3 – 1 Structural balance – 0.8

Gross debt Structural primary – 0.5

2005 SP/CP 6.4 9.6 9.9 10.2 balance

Commission spring 2006 forecast 6.2 7.9 8.2

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 1.2 – 1.8 5.2 4.6 0.7

MTO scenario 0.5 – 1.8 5.2 3.9 0.6

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 1.2 8.3 9.5 0.0 7.7

MTO scenario 0.5 8.3 8.9 0.0 7.7

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 6.2 10.4 19.2 34.1 56.9 88.0 171.2 267.9 261.7

MTO scenario 6.2 9.8 15.2 26.6 46.0 73.6 150.0 240.0 233.8

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.0 n.a. n.a. n.a.

Higher labour productivity Total

– 0.1

Higher employment older workers Total

n.a.

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

n.a. n.a.

Higher interest rate Total –  IBP  –  LTC

– 1.2 – 0.1 – 1.1

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.1 – 0.7 – 0.3 0.4 – 1.4

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.2 – 0.2 0.6
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Hungary

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Hungarian economy is projected to experience a slow-
down of economic growth over the coming decades,
from 3.7 % during 2004–10 to 2.6 % in 2011–30 and to
1.1 % in 2031–50. This is partly due to the ageing of the
population and an assumed slowdown of labour produc-
tivity growth (1). The old-age dependency ratio is pro-
jected to rise from 23 % in 2004 to 48 % in 2050, close
to the EU average.

The projected increase in age-related spending is well
above the EU average, rising by 7.6 percentage points of
GDP between 2004 and 2050. Most of the projected
increase during this period is due to the high increase in
pension expenditures of 6.7 percentage points of GDP.
The increase in expenditure on healthcare is projected to
be 1 percentage point of GDP, below the EU average. An
increase of 0.6 of a percentage point of GDP is projected
for expenditure on long-term care, the same rise as on
average in the EU.

In the calculations, the Hungarian government revenues
are reduced by the revenue-reducing impact of Euro-
stat’s decision on the classification of funded defined-
contribution pension schemes that will take effect from
2007 onwards. The MTO is assumed to be – 1 % of GDP
in the MTO scenario (see Chapter III for further informa-
tion). The figures with this adjustment are given in
brackets in this part.

Hungary has been placed in the excessive deficit proced-
ure and is required to bring the deficit below 3 % of GDP
by 2008 at the latest. The deficit has been above 3 % for

the last four years and in 2005 stood at 6.1 % (7.5 %) of
GDP. As a result of the weak fiscal position in recent
years, the debt/GDP ratio has risen by almost 7 % of
GDP in four years, to reach 58.4 % (62.4 %) of GDP in
2005. The Hungarian 2005 convergence programme
projects a gradual strengthening of the public finances
over the medium term, with the aim of reducing the def-
icit to 1.9 % (3.4 %) of GDP in 2007. The MTO set in the
convergence programme at – 0.5 % to – 1 % of GDP in
structural terms is expected to be achieved after the end
of the programme period. However, according to the
Commission services 2006 spring forecast, which
expects a deficit of 7 % (8.4 %) of GDP in 2007 on the
basis of the current policies, well above the programme’s
forecast of 3.3 % (4.8 %) of GDP, budgetary outcomes
could be significantly worse than expected (2).

Main findings and results

On the basis of the end-2005 budgetary position and the
projected budgetary changes over the long term, Hun-
gary has a large sustainability gap of 9.8 % of GDP in the
baseline scenario. The long-term budgetary impact of
ageing is well above the EU average, reflecting a signifi-
cant increase in pension expenditure as a share of GDP.

The initial budgetary position, with a structural primary
balance of – 2.5 % (– 3.6 %) of GDP in 2005, constitutes
a risk to sustainable public finances even before the
long-term budgetary impact of ageing is considered.
Assuming that the MTO of – 1 % of GDP in structural
terms is reached in 2010, the structural primary balance
improves; rising from – 3.6 % in 2005 to 2 % of GDP in
2010 (including the cost of the reclassification of the
pension reform). This would have a positive impact on
the sustainability gap; however, the gap would still be
4.0 % of GDP in the MTO scenario.

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004-10.

¥2∂ The re-elected government announced in early June, that due to significant
budgetary slippages in 2006, the end-year deficit without corrective meas-
ures would be around 9.5 % (11 %) of GDP as compared to 6.7 % (8.2 %)
in the Commission’s spring 2006 budgetary forecast. 
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Finally, as of 2013, pensions will be taxed in Hungary.
According to the projections by the Hungarian author-
ities, this will reduce the net cost for public finances by
around 2â % of GDP by 2050, which reduces the S2
sustainability indicator by around 2 % of GDP and the
S1 indicator by around 1.5 % of GDP. Nevertheless, a
significant sustainability gap would still remain.

Overall assessment

The long-term budgetary impact of ageing in Hungary is
well above the EU average, notably as a result of the sig-
nificant increase in pension expenditure as a share of
GDP over the long term.

Moreover, and importantly, the initial budgetary pos-
ition is very weak: the very high structural deficit con-
stitutes a risk to sustainable public finances even
before the long-term budgetary impact of an ageing
population is considered. It is therefore necessary to
effect a substantial consolidation of the public
finances over the medium term as planned, further
strengthen the budgetary position thereafter, and
address the significant increase in pension expend-
iture.

Overall, Hungary appears to be at high risk with regard
to the sustainability of public finances.
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Hungary

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 10.1 10.0 9.8 9.7 9.6 9.5 9.2 8.9 – 1.2

Working age population (15–64) 
% of total

68.6 68.6 67.5 65.2 63.7 63.6 61.6 58.1 – 10.5

Old-age dependency ratio (65+/15–64) 22.0 23.8 25.8 30.1 33.2 33.7 38.0 45.0 23.1

Participation rate (15–64) 61.1 63.8 65.5 67.5 68.5 67.8 65.6 66.4 5.2

 — older workers (55–64) 31.3 40.2 41.4 44.6 50.4 51.7 48.6 50.1 18.8

Unemployment rate (15–64) 5.5 4.8 4.8 4.8 4.8 4.8 4.8 4.8 – 0.8

Real GDP (growth rate) 3.9 3.3 2.7 2.4 2.4 2.1 0.8 1.1 – 2.7

Expenditure projections  

Pensions 10.4 11.1 11.6 12.5 13.0 13.5 16.0 17.1 6.7

Healthcare 5.5 5.7 5.9 6.0 6.2 6.3 6.4 6.5 1.0

Long-term care 0.6 0.8 0.8 0.8 0.9 1.0 1.2 1.2 0.6

Education 4.5 3.9 3.7 3.5 3.5 3.5 3.7 3.8 – 0.7

Unemployment benefits 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.0

Total age-related expenditure 21.3 21.8 22.1 23.1 23.8 24.4 27.5 28.9 7.6

p.m. benefit ratio for public pension (1) 13.4 14.4 14.7 15.3 15.5 15.6 16.1 16.2 21.1

p.m. benefit ratio for old-age and early 
pension (1) 

14.9 16.3 16.3 16.5 16.7 16.7 16.9 16.9 13.7

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP – 0.5 –  – 1

2005 SP/CP (2) – 5.7 – 4.5 – 3.3 – 2.2 MTO scenario (2010)

Commission spring 2006 forecast – 6.3 – 7.6 – 8.5 Structural balance – 1

Gross debt Structural primary 2

2005 SP/CP 57.7 58.4 57.9 56.2 balance

Commission spring 2006 forecast 58.4 59.9 62.0

size of one-offs 0.0 0.0 0.1 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 4.5 0.3 3.1 7.9 1.3

MTO scenario – 1.3 0.0 3.1 1.7 0.3

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 4.8 5.1 9.8 0.8 6.2

MTO scenario – 1.1 5.1 4.0 0.3 5.9

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 58.4 78.5 97.1 122.0 152.8 189.0 312.4 493.1 434.7

MTO scenario 58.4 60.8 51.2 46.9 47.2 50.9 85.2 155.4 97.0

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.3 0.1 0.1 0.1

Higher labour productivity Total

– 0.3

Higher employment older workers Total

– 1.0

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.6 – 0.7

Higher interest rate Total –  IBP  –  LTC

– 0.2 0.6 – 0.8

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.6 – 0.5 0.3 0.2

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.6
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Malta

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Maltese economy is projected to experience a mild
slowdown of economic growth over the long term; after
average real GDP growth of 2.2 % during the period
2004–10, an increase to 2.8 % in 2011–30 is projected,
followed by a decline to 2 % in 2031–50, influenced by
an ageing population and an assumed slowdown of
labour productivity growth (1). The old-age dependency
ratio is projected to rise from 19 % in 2004 to 41 % in
2050, albeit a smaller increase than on average in the EU.

The projected increase in age-related spending in Malta
is well below the EU average; rising by 0.3 of a percent-
age point of GDP between 2004 and 2050. This is mainly
due to a projected fall in public expenditure on pensions
by 0.4 of a percentage point of GDP, as a result of the
specific design of the Maltese pension system, which, in
effect puts a cap on the level of both pensions and con-
tributions, which are projected to fall as a share of GDP
between the 2020s and 2050. The increase in expend-
iture on healthcare is projected to be 1.8 percentage
points of GDP, close to the EU average, while on long-
term care an increase of 0.6 of a percentage point of GDP
is projected, below the EU average.

Malta has been placed in the excessive deficit procedure
and is required to bring the deficit below 3 % of GDP by
2006 at the latest. The deficit was 3.3 % in 2005, after
having been above 3 % for the last four years. As a result
of the weak fiscal position in recent years, the gross debt/
GDP ratio has increased by almost 7 % of GDP over the
last four years and was 74.7 % of GDP in 2005, above
the Treaty reference value. The budgetary strategy out-

lined in the convergence programme projects a gradual
strengthening of the public finances over the medium
term and the MTO set in the convergence programme at
balance in structural terms is expected to be achieved in
2008. According to the Commission services 2006
spring forecast, a deficit of 3.2 % of GDP is expected in
2007 on the basis of the current policies, well above the
programme’s forecast of 2.3 % of GDP, suggesting that
budgetary outcomes could be worse than expected.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Malta
does not have a sustainability gap in the baseline scen-
ario (S2 is – 0.3 % of GDP). The long-term budgetary
impact (of ageing) is close to zero and is the third lowest
in the EU, influenced notably by the design of the pen-
sion system.

The initial budgetary position with a structural primary
balance of 0.9 % of GDP in 2005 is insufficient to result
in a steady reduction of the debt/GDP ratio. Assuming
that the MTO of balance in structural terms is reached in
2010, the structural primary balance improves; rising
from 0.9 % of GDP in 2005 to 3.6 % of GDP in 2010.
The higher structural primary balance in 2010 would
reduce the sustainability gap. This shows the importance
of strengthening the structural primary surplus over the
medium term to reduce sustainability risks.

The current level of debt is higher than 60 % of GDP and
it has been increasing in recent years. Ensuring a reduc-
tion of debt to below the 60 % of GDP reference value at
a satisfactory pace is necessary so as to strengthen the
resilience of the public finances to adverse shocks and to
reduce risks to public finance sustainability.

The benefit ratio in Malta is projected to decrease mark-
edly, by about 45 % in the period to 2050. Indeed, under
current legislation, pensions are indexed to wage growth
but are also subject to a maximum which grows in line

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10.
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with the cost of living adjustment (COLA), which in turn
increases more slowly than the inflation rate. This
implies a very slow growth of individual pensions such
that pension expenditure will fall as a share of GDP after
2020 despite an increasing number of pensioners. More-
over, the current pension system contains a similar ceil-
ing on income which is subject to pension contributions.
Currently, this ceiling is 33 % higher than the average
wage and increases with the COLA index. Given that
real wages will grow in line with productivity, average
wages will increase more rapidly than the ceiling. As
more wages approach the ceiling, the share of wages
subject to pension contributions will decrease relative to
GDP. As a result, the revenue of the pension schemes
will decrease as a share of GDP over the projection
period. As a consequence, despite the profile of pension
expenditure, the pension system will show an increasing
deficit, reaching 5 % of GDP in 2020 and improving
somewhat thereafter to a deficit of around 4 % of GDP.
Indeed, the projections in the 2005 convergence pro-
gramme update show a deficit in the pension system over
the long term.

Pension policy is currently under review in Malta. Fol-
lowing the government’s White Paper ‘Pensions ade-
quate and sustainable’, released in November 2004, the
Pensions Working Group proposed a wide range of
reform options in their June 2005 report with regard to
improving the Maltese pension system. The report
reaches the conclusion that the option of ‘no reform’ is
not a solution. The government has announced a pension
reform in March 2006 (1). The main points of the pro-
posed reform are: (i) the retirement age will increase
from the current 61 years to 65 in a gradual manner;

(ii) raising the future minimum pension compared to the
current system; (iii) the period for which contributions
have to be paid will increase to 40 years (from 30 years
before) in a gradual manner; (iv) increasing the highest
pension, which will rise in line with inflation or accord-
ing to a periodic revision. An analysis will be carried out
every five years to assess the state of the pension system
and to implement revisions accordingly. The first revi-
sion will be carried out in 2010.

Overall assessment

The long-term budgetary impact of ageing in Malta is
among the lowest in the EU, with pension expenditure
falling as a share of GDP over the long term. This is due
to the specific design of the pension system, which puts
a cap on the level of pensions and is projected to result in
a fall of pension expenditure as a share of GDP. How-
ever, current pension arrangements might come under
pressure at some point if the projected decrease in the
benefit ratio was to fully materialise, and risks to the
public finances in the future cannot be excluded. The
Maltese authorities have announced a pension reform,
aiming at ensuring adequacy and sustainability of the
pension system.

The initial budgetary position is not sufficient to ensure
a steady reduction of the gross debt ratio, which is
necessary in order to reduce debt to below the Treaty ref-
erence value. Consolidating the public finances and
implementing measures to ensuring adequacy and sus-
tainability of the pension system would therefore be key
in view of reducing risks to the sustainability of public
finances.

Overall, Malta appears to be at medium risk with regard
to the sustainability of public finances.¥1∂ The pension reform has not yet been enacted. 
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Malta

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 0.4 0.4 0.4 0.5 0.5 0.5 0.5 0.5 0.1

Working age population (15–64) 
% of total

68.7 69.6 67.1 64.8 63.1 62.2 62.9 60.8 – 8.0

Old-age dependency ratio (65+/15–64) 18.4 19.9 25.0 29.1 32.7 34.6 33.5 37.8 19.3

Participation rate (15–64) 59.5 61.8 64.6 66.1 67.1 68.0 66.0 66.0 6.5

 — older workers (55–64) 33.9 30.1 31.4 31.4 31.1 35.1 34.6 33.7 – 0.2

Unemployment rate (15–64) 8.4 8.3 7.0 7.0 7.0 7.0 7.0 7.0 – 1.4

Real GDP (growth rate) 1.9 2.5 2.8 2.7 2.9 3.1 1.8 1.7 – 0.2

Expenditure projections  

Pensions 7.4 8.8 9.8 10.2 10.0 9.1 7.9 7.0 – 0.4

Healthcare 4.2 4.5 4.8 5.0 5.3 5.5 5.9 6.1 1.8

Long-term care 0.9 0.9 0.9 0.9 0.9 1.0 1.1 1.1 0.2

Education 4.4 3.7 3.3 3.2 3.3 3.3 3.3 3.3 – 1.2

Unemployment benefits 1.2 1.2 1.0 1.0 1.0 1.0 1.0 1.0 – 0.2

Total age-related expenditure 18.2 19.1 19.7 20.4 20.5 20.0 19.2 18.5 0.3

p.m. benefit ratio for public pension (1) 18.4 19.9 20.1 19.0 17.2 15.2 12.4 10.3 – 44.1

p.m. benefit ratio for old-age and early 
pension (1) 

21.1 23.7 23.9 22.5 20.4 18.1 14.7 12.1 – 42.6

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0

2005 SP/CP (2) – 3.8 – 2.3 – 1.4 0.3 MTO scenario (2010)

Commission spring 2006 forecast – 3.1 – 3.2 – 3.3 Structural balance 0

Gross debt Structural primary 3.6

2005 SP/CP 76.7 70.8 68.9 67.3 balance

Commission spring 2006 forecast 74.7 74.0 74.0

size of one-offs 1.0 1.0 1.0 0.1 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 0.5 0.3 0.6 0.4 0.1

MTO scenario – 3.2 0.1 0.6 – 2.5 – 0.4

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 0.1 – 0.1 – 0.3 0.0 0.2

MTO scenario – 2.9 – 0.1 – 3.0 – 0.2 0.1

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 74.7 72.9 71.5 73.6 77.1 78.2 79.4 78.5 3.8

MTO scenario 74.7 64.9 50.0 38.3 28.1 16.0 – 15.7 – 57.8 – 132.5

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.7 0.4 0.2 0.1

Higher labour productivity Total

– 0.6

Higher employment older workers Total

0.0

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.3

Higher interest rate Total –  IBP  –  LTC

0.8 0.6 0.2

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.1 – 0.5 – 0.6 0.3 0.2

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.1



144

Netherlands

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Dutch economy is projected to experience relatively
stable economic growth over the coming decades, at
1.7 % during 2004–10, 1.6 % in 2011–30 and 1.7 % in
2031–50, despite an ageing population (1). The old-age
dependency ratio is projected to rise from 20 % in 2004
to 41 % in 2050, albeit a smaller rise than on average in
the EU.

