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Preface

The European Commission, more specifically its Employment, Social Affairs
and Equal Opportunities DG, created a European Observatory on the Social
Situation, with the aim to inform the social policy debate and to provide
analytical input to the reporting tasks of the Commission. The Observatory
functions as a network of thematic research entities in four specific domains:
Demography, Social Inclusion and Income, Social Capital, and Health and
Living Conditions. Bridging the gap between science and policymaking is the
overarching mission of the Observatory.

The current study reports on the work of the Demography Network, which has
as its main task to monitor and report on demographic and related socio-
economic trends and to analyse the policy implications of these trends. It
specifically relates to the activities carried out under its 2005 work programme
(contract VC/2004/0334).

The Demography Network consists of a Consortium of research institutes which
is led by NIDI (coordinator Nico van Nimwegen) and further consists of the
Centre for European Policy Studies (CEPS, Brussels, Belgium, www.ceps.be),
the German Institute for Economic Research (DIW, Berlin, Germany,
www.diw.de), the Institute for Advanced Studies (IHS, Vienna, Austria;
www.ihs.at), and the Center for Social and Economic Research (CASE,
Warsaw, Poland, www.case.com.pl). In addition to the Consortium, a Group of
Experts is involved in the Demography Network and contributed to this report
with a series of country/region specific studies.

NIDI expresses its gratitude to its partner institutes in the Consortium and the
individual experts for their valuable contributions to the Network and this study,
and for the fruitful and constructive collaboration of which it is the result. Also
the exchange of views in the Observatory with the partner Networks as well as
the support and contributions of representatives of the Commission are
gratefully acknowledged. The responsibility for the current report lies with the
respective authors and the views expressed therein do not necessarily reflect the
position of the European Commission or the Member States.

An extended version of the report, including two contributions on related issues
from the 2005 Demography work programme, which are not reproduced here, is
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also available at the special website of the Social Situation Observatory
(http://ec.europa.ecu/employment social/social_situation/sso_reports_en.htm).
This website also includes the 2005 studies of the related Networks.

Nico van Nimwegen, Project Coordinator

The Hague, summer 2006



L. Executive Summary

Nico van Nimwegen*
*  Netherlands Interdisciplinary Demographic Institute (NIDI), The Hague, Netherlands

1.1.  Highlights

On Demography and the life course:

e Population ageing and imminent population decline signal the onset of an
unprecedented demographic era for Europe. Low fertility and increasing life
expectancy are the main drivers of this demographic revolution; the role of
migration is hard to foresee.

e Low fertility is a root cause of population ageing and population decline. Is
low fertility ‘here to stay’?

e Changing mortality is the second root cause of population ageing. Life
expectancies are increasing and the gender gap is slowly closing.

e International migration is a major cause of population growth in Europe and
migrants (and their offspring) make up an increasing share of the population.

e Population ageing is the medium term and man-made outcome of ongoing
population trends of past decades.

e Population projections are important tools for policymaking. The revised
Eurostat demographic projections assume lower fertility, longer life
expectancy and somewhat higher migration resulting in slightly higher
population growth and less or later population decline, shrinking working-
age populations and accelerating population ageing.

On Employment and the life course:

e Men are working less and women more.

e The labour force participation of the young is declining due to longer
education, but it especially declines for older male workers because of early
retirement.

e Will the downward trend in elderly labour force participation be halted and
reversed?
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e Labour force participation in the family-phase of the life course is increasing
and finding a proper balance between work and family life is a major
challenge.

e The European labour force is ageing, with smaller proportions of young
workers but also declining proportions of older workers. The middle ages
have become dominant in the labour force and the average age of the work
force increases.

e European men spend less time on the labour market: the labour-active life
span is shorter (life time) and the number of working hours (working time)
is lower. The labour-active life span for women, on the contrary has
increased in the old Member States.

e Early retirement is common in all Member States, but recently effective
retirement ages have started to increase again. Retirement may become less
standard and more flexible.

e Early retirement did not increase youth employment, and seems to be
conducive to policy interventions.

e Public pension schemes are becoming more restrictive to early retirement,
but other social benefits play a role as well.

On Social protection and the life course:

e Population ageing has a significant impact on social protection and pension
systems.

o It will lead to rising expenditure and ongoing reforms to make systems more
ageing-proof.

e Longer and healthier lives of the elderly will lead to health and health care
challenges. However the demand for health care will increase with
population ageing and costs of health care systems will rise.

On Time-use and the life course:

e Gender and childbirth are still decisive factors if one looks at individual
time-use.

e However, the gender differences in time devoted to divergent activities has
diminished.

e Across Europe the variance in time devoted to paid and unpaid work,
personal care and leisure is relatively small.
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The Demography Monitor 2005 reviews the demographic situation and related
socio-economic developments in the European Union. Also the candidate
countries and Turkey are included in the analyses to the extent possible. Special
emphasis is given to the policy implications of socio-economic and
demographic developments. The major demographic focus in the report is on
population ageing, by far the most dominant demographic challenge that the
European Union is facing. From the major world regions, population ageing is
most advanced in Europe. The social and policy implications of population
ageing are manifold: the report pays special attention to the two broad and partly
interrelated domains of employment and social protection. It discusses critical
policy-relevant issues like increasing participation on the labour market, the
extension of working life, retirement and pensions. It also deals with related
topics like the combination of work and family, education and health as well as
time-use. The life course, as this is shaped by socio-economic and demographic
trends, is used as an integrative framework. Changes in the passing between and
sequencing of the phases in the life course of Europeans are analysed.

1.2.  Demography and the life course

— Population ageing and imminent population decline signal the onset of an
unprecedented demographic era for Europe...

In the 20" century the world population increased from 1.6 to 6 billion and in
the next half century a further increase to some 9 billion is expected for the
world as a whole. In the same period the population of the current 25 Member
States of the European Union (EU-25) grew from 240 to 456 million and by the
year 2050 this is expected to be 449 million. A century ago some 15% of the
world population lived in the area of the current EU-25; nowadays this is 7%
and by the year 2050 the share of EU-25 in the total world population will be
5%. These demographic shifts do not change the ranking of the major world
regions according to population size. Currently EU-25 with 456 million
inhabitants ranks third after China (1.3 billion inhabitants) and India (1.1
billion), followed by the United States with 298 million inhabitants. By the year
2050 EU-25 will still rank in the third place with 449 million, after India (1.6
billion) and China (1.4 billion) and before the United States with 395 million
inhabitants. It should however be noted that from the major world regions EU-
25 is the only where the total population is projected to decline. This imminent
population decline signals the onset of a completely new demographic era in
modern history, with unprecedented implications. Within the European Union
the new Member States of Central and Eastern Europe are already witnessing
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population decline, but other Member States are expected to follow. Declining
population growth is inevitably linked with population ageing. Although this
process will affect all major world regions, population ageing is most advanced
in the European Union, especially in the southern Member States.

Jointly, population ageing and imminent population decline are the major
features of the demographic development of Europe which may be labelled as
revolutionary in modern history.

— ...low fertility and increasing life expectancy are the main drivers of this
demographic revolution; the role of migration is hard to foresee.

The main drivers of these developments are low fertility and increasing life
expectancy. Migration is the third engine of demographic change, but as
compared to fertility and mortality, its future course is hard to predict, yet its
implications are far-reaching.

— Low fertility is a root cause of population ageing and population decline. Is
low fertility ‘here to stay’?

Since the 1970s most Member States witnessed fertility decline, sometimes very
substantial and at a fast speed. In Ireland, for instance, the average number of
children per woman (measured as the total fertility rate, TFR) declined by 50%
from 3.75 children in 1975 to 1.85 in 1994. In the Netherlands fertility halved
from 3.17 children in 1964 to 1.58 children in 1977, in Portugal from 3.00
children in 1968 to 1.51 in 1993 and in Germany from 2.51 in 1963 to 1.25 in
1995. Also several of the new Member States saw their fertility rates halved. For
example in Cyprus the rate was 3.51 in 1960 and fell below 1.75 after 1999, in
Malta the rate fell from 3.62 in 1960 to below 1.80 after 1998, while it dropped
in Poland from 2.98 in 1960 to below 1.50 in 1998 and in Slovakia from 3.07 in
1960 to below 1.50 in 1996. Fertility declines were less abrupt in Member States
like Belgium, Denmark, Estonia, France, Greece, Latvia, Sweden and the
United Kingdom. Currently women in EU-25 have on average 1.48 children
(1.52 in the old Member States and 1.24 in the new Member States). By 2003
Ireland (1.98 children per woman) and France (1.89) reported the highest
fertility rates, while the Czech (1.18) and Slovak (1.17) Republics had the lowest
rates. All Member States have fertility levels below the so-called population
replacement level (2.1 children per woman), which indicates the onset of
population decline also since in many countries below-replacement fertility has
become structural. The latter is substantiated when the ultimate number of
children born to a woman (completed fertility of birth cohorts) is taken into
account. These so-called cohort fertility rates are less sensitive to periodic
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differences in the timing of children (postponement) and thus a more stable
indicator of long term trends. Taking differences in postponement patterns into
account, cohort fertility is slightly higher than the period rates. The average
cohort fertility for the generation of women born in 1955 and 1965 in EU-25
(1.94 and 1.77 respectively) is also below replacement. However in the new
Member States the average for the 1955 generation was 2.10 and so above
replacement, but for the 1965 generation —women who are currently 40 years
of age— it is 1.96.

Period fertility rates are below cohort rates. A slight upturn in European fertility
levels might occur, especially when the postponement of childbirth beyond age
30 would diminish. It is however uncertain if and to what extent this so-called
‘tempo’ effect in fertility will change, as it is uncertain whether and how policies
might have an impact on the tempo of fertility. Low fertility seems to be ‘here to
stay’ and a recovery of European fertility to, for instance, replacement level is
highly unlikely.

— Changing mortality is the second root cause of population ageing. Life
expectancies are increasing and the gender gap is slowly closing.

Declining mortality results in the extension of the life span, measured as the
average life expectancy at birth, which is the number of years a newborn baby
may expect to live when current mortality rates prevail. Primarily due to the
overall decline of infant mortality in all Member States (currently 1% of
newborn babies die within a year from birth), life expectancy has substantively
increased in the past decades in all Member States. European women currently
may expect to live 81.1 years, while the life expectancy for men is 74.8 years.
Life expectancy generally is higher in the old Member States (81.6 and 75.8 for
women and men respectively) than in the new Member States (78.3 and 70.0 for
women and men). Currently the Baltic States report the lowest life expectancies
(around 75 years for women and 65 for men), also indicating large gender
differences. Relatively large gender differences are reported for France and
Spain (7-8 years). Overall gender differences in mortality are nevertheless
declining in the European Union as male mortality rates are catching up with
women (with declining male life expectancies in some new Member States as
the exception).

A further increase in life expectancy is expected for the European Union to 86.8
for women and 81.7 for men by the year 2050. The differences between the old
Member States (87.3 and 82.3 for women and men) and the new Member States
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(84.1 and 78.6 respectively) are likely to become smaller by 2050, especially for
men. The future increase in life expectancy will primarily be caused by
declining mortality at higher ages. The latter is evidenced by increasing life
expectancy at age 60. Current mortality rates imply that if a European man
retires at age 60, he will have an additional 20 years to live (about a quarter of
his total life span). A 60 year-old European woman may expect to live an
additional 24 years or nearly a third of her total life span. Although data are
more scarce, there is evidence, at least in some countries, that an increasing
share of life is experienced in good health.

— International migration is a major cause of population growth in Europe and
migrants (and their offspring) make up an increasing share of the population.

In the second half of the 20" century many European countries witnessed a
historical change from emigration to immigration, but the total number of
migrants residing in Europe is unknown. United Nations estimates for the year
2000 amount to about 60 million migrants (defined as people living in another
country than their country of birth) in Europe including the Russian Federation,
about 4% being refugees. This share of migrants (8%) in the European total
population of 728 million people is much lower than in Africa (22%) and Asia
(23%), but higher than in Northern America (2%) or Oceania (1%). Other
estimates put the number of (first generation) migrants at 33 million for EU-15.
Member States with large shares of foreign born immigrant populations are
France with 11% of the total population, Austria and the Netherlands (10%),
Germany (9%), the United Kingdom (7%), Poland (5%) and Italy (3%). Despite
transitional restrictions, the most recent enlargement of the European Union may
lead to a short term increase in regular and irregular migration from the new
Member States. With ongoing economic development in these countries, the
inclination to emigrate is expected to decline. In the longer run the composition
of the European population will increasingly be influenced by migration from
other regions. Thus it is expected that Europe will have to compete with
traditional countries of immigration like the United States, Canada and
Australia, for qualified migrants to fill possible shortages on the labour market.

Population ageing, also implying the ageing of the work force, as well as
imminent population and work force decline, will act as a major pull factor of
international migration into the European Union. High population growth in the
neighbouring countries and especially in Africa imply increasing migration
pressure as a major push factor of international migration. Although
international migration may serve a function with respect to solving labour
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market shortages, its numerical impact on population ageing is small. Scenario
calculations underpin that to halt, let alone to reverse population ageing truly
massive and increasing flows of (labour) migrants would be needed.
Replacement migration studies show that millions of immigrants are needed
each year to keep the age-structure unchanged, for example over 3 million
migrants per year in Germany alone, which is an unrealistic scenario. It follows
that population ageing is here to stay.

Especially with respect to labour migration the trend of further diversification of
migration flows into the European Union is expected to continue, caused by
skills shortages, the opening up of the central and eastern European region,
asylum seeking, globalisation and the creation of transnational communities.
The gender imbalance in international labour migration seems to be shifting,
with male domination (around two thirds) falling in most countries, signalling
the feminisation of labour markets.

As the most volatile process of population change, international migration may
play a key role in the demographic future of the European Union. A (further)
harmonisation of immigration and integration policies would foster the
optimization of the impact of international migration.

— Population ageing is the medium term and man-made outcome of ongoing
population trends of past decades.

All Member States are witnessing population ageing i.e. changes in the age-
structure where the older age-groups take prominence over the younger and the
mean age of the population is rising. The degree of population ageing however
varies among Member States, witnessing different demographic histories. As
was shown before, low fertility and increasing life expectancy are the root
causes of population ageing. These root causes are firmly embedded in the
social, cultural, economical and medical developments of society and thus
population ageing, in addition to being a natural outcome of ongoing and
structural trends, basically is man-made.

The main ageing trends are the following. The number of young people (age 0-
14) in the European Union will continue to decline in absolute terms from
around 100 million in 1975 to some 66 million by the year 2050. Their share
related to the working-age population as expressed in the young-age dependency
ratio (also labelled as ‘green population pressure’) however will rise slightly
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from currently 24 to 26 in EU-25 (by 2050 the green pressure will be 27 in the
old and 24 in the new Member States).

The potentially active population of 15-64 will be most numerous around the
year 2010 (310 million) and will subsequently decline to about a quarter of a
billion by the year 2050. It is worthwhile to note that the share of this working-
age population in the total population will be slightly larger in the new Member
States (currently 70% and 57% in 2050) than in the old Member States
(currently 68% and 56% in 2050). This indicates that the new Member States
may still benefit from the so-called ‘demographic dividend’, a demographic
window of economic opportunity, with fewer young dependent and older people
relative to the working-age population. This dividend pays off when sufficient
investments are made to spur economic growth. The window of opportunity
closes when population ageing continues and the relative share of both young
and older dependents increases.

The population aged 65 and over will continuously increase from currently 67
million to 129 million by the year 2050. Their share relative to the working-age
population in the European Union, the old-age dependency ratio (also labelled as
‘grey population pressure’), has increased from 20 in 1975 to currently 25. It is
projected to increase further to 51 by 2050. The different levels of ‘grey
pressure’ (26 in the old Member States and 19 in the new Member States)
indicate the different stages of population ageing within the European Union.

The relative share of the population aged 80 and over to the working-age
population will even increase more sharply: from currently 6 to 20 by the year
2050 (the old Member States from 6 to 21; the new Member States from 4 to
15).

Jointly, the ‘green’ and ‘grey’ pressures constitute the overall demographic
dependency. This dependency currently is 25 for the European Union as a whole
and is projected to increase to 51 by the year 2050 (in the old Member States
from 26 to 51 and in the new Member States from 19 to 52).

— Population projections are important tools for policymaking.

As population projections are important instruments for policymaking and
medium and long term planning, the most recent sets of European Union
projections were compared. Since the 1980s 6 sets of population projections for
the countries and regions of the European Union were prepared under the aegis
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of the European Commission (1980, 1985, 1990, 1995, 1999 and 2004). As
compared to the population projections of the National Statistical Institutes of
the Member States, the EU projections are internationally consistent and based
on harmonized data, a common projection model and a common set of
assumptions, which gives them substantive added value for European
policymaking. Acknowledging that the future is inherently unpredictable,
several scenarios with contrasting variants of population development are
prepared.

Each new round of projections is an update of the previous one, with
improvements in the model and data as well as updated assumptions taking
recent developments into account. The latter holds particularly for the latest
round of projections of 2004 where information from the most recent 2000/2001
population censuses was used. The 2004 projections (EUROPOP2004) for the
first time included the 10 new Member States. Five scenarios were made: a
baseline scenario (describing the outcome of a continuation of current trends), a
low and high scenario (two contrasting variants assuming low and high values
of fertility, life expectancy and net international migration), a ‘no migration’
scenario (combining baseline assumptions on fertility and life expectancy with
zero migration), and a high fertility scenario (combining baseline assumptions
on life expectancy and migration with high fertility). As recent demographic
patterns in transition countries were strongly influenced by temporary post-
communist turbulence, a continuation of current trends would be unrealistic, and
thus the baseline scenario for the transition countries slightly adjusted current
trends, allowing country-specific convergence to Western patterns.

— Lower fertility, longer life expectancy and somewhat higher migration are
assumed...

For policymaking it is important to know to what extent the 1999 and 2004
projections differ. In other words, which new demographic realities become
visible when comparing these two sets of projections? Generally speaking the
differences in assumptions between the two sets of projections closely reflect
recent demographic developments. With respect to fertility the assumptions
were slightly adjusted downwards for most countries, with some upward
adjustment for a few countries (France, Finland and Sweden). Also somewhat
more diversity across and slightly larger differences between countries was
assumed in 2004, with a 2050 total fertility rate ranging between 1.40 in Spain
and Italy and 1.85 in France and Sweden (in 1999 the range was from 1.50 to
1.80). The lower fertility assumptions in 2004 seem to reflect a more pessimistic
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view on the possibilities of catching up with postponed births. For mortality a
continuation of increasing life expectancy was projected in all scenarios, with
systematically lower life expectancy in the transition countries. Although the
differences between the old Member States and the new Member States in
transition are expected to decrease, it is also expected that these will not have
vanished by the year 2050. In general the most recent mortality assumptions
reflect a slightly more optimistic view on long term developments of life
expectancy. International migration caused important differences between the
two sets of projections with ultimately positive net migration for all countries.
Irrespective of the assumptions, the base populations for countries like Ireland,
Portugal, Greece and especially Spain were upwardly adjusted as their current
populations outnumbered the ones in the 1999 projections, primarily due to
international migration.

— ..resulting in somewhat higher population growth and less or later
population decline.

For most countries and in the short, medium and longer run, the 2004
projections indicate larger populations than in 1999. Portugal (with lower
fertility and lower net migration) and Denmark (with lower migration) are the
exceptions, with lower projected populations in the long run. The total EU-15
population as projected in 2004 for the year 2050 numbers 384 million, as
compared to 364 million in the 1999 projections. Notwithstanding the slightly
more numerous populations, for most Member States the population is yet
expected to decline sooner or later. The fact that Europeans will live longer and
international migration will continue does not fundamentally change the
perspective of emerging population decline, although this may postpone the
onset of the downward trend. With the exception of Cyprus, Malta and Slovenia,
all new Member States are countries where the population is already declining.
They will be joined by Italy (in 2013), Germany and Slovenia (in 2014) and
Portugal (in 2018) in the shorter run and by most of the remaining countries in
the longer run. Ireland, Cyprus, Luxembourg and Sweden are the only countries
with projected continuous population growth until the year 2050.

— Shrinking working-age populations and accelerating population ageing.

Several years before a country will experience population decline its working-
age population will start to diminish. Due to the lower fertility assumptions in
the most recent population projections, this process will start earlier than
foreseen in the previous projections. Nevertheless the 2004 projections calculate
larger working-age populations for all countries by 2050 than the 1999 edition.



Executive Summary 11

The working-age population indicates the potential labour supply. Currently the
EU-15 working-age population numbers 255 million; by the year 2050 this will
be 217 million according to the 2004 projections (as compared to 210 million in
the 1999 projections).

As a result of declining and sustained low fertility and increasing life
expectancy, the pace of population ageing is set to further accelerate according
to the latest projections. Except for Luxembourg, the Netherlands and Sweden
the old-age dependency ratio for all Member States is higher than in the
previous projections. Currently, old-age dependency ratios vary from 0.16 in
Slovakia to 0.29 in Italy, with an overall ratio of 0.25 for the EU-25, 0.26 for the
EU-15 and 0.20 for the new Member States. Under both scenarios, the old-age
dependency ratio will rise significantly, to 0.53 according to the 2004
projections (EU-25 as well as EU-15) and to 0.49 in the 1999 projections.

In summary the new set of EU population projections indicate larger overall
populations in the Member States, somewhat later but still inevitable population
decline and a faster pace of population ageing. As portrayed in these projections,
the new demographic realities in Europe invariably call for demographic
developments to be seriously taken into account by policymakers.

1.3. Demographic and socio-economic trends and the life course

After discussing the major demographic trends, the focus will now gradually
shift to the life course. Population trends are the outcome at the macro-level of
the behaviour of individuals, couples, families or households. This behaviour is
partly shaped by the social context, including policy interventions, and in its turn
shapes the way in which the lives of people are structured into the individual life
course.

In the individual life course of Europeans we will broadly distinguish three,
partly overlapping phases. In the first, formative phase children grow up and are
socialised into the community. Education takes priority in this phase which ends
when the adolescent enters the labour market. The transition to adulthood is
partly taking place in this phase. The current report does not explicitly deal with
this phase in the life course. The second, labour-active phase in the life course
commences with the entry into the labour market and ends upon retirement.
Employment takes priority in this phase. The third phase in the life course is the
retirement phase; leisure takes priority over employment in the initial stages of
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this phase and gradually frailty and dependency set in. The current report
focuses especially on the second and third phases of the individual life course.
Although the distinction of these phases serves analytical purposes, it will
become obvious that increasingly activities are not confined anymore to a single
phase in the life course. Educational and formative activities, for instance, do not
end upon entry into the labour market and continue throughout most of the life
span. Life-long learning is the most obvious example. Alternatively, repeated
entries and exits from the labour market are becoming a common reality for
increasing numbers of Europeans and not only for women. Parttime labour force
participation is another example of fluidity, while (early) retirement also is
becoming a process rather than a single event.

Nevertheless, the distinction of the various phases in the life course may help to
understand differences in the timing and sequence of events which shape the
lives of Europeans.

1.4. Employment and the life course: the phase of working

As was indicated above, the working-age population (15-64) is already declining
or is set to decline in the near future in several Member States due to
demographic developments. The working-age population, however, gives only
an indication of the number of persons that may, in principle, be active on the
labour market: the potential labour supply. It does not reflect the actual labour
force. Labour force participation rates, indicating the share of the working-age
population that is active on the labour market (either working or seeking
employment) are needed for the latter. Labour force participation rates vary over
the life course. In fact the individual life course is to a large extent structured by
employment as the years spent in employment cover an important part of the
entire life span, particularly for men but increasingly also for women.

Several general trends may be discerned in European labour force participation
from a life course perspective. First the onset of the labour career and thus the
start of the working phase is increasingly being postponed. Young adolescents
of today are spending more time in education than previous generations. The
demands of the labour market are increasing and also strong competition on the
labour market stimulates adolescents to raise their educational skills and
qualifications. A prolonged stay in (fulltime) education implies a later entry into
the labour market. Another general trend concerns the exit from the labour
market, which increasingly is occurring earlier in life because of early retirement
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although this shift seems to come to an end more recently. Later entry and
earlier exit combined, result in a shortening of the working phase in the life
course. These general trends are substantiated below.

— Trends in labour force participation: men are working less and women
more...

In the last three decades, the overall labour force participation of European men
declined substantively in both the old and the new Member States, with the
exception of Sweden. The trends for women show a different pattern for the old
and the new Member States. In the old Member States female labour force
participation increased substantially from low to markedly higher levels. The
opposite is the case in most of the new Member States, notably the ones in
Central Europe. Here the traditionally high female labour force participation
from the Soviet era substantively declined when the Iron Curtain opened and
economic transformation set in.

For men, as mentioned above, two coinciding developments are causing this
decline in labour force participation: later entry on the labour market of the
young and earlier retirement from the labour market of older workers; the labour
force participation for the middle age groups remained relatively stable. For
women, the overall increase in labour force participation in the old Member
States is clearly associated with higher levels of education resulting in the wish
to enter and/or stay on the labour market, also in the phase of family formation.
Policies that enable women to combine family and work more easily also
contributed to rising labour force participation. Yet despite this, the lack of
institutional arrangements to reconcile family responsibilities and occupational
ambitions can still be regarded as one of the major barriers to women’s
continued participation on the labour market. In most of the Member States the
demand for childcare at prices affordable to parents exceeds the existing supply,
as has regularly been noted by the European Council.

— Declining labour force participation of the young because of longer
education...

Some thirty years ago labour force participation rates of 15-24 year old men
fluctuated from a high of 85% in Portugal to a low of 47% in Greece. The
corresponding rates for young women were 66% in Germany and 32% in
Greece. Currently the labour force participation rates in the European Union
range from 70 to 30 for young men and 70 to 25 for young women. The
‘education factor’ can be viewed as the dominant cause of decreasing labour
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force participation of the young. The current rates of young labour force
participation show less variation between countries, indicating a convergence of
trends across the European Union. The data do not allow to conclude that initial
differences in the length of education of young Europeans have decreased as
well, although this is highly probable.

It goes without saying that education plays a key role in national development
and also has a direct impact on economic growth and productivity. During the
last three decades, most industrialized countries have experienced a remarkable
increase in the educational attainment of their labour force, which is expected to
continue over the coming decades. Recent projections for the old Member States
as a whole (data for the new Member States are not yet available) indicate that
the average level of educational attainment as measured by completed years of
schooling of the potentially active population, will increase from 11.1 years of
schooling in 2000 to 13.8 years by the year 2050 or by 2.7 years. Two driving
forces determine this increase: demographic change and, more importantly,
increasing educational enrolment. As to the former, younger and better educated
generations will gradually replace older and lesser educated generations on the
labour market. This pure demographic composition effect would account for 1.1
years of the overall increase. The remaining 1.6 years would be achieved by
more enrolment in higher (upper-secondary and tertiary) education. Especially
the latter enrolment effect will be conditional upon a corresponding rise of
educational services needed to provide quality education. Among all Member
States the scope for an increase of educational attainment over the long term will
of course be considerably larger in countries where the initial level of schooling
is comparatively low. Within the EU-15 the projected rise in educational
attainment due to higher enrolment ranges from a low of 0.48 years in Finland to
a high of 2.02 years in Portugal, where the starting point in the year 2000 was
only 8.3 years as compared to 12.6 years in Germany. It should be noted that
despite of this ongoing increase in the educational attainment of the European
work force, it is likely to remain lower than that of the United States, where
educational attainment is increasing as well.

As already indicated above and viewed from a life course perspective, the
lengthening of the educational career will yield a shortening of the labour career,
unless it is accompanied by a corresponding increase in the effective age at
retirement. An important issue in this respect is whether the increase in
schooling will have as its counterpart an increase in productivity and incomes
providing the resources needed to compensate for the shortening of the labour
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career and to accommodate the rising costs of an ageing society. Studies indicate
that additional schooling may indeed have a positive impact on the level of
GDP. But there is also evidence that the impact of additional schooling on
economic growth and productivity is dependent on the quality and efficiency of
the educational system and that there may be a declining rate of return on the
duration of schooling. The economic returns of additional schooling in countries
with already high levels of productivity may not provide as large a boost to the
economy as in countries where the initial productivity is low.

— ...and declining labour force participation especially of older male workers
because of early retirement.

For the age-group of 55-59 current labour force participation ranges from a high
of 85% in Denmark and a low of 50% in countries like Belgium, Poland,
Slovenia and Turkey. Some 30 years ago the range was considerably smaller
(between 95% in the United Kingdom and 74% in Cyprus) and labour force
participation levels higher. This trend is even stronger for the age-group 60-64
with current levels ranging from 64% in Sweden to 13% in Slovakia. Labour
force participation above the age of 65 is practically non-existent in countries
like Belgium, France, Spain Luxembourg and Slovakia (2%), below the 10%
level in most countries, but still relatively high in for instance Portugal (26%).
The substantial decrease in older male labour force participation is mainly the
result of the reduction in the average age at retirement (see below), but also of
the decreasing share of self-employed persons. As regards older female workers,
an increase in the labour force participation of 55-59 year old women may be
noted, but beyond that age no clear trends are discernible.

