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Presentation Outline

= Demographic factors
= Budgetary challenges
= Labour Markets

= Economic growth

= Financial markets
Always with a focus on the new
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Ageing Europe

LLack of children, inecreasing life
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Ageing Europe
Population and dependency

Rapid increase in old-age

Fairly strong population decline dependency ratios
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Ageing Europe
lhe elderly group expands

Percentage of 80+ in 65+

250

OFormerEU-15
ENew EU-10

200

150

100

50

0

1980 1990 2000 2010 2020 2030 %)04(:% _2(%5?1 e EErs U 1
ndarej scnnelder, aries uUniversi
Source: Mayhew (2000)

Relative health care expenditure by
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Buagetanry: cnallenges
IHigher age-related public spending

Old-age pension, health care and long-term care spending (*)

United Kingdom [ | % of GDP

Denmark |

Belgium | |
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Czech Republic |

France |

Finland | |
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Buadgetary challenges
Debt level

Gross debt general government
(2003, as a % of GDP)
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Laboeur Markets
Shrinking and greying labourferce

Declining working age population The greying of the labour force
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Lapoeurr Viarkets
Low: employment oii the elderly

Employment rate (2003)
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Laboeur Viarkets
Ithe early retirement burden

Cost of early retirement
(benefit payments, lost output, lower taxes, as a % of potential GDP)
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Economic growin

Economic growth =
Productivity growth x Employment growth
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Economic growth
Empleyment

Economic growth =

Productivity growth x Employment growth

Impact on empl. EU-25 Former New uUs
Growth EU-15 EU-10

Working age -12.7 -13.0 -11.4 | +11.3

population (in

2003-2030)

Employment rate +10.8 +8.0 +22.6 -

(towards Lisbon 70%-
target)
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Economic growin
Productivity,

Economic growth =
Productivity growth x Employment growth
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Economic growth
Lower potential due te ageing

Real GDP growth, [ 1991- 1996- 2000~ 2010-
in % (period 1995 740]0]0) 2010 2A0)20)
averades)
Former EU-15 ) 2.6 2.0-2.5| 1.5 -
70)
New members -0.4 3.3 3.5-4.0{ 3.0 -
(Central-Europe) 3.5
Us 2.4 4.1 3.0 -3.5| 2.5 -
3.0

Sources: EC, OECD, UN
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Ageing and financial markets
Pension landscape: first pillar-benefit levels
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Ageing and financial markets
Pension landscape: fiunded schemes

Assets of insurance

corporations and pension funds .
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Ageing and financial markets
Savings, may: fall

= Demographic changes shifit the balance
petween savers and dissavers

= As the "baby boom’-generation moved into
the second half off its working life, pension
fund growth created high demand for
equities inf 1980s and 1990s
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Ageling and financial markets
Iihe Liie Cycle Hypothesis
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Ageing and financial markets
Savings: may: fall

= We know little about savings moetivation,
PDUL:

o [he savers-dissavers ratio (population aged

40-64: / population aged +65) will start falling
after 2010 — FALL IN SAVINGS

o The baby boomers will liguidate their assets to
finance their retirement - FALL IN SAVINGS

e Perhaps more saving by the 40-64 due to
higher life expectancy and less generous
PAYG-pension schemes — INCREASE IN
SAVINGS
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Ageing and financial markets
Savers disappearance

Savers (40-64) and dissavers (+65) as a percentage of total population
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New EU-10
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Ageing Europe

Afiterr Enlargement

= New EU-10do not significantly:
change the age structure

= [N some aspects, the ageing is more
dynamic in the New EU-10

= Labour markets in the New EU-10
cater less for older workers, more to
be done to increase flexibility and cut
costs
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Ageing Europe

Afiterr Enlargement

= [he New EU-10 have loewer debt and
thus more room to maneuvie (Is It
necessarily good?)

= Economic growth: bigger potential in
the New EU-10, but also larger
challenges and vulnerability

= Financial sector is less prepared for
aged society’s needs in New EU-10

Ondrej Schneider, Charles University 24
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