The projected increase in age-related spending in the
Netherlands (5 percentage points of GDP between 2004
and 2050) is higher than the average of the EU. This is
particularly due to pension expenditure being projected
to rise more than on average in the EU, by 3.5 percentage
points of GDP, although the recent reform of the disabil-
ity scheme contributes to curb long-term public spend-
ing. The increase in expenditure on healthcare is pro-
jected to be 1.3 percentage points of GDP, slightly lower
than on average in the EU, while on long-term care an
increase of 0.6 of a percentage point of GDP is projected,
close to the EU average.

The Netherlands achieved a considerable improvement
of the public finances in the recent past; a small deficit of
0.3 % of GDP was recorded in 2005, after a deficit of
3.1 % of GDP in 2003. This was almost 1 % of GDP bet-
ter than expected in the 2005 stability programme. The
improvement in the budgetary position contributed to
stabilise the debt/GDP ratio, at 52.9 % of GDP in 2005.
The Dutch 2006 stability programme projects that the
public finances will show a small deficit over the
medium term, aiming at a deficit of 1.1 % of GDP in
2008. The structural balance projected in the programme

satisfies the MTO set at between – 0.5 % and – 1 % of
GDP in structural terms throughout the programme
period to 2008. According to the Commission services
2006 spring forecast a deficit of 0.7 % of GDP is
expected in 2007 on the basis of the current policies,
below the programme’s forecast of 1.2 %, suggesting
that budgetary outcomes could be better than projected
in the programme.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, the
Netherlands has a sustainability gap of 1.3 % of GDP in
the baseline scenario. The long-term budgetary impact
of ageing is higher than the EU average, reflecting not-
ably a relatively high increase in pension expenditure as
a share of GDP over the long term.

The initial budgetary position, with a currently high
structural primary balance of 3.6 % of GDP in 2005 con-
tributes to reducing debt, which will on current policies
continue over the medium term. Assuming that the MTO
set as a structural deficit between – 0.5 % and – 1 % of
GDP is attained in 2010, the structural primary balance
becomes smaller; falling from 3.6 % in 2005 to 1.4 % of
GDP in 2010. The reduction of the structural primary
balance in 2010 of more than 2 % of GDP would have a
negative impact on the sustainability gap, rising to 3.6 %
of GDP in the MTO scenario. This shows that maintain-
ing a high structural primary surplus over the medium
term is key to reduce risks to the long-term sustainability
of public finances.

According to Dutch long-term projections, revenues are
projected to increase over the long term, mainly due to
deferred taxation of pension disbursements and an
increase in VAT as a share of GDP. This impact is
important in the Netherlands, as private pension schemes
currently hold large assets (around 135 % of GDP in
2004) and are expected to accumulate them further since,
for the next two decades, contributions to these schemes

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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should still be higher than the corresponding pension
outlays.

However, general government property income in the
Netherlands, consisting of both revenues from financial
assets and from natural resources, amounted to 2.3 % of
GDP in 2005 which is higher than the EU average. As
shown in Chapter IV, risks to public finance sustainabil-
ity might be underestimated by around half of this
amount. According to Dutch projections healthcare
expenditures could rise faster than the common projec-
tions, by 2 % of GDP, as different assumptions regarding
the main drivers of healthcare costs are used, which
would more than offset the positive impact of the pro-
jected increase in revenues. Overall, these additional
projections do not significantly alter the outlook for the
long-term sustainability of the Dutch public finances.

Finally, the considerable assets, already accumulated in
private pension schemes, will contribute strongly to the
income of pensioners in the future. Indeed, occupational
and private mandatory pensions will almost double as a
share of GDP (from 4.6 % in 2004 to 8.7 % of GDP in
2050). This should enable a total (public and private)

benefit ratio to be maintained at its current level over the
long term.

Overall assessment

The long-term budgetary impact of ageing in the Nether-
lands is higher than the EU average, influenced notably
by a relatively high increase in pension expenditure as a
share of GDP over the coming decades.

The initial budgetary position with a relatively high
structural primary surplus contributes to ease the pro-
jected long-term budgetary impact of an ageing popula-
tion, but it is not sufficient to fully cover the substantial
increase in age-related expenditure. The projected future
rise of revenues as a share of GDP, mainly due to
deferred taxation of pensions, would partly compensate
for the increase in public expenditure over the long term.
However, maintaining high primary surpluses over the
medium term would be key in view of containing risks to
the sustainability of public finances.

Overall, the Netherlands appears to be at low risk with
regard to the sustainability of public finances.
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Netherlands

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 16.3 16.7 17.0 17.2 17.5 17.6 17.8 17.6 1.4

Working age population (15–64) 
% of total

67.6 67.3 65.8 64.8 63.2 61.1 58.7 60.0 – 7.6

Old-age dependency ratio (65+/15–64) 20.5 22.2 26.0 29.2 32.8 37.2 42.8 40.6 20.2

Participation rate (15–64) 76.8 77.8 78.9 79.1 79.1 79.3 80.8 80.5 3.6

 — older workers (55–64) 46.8 49.0 52.6 54.1 54.3 53.8 55.4 56.0 9.3

Unemployment rate (15–64) 3.7 3.2 3.2 3.2 3.2 3.2 3.2 3.2 – 0.4

Real GDP (growth rate) 1.3 2.1 1.8 1.6 1.4 1.3 1.8 1.7 0.4

Expenditure projections  

Pensions 7.7 7.6 8.3 9.0 9.7 10.7 11.7 11.2 3.5

Healthcare 6.1 6.3 6.5 6.7 6.9 7.1 7.4 7.4 1.3

Long-term care 0.5 0.5 0.5 0.5 0.6 0.8 0.9 1.1 0.6

Education 4.8 4.7 4.7 4.6 4.5 4.6 4.7 4.6 – 0.2

Unemployment benefits 1.8 1.5 1.5 1.5 1.5 1.5 1.5 1.5 – 0.2

Total age-related expenditure 20.9 20.6 21.5 22.4 23.4 24.7 26.2 25.8 5.0

p.m. benefit ratio for public pension (1) 19.5 18.8 18.6 18.4 18.2 18.1 18.0 18.1 – 7.4

p.m. benefit ratio for old-age and early 
pension (1) 

18.3 17.6 17.6 17.6 17.6 17.7 17.8 17.9 – 1.8

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP – 0.5 –  – 1

2005 SP/CP (2) 0.0 – 0.7 – 0.6 – 0.6 MTO scenario (2010)

Commission spring 2006 forecast 1 – 0.3 – 0.2 Structural balance – 0.75

Gross debt Structural primary 1.4

2005 SP/CP 54.4 54.5 53.9 53.1 balance

Commission spring 2006 forecast 52.9 51.2 50.3

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 3.1 – 0.4 3.3 – 0.2 0.0

MTO scenario – 0.8 – 0.3 3.3 2.2 0.4

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 3.1 4.4 1.3 0.1 4.4

MTO scenario – 0.8 4.4 3.6 0.2 4.5

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 52.9 37.5 23.8 14.0 8.4 8.6 25.3 47.4 – 5.5

MTO scenario 52.9 46.1 44.0 46.6 54.6 70.1 119.1 175.8 122.9

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.7 0.4 0.2 0.1

Higher labour productivity Total

0.0

Higher employment older workers Total

– 0.1

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.7

Higher interest rate Total –  IBP  –  LTC

– 0.1 0.4 – 0.5

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.4 – 0.2 0.2 0.4

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 1.0
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Austria

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Austrian economy is projected to experience a slow-
down of economic growth over the coming decades,
from 2.2 % during 2004–10 to 1.6 % in 2011–30 and a
further decline to 1.2 % in 2031–50, influenced by an
ageing population (1). The old-age dependency ratio is
projected to rise from 23 % in 2004 to 52 % in 2050, a
higher increase than on average in the EU.

The projected increase in age-related spending in Austria
is among the smallest in the EU, rising by 0.2 of a per-
centage point of GDP between 2004 and 2050. This
small increase is particularly due to the large pension
reforms of 2003 and 2004, which is projected to result in
a fall in pension expenditure of 1.2 percentage points of
GDP over the long term. The set of comprehensive
reforms of the Austrian pension system in recent years
has been finalised with the harmonisation of previously
existing various pension schemes for different groups of
the population, coming into force on 1 January 2005.
Thus, a single pension system for most segments of the
population with equal rules governing contributions and
benefits has been established. Civil servants of the fed-
eral government under the age of 50 are integrated into
the new system. The increase in expenditure on health-
care is projected to be 1.6 percentage points of GDP,
coinciding with the EU average, while spending on long-
term care is projected to rise by 0.9 of a percentage point
of GDP, slightly above the EU average.

The Austrian public finances have been showing rela-
tively small deficits in the recent past; and a deficit of
1.5 % of GDP was recorded in 2005, slightly better than

expected in the 2005 stability programme. As a result,
the debt/GDP ratio has been reduced slightly over the
last four years, to 62.9 % of GDP in 2005. The Austrian
2005 stability programme projects a gradual strengthen-
ing of the public finances over the medium term, and the
MTO set in the stability programme at balance in struc-
tural terms is expected in the programme to be achieved
in 2008. According to the Commission services 2006
spring forecast a deficit of 1.4 % of GDP is expected in
2007 on the basis of the current policies, below the pro-
gramme’s forecast of 0.8 %, suggesting that budgetary
outcomes could be worse than projected in the pro-
gramme.

Main findings and results

On the basis of the current budgetary position and the pro-
jected budgetary changes over the long term, Austria has
a small sustainability gap of 0.3 % of GDP in the baseline
scenario. The long-term budgetary impact of ageing is
well below the EU average, reflecting a limited increase in
pension expenditure as a share of GDP over the long term,
influenced by the pension reforms enacted.

The initial budgetary position with a structural primary
balance of 1.7 % of GDP in 2005 contributes to ease the
long-term budgetary impact of ageing. Assuming that
the MTO set to balance in structural terms is reached in
2010, the structural primary balance improves; rising
from 1.7 % in 2005 to 2.4 % of GDP in 2010. The higher
structural primary balance in 2010 would have a positive
impact and the sustainability gap would be eliminated
(being – 0.5 % of GDP).

The benefit ratio in Austria is projected to decrease rela-
tively markedly, by almost 30 % in the period to 2050.
Employment rates of older workers are currently lower
in Austria (30 %) than on average in the EU (40 %), but
are expected to increase more than on average in the EU
up to 2050 to reach 58 %, very close to the average of
59 %. A further increase in the employment rate of older
workers than assumed in the projections would contrib-

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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ute to reducing the projected relatively marked decrease
in the benefit ratio. Indeed, a large increase in employ-
ment rates of older workers would foster GDP growth
and ensure that workers can accumulate more pension
rights.

The current level of debt is higher than 60 % of GDP in
Austria. Ensuring a reduction of the debt ratio to below
the reference value at a satisfactory pace is necessary so
as to strengthen the resilience of the public finances to
adverse shocks and to reduce public finance sustainabil-
ity risks.

Overall assessment

The long-term budgetary impact of ageing in Austria is
well below the EU average; with pension expenditure
projected to fall over the long term, influenced by the
considerable expenditure-reducing impact of the reform

of the pension systems. However, current pension
arrangements might come under pressure at some point
if the projected decrease in the benefit ratio was to fully
materialise, and risks to the public finances in the future
cannot be excluded. Increasing the employment rates of
older workers would improve workers’ pensions in the
future and ensure the success of the pension reforms.

The initial budgetary position with a primary surplus
contributes to the reduction of debt, currently above
60 % of GDP, which is necessary. Maintaining sound
government finances over the medium term would be
key in view of limiting risks to the long-term sustainabil-
ity of public finances.

Overall, Austria appears to be at low risk with regard to
the sustainability of public finances.
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Austria

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 8.1 8.3 8.4 8.4 8.5 8.5 8.4 8.2 0.1

Working age population (15–64) 
% of total

68.2 67.4 66.9 66.0 64.1 61.5 58.2 57.5 – 10.7

Old-age dependency ratio (65+/15–64) 22.8 26.3 28.1 30.3 34.4 40.6 50.0 52.4 29.6

Participation rate (15–64) 72.6 76.1 77.4 78.1 77.7 78.3 79.5 79.1 6.5

 — older workers (55–64) 32.3 41.6 47.9 54.4 55.3 56.8 59.5 59.2 26.9

Unemployment rate (15–64) 4.2 3.4 3.4 3.4 3.4 3.4 3.4 3.4 – 0.7

Real GDP (growth rate) 1.8 2.6 1.9 1.6 1.1 1.0 1.4 1.2 – 0.6

Expenditure projections  

Pensions 13.4 12.8 12.7 12.8 13.5 14.0 13.4 12.2 – 1.2

Healthcare 5.3 5.5 5.7 5.9 6.1 6.3 6.7 6.8 1.6

Long-term care 0.6 0.7 0.7 0.8 0.9 1.0 1.2 1.5 0.9

Education 5.1 4.6 4.3 4.1 4.1 4.2 4.2 4.1 – 1.0

Unemployment benefits 0.8 0.6 0.6 0.6 0.6 0.6 0.6 0.6 – 0.1

Total age-related expenditure 25.2 24.2 24.0 24.2 25.2 26.0 26.1 25.3 0.2

p.m. benefit ratio for public pension (1) 21.8 21.4 21.0 20.6 19.9 19.0 16.7 15.2 – 30.4

p.m. benefit ratio for old-age and early 
pension (1) 

24.6 24.3 23.9 23.5 22.6 21.5 19.2 17.9 – 27.4

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 0

2005 SP/CP (2) – 1.6 – 1.2 – 0.4 0.2 MTO scenario (2010)

Commission spring 2006 forecast – 1 – 1.7 – 1.2 Structural balance 0

Gross debt Structural primary 2.4

2005 SP/CP 63.4 63.1 61.6 59.5 balance

Commission spring 2006 forecast 62.9 62.4 61.6

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 0.9 – 0.1 1.0 0.1 0.0

MTO scenario – 1.6 – 0.1 1.0 – 0.7 – 0.1

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 0.8 1.1 0.3 0.0 2.2

MTO scenario – 1.5 1.1 – 0.5 0.0 2.2

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 62.9 55.8 48.0 41.4 39.2 42.2 55.0 62.9 0.0

MTO scenario 62.9 53.5 42.1 31.5 24.7 22.7 24.0 18.5 – 44.4

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.5 0.3 0.1 0.1

Higher labour productivity Total

– 0.6

Higher employment older workers Total

– 0.4

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.2 – 0.5

Higher interest rate Total –  IBP  –  LTC

0.4 0.5 – 0.1

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.1 – 0.5 – 0.2 0.3 0.5

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.0 0.0 n.a.
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Poland

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Polish economy is projected to experience a slowdown
of economic growth over the coming decades, from
4.6 % during 2004–10 to 3.2 % in 2011–30 and to 0.9 %
in 2031–50. This is partly due to an ageing population
and an assumed slowdown of labour productivity
growth (1). The old-age dependency ratio is projected to
rise from 19 % in 2004 to 51 % in 2050, higher than on
average in the EU.

Age-related spending is projected to fall by 6.7 percentage
points of GDP in Poland between 2004 and 2050. This is
mainly due to a projected fall in public expenditure on
pensions by 5.9 percentage points of GDP as a result of a
comprehensive pension reform enacted in 1999 when a
notional defined-contribution scheme was put into place,
consisting of a notional defined-contribution PAYG
scheme and a private funded defined-contribution
scheme. The latter will be classified outside government
from 2007 onwards. The increase in expenditure on
healthcare is projected to be 1.4 percentage points of
GDP, slightly below the EU average, while for long-term
care a small rise of 0.1 of a percentage point of GDP is
projected, the lowest increase in the EU.