— Will the downward trend in elderly labour force participation be halted and
reversed?

It is interesting to note that in recent years the downward trend in elderly male
labour force participation seems to have come to an end and that there are signs
of a reversal in many countries (with the exception of for instance Austria,
Portugal and Poland). Growing concerns among governments about the impacts
of population ageing and the sustainability of pension systems have given rise to
policies which foster labour force participation and make early retirement less
attractive. These policies seem to have an impact on labour force participation
rates, although it is still too early to conclude that the reversal of the trends is
structural and mainly caused by the new policy interventions. Various studies
indicate that, for instance, economic developments also have an impact on
labour force participation. The relation is however a complex one. In times of an
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economic downturn, employers are inclined to reduce costs and lay-off
employees. Older workers, who are in general more expensive than younger
workers are more at risk to be fired. Also employers may encourage older
workers to make use of the early retirement exit of the labour market, especially
in cases where early retirement is (partly) publicly financed and thus less
expensive for the individual employer. At the macro-level, halting economic
growth may thus foster lower labour force participation of older workers. At the
micro-level, the rather weak economic conditions currently common to most
Member States and having a direct impact on the economic well-being and
living conditions of the population, may have a reverse impact, where older
workers in search of economic security are less inclined to take up early
retirement, which usually implies lower income levels. At any rate it is difficult
to ascertain the separate impact of changes in early retirement policy on labour
force participation rates, although the recent changes making early retirement
less attractive are bound to have some impact. In addition to early retirement
policies, also changes in the social security system, may have an impact on the
labour force participation of the elderly, like policies limiting access to disability
pensions and policies that raise the age at retirement.

— Labour force participation in the family-phase of the life course is
increasing...

Family, fertility and household dynamics are closely related to labour force
participation. Indeed, one of the great challenges for couples, and especially for
women, is to combine family and working life. The so-called family phase in the
life course (30-44 years), delineates the period where in most families young
children are present and in need of parental care. As was described above, the
average age of the mother at the birth of her first child has significantly
increased in recent decades and now is around or approaches the age of 29 in a
growing number of Member States. Taking a closer look at the labour force
participation of women in this part of the life course, reveals that the differences
in labour force participation between the Member States have substantively
narrowed over the past decades. Typical examples are Spain and the
Netherlands where female labour force participation in this age-group increased
from respectively 14 and 22% in the early 1970s to a current 69 and 78%.
Participation rates now range from 85% (Denmark) to 64% (Italy) in the old
Member States and from 89% (Lithuania) to 39% (Malta) in the new Member
States. Especially in the old Member States, the increase of the labour force
participation of women in the family phase has been substantial. It should be
noted that this does not only concern working mothers; in the younger cohorts
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voluntary childlessness has become quite substantial and childless women have
significantly higher labour force participation rates than women with children.

Traditionally the levels of female labour force participation were higher in the
Central and Eastern European countries, but with the socio-political and
economic transformations of the 1990s female labour force participation
declined, also in the family phase. The latter was most probably also connected
to rising parental costs for childcare.

For all Member States and candidate countries a (further) rise in female labour
force participation seems feasible, also in the family phase of the life course, if
institutional arrangements to reconcile work and family responsibilities improve.
Indeed the demand for childcare services at affordable prices to parents still
exceeds the supply, as was noted before.

— ...and finding a proper balance between work and family life is a major
challenge.

The rising labour force participation of women in the family phase of the life
course puts additional demands on individuals and families with respect to
finding a proper balance of work and family life. The latter does not only
concern the care for children, but also for other dependents, like frail parents. In
this regard it must be noted that the overall demographic trend of delaying
childbirth of course implies that parents are older in the family phase. With their
increasing age, also the likelihood that they will have to provide support to
frailing elderly kin, like grandparents, increases. This intergenerational support,
which is a two-way process since this support is mutually provided, nevertheless
adds another demand on particularly women in the family phase of the life
course. In this context the so-called ‘rush hour’ family or ‘dual carer’ family is
becoming a reality for increasing numbers of Europeans: balancing work,
children and intergenerational support makes for a hectic phase in the life
course. Giving prevailing and (lasting?) dominant gender roles where women
take on the majority of care and support activities, the rush hour especially
concerns women. Policies that facilitate the combination of work and care are
called for. These policies go beyond the provision of affordable childcare
facilities and include, for instance, also policies that enable women and men to
(temporarily) retreat from the labour market during critical periods in life when
care is needed most, as well as policies fostering formal and informal elderly
care.
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The European Employment Strategy (EES), which aims to increase overall
labour force participation in the European Union, including for women, is the
main policy framework in this regard. The related Employment Guidelines, for
good reasons, adhere to an integrated approach to achieve the targets of the EES
and extend beyond active labour market policies to social, educational, fiscal
and other policies. They also address measures for finding a balance between
work and family life, including for instance incentives to enter and stay in the
labour market (also when children arrive in the family), the level of participation
(fulltime or parttime employment) as well as re-entering the labour market after
a period of absence. Also the provision of care for dependents is included.

— Time-use in a life course perspective: gender and childbirth are still decisive
factors.

The changing life course of Europeans is also reflected in the way time is used.
The analysis of time-use not only reveals how much time people spend on
various activities in everyday life, but it also reveals where trade-offs between
these activities are made. Time-use analysis thus may also serve to study the
impact of (policy induced) changes in, for instance, the family-work balance,
and give an insight into the way in which Europeans shift their time from market
work to homework or leisure.

On average Europeans today have some 40 million minutes to spend during
their entire life span, which is 4 million more than in 1960. As women have a
higher life expectancy than men, they have some 42,600,000 minutes available
compared to some 39,300,000 minutes for men.

As the available time of an individual is restricted, time-use is characterized by
trade-offs: pursuing one activity implies forgoing another. Individual choices
and preferences are, however, restricted by cultural, economic and institutional
forces which give rise to significant differences in the use of time over the life
course. Across European countries the variance of time devoted to paid and
unpaid work, personal care and leisure is relatively small. The most striking
feature of time-use patterns over the last decades is the declining difference in
time-use of women and men: the amount of time spent on paid work in the
labour market is decreasing for men and increasing for women, while the
opposite holds for time spent on homework in the family. Nevertheless men still
spend considerably more time than women in paid work in all phases of the life-
course.



Executive Summary 19

While men still pursue a rather stable and durable commitment to paid work
which is hardly interrupted by events such as marriage and childbirth, women
show much stronger substitution between paid work and housework, especially
when they become mothers. Consequently men and women make different
trade-offs between various activities: with competing activities, women tend to
substitute between market work and housework, while men tend to substitute
between market work and leisure.

The prevailing gender inequalities with respect to time-use thus become more
visible in the phase of family formation. Especially in countries with lower
compatibility of work and family, women increase their homemaking duties and
decrease their labour market activities upon the arrival of a child, while the
opposite holds for men.

However, demographic trends like lower fertility and later entry into parenthood
decrease the level of family obligations and open the way to the labour market
for women. Also the rising educational attainment of women and shifting
cultural perceptions to equal opportunities for women and men play an
important part, as do (policy induced) family friendly institutional arrangements.
Taken together, these trends point to more equal time allocations of parents.
Here, the significant and prevailing cross-country differences in time-use reveal
the potential scope for policy measures addressing the work-family imbalances,
such as the availability of parttime employment, adequate childcare
arrangements, parental leave, fiscal policies and the like. Typically these family
friendly policies have a stronger impact on the time allocation of women rather
than of men.

— The European labour force is ageing, with smaller proportions of young
workers...

Overall population ageing combined with changes in age-specific labour force
participation rates, inevitably results in the ageing of the European labour force.
Three indicators illustrate this process: the declining share of young (15-24
years) workers, the increasing share of older (55 plus) workers in the labour
force, as well as the mean age of the labour force.

In the 1970s the share of young male workers in the European labour force
ranged from 14% (Sweden) to 23% (Finland, Portugal) in the old Member
States and was generally higher in the new Member States. In Turkey young
male workers constituted 28% of the labour force in the 1970s. The
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corresponding proportions of young female workers were substantively higher
in the 1970s ranging from 19% (Sweden) to 47% (The Netherlands) in the old
Member States and from 19% (Poland) to 34% (Cyprus) in the new Member
States. The current proportions of young male workers are substantively lower
(on average about 10%) and range from 7% (Luxembourg) to 18% (Bulgaria).
For young female workers the declining shares are even more striking, with
declines from 47% to a current 18% in the Netherlands and from 43% to 13% in
Spain. The lower shares of young workers are predominantly caused by the
declining participation rates of the young and, for women, the rapidly increasing
labour force participation of workers in the middle age ranges of the labour
force.

— ...but also declining proportions of older workers. The middle ages have
become dominant in the labour force and the average age of the work force
increases.

As a result of early retirement the share of the older (55 and over) workers in the
European labour force is declining, although the declines are smaller than for the
younger workers. Only in Cyprus, Malta and Bulgaria the proportion of older
male workers has increased over the past decades. For older female workers the
declining trend is less visible and an increase in their share of the work force was
observed in several Member States like the Scandinavian countries and Portugal.
Currently the share of older workers in the labour force is between 10 and 20%
in most countries. It is obvious that when the shares of workers at the edges of
the age range decline, the middle ages (25-54) become more prominent. It is
equally obvious that the mean age of the European labour force is increasing as
well. The highest increase in the average age was noted for Finland for males:
an increase of 2.6 years from 37.9 years in the early 1970s to a current 40.5
years. Also in Italy the mean age for men in the labour force rose substantively
with 1.8 years. The largest increase in the mean age for women was observed in
Portugal (an increase of 6.5 years) and in the Netherlands (plus 5.8 years). The
overall mean age of the work force in the European Union currently is just over
40 years for men and just under 40 years for women.

— European men spend less time on the labour market: the labour-active life
span is shorter (life time) and the number of working hours (working time) is
lower. The labour-active life span for women, on the contrary has increased in
the old Member States.

The life span of Europeans is increasing, a trend that is expected to continue, as
was discussed above. The time spent on the labour market, however, decreases
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both in absolute (years and hours worked) and relative (as a share of the entire
life span) terms. Especially for men the labour-active life span has decreased,
but they are still spending more years of their life on the labour market than
women. Women, however, are catching up, especially in the old Member States
and the differences between the genders are becoming smaller. As compared to
the 1970s, when men spent on average 42 years of their life on the labour
market, currently the average is 38 years. The labour-active time span of men
decreased for all Member States and Candidate Countries. Poland (minus 12
years), Hungary and Turkey (minus 11 years) and Belgium and Portugal (minus
10 years) saw the largest declines, while Sweden showed the lowest (less than 2
years). For women the active life span increased in the old Member States, most
markedly in Portugal and the Netherlands (plus around 20 years) but also in
Spain (plus 16 years) but declined in most new Member States. Currently the
average labour-active life span for European women is 30 years, as compared to
20 years in the early 1970s.

The active life span as presented above in years spent on the labour market, does
not take the actual number of hours worked (working time) into account. Over
the past years, most Member States saw a reduction in average working time per
week, both for men and women. The average working week varied in 2003 from
36 to 41 hours for men and from 25 to 41 hours for women. In all Member
States women work on average fewer hours than men. The differences between
the Member States in average working time do not seem to converge. It is
interesting to note that the average working time decreases for women in the
family phase of the life course (see below), presumably as an adaptation to the
strains of combining work and family life. It is equally interesting that, both for
women and men, the average working time declines in the older age groups as
well, also above age 65, which leads to the assumption that reducing working
hours may foster older workers to remain on the labour market longer.

In most Member States the share of parttime work increased, both for women
and men, but still more women are working parttime than men. The highest
proportions of parttime working women are recorded for the Netherlands (60%),
the United Kingdom (46%) and Germany (37%). In countries with the lowest
average working time per week (Denmark and the Netherlands) the share of
parttime work of men is highest (12 to 15%). Increasingly parttime work seems
to be one of the means for couples to find a proper balance between work and
family life.



22 Chapter 1

— Early retivement is common in all Member States, but recently retirement
ages have started to increase again. Retirement may become less standard and
more flexible...

‘Early’ retirement refers to retirement before the standard age set for retirement.
The standard retirement ages vary between countries and usually are different
for men and women. In the Member States the retirement age for men is
between 60 and 65 years of age. While most Western countries apply a
minimum age of 65, lower ages are common in Central and Eastern European
countries. Standard retirement ages for women on average are lower than for
men, within the range of 55-65 years. Especially in the Western part of Europe
the same standard age of 65 is applied for both genders.

Although there are different methods to compare the actual retirement age cross-
nationally, the outcomes do not really differ: from 1950 to 1990 the retirement
age declined in all Member States. More recently this downward trend seems to
have stopped and even reversed. In 1950 retirement ages ranged from around
64.8 (Belgium) to 69.1 years (Turkey) and thus were in most countries above the
standard 65-year threshold which is applied today in most European countries.

The effective retirement age still varies considerably across countries. In 2003
the highest exit age was reached in Ireland (64.4) and the lowest in Slovenia
(56.2). The European Union average age at retirement was 61 years in 2003.
From 2001 to 2003 the overall effective retirement age increased in most
countries by 1.1 years on average. Again on average, men retire one year later
than women. Interpreting these indicators for actual retirement it should be
noted, that they may become less reliable since trends like parttime work and
partial retirement may become more common in the future. Thus, withdrawal
from the labour market needs increasingly be interpreted as a gradual process
instead as a one-time event. It will be evident that this will have implications for
policymaking, inter alia calling for policies that foster flexibility.

It is obvious that the retirement phase in the life course has increased
substantively in the past decades and also due to gender differences in longevity,
more so for women than for men. While male retirees in 1970 could expect to
live 8 to 15 years after retirement, the expected duration of the retirement phase
was between 14 to 21 years in 1999. For women the expected duration of
retirement increased from between 13 to 20 years in 1970 to about 16 to 26
years at the turn of the century. The longest expected retirement periods are
recorded for France and Italy, as a result of below average retirement ages and
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comparatively high longevity in these countries. It is self evident that the
lengthening of the retirement phase in the life course puts a strain on the
financial sustainability of pension systems.

— Early retirement did not increase youth employment...

When the early retirement policies were introduced in the 1970s and 1980s it
was generally assumed that this would stimulate youth employment. Older (and
more expensive) workers would be replaced by younger workers and help
combat high levels of youth unemployment. If this was the case, then countries
with the lowest retirement ages would have the highest employment rates for the
young. Such a positive correlation between these two indicators can however
not be found when inspecting the most recent data for 2003. Actually, countries
with relatively high effective retirement ages also seem to perform well with
respect to levels of youth employment (for instance Ireland, the United
Kingdom, Lithuania and Sweden).

Policies to replace older workers by young therefore do not seem to have been
effective; they did however help employers to reduce labour costs by reducing
the total work force and especially the share of (more highly paid) older
workers. As a well-performing labour market should be capable of providing
employment for all productive persons, irrespective of age, policies that improve
the labour market conditions for all generations, providing opportunities to work
longer and allow flexibility in retirement, seem to be the best option to foster
overall economic performance and financial sustainability of social security,
including pension schemes.

— ...and seems to be conducive to policy interventions...

As actual retirement is (well) below the standard age at retirement, as
established by statutory pension schemes, it is important to know which are the
main causes of the observed trends in retirement; how may these trends be
explained? The institutional arrangements of retirement-related policies are one
of the causal factors as they may include incentives for early retirement. At least
two types of incentives are relevant: the replacement rate, giving the ratio of
(early) retirement benefits to earnings immediately before retirement (an
indicator for current economic well-being) and the change in pension wealth
resulting from working an additional year (an indicator for future wealth). Public
pension schemes are one of the components of this institutional framework.
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— Public pension schemes are becoming more restrictive to early retirement...
Most of the European public pension schemes include early retirement
arrangements, subject to conditions like for instance the minimum number of
insured years and the time period between early and standard retirement.
However the public pension systems of Denmark, Ireland, Latvia, Malta, the
Netherlands, Turkey and the United Kingdom do not provide such incentives
and mostly offer flat-rate pensions. In addition to full early retirement, many
schemes provide gradual retirement options, i.e. the possibility to reduce the
working time in the last years before reaching the standard retirement age. This
is especially the case in the old Member States, with the exception of the United
Kingdom. The new Member States, until now, do not provide gradual retirement
options. In most countries special early retirement options for certain professions
exist (for hard or hazardous work, but also for specific professions like teachers,
local politicians, railway workers and the like). In recent years, however, most
pension schemes are being harmonized. Looking at the incentives for early
retirement, generally speaking the statutory pension schemes do not seem to be
the major reason for early retirement in the European Union.

More recently a dominant shift in policies away from early retirement and
towards promoting the extension of working life is visible in the European
Union. Policies to increase the standard age at retirement, to restrict access to
early retirement options or to make these options financially less attractive, are
among the measures introduced. Apart from setting disincentives for early
retirement, other policies aim to make postponing an early exit from the labour
market financially more attractive.

— ...but other social benefits play a role as well.

Public pension schemes have become tighter on early retirement but have had,
until now, a relatively minor impact on actual retirement. This is partly caused
by the long transition periods which are usual in pension reforms, but there are
also other sources of income or benefits that are conducive to early retirement:
unemployment benefits for older workers, disability benefits, means-tested
benefits and private pension schemes.

To some extent unemployment benefits take the place of early pensions in a
large number of Member States. Older workers losing their job, often receive
more generous benefits and/or receive them for a longer period, which may
encourage the employer to dismiss older workers and may discourage older
workers from re-entering the labour market. More recently also policies in this
domain have become stricter in many countries, while on the other hand policies
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were introduced stimulating higher labour force participation of the older
worker. Despite relatively high initial replacement rates for older workers, there
are however no strong incentives for using unemployment programs for
retirement long before the minimum pensionable age.

Another major exit route from the labour market is working incapacity. In most
countries over 10% of male workers in the age group up to 5 years before
standard retirement receive disability benefits, and in some countries like
Ireland, Cyprus, Luxembourg and the Netherlands, this exceeds 20%. These
differences in disability take-up do not seem to entirely reflect the health status
of European workers, but rather differences in the benefit system, entitlement
conditions and labour market opportunities for older workers. As such they
partly function as a bridge to (early) retirement. Again, recent policies aim to
improve working conditions and medical and professional reintegration and
restrict access to disability schemes.

Several forms of means-tested minimum income guarantees for older people
may represent a considerable incentive for early retirement, especially for low-
income earners if the eligibility age for such minimum benefits is below the
standard retirement age. The larger the share of means-tested benefits in total
old-age income is, the stronger will be the disincentive to continue work.
However, these benefits do not seem to be widely used as bridging income until
a pension is received.

Private pension schemes and in particular occupational pension schemes are a
major route to early retirement in a number of Member States, such as the
United Kingdom and the Netherlands, where occupational pensions build a
major part of old-age income. But also in other countries private pensions may
be an important bridge between early retirement and receiving a public pension.
The early retirement schemes in private pensions often benefit from favourable
tax treatment of the benefits and constitute a strong incentive for early
retirement.

All in all early retirement is common to all Member States where the decline in
the actual age at retirement, a downward trend of decades, more recently seems
to have come to a stop and an increase is becoming evident. Some cohort effects
are visible where younger generations tend to work longer than their
predecessors. The generosity of early retirement policies, inter alia stimulated by
the wish to combat youth unemployment, is shifting towards a much more



26 Chapter 1

restrictive approach aimed at raising overall labour force participation as well as
the labour force participation of older workers. Social benefits other than public
pension schemes however still constitute major incentives for early retirement,
where the various exit routes from the labour market function as communicating
vessels. Both disincentives to early retirement as well as incentives for longer
employment by older workers are applied as policy tools. Further reforms and
adjustments seem to be necessary to structurally increase the actual age at
retirement. In view of the overall negative public attitude towards later
retirement, especially among retirees-in-spe, a strengthening of the incentives
and possibilities to work longer should be considered, making this a more
attractive option. In the same vein, also the incentives for employers to maintain
older workers in the work force need to be considered. To achieve an increase in
the effective retirement ages, it is of course of vital importance to improve the
labour market opportunities for older workers, allowing those that want to work
longer to realise this option. As to the latter it needs to be noted that a
substantive share of early retirement may not be voluntary, but masquerades
forced unemployment of older workers. In general, a repreciation in stead of a
depreciation of the human capital embedded in older workers needs to be
fostered by retirement-related policies.

1.5.  Social protection and the life course: The phase of retirement

The phase of retirement is also referred to as the ‘third’ phase in the life course,
after the first ‘formative’ phase and the second ‘labour active’ phase. There are
no fixed statistical boundaries for the start of the retirement phase. Although it
would be tempting to use the official age at retirement (65 years in many
Member States), we have shown above that increasingly Europeans opt for early
retirement (long) before this official retirement marker, making the latter less
relevant as a benchmark. It may be clear that the retirement phase begins when a
person withdraws from the labour market. For those who did not participate on
the labour market themselves, the onset of the retirement phase is still harder to
define as they mostly will experience retirement indirectly through their possible
partner. It should further be noted that withdrawal from the work force
increasingly takes shape as a process, and not as single event, for instance in the
case of partial retirement. And finally it should be noted that, also after (early)
retirement, people may go back to the labour market. In the Netherlands, for
instance, the number of (early) retirees turning back to the labour market
doubled over the last 4 years. At any rate it is clear that also the phase of
retirement is a varied one in the life course, ranging from healthy and
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resourceful retirees in their mid-fifties to dependent and frail centenarians.
Increasing dependency signifies this phase of the life course where public and
private benefits are the major source of income for most retirees.

— Social protection and pension systems...

Population ageing also implies a shifting balance between the economically
active and non-active populations. This balance has the tendency to become
more lopsided to the advantage of the non-active, imposing major challenges to
the economy and the social protection systems. Whereas the economically
active generally contribute to public budgets and social security funds, the non-
active are predominantly recipients of benefits. The case of pension systems and
related types of expenditure is a clear example of the way in which population
ageing will have an impact.

All pension systems in the Member States and candidate countries have a strong
public component. Around half of the public pension systems provide a
universal pension, which is usually means-tested. With the exception of the
Netherlands, the public pension schemes are labour-market based, covering
workers in the private and public sectors and some of the self-employed. The
financing of the public schemes usually is on a pay-as-you-go basis (PAYG),
making them vulnerable to population ageing, because of the shifting balance of
active and non-active populations. Some schemes are still fully or partially
financed directly from the public budget through transfers.

— ... rising expenditure...

As population ageing shifts the balance between the economically active and the
non-active, it directly affects the financing of public pension schemes. Thus,
public old-age pension expenditure has increased in recent decades, and a
further increase is expected. The variation among countries is large. In 2002
public old-age pension expenditure ranged between 1.6% of GDP to 11.4% in
the old Member States and between 5.4 and 8.5% in the new Member States. On
average public old-age pension expenditure increased from 8.6% of GDP in
1990 to 9.6% in 2002; the average for the enlarged EU was about the same with
9.5% in 2001. In 2002 Italy spent the largest share on public old-age pensions
(11.4%) followed by Germany (10.7%) and France (10.3%), while Ireland
(1.6%) spent the least. The share in the new Member States ranged from 5.4% in
Estonia to 8.5% in Poland. It should be noted that old-age pensions are the
largest portion of all pension expenditures, but other types, like partial pensions,
disability pensions, survivor’s pensions and early retirement pensions should be
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taken into account as well. Taken together, the overall public pension
expenditure in the EU-15 amounted to 12.6% in 2002 as compared to 11.8% in
1990.

The ageing of the population will significantly influence future public finances
as the post-war baby boom generations reach retirement age. Without
counteracting measures, it is expected that population ageing will lead to an
increase of public spending on pensions of between 3 and 7 percentage points of
GDP in most Member States by 2050. Most of this increase will be on account
of pensions, health care and long term care, with potentially offsetting savings in
education and unemployment benefits will be relatively small. Public spending
on pensions alone is expected to increase between 3 and 5% of GDP in the
coming decades. The largest increases are expected for Greece (12.2%) and
Spain (7.9%) and the major part of the increases will occur between 2010 and
2030. Although data on the number of pension beneficiaries are currently
insufficient, Italy has the highest number of total pension recipients (including
disability pensions and the like) of 280 pensioners per 1000 inhabitants.

— ...and ongoing reforms to make systems more ageing-proof.

In view of these developments, Member States since the 1990s have made
efforts to achieve financial sustainability of public pension systems, such as
increasing the effective retirement age, reducing benefit levels and diversifying
the pension system. As to the latter the role of the so-called ‘second pillar’ was
strengthened in several countries. Working in addition to the so-called ‘first
pillar’ of PAYG-funded public pensions, the second pillar is an obligatory,
privately-funded system with contributions invested in the financial markets
through pension funds. The ‘third pillar’ of voluntary and privately funded old-
age insurance still plays only a marginal role for the provision of pension
benefits in the Member States. The diversification of the pension system
towards a full-fledged three pillar system is generally aiming to make old-age
pensions more ageing-proof and thus more sustainable. The overall direction of
pension reforms in the new Member States and candidate countries is similar to
that in the old Member States, signalling converging trends in response to the
overall impact of population ageing across Europe.

— Population ageing has a direct impact on the health care system...

Increasing longevity is resulting in larger numbers of the elderly in the
population. As, by and large, the use of health care increases with age,
population ageing yields larger demands for health facilities and increasing
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health care costs. In this respect it should be noted that in virtually all Member
States the health status of the elderly has significantly improved, as is evident in
increasing life expectancies. This improvement is, for instance, reflected in
declining mortality rates for some of the major ‘killer diseases’ like diseases of
the circulatory system and ischemic heart diseases. Mortality from these
diseases fell to respectively 51 and 57% of their 1975 levels in the old Member
states. Although the health status and longevity of the elderly is improving as
well in the new Member States, there still is a considerable gap to be bridged,
which according to some observers may take at least another two or three
decades. Significant mortality differences between the old and the new Member
States involve all major causes of death with a higher incidence of circulatory
diseases, slower improvement in ischemic heart diseases and deteriorating
cancer-related mortality in most of the new Member States. Also mortality due
to external causes is generally higher in the new Member States, with the
exception of traffic related mortality and suicide.

A substantive part of the longer life is spent in good health. Based on data of the
ECHP clearly less than half of the number of years one may expect to live
beyond the age of 65 will be spent in good health in countries like Greece,
Spain, France, Italy, Germany and Portugal, while this is close to or over 50% in
countries like Ireland, Denmark, the United Kingdom, the Netherlands and
Belgium. But although the elderly are in general more healthy today than in the
past and further health improvements, for instance related to improving levels of
education, are to be expected, population ageing and notably a growing elderly
population including the population of the oldest-old, implies a major challenge
to the health care system.

— ... do not prevent that the demand for health care will increase with
population ageing and costs of health care systems will rise.

In most of the old Member States health expenditures continued to increase in
the 1990s. Also as a reaction to the even steeper rises in health expenditure
during the 1970s and the 1980s, health system reforms were introduced to
contain costs, inter alia utilizing incentives and stimulating competition. In many
countries the growth of health expenditure as a share of GDP was significantly
reduced. In 2002 the share of GDP for total health expenditure was 9.1% for the
old Member States on average, with countries like Germany (10.9%), France
(9.7%) and Greece (9.5%) as the highest ranking. The levels are significantly
lower in the new Member States with, for instance, Poland at 6.1%.
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As in most countries more concerns were expressed by governments with regard
to public than to overall health expenditure, the introduction or extension of
cost-sharing mechanisms was among the favourite system reforms.
Consequently stronger cost containment in public as opposed to overall health
expenditures can be observed. Yet public health expenditure generally is around
70 to 80% of total health expenditure in most Member States with an EU-15
average of 76.8%. It is evident that the containment of public health expenditure
yielded a rise in private (out-of-pocket) expenditure.

Projections of future expenditure related to acute health care and long term care
(a subset of total health expenditure indicative for the impact of population
ageing) indicate a continuing rise in costs reaching an average of 6.6% of GDP
by 2050. Countries like Ireland, France and Germany will have the highest
expenditure rates for acute health care amounting to over 7% of GDP. In
countries like the United Kingdom, Finland and the Netherlands, which are at
the bottom of the list, the increase in expenditure on acute care is below average
amounting to some 6% of GDP for acute care and 8% if long term care is
included. From the year 2000 to 2050 the growth of public expenditure for acute
care ranges from 0.7% in Denmark to 2.3% in Ireland, with a EU-average of
2.2%.

Especially long term care is sensitive to population ageing as it concerns the
rapidly growing population of the elderly and specifically the oldest-old.
Overall, some 40% of the growth in total health expenditure can be attributed to
long term care. Here the growth in expenditure ranges from 0.2% in Ireland to
2.2% in the Netherlands. The high-expenditure countries will experience the
highest future increase in long term care expenditure and the low-expenditure
countries the lowest increase. Examples of high-expenditure countries are
Sweden, Denmark and the Netherlands, with expenditure rates of 2.5 to 3% of
GDP. Low-expenditure countries, with less than 1% of GDP for long term care
expenditure are, for instance, Austria, Belgium, France and Italy. It is evident
that the level of expenditure on this type of care also reflects the different ways
in which health care systems are organized in the Member States.

Although up-to date comparative projections of the level of health care
expenditures are not yet available for the new Member States and candidate
countries, it may easily be assumed that these expenditures will rapidly increase
in the coming decades, also taking the health status of the elderly population into
account, which is generally lower than in the old Member States.
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2.1.  Highlights

e Europe will be the first continent to face population decline and significant
population ageing.

o Asaresult of the decline in the fertility rate and the postponement of the first
child, together with a further increase in life expectancy, population size will
come to a maximum and then decline will start, maybe offset for a while by
immigration surpluses.

o This process started, roughly spoken, in the northern part of the EU,
‘travelled’ to the western, and then to the southern part. After the fall of the
Berlin Wall also the eastern parts of Europe were ‘affected’ although the
change to a free market economy had there an effect as well.

e Currently the EU-citizen has a ‘life course’ in which low and late fertility are
prominent, as well as late mortality. Moreover the EU has turned into an
immigration continent.

e Most EU citizens still opt for marriage, although that increasingly occurs
after a period of non-marital cohabitation. The age at marriage is high, in
some countries it takes place after a child has been born. Divorce has become
anormal way of ending a marriage, although the majority of marriages still
end due to death. Individual life courses have diversified, also if looked from
only a demographic perspective.

e Households are small, also as an effect of population ageing. One person
households have become ‘popular’.

o In all these trends regional variation within the EU is large. Most specifically:
the ten new Member States can still make a profit of the demographic
dividend. Due to low fertility and early mortality the potential labour market
population is relatively large, which may create extra stimuli to economic
growth. Other EU regions have higher demographic dependency ratios.

This overview describes the components of population growth as well as
population ageing in the Member States of the European Union and its candidate
countries, based on the latest available information from (mainly) Eurostat,
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including population projections where applicable. Additional information on
nuptiality and household formation is provided as well. These demographic
trends might have significant impacts on European and national level policies.

2.2.  Population size and growth

In the course of the 20" century significant demographic developments took
place in Europe and the EU. No demographic factor was undisturbed: fertility
rates dropped; the age at first birth increased; life expectancy increased,
migratory moves increased; the age at first marriage increased; cohabitation
gained popularity; divorce increased. These changes had fundamental effects on
societies and will continue to do so, for example on population sizes, population
ageing, family structures, intergenerational relations, labour market populations,
social and economic sustainability, minority populations and family norms and
values.

From 1900 to 2000, the world population increased from 1.6 to 6.0 billion and in
the coming 50 years a further increase to 9 billion is expected (Medium variant,
United Nations, 2005)." In the past century Europe’s population grew from 422
to 730 million (including the Asian part of the Russian Federation). In the 20"
century the population of the current 25 European Union Member States
increased from around 240 to 457 million. A century ago, about one quarter of
the world’s population was living in Europe and some 15% in the area of the
current EU-25; these shares have recently diminished to 12 and 7% respectively,
i.e. they halved over the last hundred years. In the past century, overall world
population growth was substantially larger than population growth in Europe. In
the foreseeable future this trend will continue: the most recent projections of
world population growth indicate a declining share of Europe’s population to
9% in 2025 and 7% in 2050. For the current EU-25 the share will decrease to
6% by 2025 and further to 5% around 2050 (United Nations, 2005).

In this Chapter only the Medium variant will be referred to unless stated differently. To
sketch the scope of variation between the UN variants: in 2050 world population is
estimated at 9.1 billion persons in the Medium variant, 10.6 billion in the High variant,
7.7 billion in the Low variant and 11.7 billion in the Constant fertility variant. It means
that even in the High variant the UN expects a fall in fertility from the current level.
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The main reasons for this fundamental change in the coming decades are:

o the fertility levels that will remain below replacement in the EU, against
much higher although decreasing levels in the world as a total,

o the mortality levels that are characterised by a high life expectancy in the EU
and a much lower life expectancy elsewhere; both in the EU and the world
increases in longevity are expected,

e the low to negative natural population increase in the EU as against a
positive natural increase elsewhere,

o the fact that in the EU population is still slightly increasing, mainly as a
result of an immigration surplus.

One of the most fundamental effects of these trends is that Europe is expected to
continue its leading position in the world as the ‘oldest’ continent. Population
ageing is a major challenge for the coming decades, and it will even be more
prominent in the EU than in Europe as a total.

EU-25 now ranks third place in the world’s list of most populous regions, and
this is expected to stay so in the foreseeable future. Currently China is the
number one with 1.3 billion inhabitants, India follows with 1.1 billion; after the
EU with 457 million follow the USA (298 million), Indonesia (223 million) and
Brazil (186 million) (Figure 2.1). By 2050 the United Nations (2005) expects
the following ranking: India (1.6 billion), China (1.4 billion), EU-25 (449
million), USA (395 million), Pakistan (305 million), and Indonesia (285
million).

World population growth depends on numbers of births and deaths. For
individual regions and countries, also international migration has to be taken into
account. As all demographic components of population growth —fertility,
mortality and migration— are closely related to the age structure of the
population, it is not surprising that significant differences in age structures exist
throughout the world where population ageing has become a dominant feature.

Population ageing is becoming a world wide phenomenon (see also Chapter 7).
According to the 2004 UN population prospects, the median age is increasing
everywhere, also in Africa (Figure 2.2). On a world scale, Europe has the oldest
population; and within Europe, Southern Europe is the oldest. All indicators
suggest that population ageing will be one of the most dominant demographic
characteristics of the 21* century. While population ageing is expected to come
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to a top in EU-25 around 2040, after which some rejuvenation starts, ageing will
continue elsewhere also after 2040, most notably in China and Japan.

How did the average population size evolve within the European Union? The
trend of decreasing average population sizes per country when new Member
States enter will most likely come to an end. In 1957 the European Economic
Community started with six Member States, in 1973 three new Member States
joined, another in 1981, 2 more in 1986 and 3 more in 1995. In 2004 a group of
10 new Members joined.” Table 2.1 gives the increase in population size of these
various EU-groupings since 1957: the EU started out to administer some 166
million Europeans, but currently accommodates 2.7 times as many inhabitants
(457 million). New Member States entering the EU accounted for 64 million
people in 1973, almost 10 million in 1981, 48 million in 1986, 22 million in
1995 and around 74 million in 2004. This indicates that the population of the EU
mainly grew because of new Member States entering: in total 235 million
inhabitants were added since its start in 1957 due to new Member States
entering the EU (including the entry of the former German Democratic
Republic), i.e. a much larger number than the initial 166 million inhabitants in
1957. Demographic processes (fertility, mortality and migration) only
contributed to a minor extent (55 million) to the demographic extension of the
EU (Monnier, 2004).

In the course of time most countries entering had relatively small populations.
Figure 2.3 shows that at each entry of new Member States the average number
of inhabitants per country diminished. The most significant decline in the
average country population size resulted from the 2004 extension.

Today EU-25 counts six large Member States (France, Germany, Italy, Poland,
Spain, and the United Kingdom each have over 30 million inhabitants) and
seven small ones (Cyprus, Estonia, Latvia, Lithuania, Luxembourg, Malta, and
Slovenia each have less than four million) (7able 2.2). Of these smaller Member

2 In 1957: Belgium, West Germany (=former Federal Republic of Germany), France,

Italy, Luxembourg and the Netherlands.

In 1973: Denmark, Ireland and the United Kingdom.

In 1981: Greece.

In 1986: Spain and Portugal.

In 1995: Austria, Finland and Sweden.

In 2004: Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland,
Slovak Republic, and Slovenia.

Note that in 1991 ‘East Germany’ entered the EU when Germany re-unified.
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States only Luxembourg belonged to the EU already in 1957, the other six
joined very recently. Three out of four EU citizens live in one of the six large
Member States; eight Member States each accommodate less than 1% of all EU
Member States (Monnier, 2004). If, say by 2015, the EU would consist of 29
Member States (enlarged by two bigger countries, Romania and Turkey, and
two smaller, Bulgaria and Croatia), then the EU would grow from 467 million
inhabitants by that time to 585 million. The average population size per EU
country would then be 20.2 million, i.e. larger than currently.

Population growth within the EU has different faces across the various Member
States. In the period 1960-2004, EU-15 and EU-25 always witnessed yearly
population increases. However, several Member States saw population declines.
For example in Malta declines occurred in the 1960s and early 1970s, in Austria
and Germany in the late 1970s and early 1980s. Portugal experienced some
stagnation in the 1960s and 1990s, Belgium and Ireland in the 1980s. More
recently these Member States saw population increases again. Several of the
new Member States, like the Baltic States, the Czech Republic, Hungary, Poland
and the Slovak Republic have seen declines in population size in specific years
since 1990 and that is also the case for Bulgaria, Croatia and Romania.

From 1960 to 2004 EU-15 and EU-25 populations increased by about 20%.
Increases in population size were even larger in Cyprus, France, Greece, Ireland,
Luxembourg, Malta, the Netherlands, Poland, Slovenia, the Slovak Republic
and Spain. In 2004, no country had a lower population size than in 1960,
although Hungary is close, and so is Bulgaria.

Compared to 2000 the 2003 population sizes were smaller in the Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Poland, and the Slovak Republic,
and in Bulgaria, Croatia and Romania. It indicates that all the ‘old” Member
States, and three of the ‘new’ States (Cyprus, Malta and Slovenia) had positive
population growth in the past few years. In this period population growth was
largest in Ireland (+4.9%), and lowest in Latvia (-2.1%), although more negative
in candidate countries Croatia (-2.7%) and Romania (-3.0%).

Most striking is the enormous variation in population growth in the various
Member States in the coming decades. In Figure 2.4 the Member State specific
population sizes are shown in 1975, 2004 and 2050, in descending order by
population size in 2004. The figures for 2050 are based on the EUROPOP 2004
baseline population projections (except for Bulgaria, Croatia, Romania and
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Turkey, which are taken from the 2004 UN World Population Prospects (UN
2004)). In 2050 population size will be 25% larger than currently in Cyprus,
Ireland, Luxembourg, Malta, and Turkey. If Turkey is an EU member by that
time, it will then be the most populated EU Member State. France and Sweden
will see their population grow between 10 and 15%, Belgium, the Netherlands
and the UK between 5 and 10%. Four countries will have almost the same
number of inhabitants as currently: Austria, Denmark, Finland, and Spain. A
decline of 4-10% is foreseen for Germany, Greece, Italy, Portugal and Slovenia,
a 10-20% decrease in Croatia, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Poland and Slovakia, and a more than 20% lower population size is
expected in Bulgaria and Romania. The ten New Member States (NMS-10) are
expected to witness a 12% decrease in population between now and 2050, while
EU-15 will almost remain constant in population size. In sum, EU-25 will
decrease very slightly (see also the Map in Chapter 7).

The baseline projection expects that EU-25 will have 450 million inhabitants by
2050 (384 million in EU-15, and 66 million in NMS-10). Due to different
assumptions on the fertility and mortality levels and on migration flows the
other variants show different numbers. Given the High and Low variants the
EU-25 population will most likely be between 529 and 388 million persons, EU-
15 between 446 and 335 million, and NMS-10 between 84 and 53 million. It
means that in 2050 the NMS-10 share in the total EU-25 population is expected
to be between 15.8% in the High variant and 13.7% in the Low variant (14.5%
in the Baseline). Currently this share is 16.2%.

In the past natural population growth (the number of births minus deaths) was
the major source of the total population increase of 55 million; more recently the
share of natural growth is diminishing. Total natural growth amounts to 32
million since 1957, and the migration surplus to 23 million over this period. In
the past ten years the balance shifted to migration as the most important
population growth factor. According to Figure 2.5 immigration is currently the
main driving force of population growth in the EU and this has of course
implications for the demographic structure of the Union (Monnier, 2004). Only
in Finland, France and the Netherlands the rates of natural population increase
are still larger than those by immigration (and both are positive), but also for
these Member States the population projections show diminishing natural
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growth and ultimately negative population growth.® The situation in NMS-10 is
opposed to that in EU-15.

Natural growth in the EU peaked in 1964 when the six Member States of that
time accounted for 1.4 million additional citizens. Even though the Union
extended to 25 countries, since the mid-1990s the total yearly natural growth has
not been larger than 400 thousand. In contrast, the migration surplus rose
significantly around 1990, mainly due to the turbulent period in Central and
Eastern Europe. Moreover it is remarkable that all EU-15 Member States turned
into immigration countries, while for example until recently Greece, Ireland,
Italy and Spain were emigration countries (Monnier, 2004).

The extension of the EU to 25 Member States will reduce total EU population
growth as several of the new Member States already have negative natural
growth at the moment (a higher number of deaths than births) and several have
an emigration surplus. The demographic profiles of almost all EU-15 Member
States are more or less similar: low or negative natural growth, low and late
fertility, increasing immigration and population ageing (rising numbers and
shares of older persons, mainly due to the low fertility in the most recent
decades as well as increases in life expectancy, specifically also at higher ages).
Especially Ireland, Luxembourg, Portugal and Spain have relative high net
immigration, while France, Ireland, Luxembourg and the Netherlands (still)
have high natural increase. NMS-10 has a different profile. Except for Cyprus
and Malta where positive natural growth continues together with an immigration
surplus, the new Central and Eastern EU-Member States have low or negative
population growth. The Slovak Republic still has positive natural population
growth although small, while the other Member States all experience negative
natural growth. The ‘lowest low’ fertility rates in these Member States are a
major cause of this. In Slovenia the population is still growing due to a larger
positive immigration rate than the (smaller) negative rate of natural increase.
Bulgaria, Estonia, Hungary and Latvia already have substantial natural decrease.

The slowing down of population growth leads to shifts in the age structure of a
population, generally referred to as population ageing. Population ageing is
caused by declining fertility and increasing life expectancy. Young populations
normally have relatively elevated levels of fertility and low levels of mortality

Rather unexpectedly the Netherlands has, in 2004, an emigration surplus. Immigration
has decreased substantially compared to 2003, and emigration has increased
significantly.
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which make them grow (significant excess of births over deaths) while older
populations normally have a much smaller or even negative natural increase
(excess of deaths over births). The absolute number of births and deaths in a
population result from the relative levels of fertility (number of children per
woman) and mortality (life expectancy) in combination with the age structure,
i.e. the number of individuals present in each of the age-specific bars in the
population age-sex structure. In turn, changes in the absolute numbers of births
and deaths have effects on the shape of the ‘population pyramid’. Such changes
may result from changing fertility and mortality levels, for example if the
number of children per woman rises or declines, or if the life expectancy
changes.

Currently all European countries are facing population ageing albeit in various
degrees. In many countries population is already ageing as long as reliable
population statistics are available —for the past 50 or 100 years or so— and it is
expected to stay on the agenda for the coming decades. Generally the effect of
fertility decline on ageing trends is much more profound than the effect of
increasing life expectancy. Migration usually only has a small effect on
population ageing if an effect at all. In the second half of the 21* century many
EU Member States may face some ‘population juvenation’ as soon as the post
Second World War baby boom has disappeared (see also in the next section).

Before addressing population ageing more closely, the root causes of this
process —the components of population change— will be discussed.

2.3.  Components of population change

2.3.1. Fertility

Fertility decline is one of the two root causes of population ageing. The
European picture of fertility decline is quite diverse, and consequently the
pattern of population ageing shows diversity. The average number of children
per woman was about two to three in the 1960s. At that time the total period
fertility rate (TFR = an indicator of the mean number of children per woman)
was below 2.5 only in the Czech Republic, Germany, Greece, Hungary, Italy,
Luxembourg, Slovenia and Sweden, as well as in Bulgaria, Croatia and
Romania. Nowhere in Europe was the number below 2.0 (see Table 2.3). In
several Member States the TFR was above 3.0: Cyprus, Ireland, Malta, the
Netherlands, Portugal and the Slovak Republic. Since 1970 fertility declined in
most Member States, sometimes quite substantially. In Ireland for example, the
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TFR even halved between 1975 (3.75) and 1994 (1.85), in the Netherlands
between 1964 (3.17) and 1977 (1.58), and in Portugal between 1968 (3.00) and
1993 (1.51). In Germany fertility also dropped 50%: from 2.51 to 1.25 (1963-
1995). Fertility decline was less abrupt in other Member States like France and
Sweden. Generally speaking, fertility decline is the common trend in the last
quarter of the 20™ century, and each country has its own fertility history.

In the new millennium no Member State has a TFR above 2.0, which means that
fertility is below the so-called replacement level of 2.1 children per woman. In
2003 Ireland (1.98) and France (1.89) reported the highest fertility rates, while
the Czech (1.18) and Slovak (1.17) Republics have the lowest. 17 out of the 25
EU Member States have fertility rates below 1.5 in 2003; the EU-25 average is
1.48 (1.52 in EU-15 and 1.24 in NMS-10) (Figure 2.6).

The overall fertility decline resulted in smaller fertility differences across the
various Member States; the result is that a more homogeneous fertility pattern
emerged over the past decades. Northern and Western Europe were the first
regions where the TFR started to decline to (well) below the replacement level,
currently these regions have slightly higher fertility rates than elsewhere in the
EU, although still below replacement. Southern and Eastern European fertility
decline occurred later.

Determinants of changing fertility levels include female labour force
participation and education. However, closely related to both also is a
demographic factor i.e. the rise in the mean age of the mother at the birth of her
first child. Postponement of having children* triggers a decline in (period)
fertility rates. As soon as the postponement trend diminishes the (period) fertility
rates may stabilize or even rise. An example is the Netherlands, where in the
1970s the age of the mother at first birth started to increase sharply and the TFR
dropped considerably. In the course of the 1980s the TFR rose slightly due to
‘catching up’ of women who had not yet given birth to a first child. In the 1990s
the TFR rose slightly further due to the fact that the increase in the age at first
birth slowed down. Especially the rising levels of female education were
important: if the educational levels had not risen, the age at first birth would

Postponing the first child should be understood in a macro context, i.e. the relative
change that occurs in the mean age of the mother at first birth, when comparing fertility
behaviour in successive years or to women from successive birth cohorts. Individual
women may not be aware themselves that they are postponing to have a child as they
may not have (had) concrete plans or a fixed timing from which they deviated.
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have been lower than currently is the case. As higher educated women have
their first child later in life than less educated women the mere increase in the
number of women with higher education explains about half of the general rise
in the age at first birth over the past decades, at least in the Netherlands (Beets et
al.,2001; Beets and Dourleijn, 2001).

The profound impact of educational expansion on the age at first motherhood
has also been demonstrated for other countries. It appears that having a child
during educational enrolment is not a preferred option for most women, and the
access to and use of effective contraceptives nowadays provide the opportunity
to prevent pregnancies. When education is finished family formation may
become an option although there are other options as well, such as participation
on the labour market. Mothers from various educational levels do not vary much
in number of children. However childlessness is much more prominent among
the higher educated (see also the section on Education in Chapter 3).

The trend towards postponing the first child started in the Scandinavian and
Western European countries in the early 1970s; elsewhere the age at first
motherhood started to rise somewhat later (Table 2.3). In Eastern Europe this
trend is visible since the late 1980s or early 1990s. In the 1960s the mean age at
first birth was 23 to 24 year in many EU Member States, although slightly lower
in Eastern Europe. Currently the age is around 27 to 29 in most EU Member
States in Northern, Western and Southern Europe, while Eastern Europe is
lagging behind with levels between 24 and 26 year. The EU-25 average is 27.5,
for EU-15 it is 28.0, and for NMS-10 it is 25.3.

Closer inspection of the TFR in a birth cohort perspective shows that women
born at the end or just after the Second World War were the first to finish their
fertility career with a number of children below the replacement level. Women
from birth cohort 1955, who turned 50 years in 2005 (i.e. they currently are at
the end of their reproductive life) finished with below replacement fertility in all
countries except France (2.13), Ireland (2.67), Poland (2.19), the Slovak
Republic (2.85), Romania (2.26) and Turkey (3.97). Cohorts born in the 1930s
only rarely had completed fertility below replacement (7able 2.4). On average,
women born in the 1930s had their first child earlier than women born later.
Women born in 1955 still had their first child relatively early in many EU-
countries, at ages between 24 and 26. Only in younger cohorts steep rises in the
age at first birth occurred: women born in 1965 had their first child on average
between ages 25 and 28, although a bit earlier in Eastern Europe.
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Currently cohort TFRs are more elevated than period TFRs due to changes in
fertility timing. If women born in a certain year (birth cohort) postpone a birth,
the fertility rate for that particular year (period TFR) is lower, but the ultimate
number of children born to women of that particular cohort (cohort TFR) may
remain unchanged.’ This implies that period TFRs will fluctuate much more
than cohort TFRs (a cohort TFR may, more or less, be interpreted as the moving
average of the period TFR; see examples for some selected countries in Figure
2.7). The fact that period TFRs currently are below cohort TFRs, suggests that
some increase in period TFRs may occur. As soon as the rise in the age at first
birth levels off, period TFRs may increase, at least as long as the ultimate
number of children per woman does not change. This is one of the main reasons
that countries in Eastern and Southern Europe with currently ‘lowest low
fertility” will most likely have (somewhat) higher fertility in the future. An
analysis of the timing of fertility is therefore highly relevant for understanding
current and projected future levels of fertility, and the population ageing process.

In 2003, 16 EU governments judged their fertility levels to be too low, the other
9 governments were satisfied with the level, and no one thought it was too high®
(see also Chapter 6, Section 2) (United Nations, 2003). The first group of
Member States will, most likely be in favour of policy interventions in order to
try to raise the fertility level. But how successful could interventions be?
According to Kamaras et al. (1998, p. 248) “it seems obvious that the
willingness of governments to set demographic targets will be related to the
discrepancies between fertility preferences and actual fertility of individual
couples on the one hand, and to the acceptance of policy measures that are
considered on the other.” Soon new data will be available on fertility levels that
women intend to realise and how successful they are in fulfilling their wishes.
The data will most likely show that the total intended number of children is
slightly higher than the cohort TFR (the ultimate number to be realised) but both
will remain under the replacement level. Concrete introduction of policy
measures that people prefer to be available before trying to have an additional
child, would most likely lead to an extra 10 to 20 children per 100 women at the
maximum. However it remains of course uncertain whether people will realise

Vice versa it means that if women in a birth cohort would start getting their babies
earlier than in previous cohorts, the period TFR would become higher than the cohort
rate.

Also Bulgaria, Croatia and Romania judge their fertility levels as ‘too low’, Turkey as
‘too high’.

6
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what they say they are willing to do if preferred policy measures are put into
practice (Gauthier, 2005; see for an overview also Chapter 6 section 2).

The drop in the TFR went together with a rise in the proportion of women that
remained childless (Table 2.4). Data show that childlessness stood at about 10%
in birth cohort 1935 in Belgium, France, and the United Kingdom, and 12-13%
in Italy and the Netherlands. In Ireland and Portugal the percentage was about 5.
In general, the percentages are higher in later birth cohorts, in cohort 1955 for
example up to about 18% in Finland, the Netherlands and the United Kingdom,
but in Belgium, Italy and Spain they are more or less stable (at about 10%) and
even lower in France (8%). More recent cohorts show higher levels, but women
from these cohorts are still rather young and may have children. Whether
childlessness levels for women born in the 1960s, 1970s or later will really top
20% remains to be seen. In birth cohort 1965 the NMS-10 levels are lower than
the EU-15 levels.

Birth cohorts in which 25% of the women already have a child at the age of 20
years —so 75% is still childless— finally end up with a childlessness level of
around 10%. This ‘pattern of early childbearing’ is characteristic for Eastern
European countries. Opposite is the ‘pattern of late childbearing’, where the
25% border is not reached before the age of 25, which leads to a childlessness
level of 15% or over (see the examples of the Czech Republic and the
Netherlands in Figure 2.8). Also Rowland (1998) and Toulemon (1995) showed
that late childbearing leads to levels of higher childlessness.

More men than women remain without children, due to lower ever-marriage-
rates for men than for women (Toulemon, 1995). Research shows that having a
partner or not is the most important reason for remaining without children. Next
to that education is crucial (Bloom and Trussell, 1984; Prioux, 1993; see also the
section on Education in Chapter 3). Higher educated women are much more
likely than lower educated women to remain childless. This does not always
imply that higher educated women opt voluntarily for this situation. Difficulties
in finding a partner to share parenthood with may be a reason, as well as
difficulties in becoming pregnant at higher ages. However there is evidence that
higher educated women conceive more easily, ceteris paribus, than lower
educated women (Beets and Dourleijn, 2001; Esveldt ez al., 2001, p. 61).

Increasingly, children are born outside marriage. In 1960 only Austria, Estonia,
Latvia and Sweden had over 10% of children born outside marriage (Table 2.3).
Currently Cyprus and Greece (and most likely also Turkey) have a level below
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10%. More than 40% of the children are born outside marriage in Denmark,
Estonia, Finland, France, Latvia, Slovenia, Sweden, the United Kingdom, and
Bulgaria. These levels may be slightly flattered as women may get married after
discovering a pregnancy, i.e. the conception rates outside marriage are higher
than the birth rates outside marriage.’

Remarkably, several Member States where a majority of the inhabitants adhere
to the Roman Catholic Church —which explicitly preaches to conceive within
marriage— show significant increases in the percentage of children born outside
marriage over the past few decades, like for example Ireland, Spain and
Portugal. Compared to Ireland, Italy and Spain, Portugal also has a relatively
high divorce rate (see section on Household structures and living arrangements).

The number of children born to immigrants usually reflects the cultural
background these immigrant groups have lived with previously. Over the past
decades first generation immigrants from Western Asia and Northern Africa had
higher fertility rates than non-immigrants. However their children, the second
generation, have much lower rates, mostly only slightly more than the non-
immigrants. Childlessness is rather rare among minority groups, although
slightly rising. Fertility to immigrants from western countries (EU Member
States, Northern America, Japan) does usually not deviate very much from non-
immigrants.

2.3.2.  Mortality

Changing mortality patterns provide the second root cause of population ageing.
Declining mortality results in extending the duration of life, usually measured by
the life expectancy at birth, i.e. the number of years a newborn baby may expect
to live when current mortality rates prevail. Infant mortality used to have a
significant impact on the average life expectancy level.

Infant mortality rates measure the numbers of newborn children that die before
they turn one year (Table 2.5). In the 1960s rates under 25 were only observed
in the Czech Republic, Denmark, Finland, the Netherlands, Sweden and the
United Kingdom. By contrast, in 2003 only Turkey had a rate over 25, while
Bulgaria and Romania had rates between 10 and 20 and EU-25 had a rate below
10. This means that nowadays only 1% of all newborn babies die within one

However, non-marital birth rates may not include children born to married women
whose husbands are not the biological father.
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year after birth; the majority of these deaths occur within the first month of life.
Infant mortality rates are normally higher among immigrant groups.

The enormous decline in infant mortality rates and the fact that these rates are
much more similar now across EU-25 contributed significantly to the increase of
the life expectancy at birth. In EU-15 and EU-25 both male and female life
expectancy at birth has risen considerably over the past 25 years. In 1980 male
life expectancy was around 70 years as compared to currently about 75. For
women the increase was from 77 to 81. The figures are somewhat higher in EU-
15 than in EU-25, due to the fact that NMS-10 has much lower life
expectancies, showing for males even some drops over the period 1980-2005.
Here males had in 1980, on average, about 67 years to live and currently around
70, females 75 and 78 respectively. These figures indicate that the sex difference
in duration of life is much larger in NMS-10 (8 years) than elsewhere in the EU
(6 to 7 years).

The 2003 life expectancy in NMS-10 for males is estimated at 70.0 years, and at
78.3 for females. These averages are 75.8 and 81.6 respectively in EU-15. The
EU-25 average is 74.8 for males and 81.1 for females.

In 2003 the Baltic States had the lowest life expectancy at birth (Figure 2.9): just
above 65 years for males and around 75 for females, showing a significant sex
difference. Relatively high life expectancies are observed in Austria, Belgium,
Cyprus, Finland, France, Germany, Greece, Italy, Luxembourg, Malta, the
Netherlands, Spain, Sweden and the United Kingdom. The sex difference in life
expectancy is also large in France and Spain (7 to 8 years), whereas it is small in
Sweden (only 4% years).