In the calculations, the Polish government finances are
reduced by the revenue-reducing impact of Eurostat’s
decision on the classification of funded defined-contri-
bution pension schemes that will take effect from 2007
onwards. The MTO is assumed to be – 1 % of GDP in the
MTO scenario (see Chapter III for further information).
The figures with this adjustment are given in brackets in
this part.

Poland has been placed in excessive deficit procedure
and is required to bring the deficit below 3 % of GDP by
2007. The deficit, having been above 3 % of GDP for the
last four years, stood at 2.5 % (4.4 %) of GDP in 2005.
As a result of the weak fiscal position in recent years, the
debt/GDP ratio has risen by almost 7 % of GDP in four
years, to reach 42.5 % of GDP in 2005. The Polish 2005
stability programme projects a slight strengthening of
the public finances over the medium term, with the aim
of reducing the deficit to 1.9 % (3.8 %) of GDP in 2008.
The adjustment towards the MTO set in the convergence
programme at – 1 % of GDP in structural terms is
expected to be achieved after the end of the programme
period. According to the Commission services 2006
spring forecast, however, a deficit of 3 % (4.9 %) of
GDP is expected in 2007 on the basis of the current pol-
icies, above the programme’s forecast of 2.2 % (4.1 %)
of GDP.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Poland
has no sustainability gap in the baseline scenario (S2 is
– 0.2 % of GDP). The long-term budgetary impact of
ageing is the lowest in the EU, influenced in particular
by the comprehensive pension reform already imple-
mented which results in a fall in pension expenditure as
a share of GDP over the long term.

This puts Poland in a very unusual position. The pro-
jected decrease in age-related expenditure as a share of
GDP means that the long-term budgetary impact is to
improve the budget position to an extent that almost
exactly offsets the weak initial budgetary position, with
a structural primary balance of – 0.2 % (– 1.7 %) of GDP
in 2005. This weak initial position would result in an
increase in the debt/GDP ratio over the medium term,
but the projected future decrease in age-related expend-
itures as a share of GDP — assuming that the full impact
of the pension reform materialises — would compensate
for this and eventually stabilise the debt/GDP ratio.

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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Assuming that the MTO of – 1 % of GDP in structural
terms is reached in 2010, the structural primary balance
improves, rising from – 1.7 % of GDP in 2005 to 1.6 %
of GDP in 2010 (including the cost of the reclassifica-
tion of the pension scheme). This would have a consid-
erable positive impact and eliminate the sustainability
gap altogether (S2 being – 3.7 % of GDP in the MTO
scenario).

The benefit ratio in Poland is projected to decrease mark-
edly, by around 40 %, in the period to 2050 (1). Employ-
ment rates of older workers in Poland are currently con-
siderably below the EU average (40 %), but are
projected to increase slightly more than on average in the
EU. A greater increase in the employment rate of older
workers than assumed in the projections would mean
that the decrease in the benefit ratio would be less
marked than projected, as it would foster GDP growth
and ensure that workers can accumulate more pension
rights.

Overall assessment

The long-term budgetary impact of ageing in Poland is
the lowest in the EU, with age-related expenditure pro-
jected to fall over the long term, partly as a result of the
considerable expenditure-reducing impact of the reform
of the pension system — assuming that the pension
reforms are fully implemented. However, current pen-
sion arrangements might come under pressure at some
point if the projected decrease in the benefit ratio were to
fully materialise, and risks to the public finances in the
future cannot be excluded. Increasing the employment
rates of older workers would improve workers’ pensions
in the future and ensure the success of the pension
reforms.

The initial budgetary position is not strong enough to
prevent the risk of unsustainable public finances, partly
due to the large revenue-reducing impact of the pension
reform; consolidating the public finances would help to
contain risks to the sustainability of public finances.

Overall, Poland appears to be at low risk with regard to
the sustainability of public finances.

¥1∂ If the pensions from the private funded scheme are not considered, the
reduction in the benefit ratio is even larger, at 57 %.
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Poland

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 38.2 37.8 37.4 37.1 36.8 36.5 35.4 33.7 – 4.5

Working age population (15–64) 
% of total

69.8 71.8 70.5 67.3 64.3 63.3 62.4 57.6 – 12.2

Old-age dependency ratio (65+/15–64) 18.1 18.4 21.0 26.1 31.6 34.4 37.6 47.2 29.1

Participation rate (15–64) 64.3 67.7 69.9 72.0 73.6 73.8 71.1 71.0 6.7

 — older workers (55–64) 29.9 37.1 40.2 41.0 43.6 49.1 51.3 49.3 19.4

Unemployment rate (15–64) 19.0 15.8 12.9 9.9 7.0 7.0 7.0 7.0 – 12.0

Real GDP (growth rate) 3.3 5.0 3.5 3.1 2.9 2.2 0.7 0.4 – 2.9

Expenditure projections  

Pensions 13.9 11.3 9.8 9.7 9.5 9.2 8.6 8.0 – 5.9

Healthcare 4.1 4.4 4.6 4.8 5.0 5.1 5.3 5.5 1.4

Long-term care 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.1

Education 5.0 3.9 3.3 3.0 2.9 3.0 3.0 3.1 – 1.9

Unemployment benefits 0.5 0.4 0.3 0.3 0.2 0.2 0.2 0.2 – 0.4

Total age-related expenditure 23.7 20.2 18.1 17.9 17.7 17.6 17.3 17.0 – 6.7

p.m. benefit ratio for public pension (1) 18.6 18.4 16.8 16.3 15.4 14.2 11.6 9.1 – 51.2

p.m. benefit ratio for old-age and early 
pension (1) 

20.6 20.1 18.0 17.3 16.3 14.8 11.6 8.7 – 57.8

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP – 1

2005 SP/CP (2) – 2.9 – 2.7 – 2.3 – 2.1 MTO scenario (2010)

Commission spring 2006 forecast – 2.6 – 3.3 – 3.5 Structural balance – 1

Gross debt Structural primary 1.6

2005 SP/CP 42.5 45.0 45.3 45.4 balance

Commission spring 2006 forecast 42.5 45.5 46.7

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 2.2 – 0.1 – 2.5 – 0.4 – 0.1

MTO scenario – 1.2 – 0.3 – 2.5 – 4.0 – 0.6

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 2.6 – 2.8 – 0.2 0.0 – 0.4

MTO scenario – 0.9 – 2.8 – 3.7 – 0.3 – 0.6

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 42.5 56.1 54.0 50.7 47.5 45.1 42.7 39.9 – 2.6

MTO scenario 42.5 44.8 27.0 7.6 – 12.2 – 33.4 – 86.9 – 163.4 – 205.9

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.2 0.1 0.1 0.0

Higher labour productivity Total

– 0.3

Higher employment older workers Total

0.0

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.2

Higher interest rate Total –  IBP  –  LTC

0.5 0.4 0.1

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.1 – 0.6 – 0.4 0.3 – 0.4

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.0 0.0 0.2
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Portugal

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Portuguese economy is projected to experience a slow-
down of economic growth over the coming decades;
after average growth of 1.9 % during 2004–10, it is pro-
jected to decline from 2.1 % in 2011–30 to 0.8 % in
2031–50, influenced by an ageing population (1). The
old-age dependency ratio is projected to rise from 25 %
in 2004 to 59 % in 2050, among the largest increases in
the EU.

The projected increase in age-related spending is well
above the average of the EU, rising by 10.1 percentage
points of GDP between 2004 and 2050. Most of the pro-
jected increase during this period is due to the high
increase in pension expenditures of 9.7 percentage
points of GDP. The increase in expenditure on health-
care is projected to be 0.5 of a percentage point of GDP,
considerably below the average increase in the EU. An
increase of 0.4 of a percentage point of GDP is projected
for expenditure on long-term care, a somewhat lower
rise than on average in the EU.

Portugal was placed in the excessive deficit procedure
in September 2005 and is required to bring the deficit
below 3 % of GDP by 2008 at the latest. The govern-
ment deficit jumped to 6 % of GDP in 2005, after hav-
ing been around 3 % for the last four years, albeit with
recourse to large one-off operations. As a result of the
weak fiscal position in recent years, the government
debt/GDP ratio has risen by more than 10 percentage
points of GDP in four years, to reach 63.9 % of GDP in
2005. The Portuguese December 2005 stability pro-
gramme update projects a gradual strengthening of the

public finances over the medium term, aiming at reduc-
ing the deficit to 1.5 % of GDP in 2009. The adjustment
towards the MTO set in the stability programme of ‘at
least – 0.5 % of GDP’ is expected to be achieved
beyond the programme period. According to the Com-
mission services 2006 spring forecast a deficit of 4.9 %
of GDP is expected in 2007 on the basis of the current
policies, above the programme’s target of 3.7 % of
GDP, suggesting the existence of significant risks and
uncertainties attached to the corrective measures that
have been adopted since mid-2005 as well as the need
of a very substantial effort to achieve the deficit reduc-
tion targets.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Portu-
gal has a large sustainability gap of 10.5 % of GDP in the
baseline scenario. The long-term budgetary impact of
ageing is well above the EU average, essentially reflect-
ing a significant increase in pension expenditure as a
share of GDP.

The initial budgetary position, with a structural primary
balance of – 2.5 % of GDP in 2005 constitutes a risk to
sustainable public finances even before considering the
long-term budgetary impact of ageing. Assuming that
the MTO of – 0.5 % of GDP in structural terms is
reached in 2010, the structural primary balance
improves, rising from – 2.5 % in 2005 to + 2.5 % of GDP
in 2010. The higher structural primary balance in 2010
would have a positive impact on the sustainability gap;
however, the gap would still be 5.2 % of GDP in the
MTO scenario.

In April 2006, the Portuguese government presented in
parliament five principles for the reform of the general
pension scheme. The principles are: (i) include an actu-
arial element by linking outlays to the beneficiary’s
residual life expectancy and payments into the system,
together with the options to choose retirement age and

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and prospects for GDP growth in 2006 and 2007 may affect the
average growth rate in 2004–10.
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higher contribution rates, rather than leaving the old-age
benefit replacement rate as a function of the working
career length only, as is currently the case; (ii) speed up
the transition towards the new pension benefit formula
decided in the 2002 reform (essentially, enlarging the
assessment period to the entire career from the current
rule of considering only the best 10 out of the last
15 working years); (iii) introduce an automatic link
between annual benefits increases and nominal GDP
growth, instead of deciding increases on an ad hoc
annual basis; (iv) differentiate contribution rates accord-
ing to the contributor’s family size in a regressive way,
such that contributors with more (less) than two children
will pay less (more); (v) expand coverage for disability,
incapacity and survivors’ pensions and single-parent
families.

These proposals are the basis for ongoing discussion
with the social partners and are expected to underpin
new legislation, whose first draft may come out over
the summer, and expected to be implemented by Janu-
ary 2007. While the proposals seem to be of help in
promoting the sustainability of the pension system, a
more thorough assessment can only be made on the
basis of a detailed legislative proposal that would
reveal how the envisaged changes will be imple-
mented.

The current level of debt is higher than 60 % of GDP in
Portugal. Ensuring a reduction of debt to below the 60 %
of GDP reference value at a satisfactory pace is neces-
sary so as to strengthen the resilience of the public
finances to adverse shocks and to reduce public finance
sustainability risks.

Overall assessment

The long-term budgetary impact of ageing in Portugal is
well above the EU average, influenced notably by a sig-
nificant increase in pension expenditure as a share of
GDP over the long term.

The weak initial budgetary position constitutes a risk to
sustainable public finances even before considering the
long-term budgetary impact of ageing populations.
Quickly achieving a marked and lasting medium-term
consolidation of the public finances, continuing beyond
the correction of the excessive deficit by the 2008 dead-
line, together with reform measures aimed at containing
the significant increase in age-related expenditures
would be key in view of reducing risks to the sustainabil-
ity of public finances.

Overall, Portugal appears to be at high risk with regard
to the sustainability of public finances.
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Portugal

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 10.5 10.7 10.8 10.8 10.7 10.7 10.5 10.1 – 0.4

Working age population (15–64) 
% of total

67.4 66.6 65.5 64.5 63.7 62.2 58.3 54.9 – 12.6

Old-age dependency ratio (65+/15–64) 24.9 26.5 28.8 31.6 34.8 39.2 49.1 58.5 33.6

Participation rate (15–64) 73.4 76.2 77.2 77.4 77.2 77.1 77.0 77.7 4.2

 — older workers (55–64) 54.7 58.3 60.7 62.8 64.5 66.4 66.0 66.2 11.5

Unemployment rate (15–64) 6.2 5.6 5.6 5.6 5.6 5.6 5.6 5.6 – 0.6

Real GDP (growth rate) 1.4 2.4 2.4 2.2 2.1 1.0 0.6 1.0 – 0.4

Expenditure projections  

Pensions 11.1 11.9 12.6 14.1 15.0 16.0 18.8 20.8 9.7

Healthcare 6.7 6.8 6.8 6.7 6.6 6.6 6.9 7.2 0.5

Long-term care 0.5 0.5 0.5 0.5 0.6 0.6 0.7 0.9 0.4

Education 5.1 4.7 4.6 4.7 4.6 4.5 4.5 4.8 – 0.4

Unemployment benefits 1.0 0.8 0.8 0.8 0.8 0.8 0.8 0.8 – 0.1

Total age-related expenditure 24.3 24.7 25.4 26.9 27.6 28.6 31.9 34.4 10.1

p.m. benefit ratio for public pension (1) 18.6 18.4 18.1 17.9 17.2 16.5 15.9 15.4 – 17.0

p.m. benefit ratio for old-age and early 
pension (1) 

22.2 22.1 21.6 21.2 20.1 19.1 18.2 17.6 – 21.0

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP >– 0.5

2005 SP/CP (2) – 5.0 – 3.4 – 2.6 – 1.8 – 1.2 MTO scenario (2010)

Commission spring 2006 forecast – 5.2 – 4.1 – 3.9 Structural balance – 0.5

Gross debt Structural primary 2.5

2005 SP/CP 65.5 68.7 69.3 68.4 66.2 balance

Commission spring 2006 forecast 63.9 68.4 70.6

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 3.6 0.3 4.1 7.9 1.4

MTO scenario – 1.7 0.0 4.1 2.5 0.4

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 3.8 6.7 10.5 0.9 7.6

MTO scenario – 1.5 6.7 5.2 0.5 7.4

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 63.9 79.1 95.4 119.2 150.5 191.6 326.3 528.2 464.3

MTO scenario 63.9 64.9 55.4 52.4 55.2 63.7 112.6 207.6 143.7

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.6 0.4 0.1 0.0

Higher labour productivity Total

– 0.9

Higher employment older workers Total

– 0.2

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.2 – 0.4

Higher interest rate Total –  IBP  –  LTC

– 0.4 0.7 – 1.0

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.1 – 0.5 – 0.2 0.3 0.8

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.4
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Slovenia

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Slovenian economy is projected to experience a slow-
down of economic growth over the coming decades,
from 3.7 % during 2004–10 to 2.5 % in 2011–30 and a
further decline to 1.1 % in 2031–50, influenced by an
ageing population and an assumed slowdown of labour
productivity growth (1). The old-age dependency ratio is
projected to rise from 21 % in 2004 to 56 % in 2050, a
higher rise than on average in the EU.

The projected increase in age-related spending is well
above the average of the EU; rising by 9.7 percentage
points of GDP between 2004 and 2050. Most of the pro-
jected increase during this period is due to the pension
expenditure, rising by 7.3 percentage points of GDP,
among the highest increases in the EU. This is influenced
by a modification of the pension indexation rule enacted
in 2005 which partly offsets the expenditure-reducing
impact of the 1999 pension reform. The increase in
expenditure on healthcare is projected to be 1.6 percent-
age points of GDP coinciding with the EU average, while
on long-term care a rise of 1.2 percentage points of GDP
is projected, higher than on average in the EU.

Slovenia has reduced the deficit by about 2â % of GDP
over the last four years and a deficit of 1.8 % of GDP was
recorded in 2005, in line with plans in the December 2005
convergence programme. The debt/GDP ratio has remained
broadly stable over the same period. The budgetary strategy
outlined in the convergence programme aims at a gradual
reduction of the deficit. The adjustment towards the MTO
set in the convergence programme at – 1 % of GDP is
expected to be achieved by 2008. According to the Com-
mission services 2006 spring forecast a deficit of 1.6 % of

GDP is expected in 2007 on the basis of the current policies,
close to the programme’s forecast of 1.4 %.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Slov-
enia has a sustainability gap of 7.3 % of GDP in the base-
line scenario. The long-term budgetary impact of ageing
is well above the EU average, reflecting a considerable
increase in pension expenditure as a share of GDP.