For the future a further rise in life expectancy is expected, to, by 2050, 81.3 for
men in EU-15 and to 77.2 in NMS-10, and to 86.9 respectively 83.8 for women.
However, Denmark, Estonia, Greece, Latvia and the Netherlands are slightly
more sceptical than other Member States about the future path. Expected
improvements are mainly based on recently observed country-specific trends.

Life expectancies at the age of 60 years, indicating how many more years, on
average, a 60-year old person may still expect to live given the age-specific
mortality rates in a specific year, show less variation across the EU countries
than the overall life expectancies. Around 1980 males had about 16 more years
to live, females around 21, i.e. a difference of 5 years. In 2003 the numbers were




Demographic developments in the European Union 45

around 20 and 24 years. Obviously men benefited more from changing mortality
than females. It is also clear that the sex difference in life expectancy is larger at
birth than at age 60, mainly due to selection (differential mortality) before that
age (infant mortality is one of these selection mechanisms as infant mortality
rates are much higher for boys than for girls; males are also overrepresented in
the mortality of (young) children and young adults).

The 2003 life expectancy at age 60 in NMS-10 for males is estimated at 16.9
years, and at 21.7 for females. In EU-15 these averages are 20.1 and 24.2
respectively. The EU-25 average comes then at 19.6 for males and at 23.8 for
females. If males retire at the age of 60 they still have 20 additional years to live,
i.e. a quarter of their life. For females this currently is even 24 years, i.e. about
29% of their life.

Relatively short lives remain after the age of 60 years in the Baltic States
(around 16 years for men and 20 for women), Hungary, the Slovak Republic,
Bulgaria and Romania, while Austrian, French, Greek, Italian, Spanish and
Swedish men still have 20 years to live. Women in Hungary, Latvia, Bulgaria,
Croatia and Romania have relative low expectancies, in Austria, Finland,
France, Italy, Luxembourg, Spain and Sweden relative high.

Life expectancies at birth and at age 60 are almost perfectly correlated. The
higher the life expectancy at birth, the higher the life expectancy at age 60.
Currently a 60-year old woman is expected to live another 23.8 years, i.e. she is
expected to live 83.8 years and that is 2.7 years more than the expectation for a
newly born girl. For men these numbers are: 19.6, 79.6 and 4.8. This is even
more so the case in NMS-10, where 60 year old women have a ‘profit’ of 3.4
years and men of 6.9 years.

There also exists a relationship with the infant mortality rate: the lower the infant
mortality rate, the higher the life expectancy at birth or at age 60. It means that if
countries that currently still have high infant mortality rates are successful in
bringing down these rates, life expectancy at birth will most likely increase
substantially.

However rises in the life expectancy at age 60 are mainly dependent on the
successful fight against bad health conditions in old age. Over the past 40 years
the life expectancy at birth for women rose from 72.9 to 81.6 years in EU-15, a
rise of 11%. In the same period the life expectancy at age 60 increased by 27%
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for women (from 19.0 to 24.2 years), a sign that medical and other treatments in
old age have been successful. It also indicates that further reductions in mortality
between the ages 0 and 60 may only be small. In NMS-10 these increases were
10% versus 17%.

Like in fertility research also for mortality period and cohort indicators exist: the
cohort life expectancy may, more or less, be interpreted as the moving average
of the period life expectancy. Research indicates that “period life expectancy has
increased more slowly than its cohort counterpart. (...). The widening of the gap
between the two life expectancies is primarily a consequence of the dramatic
mortality decline at older ages that occurred during the 20" century.” It implies
“that the divergence between the two measures is likely to become even greater
in the future as reductions in deaths are concentrated at older ages” (Canudas-
Romo and Schoen, 2005).

Another mortality aspect that resembles fertility is the fact that mortality rates
are negatively correlated with educational level (see the section on Education in
Chapter 3).

What are the main causes of death EU citizens face and what is the variation
across countries?® Both for men and women the overall mortality rates are
higher in NMS-10 than in EU-15. Over one third of all deaths are attributable to
diseases of the circulatory system (the range goes from 26% in France to 58% in
Latvia and Lithuania) and a quarter to neoplasms (ranging from 17% in Latvia
to 33% in France). AIDS is only responsible for 0.2% of all deaths in EU-25
(0.3% in EU-15), endocrine, nutritional and metabolic diseases for 2% (3% in
EU-15), mental and behavioural disorders as well as diseases of the nervous
systems and the sense organs both for another 2%, while the diseases of the
respiratory system account for some 8% (9% in EU-15). The diseases of the
digestive systems come to nearly 5%, accidents to 4%. Suicide and intentional
self-harm stand at 1%. Relatively elevated are the AIDS mortality levels in
Portugal, Romania and Spain. Of course these figures vary per age group.

For countries with adequate mortality and causes of death registration, maternal
mortality rates can be estimated (WHO, Unicef and UNFPA estimates). This
rate gives the (adjusted) number of maternal deaths per 100,000 live births.” The

See also Chapter 4 for a further overview of causes of death.

Even when coverage is complete and all deaths medically certified, in the absence of
active case-finding, maternal deaths are frequently missed or misclassified. In many
countries, periodic confidential enquiries or surveillance are used to assess the extent to
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2000 estimates show low maternal mortality (under 10 per 100,000 live births)
in Austria, the Czech and Slovak Republics, Denmark, Finland, Germany,
Greece, Ireland, Italy, Portugal, Spain, Sweden and Croatia, and high (over 20)
in Estonia, Cyprus, Latvia, Luxembourg, Malta, Bulgaria and Romania.

2.3.3.  International migration: migrant stocks"

According to UN statistics and comparing all the world’s countries the United
States and the Russian Federation host by far the largest numbers of immigrants.
In 2000 the number in the USA amounts to about 35 million persons (i.e. about
one fifth of the total world population that lives in another country than the
country of birth; and about 12% of the total US population), and in the Russian
Federation to over 13 million (9% of its population). Within EU-25 Germany
stands out with over 7 million immigrants (9%), but also France (11%), the UK
(7%), Poland (5%), Italy (3%) and the Netherlands (10%) all have more than 1
million citizens born abroad. Together these EU Member States accommodate
23 million immigrants, i.e. over 7% of their population. Luxembourg has a
smaller absolute number, but its share of the total population is large: 37%.

The UN estimates that the number of immigrants in Europe (including the
Russian Federation) is about 60 million in 2000. About 4% of them are refugees.
This percentage is much higher in Africa (22%) and Asia (23%), but Northern
America (2%) and Oceania (1%) have lower shares.

“In the second half of the 20" century large parts of Europe experienced a
historical shift from emigration to immigration. However the exact number of
migrants residing in Europe is still unknown. This is partly due to the fact that
(...) many European countries use nationality, not the place or country of birth,
as the standard criterion in their demographic, economic and social statistics”
(IOM, 2005, p. 141). The IOM report also overviews various other sources:
Eurostat’s Chronos database shows that “the 15 pre-enlargement EU Member
Sates were home or host to some 18.7 million legal foreign residents” (p. 142).

misclassification and underreporting. A review shows that registered maternal deaths
should be adjusted upward by a factor of 50% on average (WHO, Unicef and UNFPA
estimates).

Statistics on international migration —immigration and emigration— are currently
under revision at Eurostat. Therefore now and here some highlights on migration,
mainly on migrant stocks, are presented based on other sources, like the IOM World
Migration reports. In the next monitoring report we hope to focus on international
migratory streams and stocks more extensively if accurate Eurostat statistics are
available again (see Table 2.2 for the crude rate of net migration).
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However other sources give other numbers and depending on the definition the
range goes from 13.9 to 26.4 million. By combining data from different sources
IOM judges these figures to be too low and the report (IOM, 2005, p. 144)
continues to say that “the number of ‘visible’ first-generation immigrants in the
EU-15 (2002) can be put at 33.0 million.”

Despite transitional restrictions the EU enlargement will lead to short term
increases in regular and irregular migration from NMS-10 due to the basic
freedom of settlement and the transitional restrictions on employment and
welfare (IOM, 2005, p. 145). Whether this will remain so in the longer run
depends on the revival of the NMS-10 economies, countries that are confronted
with population decline more heavily than EU-15. If these NMS-10 economies
are developing successfully pressures to emigrate may cease. Currently studies
suggest that 1% of the NMS-10 population intend to emigrate (Alvarez-Plata et
al., 2003). It is very likely that in the longer run migration will arrive from other
world regions. “Europe will have to compete with traditional countries of
immigration, in particular Australia, Canada and the US, for qualified migrants
to fill their labour gabs” (IOM, 2005, p. 152).

24. Population structure

2.4.1. Population ageing

Together with the initial age-sex structure of the population, the fertility,
mortality and migration rates in a specific period determine the age-sex structure
at the end of that period. Since ‘population pyramids’ depict persons of 0 to
about 100 years of age, these ‘pyramids’ illustrate the demographic history of a
country in the past 100 years. In addition to population dynamics, also changing
social, economical, political and policy contexts are reflected in these pyramids.
To what extent does the age-sex composition of European populations vary?
First of all, the shape of the pyramid for EU-15 and EU-25 is remarkably
similar, which is also caused by the fact that the 10 new Members States only
constitute 16% of the EU-25 population. Peculiarities are absorbed in the overall
picture although the NMS-10 pyramid is rather rugged (Figure 2.10). Up to
2050 this difference between EU-15 and NMS-10 will not come to a halt.

Currently the largest age bracket in the EU-15 and EU-25 pyramids is those
born in 1963 (43 years of age in 2005). Persons born in later years are less
numerous and their numbers decrease almost linearly. While about 1.6% of all
EU citizens were born in 1963, it is only 1.0% for those born in 2002, about as
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many as today’s survivors born in 1940. Some slight indentation is visible for
the cohorts born during the Second World War (around 60-65 years of age
now), as well as for those born during the First World War (around 85 years
now); both are more related to lower fertility then than to higher mortality. The
‘pyramid’ for NMS-10 shows two bulges: those born just after the Second
World War (1946-1955), and those born around 1972-1990. These cohorts are
larger than in EU-25, other cohorts are smaller.

What then are the basic details in population ageing in the recent past (Table
2.6) and in the coming decades? As an introduction Figure 2.11 shows the
median age in EU-15, EU-25 and NMS-10 separately. It shows that, since 1950,
NMS-10 had a substantially younger population than EU-15. However that
situation will change from about 2035 onwards. While currently half of the EU-
25 population is older than 39.8 years (=the median age; 37.4 in NMS-10 and
40.3 in EU-15), in thirty years time that will be at 47 years.

Obviously all other indicators are in accordance with this trend in ageing.
Figures 2.12-2.14 show the percentages of the population aged 0-14, 15-64 and
65+. They picture the decreasing shares of youngsters and increasing shares of
older people over the past and in the coming decades. They clearly show that the
trends in NMS-10 are fluctuating more than in EU-15 (see also Chapter 4). In a
certain way NMS-10 is lagging behind in ageing trends. However that also has
an advantage from the labour market perspective, as the share of the potential
labour market population will be, in the years to come, much larger in NMS-10
countries than in EU-15 (the so-called ‘demographic dividend’). As a
consequence the demographic dependency ratios are ‘much milder’ in NMS-10
than in EU-15 (Figures 2.15-2.17. At least that is expected to be so up until
about the middle of this century. The EU-15 countries can also still make a
profit of their demographic bonus, since its total dependency ratio is currently at
the lowest level. However that will change in the coming decade.

The absolute numbers of young people will diminish substantially and those of
older persons will increase (Table 2.7). And while the number of youngsters will
continue to diminish further, the number of people aged 15-64 is nearing its top
around 2010 and will start to diminish from then onwards, while the number of
65+ will not diminish before 2050.

Over the past two decades old-age dependency —the ratio of the number of
older, in general economically inactive persons (65+) to the number of persons
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of working age (15 to 64)— rose in EU-15 from 21.6 in 1980 to 25.5 in 2004.
The country specific trends are rather similar: after a decline in the beginning of
the 1980s in most countries, caused by the baby-boom generation entering the
working age population, old-age-dependency rose steadily afterwards (Figure
2.18). This effect was chiefly driven by a subsequent fall in fertility rates in the
late 1960s and by increasing life expectancy. In 2004 Italy was the country with
the highest dependency value (28.9), followed by Germany (26.8), Sweden
(26.4) and Belgium (26.1). In this group of countries only Sweden shows an
atypical trend, having declining ratios more recently.

On average the annual growth of the EU-15 old-age dependency ratio was 1.1%
during the last 20 years, varying between 1% and 1.2% over certain periods. The
country with the most rapidly ageing population over the whole period of
observation is again Italy with an average annual growth of 2%, followed by
Portugal (1.6%) and Spain (1.5%).

Nevertheless some countries show declining old-age dependency ratios in
certain years. Ireland is the only country with a negative development (-0.4%
per year) over the period of observation. Sweden and Denmark show some
stagnation over the last 20 years. All other countries saw their old-age
dependency ratios increase, varying from 0.3% for the United Kingdom to 2%
for Italy. The country with the most rapidly ageing population during the last
observation period (2000-2004) is Germany. Whereas the annual growth varied
from 0.6% to 1.0% over the periods from 1985 to 1999, the old-age-dependency
ratio rose by 2.8% in the period from 2000 to 2004. The recent value amounts to
26.8 for 2004, which corresponds to the second highest ratio after Italy.

According to the baseline projection of EUROSTAT the old-age dependency
ratio for EU-15 will rise on average from 25.9 in 2005 to 53.2 in 2050 (see also
Chapter 8). This means that in 2050 there will be two persons of 15-64 years per
one person of 65+ (compared to four at present).

These general trends are rather similar across Member States. Compared to the
2005 wvalues all ratios increase in the coming decades. Nevertheless some
variation exists. Whereas the increase is relatively low for Sweden old-age-
dependency ratios will rise by 43 points in for example Spain (Table 2.8).

According to the baseline EUROSTAT projection Spain and Ireland will, in
EU-15 have the highest average annual growth rates from 2005 to 2049. Their
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old-age-dependency ratios will increase by 2.3% per year. The countries with
the lowest growth rates are again Sweden (1%) and Luxemburg (1.2%).

Let us now have a closer look at the various age groups, the Children of 0-14
years to start with. In Figure 2.19 the share of these children in each EU
Member State is given in 1975, 2004, 2010 and 2025. The countries are ordered
by their share in 2004. Bulgaria, Italy, Greece, Spain and Slovenia have the
lowest shares, while Luxembourg, Denmark, Cyprus, Ireland and Turkey have
the highest. Over time the order is only changing to a minor extent. However,
the variation between the Member States is diminishing substantially. It means
that several countries witness large changes in the relative number of children
over time (Turkey, Cyprus, Malta, Spain, Portugal), while others only have
minor changes (Luxembourg, Sweden, Belgium, France, United Kingdom).

Young people (15-24 years) have currently small shares in Italy, Denmark,
Luxembourg, Germany, and the Netherlands, while Cyprus, Ireland, Slovakia,
Poland and Turkey have high shares (Figure 2.20). Also here the variation
across countries diminished over time, although the variation over time was
much lower than for ‘Children’. Sweden, Denmark, the United Kingdom,
France and Austria had only minor changes over time, while those in Poland,
Cyprus, Romania, Greece and Slovakia were substantial.

The shares of Young adults (25-39 years) hardly changed over time (Figure
2.21). The rates slightly rose in the past few decades but will now start to
decline. Spain, Turkey, Ireland, Romania and Luxembourg have the highest
shares; Finland, Malta, Sweden, Estonia and Croatia the lowest. Changes over
time are most substantial in Spain, Italy, Turkey, Ireland and Greece.

Adults (40-54 years) are most prominent in Slovenia, Poland, Finland, Germany
and Croatia (Figure 2.22). Small shares are characteristic for Turkey, Ireland,
Sweden, the United Kingdom and Spain. Over time the variation has diminished
somewhat, and the most heavy changes are in Turkey, Cyprus, Germany,
Slovakia and Spain.

Although the shares of the so called Older workers (55-64 years) increased, the
variation was only small and did not change much over time (Figure 2.23).
Poland, Slovakia, Bulgaria, Lithuania and Turkey have the largest increases,
Sweden, the UK, Luxembourg, Belgium and France the smallest. Currently the
shares are low in Turkey, Ireland, Poland, Slovakia and Cyprus, and high in
Denmark, Sweden, the Czech Republic, Finland and Bulgaria.
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The shares of Elderly people (65-79 years) are increasing substantially, however
the variation per period is small. Bulgaria, Poland, Spain, Slovakia, and
Romania have the largest changes, Luxembourg, Sweden, the UK, France and
Belgium the smallest. Figure 2.24 shows that currently Turkey, Ireland,
Slovakia, Cyprus and Malta have low shares, while Greece, Italy, Croatia,
Bulgaria and Germany have the highest.

Finally, the Oldest old people (80+ years): in EU-15 their share rose from 1.2%
to currently 4.2%. In 2025 a figure of 6.6 is expected. The EU-25 figures are
slightly less, which indicates that the NMS-10 figures are significantly lower.
The largest changes are in Italy, Germany, Spain, Austria, and Slovenia. Figure
2.25 shows that Sweden, Italy, France, the UK and Germany are currently the
most aged nations within the EU according to this criterion, while Slovakia,
Poland, Cyprus, Ireland and Malta are the least (Turkey and Romania have even
lower shares but are not (yet) Member States).

What then is the conclusion? In these top-5s of low and high rankings in shares
of several age groups a lot of variation is visible. Only for a few Member States
it is clear that they stand out, but we cannot conclude that specific regions within
the EU have a special ageing profile. The picture is too diverse: the same general
trend in population ageing has many faces. However if we sum the number of
times that specific countries have been mentioned in the previous overview we
can conclude that Turkey, Ireland, Cyprus, Italy, Slovenia, Germany, Poland,
and Sweden are mentioned most often. Turkey (with in 2005 a median age of
26.3 years), Ireland (34.2), Cyprus (35.3), Slovakia (35.6) and Poland (36.5) are
the youngest countries, while Italy (42.3) and Germany (42.1) are the oldest.
Surprisingly, Sweden (with high shares of Elderly and Oldest old people) has a
lower median age (40.1) than Austria (40.6), Belgium (40.6), Bulgaria (40.6),
Croatia (40.6), Finland (40.9) and Slovenia (40.2). That probably has to do with
Sweden’s stable population age structure.

2.4.2. Household structures and living arrangements

The changing household structures and numbers of households are mainly the
result of demographic processes like fertility, mortality and migration, but also
of changing age structures. With respect to living arrangements people make
individual choices in various ways, depending on whether one chooses to live
alone or not, to marry, divorce, have children, but also on children leaving the
parental home, and on sequential living arrangements (for example unmarried
cohabitation, which is also becoming more popular for widowed elderly). Also
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the moments of start and end (duration) of each of the various life course phases
are important for household developments. In general the number of households
tends to increase at a faster rate than population growth, signalling that
households are becoming smaller on average. Population ageing is reflected in
the fact that currently more people are living in specific ‘older’ life course
phases (with smaller household sizes) than before, for example in the ‘empty
nest’ phase where all children have left the parental home.

Data on the average household size show that in EU-15 around 3.2 persons were
living together around 1960; currently this is 2.4 (Figure 2.26 and Table 2.9).
The absolute number of household increased in EU-15 from slightly over 100
million around 1960 to currently some 190 million, indicating that the number
of households increased much faster (90%) than population size (30%) in this
period. There is substantial variation in household sizes within Europe, mainly
echoing the moment that fertility started to decline. Currently for example
Ireland, Portugal and Spain and to a lesser extent Greece and Italy —countries
where the decline in fertility started later— still have much larger household
sizes than elsewhere in the EU-15. In other EU-15 Member States households
are smaller, between 2.0 and 2.3 persons on average. The differences also
indicate that there is quite some variation in the age at leaving the parental home
and the way older people live after the death of their spouse.

The share of one-person households is increasing. Currently many more persons
than before are living alone, although sometimes only for a short period. After
leaving the parental home, young people may live alone for a while before a
‘living-together relationship’ starts. However, cohabitation may end due to
separation (after cohabitation) or divorce (after marriage). If children are
involved in either separation or divorce, a one parent family may result. When
the children have left the parental home the spouse’s death also leads to a one
person household. Since on average women live longer than men, and generally
marry older partners, large shares of older one person households involve
women. Widowed women may still live five or more years alone before death.
In Member States where male and female life expectancies have recently come
closer the duration of widowhood may have become smaller.

In EU-15 the share of one-person households increased from 16% to, currently,
28%. Portugal and Spain still have relative low shares and Sweden the highest.
The Swedish share (40%) of one person households indicates that about 20% of
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the population is living alone. For Spain, where currently 15% of the households
are run by one person, about 5% of the population is living alone.

The overall average household size is declining due to a rising share of people
living alone and a decline in the average household size for households with
more than one person. This reflects fertility decline and the fact that families
have become smaller over time. This trend is observed throughout the EU-15:
the share of large households diminished, i.e. the share of households with five
or more persons is dropping almost everywhere.

To a large extent household formation depends on union formation and
childbearing. For most people these issues are essential in their life course.
Marriage used to be a precondition for having children in all EU Member States,
although the propensity to marry has always been somewhat lower in
Scandinavia. Rising levels of births outside marriage indicate that the bond
between marriage and childbirth is becoming weaker. A pregnancy used to be
an incentive for an unmarried woman to marry the father of the child to be born
(forced marriage), currently it is not exceptional anymore that the parents have
their child and may marry or not after the child is born. This is especially the
case in Austria, Bulgaria, Denmark, Estonia, Finland, France, Sweden and the
UK where the mother’s mean age at first birth is even higher than women’s age
at first marriage (Figure 2.27). Late first marriages are nowadays characteristic
for women in Austria, Denmark, Finland, Luxembourg, the Netherlands,
Slovenia and Sweden (at age 27 or over) (Table 2.10). Early marriages (at ages
up to and including 24) are still prevalent in Bulgaria, Latvia, Lithuania, Poland
and Romania. The mean ages at first marriage of men closely follow this
pattern: men usually are 2 to 3 years older than their partner. A difference of
more than 3 years is observed in Bulgaria, Croatia, Greece and Romania.

On average the age at first marriage is, for women, 27.8 in EU-25 (i.e. only
slightly lower than the mean age at first birth (28.0)) versus 24.9 in NMS-10.
However the groups of women marrying and having a first baby usually do not
overlap in a given calendar year.

In many countries unmarried cohabitation has become a prominent living
arrangement. Also having children has become more prominent among
cohabiting couples. This is particularly the case in Scandinavia, but also in for
example France and the Netherlands. This trend is not (yet) as evident in Central
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and Eastern Europe. Also in Southern Europe unmarried cohabitation is still in
an initial stage.

Unmarried cohabitation mirrors the decline in marriage. The total (period) first
marriage rate shows, both for women and men, structural declines in the past,
but there are reasons to believe that the lowest levels have been reached now.
Currently levels are lowest in Belgium, the Czech Republic, Estonia, Latvia,
Hungary, Slovenia, and Sweden. In other countries levels have increased to
some extent, for example in Denmark and the Netherlands. The latter may
mirror the levelling off of the increase in the age at first marriage. Also when
looking at the proportion of ever-married women by generation one may come
to such a conclusion. In the generation born in 1965 (=women currently over 35
years of age) more than 85% ever married in the Czech Republic, Greece,
Hungary, Poland, Portugal, the Slovak Republic, Spain, and in Bulgaria and
Romania. France, Slovenia, Finland, and Sweden have values below 75%.

Not only has the propensity to marry diminished, but also divorce has increased.
The total divorce rate indicates how many marriages in hypothetical generations
end by divorce. In 1980 about one fifth of all marriages ended by divorce, both
in EU-15 and EU-25 (Table 2.11). Currently this is the case for about one third
of all marriages (Figure 2.28). The EU-15 level is slightly higher than the NMS-
10 level. High divorce levels are characteristic for Scandinavia, the Baltic States,
but also for Austria, Belgium, and the Czech Republic. Low levels are observed
in Cyprus, Greece, Italy, Poland and Spain, but for several countries recent data
are lacking. The situation may have changed significantly: for example, Portugal
used to have low levels as well but is now slightly above the EU average.

The mean duration of marriage at divorce does not vary much in the EU
Member States. Moreover this indicator does not show much variance over
time: the overall mean duration is around 11 or 12 years, but slightly higher (13
to 14 years) in Belgium, France, Italy, Portugal, and Spain, and somewhat lower
in the Baltic States, Hungary, Bulgaria and Romania.

Due to the rise in divorce, but also related to population ageing —more adults
are active on the sequential marriage market— non-first marriages are becoming
more popular. Table 2.10 shows, that it is not exceptional for women that a
quarter of all marriages in a certain year are non-first marriages. For the EU as a
whole, about 1 in 5 women enter such marriages, in NMS-10 this is 1 in 6.
However in Greece, Italy, Poland, Portugal, the Slovak Republic, Slovenia and
Spain, and also in Bulgaria and Romania, the rate is (still?) about 1 in 10.
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Although it seems that no specific shifts in timing occurred in the age at first
union, the increase in unmarried cohabitation and its subsequent effect on the
timing of marriage had profound effects on household formation and living
arrangements. Separation and divorce created ex-families. Repartnering
confronts many more EU citizens with the simultaneous existence of old and
new family networks (ex-partners, ex-grandparents, ex-grandchildren, etc.).
However marriage seems to remain the preferred option in union formation
although there are “marked variations in the ways men and women are forming
and maintaining partnerships across European nations. (...) In most western and
northern European countries, cohabitation has eclipsed marriage as the marker
for first partnership, and in northern countries and France there is evidence that
long-term cohabitation has become more prevalent” (Kiernan, 2002). As also
living alone is becoming a more prominent household feature —temporarily for
many young adults, or more permanently after separation/divorce or in
widowhood— EU variation in living arrangements over the life course has
greatly increased while household sizes diminished. Population ageing as such
also has an effect on household sizes, as the increasing numbers of older people
live in smaller households (empty nest phase, or finally without partner).

2.5. Conclusion

Europe will be the first continent to face population decline and severe
population ageing. As a result of fertility decline and postponement and a further
rise in life expectancy, population size will come to a maximum and then
decline, maybe offset for a while by immigration surpluses. This process started,
roughly spoken, in the northern part of the EU, ‘travelled’ to the western, and
then to the southern part. After the fall of the Berlin wall also the eastern parts
‘adopted’ this pattern although the change to a free market economy had there
an effect as well.

Currently the EU is characterized by low and late fertility, as well as low and
late mortality. Most EU citizens still opt for marriage, although increasingly
after a period of non-marital cohabitation. The age at marriage is high, in some
countries even after a child has been born. Divorce has become more prominent,
but the majority of marriages still end with death. Households are small, also as
an effect of population ageing. One person households have become ‘popular’.
Moreover the EU has turned into an immigration continent.
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In all these trends regional variation within the EU may be large. Postponement
of marriage and childbearing causes period rates to lower. However surveys
show that marriage and childbearing remain important for the majority. As a
consequence period fertility rates will likely increase somewhat when
postponement slows down or comes to a halt, and that would give some relief to
population ageing and population decline. Although Europe will be more
heavily affected by population ageing in the coming decades than other
continents there is much within-Europe variation in the ageing process. Societies
will have to deal with new demographic realities and normally have some time
to do so. Demographic forecasts are rather accurate, compared to forecasts on
future economic developments, So normally there is time to see changes
coming, and within the EU several countries are much more advanced —and
experienced— in population ageing than others. Combing knowledge from
various backgrounds may create solutions for the socio-economic challenges
Europe is facing. One of the positive elements is that currently most specifically
NMS-10 can make a profit of the demographic bonus (see Section 2.4.1). Due to
currently low fertility and early mortality the potential labour market population
is relatively large there, and that may create extra stimuli to economic growth.
The other EU regions have already much higher demographic dependency
ratios.

Coming generations will be better educated (see Chapter 3) and that may be
profitable as well in old age. However they will also have undergone more
family changes than earlier generations (sequential marriage, divorce, fertility),
and a larger share will be childless. Personal networks have become more
complex, and may have become smaller. Life courses have increasingly
diversified also if looked from only a demographic perspective. More and better
education leads to a later start at the labour market. Postponement of fertility
may continue, also because of persisting incompatibilities of work and family
(Van Nimwegen and Esveldt, 2003).
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Figure 2.1. Ten most populous countries in 2005, by population size in 1950, 2005 and 2050
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Source: UN 2005 World Population Prospects, Medium variant (millions)

Figure 2.2. Median age of the population per region, 1950-2050 (UN 2004 World Population
Prospects, * =Medium variant)

|2 1950 @ 1975 02000 C2025* W2050* |

50




Demographic developments in the European Union 59

Figure 2.3. Average population size per Member State in the various EU-groupings, 1957-2004
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Figure 2.4. Population size per Member State, 1975, 2004 and 2050 (EUROPOP 2004)
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Figure 2.5. Natural increase rate and migration rate (per 1,000 population), 2000/2003
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Figure 2.6. 2003 TFR in descending order in the EU-25 Member States (+ ““Candidate
countries "), including the 1960 and 1980 TFR, and the figure for 2050 (EUROPOP 2004
baseline; 2050 figures for Croatia and Turkey from UN prospects)
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Figure 2.7. Period and cohort TFRs, France, Hungary, Italy, the Netherlands, Spain,
Sweden, UK

France, TFRs per birth cohort and calendar year (= birth cohort + 28) Hungary, TFRs per birth cohort and calendar year (= birth cohort + 28)
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Figure 2.8. Fraction of (still) childless women by age: early (Czech Republic) and late
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Figure 2.9. 2003 life expectancy, by sex, in descending order in the EU-25 Member States (+
“Candidate countries”), including the 1960 and 1980 life expectancy, and the figure for 2050
(EUROPOP 2004 baseline; 2050 figures for Croatia and Turkey from UN prospects)
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Figure 2.10. Population by sex and age, EU-25, EU-15 and NMS-10, 2000 (yellow) and 2050
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Figure 2.11. Median age, EU-15, EU-25, NMS-10 (Source: UN 2004 World Population
Prospects, * =Medium variant)
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Figure 2.12. Share of population 0-14 years, %, EU-15, EU-25, NMS-10
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Figure 2.13. Share of population 15-64, %, EU-15, EU-25, NMS-10
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Figure 2.15. Young dependency ratio (0-14 / 15-64), EU-15, EU-25, NMS-10
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Figure 2.16. Old dependency ratio (65+ / 15-64), EU-15, EU-25, NMS-10
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Figure 2.17. Total dependency ratio ( (0-14+ 65+) / 15-64), EU-15, EU-25, NMS-10
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Figure 2.19. Share in population of ‘Children’ (0-14), 1975, 2004, 2010, 2025
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Figure 2.20. Share in population of ‘Young people’ (15-24), 1975, 2004, 2010, 2025
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Figure 2.21. Share in population of ‘Young adults’ (25-39), 1975, 2004, 2010, 2025

25-39

30

01975
W 2004
02010
02025

Figure 2.22. Share in population of ‘Adults’ (40-54), 1975, 2004, 2010, 2025
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Figure 2.23. Share in population of ‘Older workers’ (55-64), 1975, 2004, 2010, 2025
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Figure 2.24. Share in population of ‘Elderly people’ (65-79), 1975, 2004, 2010, 2025
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Figure 2.25. Share in population of ‘Oldest old people’ (80+), 1975, 2004, 2010, 2025
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Figure 2.26. Average household size, around 1960 to around 2000 (to be completed)
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Figure 2.27. Mean age at first marriage and mean age at first birth to the mother, around 2003,
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Figure 2.28. Total divorce rate, around 2003
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Table 2.1. Population size in the various EU stages, 1957-2004 (millions)
EU-6* EU-9* EU-10* EU-12* EU-15 EU-25
1957 166.3

1973 191.9 256.1

1981 196.6 261.5 271.2

1986 197.8 263.2 273.1 321.6

1995 222.1 289.4 300.0 3493 371.2

2004 2274 296.9 307.9 360.6 382.0 456.0

* From 1957-1986 excluding ‘East Germany’ (=former German Democratic Republic).
Source: Eurostat.
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Table 2.7. Population in three age groups, absolute numbers (millions)

1975 2005 2050 2050/1975

0-14 years

EU-15 82.8 61.5 58.2 0.70

EU-25 98.9 73.4 66.5 0.67

NMS-10 16.1 11.9 83 0.52
15-64 years

EU-15 220.2 256.5 2183 0.99

EU-25 265.8 308.9 253.4 0.95

NMS-10 45.6 524 35.1 0.77
65+ years

EU-15 455 66.8 110.7 2.43

EU-25 529 77.0 129.1 2.44

NMS-10 74 10.2 18.4 2.49

Source: Eurostat.
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Table 2.8. Old-age dependency ratio (Member States, EUROSTAT baseline variant, 2005-2050)

Growth
2005 2010 2015 2020 2025 2030 2035 2040 2045 2050 9005-2050)
Spain 245 254 277 30.0 33.6 38.9 45.9 54.3 63.2 67.5 43.0
Italy 294 313 343 36.6 39.7 45.2 52.4 59.8 64.6 66.0 36.6
Portugal 252 26.5 28.8 31.5 34.7 39.0 434 48.9 54.7 58.1 329
Greece 26.8 28.0 30.3 325 355 39.1 443 49.8 55.2 58.8 32.0
Austria 236 26.3 281 30.3 345 40.8 471 50.4 515 53.2 296
Ireland 16.5 17.5 19.9 225 252 28.3 31.6 35.9 40.9 453 28.8
Germany 27.8 31.0 32.0 35.1 39.3 46.0 52.6 54.6 54.9 55.8 28.0
Finland 237 254 31.6 37.0 414 45.0 47.0 46.1 46.1 46.7 23.0
France 253 259 295 33.2 36.9 40.7 441 46.9 47.2 47.9 226
Belgium 26.3 26.4 29.1 32.2 36.5 413 451 47.2 47.8 48.1 218
United Kingdom 244 251 281 30.3 33.2 37.4 414 43.8 442 45.3 21.0
Netherlands 20.7 222 26.0 29.0 325 36.7 40.3 416 40.2 38.6 17.9
Denmark 226 248 28.7 31.2 33.8 371 40.4 421 42.0 40.0 17.4
Luxemburg 21.2 216 22.8 247 27.7 31.5 35.1 36.7 36.6 36.1 15.0
Sweden 26.4 28.0 32.0 34.4 36.5 38.5 40.6 41.5 41.2 40.9 14.5

Source: Eurostat, IAS
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Table 2.9. Households, around selected calendar years (in italic: estimates)

Average household size

% one person households

% households with 5 or
more persons

1960 1980 2001 1960 1980 2001 1960 1980  2001*
EU-25 3.3 2.8 16 21
EU-15 3.2 2.8 24 16 22 28 21 13
NMS-10 3.5 3.1 15 18
Austria 3.0 2.7 24 20 28 29 17 13
Belgium 3.0 2.7 24 17 23 29 16 11
Cyprus 39 35 11 10 37 25
Czech Republic
Denmark 3.0 2.5 22 20 29 37 15 7
Estonia
Finland 33 2.6 2.1 22 27 37 25 10
France 3.1 2.7 24 20 25 31 20 12
Germany 2.8%%  24% 2] 21%* 31 35 14%* 8k
Greece 38 3.1 2.6 10 15 22 32 17
Hungary 32 29 15 20
Ireland 4.1 3.8 3.0 13 17 21 35 32
Italy 3.6 3.0 2.6 11 18 23 27 15
Latvia
Lithuania
Luxembourg 33 2.8 2.5 12 21 26 19 12
Malta 42 33 11 13 37 19
Netherlands 32 2.5 23 12 22 33 27 12
Poland 3.6 32 16 17
Portugal 3.8 34 2.9 11 13 15 29 21
Slovak Republic
Slovenia
Spain 38 34 3.0 10 15 26
Sweden 2.8 2.3 2.0 20 33 40 13 6
United Kingdom 3.1 2.7 23 13 22 30 16 11
Bulgaria 39 32 6 17
Croatia
Romania
Turkey 5.7 52 3 6

* Not yet available.

**FRG.

Source: Council of Europe (1990); Van Imhoff ez al. (1995).
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Demographic developments in the European Union

Table 2.11. Divorce indicators, selected calendar years (in italic: estimates)

Total divorce rate Mean duration of marriage at
divorce

1960 1980 2003 1960 1980 2002
EU-25 20 32 12.3
EU-15 8 20 33 11.6 12.5
NMS-10 22 30 11.8
Austria 14 26 43 9.2 9.5 11.1
Belgium 21 54%* 13.6 12.8
Cyprus 4 23 134
Czech Republic 16 31 48 11.3
Denmark 19 40 47 11.1 11.1
Estonia 50 48% 10.1
Finland 11 28 51 10.6 12.0 12.5
France 9 22 43%* 12.2 13.3*%
Germany 12 25 41HH* 9.4 9.7 12.1%*
Greece 10 18*** 15.1 11.4%%%*
Hungary 18 29 42 10.9
Ireland
Italy 3 13* 204 16.7%**
Latvia 54 32 10.2
Lithuania 7 32 42 11.0
Luxembourg 7 26 48 12.8 12.0 124
Malta
Netherlands 7 25 33 12.8 12.8
Poland 7 14 20 12.3
Portugal 1 8 39* 18.5 16.0 12.5
Slovak Republic 7 18 32 12.0
Slovenia 16 24 12.8
Spain 10*
Sweden 16 42 54 12.0 11.8
United Kingdom 39 43k 12.1 12.2%%*
Bulgaria 10 18 26 10.2
Croatia 15 17 11.8
Romania 20 21 21 10.2
Turkey 5 9

*2002  **2001 ***2000.






3. Education, employment and the life course
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3.1.  Highlights

The time spent in the labour force decreased for men on average around 5 years
in EU-15 (1970 - 2003) as well as in the ten new Member States (NMS-10) and
the three candidate countries (CC-3) (1991 - 2003). Whereas for women in EU-
15 a marked increase of around 10 years could be observed, women in the
NMS-10 as well as in the CC-3 reduced their time spent in the labour force by 4
respectively 7 years. These trends were influenced by

e decreasing labour force participation of young people caused by higher
participation rates in schools with higher education level and universities

o decreasing labour force participation of older workers caused by early
retirement and other social benefits which can be used to bridge the period
between withdrawal from the labour force and the first date of pension
receipt

e increasing labour force participation of middle aged women in EU-15
caused by changes in employment behaviour and an increasing share of
women with higher educational attainment.

Additionally the total hours spent in employment were influenced by

e decreasing weekly working hours of male employees,

e increasing weekly working hours of female employees, in particular for
middle aged women and mothers in the old Member States,

e an increasing share of temporary employment.
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This has to be kept in mind for the assessment of the total time active people
spend on average in the labour force.

During the last three decades most industrialised countries have experienced a
remarkable increase in the educational attainment of the labour force and this is
expected to continue over the coming decades. The rise in educational
attainment among the working-age population in the EU will in part result from
the shift in the composition of this population. But the projected increase in
attainment will accrue due to an increase in the educational enrolment of the
younger generations and thus be conditional upon a corresponding rise in the
supply of educational services.

Whereas increasing educational attainment is an important determinant of the
transition to lower fertility in the less developed countries, trends in fertility
among the EU countries seem to depend on educational attainment to a lesser
extent and more on socio-economic factors.

3.2. Demographic developments and educational attainment

Education plays a key role in national development, besides being a prime
component of individual well-being. Through education, individuals are
empowered to have choices and make decisions, in such areas as work, place of
residence, family size, health and lifestyles, and personal development. These
individual choices and decisions have dramatic societal consequences. The right
to education is proclaimed in the Universal Declaration of Human Rights
(1948), and the importance of education with respect to population and
individual development has been strongly endorsed by the governments (United
Nations, 2003).

During the last three decades, most industrialized countries have experienced a
remarkable increase in the educational attainment of their labour force. The
average skill level is expected to increase further in the coming years as younger
(and more educated) cohorts progressively replace older (and less educated)
ones. In spite of this, returns to skills have also increased substantially in
countries such as the US, the UK and, to a lesser extent, Canada. By contrast, in
most countries of continental Europe, the skill-premium has remained constant
or has decreased as in France (Croix and Docquier, 2003).
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The interfacing between demography, educational attainment and economic
development is, indeed, a three-way cause-effect relationship with a huge
problem of identification of the direction of causality and the causes of a specific
correlation. However, in a broad comparative analysis (whether between or
within countries and between social groups):

e The higher the average level of educational attainment and literacy the lower
the total fertility rate, the later the first marriage and the later the birth of the
first child;

e The higher the level of educational attainment, the higher the life
expectancy,

e The higher the level of educational attainment the higher the per capita
income level.

3.2.1.  Projections of educational attainment

Projections of educational attainment over the coming decades suggest that the
pure demographic effects on educational attainment in the EU will be relatively
small. In fact, as shown in a study by DG ECFIN (Montanino et al., 2004), the
largest contribution to a likely increase in educational attainment in the EU over
the coming decades is projected to accrue as a result of an increase in enrolment
in upper-secondary and tertiary education.

In fact, for EU-15 as a whole (data for the new Member States are not yet
available) the average level of educational attainment for the population aged
25-64 is projected to increase from 11.1 years of schooling in year 2000 to 13.8
in 2050 or by 2.7 years. The increase in educational enrolment would account
for 1.6 years while pure demographic effects (with constant enrolment for the
younger cohorts) would account for the remaining 1.1 years. However, the
demographic effect would in itself be influenced in two different directions: an
increase in the average enrolment will result from the fact that the elderly
cohorts with a lower level of educational attainment are progressively replaced
by cohorts with a longer period of schooling. On the other hand, due to the
decline in fertility, the younger cohorts with a higher educational attainment will
be smaller and thus weigh less in the average for the 25-64 year olds. According
to the DG ECFIN estimates, this latter effect will however be small in
proportion to the effect of the cohorts with a lower number of years of schooling
being progressively eliminated from this calculation (Table 3.1).
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Among EU Member States the scope for increase in educational attainment over
the long-term will of course be considerably larger in countries where the initial
level is comparatively low. The rise in educational attainment due to increase in
years of schooling thus ranges from a low of 0.48 and 0.73 years in Finland and
Sweden respectively to 2.02 in Portugal where the starting point in 2000 was
only 8.3 years. However, as underlined in the DG ECFIN study from which this
information is extracted, for some countries with a high level of schooling
already (notably Sweden and Finland) the future gains will be more limited.

Despite an increase of three years in the average duration of schooling in EU-15
from 1960 to 1995 the gap of about 2 years vis-a-vis the United States in 1960
was hardly reduced during the following 35 years as the latter rose almost at the
same rate with little sign of slowdown. The shortfall of duration of schooling in
the EU as compared to the United States may therefore not be much reduced
over the coming decades.

3.2.2.  Educational attainment and fertility

The average level of education in a population has been shown to be of central
importance for the long-term demographic transition from high to low levels of
fertility. Caldwell (1980), in particular, has maintained that high levels of
fertility would nowhere persist for long once a society had achieved “mass
education”, that is to say, once a large majority of children were sent to school.
More recent studies have generally underpinned this observation (Lloyd,
Kaufman and Hewett, 2000).

In fact, educational attainment is strongly related to differences between
countries in levels of fertility and mortality. In general, such cross-national
associations may reflect both the effects of education on demography and the
effects of demographic factors on education, as well as the joint effects of other
factors that may separately influence both education and demographic variables.
Differentials in fertility by educational level appear in both more and less
developed countries. However, in the more developed countries fertility
differentials by education exhibit two major differences from those found in the
developing countries. First, the gap in completed fertility between women in the
lowest educational group and those in the highest educational group is smaller in
developed countries than in developing countries —usually less than 1 child—
an outcome related to the overall low level of fertility in the developed countries.
Second, fertility differentials by education have become less pronounced in
many countries, such as Canada, Belgium, Hungary, Italy, Latvia, Norway,
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Portugal, Slovenia, Spain and Sweden, where women in the highest educational
group (with a post-secondary degree) in fact have a number of children that is
equal to or even greater than the number of children of women in the
intermediate educational group (with a secondary school diploma).

In Eastern Europe and the other countries of the former Eastern bloc, the
difference in completed fertility between women in the highest educational
category and women in the lowest educational category is about 1 child or less.
In the other developed countries, education affects current fertility mainly
through its influence on the timing of first births: more educated women have a
lower number of children at the time they are interviewed because they have had
their first birth at a later age. For example, in Italy in the 1990s, the mean age at
first birth among women aged 35 years or over was 22.5 in the lowest
educational group compared to 28.2 in the highest educational group. In Spain,
the corresponding ages were 24.4 and 25.8, respectively. In the Scandinavian
countries, the mean age at first birth varied from a range of 21.0 to 21.7 in the
lowest educational group to a range of 25.4 to 25.7 in the highest educational

group.

Education also exerts a significant influence on childlessness in the developed
countries, except in countries with economies in transition. Thus, in Northern
America, Southern Europe, Western Europe and, to a lesser extent, Northern
Europe, more educated women have a greater probability of remaining childless
compared with women with a lower level of education.

Whereas there is a large (negative) correlation between educational attainment
and fertility over a wide range of economic development, the projected increase
in the years of schooling between 2000 and 2050 should perhaps not be
expected in itself to lead to a further decline in the already low level of fertility
in a number of EU countries. In fact, within the EU the fertility rate is already
low in the countries with the lowest level of years of schooling (Portugal, Spain,
Italy and Greece) and still comparatively high in the countries with the longest
duration of average schooling. Consequently, within the EU the level of
educational attainment does not (at least not any longer) exert a strong influence
on the average rate of fertility.

3.2.3.  Educational attainment and longevity
As underlined in the UN’s “Concise Report” (United Nations, 2003) education
is a strong predictor of the health and mortality experience of individuals and
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their households in developed countries. Education differentials in health and
mortality exist in all societies, irrespective of development policies, health-care
systems or mortality levels. Education differentials in health and mortality are
also not limited to particular ages, although the evidence discussed relates to
adults.

In Denmark, Norway and Sweden, differentials with respect to the correlation
between mortality and educational attainment are relatively small; they are
larger for England and Wales, Finland, France and Italy (Kunst and
Mackenbach, 1994). Data for Finland for the period 1971-1995 indicate a six-
year survival advantage of men with tertiary education over men with only
primary education (Valkonen, 2000). Evidence for France for the period 1976-
1980 suggests that men who were poorly educated experienced a 50 per cent
higher mortality than more educated men.

An apparent difference between the United States and Europe is that in the
United States, years of schooling affect equally the mortality of men and
women, while in European countries mortality for males appears to be more
responsive than that for females to additional education. There are large gender
differentials in life years gained from an additional year of education for
Denmark, Hungary and Sweden. In all cases, except England and Wales, males
gain more longevity from an additional year of education than females. At each
level of education, however, the death rates for males remain well above the
death rates for females.

Cardiovascular disease is one factor closely associated with the persistence and
widening of education differentials in mortality in developed countries.
Martikainen et al. (2001), analysing social class differentials in mortality in
Finland between the 1970s and the 1990s, showed that there was a slower rate of
decline in mortality from cardiovascular diseases among those working in
manual occupations. Education was also found to be a stronger determinant of
cardiovascular disease than income or occupation and the relationship is
particularly strong among women (Winkleby et al., 1992). This suggests that
prevention through better education is still an important source of improvements
in the health status of the population.

Given the strong evidence of a positive correlation between educational
attainment and longevity, the projected increase in the former in the EU over the
coming decades should, other things being equal, contribute significantly to
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sustaining the rise in longevity. As stressed a large part of the morbidity in the
more developed countries is dependent upon life styles (smoking, drinking, bad
nutrition and sedentary life) and appears to be closely related to the level of
education. However, the demographic projections by Eurostat and the UN are
based on assumptions on increased longevity which no doubt already
incorporate at least implicitly a hypothesis concerning an increase in educational
attainment. Taking the latter explicitly into account would therefore not be
expected per se to justify changes in the assumptions concerning longevity.
However, there may well be a need for a deeper analysis of the #iming of the
further increase in longevity in relation to the projected rise in educational
attainment.

3.2.4.  Education and the life course

One important effect of the projected lengthening of the duration of schooling in
EU Member States will be a corresponding shortening of the duration of active
life, unless accompanied by a corresponding increase in the effective age of
retirement. The order of magnitude of the increased duration of schooling, 2.7
years on average for EU-15 and possibly somewhat longer for the new Member
States, corresponds to more than half the increase of some five years in the
effective age of retirement required to ensure sustainability of the systems of
old-age income maintenance over the coming decades. An important issue is,
therefore, whether this projected increase in the duration of schooling will have,
as its counterpart, an increase in the productivity and incomes providing the
resources needed to compensate the lowering of the duration of working life. If
this were not to be the case the postponement of entry into active life would
need to be accompanied by a corresponding postponement of retirement,
coming in addition to the postponement of retirement needed to ensure
sustainability of the pension schemes.

Fortunately, as argued by Montanino et al. (2004), there is evidence (notably
provided or reviewed by De la Fuente and Antonio Ciccone (2002) in a report to
DG EMPL) that the addition of years of schooling may exert a positive impact
on the level of GDP. Thus according to a number of estimates one extra year of
schooling (corresponding to some 2-3% of a normal working life) would boost
productivity (GDP per employed) by up to 5-6% and more than compensate for
the shortening of the duration of the working life."

""" It should be underlined in this context that the average duration of schooling in the

United States even in year 2000 was some 2 years longer than the average for EU-15
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Montanino et al. (2004), however, also underline (i) that the future impact on
productivity and growth of the rise in the number of years of schooling depends
also on the quality and efficiency of education, (ii) that there may be a declining
rate of return on the duration of schooling and (iii) that, consequently, additional
years of schooling in countries where the level is already high may not provide
as large a boost to productivity as in countries where the level is still relatively
low.

3.2.5.  Summary and conclusions

Educational attainment, that is, years of schooling and the quality of education,
is an important determinant of economic growth and productivity and of the
demographic transition to lower fertility and mortality. During the last three
decades most industrialised countries have achieved a remarkable increase in the
educational attainment of the labour force and this is expected to continue over
the coming decades. The average duration of schooling in the EU is expected to
increase by close to 3 years between 2000 and 2050 but likely to remain lower
than that of the United States where the educational attainment shows no sign of
slowing down.

The rise in educational attainment among the working-age population in the EU
will in part result from the shift in the composition of this population as the
younger generations with a higher level of schooling years gradually replace the
generations with a lower attainment. However, the projected increase in
attainment will for about two thirds accrue due to an increase in the enrolment of
the younger generations and thus be conditional upon a corresponding rise in the
supply of educational services.

The level of educational attainment clearly is an important factor in the profile of
demographic transition in the less developed countries and also in the past in the
more developed part of the world. In particular, both the transition to lower
fertility and the shift to lower mortality both for children and adults appear to be
intimately conditioned upon an increase in the educational attainment of the
adult population. This relation would also seem to hold even among and within
the highly developed countries as far as morbidity and mortality is concerned.
However, the more recent decline in fertility in a number of European countries
does not seem to be closely related to changes in the level of education: in fact,

and that, consequently, the average age of entry into the labour market in the United
States is correspondingly higher.
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fertility is still comparatively high in some EU countries with the highest level
of educational attainment and is also still high in the United States, which, as
indicated, remains well ahead of the EU as far as the duration of schooling is
concerned.

3.3.  Trends in labour force participation

Global trends

The labour force participation of men decreased over the last three decades in all
EU-15 countries (with the exception of Denmark and Sweden), and in the last
decade also in the ten new Member States (NMS-10) (with the exception of
Cyprus) and in the three candidate countries (CC-3). The decline accounts for
10%-points between 1971 and 2003 on average in EU-15, and for about 9%-
points between 1991 and 2003 in the NMS-10 and the CC-3 (Figure 3.1).
However, variation is large: Poland (-18%-points) and Portugal (-17%-points)
experienced the highest decline while Denmark and Sweden show increases of
4%-points and 3%-points respectively. In 2003 around two thirds of the male
population aged 15+ participated in the labour market in EU-15, while the
activity rate in the NMS-10 was a bit lower (64%). But the range in the
participation rates is still broad: Denmark has the highest activity rate with 82%
and Bulgaria the lowest with 55% (Figure 3.2).

Whereas the global trends of labour force participation of men were nearly the
same in all 28 countries, the development of the activity rates of women showed
different trends in EU-15 and NMS-10. In the early 1970s on average only one
third of the women aged 15+ participated in the labour market in EU-15, but
over the intervening years the activity rates have markedly risen, on average
about 14%-points, i.e. an increase of around 43%. The highest increase was
observed in the Netherlands and Portugal (around 30%-points), the lowest in
Finland (8%-points). Due to the former soviet system, the participation of
women in the labour market has been traditionally high, but during the last
decade the activity rates declined as a result of changes in the economic and
political situation, on average about 7%-points (Figure 3.3). In 2003 48% of
women aged 15+ participated in the labour force in EU-15. The activity rates
were in NMS-10 a bit higher with 49% and in CC-3 with 34% significant lower
(Figure 3.4).
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Young people

The global trend of declining labour force participation for men was mainly
caused by developments in the younger and older age groups, whereas only
moderate changes were observed for middle aged men. This is true for EU-15
and NMS-10, whereas developments in CC-3 show the same developments for
the younger age groups, but there were hardly any changes in the older age
groups (Figure 3.5). Three decades ago the labour force participation of men
aged 15-24 years was on average around two thirds in EU-15, with values
ranging from 85% (Portugal) to 47% (Greece). The activity rates of young men
declined on average to nearly 50% in 2003 (EU 15). NMS-10 and CC-3 showed
similar trends between 1991 and 2003. In NMS-10 one can observe a decline
from 53% to 39% and in CC-3 from 71% to 47% (Figure 3.6). Significant
variation remains across countries: activity rates range from 72% (Netherlands)
to 29% (Luxembourg).

Similar to men the activity rates of young women have on average declined in
the EU-15 (since 1970), as well as in NMS-10 and in CC-3 (since 1991), but
with 6%-points the EU-15 changes were only moderate (the NMS-10 and CC-3
changes were similar as for young men). Despite the same global trends in
young female labour force participation great differences across countries exist.
Some countries showed —contrary to the global trend— increasing labour force
participation for young women (Denmark, Finland, Sweden as well as the
Netherlands, UK, Spain and Cyprus) and some showed marked declines (more
than 20% in Belgium, Luxembourg, Turkey, Hungary, Bulgaria) (Figure 3.7).
In 2003 the activity rates of young women ranged from 70% in the Netherlands
to 25% in Belgium (Figure 3.5).

One can trace back the global trend of declining labour force participation of
young people to increasing shares of higher educated people. In the past the
share of young people enrolled in higher education or universities increased
markedly. In many Member States young people begin their transition to work
later (OECD 2005a, p. 320). In some countries it is common to work during
study (Denmark, Sweden, Germany). The share of people aged 25 to 34 with
tertiary education on average increased in the OECD countries from 20% in
1991 to 28% in 2002 (OECD 2005b, p.74/75). Finland and Sweden showed the
highest share of young people with tertiary education, around 39% in 2002
(Figure 3.9). Compared to older cohorts (55-64 years) one can observe marked
increases of higher educational attainment in Spain (27% increase), followed by
Ireland (+23%) and Belgium (+20%).
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Whereas the increasing share of women attending higher education or university
led to a decrease in activity rates in the age group 15-19, the global trend of
increasing labour supply of women led to increasing activity rates in the age
group 20-24. Both effects together of course influenced the developments in the
age group 15-24. In some Member States the global trend of increasing labour
market participation dominated the decreasing ‘educational effect’.

As a result the time young people aged 15-24 spend in the labour force
decreased on average from 6.7 years in 1970 for men to around 5 years in 2003
in EU-15, and from 5 years in 1970 to 4.3 years in 2003 for women. The same
trend is observed in NMS-10 and CC-3 in the last decade. In 2003 young men
spend around four years in NMS-10 and around five years in CC-3 in the labour
market, women three (NMS-10) and 2.7 years (CC-3) respectively.

Education and employment

Higher educational attainment of young cohorts does not only affect the labour
force participation of young people, but also of workers aged 25+. Higher
educated people participate more in the labour market (markedly higher
employment rates and lower unemployment rates). This is true for both men and
women, but the differences are significantly higher for women. In 2001 the
labour force participation of men aged 25-64 varied between 77% (below upper
secondary level) and 93% (tertiary education type A), while the activity rates of
women lay on average between 50% (below upper secondary education) and
83% (tertiary education type A) in the OECD countries (OECD, 2003). Whereas
the differences between the educational levels continued over the last decades,
no global trend in participation rates in a single educational level could be
observed.

For selected countries one can show the variation in labour force participation
by educational attainment, gender and age group: a Nordic country (Sweden)
with traditionally high female labour force participation, a Southern country
(Italy) with traditionally low female labour force participation and a country
between these two extremes (Germany) with remarkable changes in the labour
force participation of mothers. In all countries labour force participation is
higher for higher educated people, in particular for women. But the differences
in female labour force participation between the education levels are
significantly higher in Italy than in Sweden (Figure 3.10). The total labour force
participation of low educated women in Italy was 22% as against 77% for high
educated women in 2003, whereas the difference in Sweden was 58% to 86%
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and in Germany 28% to 75%. Thus, the time women spent in the labour force
ranges from 18 to 35 years in Italy, from 32 to 38 years in Sweden and from 26
to 36 years in Germany. The variation by educational level for men is not as
high as for women, but also higher educated men spend more years in the labour
force (around four more years in Italy and Germany and one in Sweden in
2003).