The initial budgetary position, with a structural primary
balance of ä % of GDP in 2005, contributes to stabilise the
debt ratio over the medium term, before considering the
long-term budgetary impact of ageing. Assuming that the
MTO of a structural balance of – 1 % of GDP is reached in
2010, the structural primary balance and the sustainability
gap are broadly unchanged in the MTO scenario.

It should be noted that the Slovenian authorities project
a higher increase in healthcare expenditures over the
long term compared to the reference scenario, of about
1â % of GDP, suggesting that the budgetary cost of age-
ing could be higher.

Overall assessment

The long-term budgetary impact of ageing in Slovenia is
among the three largest increases in the EU, influenced
notably by a considerable increase in pension expend-
iture as a share of GDP.

Although the initial budgetary position contributes to
stabilise the debt ratio over the medium term, it is not
sufficient to cover the substantial increase in expenditure
due to an ageing population. Further changes to the pen-
sion system will prove necessary at some point, as rec-
ognised by the Slovene authorities, so as to render the
public finances sustainable over the long term.

Overall, Slovenia appears to be at high risk with regard
to the sustainability of public finances.

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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Slovenia

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 2.0 2.0 2.0 2.0 2.0 2.0 2.0 1.9 – 0.1

Working age population (15–64) 
% of total

70.4 70.0 68.7 66.1 63.8 62.1 59.5 56.0 – 14.3

Old-age dependency ratio (65+/15–64) 20.8 23.1 25.1 29.7 34.4 38.8 45.4 51.9 31.1

Participation rate (15–64) 68.0 71.6 72.5 73.6 74.0 73.6 72.3 73.4 5.4

 — older workers (55–64) 25.6 40.9 43.2 46.2 50.4 52.9 54.3 53.0 27.4

Unemployment rate (15–64) 6.3 5.5 5.5 5.5 5.5 5.5 5.5 5.5 – 0.7

Real GDP (growth rate) 3.5 3.6 2.7 2.4 2.1 2.0 1.0 1.1 – 2.4

Expenditure projections  

Pensions 11.0 11.1 11.6 12.3 13.3 14.4 16.8 18.3 7.3

Healthcare 6.4 6.7 6.9 7.2 7.4 7.6 7.9 8.0 1.6

Long-term care 0.9 1.1 1.2 1.3 1.4 1.5 1.9 2.2 1.2

Education 5.3 4.6 4.3 4.3 4.5 4.7 4.7 4.9 – 0.4

Unemployment benefits 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.4 – 0.1

Total age-related expenditure 24.2 24.0 24.5 25.5 27.0 28.6 31.7 33.8 9.7

p.m. benefit ratio for public pension (1) 18.9 18.5 18.0 17.7 17.4 17.3 17.2 17.3 – 8.4

p.m. benefit ratio for old-age and early 
pension (1) 

29.8 28.8 27.2 25.8 24.6 23.8 22.7 21.8 – 26.9

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP – 1

2005 SP/CP (2) – 1.2 – 1.4 – 1.3 – 1 MTO scenario (2010)

Commission spring 2006 forecast – 1.5 – 1.7 – 1.7 Structural balance – 1

Gross debt Structural primary 0.3

2005 SP/CP 29 29.6 29.8 29.4 balance

Commission spring 2006 forecast 29.1 29.9 29.7

size of one-offs 0.0 0.1 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 0.1 – 0.6 4.4 3.9 0.7

MTO scenario 0.0 – 0.6 4.4 3.8 0.7

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 0.2 7.1 7.3 0.6 7.3

MTO scenario 0.1 7.1 7.2 0.6 7.3

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 29.1 27.3 27.3 32.5 45.0 66.5 145.5 273.8 244.7

MTO scenario 29.1 27.4 27.0 31.9 44.0 65.2 143.2 270.3 241.2

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.7 0.4 0.2 0.1

Higher labour productivity Total

– 0.1

Higher employment older workers Total

– 0.9

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.4 – 0.5

Higher interest rate Total –  IBP  –  LTC

– 0.8 0.2 – 1.1

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.2 – 0.6 – 0.5 0.2 0.8

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.2 – 0.2 1.1
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Slovakia

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
economy of Slovakia is projected to experience a slow-
down of economic growth over the coming decades,
from 4.6 % during 2004–10 to 3.4 % in 2011–30 and a
further decline to 0.6 % in 2031–50, influenced by an
ageing population and an assumed slowdown of labour
productivity growth (1). The old-age dependency ratio is
projected to rise from 16 % in 2004 to 51 % in 2050, a
higher increase than on average in the EU.

The projected increase in age-related spending in Slo-
vakia is lower than the EU average; rising by 2.9 per-
centage points of GDP between 2004 and 2050. The
increase in expenditure on pensions is projected to be
relatively limited in Slovakia, rising by 1.8 percentage
points of GDP as a result of a pension reform. The pen-
sion system consists of a PAYG scheme and a funded
defined-contribution scheme, enacted in 2005. The
increase in expenditure on healthcare is projected to be
1.9 percentage points of GDP, slightly above the EU
average, while on long-term care an increase of 0.6 of a
percentage point of GDP is projected, coinciding with
the EU average.

In the calculations, the Slovak government finances are
reduced by the revenue-reducing impact of Eurostat’s
decision on the classification of funded defined-contri-
bution pension schemes that will take effect from 2007
onwards, estimated at 0.6 % of GDP in 2005. The MTO
is assumed to be – 1 % of GDP in the MTO scenario (see
Chapter III for further information). The figures with this
adjustment are given in brackets in this part.

Slovakia has been placed in the excessive deficit proced-
ure and is required to bring the deficit below 3 % of GDP
by 2007 at the latest. The deficit was 2.9 % (3.5 %) in
2005, after having been above 3 % for the last four years.
The debt/GDP ratio has been reduced over the last four
years by almost 9 % of GDP and stood at 34.5 % of GDP
in 2005. The Slovak 2005 convergence programme
projects a gradual strengthening of the public finances
over the medium term, aiming at reducing the deficit to
1.3 % (2.7 %) of GDP in 2008. The adjustment towards
the MTO set in the stability programme at – 0.9 % of
GDP in structural terms is expected to be achieved
beyond the programme period, in 2010. According to the
Commission services 2006 spring forecast, a deficit of
2.1 % (3.4 %) of GDP is expected in 2007 on the basis of
the current policies, above the programme’s forecast of
1.6 % (3 %) of GDP, suggesting that budgetary out-
comes could be worse than expected.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Slo-
vakia has a sustainability gap of 3 % of GDP in the base-
line scenario. The long-term budgetary impact of ageing
is lower than the EU average, influenced by the pension
reforms enacted.

The initial budgetary position with a structural primary
balance of 0.2 % (– 0.4 %) of GDP in 2005 constitutes a
risk to sustainable public finances even before consider-
ing the long-term budgetary impact of ageing. Assuming
that the MTO of – 1 % of GDP in structural terms is
reached in 2010, the structural primary balance
improves; rising from – 0.4 % of GDP in 2005 to 0.8 %
of GDP in 2010 (including the impact of Eurostat’s deci-
sion). The higher structural primary balance in 2010
would reduce the sustainability gap; though it would
remain at 1.8 % of GDP. This shows the importance of
strengthening the structural primary surplus over the
medium term so as to reduce sustainability risks.

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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The benefit ratio in Slovakia is projected to decrease
relatively markedly, by almost 20 % in the period to
2050 (1). Employment rates of older workers are cur-
rently lower in Slovakia (25 %) than on average in the
EU (40 %) and are projected to remain so up to 2050,
although the gap is projected to narrow. A further
increase in the employment rate of older workers than
assumed in the projections would contribute to reduce
the projected relatively marked decrease in the benefit
ratio. Indeed, a large increase in employment rates for
older workers would foster GDP growth and ensure that
workers can accumulate enough pension rights to limit
the decrease in the benefit ratio, which would reduce the
risks of possible pressures on the public finance emer-
ging in the future.

In addition, property income in Slovakia amounted to
2 % of GDP in 2005, which is above the EU average. As
shown in Chapter IV, risks to public finance sustainabil-
ity might be underestimated by around half of this
amount, by around 1 % of GDP. It should also be noted
that the Slovak authorities project a slight reduction of
child benefits (of some 0.1 of a percentage point of GDP)
up to 2050. Overall, these additional projections suggest

that the risks to public finance sustainability could be
slightly underestimated.

Overall assessment

The long-term budgetary impact of ageing in Slovakia is
lower than the EU average, with pension expenditure
showing a more limited increase than in many other
countries, influenced by the pension reforms enacted.
However, current pension arrangements might come
under pressure at some point if the projected decrease in
the benefit ratio was to fully materialise, and risks to the
public finances in the future cannot be excluded. Increas-
ing the employment rates of older workers would
improve workers’ pensions in the future and ensure the
success of the pension reforms.

The initial budgetary position constitutes a risk to sus-
tainable public finances even before considering the
long-term budgetary impact of an ageing population.
Given the large revenue-reducing impact of the pension
reform, projected to increase over the medium term, con-
solidating the public finances would therefore be of key
importance in view of reducing risks to the sustainability
of public finances.

Overall, Slovakia appears to be at medium risk with
regard to the sustainability of public finances.

¥1∂ If the pensions from the private funded scheme are not considered, the
reduction in the benefit ratio is even larger, by 34 %.
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Slovakia

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 5.4 5.3 5.3 5.3 5.2 5.2 5.0 4.7 – 0.6

Working age population (15–64) 
% of total

70.9 72.7 71.9 69.4 67.1 65.7 63.2 57.9 – 13.1

Old-age dependency ratio (65+/15–64) 15.9 16.6 18.6 23.0 27.4 30.9 36.7 48.0 32.1

Participation rate (15–64) 70.7 73.3 76.2 77.8 78.2 78.0 74.7 73.9 3.3

 — older workers (55–64) 30.4 41.3 50.7 53.4 52.9 55.8 53.5 52.0 21.6

Unemployment rate (15–64) 16.9 15.2 12.5 9.7 7.0 7.0 7.0 7.0 – 9.9

Real GDP (growth rate) 3.9 5.3 3.9 3.1 2.9 2.0 0.4 0.3 – 3.6

Expenditure projections  

Pensions 7.2 6.7 6.6 7.0 7.3 7.7 8.2 9.0 1.8

Healthcare 4.4 4.7 5.0 5.2 5.5 5.7 6.0 6.3 1.9

Long-term care 0.7 0.8 0.7 0.7 0.8 0.9 1.1 1.3 0.6

Education 3.7 3.0 2.4 2.2 2.1 2.2 2.3 2.4 – 1.3

Unemployment benefits 0.3 0.2 0.2 0.1 0.1 0.1 0.1 0.1 – 0.2

Total age-related expenditure 16.2 15.4 14.9 15.3 15.8 16.5 17.7 19.1 2.9

p.m. benefit ratio for public pension (1) 13.0 12.6 12.4 12.3 12.0 11.4 9.9 8.8 – 32.4

p.m. benefit ratio for old-age and early 
pension (1) 

14.4 13.7 13.0 12.4 11.8 11.1 9.8 8.9 – 38.5

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP – 0.9

2005 SP/CP (2) – 2.8 – 2.6 – 1.7 – 1.5 MTO scenario (2010)

Commission spring 2006 forecast – 1.6 – 2.4 – 2.2 Structural balance – 1

Gross debt Structural primary 0.8

2005 SP/CP 33.7 35.5 35.2 36.2 balance

Commission spring 2006 forecast 34.5 34.3 34.7

size of one-offs – 0.8 0.0 0.1 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 0.7 – 0.5 1.1 1.3 0.2

MTO scenario – 0.5 – 0.5 1.1 0.1 0.0

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 0.9 2.1 3.0 0.3 2.9

MTO scenario – 0.3 2.1 1.8 0.2 2.9

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 34.5 30.8 28.5 28.5 32.0 39.9 73.0 134.5 100.0

MTO scenario 34.5 30.9 22.9 17.3 15.0 16.2 31.0 66.3 31.8

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.5 0.3 0.1 0.1

Higher labour productivity Total

– 0.1

Higher employment older workers Total

0.0

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.1

Higher interest rate Total –  IBP  –  LTC

– 0.2 0.2 – 0.4

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

– 0.1 – 0.7 – 0.5 0.3 0.4

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.1 – 0.1 0.3
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Finland

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
Finnish economy is projected to experience a slowdown
of economic growth over the coming decades, from
2.7 % during 2004–10 to 1.7 % in 2011–30 and a further
decline to 1.5 % in 2031–50, influenced by an ageing
population (1). The old-age dependency ratio is projected
to rise from 23 % in 2004 to 47 % in 2050, albeit smaller
than on average in the EU.

The projected increase in age-related spending is above
the average of the EU; rising by 5.2 percentage points of
GDP between 2004 and 2050. Most of the projected
increase during this period is due to pension expenditure,
which is projected to increase by 3.1 percentage points of
GDP. The increase in expenditure on healthcare is pro-
jected to be 1.4 percentage points of GDP, slightly below
the EU average, while on long-term care a rise of 1.8 per-
centage points of GDP is projected, the highest increase
in the EU.

The Finnish public finances have been sound in the
recent past; with the government finances in surplus
since the latter half of the 1990s and in 2005 a high sur-
plus of 2.6 % of GDP was noted, better than 1.8 % of
GDP expected in the 2005 stability programme. As a
result of the strong fiscal position in recent years, the
debt/GDP ratio has been reduced by 2 % of GDP in four
years to reach 41.1 % of GDP in 2005; the limited
decrease in the debt ratio is explained by a considerable
accumulation of assets in the public pension schemes.
The Finnish 2005 stability programme aims for a surplus
of 1.5 % of GDP in 2009. The MTO set in the stability
programme at around 1â % of GDP is already more than

attained with the better than expected fiscal out-turn in
2005. According to the Commission services 2006
spring forecast a surplus of 2.5 % of GDP is expected in
2007 on the basis of the current policies, above the pro-
gramme’s forecast of 1.5 % of GDP, suggesting that
budgetary outcomes could be better than projected in the
programme (2).

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, Finland
does not have a sustainability gap (S2 is – 0.9 % of
GDP) in the baseline scenario. The long-term budgetary
impact of ageing is higher than the EU average
reflecting a relatively high increase in pension
expenditure as a share of GDP over the long term.

The initial budgetary position with a currently high
structural primary balance of 4.7 % of GDP in 2005 con-
tributes to reducing debt and enables the continuation of
accumulating assets in public pension schemes over the
medium term. Assuming that the MTO of a structural
balance of 1.5 % of GDP is attained in 2010, the struc-
tural primary balance becomes smaller, falling from
4.7 % of GDP in 2005 to 2.3 % of GDP in 2010, influ-
enced in addition by interest expenditure on debt falling
over the medium term. The lower structural primary bal-
ance in 2010 would have a negative impact on the sus-
tainability gap, rising to 1.6 % of GDP in the MTO scen-
ario.

According to Finnish national long-term projections,
taxes on pensions are projected to increase by 1.3 % of
GDP between 2010 and 2050; which may further ease
the increase in age-related expenditures over the long
term. The contribution rate is assumed to increase, rais-
ing public revenues by 1.6 percentage points of GDP

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred (e.g. for the unemployment rate) and new prospects for GDP
growth in 2006 and 2007 may affect the average growth rate in 2004–10.

¥2∂ Also, the Finnish Ministry of Finance economic forecast of June 2006 has
revised the outlook for general government surplus significantly upwards
to 2.6 % of GDP in 2007.
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over the long term. On the other hand, general govern-
ment property income in Finland, consisting mainly of
revenues from financial assets, amounted to 3.1 % of
GDP in 2005 which is higher than on average in the EU.
As shown in Chapter IV, revenues from general govern-
ment property income might be lower by about half of
this amount over the long term, suggesting that the risks
to public finance sustainability might be underestimated.
Moreover, a higher increase in expenditure on long-term
care is projected by the Finnish authorities by about three
quarters of a percentage point of GDP higher than the
common projections, suggesting that the budgetary cost
of ageing could be higher. Overall, these additional pro-
jections do not significantly alter the outlook for the
long-term sustainability of the Finnish public finances.

Finland has among the highest levels of taxation in the
EU, suggesting that there is limited room of manoeuvre
to meet expenditure increases by adjusting the budget on
the revenue side.

Overall assessment

The long-term budgetary impact of ageing in Finland is
higher than the EU average, influenced notably by the
increase in pension expenditure as a share of GDP over
the coming decades.

The initial budgetary position with a currently high pri-
mary surplus in 2005 would, if maintained, contribute
significantly to ease the long-term budgetary impact of
ageing. The large assets accumulated in the public pen-
sion fund contribute to finance part of the increase in
pension expenditure. However, maintaining high pri-
mary surpluses over the medium term would be key in
view of containing risks to the sustainability of public
finances.