Older workers

The reduction in the participation rates for older workers had an important effect
on the total labour force participation and therefore on the total time spent in the
labour force. The participation rates of men aged 55+ changed considerably in
the last three decades with the highest declines in the age group 60-64 (Figure
3.11). In the early 1970s labour force participation of men aged 55-59 lay in EU-
15 at 83% on average and has decreased since to 73%, the activity rates of men
aged 60-64 decreased from 64% to 37% and of men aged 65+ from 17% to 6%
(EU 15). A declining trend is also observed in the last decades in NMS-10 and
CC-3. As a result the activity rates of men aged 55-64 were lower in these
countries than the average in EU-15 in 2003. Beside the global declining trend,
large cross-country variation still existed in participation rates in 2003. Men
aged 55-59 years in Denmark show the highest rates (85%), men in Slovenia the
lowest (48%). The activity rates for men aged 60-64 range from 64% in Sweden
to 13% in Slovenia and for men aged 65+ from 26% in Portugal to 2% in
Slovenia (Figure 3.12).

The substantial decrease in the labour supply of older male workers in the last
three decades resulted from the lower average retirement age and the decreasing
share of self employed persons. The trends in early retirement are discussed in
section 3.4 and Chapter 4. The share of self employed persons accounted for
26% in the age group 55-59 and for 36% in age group 60-64 in EU-15 in 1983
and declined to 23% respectively 33% in 2003. The downward trend of labour
force participation of older workers seems to have stopped recently. Between
2001 and 2003 participation rates increased in the EU Member States (with the
exception of Austria, Portugal and Poland).

Whereas male labour force participation in the three age groups decreased over
the longer run, participation rates of women in the older age groups did not show
a general trend. The activity rates of women aged 55+ decreased between 1970
and 1991 and increased over the last decade. In 2003 the activity rate was with
14.5% a bit higher than in 1970 (EU-15). This development results from
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different trends in the single age groups. The age group 55-59 in all EU-
countries is characterised by an increasing trend, whereas the 60-64 age group
shows a decrease over the first 20 years and afterwards an increase in female
labour supply. The activity rates of age group 65+ decreased (Figure 3.13). In
NMS-10 and CC-3 the female labour supply decreased over the last decade, too,
but participation is still higher than in EU-15. Beside the changes in the average
retirement age the general increase in the labour force participation of women
led to this EU-15 trend. But, as for men the participation rates have increased in
most EU-countries more recently. In 2003 the activity rates ranged from 79%
(Sweden) to 20% (Slovenia) in the age group 55-59, from 56% (Sweden) to 4%
(Slovakia) in the age group 60-64, and from 16% (Romania) to 0,7%
(Luxembourg and Belgium) (Figure 3.14).

The recent increase in labour force participation may be the result of changes in
regulations in the social security systems. In Germany for example the
possibility to get disability pension was restricted, the regular retirement age of
women and unemployed people raised stepwise and replacement levels'> were
not met. Therefore, more older people stay in the labour market.

The time older male workers (55+) spent in the labour force declined in all
Member States, on average in EU-15 from 8.2 years in 1970 to 5.8 years in
2003, whereas it increased for women from 2.8 years to 3.5 years. In the last
three years the time spent in the labour force increased for both men and women
by around 0.3 years. The declining trend was also observed in NMS-10 and in
CC-3 in the last 10 years. But, as for the old Member States the downward trend
seems to have stopped in the last years.

34. Trends in early retirement

Both for men and women the average age at retirement decreased markedly in
the last decades. Whereas the standard EU retirement age (normal age for being
entitled to a regular old-age pension) lay between 60 and 65 for men and
between 55 and 65 for women, the effective retirement age is lower. Blondal
and Scarpetta (1998) estimated the average withdrawal age from the labour
force over the long run with a static approach and Scherer (2002) with a
dynamic approach. Both models show a decline in the age at retirement, but in

2 Replacement levels: the extent to which ‘pensions’ enable beneficiaries to maintain
their previous living standard.



106 Chapter 3

general the dynamic estimates show higher retirement ages for women and
lower for men than the static model. EUROSTAT started to calculate average
exit ages from the labour force in 2001 using a dynamic approach similar to
Scherer: the average exit age was 61.5 for men and 60.5 for women in EU-25 in
2003 (Figure 3.15). Contrary to the trend in the past decades an increase in the
age at retirement is evidenced in more recent years.

Incentives for early retirement are related to early retirement options in the
statutory pension schemes, but also to other social benefits, such as
unemployment benefits for older workers, working incapacity benefits or means
tested social assistance benefits. Most of the EU public pension schemes include
early retirement arrangements often subjected to a minimum number of insured
years and reductions in pension benefits according to the time period the pension
receipt has been advanced relative to the standard pension age (Scheme 3.1).
Some pension schemes have special early retirement options for disabled or
unemployed persons. But Casey et al. (2003) showed for selected EU-countries
that there are no financial incentives for retiring before 60 and that the picture is
mixed for the age group 60 to 65.

Beside early retirement options social benefits can be used to bridge the period
between withdrawal from the labour force and pension receipt. The Social
Protection Committee (2004, p. 15) finds that unemployment benefits tend to
take the place of early pensions in many EU Member States. Mostly special
rules for the unemployed elderly exist: they receive more generous benefits
and/or for a longer period, and often they do not have to be available for work.
Additionally, working incapacity is a major reason for an early exit from the
labour force. Of men aged 60-64 10-20% receive invalidity pensions (Social
Protection Committee, 2005, Table 8). Differences in invalidity rates reflect
differences in benefit systems, entitlement conditions and labour market
opportunities for older workers, but mostly not differences in the health status of
the elderly. Based on econometric analyses of retirement incentives Casey et al.
(2003, p. 18) confirm that disability schemes encourage early retirement.

Thus, early retirement policies obviously led to falling retirement ages from the
1970s to the early 1990s. But more recently retirement policies have changed.
Due to population ageing and the foreseen financial problems in the statutory
pension schemes Member States often react by raising standard retirement ages
and restricting access to special early retirement schemes and other pathways to
labour force withdrawal before the standard age at retirement. Nevertheless,
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social benefits other than public pension schemes still set considerable
incentives to early retirement.

3.5.  Labour force participation of middle aged women

Housework as well as family work (child care and nursing care for older family
members) were and remain to be mostly a task for women. Female employment
rates seem to be adversely related to family work, but significant differences in
female labour force participation rates in the middle age groups exist across EU
Member States. The focus on age group 30-44 is related to the average age at
childbearing, which is 29 years in the EU. So, women in these age groups often
have small children in need for care. The connection between child care and
employment will be discussed in the next section. Here the development of
labour force participation, the changes in the contribution of middle aged active
women to the total female labour supply and the average time middle aged
women spend in the labour force will be discussed.

The activity rates of women (30-44) increased in the last three decades from
40% to 76% in EU-15 on average. Also the changes in the age group 25-54
were significant (Figure 3.16). In the early 1970s the EU-countries could be
divided into a share with low participation rates (Belgium, Greece, Ireland, Italy,
Luxembourg, Netherlands, Portugal, Spain and Cyprus) and another share with
relatively high participation rates (all others). Over the last three decades the
participation rates increased significantly in all Member States and the
differences between countries narrowed (Figure 3.17). For example, the labour
force participation rate in Spain was 14% in 1971 and increased to 69% in 2003.
Another example is the Netherlands with an increase from 22% up to 78%. The
participation rates lay between 85% (Denmark) and 64% (Italy) in EU-15 in
2003 and between 89% (Lithuania) and 39% (Malta) in NMS-10.

The figures show that, with regard to the labour force participation of women, in
EU-15 a substantial change in the behaviour and in the position took place, in
particular for mothers. Changes in family policies and other related policies may
have had an effect, too (Jaumotte, 2003). Unlike their mothers or grandmothers,
young women take the compatibility of motherhood and work for granted, also
in the traditionally family oriented southern EU Member States. Additionally,
the proportion of childless women increased rapidly in younger cohorts (see
Chapter 2), and childless women have higher participation rates than mothers.
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In the countries with a former soviet system also the labour force participation of
women with young children was high. Child care was organized by the state or
the employer, and mostly full time care was available. The changes in the
political and economic system led to reduced labour force participation rates, not
only, but also for middle aged women. We may assume that the possibilities for
child care were reduced and that the costs for child care day centres were raised,
so that more women decided to start caring for their children themselves.

The increase in labour supply of middle aged women changed the contribution
of middle aged women to the total female labour supply. In EU-15 the share of
active women to the female labour supply has risen from nearly 30% in 1970 to
42% in 2003. This cohort effect was nearly the same for all EU-15 Member
States, and the differences between the countries narrowed in the last three
decades. In 2003 Belgium showed the highest share of middle age groups in the
female labour supply, around 81%, and Finland the lowest with 36%. In NMS-
10 the changes in female labour force participation led to a decline in the
contribution of the middle age groups to the total female labour supply. In CC-3
no clear trends exist. Whereas in Turkey the share increased over the cohorts,
Bulgaria showed a decreasing trend and Romania no clear trend (Figure 3.18).

As a result of the growing labour supply of women, the years spent on average
in the labour force for women aged 30-44 nearly doubled (from 6 to 11.3 years)
between 1970 and 2003 in EU-15. In particular in the southern Member States
the increase in years spent in the labour force was markedly higher than in EU-
15. In Spain, for example, in 1970 women aged 30-44 spent only 2 years, and in
Portugal 3.5 years in the labour market. This changed rapidly to 10.3 years in
Spain and 12.5 years in Portugal (2003). Whereas the time spent in the labour
force was nearly the same in the last decade in NMS-10 (around 12 years), the
years spent in the labour force decreased in CC-3 from 9 years in 1991 to 6.6
years in 2003 (Figure 3.19).

3.6. Women, employment and childcare

To meet the challenges of ageing societies, as part of the Lisbon Strategy, the
European Union is aiming at a 60% female employment rate in 2010." A higher
participation of women in the labour market would have a positive effect on

B Other related targets are a 57% female employment rate in 2005 and 33% available
childcare for children under 3 in 2005 and a target of 90% for children over 3 in 2010.
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Europe’s social systems and reduce gender inequality (see for example EU,
2002). Reducing discrepancies between actual and preferred employment
patterns of women could lead to the desired increase in female employment
(Jaumotte, 2003). The male breadwinner model seems, for example, to be more
common among young parents than desired.

Thus, it is of crucial importance to identify the main reasons for these
discrepancies (Anker, 1997). Women’s labour market position is still
disadvantageous: for example, women earn less than men, more often than men
they work in insecure jobs and unstable employment relations, and they have
more responsibilities for childcare.

Children' are a very important factor negatively affecting female labour market
performance (Uunk et al., 2003; Stier and Lewin-Epstein 2001, Van der Lippe
2001). In most ECHP countries'> mothers participate in the labour market to a
lesser extent (Figure 3.20) and work less hours than childless women (Figure
3.21 and Tables 3.2-3.5). This result holds for all countries except Denmark and
especially for the age group of 25-54 years.

A cross-country comparison detects large differences. While for example
relatively few Portuguese mothers decide to stay from the labour market,
working mothers work nearly as much as women without children. The opposite
holds for the Netherlands, where relatively high numbers of mothers withdraw
from the labour market. Those who do work report reduced working hours
compared to childless women. One reason is the flexibility of the Dutch labour
market. Germany, Ireland, and the UK also exhibit large differences in working
hours between mothers and childless women in the age group 30-44 years. This
gap between mothers and childless women increases with the number of
children. Figure 3.22 shows the variation in labour force status for women aged
30-44 by number of children.

In general, the pattern of employment behaviour is as expected: full time
employment declines while part time employment increases. The non-active

Family responsibilities are the most important reasons for inactivity in Europe. Half of
the inactive women between 25 and 54 are inactive due to family reasons. Only one
third of them do not intend to take up a job in the future.

European Community Household Panel (ECHP) (see for details Eurostat, 1996).
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population increases as well.' Portugal and Denmark still have high full time
employment rates while the Netherlands, Germany, the UK and Ireland show
relatively low rates of full time but higher rates of part time employment which
corresponds to the averages of working time in Figure 3.21.

The mean age of first motherhood in the ECHP sample is relatively similar
across countries. The effect of first childbirth on employment status however
varies: On the one hand, for Germany, a sharp and persistent decrease of
women’s labour market participation after first childbirth (60%) and a decline in
average weekly working hours by seven is observed. Portugal, Belgium, Italy
and Greece on the other hand exhibit small differences between the status before
and after first childbirth."”

To quantify the effect of children on women’s labour market behaviour a
regression analysis estimating the impact of children on extensive (participation)
and intensive margins (hours) is performed. Both short term and long term
effects are identified. The decision to participate in the labour market as well as
the decision on how many hours to work are modelled via a dynamic regression
model." Figure 3.23 and Figure 3.24 report the results for Austria, Denmark,
and Spain. In Austria, the effect turns out to be strong in both scenarios. For
Denmark, the results show only a weak effect of children on the extensive
margin. Finally in Spain, the results show only a weak effect of children on
working hours. This is in line with Figures 3.20 and 3.21 reporting similar
results for differences in the average working hours and participation rates
respectively.

Educational attainment is another important factor influencing women’s labour
market position: mothers with higher education participate more frequently in
the labour market than less educated mothers (Figure 3.25). The educational
effect might reflect better opportunities to reconcile work and family life. But

In general, inactive mothers spend more time with their children than working mothers.
But even when working full time, women spend up to 50 hours per week (Ireland) on
looking after children, most countries ranging between 30 and 40 hours.

See for further discussions on employment and childbirth decision for example Lauer
and Weber (2003).

Participation is estimated by a linear probability model. While the model is not
constrained to the unity interval, coefficients should be interpreted cautiously: they
rather constitute an approximation to percentages than real percentage figures. The
predictive qualities prove to be better for values outside the marginal areas around unity
and zero.
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also opportunity costs for staying at home are higher for better educated women
(Becker, 1964). The inverse holds for women with lower education: institutional
childcare arrangements, for example maternal leave, might constitute adverse
incentives to withdraw from the labour market. On the other hand, these women
are likely to face higher economic pressures to work.

3.7.  Ageing of the labour force

Population ageing as well as declining participation rates of young people led to
ageing of the labour force over the past three decades. The declining elderly
labour force participation had indeed a reverse influence, but the latter could not
compensate both other effects (population ageing, declining labour supply of
young people). Whereas the proportion of young workers (15-24 years) as well
as of older workers (aged 55+ years) decreased, the mean age of the labour force
increased on average.

The proportion of young people in the population (15+ years) decreased in the
last three decades in all EU-countries (see Chapter 2), but the decline in the
share of young workers in the total labour force was significantly higher caused
by additional declines in labour force participation and —in the case of
women— the increasing contribution of middle aged women to total female
labour supply (which reduced the weight of the young). The proportion of
young male workers decreased from 19% in 1970 to 12% in 2003 in EU-15 on
average. Changes were higher for women: from 27% (1970) to 12% (2003) in
EU-15. A declining trend is also visible in NMS-10 and CC-3 in the last decade,
but the share of young active people was still higher in these countries than the
EU-15 average in 2003, except for women in NMS-10 (Figure 3.26).
Differences between the countries still exists in 2003 despite the global trend,
with the highest share of young active people in Turkey (18% for men) and
Malta (32% for women) and the lowest in Luxembourg (7% for men) (Figure
3.27) and Lithuania (8% for women) (Figure 3.28).

The proportion of older workers decreased in the last three decades, too, but to a
lower degree: from 16% to 13% for men and from 14% to 11% for women in
EU-15 on average between 1970 and 2003. NMS-10 also showed a declining
trend, but Cyprus, Malta and candidate Member State Bulgaria showed an
increase in the proportion of older male workers (Figure 3.29). Contrary to the
global decreasing trend in EU-15 some countries experienced increases in the
share of older female workers (Denmark, Finland, Portugal, and Sweden) and
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also in NMS-10 some countries showed increasing shares of older female
workers (Figure 3.30).

Declining proportions of young and older workers imply increasing proportional
weights of active people in the ages range 25-55 years. But in general, one can
observe in nearly all Member States increases in the mean age of the male and
female active population between 1971 and 2003. The mean age of the labour
force increased on average from 39.2 to 40.4 for men and from 37.2 to 39.4 for
women in EU-15 over the last three decades (Figure 3.31). The highest increase
in the mean age of male labour force was realised in Finland with 2.6 years
(Cyprus 4 years), followed by Italy with 1.8 years (Figure 3.32). The female
labour force is ageing even more profoundly. In Portugal the mean age increased
by 6.5 years, followed by the Netherlands with 5.8 years (Figure 3.33). The
changes in the age structure of the female labour force result from the increasing
labour supply in middle age groups. The mean age increased by 0.5 years over
the last decade in NMS-10, but labour force ageing was even faster in the
candidate countries, which experienced an increase of around two years (for
men and women).

EUROSTAT projected high increases in the numbers and shares of the elderly
within total populations (see Chapter 2). Thus, labour force ageing will continue.
The expected increase in the labour force participation of older workers (caused
by limiting the access to early retirement schemes or other social benefits for the
elderly) will have an additional effect on further labour force ageing. Thus,
labour force ageing will show higher dynamics than population ageing.

3.8. Working time

Besides the development in labour force participation rates changes in usual
working hours have an impact on the life time spent in employment. Whereas
activity rates include both the employed and unemployed people, usual working
hours per week are only available for employed people, not for people searching
for work (wanted working time). Based on information included in labour force
surveys the average usual weekly working hours and the share of part time
workers (less than 30 hours) by gender and age groups was calculated for 1983,
1993 and 2003. The results of the analysis are in brief:

e in all Member States women still have lower usual weekly working hours
than men, for example in 2003 on average 6.5 hours less in EU-15
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e between 1983 and 2003 the average weekly working time decreased in most
countries both for men and women, on average in EU-15 1.5 hours for men
and 0.9 hours for women

e the differences in the weekly working hours between the countries are
noticeable in all years and do not converge over time

e the share of part time workers is still higher for women (32%) in EU-15 in
2003 than for men (7%)

o the share of part time workers increased over the last twenty years in most
countries for women, but also for men, on average in EU-15 by 1.7%
(women) and 3% (men).

Denmark and the Netherlands have the lowest working time with each 36 hours
for men (Figure 3.34) and 32 (Denmark) respectively 25 hours (Netherlands) for
women (Figure 3.35). These countries showed the highest share of part time
working men (12% respectively 15%), the UK had 13% part time male workers
in 2003 as well (Figure 3.36). The Netherlands is in the vanguard of part time
working women with around 60% part timers in 2003, followed by the UK with
46% and Germany with 37% (Figure 3.37).

The changes in the average working time in the older and intermediate age
groups, in particular for women, are of special interest. The hypotheses are that
women looking after small children make a break in their working life or if they
stay in the labour force reduce working hours; older workers who stay in the
labour market on average also reduce working hours compared to middle aged
workers. But information on usual weekly working hours in single age groups
are only available from (sometimes small) sample surveys. It is therefore
impossible to calculate the average usual weekly hours for the middle and older
age groups for all EU-countries.

Men in the middle age groups worked on average 39.4 hours in 2003 in the EU
(excluding Finland and Luxembourg) and this was nearly the same for all three
observed age groups (30-34, 35-39, and 40-44 years). Over the last twenty years
the usual working time declined by around one hour per week (EU without
Finland and Luxembourg). Men in Denmark had the shortest working time
(around 38 hours per week), men in Hungary the longest (41.5 hours). Whereas
men in the middle age groups worked nearly full time, the working hours for
women were significantly lower and varied per age groups. In the EU-15
(without FI, LU) women aged 30-35 worked on average 32.9 hours per week in
2003, i.e. 0.4 hours more than in 1983. Compared to the average working time
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in age group 30-34 women aged 35-44 had less working hours, on average in
EU-15 (without FI, LU) around 1.6 hours less in 2003 (Figure 3.38). Women in
the latter age group mostly have one or more small or school age children. For
them employment and child care are hard to combine.

Comparing the working time of the middle with the older age groups we
observe a reduction in the average working time both for men and women, in
particular for the age group 65+ (Figure 3.39). Men aged 60-64 worked 36.6
hours per week on average in 2003 in EU-15 (without FI, LU). Over the last
twenty years the usual working hours reduced notably by 2.6 hours per week,
but in the age group 65+ the reduction was with 2.8 hours even a little higher
(from 31.5 hours to 28.7 hours per week). As mentioned above some retirement
schemes provide options to combine part time work and pension benefits in the
older age range, which may be a reason for increases in elderly part time work.

Women aged 60-64 worked 28 hours and women aged 65+ 22 hours on average
per week in 2003 in EU-15 (without FI, LU). As for men the usual working time
lowered over the last two decades by around 2.3 hours in age group 60-64 and
4.2 hours in age group 65+ respectively.

Declining labour force participation combined with a reduction in usual working
hours per week led to a marked reduction in the total working hours per year for
the elderly. This has to be kept in mind by interpreting labour force ageing and
the time spent by the active population in the labour force.

3.9. Time spent in the labour force

Life expectancy increased in the past decades in all EU-countries for men and
women, but over the last three decades the labour force participation of younger
and older workers decreased markedly. By contrast, the labour supply of EU-15
women increased, in particular for mothers in the middle age groups. A longer
life but a shorter time of labour market activities than previously lead to the
hypotheses that the share of life spent in the labour force shortened and that the
time spent in retirement increased. To proof the first hypothesis, we calculated
the average time spent in the labour force based on participation rates. This
indicator does not show the individual time spent in the labour force, but the
average time spent in the labour force for a population. The working time is not
taken into account, but considering the great share of part time workers among



Education, employment and the life course 115

women and in the older age groups changes in working time have to be kept in
mind to assess the period of time spent in the labour force.

The labour force participation of men is still higher than of women, and
therefore, also the time spent in the labour force. Men aged 15+ spent on
average 38.4 years and women 29.9 years in the labour force in EU-15 (2003
data). Over the last three decades the time men spent in the labour force declined
by around 5 years, while it increased for women by around 10 years (EU-15).
For both men and women a declining trend in active years is observed in NMS-
10 and in CC-3. In 2003, the average time spent in the labour force was 35.4
years (NMS-10) and 36.2 years (CC-3) for men, and 29 and 18,6 years for
women, respectively. The latter was mainly a result of developments in Turkey
(Figure 3.40).

Large differences exist in time spent in the labour force across the various
Member States. According to 2003 data, men in Portugal spent 42 years and in
Belgium 32 years in activity (Figure 3.41). For women the range goes from 37.5
years in Sweden to 14 years in Turkey (Figure 3.42). A noticeable reduction in
the active life span of men can be observed for Poland (12 years), Hungary and
Turkey (11 years), Belgium and Portugal (10 years). Sweden showed the lowest
reduction (less than two years). As discussed in the previous section this
development results mainly from a decrease in the labour participation in the
younger and older age groups.

Contrary to the development for men the life time spent in the labour force
increased between 1971 and 2003 for women in EU-15, whereas in NMS-10 a
decline is observed (except Cyprus). Portugal and the Netherlands show marked
increases in the active life span (20 and 19 years respectively), followed by
Spain with 16 years. The reduction in the active life span of men and the
increase in the active life span of women led to a convergence of their active life
times over the last three decades. Nevertheless, women still spend a smaller
share of life in the labour force than men.

But not only part-time work increased in the last decades, also the share of
temporary work increased markedly and this also affects the time spent in
employment. Fixed-term contracts were held by just around 12.6% of male and
14.4% of female employees in EU-15 in 2004. The NMS-10 figures were nearly
the same. Between 1997 and 2004 the share of temporary contracts in the total
employment increased by around one percentage-point for both male and female
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employees (EU-15). This is also observed in most NMS-10 countries. In
particular, Poland shows a significant rise in fixed-term contracts, with a share
of employees rising from 6% (men) and 5% (women) in 1997 to 24% (men)
respectively 21% (women) in 2004 (Table 3.6).

Spain shows an exceptional situation with a share of 30% temporary male and
35% temporary female workers in 2004. In June 2001, for example, only 9.5%
of all new employment contracts signed were permanent, the rest being non-
permanent contracts — indicating the high employee turnover among such
workers (EIRO, 2002, p. 5). Spain’s strict legal protection against dismissals for
‘permanent’ employees has been one reason why companies make such
extensive use of fixed-term employment and temporary agency work. There is a
wide variety of different types of non-permanent contracts, including job
training contracts, work-experience contracts, temporary contracts for
production reasons, temporary posting contracts, contracts to replace workers
who retire early or temporary agency work.

3.10. Discussion

The time spent in the labour force increased in the last decades for EU-15
women, while a declining trend exists for EU-15 men as well as for men and
women in NMS-10 and CC-3. Thus, the share of women in the total labour
force increased in EU-15 and declined slightly in NMS-10 and CC-3. Although
the female labour supply expanded in particular in the middle age groups, the
mean age of the labour force increased. Demographic developments had a large
influence on labour force ageing, more so than the contrary effects of reduced
labour participation of older workers and increased participation of middle aged
women. Demographic projections show continued labour force ageing, and the
expected increase in the exit age of the labour market for both men and women
will boost the demographic effect.

To compensate for the projected fall in the numbers of working age persons, a
further increase in employment rates, in particular for women and older workers,
has to be encouraged together with greater investments in human capital (EC,
2005). The objectives in the Lisbon Strategy —an employment rate of 70%—
has to be exceeded to compensate for the expected drop in the working age
population. Great efforts are needed to integrate young people into the labour
market and to support them as they pursue ‘non-linear’ careers, alternating
between employment, study, unemployment and retraining or the updating of
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skills (EC, 2005, p. 3.) It is essential to raise the level of education, but also to
refresh the skills of older workers (life long learning). A higher labour force
participation of older worker requires more adequate jobs for elderly. Therefore,
companies have to focus on the expected changes in the labour force, more
women and more older workers. They also have to ensure working conditions,
allowing women to combine family and economic life and allowing the elderly
to stay longer in the labour market. That must be self-interest to all employers.

With regard to the time spent in the labour force further analyses are essential:
trying to combine information of changes in labour force participation, changes
in employment rates and unemployment rates, changes in usual weekly working
hours and temporary employment. Further research has to focus more on cohort
effects (i.e. changes between the generations), because comparing cohorts may
provide better inside in the dynamics of change. But cohort data availability may
be restricted. If long time series exists for some countries such data can be used
to analyse cohort effects.
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Figure 3.1. Changes in total activity rates of men
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Figure 3.3. Changes in total activity rates of women
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Figure 3.5. Labour force participation
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Figure 3.6. Labour force participation of men aged 15 to 24 years
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Figure 3.7. Changes in activity rates of young women (15-24)
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30
20 fl
10
S 1| 11 AT T
e e i
a
T -0
-20
]
-30
-40
& & &S I I T S N S N S R N P I I T R
& & F & FITNT & SEEENST P F TN S
Fgta® T T T @ TE@ T S T P T T T s
& & S N N
N &
01991/71 £2003/91 M2003/71




Education, employment and the life course 123

Figure 3.8. Labour force participation of women aged 15 to 24 years
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Figure 3.9. Population that has attained tertiary education 2002
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Figure 3.10. Labour force participation by education level in selected countries 2003
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Figure 3.11. Labour force participation of men aged 55+
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Figure 3.12. Activity rates of elderly men 2003
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Figure 3.13. Labour force participation rates of women aged 55+

60
50 4
40 4
£ 301
20 4
10 4
o
EU 15 EU 15 EU 15 EU 15 NMS NMS
1970 1981 1991 2003 1991 2003
0055~59 M60~64 065+
Figure 3.14. Activity rates of elderly women 2003
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Figure 3.15. Average effective retirement age in 2003
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Figure 3.16. Labour force participation rates of women - EU 15
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Figure 3.17. Activity rates of women aged 30 to 44
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Figure 3.18. Percentage of middle aged women at total female labour supply
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Figure 3.19. Time spent in the labour force of women aged 30-44
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Figure 3.20. Labour force participation rates of mothers and childless women in the prime

age 25-54
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Figure 3.21. Average weekly working hours of mothers and childless women between 25 and 54
years (1994-2001)
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Figure 3.22. Shares of women between 30 and 44 by employment status and number of children
(1999-2001)
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Figure 3.23. Short and long run effects of children on women's labour market participation

(Denmark and Austria)
0,00 TA VA, >
NO’E}W& 0-2. ///2-4 4-6 6-8 8-10 10-12
2N At 7
N\ . 4
0,05 N W /// SO O -
' AN 3 e T T o
AN, S o
0104 o N A JAI
v S
0,15 4 “ O A° ‘
0,20 * .
0,25 4 N L
0,30 L
A
0,35

Age-Class of children

— %~ DK —0—DKlongrun - - O - -AT = 4 = AT long run




132 Chapter 3

Figure 3.24. Short and long run effects of children in different age-groups on supplied working
hours (Spain and Austria)
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Figure 3.25. Labour force participation rates of mothers between 30-44 years by education level
(1998-2001)
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Figure 3.26. Share of young people on total labour force
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Figure 3.27. Proportion of young male workers (15-24 years) on total male labour supply
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Figure 3.28. Proportion of young female workers (15-24 years) on total female labour supply
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Figure 3.29. Proportion of older male workers (55+ years) on total male labour supply
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Figure 3.30. Proportion of older female workers (55+ years) on total female labour supply

25
20 -
15 L}
=
P -
10 H 1
5l |
0
X @ @ © N S & NS » S & & O @ @
F L LIS T PRI F LT L ENSS P PP
o° & o Qo@'o & &V §°° é@ & @ @ N G E T T T
IS; & K S
&
o1971 @ 1991 m2003
Figure 3.31. Mean age of the labour force
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Figure 3.32. Mean age of male labour force
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Figure 3.33. Mean age of female labour force
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Figure 3.34. Average usual weekly working hours of men
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Figure 3.35. Average usual weekly working hours of women
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Figure 3.36. Share of male part-time (less than 30 hours) workers in total male employment
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Figure 3.37. Share of female part-time (less than 30 hours) workers in total male employment
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Figure 3.38. Working time in the middle age-groups 2003
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Figure 3.39. Working time in the older age-groups 2003
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Figure 3.40. Time spent in the labour force
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Figure 3.41. Average life time spent in the labour force in years (population 15+) — Men
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Figure 3.42. Average life time spent in the labour force in years (population 15+) — Women
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Table 3.1. Projection of educational attainment EU 15

2000 2050 Change Of which due to
2000-2050
Demography  Years of
schooling
Belgium 11.1 13.5 242 1.1 1.32
Denmark 12.5 144 1.84 0.4 1.44
Germany 12.6 13.9 1.27 0.1 1.17
Greece 10.5 135 3.01 1.5 1.51
Spain 94 13.5 4.10 22 1.90
France 10.8 13.7 2.96 12 1.76
Ireland 10.7 14.4 3.71 1.8 1.91
Italy 9.8 12.9 3.10 1.3 1.80
Luxembourg 0.85 0.85
Netherlands 11.7 14.1 2.30 0.6 1.70
Austria 11.9 13.9 1.97 1.1 0.87
Portugal 83 114 3.12 1.1 2.02
Finland 11.9 14.2 2.18 1.7 0.48
Sweden 11.9 134 1.53 0.8 0.73
UK 12.0 14.8 2.81 0.8 2.01
EU-15 11.1 13.8 2.72 1.1 1.62

Source: Montanio, Przwara and Young (2004).