Overall, Finland appears to be at low risk with regard to
the sustainability of public finances.
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Finland

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 5.2 5.3 5.4 5.4 5.4 5.4 5.4 5.2 0.0

Working age population (15–64) 
% of total

66.8 66.6 63.7 61.3 59.4 58.1 58.1 57.8 – 9.0

Old-age dependency ratio (65+/15–64) 23.3 25.4 31.6 37.0 41.3 45.0 46.0 46.7 23.4

Participation rate (15–64) 74.8 75.3 77.2 78.5 78.9 79.2 79.4 79.6 4.8

 — older workers (55–64) 55.0 56.5 60.6 64.3 64.9 64.8 67.1 67.5 12.5

Unemployment rate (15–64) 8.5 6.8 6.5 6.5 6.5 6.5 6.5 6.5 – 2.0

Real GDP (growth rate) 3.1 2.2 1.9 1.7 1.5 1.4 1.5 1.4 – 1.7

Expenditure projections  

Pensions 10.7 11.2 12.0 12.9 13.5 14.0 13.8 13.7 3.1

Healthcare 5.6 5.8 6.0 6.2 6.4 6.6 7.0 7.0 1.4

Long-term care 1.7 1.9 2.0 2.1 2.4 3.0 3.4 3.5 1.8

Education 6.0 5.6 5.4 5.3 5.3 5.4 5.3 5.3 – 0.7

Unemployment benefits 1.5 1.2 1.1 1.1 1.1 1.1 1.1 1.1 – 0.4

Total age-related expenditure 25.4 25.6 26.5 27.7 28.8 30.1 30.7 30.6 5.2

p.m. benefit ratio for public pension (1) 19.8 19.6 19.4 19.1 18.8 18.5 18.3 18.0 – 9.5

p.m. benefit ratio for old-age and early 
pension (1) 

19.4 20.0 19.5 19.1 18.6 18.3 18.1 18.0 – 7.5

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP  1â

2005 SP/CP (2) 2.1 1.7 1.7 1.7 2 MTO scenario (2010)

Commission spring 2006 forecast 3.2 2.8 2.7 Structural balance 1.5

Gross debt Structural primary 2.3

2005 SP/CP 42.7 41.7 41.1 40.6 40.1 balance

Commission spring 2006 forecast 41.1 39.7 38.3

size of one-offs 0.0 0.3 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 5.0 – 1.6 3.3 – 3.3 – 0.6

MTO scenario – 2.6 – 1.5 3.3 – 0.7 – 0.1

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 5.1 4.2 – 0.9 – 0.1 3.4

MTO scenario – 2.6 4.2 1.6 0.1 3.5

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 41.1 17.9 – 2.8 – 19.1 – 30.7 – 36.8 – 39.1 – 42.5 – 83.6

MTO scenario 41.1 24.8 16.4 13.4 16.2 25.9 58.1 96.4 55.3

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.6 0.2 0.2 0.2

Higher labour productivity Total

– 0.4

Higher employment older workers Total

– 0.3

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.3

Higher interest rate Total –  IBP  –  LTC

– 0.6 – 0.2 – 0.4

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.5 – 0.3 0.3 0.3

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.4 – 0.4 0.9
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Sweden

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report (1),
the Swedish economy is projected to experience a slow-
down of economic growth over the coming decades,
from 2.7 % during 2004–10 to 2.4 % in 2011–30 and a
further decline to 1.8 % in 2031–50, influenced by an
ageing population. The old-age dependency ratio is pro-
jected to rise from 26 % in 2004 to 41 % in 2050, albeit
a smaller rise than on average in the EU.

The projected increase in age-related spending is below
the EU average; rising by 1.3 percentage points of GDP
between 2004 and 2050 (2). However, public expend-
iture on pensions is projected to slightly fall in Sweden,
to a large extent explained by the comprehensive pen-
sion reform enacted in 1998, when a notional defined-
contribution scheme was put into place, consisting of a
notional defined-contribution PAYG scheme (main part)
and a private funded defined-contribution scheme (3).
The latter will be classified outside government from
2007 onwards. The increase in expenditure on healthcare
is projected to be 1 percentage point of GDP, lower than
on average in the EU while for long-term care an
increase of 1.7 percentage points of GDP is projected,
second-highest in the EU, influenced by Sweden spend-
ing the most in the EU on long-term care at present
(3.8 % of GDP in 2004).

In the calculations, the Swedish government finances
(and the MTO of 2 % of GDP) are reduced by the rev-
enue-reducing impact of Eurostat’s decision on the clas-

sification of funded defined-contribution pension
schemes that will take effect from 2007 onwards. The
MTO is also technically adjusted downwards, to 1 % of
GDP in the MTO scenario (see Chapter III for further
information). The figures with this adjustment are given
in brackets in this part.

Swedish public finances have been sound in the recent
past; with the government finances close to balance or in
surplus since 1998. In 2005 a surplus of 2.9 % (1.9 %) of
GDP was noted, considerably better than the 1.6 %
(0.6 %) of GDP expected in the 2005 convergence pro-
gramme (partially explained by one-off tax receipts). As
a result of the strong fiscal position in recent years, the
gross debt/GDP ratio has been reduced by around 3.5 %
of GDP in four years to reach 50.3 % of GDP in 2005;
the limited decrease in the debt ratio is explained by the
accumulation of assets in the public pension schemes.
The Swedish 2005 convergence programme projects
broadly unchanged public finances over the medium
term and aims for a surplus of 1.7 % (0.7 %) of GDP in
2008. The MTO set in the stability programme at 2 %
(1 %) of GDP is, with the better than expected fiscal out-
turn in 2005, already more than attained. According to
the Commission services 2006 spring forecast a surplus
of 2.3 % (1.3 %) of GDP is expected in 2007 on the basis
of the current policies, above the programme’s forecast
of 1.2 % (0.2 %), suggesting that budgetary outcomes
could be better than projected in the programme.

Main findings and results

On the basis of the current budgetary position and the pro-
jected budgetary changes over the long term, Sweden does
not have a sustainability gap (S2 is – 1.1 % of GDP) in the
baseline scenario. The long-term budgetary impact of age-
ing is lower than on average in the EU, due to the limited
change in pension expenditure as a share of GDP influ-
enced by the comprehensive pension reform enacted.

The initial strong budgetary position with a structural
primary balance of 4.2 % (3.2 %) of GDP in 2005

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.

¥2∂ This figure excludes the part of pensions that is attributed to the funded
defined-contribution scheme, the PPM, which will be classified outside
general government as of 2007. In the Ageing Report (2006), this scheme
was included in the projections of public pensions.

¥3∂ See previous footnote.
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contributes to the reduction of gross debt and the accu-
mulating assets in pension schemes. Assuming that the
MTO of a surplus of 2 % (1 %) of GDP is reached in
2010, the structural primary balance deteriorates; falling
from 3.2 % in 2005 to 2.4 % of GDP in 2010 (including
the cost of the reclassification of the pension scheme).
The lower structural primary balance in 2010 would
have a negative impact on the sustainability indicator;
however, a sustainability gap does not emerge in the
MTO scenario either (S2 is – 0.3 % of GDP).

The benefit ratio in Sweden is projected to decrease rel-
atively markedly, by almost 25 % in the period to
2050 (1). This is explained in part by the fact that the pro-
jections assume no change in the retirement age in the
future compared to today. However, if people choose to
work longer in the future (with the pension reform, it is
possible to retire later than at 65), they can increase their
pension rights and therefore limit the decrease in the
benefit ratio in the future (by extending the working life
by two thirds of the increase in life expectancy by 2050,
the replacement rate of an individual would remain
unchanged).

According to Swedish long-term projections, taxes on
pensions are projected to increase over the long term by
0.7 % of GDP between 2010 and 2050. However, gen-
eral government property income in Sweden amounted
to 2.3 % of GDP in 2005, which is higher than on aver-
age in the EU. As shown in Chapter IV, risks to public
finance sustainability might be underestimated by
around half of this amount, by around 1 % of GDP.

These additional projections suggest that the long-term
budgetary trends would be largely unchanged. However,
a higher increase in expenditure on long-term care by
about 1 percentage point of GDP is projected by the
Swedish authorities compared to the common projec-
tions, due to an assumption of higher wage growth in the
long-term care sector compared to the rest of the econ-
omy, suggesting that the budgetary cost of ageing could
be higher. Overall, these additional projections do not
significantly alter the outlook for the long-term sustain-
ability of the Swedish public finances.

Finally, Sweden has the highest level of taxation in the
EU, suggesting that there is more limited room of
manoeuvre to adjust the budget on the revenue side com-
pared to other countries.

Overall assessment

The long-term budgetary impact of ageing in Sweden is
lower than the EU average, with pension expenditure
projected to remain relatively stable as a share of GDP
over the long term, influenced by the considerable
expenditure-reducing impact of the reform of the pen-
sion system.

The initial budgetary position with a high primary sur-
plus contributes to the reduction of gross debt and the
accumulation of assets in pension schemes. Maintaining
sound government finances with continued surpluses as
planned would be key in view of limiting risks to the sus-
tainability of public finances.

Overall, Sweden appears to be at low risk with regard to
the sustainability of public finances.

¥1∂ If the pensions from the private funded scheme are not considered, the
reduction in the benefit ratio is larger, 31 %.
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Sweden

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 9.0 9.2 9.4 9.6 9.8 9.9 10.0 10.2 1.2

Working age population (15–64) 
% of total

65.0 65.3 63.1 61.7 60.8 60.0 59.3 59.4 – 5.6

Old-age dependency ratio (65+/15–64) 26.4 28.0 31.9 34.4 36.4 38.4 41.4 40.9 14.5

Participation rate (15–64) 77.5 78.3 80.3 80.8 80.8 80.7 80.9 81.1 3.6

 — older workers (55–64) 71.8 73.4 75.3 76.3 77.5 77.3 78.0 79.0 7.2

Unemployment rate (15–64) 5.3 4.3 4.3 4.3 4.3 4.3 4.3 4.3 – 1.0

Real GDP (growth rate) 2.1 2.9 2.7 2.4 2.2 1.6 1.9 1.8 – 0.4

Expenditure projections  

Pensions 10.6 10.1 10.3 10.4 10.7 11.1 11.6 11.2 0.6

Healthcare 6.7 6.8 7.0 7.2 7.4 7.5 7.7 7.7 1.0

Long-term care 3.8 3.7 3.5 3.7 4.2 4.9 5.2 5.5 1.7

Education 7.3 6.7 6.5 6.4 6.4 6.6 6.6 6.4 – 0.9

Unemployment benefits 1.1 0.9 0.9 0.9 0.9 0.9 0.9 0.9 – 0.2

Total age-related expenditure 29.6 28.2 28.3 28.6 29.5 30.9 31.9 31.8 2.2

p.m. benefit ratio for public pension (1) 21.3 20.0 18.7 17.5 16.9 16.5 16.2 15.9 – 25.4

p.m. benefit ratio for old-age and early 
pension (1) 

20.8 19.7 18.5 17.4 16.8 16.6 16.6 16.5 – 20.9

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP 2

2005 SP/CP (2) 1.6 0.9 1.1 1.7 MTO scenario (2010)

Commission spring 2006 forecast 2.6 2.1 2.1 Structural balance 1

Gross debt Structural primary 2.4

2005 SP/CP 50.9 49.4 47.8 46.0 balance

Commission spring 2006 forecast 50.3 47.6 44.8

size of one-offs 0.4 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario – 3.1 – 1.0 1.5 – 2.7 – 0.4

MTO scenario – 2.3 – 1.0 1.5 – 1.9 – 0.3

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario – 3.1 2.0 – 1.1 – 0.1 2.2

MTO scenario – 2.3 2.0 – 0.3 0.0 2.2

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 50.3 32.5 16.5 1.1 – 11.9 – 20.7 – 29.6 – 40.9 – 91.2

MTO scenario 50.3 33.6 21.6 10.2 1.5 – 2.6 – 0.8 – 0.7 – 51.0

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.9 0.3 0.2 0.4

Higher labour productivity Total

– 0.2

Higher employment older workers Total

n.a.

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.4

Higher interest rate Total –  IBP  –  LTC

– 0.2 0.1 – 0.2

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.0 – 0.6 – 0.3 0.4 0.9

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.6 – 0.6 1.1
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United Kingdom

Long-term budgetary projections, recent budgetary 
developments and medium-term prospects

According to the recently published Ageing Report, the
UK economy is projected to experience a slowdown of
economic growth over the coming decades, from 2.8 %
during 2004–10 to 2.1 % in 2011–30 and to 1.5 % in
2031–50. This is partly due to the ageing of the popula-
tion (1), with the old-age dependency ratio projected to
rise from 24 % in 2004 to 45 % in 2050, although this is
a smaller rise than on average in the EU.

The projected increase in age-related spending in the
United Kingdom is somewhat higher than on average in
the EU, rising by 4 percentage points of GDP between
2004 and 2050. The increase in expenditure on public
pensions in the United Kingdom is relatively limited, ris-
ing by 2 percentage points of GDP. This reflects the fact
that the United Kingdom has historically relied relatively
more on private pension arrangements (occupational and
individual schemes) than most other EU Member States
do. The increase in expenditure on healthcare is pro-
jected to be 1.9 percentage points of GDP, slightly
higher than on average in the EU, influenced by rela-
tively high expenditure on healthcare at present com-
pared to the EU average; and on long-term care an
increase of 0.8 of a percentage point of GDP is projected,
close to the EU average.

The United Kingdom has been placed in excessive def-
icit procedure and the European Council has recom-
mended that the United Kingdom bring the deficit below
3 % of GDP by the financial year 2006/07 at the latest.
The deficit has been above 3 % since 2003 and in 2005
stood at 3.5 % of GDP (3.2 % for the financial year
2005/06). As a result of the weak fiscal position in recent

years, the debt/GDP ratio has risen by around 5 % of
GDP in three years, to 42.8 % of GDP in 2005 (42 % for
the financial year 2005/06), although it remains below
the EU average. The UK 2005 convergence programme
projects a gradual strengthening of the public finances
over the medium term, with the aim of reducing the def-
icit to 1.5 % of GDP in 2010/11. The programme does
not specify an MTO. According to the Commission ser-
vices 2006 spring forecast, however, in which a deficit of
2.7 % of GDP is expected in 2007/08 on the basis of the
current policies, higher than the programme’s forecast of
2.4 %, budgetary outcomes could be worse than pro-
jected in the programme.

Main findings and results

On the basis of the current budgetary position and the
projected budgetary changes over the long term, the
United Kingdom has a sustainability gap of 4.9 % of
GDP in the baseline scenario. The long-term budgetary
impact of ageing is close to the EU average.

The initial budgetary position with a structural primary
balance of – 1.1 % of GDP in 2005 constitutes a risk to
sustainable public finances even before the long-term
budgetary impact of ageing is considered. Assuming
that a structural balance of – 1 % of GDP is reached in
2010, the structural primary balance improves, rising
from – 1.1 % in 2005 to 1.1 % of GDP in 2010. This
would have a positive impact on the sustainability gap,
though it would still be 2.7 % of GDP in this scenario.

The benefit ratio in the United Kingdom is projected to
decrease relatively markedly, by about 20 %, in the
period to 2050. The United Kingdom traditionally relies
on private pension arrangements, while State pension
provision remains at relatively low levels. The report of
the Pensions Commission, a government-appointed
body tasked with reviewing provision of public and State
pensions, has identified a clear risk that ‘the current sys-
tem of private funded pensions combined with the cur-
rent State system will deliver increasingly inadequate

¥1∂ The demographic and macroeconomic data in this paragraph are those
underlying the long-term projections in the Ageing Report (2006). They
were published in November 2005. Since then, data revisions may have
occurred and new prospects for GDP growth in 2006 and 2007 may affect
the average growth rate in 2004–10.
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results’, mainly as a consequence of a decreasing trend
in private-sector employer pension contributions since
the early 1980s, which has not been matched by adequate
personal savings (1). The closure of more generous
defined-benefit schemes in favour of defined-contribu-
tion schemes, as well as the trend towards expanding
means-testing in State pension provision could exacer-
bate this risk in the future. Therefore, higher age-related
expenditures over the present baseline cannot be
excluded as the signs of insufficient private pension pro-
vision, linked to rising demographic costs that are lead-
ing to the closure particularly of the most generous occu-
pational schemes, might lead to greater enrolment in
contributory State schemes and in greater recourse to
means-testing of pensions and other benefits.

However, there have been significant developments in
pension policy in the United Kingdom in relation to this
situation. The Pensions Commission made a number of
proposals on how the pension system could be reformed
(the Turner Report) (2). The government endorsed most
of its conclusions and proposals in its White Paper
‘Security in retirement: towards a new pensions system’.

The White Paper’s main measures include: (i) a reform
of private pension provision, creating individual
accounts into which most employers would be automat-
ically enrolled, funded by a combination of Exchequer,
employee and employer contributions; (ii) a reform of
State pension provision, which on the one hand would be
simplified, moving towards a flat-rate system, and on the
other hand would become more generous, as State pen-
sions would grow in line with earnings rather than prices
as is currently the case (3). The costs of the latter reform
would be partly offset by an increase in the State pension
age in line with increases in longevity (to 66 years by
2024 and to 68 by 2046).

Thus the UK authorities project that public pension
expenditure would increase by an additional half of a
percentage point of GDP by 2050 with the implementa-
tion of the reform package (4). If it is indeed successfully
implemented, the proposal appears to tackle the problem

of inadequate savings, thus mitigating the risks dis-
cussed above, at a relatively affordable cost. However,
making room for the projected increase in pension
expenditure will require early fiscal action, given the
current fiscal position and the desirability of smoothing
any fiscal adjustment over time.

According to the UK’s long-term projections, tax reve-
nues are projected to increase by some 2 % of GDP
between 2010 and 2050 as a result of demographic
change, assuming that the existence of more pensioners
in the future will lead to higher tax revenues (directly
through income tax and indirectly through indirect
taxes). However, given the projected reduction in the
public benefit ratio of some 20 % up to 2050, this sug-
gests that private pensions will increase over the long
term so as to compensate for the reduction. This would
entail an increase in private pension contributions, which
could in turn reduce tax revenues in the medium term.
Given the lack of projections on the future evolution of
private pension provision (and contributions), it is not
possible to assess the overall impact of changes in tax
revenues over the long term.

Overall assessment

The long-term budgetary impact of ageing in the United
Kingdom is close to the EU average, with pension
expenditure showing a somewhat more limited increase
than the EU average, partly as a result of the United
Kingdom historically relying relatively more on private
pension arrangements. However, current pension
arrangements might come under pressure at some point
if the projected decrease in the benefit ratio were to fully
materialise, and risks to the public finances in the future
cannot be excluded. Moreover, the current proposed
reforms, while addressing the risk of inadequate provi-
sion, could involve an (albeit modest) increase in
expenditure compared to the pension projections used in
this report.

The initial budgetary position constitutes a risk to sus-
tainable public finances even before the long-term
budgetary impact of an ageing population is considered.
Consolidating the public finances will therefore be cru-
cial in reducing risks to the sustainability of public
finances.

Overall, the United Kingdom appears to be at medium
risk with regard to the sustainability of public finances.

¥1∂ Pensions Commission (2005).
¥2∂ Pensions Commission (2006).
¥3∂ It should be noted that part of the reform announced in the White Paper,

namely the uprating of the pension credit (i.e. the means-tested part of pen-
sion support) in line with earnings was already incorporated both in the
Ageing Report and in the UK authorities’ own projections. 

¥4∂ This report uses the projections in the Ageing Report, and the impact of the
proposed reform package is not included in the analysis.
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United Kingdom

Underlying assumptions 2004 2010 2015 2020 2025 2030 2040 2050 Change 2004–50

Population (millions) 59.7 60.9 61.9 62.9 63.8 64.4 64.7 64.2 4.6

Working age population (15–64) 
% of total

65.7 66.3 65.2 64.2 63.0 61.3 59.2 58.8 – 6.9

Old-age dependency ratio (65+/15–64) 24.3 25.1 28.1 30.3 33.1 37.3 43.6 45.0 20.7

Participation rate (15–64) 75.5 76.4 77.7 77.9 77.8 77.9 78.7 78.3 2.8

 — older workers (55–64) 57.5 58.5 62.8 63.6 63.9 63.5 65.6 65.2 7.7

Unemployment rate (15–64) 4.9 4.6 4.6 4.6 4.6 4.6 4.6 4.6 – 0.3

Real GDP (growth rate) 2.6 3.0 2.5 2.1 1.7 1.3 1.7 1.3 – 1.3

Expenditure projections  

Pensions 6.6 6.6 6.7 6.9 7.3 7.9 8.4 8.6 2.0

Healthcare 7.0 7.2 7.4 7.6 7.9 8.1 8.7 8.9 1.9

Long-term care 1.0 1.0 1.0 1.1 1.1 1.3 1.5 1.8 0.8

Education 4.6 4.2 4.0 4.0 4.0 4.1 4.0 4.0 – 0.6

Unemployment benefits 0.4 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.0

Total age-related expenditure 19.6 19.4 19.5 19.9 20.7 21.8 22.9 23.6 4.0

p.m. benefit ratio for public pension (1) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

p.m. benefit ratio for old-age and early 
pension (1) 

16.3 15.2 15.2 15.2 14.7 14.1 13.0 12.9 – 21.1

(1) % change between 2004 and 2050.

Medium-term budgetary developments 2005 2006 2007 2008 2009 2010
Medium–term 
objective

 

Structural balance MTO in SP/CP n.a.

2005 SP/CP (2) – 2.9 – 2.3 – 2.1 – 1.7 – 1.5 MTO scenario (2010)

Commission spring 2006 forecast – 3.3 – 2.7 – 2.5 Structural balance – 1

Gross debt Structural primary 1.1

2005 SP/CP 43.3 44.4 44.8 44.7 44.6 balance

Commission spring 2006 forecast 42.8 44.1 44.7

size of one-offs 0.0 0.0 0.0 0.0 0.0

 (2) Commission calculation based on the 2005 SP/CP.

Quantitative results IBP DR LTC S1
Cost of 
delay

Baseline scenario 1.6 – 0.2 1.9 3.4 0.6

MTO scenario – 0.6 – 0.3 1.9 1.0 0.2

IBP LTC S2
Cost 

of delay
RPB

Baseline scenario 1.8 3.2 4.9 0.4 3.8

MTO scenario – 0.5 3.2 2.7 0.2 3.7

2005 2010 2015 2020 2025 2030 2040 2050 Change 2005–50

Gross debt (% of GDP)  

Baseline scenario 42.8 48.4 54.9 64.1 78.2 100.0 160.6 238.7 195.9

MTO scenario 42.8 42.3 37.8 35.4 36.8 44.2 73.0 114.1 71.3

Sensitivity to changes in assumptions and scenarios (difference in percentage points from the S2 baseline scenario) 

 – Underlying assumptions

Higher life expectancy Total –  pensions –  healthcare  –  long-term care

0.5 0.2 0.3 0.1

Higher labour productivity Total

– 0.3

Higher employment older workers Total

– 0.1

Higher employment  –  increase in labour supply  –  decrease in the NAIRU

– 0.1 – 0.2

Higher interest rate Total –  IBP  –  LTC

– 0.1 0.4 – 0.5

 – Scenarios for healthcare Pure ageing Constant health Death–related costs Income elasticity
Unit costs: 

GDP/worker

0.3 – 0.8 – 0.1 0.6 – 0.1

 – Scenarios for long-term care Pure ageing Constant disability Increase in formal care 

0.2 – 0.2 1.5
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2. Glossary

Annuity A regular (e.g. monthly) income receivable
established by public pension authorities or offered by
insurance companies for a specified period or from
retirement until death.

Budget balance The balance between total public
expenditure and revenue (according to ESA 95); with a
positive balance indicating a surplus and a negative bal-
ance indicating a deficit (also known as government net
borrowing). For the monitoring of Member States’
budgetary positions, the EU uses general government
aggregates. See also cyclically adjusted balance, pri-
mary balance, structural balance and reference values.

Budget constraint A basic condition applying to the
public finances, according to which total public expend-
iture in any one year must be financed by taxation, bor-
rowing or changes in the monetary base; the latter is pro-
hibited in the EU. See also stock-flow adjustment and
long-term sustainability.

Code of conduct Policy document adopted by the Eco-
nomic and Financial Committee and endorsed by the
Council of Ministers responsible for Economic and
Financial Affairs (Ecofin) in October 2005, containing
specifications on the implementation of the Stability and
Growth Pact and guidelines on the format and content of
stability programmes and convergence programmes.

Contingent liabilities A possible government obliga-
tion to pay, the existence of which will be confirmed by
the occurrence of one or more uncertain events in the
future not wholly under the control of government. For
instance, government guarantees on debt issued by pri-
vate or public companies are contingent liabilities, since
the government obligation to pay depends on the non-
ability of the original debtor to honour its obligations.
See also implicit liabilities.

Convergence programme Medium-term budgetary and
monetary strategy presented by each Member State that

has not yet adopted the euro; updated annually, accord-
ing to the provisions of the Stability and Growth Pact.
See also stability programme, code of conduct and
medium-term objective.

Cyclical component The transient part of the budget
balance that reflects the public revenue and expenditure
linked to the output gap. See automatic stabilisers,
budgetary sensitivity, cyclically adjusted balance and
structural balance.

Cyclically adjusted balance The budget balance
adjusted for its cyclical component, i.e. the budget bal-
ance that would prevail if GDP were at its potential level.
See also structural balance and output gap.

Cyclically adjusted primary balance The cyclically
adjusted balance net of interest expenditure on general
government debt. See also interest burden.

Debt dynamics The evolution of government debt as a
ratio to GDP; it depends on the primary deficit, the debt-
increasing impact of interest payments, the dampening
effect of GDP growth on the ratio and the stock-flow
adjustment.

Defined-benefit pension scheme Pension plan in which
the sponsor company faces a legal or constructive obli-
gation to pay further contributions to an ongoing plan in
the event of an unfavourable plan experience. Benefits
are usually determined by such factors as salary history
and duration of employment. See also defined-contribu-
tion pension scheme, funded pension scheme and pay-
as-you-go pension scheme.

Defined-contribution pension scheme Pension scheme
in which the plan sponsor pays fixed contributions and
has no legal or constructive obligation to pay further
contributions to an ongoing plan in the event of an
unfavourable plan experience. Pension plan benefits are
determined by such factors as contribution rates and
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returns on the plan’s investments. See also defined-bene-
fit pension scheme, funded pension scheme and pay-as-
you-go pension scheme.

Dependency ratio A measure of the ratio of people who
receive government transfers, especially pensions, rela-
tive to those who are available to provide the revenue to
pay for those transfers. See also old-age dependency
ratio.

Direct taxes Taxes that are levied on personal or corpor-
ate incomes and property. See also indirect taxation.

ESA 95 European accounting standards for the compil-
ation and reporting of macroeconomic (including budg-
etary) data by the EU Member States. See also Eurostat.

Eurostat The Commission department in charge of EU
statistics. It is particularly responsible to check the qual-
ity of budget balance and government debt data notified
by Member States. The quality check includes checking
compliance with the ESA 95 accounting rules, complete-
ness, reliability, timeliness and consistency of the data.
See also ESA 95.

Excessive deficit procedure (EDP) A procedure
according to which the Commission and the Council
monitor the development of national budget balances
and public debt in order to assess the risk of an excessive
deficit in each Member State. Its application has been
further clarified in the Stability and Growth Pact. See
also stability programmes and Stability and Growth
Pact.

Expected return Gain from holding a financial claim
net of expected loss from default risk, etc.

Funded pension scheme Pension system in which cur-
rent pension expenditures are financed by running down
assets accumulated over the years on the basis of contri-
butions by the scheme beneficiaries. According to ESA
95, defined-contribution funded pension schemes are not
considered as part of the general government sector. See
also defined-benefit pension scheme, defined-contribu-
tion pension scheme and pay-as-you-go pension scheme.

General government The focus of EU budgetary sur-
veillance under the Stability and Growth Pact and the
excessive deficit procedure is on general government
aggregates, with the general government sector covering

national, regional and local government, as well as social
security. In principle, public enterprises are excluded.

Government debt See public debt.

Implicit liabilities Future government expenditure
which has not yet been funded, even when future
expenditure is not backed by law or contractual obliga-
tions, but is simply grounded in strong expectations of
the public. To be meaningful for economic analysis,
implicit liabilities should be assessed net of future rev-
enue assuming that the government will keep collecting
taxes (and other non-tax revenue) at rates comparable to
current levels. See also contingent liabilities.

Indirect taxation Taxes that are levied during the pro-
duction stage rather than on the income and property
arising from economic production processes (which are
called direct taxes). Prominent examples of indirect tax-
ation are value added tax (VAT), excise duties, import
levies, energy and other environmental taxes.

Indexation of benefits A revaluation of benefits, most
often in line with prices and/or wages.

Interest burden General government interest expendi-
ture on government debt as a share of GDP.

Intertemporal budget constraint It imposes that current
total liabilities of the government, i.e. the current public
debt and the discounted value of future expenditure,
should be covered by the discounted value of future gov-
ernment revenue. See also long-term sustainability.

Lisbon strategy Partnership between the EU and Mem-
ber States for growth and more and better jobs. Origin-
ally approved in 2000, the Lisbon strategy was revamped
in 2005. Based on the integrated guidelines (merger of
the broad economic policy guidelines and the employ-
ment guidelines, dealing with macroeconomic, micro-
economic and employment issues) for the period 2005–
08, Member States drew up three-year national reform
programmes at the end of 2005. They reported on the
implementation of the national reform programmes for
the first time in autumn 2006. The Commission analyses
and summarises these reports in an EU annual progress
report each year, in time for the spring European Coun-
cil.

Maturity structure of public debt The profile of debt
in terms of when it is due to be paid back. Interest rate
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changes affect the budget balance directly to the extent
that the general government sector has debt with a rela-
tively short maturity structure. Long maturities reduce
the sensitivity of the budget balance to changes in the
prevailing interest rate. See also public debt.

Mature pension fund A pension fund with a long-term
equilibrium ratio of workers to pensioners.

Medium-term objective (MTO) According to the Sta-
bility and Growth Pact, stability programmes and con-
vergence programmes present a medium-term objective
for the budgetary position. It is country-specific to take
into account the diversity of economic and budgetary
positions and developments as well as of fiscal risk to the
sustainability of public finances, and is defined in struc-
tural terms (see structural balance).

Occupational pension scheme A pension plan whose
access is linked to an employment or professional rela-
tionship between the plan member and the entity that
establishes the plan (the plan sponsor). Occupational
pension plans may be established by employers or
groups thereof (e.g. industry associations) and labour or
professional associations, jointly or separately.

Old-age dependency ratio Population aged over 65 as a
percentage of the working age population (usually
defined as persons aged between 15 and 64). See also
dependency ratio.

One-off and temporary measures Government trans-
actions having a transitory budgetary effect that does not
lead to a sustained change in the budgetary position. See
also structural balance.

Output gap The difference between actual GDP and
potential GDP in any given year, usually expressed as a
percentage of potential GDP. Potential GDP is an unob-
served variable and needs to be estimated from actual
data. See also cyclical component and production func-
tion method.

Pay-as-you-go (PAYG) pension scheme Pension sys-
tem in which current pension expenditures are financed
by the contributions of current employees (also known
as unfunded pension scheme). See also funded pension
scheme, defined-benefit pension scheme and defined-
contribution pension scheme.

Pension fund A legal entity set up to accumulate, man-
age and administer pension assets. See also private pen-
sion scheme.

Potential GDP The level of real GDP in a given year
that is consistent with a stable rate of inflation. If actual
output rises above its potential level, then constraints on
capacity begin to bind and inflationary pressures build;
if output falls below potential, then resources are lying
idle and inflationary pressures abate. See also produc-
tion function method and output gap.

Primary balance The budget balance net of interest
expenditure on general government debt. See also inter-
est burden.

Private pension scheme Pension plan where a private
entity receives pension contributions and administers the
payment of pension benefits.

Production function method A method to estimate
potential GDP typically based on a Cobb-Douglas pro-
duction function. Potential GDP is estimated as the level
of GDP consistent with a full utilisation of capital, an
unemployment rate that does not accelerate inflation and
factor productivity at its trend level. See also output gap,
cyclical component and cyclically adjusted balance.

Pension benefit Benefit paid to a participant (benefi-
ciary) in a pension plan.

Pension contribution Payment made to a pension plan
by the sponsor company or by scheme participants.

Property income Property income received by the gen-
eral government consists mainly of the revenues that the
government receives from owning financial assets
(including rents on land and sub-soil assets).

Public debt (or government debt) Consolidated gross
debt for the general government sector. It includes the
total nominal value of all debt owed by government
units, except that part of the debt which is owed to gov-
ernment units in the same Member State. It is a gross
debt measure meaning that government financial assets
on other sectors are not netted out. See also debt dynam-
ics and reference values.