Table 3.2. Share of women in hours per week (grouped) looking after children and mean hours

looking afier children by employment status

Does not work Part time work Full time work

No. [Countries lessthan  between more than| mean lessthan  between morethan| mean less than  between more than| mean
14h 14 and 28h 28h hours 14h 14 and 28h 28h hours 14h 14 and 28h 28h hours
1 [Austria 2,70 10,16 87,13 56,40 4,26 16,02 79,72 47,12 9,20 24,92 65,88 39,99
2 |Belgium 8,19 9,02 82,79 59,52 9,72 13,69 76,59 47,88 14,81 16,12 69,07 43,04
3 |Denmark 6,99 10,72 82,29 53,63 8,71 15,02 76,27 46,66 7,29 14,57 78,14 47,54
4 [France 4,88 9,57 85,55 54,31 8,10 18,57 73,33 41,38 11,99 23,55 64,46 35,84
5 |Germany 1) 8,55 19,75 71,70 51,71 10,90 29,84 59,26 40,91 25,89 35,58 38,53 27,50
6 |Greece 3,34 23,71 72,95 39,48 571 29,28 65,01 34,72 7,04 37,06 55,90 30,58
7 |lreland 0,79 3,76 95,45 71,87 1,61 4,94 93,45 62,57 1,30 9,61 89,09 51,80
8 |ltaly 2) 7,03 16,69 76,28 43,85 5,87 20,86 73,27 39,08 9,55 26,26 64,19 34,13
9 |Netherlands 0,91 14,76 84,33 55,98 1,36 21,61 77,04 48,64 7,67 51,24 41,10 30,51
10 |Portugal 10,09 16,23 73,69 43,90 9,88 28,62 61,50 35,01 10,84 35,84 53,32 30,50
11 |Spain 2,32 6,07 91,61 61,51 3,63 15,21 81,17 49,07 4,20 17,55 78,25 42,83

12 |UK 3) na na na na na na na na na na na na

Source: Calculation of DIW Berlin based on ECHP data, waves 1995-2001

1) Germany provides information for 1995 and 1997 only
2) The hours are Top Coded in 1996 until 2001 at 70 hours per week

3) No information available
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Table 3.3. Labour force participation rates by age groups and mother-status (1995-2001)

Age groups Prime age

No. [Country 16-24 25-29 30-34 35-39 40-44 49-54 55+ 25-54

Childless Mother | Childless Mother | Childless Mother | Childless Mother | Childless Mother | Childless Mother | Childless Mother | Childless Mother
1 |uk 074 0,33 0,93 0,50 0,94 0,64 0,90 0,70 0,81 0,78 074 0,74 0,16 0,28 0,84 0,70
2 |Austria 0,63 0,74 0,89 0,73 0,92 072 0,93 0,76 0,86 075 0,68 0,67 0,06 0,12 0,83 072
3 [Belgium 035 0,56 0,93 0,75 0,92 0,80 0,90 073 081 0,69 0,50 0,60 0,05 0,11 077 0,70
4 |Denmark 071 0,42 0,83 0,71 0,86 0,84 084 0,92 0,89 0,92 0,83 0,88 0,20 0,40 0,85 0,87
5 [France 0,35 0,53 0,84 0,68 0,90 0,71 0,85 075 0,80 0,76 074 0,68 0,08 0,15 0,81 0,72
6 |Germany 0,66 0,48 0,89 0,64 0,94 0,68 0,91 074 0,87 075 0,77 0,69 0,14 0,26 0,87 0,72
7 |Greece 042 0,34 085 0,48 0,86 0,54 078 0,60 072 0,60 046 047 0,09 0,12 072 0,54
8 [ireland 0,60 0,33 0,89 0,47 0,87 0,51 079 0,49 0,70 0,51 0,57 0,43 0,09 0,13 079 0,48
9 [taly 0,42 0,41 075 0,48 0,84 0,60 0,84 0,60 076 0,62 0,58 0,47 0,05 0,11 077 0,55
10 |Netherlands | 0,70 0,47 0,92 0,56 0,94 0,60 0,90 0,67 0,86 0,69 0,63 0,59 0,11 0,20 0,82 0,63
11 |Portugal 048 0,68 0,82 0,82 0,92 0,81 085 0,79 075 0,79 061 0,66 0,20 0,30 079 0,76
12 |Spain 043 0,48 081 0,51 084 0,56 079 0,57 073 0,56 055 0,41 0,06 0,09 078 0,50
Source: Calculation of DIW Berlin, based on ECHP data 1995-2001

Table 3.4. Women with and without children by age-groups and weighted average weekly
working hours (1994-2001)

Age Groups Prime Age

No. 16-24 25-29 30-34 35-39 40-44 45-54 54+ 25-54

Country Childless Mother | Childless Mother | Childless Mother | Childless Mother | Childless Mother | Childless Mother | Childless Mother | Childless Mother
1 Juk 3333 2641 | 4165 27.25| 4086 2699 [ 4178 2869 | 4086 3122 | 3485 3174 | 2647 2996 | 39,16 29,88
2 |Austria 37,88 3664 | 3807 3383 | 40,02 3239 | 3984 3280 | 3897 3450 | 3756 37.88 | 3517 40,87 | 3864 3442
3 |Belgium 3243 3301 | 3941 3360 | 4044 3307 [ 3871 3289 | 3644 3442 | 358  3445| 3216 3427 | 38,38 33,50
4 |Denmark 27,82 3500 | 3496 3482 37,6 3550 | 3680 3596 | 3745 3633 | 3484 3449 | 3087 2052 3540 3543
5 |France 3473 3334 | 37,37 3526 | 3804 3495| 3746 3538 | 3622 3590 | 3755 3555| 3544 3950 | 3761 3536
6 |Germany 3583 3195 | 3891 2875 4029 2057 [ 4234 2092 | 3878 3082 | 37,06 2979 | 3053 2764 | 39,04 29,90
7 |Greece 3830 3845| 3946 3748 | 39,75 37,01 | 4018 3865| 4002 3934 | 37,70 3817 | 3699 37,33 | 39,30 3824
8 [ireland 34,74 3002 | 3859 2985| 3844 2066 | 3827 2851 | 3677 2717 | 3528 2678 | 29,86 2642 37,71 27,80
9 |italy 37,10 3697 | 37,76 3444 | 37,65 3480 | 3749 3472 37,66 34,68 | 3669 3539 | 3508 3671 | 3748 3490
10 [Netherlands | 2347 1885 | 3498 2021 | 3595 2040 | 3370 2078 | 32,89 21,80 | 2824 2263 [ 2258 1944 | 3330 21,56
11 [Portugal 40,18 3890 | 3977 4019 | 40,71 4023 | 4127 4072 | 4353 4020 | 3768 3839 | 34,17 3474 3996 3970
12 [Spain 3607 3525| 37,03 37,56 | 38,08 3679 [ 37.03 3684 | 3901 3720 | 4048 3816 | 3869 38,16 | 37,87 3747
Source: Calculation of DIW Berlin based on ECHP data 1994-2001

Table 3.5. Labour force participation rates of mothers and women without children by age-
groups and education (1995-2001)
Childless Mother
18-29 30-44 45-64 18-29 | 30-44 45-64
No.[Countries Education level (ISCED: low ~ 0-2 ; middle ~ 3 ; high ~ 5-7)
high middle low | high middle low [high middle low | high middle low [high middle low | high middle low

1 UK 0,87 081 0,84/0,94 092 0,80(067 062 045|058 050 0,35(0,79 0,70 0,64/0,82 0,75 0,58
2 |Austria 099 0,80 0,65/099 0,93 085|071 041 034|070 0,76 0,75/093 0,76 0,69|0,77 0,59 0,41
3 [Belgium 0,82 043 045|098 089 061051 032 0,15/098 0,71 0,55(090 0,74 0,54|0,74 0,50 0,31
4 |Denmark 0,91 0,78 0,69(092 092 045|079 0,73 047|074 0,75 043|097 090 0,79/0,94 0,9 0,67
5 [France 0,64 041 064|095 091 0,79(061 055 042|075 064 053(082 0,78 067|073 068 0,52
6 |Germany 089 0,83 0,68/091 09 077|065 048 041|066 069 040|089 0,72 065|085 059 046
7 [Greece 0,81 057 055|094 085 045[(055 025 025|071 049 0,38(0,88 0,53 0,50/0,67 0,35 0,33
8 [lreland 084 0,75 0,66/098 093 061|072 0,57 0,26/088 055 0,36/0,78 058 0,52|0,73 048 0,32
9 [italy 0,83 0,56 0,66/0,90 087 0,74(0,80 045 0,18|067 056 0,35(090 0,70 047|0,74 059 0,24
10 |Netherlands |0,94 0,72 0,85/0,92 0,88 0,92|0,67 0,58 044|069 082 061|085 0,75 069|066 0,70 0,58
11 [Portugal 0,93 047 0,76/0,97 088 0,84[055 0,64 044|091 065 083(094 087 0,78/0,85 065 0,56
12 |Spain 0,76 040 0,76{0,92 0,85 0,62]0,78 0,69 024|076 0,51 041|080 0,57 046/0,70 049 0,27

Source: Calculation of DIW Berlin based on ECHP data 1995-2001; weighted observations; cursive numbers indicate less than 30
observations
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Table 3.6. Temporary employees as a percentage of the total number of employees

15+ in %)
1997 2000 2004 1997 2000 2004
No [Countries Men Women
1|Austria : 8,3 9,9 : 8,9 8,7
2(Belgium 4,6 6,6 6,3 8,6 12,1 11,6
3[Denmark 10,6 8,8 9,1 11,6 11,7 10,6
4|Finland 15,3 14,5 13,3 18,9 20,9 20,9
5[France 12,0 14,6 10,8 14,2 16,4 13,9
6[Germany 11,5 12,5 12,7 12,1 13,1 12,2
7|Greece 10,2 12,2 11,0 11,9 16,3 14,5
8|Ireland 71 43 3,0 12,1 6,6 3,9
9[ltaly 6,9 8,8 9,7 9,5 12,2 14,9
10{Luxembourg 1,8 2,6 4.1 2,7 4.6 6,0
11|Netherlands 8,8 11,5 13,2 14,9 17,2 16,3
12|Portugal 11,7 18,0 18,7 12,9 22,2 21,1
13|Spain 32,3 30,8 30,2 35,7 34,6 34,8
14|Sweden 10,1 12,3 13,7 14,0 16,9 17,7
15|UK 6,5 5,9 5,2 8,4 7,7 6,3
EU 15 11,5 12,8 12,6 13,2 14,7 14,4
16|Cyprus : 7,6 8,2 : 14,3 18,2
17|Czech Republic (7,1 7,0 8,0 8,9 9,4 11,3
18|Estonia 2,6 3,1 41 1,8 : 2,0
19|Hungary 7,0 7,3 7,8 6,3 6,4 6,0
20|Latvia : 8,9 11,4 : 4,6 6,9
21|Lithuania 4,9 9,8 : 2,6 3,5
22|Malta : 3,5 2,4 : 53 5,0
23|Poland 6,3 6,6 23,7 47 4,8 21,3
24|Slovakia : 3,8 5,8 : 4,3 5,1
25|Slovenia 13,6 12,4 16,4 15,1 13,5 19,8
NMS 10
EU 25 11,9 13,0 13,4 14,3
26(Bulgaria : : 8,5 : : 7,5
27|Romania 3,0 3,0 3,2 3,1 29 24
28(Turkey
CC3
Source: EUROSTAT, QLFD, 2. Quater (France 1. Quater).
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Scheme 3.1. General early retirement options in statutory pension schemes”

Country Earliest retirement age Conditions Benefit reduction

Belgium 60 years 35 years of employment 5% per year for self-employed
(except after full career, men: 45
years, women: 43 years)

Bulgaria depending on insured period number of insured years + age = no reduction

100 for men, 90 for women
(increases to 94 by 2009)
Croatia men 60, women 55 years from 2007 40/35 years (men/women) of no reduction
(increase from 55/50 with standard qualifying period from 2007
retirement age) (increase from 35/30 with standard
retirement age)

Czech Republic firement age, 0.9% per 90 days

disability reduces retirement age

Denmark blic pension scheme 2) actuarial reduction

2) 65 for supplementary scheme
Germany until 2011: men 63, women 60 35 insured years 0.3% per month
tirement age to 62 (by 2022); disabled: 60
unemployed persons: 63 (from 2006)
Estonia 3 years before standard retirement age 15 insured years 0.4% per month
Greece 1) depending on insured period 2) 12.5 insured years, insured 1) no reduction
no age limit after 37 years before 1993 2) reductions
2) reduced pensions possible for men from
60, women from 55
Spain 1) 64 years 1) Replacement by another worker | 1) no reduction
2) insured before 1967: 60 2) reductions depend on the
insured from 1967: 61 if unemployed insured period (6-8% per year)
France 56 years entry to the labour market at age no reduction
14-17, 40-42 contribution years
Ireland no early retirement
Italy 1) old public pension scheme: 57 years for | 1) with 35 contribution years 1) no reduction
employees, 58 for self-employed 2) entitlements exceed 1.2 times the | 2) actuarial reductions
depending on insured period, no age limit | amount of social assistance
after 38 years (40 by 2008)
2) new DC scheme: 57 years
Cyprus 63 years Weekly earnings are at least 70% no reduction
of insurable earnings

Latvia no early retirement after July 2005

Lithuania 5 years before standard retirement age 30 insured years or unemployed for | 0.4% per month

at least 12 months

Luxembourg 57 years 40 contribution years (carly no reduction

retirement from 60 years with 40
insured years including credited
periods)

Hungary men 60, women 55 years 38 insured years 0.1-0.5% per month, depending
on the number of years before
standard retirement age

Malta no early retirement

Netherlands no early retirement

Austria increase men 61.5-65, women 56.5-60, 35 contribution years or 37.5 4.2% per year

2004-2017, no early retirement after July insured years including credited
2017 periods
Poland 1) old pension scheme until 2006: women | 1) women: 30 years of work reduction due to shorter

55, disabled persons 60 years
2) new pension scheme (implemented by
2007): no early retirement

experience,

disabled: 25 years of work
experience

contribution period (average
accrual rate 1.3% p.a.)

Portugal

55 years

30 contribution years

4.5% per year
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Scheme 3.1. (end)
Country Earliest retirement age Conditions Benefit reduction
Romania 5 years before standard retirement age 10 contribution years reductions if less than 35 (men) /
30 (women) contribution years
Slovenia 58 years men 40, women 38 insured years no reduction
and unemployed or disabled (reduction progressive with
number of years for other groups)
Slovakia 10 insured years and pension 0.5% per month
entitlement of 1.2 times subsistence
benefit
Finland 62 years 0.6% per month
Sweden 61 years actuarial reductions
Turkey no early retirement
United Kingdom no early retirement

“legal status as of January 2005.

Source:

http://www.vlada.hr (22.04.2005).

European Commission (2003b), Table 10, p. 67; Social Protection Committee (2005), Table 3; Croatian Government:
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Highlights

Public old-age pension expenditure has been increasing in recent decades. In
2002 it ranged from 1.6% to 11.4% for EU-15 and in 2001 from 5.4% to
8.5% in NMS-10. Similar trends can be observed for the overall pension
expenditures in majority of the EU Member States.

Population ageing will affect public finances significantly in the future as the
post-war baby boom generation reaches retirement age over the next
decades. There are differences across Member States as regards the timing
and scale of the projected changes. Without counteracting measures
population ageing will lead to an increase in public spending on pensions of
between 3 and 7 percentage points of GDP in most EU Member States by
2050.

Two factors have driven the development of time spent in retirement in the
past: the general decline in the effective retirement age, and increasing life
expectancy. In the past the increase of time spent in retirement in EU-15
affected men to a significantly larger extent than women.

Efforts of Member States to achieve financial sustainability of public
pension systems have led to various reforms: the effective retirement age has
increased, benefit levels have become more moderate, and the role of second
pillar pension benefits has been strengthened.

Overall reforms in many new Member States and Candidate Countries
changed their pension systems into similar directions: defined contribution
systems have been introduced, funded pension schemes have been promoted
and measures to increase the effective retirement age have been established.
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e Improvements in the health status of the elderly became visible in increased
life expectancy. Mortality due to diseases of the circulatory system and
ischaemic heart diseases declined significantly during the past 30 years.
Health status and longevity are also improving in NMS-10 and Candidate
Countries, however there does exist a significant gap vis-a-vis EU-15.

e Mortality of the elderly due to selected important diseases like cancer or
ischaemic heart diseases, which has been declining in EU-15, is increasing
in NMS-10 or is not yet declining.

e The increase in health care costs in NMS-10 will be determined more
strongly by the increase in the share of the elderly population, as they are in
a worse health status than the same age group in the EU-15. The impact of
ageing on health care costs is likely to be stronger for long term care than for
primary and hospital care.

e Total health expenditures as a percentage of GDP could increase by around
one third by 2050 only due to demographic change. About forty percent of
the increase would come from increased expenditure on long-term care.

e Improving the health status of the elderly is essential to achieve an extension
of working life. Improvements with respect to several diseases which often
lead to early retirement were observed in the past. One of the areas with
room for improvement seems to be mental health.

e An extension of working life most likely will increase the pressure on
institutional or formal arrangements of care for the frail elderly.

4.2.  Ageing and the pension systems in Europe

The end of working life (retirement of an individual from the labour force) is
usually accompanied by a pension entitlement, but this phase of life is often also
characterised by a deteriorating health status, even disability. Many researchers
(e.g. Atchley, 2000) find that views on retirement are rather positive and that
early retirement is becoming more popular (Quadango and Hardy, 1996).

The age distribution impacts on the economic structure of societies particularly
with regard to the balance between economically active and non-active persons.
Whereas economically active persons generally contribute to social security
funds, economically non-active persons are mainly benefit recipients. As a result
demographic changes influence the financing of such public expenditure related
to the demographic structure by altering the balance between expenditure and
income with respect to public budgets and social funds.
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Old-age related expenditure includes mainly old-age pensions, but also
programmes permitting early withdrawal from the labour market because of
long-term unemployment, disability and early retirement, health care and long-
term care for the elderly, family/child benefits and education (c.f. Thai Than
Dang et al., 2001, p. 7). Between 40 and 60 per cent of total public spending is
sensitive to the age structure of the population (ibid.).

Although increasing labour market participation, decreasing unemployment, and
structural reforms in the field of pension systems with respect to eligibility,
benefits etc. can reduce age driven pressure on costs, many public expenditure
types and programmes will be affected by demographic shifts. The following
section focuses on old-age pension systems and related types of expenditure.

4.2.1.  Trends in expenditure for public pension systems

The impact of population ageing on old age pension expenditure

All pension systems of the EU can be characterised by a strong public
component (EPC, 2001, p. 15). Around half of the public pension systems
provide a universal pension scheme, which is usually means-tested. Except for
the Netherlands the systems are labour-market-based, covering workers in the
private and public sector, and some of the self-employed. The financing of the
public schemes is usually pay-as-you-go (PAYG). However, some schemes are
fully or partially financed through transfers from the state budget.

Population ageing affects the balance between economically active and non-
active persons and thus the financing of public pension schemes. In many new
Member States and Candidate Countries stability of these systems has been
additionally influenced by phenomena that began in the first half of the 1990s.
Labour market changes during the transformation from the centrally planned to
the market economy influenced the working life of the population. Older people
laid off from the companies undergoing restructuring preferred to be pensioners
rather than unemployed and the generous social security system worked in
favour of their outflow from the labour force at a relatively low age (see Chapter
3).

Recent developments

Public old-age pension expenditures increased in recent decades. In 2002 they
ranged from 1.6 to 11.4% for EU-15 and from 5.4 to 8.5% in NMS-10. Similar
trends are observed for the overall pension expenditures, with some exceptions.
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According to EUROSTAT?" public spending on old-age pensions in EU-15 has
increased from 8.6% of GDP in 1990 to 9.6% in 2002. The average for the
enlarged European Union was almost the same (9.5% in 2001), but the numbers
for the new Member States were lower. In 2002, Italy spent the highest amount
(11.4% of GDP) on old-age pensions, followed by Germany (10.7%) and
France (10.3%). Ireland was the country with the smallest share of GDP (1.6%)
spent on old-age pensions. The share for the NMS-10 varies from 5.4% for
Estonia to 8.5% for Poland (see Table 4.1).

For the EU-15 the average annual growth rate of old-age pension expenditures,
measured as a percentage of GDP, was 0.9% for the period 1990-2002. Portugal
had the highest growth rate (+4.8%), however in this case the level of pension
spending in relation to the GDP, as well as in relation to the population was
comparatively low. Annual growth rates above the EU-average were also
observed for Italy (+1.5%), Austria (+1.5%), Denmark (+1.2%), UK (+1.2%),
Greece (+1.2%), Finland (+1.0%) and Spain (+1.0%). For NMS-10 and
Candidate Countries figures are not simply comparable, as they are strongly
influenced by an initial decrease in GDP connected with the transition to the
market economy.

Old-age pensions are the largest subset of all pension expenditures but other
types of benefits (including partial pensions, disability pensions, early retirement
benefits, survivors’ pensions etcetera) have to be taken into account as well. In
2002 the expenditure for all kinds of EU-15 pensions amounted to 12.6% of
their combined GDP. The comparative value for 1990 is 11.8%. In 2002, again
Italy and Poland spent the highest share of GDP on public pensions
(respectively 14.9% and 13.9%) and Ireland and Estonia the smallest
(respectively 3.6% and 6.3%) (Table 4.2).

Although expenditure on public pensions —measured as a percentage of GDP—
has increased for EU-15 at an average rate of +0.5% per year some Member
States decreased expenditures on pensions relative to GDP: Ireland (-3.6%),
Sweden (-1.5%),” the Netherlands (-1.0%), Luxembourg (-0.9%) and Belgium
(-0.4%).

When total pension expenditure is measured in purchasing power parities (PPP)
per inhabitant all EU-15 Member States have positive rates of change over the

1 Some values, especially for the later years, are estimated or provisional.
2 The growth rate for Sweden applies to the period from 1993 to 2002.
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period of 1990-2002. This trend corresponds to an average annual growth of
4.6% for EU-15. Again the highest growth rates are registered for Portugal with
+8.7% per year followed by the UK (+6.0%), Greece (5.6%) and Spain (5.5%).
For NMS-10 available data for recent years show a decrease in PPP of pensions
for Latvia and Estonia and an increase for other countries (7able 4.3).

Projections of future development

Population ageing in almost all EU Member States will begin to affect public
finances significantly as the post-war baby boom generation reaches retirement
age over the next decades (c.f. Thai Than Dang, 2001, p. 4). There are
differences across Member States as regards the timing and scale of the
projected changes.

The Economic Policy Committee analysis predicts, that in a no-change-to-
policy-scenario population ageing will lead to an increase in public spending of
between 3 and 7 percentage points of GDP in most Member States by 2050
(EPC, 2003, p. 4).*' Most of the projected increase in public spending in general
will be on pensions, health care and long-term care whereas potential offsetting
savings in terms of public spending on education and unemployment benefits
are likely to be relatively small. In most countries, the budgetary impact of
ageing starts as of 2010, and the largest increases are projected to take place
(without any reform) between 2010 and 2030.

Public spending on pensions is projected to increase by between 3 and 5 percent
GDP in the coming decades largely driven by the increase in the old-age
dependency ratios (ibid.). The highest increase is projected for Greece with a
total growth of expenditure for public pensions of 12.2 percentage points of
GDP, followed by Spain with 7.9 percentage points. According to the
projections made by the EPC only UK will be capable of decreasing public
spending on pensions. A reduction of 1.1 percentage points in relation to GDP is
projected for the UK (see Figure 4.1 and Table 4.4).

Generally the major part of the increases will take place between 2010 and 2030
reaching a new peak around 2040 and falling somewhat thereafter.

2l The EPC analysis covered only public pension schemes. ‘Public’ pensions involve a
broad range, covering not only spending on old-age, children’s’ and survivors’
pensions, but also other income transfers to persons aged 55 and over, i.e. early
retirement schemes, disability pensions and other income transfers to the elderly. The
projections were based on current legislation and did not anticipate the impact of
planned reforms.
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According to a decomposition of the results four explanatory factors are crucial
for the net increase in expenditure (c.f. EPC, 2001, p. 14). These are the effects
of population ageing, employment, eligibility and the benefit effect.
Demographic factors, in terms of increasing old-age dependency ratios, are the
dominant force putting upward pressure on spending on pensions. This upward
pressure is diminished by projected declines in the benefit ratio, corresponding
to the average pension as a percentage of GDP per person employed. The fall in
the benefit ratio reflects the effects of pensions reforms introduced in the 1990s,
with the largest impact stemming from the change in the indexation of pension
entitlements to inflation rather than wages (Table 4.5).

Based on simulations the EPC examined effects of certain types of reforms to
pension systems. This encompassed the effects of 1) a reduction of indexation of
benefits, 2) an increase of the activity rate by raising the effective retirement age
and 3) an adjustment of benefits in line with the expected increase in life
expectancy at retirement. In general the results (presented in details in Table 4.6)
indicate that all assumed changes in the simulations had a major impact on
expected pension expenditure although, as a rule, the individual reforms taken
on their own would only partially absorb the expected increase in pension
expenditure by 2050.

Thai Than Dang et al. (2001) provide results on the financial impact of ageing
populations similar to those of the EPC. This analysis covers all OECD-
countries, including also three new EU Member States: the Czech Republic,
Hungary and Poland. According to this analysis old-age pension spending will
rise on average by around 3 to 4 percentage points of GDP in the period to 2050.
Pension spending is projected to fall as a share of GDP over the period for the
United Kingdom and remain broadly stable for Italy, partly reflecting recent
reforms. In contrast, increases of more than 4 percentage points of GDP are
projected for ten countries. Spendings relative to GDP starts to rise quickly in
the latter part of the current decade, but slowing down from around 2035-40,
with declines in a few countries. Significant differences between the change to
the peak and the change over the entire period are projected for Austria,
Belgium, Denmark, Italy, Japan, the Netherlands, Sweden and the United
Kingdom (7ables 4.7 and 4.8).

4.2.2. Trends in retirement age

In 2002 the typical official retirement age for men was 65. For women it was
between 58 years in Greece and 67 years in Denmark (see Figure 4.2 and Table
4.9). For most of the EU-15 Member States the effective retirement age for 2002
lies more or less beneath the official retirement age. This does not apply to
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Greece, which has the lowest official retirement ages (58 years for men and for
women) but the effective retirement age lied above the official. Apart from
Greece this is also the case for men in Portugal as well as for women in Ireland,
Italy and the UK.

Although in recent years the effective retirement age increased for some
countries (see Tables 4.10 and 4.11) the long-term general trend from 1980 to
2002 is one of decrease.

With regard to men in 2002, Portugal, Denmark and Ireland are the countries
with the highest effective retirement ages. Luxembourg, France and especially
Belgium have the lowest. In Austria the effective retirement age decreased by
1.4 years between 1999 and 2002. Unfortunately, time series are incomplete for
Austria. Overall the retirement ages decreased until the mid-1990s and increased
afterwards. On average the EU-15 retirement age for men increased from 61
years in 1997 to 61.4 years in 2002.

With regard to females in 2002, Ireland is the country with the highest effective
retirement age. On average Irish women retired at 66.2 years in 2002. Again
Belgium is the country with the lowest effective retirement age. On average
women retired in EU-15 at 59 in 1998 and 60.5 years in 2002 (see Figure 4.3).
In contrast to the long-term trend, the 2001-2003 trend shows a rise in retirement
age. According to EUROSTAT data the average exit age from the labour force
for EU-15 increased by 1.0 year for men and by 1.1 years for women (see
Chapter 3). However, the Netherlands, Austria, Portugal (for women), Poland,
Slovakia and Finland show a still decreasing trend.

The number of beneficiaries

The data referring to the number of beneficiaries is currently insufficient.
Nonetheless EUROSTAT (2004, p. 6) has published some data on beneficiaries.
For the year 2001 these data give an impression of the number of recipients of
old-age pensions and the entire number of pensioners (Tables 4.12 and 4.13).

In EU-15 Italy is the country with the highest number of old-age pensioners per
1,000 inhabitants (210). With a population size of about 57 million this
corresponds to around 12 million recipients of old-age pensions. The number of
recipients is comparatively high also in France (198 recipients per 1,000
inhabitants), Sweden (189), Germany (187) and the UK (186). Greece is the
country with the smallest number of recipients (140) per 1,000 inhabitants.
According to the total number of pension recipients (including partial pensions,
disability pensions, early retirement benefits, survivors pensions), again Italy is
the country with the highest number of beneficiaries (280 pensioners per 1,000
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inhabitants). With respect to the comparatively high share of pension recipients
in Luxembourg EUROSTAT points out that this result might be influenced by
people who are not living in Luxembourg but nevertheless receive a pension
because of entitlements acquired there.

A 2003 study provides a general overview on the number of pension
beneficiaries in NMS-10 and Candidate Countries (GVG, 2003). It turns out,
that the main problem in those countries is the increasing number of
beneficiaries in comparison to contributors to the pension system (system
dependency ratio). In several countries e.g. in Lithuania, Romania or Poland the
number of pensioners increased significantly in the second half of 1990s. In
2000 in Bulgaria the number of pensioners was for the first time higher than the
number of insured persons (due to a decrease in the latter group).

4.2.3.  Replacement rates in the public pension systems

Replacement rates are a method for assessing the social adequacy objective
agreed at the Lacken European Council in 2001, which addresses the extent to
which pension arrangements enable retirees to maintain their before retirement
living standard to a reasonable degree. As there still is a lack of detailed
empirical measures on actual data, the approach most often used is to calculate
the benefits for a ‘hypothetical’ worker going into retirement. OECD (2005¢)
compares replacement rates in the mandatory pension programs for
‘hypothetical’ men earning respectively half, once or twice the average and
retiring at 65 (see Table 4.14). The highest gross replacement rate for a relative
low-earner exceeds 100% in Portugal and Luxembourg, and the lowest is
slightly less than 50% in Germany and the Slovak Republic. The mandatory
system is strongly redistributive in the UK, Ireland, Denmark and the Czech
Republic, which means that high earning people can expect lower replacement
rates. In the reformed pension systems of NMS-10 the old-age benefits are the
same regardless earnings level (net replacement rates differ due to the
redistributive character of the personal income taxation) which is also the case in
Greece, Italy and the Netherlands.

In another approach (only for EU-15) both statutory public (first pillar) and
private occupational benefits (second pillar, where these exist) are taken into
account.

The basic background stipulates that the ‘hypothetical’ retiree is covered by the
most general pension scheme, has a career length of 40 years of full-time work,
retires at age 65, has average earnings and the earnings have had a constant
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relation to average earnings throughout the career. Replacement rates are
calculated at the moment of pension take-up by dividing the pension income
during the first year of retirement by the income during the year preceding
retirement. In addition further hypothetical cases are defined by a worker with a
flat low earnings profile (2/3 of average earnings) and two cases of rising
earnings: one starting at average earnings and rising to the double, the other with
earnings rising from 80 to 120% of the average over a 40-year career.

As well as current retirement, calculations have been projected for hypothetical
retirees in 2010, 2030 and 2050, in order to asses the change in outcomes of
particular countries’ pension systems, under the assumption that the current state
of legislation/reforms is maintained. Also a ‘10-years indexed replacement rate’
is calculated, i.e. the pension in the tenth year after take-up divided by earnings
during the ninth year after retirement.

Gross replacement rates are gross earnings in the year before retirement divided
by the sum of gross pension entitlements in the first year after retirement (from
first, second or third pillars). Net replacement rates are gross earnings minus the
retiree’s contribution to pension schemes, other social insurance contributions,
and taxes, plus means-tested benefits divided by the sum of similar net pension
benefits.

The Indicators Sub-group of the EU Social Protection Committee issued a
caveat about cross-country comparisons, due to inconsistencies in reporting.
Nevertheless, we are presenting the results at this stage of gross replacement
rates, broken down into pillars for countries (see Table 4.15, as reported for
2002, but 2003 for Denmark, Germany, France, Italy, Austria, Portugal and
Sweden). It should be noted that pensions from private schemes are mandatory
in three countries (Denmark, the Netherlands and Sweden), and voluntary in five
further Member States (Belgium, Germany, Ireland, Italy and the UK).

In the Appendix a brief commentary is given concerning each EU-15 Member
State, plus a brief, although incomplete, overview of each system.”

Time spent in retirement

The present section aims at highlighting the changes in time spent in retirement
over time and by gender in the EU-15 Member States. As measure of the time
spent in retirement a proxy is used — the life expectancy at the average effective
retirement age in each EU-15 Member State.

2 ¢f. OECD (2004c), Policy Brief, March 2005.
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Since the mid 1980s the time spent in retirement is growing, up until 2002.
Moreover, this growth is higher for men than for women for almost all EU-15
Member States. However, if considering only the period 1995-2002, we observe
an increase in time spent in retirement in the majority of the Member States, but
with large variation by sex.

Two main interacting factors are responsible: the rise of the general life
expectancy at retirement (see Figures 4.4 and 4.5) and the rise in the retirement
age. In order to ensure the sustainability of pension systems and to reduce the
tendency of shrinking labour market participation, policy measures towards
increasing the official retirement age are in the process of implementation in the
EU Member States. Such policies promote raising the average effective
retirement age and reducing the time spent in retirement, respectively.

The repercussions of these reforms on the time spent in retirement as a whole
and specifically for men and women differ across countries. With respect to the
whole period 1986-2002 it seems that the reforms of the pension programs
affect women to a greater extent than men. Considering only 1995-2002, the
increase in the time spent in retirement is in some cases higher for women. This
is most likely due to the smaller increase in the average effective retirement age
for women than for men (see Figures 4.6 and 4.7).

However, because of lack of data and the short time period since the
introduction of policy reforms, a stable clustering of countries with specific
patterns regarding the time spent in retirement could not be identified.

Life expectancy at 60 years grew in the period 1986-2002 and this trend is
clearly observed for both men and women. The life expectancy of women is
higher than that of men in each country (see Chapter 2 on Demography).
According to the OECD methodology the average effective age at retirement is
derived from observed changes in participation rates (in the labour market) over
a 5-year period for successive cohorts of workers (by 5-year age groups) aged
40 and over. The level of the average effective retirement age depends on the
participation rate. It is influenced also by the official level of the age at
retirement in the various countries (see Chapter 3).

A trend towards a slight decrease in the average effective retirement age is
observed from 1986 to 1995 followed by a slight increase from 1996 to 2002.
This trend is more pronounced for men than for women. The average effective
retirement age for women fluctuates to a higher extent than for men. This is
most likely related to the widening of the types of atypical and flexible
employment, which are especially taken up by women.
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The observed slight decline of the average effective retirement age is likely due
to the shift in participation rates in employment. At the same time the slow
increase after 1995 could be the result of the upward movement of the official
retirement age.

In general, regarding the countries and gender differences during the whole
observed period and without considering the fluctuations over time, the average
effective retirement age is relatively high in Portugal, Ireland, Greece and
Sweden for men and women, in Denmark for men and in Spain for women. In
the period after 1995 it is relatively low in Belgium, Luxembourg, Italy and
Finland for men and in Belgium, Italy and Luxembourg for women.

The above mentioned increasing trend in the average effective retirement age
after 1995 is observed in the majority of the EU-15 Member States and, with
some exceptions, for both men and women (see Figure 4.8). This increase,
which results from the policy of raising the level of the official retirement age,
targets a reduction in the time spent in retirement. These measures have,
however, different repercussions on the extent and development of the time
spent in retirement by men and by women.

Life expectancy at the average effective retirement age

Life expectancy at the average effective retirement age is used as a proxy for the
time spent in retirement. A clear growing trend in this life expectancy indicator
is observed for men and women (although with some fluctuations) within the
period from 1986 to 2002. The increase is, however, not as high as that for the
general life expectancy at age 60, which is most likely due to the rise of the
average effective retirement age after 1995.

The time men spent in retirement in the observed period is relatively high in
Belgium, France and Italy. This is due to the relatively high general life
expectancy at 60 years and the relatively low average effective retirement age in
France and Italy. In Belgium, although life expectancy at 60 is at a medium level
compared with other countries, the average effective retirement age is the lowest
and this induces an increase in the time spent in retirement. In Ireland, Denmark
and Portugal the time men spent in retirement in the observed period is relatively
low, because of the comparatively lower life expectancy at age 60 and the higher
average effective retirement age.

For women similar patterns are observed. The time spent in retirement is
relatively high in Belgium, France and Italy, due to the fact that the general life
expectancy at age 60 is relatively high in France and Italy while the average
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effective retirement age is low. In Belgium life expectancy at 60 is at a medium
level, but the average effective retirement age is the lowest compared with other
countries and this induces an increase in the time spent in retirement. In Ireland,
Denmark, Portugal and Spain the time women spent in retirement is relatively
low, because of the comparatively lower life expectancy at 60 and the higher
average effective retirement age. This is observed in Spain and Denmark
especially at the beginning of the period.

The average annual growth rate in the life expectancy at the average effective
retirement age during the period 1986-2002 is higher for men than for women in
the majority of the observed countries. This is likely due to the fact that the rise
of the retirement age affects women to a larger extent, given the fact that at the
same time the development of the general life expectancy at 60 follows similar
trends for both genders. However, an exception to this trend is visible in Spain
and Portugal, where the average annual increase of the time spent in retirement
is higher for women than for men (see Figures 4.6 and 4.8).

Focusing on the period 1995-2002, the time spent in retirement shows an
increase in the majority of the EU Member States both for men and women,
while in some cases a decline is observed. Moreover, the average annual growth
rate of the time spent in retirement is higher for men than for women in some
countries, while it is lower in other. It is important to compare the patterns of the
average annual increase/decline of the time spent in retirement with those of the
average effective retirement age (see Figures 4.7 and 4.8). A lack of data for
some years in some countries should also be taken into account.

There is a close correlation between the evolution of the effective retirement age
and time spent in retirement: if the average effective retirement age increases
much more for women than for men, the average annual growth in time spent in
retirement is less for women than for men, or even a decline is observed for
women. This trend is observed in Luxembourg, Denmark, Italy, Germany,
Belgium and Greece.

Likewise, in countries where the average annual growth of the average effective
retirement age is less for women than for men, or where even a higher decline
for women than for men is observed, the average annual growth in the time
spent in retirement rises to a greater extent for women than for men (Ireland,
Portugal, Sweden and Spain and to some extent in France and Finland).
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4.2.4.  Pension reforms in NMS-10 and Candidate Countries and their
expected impact on the length of working life

In the second half of the 1990s and beginning of the current decade many of the

NMS-10 Member States introduced considerable changes in their pension

design, usually changing the philosophy of this part of social security. They did

so at different points of time, according to political agendas and consensus

building processes (see Scheme 4.1).

Some countries have diversified their pension schemes by improving and
sometimes diminishing the PAYG component (1% pillar) and creating an
obligatory privately-funded module with contributions invested in financial
markets via pension funds (2™ pillar). Two countries have changed the
mandatory public PAYG scheme (1* pillar) into a defined contribution scheme
(Latvia and Poland but with various transition rules). Other ‘reforms’ did not
shift the first public tier from defined benefit to defined contribution, and only
added the funded pillar.

The countries that have reformed their pension systems are: Hungary (reformed
system implemented in 1998), Latvia (2001), Poland (1999), Estonia (2002),
Bulgaria (2002), Croatia (2002), Slovak Republic (2001), Lithuania (2004), and
Romania (2005).

By now, the following countries do not have a mandatory 2™ pillar: Slovenia
(obligatory only for certain professions), the Czech Republic, Malta, Turkey,
and Cyprus (where it is mandatory only in the public sector). Slovenia, Malta
and the Czech Republic have done only small ‘parametric’ changes.

The Czech Republic implemented incremental reforms, after which employment
rates among older workers have been rising. The possibility for the unemployed
to obtain two years of early retirement pension was removed and rules that allow
invalidity pensions to be converted to unconditional early retirement pensions
will be phased out. In Turkey, 1999 reforms have been effective to some extent,
but a new reform has been proposed and legal acts discussed in the parliament.
The government is committed under the IMF programme to enact a pension
reform law in 2006.

The voluntary supplementary pension funds —where they exist— do not as yet
play an important role for providing income in old age. In some countries (like
Lithuania, Slovakia, Poland) these supplementary pension systems include tax
incentives.
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The described pension reforms in Eastern Europe made the PAYG system more
transparent by introducing a closer link between contributions and pensions.
This modification gives people a strong incentive to work longer by making it
financially more rewarding. However, due to long transition periods, no one
retired in the new system yet, so it is not possible to judge correctly, what its
impact will be.

To avoid poverty in old age, minimum retirement ages have been introduced
and in several countries these ages are gradually increased (see Scheme 4.1). In
many countries the standard retirement age is becoming similar both for men
and women.

To counterbalance the options of earlier retirement, several countries introduced
actuarial deductions for early retirement and bonuses for deferred retirement.
Temporarily reduced and permanently reduced early pensions exist in the Czech
Republic and Estonia. In Estonia since 2002 the pension benefit raises by 0.9 per
cent per each month of postponed retirement. A financial incentive to postpone
retirement was introduced also in Latvia, Lithuania, Slovenia and Romania.
However, the possibility to postpone retirement does not yet affect the real
retirement age significantly.

In some Member States (for example the Czech Republic, Hungary, Poland)
special rules exist for unemployed older workers. They can receive a benefit
treated as a substitute of early retirement.

To sum up, there is some evidence that the pension systems in NMS-10 and the
Candidate Countries are changing in similar directions. Many of them replaced
defined benefit systems with defined contribution ones, introduced funded
pension schemes (obligatory or voluntary) and disincentives to early retirement,
and raised the standard retirement age. Reformed systems provide financial
incentives to work longer, but we do not know much about individual future
preferences for leisure which could also influence retirement behaviour.

Reforms discussed in the Member States that still have old-type PAYG social
security schemes are generally in line with these already implemented in other
countries. Another challenge is how to raise the age at retirement in certain
professions or for women (Cyprus, Bulgaria or Poland). In Bulgaria, Lithuania
or Poland farmers are still exempted from the reformed social security system,
which is mentioned as a potential field of future reforms. In Malta and the Czech



Social protection and the life course 163

Republic pension reforms have been postponed. Discussion about reforms was
not finalised yet due to lack of political consensus. The second phase of the
reform programme in Turkey foresees, among others: the introduction of
supplementary and voluntary private pension schemes, an increase in insurance
coverage, and integration of three separate public pension systems.

4.3. Impacts of population ageing on health care systems

In virtually all of the former and most of the new Member States the ageing
process is accompanied by improving living conditions and health status of
citizens, including the elderly population. Health status improvements are
reflected in decreasing mortality, especially mortality caused by circulatory
system diseases. However, the health gap between the new Member States,
Candidate Countries and the EU-15 is still wide.

In recent years, EU-15 Member States predominantly emphasised reforms to
achieve sustainable financing of their health care systems, and recently started to
increasingly emphasise quality of care issues. Challenges for the Candidate
Countries include more public health actions, improvement of funding health
care systems, quality and accessibility of health care services. Health policy of
transition countries within NMS-10 has been oriented towards these objectives
for the past decades, and that overshadowed the analysis of effects of the
demographic and epidemiological transformation.

The increase in the health care costs in NMS-10 will be determined by the
increase in the share of elderly population. The health status of the elderly,
although improving, is not satisfactory. In communist countries the elderly grew
up in the period of late industrialisation and poor nutrition, which strongly
influences health outcomes. Next to demographic changes, the increasing health
care costs are to a large extent driven by institutional factors, including
accessibility to and level of utilisation of pharmaceuticals and the on-going
process of health care system reforms. The impact of other than demographic
factors on health care costs in EU-15, like medical-technical progress and its
diffusion is confirmed by the OECD analysis (Bjornerud et al., 2005). Such
analyses indicate that the use of primary and hospital care depends on factors
other than the phase of life, while long term care utilisation is strongly related to
age. Thus, the impact of ageing on costs of health care may be stronger for long
term care than for primary and hospital care.
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4.3.1. Health situation in EU-15 and NMS-10

Trends in the health situation of the elderly

Recent improvements in the health status of the elderly are visible via the
increasing life expectancy (see Chapter 2). More specifically, the improvements
are reflected in declining mortality due to some (but not all of the) ‘major
killers’ like diseases of the circulatory system or ischaemic heart diseases.
Averaged over all EU-15 Member States, mortality due to those diseases fell to
51% and 57% of its 1975 level, respectively. Figures 4.9-4.14 display this trend
via standardised death rates (SDR) for the population 65+. Almost all EU-15
Member States succeeded in improving mortality due to diseases of the
circulatory system (except Greece). Even though mortality due to diseases of the
circulatory system in NMS-10 also improved, mortality in those countries is on
average almost twice as high as in EU-15 (SDRs of 3300 and 1800,
respectively).

The health status and longevity of the elderly in NMS-10 and the Candidate
Countries is improving. This is not directly related to health care system
improvements, but to changes in food and alcohol consumption, availability of
drugs and promotion of healthier life styles. Self-assessed health status becomes
worse with age, although strong cross-country variation in the share of elderly
reporting poor health is observed.” Despite health status improvement, NMS-10
is still in the process of catching up with EU-15. Epidemiological research
(Wojtyniak and Gorynski, 2003) indicates that, despite rapid increases in the life
expectancy of the elderly, their health status in NMS-10 and the Candidate
Countries will not be as good as the health status of the elderly population in
EU-15 for at least another two decades.

Mortality due to different circulatory system diseases is significantly higher in
NMS-10 than in EU-15. However, in some countries (including Malta,
Slovenia, Poland and the Czech Republic) the level of mortality caused by
circulatory system diseases has decreased systematically since the 1990s. Only
in Bulgaria and Romania no decrease started (yet). Most of the countries would
need more than 30 years to reach the mortality levels due to circulatory system
diseases of the current, average EU-15 level (Wojtyniak and Gorynski, 2003).

With respect to mortality due to ischaemic heart diseases, on the other hand, we
can distinguish two groups of countries: Sweden, Denmark, Finland, Ireland,

» In Slovakia only 26.5% of the 60+ population assesses its health status as ‘poor’ or
‘very poor’ while in Poland and Estonia the share is over 50%.
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UK and Austria started at a considerably high level, and succeeded in reducing
this mortality remarkably. The Netherlands, starting from a medium level, even
‘switched’ into the low-mortality group, which otherwise mainly consists of
Mediterranean countries. As NMS-10 on average did not improve, the gap
between EU-15 and NMS-10 averages has been widening.

With respect to deaths due to cancer, the picture is less clear. Some countries
like Finland and Austria started from relatively high levels during the 1970s, and
are now among the countries with rather low cancer mortality. A second group
of Member States (Portugal, Greece, Spain) started at favourable levels, but
experienced an increase in cancer mortality. Some other countries do not show a
uniform time trend throughout the time period presented.

On average, mortality caused by cancers in NMS-10 is slightly lower than in
EU-15. This is mainly due to the low mortality levels in Bulgaria and Romania.
However, the trend of mortality due to cancer is different. While in EU-15
mortality of the elderly is decreasing, it is rapidly increasing in NMS-10. This
may be explained by a lack of adequate public health activities in these
countries, including raising awareness on the incidence of cancers, lower access
to medical services and prevention activities.

Mortality due to external causes is higher in NMS-10 than in EU-15. The only
exception is the lower mortality related to mental disorders (suicides) and road
accidents. However, these trends are not strongly marked among the elderly
population. Mortality caused by injuries and poisoning among the elderly is on
average close to the EU-15 level (the SDR varies between 280 per 100,000
population in Hungary and 100 in Bulgaria). Similarly, mortality caused by
suicides and self-inflicted injuries is stable at very low levels (SDR up to 50 per
100,000 population) (Figure 4.15). In Hungary, where mortality due to external
causes was the highest, a decreasing trend is visible since 1990.

While data on mortality are available in a fairly standardised way for many
countries, availability of data on morbidity is more scarce and less standardised.
Most EU-15 countries participated in the European Community Household
Panel (ECHP), a survey aiming at the production of comparable data on a series
of topics including self-assessed health status. The health information contained
in this survey has been analysed already by a number of projects.” However,
comparable panel data are not available for NMS-10. Studies in some of these
countries allow only for partial analysis of self-assessed health status.

** The results in this section are taken from Ahn e al. (2003), Chapter 5 and Chapter 6.
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Based on ECHP* data for 11 EU Member States, the results from the AGIR
project confirm that self-assessed health status becomes worse with age by a
similar gradient across countries. But there are large differences in the health
status for given ages among the countries. For most age groups, Denmark and
Ireland report the best health status while Portugal, Italy and Spain report a
much worse status. The proportion of participants with good or very good health
varies substantially between the countries even among the young population and
the differences widen with age.

As expected, ECHP evaluations show that older people suffer more often from
disability than younger persons. But cross-country differences are somewhat
smaller than in the case of the general health status. Nevertheless, the differences
between countries are again large enough to raise reluctance in accepting them
as genuine differences across countries. Among the population aged 55-59 the
disability rate is less than 25% in Ireland and Greece while it is almost 40% in
Germany and Portugal. Cross-country differences in severe disability are
proportionally larger, especially among the elderly population. Here, France
stands out for its high prevalence. Moreover, the country ranking by disability is
widely different from that by the general health status. Even though part of the
cross-country differences at old ages may be due to differences in the proportion
of the institutionalised population —institutionalised persons are not included in
the ECHP— it is not yet clear why countries display such distinct levels of self-
assessed health.”

Over the period 1994-2001 the average health status stayed almost at the same
level.”” This is especially true for the proportions in good health. On the other
hand, the proportion in bad health among the population older than 54 years

¥ The European Community Household Survey (ECHP) includes two questions regarding
the health status. One is “How is your health in general?”” with possible answers “very
good”, “good”, “fair”, “bad” and “very bad”. The second question addresses chronic
illness or disability by asking “Are you hampered in your daily activities by any chronic
physical or mental health problem?” with possible answers “Yes, severely”, “Yes, to
some extent”, and “No”. The general health status question is based entirely on
respondents’ own perception. The question asked is not concrete in terms of reference
time period or in the description of each category of the health status, therefore leaving
large room for interpretation variability by interviewees.

Ordered logit regressions for health status indicate that the calendar month of the
interview cannot contribute to explain the observed cross-country differences in self-
assessed health status. Larger national health surveys from Italy and Spain, countries
which share similar cultural and demographic regimes and a similar language, also
exhibit substantial differences in health status, see Ahn ez al. (2003, p.33) for details.

To disentangle shifts in the health status from demographic shifts, population weights
(by country and age group) in 1995 were applied for all 1994-2001 surveys.

26
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slightly decreased. The maximal change is observed for bad health in the age
group 55-64 with a drop of 3 percentage points over the six-year period. For the
age groups below 54 almost no change was observed.

The tentative conclusion is that there has been almost no change or, if at all, only
a slight improvement for those aged 55 and over in health and disability status
over the observed period.

As better educated younger generations replace older generations with lower
levels of education, the health status of the population will improve in the future.
The magnitude of the improvement will be related to differences in education
levels between generations and differences in health status by education levels.
Calculations based upon ECHP data show that the potential health improvement
owing to educational composition is highest among the 55-64 age group and
lowest among the 75-84 age group, irrespective of the country considered. But
variation between countries is substantial. For example, the proportion of the
population aged 55-64 in good health is expected to increase from 54% (1994)
to 63% (2014) in Greece, from 60% to 63% in Belgium, and from 30% to 33%
in Portugal. Analogous calculations show a decreasing proportion of the
population with disabilities, with Ireland (1994: 26%, 2014: 23%) reaching the
lowest level in the age group 55-64 and Portugal (1994: 42%, 2014: 40%)
presenting the opposite extreme.

Institutional health care use in EU-15%

Long-term care-giving in institutions and professional care-giving at home is
related to the oldest old. The prevalence rates (the share of long-term care
recipients within the population of the same age) increase sharply from the age
of 70 onwards. In the oldest age group (90+) the prevalence rates are between
20% for France and over 50% in the Netherlands. Of five countries with
sufficient data available, the highest prevalence for people receiving long-term
care in institutions is observed for the Netherlands, and Belgium is second.
People receiving professional long-term care at home are on average younger
than institutionalised persons. Women have a higher probability of being in need
of long-term care than men, mainly because of the higher proportion of
widowed women in the oldest age groups. The prevalence rates show no clear
time trend: in Denmark the prevalence rates decreased, while they increased in
Belgium, Finland and Germany, especially among the oldest age groups.

% Information for this Chapter is mainly from Schulz (2004), who restricted the analysis
to Germany, Finland, Belgium, the Netherlands, and France due to data availability.
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Improvements in life expectancy do not seem to be directly connected with
long-term care-giving in institutions. This could be caused by political decisions.
In most countries there are waiting lists for nursing homes and there is a de-
institutionalisation strategy. Therefore, an improvement of life expectancy is
only one of several factors that influence institutionalisation. The prevalence
rates for long-term care-giving at home by professional caregivers are stable in
most countries. This may be related to two contrary effects: the de-
institutionalisation strategy, which prefers care-giving at home over care-giving
in institutions, and improvements in life expectancy.

Data on both institutional care and care-giving within the household or family,
are not frequently available and often not adequately comparable between
countries. Data on the supply of beds for long-term care in institutions are
somewhat more readily available. Even though the delineation between inpatient
acute and long-term care does not follow a common definition in all countries,
apparently there is a trade-off between long-term and acute care beds (see
Hofmarcher ef al., 2004). The Scandinavian countries have relatively few acute
care beds and twice as many long-term care beds. Some new Member States,
but also Austria and Belgium, have a high number of acute care beds and a
markedly lower number of long-term care beds. In the ‘corporate’ welfare state
model the family has a greater importance than in the Nordic countries, where
this role is largely taken by the state. Luxembourg and Germany are outliers in
this pattern: these rich social security countries afford a comparably high
number of beds, with especially Germany having a high number of acute care
beds. We may expect the delineation between the two fields of care to remain to
a certain extent quite blurred. Nevertheless, the allocation of resources between
these fields seems inefficient in some countries.

Institutional health care use in NMS-10 and the Candidate Countries

Use of institutional care, especially hospitalisation, varies significantly between
NMS-10 and the Candidate Countries and is strongly influenced not only by
epidemiological factors and the population age structure, but also by reforms of
the sector, availability of hospital services and care as well as incentives created
by different payment mechanisms. Results of the analysis for several countries®
indicate that ageing is an important factor for primary care utilisation; however,
while controlling for demographic and health care system factors, it turns out not

¥ The impact of population ageing on medical services utilisation and demographically
induced costs of health system are subject of the AHEAD Project implemented by the
ENEPRI network (www.enepri.org) within the 6™ Framework Programme. Analysis
covers 5 new Member States 