Public investment The component of total public
expenditure which consists in the acquisition of durable
assets and through which governments increase and
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improve the stock of capital employed in the production
of the goods and services they provide. Also known as
government gross fixed capital formation (GFCF).

Public–private partnerships (PPP) Agreements
between government and corporations according to
which the latter build and operate public-use infrastruc-
ture (roads, tunnels, bridges, but also hospitals, prisons,
concert halls, etc.) which were traditionally directly con-
trolled by government. In exploiting the infrastructure,
the corporation receives prices paid by final users, rent-
als or fees from the government or both. Infrastructure
built under PPPs is considered as either government
investment or corporate investment depending on a
number of specific criteria.

Replacement ratio The ratio of pension to earnings at
the point of retirement.

Sensitivity analysis An econometric or statistical simu-
lation designed to test the robustness of an estimated
economic relationship or projection to changes in the
underlying assumptions.

‘Snowball’ effect The self-reinforcing effect of public
debt accumulation or decumulation arising from a posi-
tive or negative differential between the implicit interest
rate on public debt and the GDP growth rate. See also
debt dynamics.

Social contributions Payments by employers and
employees to a social insurance scheme to cover for pen-
sion, healthcare and other welfare provisions.

Stability and Growth Pact (SGP) Approved in 1997
and reformed in 2005, the SGP clarifies the provisions
on budgetary surveillance in the EC Treaty. The
‘preventive’ arm of the SGP obliges Member States to
submit annual stability and convergence programmes,

while the ‘corrective’ arm of the SGP clarifies and
speeds up the excessive deficit procedure.

Stability programme Medium-term budgetary strategy
presented by each Member State that has already
adopted the euro; updated annually, according to the pro-
visions of the Stability and Growth Pact. See also con-
vergence programme, code of conduct and medium-term
objective.

Stock-flow adjustment (SFA) The stock-flow adjust-
ment (also known as the debt-deficit adjustment) ensures
consistency between government net borrowing, which
is a flow variable, and the variation in government debt,
which is a stock variable. It includes differences between
cash and accrual accounting, accumulation of financial
assets, changes in the value of debt denominated in for-
eign currency and remaining statistical adjustments. See
also debt dynamics.

Structural balance The budget balance adjusted for its
cyclical component and excluding one-off and tempor-
ary measures. See also fiscal stance.

Structural primary balance The structural balance net
of interest expenditure on general government debt. See
also interest burden.

Tax elasticity A parameter measuring the relative
change in tax revenues with respect to a relative change
in GDP. The tax elasticity is an input to the budgetary
sensitivity.

Tax gaps A measure used in the assessment of the sus-
tainability of public finances. Tax gaps measure the dif-
ference between the current tax ratio and the constant tax
ratio over a given projection period to achieve a prede-
termined level of debt at the end of that projection period
or to fulfil the intertemporal budget constraint.
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0. Legend

1. Deriving the S1 and S2 indicator under the assumption of constant interest-rate/growth-rate differential

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

3. Deriving the cost of a delay indicator

4. Deriving the equivalence between sustainability indicators and implicit liabilities/debt



A n n e x  I :  D e r i v i n g  t h e  s u s t a i n a b i l i t y  i n d i c a t o r s

181

0. Legend

 is the index for the year

 the last year before the long-term projection

 (adjusted) gross debt relative to GDP

 structural primary balance relative to GDP

 change in structural primary balance compared to the base year  relative to GDP

 differential between the nominal interest rate and the nominal GDP growth rate, i.e.  where R and G

are respectively the nominal interest rate (or discount rate) and the nominal growth rate

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

(i) The intertemporal 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.e.:

 (1)

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

 (2)

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

¥1∂ It is also supposed to be strictly positive.
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The second term (E) is a condition concerning future developments in the 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 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 2050 of 60 % of GDP. The calculations below are valid for any date T in the future and for any level of debt

.

(3)

As for S2, the S1 indicator is a sum of several terms. The first term (A) is the same as in S2. 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 2050. 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. 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 2050, which in most cases, underestimates the cost of ageing.

(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)

In practice, given the not so distant requirement (2050) and the low differential between interest and growth rates, S1
and S2 are different.

Table A.1.1 sums up the calculations of S1 and S2.

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 S1 otherwise: nothing sim-
ilar 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 ã of a percentage point of GDP, for a country with an initial adjusted gross debt level of 100 % (1).

¥1∂ If the difference between the interest rate and growth rate is 1.5 %.
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Table A.1.1. Comparison of S1 and S2

— 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 2050 in the case of S1 and over an 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 bal-
ance is higher in 2050 than it is on average over the period 2010–50: the impact of changes in primary balances is
then larger in S2 than in S1 (1). 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 substan-
tially higher than 60 % and/or the increase in expenditure due to ageing is lower in 2050 than on average over the
period up to 2050.

(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 con-
solidation in the medium term that ensures sustainability. The required primary balance can be calculated for both indi-
cators (though the Commission regularly calculates the required primary balance for the S2 indicator).

(6)

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 differen-
tial. 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 gaps are also sensitive to changes
in the current structural primary balance, which are more common.

Current budgetary 
position

Debt requirement in 
2050

Long-term changes in the 
primary balance

S1 =  +  +

S2 = + 0 +  (5)

¥1∂ Formally (E) can be written as a weighted average of (C) and the change in primary balance in 2050 (see annex).
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2. Deriving the S1 and S2 indicator under the assumption of time-varying rate growth/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 EU-25 countries and equal to 3 % while
GDP growth projections are country specific.

Let’s introduce if and 1 otherwise.

The dynamics of debt is: ;

The intertemporal budgetary constraint is: 

The S2 indicator is:  (2bis)

In the case where the interest-rate/growth-rate differential and the structural primary balance are constant after a certain
date (here 2050):

(2ter)

S1 is such that 

(3bis)

αi j; 1 ri+( ) 1 ri 1++( )… 1 rj+( )= i j≤

Dt Dt0
αt0 1 t;+ PBiαi 1 t;+

i t0 1+=

t

∑–=

Dt0

PBi

αt0 1 i,+
-----------------

i t0 1+=

∞

∑=

S2

Dt0

1
αt0 1 i,+
-----------------

i t0 1+=

∞

∑
------------------------------------ PBt0

∆PBi

αt0 1 i,+
-----------------

i t0 1+=

∞

∑
1

αt0 1 i,+
-----------------

i t0 1+=

∞

∑
------------------------------------––=

S2

Dt0

1
αt0 1 i,+
-----------------

i t0 1+=

2050

∑ 1
r2050αt0 1 2050,+
--------------------------------------+

---------------------------------------------------------------------------------- PBt0
–

D

∆PBi

αt0 1 i,+
-----------------

∆PB∞
r∞αt0 1 2050,+
--------------------------------+

i t0 1+=

2050

∑
1

αt0 1 i,+
-----------------

i t0 1+=

2050

∑ 1
r∞αt0 1 2050,+
--------------------------------+

---------------------------------------------------------------------------–

E

=

                               

DT Dt0
αt0 1 T;+ PBi Σ1+( )αi 1 T;+

i t0 1+=

T

∑–=

S1

Dt0
αt0 1 T;+ DT–

αi 1 T;+

i t0 1+=

T

∑
---------------------------------------- PBt0

–

∆PBiαi 1 T;+

i t0 1+=

T

∑

αi 1 T;+

i t0 1+=

T

∑
-------------------------------------------------–

Dt0
αt0 1 T;+ 1–( )

αi 1 T;+

i t0 1+=

T

∑
----------------------------------------- PBt0

–

A

Dt0
DT–

αi 1 T;+

i t0 1+=

T

∑
------------------------------------

B

∆PBiαi 1 T;+

i t0 1+=

T

∑

αi 1 T;+

i t0 1+=

T

∑
-------------------------------------------------

C

–+

= =

                          



A n n e x  I :  D e r i v i n g  t h e  s u s t a i n a b i l i t y  i n d i c a t o r s

185

Box A.1.2. Proofs 

Equation 1

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

It means that  such as 

So  because r is strictly positive.

 (1)

Equation 2

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

Mathematically, it can be written: (1)

Since the discount rate is strictly positive, .

(2)

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:

is such that 

(Continued on the next page)
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Box A.1.2. (continued)

Given 
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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 S2 indicators.
It further assumed a constant interest-rate/growth-rate differential. The costs 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 using the S1 indicator is:

S2 indicator

If the adjustment is made today, 

If the adjustment is postponed in five years then, 

Relationships between the two indicators:

The cost of the delay is proportional to the initial tax gap indicator. If r is constant, the former formula is significantly

reduced: 

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

Chapter I.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: (i) they have the same starting point, i.e. the structural primary balance of general gov-
ernment; (ii) they 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, , as the discounted future structural primary balances, or equiv-
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alently the net present value of future primary deficits:  i.e. the net present value of non-

financed future public spending.

In this case, the S2 can be rewritten as:

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,
healthcare, long-term care, education and unemployment. It is however not limited to those five expenditure items.
The starting point is defined for the total general government sector, which also includes other items. If the current
structural primary balance is lower than the debt-stabilising structural primary balance, it is also included in this def-
inition of the implicit debt. By contrast, if the current structural primary balance is larger than the debt-stabilising pri-
mary balance, it means that the general government is in the process of accumulating assets and/or reducing debt.

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.

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 2050, after which
the primary deficit is kept constant). The intuition behind the result is straightforward. If a country is expected to expe-
rience a maximum increase of 5 % of GDP of public spending, current adjustment to cover this increase is necessarily
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 r is close to zero), the implicit debt can be very large. Changing the assump-
tions for the interest rate can therefore give rise to a larger variation in the ‘stock’ measure (implicit debt) compared
to the ‘flow’ measure (sustainability indicators).
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1. Hypotheses on demographic and economic assumptions

The sensitivity tests are run on the total public expenditure. Non-age-related expenditure and public revenue are sup-
posed to be unchanged as a share of GDP in all alternative scenarios as is the case in the baseline scenario. Regarding
age-related expenditure, sensitivity tests, available in the Ageing Report, have been used (‘AR’ in Table A.2.1).

In the Ageing Report, not every sensitivity test has been run on every of the four age-related budgetary items other
than pensions (healthcare, long-term care, unemployment benefits and education) for the following reasons.

• In many cases, the impact on expenditure as a share of GDP following the Ageing Report methodology is strictly
nil (‘= 0’ in Table A.2.1). This is straightforward for the impact on interest rates on healthcare, long-term care,
unemployment benefits and education. The change in labour productivity impacts directly on GDP growth but
impacts also accordingly GDP/worker growth on which long-term care, unemployment benefits and education are
indexed. This leaves unchanged the ratio of those expenditure items to GDP. Finally higher life expectancy has no
impact on unemployment benefits and education.

• In other cases, the impact on expenditure as a share of GDP is theoretically non-zero but can be neglected in the
calculations (‘~ 0’ in Table A.2.1). In the Ageing Report reference scenario, healthcare is indexed on GDP/capita
so, in that respect, its GDP share is not impacted by higher productivity and/or higher unemployment. However,
there is an income elasticity for healthcare in the reference scenario; therefore higher GDP growth should normally
result in an increase in the GDP share of healthcare but the effect is small.

• The scenario of an increase in the employment rate is supposed to come from a decrease in the NAIRU (see Box
A.2.1), which also reduces unemployment benefits as a share of GDP. This sensitivity test on unemployment benefits
is not in the Ageing Report, therefore an additional scenario has been run using the same methodology as in the Age-
ing Report with a lower NAIRU. However, it should be recalled that the reading of the results will depend on its use.
To estimate the uncertainty surrounding the sustainability indicator regarding the level of the future employment rate
(with an unchanged NAIRU), only the budgetary impact of the sensitivity test on pensions should be considered. To
estimate the uncertainty surrounding the indicator regarding the level of the NAIRU (with unchanged participation
rates), both the impact on pensions and on unemployment expenditure should be considered.

Table A.2.1

Budgetary items affected by changes in assumptions

Pensions Healthcare Long-term care
Unemployment 

benefits
Education

Higher life 
expectancy

AR AR AR = 0 = 0

Higher employment 

AR ~ 0 ~ 0 Projection made 
with the same 

methodology as 
in the Ageing Report

Projection made 
with the same 

methodology as 
in the Ageing Report

Higher employment 
of older workers

AR ~ 0 ~ 0 = 0 Projection made 
with the same 

methodology as 
in the Ageing Report

Higher labour 
productivity

AR ~ 0 = 0 = 0 = 0

Higher interest rate
AR = 0 = 0 = 0 = 0
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The following points should be noted.

• Alternative scenarios on productivity and employment impact on GDP growth. But if GDP growth changes com-
pared to the baseline scenario, returns on assets will increase accordingly and so will interest rates. To keep the
same real cost for the general government to finance its debt, the same interest-rate/growth-rate differential as in
the baseline is used in the calculations of the sensitivity analysis. The impact of a higher interest-rate/growth-rate
differential is analysed as a separate sensitivity test (namely higher interest rate).

• The impact of life expectancy on healthcare and long-term care expenditure was run on the so-called ‘pure-ageing’
scenario. The Ageing Report reference scenario assumes that the health status improves by half as much as in the
constant health scenario. Therefore the sensitivity test on healthcare may slightly overestimate the impact of higher
life expectancy compared to the baseline scenario.

2. Alternative scenarios for healthcare

As shown in Table A.2.2, all alternative scenarios have been run using the pure ageing scenario as a baseline. In the
main text the S2 indicators have been calculated as if the Ageing Report reference scenario was replaced by the alter-
native scenario.

Table A.2.3 shows the change on the S2 indicator resulting from implementing one of the alternative scenarios instead
of the ‘pure ageing’ scenario.   

Box A.2.1: Description of the alternative hypotheses

Higher life expectancy scenario assumes an increase in life expectancy, which corresponds roughly to an increase in life
expectancy at birth of 1 to 1.5 years by 2050. Specifically, it was introduced by decreasing the age-specific mortality rates
by 15 % linearly over the period 2004–50.

Higher employment rate scenario assumes that the employment rate will increase by 1 percentage point over the period
2005–15 and thereafter will remain at a 1 percentage point higher level in the period 2015–50 compared to the baseline
projection. The higher employment rate was assumed to be achieved by lowering the rate of structural unemployment
(i.e. the NAIRU).

Higher employment rate of older workers scenario assumes that the employment rate of older workers will increase
by 5 percentage points over 2005–15 and thereafter will remain at a 5 percentage points higher level over the period
2015–50, compared to the baseline projection. The higher employment rate is assumed to be achieved through a reduction
in the inactive population.

Higher labour productivity scenarios assumes an increase in the labour productivity growth rate by 0.25 of a percentage
point over 2005–15 and thereafter remaining at the 0.25 of a percentage point higher/lower level in comparison with the
labour productivity growth rate in the baseline projection.

Higher interest rate scenarios assume interest rates of 4 % vs. 3 % in the baseline scenario.
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Table A.2.2

Alternative scenarios of healthcare

Pure ageing Constant health
Death-related 

costs
Income elasticity of 

demand
Unit costs — GDP 

per worker
Ageing Report 

reference scenario

Age-related 
expenditure 
profile

Constant 2004 
profiles over the 
projection period

2004 profiles shift 
in line with 

changes 
in age-specific life 

expectancy

Constant 2004 
profiles but split 
into spending on 

decedents and 
survivors

Constant 2004 
profiles over the 
projection period

Constant 2004 
profiles over the 
projection period

2004 profiles shift 
by half the change 
in life expectancy

Unit cost 
development

GDP per capita GDP per capita GDP per capita GDP per capita GDP per worker GDP per capita

Income elasticity 
of demand

1 1 1 1.1 in base year 
converging 
to 1 by 2050

1 1.1 in base year 
converging 
to 1 by 2050

Table A.2.3

Impact on the sustainability indicator of alternative healthcare assumptions 
(deviation from S2 in percentage points of GDP)

Constant health Death-related costs Income elasticity
Unit costs — 

GDP per worker
Ageing Report 

reference scenario

BE – 0.7 – 0.4 0.3 0.2 – 0.1

CZ – 0.7 – 0.4 0.5 0.9 0.1

DK – 0.7 – 0.3 0.3 0.5 – 0.1

DE – 0.6 – 0.3 0.2 0.2 – 0.1

EE – 0.5 – 0.3 0.5 – 0.1 0.2

EL – 0.5 – 0.3 0.2 0.5 0.0

ES – 0.5 – 0.3 0.3 0.4 0.0

FR – 0.7 – 0.3 0.3 0.4 0.0

IE – 0.7 – 0.4 0.4 0.2 0.0

IT – 0.5 – 0.2 0.2 0.3 0.0

CY – 0.3 – 0.2 0.2 0.1 0.1

LV – 0.4 – 0.3 0.6 – 0.1 0.3

LT – 0.3 – 0.2 0.4 – 0.2 0.2

LU – 0.6 – 0.2 0.5 – 1.3 0.1

HU – 0.6 – 0.4 0.4 0.3 0.0

MT – 0.6 – 0.7 0.2 0.1 – 0.1

NL – 0.4 – 0.3 0.2 0.4 0.0

AT – 0.6 – 0.3 0.2 0.4 – 0.1

PL – 0.5 – 0.3 0.4 – 0.3 0.1

PT – 0.6 – 0.3 0.2 0.7 – 0.1

SI – 0.4 – 0.3 0.4 1.0 0.2

SK – 0.5 – 0.3 0.4 0.6 0.1

FI – 0.5 – 0.3 0.3 0.3 0.0

SE – 0.7 – 0.3 0.3 0.8 0.0

UK – 1.1 – 0.4 0.4 – 0.3 – 0.3

EU-25 – 0.7 – 0.3 0.3 0.2 – 0.1

EUR-12 – 0.6 – 0.3 0.3 0.3 – 0.1

Standard deviation 0.2 0.1 0.1 0.5 0.1



Annex III: Council opinions on the 
2005/06 stability and convergence 
programmes
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Table A.3

Policy conclusions by the Council on the sustainability of public finances based on the assessment 
of the 2005/06 updated stability and convergence programmes

Are public finances sustainable? What are the main issues?

BE Belgium appears to be at medium risk 
on the grounds of the projected 
budgetary costs of ageing populations 
and considering the need to sustain high 
primary surpluses for a prolonged period 
of time.

The current level of gross debt, while declining, remains well above the reference 
value and the steady reduction of the debt ratio foreseen in the update is necessary. 
The Belgian strategy of putting longer-term concerns at the heart of fiscal policy, 
including by reducing debt, will undoubtedly alleviate sustainability risks and the 
‘ageing fund law’ reinforces the political commitment by setting legally binding 
budgetary targets. Furthermore, recent measures aimed at increasing the effective 
retirement age and the employment ratio should contribute positively to 
sustainability. However, the current budgetary position may not be sufficient to cover 
fully the substantial increase in expenditure due to ageing populations, underlining 
the importance of maintaining large primary surpluses in the coming years.

CZ The Czech Republic appears to be at high 
risk on the grounds of the projected 
budgetary costs of ageing populations.

While the debt ratio is currently relatively low in an EU perspective, the high deficit 
contributes to a rising debt ratio in the long-term projections until 2050, which 
increases the risk to debt sustainability. At the same time, the projected high increases 
of pension expenditure over the projection period are expected to put a significant 
burden on the public finances. A rigorous implementation of the planned 
consolidation of public finances over the medium term and a further strengthening of 
the budgetary position together with additional structural reforms to contain the 
increase in age-related expenditures, in particular on pensions and healthcare, appear 
to be of key importance in order to mitigate the risks to public finance sustainability.

DK Denmark appears to be at low risk on the 
grounds of the projected budgetary costs 
of an ageing population, due to its solid 
public finances and provided that the 
assumed employment increases and low 
government consumption growth are 
achieved, which requires further labour 
market reforms and spending restraint. 

The strategy of putting sustainability concerns at the heart of fiscal policymaking, 
including containing pension expenditure and involving accumulation of assets, 
contributes positively to the long-term outlook for public finances. The currently 
favourable budgetary position contributes to the financing of the projected 
budgetary impact of an ageing population and the medium-term budgetary plans are 
consistent with sustainable public finances.

DE Germany appears to be at medium risk on 
the grounds of the projected budgetary 
costs of ageing populations. 

The structural reforms carried out in previous years, and in particular the pension 
reform, have helped to contain future rises in public expenditure. In view of the 
current level of government gross debt exceeding the Treaty reference value of 60 % 
of GDP and the currently high structural deficit, implementing rigorously a strong 
budgetary consolidation over the programme period is necessary so as to reduce the 
risks to long-term sustainability.

EE Estonia appears to be at low risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The level of gross debt is currently very low and is projected to remain below the 
60 % reference value throughout the projection period. Estonia’s strategy of putting 
sustainability concerns at the heart of fiscal policymaking, including the pension 
system reform which involves the accumulation of assets, contributes positively to the 
outlook for the public finances. The current budgetary position in surplus contributes 
towards limiting the projected budgetary impact of an ageing population, and the 
medium-term budgetary plan of maintaining balanced budgets is consistent with low 
risks to public finance sustainability.

EL Greece appears to be at high risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The debt ratio is currently the highest in the EU, and is projected to remain at very 
high levels throughout the projection period up to 2050. It is therefore necessary to 
implement rigorously the planned consolidation of public finances over the medium 
term and to further strengthen the budgetary position in order to reduce risks to 
public finance sustainability. At the same time, the projected increase of government 
expenditure, notably on pensions, over the projection period is expected to put a high 
burden on public finances. To this end, resolutely implementing measures enacted 
and designing and carrying out additional structural reforms, notably on pensions, 
are necessary so as to reduce the risks to public finance sustainability.

(Continued on the next page)
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Table A.3 (continued)

ES Spain appears to be at medium risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The currently favourable budgetary position, including the debt position and 
accumulation of assets in the social security reserve fund, contribute to absorb 
somewhat the projected increase of pension expenditures. However, the significant 
increase in these expenditures over the projection period suggests that the 
implementation of the measures within the announced social welfare reform aimed 
at containing the budgetary impact of ageing, notably concerning pensions, could be 
an important element in reducing risks to the sustainability of public finances.

FR France appears to be at medium risk on 
the grounds of the projected budgetary 
costs of ageing populations. 

Recent reforms, notably the 2003 pension reform, have substantially helped to 
contain future rises in public expenditure and their full implementation will be crucial 
to ensure the expected results. The current level of government gross debt is above 
the Treaty value of 60 % of GDP, and the currently high structural deficit, if 
unchanged, will prevent the necessary reduction of debt in view of the future cost of 
ageing. Therefore, in the absence of additional reforms, strong budgetary 
consolidation is needed in order to reduce the risks to long-term sustainability. 

IE Ireland appears to be at medium risk on 
the grounds of the projected budgetary 
costs of an ageing population. 

The currently sound budgetary position, in conjunction with the low debt level and 
the accumulation of assets in the National Pension Reserve Fund, helps partly to offset 
the significant rise in age-related government expenditure, notably on pensions, 
projected over the long term. Ireland has also recently enacted reforms to the pension 
system for public servants, and the authorities envisage further measures that should 
contribute to a more sustainable basis for the provision of public-service pensions. The 
commitment to monitoring the adequacy of contribution rates through regular 
actuarial reviews is helpful. Implementing additional measures aimed at easing the 
budgetary impact of an ageing population over the long term would be nevertheless 
an important element in reducing risks to the sustainability of public finances.

IT Italy appears to be at medium risk on the 
grounds of the projected budgetary costs 
of an ageing population. 

Past reforms have helped to contain future rises in public expenditure and their full 
implementation, notably of the 2004 pension reform, will be crucial to obtain the 
expected results. The currently high level of gross debt and the weak budgetary 
position indicate the necessity for strong consolidation of public finances over the 
medium term to reduce risks to public finance sustainability

CY Cyprus appears to be at high risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

Implementing rigorously the planned consolidation of public finances over the 
medium term will alleviate the risks to long-term sustainability and, as recognised in 
the programme, substantial pension and healthcare reform measures will also be 
necessary to contain the projected high increase in age-related expenditure in the 
period up to 2050 and to reduce the risk to long-term sustainability.

LV Latvia appears to be at low risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The currently very low level of gross debt is projected to remain below the 60 % 
reference value throughout the 2005–50 projection period. Latvia is implementing a 
pension reform launched in 1996 which contributes significantly to containing the 
budgetary impact of ageing populations.

LT Lithuania appears to be at low risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The level of gross debt is currently very low and is projected to remain below the 
60 % of GDP reference value throughout most the projection period and a contained 
government deficit is planned over the programme period. Lithuania has enacted a 
pension reform which contributes significantly to containing the budgetary impact of 
ageing populations. Further changes to the pension system are envisaged by the 
Lithuanian authorities, aiming at increasing the replacement rates for pensioners and 
at the same time gradually raising the retirement age. The implementation of the 
latter measure would be key to ensuring the financial sustainability of the public 
pension system.

LU Luxembourg appears to be at medium risk 
on the grounds of the projected 
budgetary costs of ageing populations. 

The current level of debt is certainly very low and the planned consolidation over the 
medium term should contribute to partly alleviating the risk to public finance 
sustainability. However, Luxembourg has experienced, over the past two decades, a 
period of exceptionally strong employment growth which will progressively translate 
into a similar increase in the number of pensioners and into a large increase in 
pension expenditure. While it contributes significantly to public finance sustainability, 
the current size of pension fund assets will not be sufficient and, as recognised by the 
programme, some changes in the pension schemes will prove necessary at some point 
to contain future increase in public expenditure and reduce the risk to long-term 
sustainability.

(Continued on the next page)
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Table A.3 (continued)

HU Hungary appears to be at high risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The gross debt/GDP ratio is currently close to the reference value and is projected to 
increase in the period up to 2050. Hungary reformed its pension system in the late 
1990s, aimed at contained future rises in expenditure on pensions, which helped to 
reduce the budgetary impact of ageing. However, increases in government 
expenditure on pensions could be higher than projected in the update, suggesting 
that a close monitoring of factors that are assumed to offset such higher expenditures 
as well as developments in pension and other age-related expenditures is important. 
Moreover, the currently high structural deficit contributes to increase sustainability 
risks. It is therefore necessary to carry out a large consolidation of public finances over 
the medium term and to further strengthen the budgetary position in order to reduce 
risks to public finance sustainability.

MT Malta appears to be at medium risk on 
the grounds of the projected budgetary 
costs of ageing populations. 

The level of gross debt is currently above the 60 % reference value and the currently 
high structural deficit, if unchanged, will prevent the necessary reduction of the gross 
debt ratio from falling below the Treaty reference value over the long term. 
Implementing rigorously the planned budgetary consolidation over the programme 
period would therefore contribute to reducing debt below the reference value, with 
positive consequences for risks to public finance sustainability. Changes to the pension 
system are envisaged by the Maltese authorities, aiming at ensuring adequacy and 
sustainability of the pension system. The implementation of the reform would be key 
in ensuring the financial sustainability of the public pension system.

NL The Netherlands appears to be at medium 
risk on the grounds of the projected 
budgetary costs of ageing populations. 

The current level of debt is under the Treaty value of 60 % of GDP and the recent 
improvement of the budgetary situation in the Netherlands has helped alleviate risks 
to long-term sustainability. The implementation of recent reforms of the disability 
scheme will also contribute to curb long-term public spending. However, even fully 
taken into account, the projected future rise in revenue, notably due to delayed 
taxation of pensions is not sufficient to compensate the rise in public expenditure 
over the long term. Further budgetary consolidation may therefore be necessary to 
fully offset the impact of ageing.

AT Austria appears to be at low risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The level of debt, currently above 60 % of GDP, is projected to fall and remain below 
the reference value up to 2050 on the assumption that the planned budgetary 
consolidation is implemented. Austria’s recent pension reform should contribute 
significantly to the containment of future increases in public expenditure. However, 
the structural deficit in the government finances, if not corrected, could pose a risk to 
public finance sustainability. Implementing the planned consolidation of public 
finances over the medium term is therefore instrumental to reducing the risks to 
public finance sustainability.

PL Poland appears to be at low risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The level of debt is currently under the 60 % reference value and should remain so 
under the assumption that savings related to the implementation of the 1999 pension 
reform will materialise. The reform is ambitious and contributes to the solving of the 
ageing problem, but measures recently adopted by the government to exclude 
particular employment groups from the reformed pension scheme could weaken the 
reform’s long-term outcome, particularly if further exemptions from the pension 
schemes were granted. The realisation of contingent liabilities as well as the currently 
high structural deficit may increase the debt/GDP ratio faster than planned over the 
medium term. Implementing rigorously the planned consolidation of public finances 
over the medium term would reduce risks to long-term sustainability.

PT Portugal appears to be at high risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The currently high level of gross debt and the weak budgetary position indicate the 
necessity of implementing rigorously the planned consolidation of public finances 
over the medium term and ensuring the attainment of the budgetary targets in order 
to reduce risks to public finance sustainability. However, the projected increases in 
pension and healthcare expenditures over the projection period clearly indicate the 
necessity of a comprehensive strategy in dealing with the challenge posed by ageing 
populations that goes beyond improving the currently weak budgetary position. The 
ongoing introduction of changes to the pension and healthcare systems should go 
some way to making these systems more sustainable. However, further reforms are 
required to curb the projected growth of age-related expenditures.

(Continued on the next page)
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Table A.3 (continued)

SI Slovenia appears to be at high risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The relatively low debt ratio will contribute to limit the budgetary impact of ageing. 
However, Slovenia will still face a very large increase in government expenditure. Even 
though the 1999 pension reform has significantly alleviated future increases in 
expenditure, its effects have been partly offset by the modification of the indexation 
rule. Further changes in the pension schemes, as recognised by the programme, will 
prove necessary at some point to contain future increase in government expenditure 
and reduce the risk to long-term sustainability. If no further measures are taken to 
relieve the pressures of age-related expenditure, the long-term sustainability of 
public finances will be undermined. A careful planning and timely adoption of 
measures are key in this regard.

SK With regard to the sustainability of public 
finances, Slovakia appears to be at low 
risk on the grounds of the projected 
budgetary costs of ageing populations, 
subject to the sustained fiscal 
consolidation even beyond the 
programme period and the full 
implementation of enacted reforms, as 
well as other reforms of a structural 
nature (including a reduction of 
unemployment). 

The level of debt is significantly under the 60 % reference value and should remain so 
under the assumption of unchanged policies for the coming two decades. However, 
the continuation of the currently high structural deficit will prevent the reduction of 
the debt/GDP ratio, which increases the risk to long-term sustainability. Implementing 
rigorously the planned consolidation of public finances over the medium term is 
necessary in order to reduce risks to long-term sustainability.

FI Finland appears to be at low risk on the 
grounds of the projected budgetary costs 
of ageing populations. 

The gross debt ratio is currently below the 60 % of GDP reference value, and is 
projected to remain below this value throughout most of the projection period which 
extends until 2050. The significant assets of social security and the currently 
favourable budgetary position contribute to limit the budgetary impact of ageing 
populations. However, in the long run, a risk to public finance sustainability could 
emerge, reflecting rising pension expenditure. Containing age-related expenditure 
over the long term, including the successful implementation of recent reform 
measures aimed at rising the effective retirement age, while maintaining sound 
budgetary positions would be key components in reducing risks to public finance 
sustainability.

SE With regard to the sustainability of public 
finances, Sweden appears to be at low risk 
on the grounds of the projected 
budgetary costs of ageing populations. 

The level of gross debt is currently comfortably below the 60 % reference value and is 
projected to remain below the reference value throughout most of the programme 
period. The Swedish strategy of putting sustainability concerns at the heart of fiscal 
policymaking, including the pension system reform which contains pension 
expenditure and involves accumulation of assets, contributes positively to the outlook 
for the public finances. The currently favourable budgetary position contributes to 
limiting the projected budgetary impact of ageing populations while the planned 
consolidation towards the 2 % MTO at the end of the programme period contributes 
to improving sustainability.

UK With regard to the sustainability of public 
finances, in combination with an increase 
in the cost of ageing, the possibility of 
insufficient provision of private pensions 
increasing fiscal costs would put the 
United Kingdom at medium risk, unless 
changes are made to improve fiscal 
sustainability.

Over the period until 2050, a contained rise in public pension expenditure is 
projected. However, higher age-related expenditure pressures cannot be excluded as 
there is a possibility of insufficient provision of private pensions. Pension policy is 
currently under review and the government’s response to the November 2005 
Pensions Commission report is expected in spring this year. The currently favourable 
debt position contributes to limit somewhat the budgetary impact of ageing 
populations; however, gross debt is projected to go above the 60 % of GDP reference 
value during the projection period to 2050 if, compared to the structural budgetary 
position in 2005/06, no further budgetary consolidation takes place during the 
programme period. Improving the structural balance of government finances over the 
medium term would contribute to reducing risks to public finance sustainability.

Sources: Council opinions on the 2005/06 updated stability and convergence programmes on the basis of the Commission’s assessment.
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