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Disaster scenario or success story?
Ronald C. Schoenmaeckers

Some 6 months ago the CAHP asked me to write a paper on "Population Ageing and its Challenges on Social Policies". The presentation of this afternoon is a sort of summary of its most relevant results.

As you all know, the phenomenon of 'population ageing' is regarded with much distrust. The reason is that it is generally believed that older population structures would be bad for our economies, and consequently a danger to the existing social security systems. Among other things, we are afraid that in the future it will become difficult or even impossible to have our pensions be paid out.
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whether rising GDP-levels can ‘keep pace’ with the

negative effect of the shrinking work force

some results based on simulation exercises
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·

must an older population structure necessarily lead to

higher expenditures?

mainly points of discussion

Presentation around 2 items:

However, at an already early stage in the analysis it became clear that there are reasons to be optimistic. Hence the subtitle: "Disaster scenario or success story". I hope that I will be able to share with you some of my optimism within the next 20 minutes. However, let me immediately add that optimism should not be confused with over-confidence. As we will see, there are some serious problems. But these can be overcome on the conditions that we identify and implement the right policy measures. And it will also be the need of much inventiveness, perseverance, and very likely: much political courage and will.

It is impossible to give a complete summary of a 70-plus page analysis in 20 minutes. The presentation will therefore be limited to 2 items: 

· The economic and financial impact of ‘population ageing’, more specifically the question whether rising GDP-levels can ‘keep pace’ with the negative effect of the shrinking work force;
· Presentation of some results based on simulation exercises.

· The age profile for public health expenditures, more specifically the question of whether an older population structure necessarily implies higher expenditures?

· Mainly some points of discussion.
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Before dealing with these points in more detail, let us first present some 'demographics'.

'Population ageing' is the phenomenon associated with the process that populations are increasingly growing older. It is the consequence of changing fertility and changing mortality levels. It is the combined consequence of declining fertility at low and extremely low levels (at below or around replacement level) and of increased chances of survival at old ages. At the first stages of the process, declining fertility is the dominant factor; but gradually low mortality at older ages is becoming the driving force of the process. Shortage of time does not permit us to explain the process in greater detail, but its importance can be illustrated with some statistics.
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The slide gives the evolution of the proportion of people aged 60 and more in the member states of the Council of Europe.

Over a period of 100 years, the proportion of people aged 60 and more will triple, from a mere 11% in 1950 to no less than 33% in 2050. These are astonishing figures. However, it should be said that 'population ageing' is not exclusively a European phenomenon. 'Population ageing' affects the entire World population. Also at World level one can observe a sharp increase in the proportion of older people. The greatest difference is that the proportions are higher in the European countries than in the rest of the World. The difference is between 5% and 9%, with maximum values at around 11%.

There is a lot of heterogeneity among the member states. The proportions for Germany, Poland, and Turkey illustrate this. Germany, with a current population size of some 82 million inhabitants, is part of the countries with the highest proportions; Poland, with a population size of 38 million shows moderate proportions; Turkey, with 70 million inhabitants is part of the countries with the lowest proportions. The differences are the result of different demographic histories. Nevertheless, as the data show, by 2050 also Turkey can expect to have one quarter of its population to be aged 60 and more.
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The heterogeneity in the proportions of older people among the member states is also illustrated in the next slide. Here the member states are 'ranked' by the proportion of 'oldest old', ie, of those aged 80 and more. The countries with the lowest proportions are at the top.

The proportions 'oldest old' is represented by the dark blue bars, while the light blue bars represent the proportions of people aged 60 and more in the population. All values refer to the situation in 2000.

As you can see the member states are divided into, three sub-groups. This is the result of a statistical exercise that in fact was made in a former analysis. The categorisation was thought useful for analytical purposes. We will come back to, this later in this presentation.

The three sub-groups have been called 'LOW', 'MIDDLE', and 'HIGH', with the denominations referring to the relative importance of older people in each group of countries.
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Furthermore, health 'costs' are also largely

determined by non-demographic factors such as:

–

the 'consumption' pattern of patients (together

with the 'prescription' pattern of doctors)

–

and the price of drugs

Let us now return to our main concern, namely the question “Are rising GDP-levels able to ‘keep pace’ with the increasing numbers of older people?”

To answer to this question, we have made use of some simple simulation exercises.

As we know, in its essence the GDP is a function of, on the one hand a mixture of demographics ( the number of people at working-age ( and of activity ( the number among those at working-age in employment ( and, on the other hand of 'productivity' ( the 'added-value' produced by each worker. Consequently, the scenarios are related to on the one hand 'levels of employment' and on the other hand 'levels of productivity'.

For 'levels of employment' we have retained 4 scenarios: 'No change', and scenarios A, B, and C. For 'levels of productivity' we have retained in total 6 scenarios: 'No change', scenario A, B, C, D, and E. For obvious reasons, the scenarios related to employment assume increased levels of employment; and those related to 'productivity' assume increased levels of productivity.

We will start by showing the effects of assuming increased levels of employment. But first, let us have a look at the specificity of each scenario.
The scenarios have been derived from actual employment rates for some 28 European countries as collected during the last round of censuses. Preliminary analyses reveal that 
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· the patterns and levels of employment differ greatly among member states;

· there is a sharp drop-off in employment after age 50;

· employment levels are lower for women than  for men.
The scenarios themselves are as follows: 
· ‘No change’ -Constant employment rates, equal to those observed in 2000
· Scenario A - Employment rates (for both men and women) equal to those of the 'Scandinavian' model. Denmark, Finland and Sweden are the countries showing the highest employment rates overall. They also show relatively high rates for employment after age 50. And, last but not least, in all three countries women show relatively high employment rates. Hence the name of 'Scandinavian' model.
· Scenario B -  Rates of scenario A, but reduced drop-off after age 50.

· Scenario C -  Rates of scenario B but increased at all ages by 2.5% for men and by 5% for women.
Finally, please note that the scenarios have cumulative effects.

Before turning to the results as such, let us see what the effects are of a changing age structure on the level of employment. The results give the global effect that can be expected for all member states of the Council of Europe. We focus on the changes in the age structure for ages 20-64, ie, the ages corresponding to the working-age.
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We start with the situation in 2000.

The bars on the left give the proportions by 5-year age group; the bar on the right gives the corresponding proportion of people aged 20-64 in the population; as is shown, in 2000 this age segment represented 60% of the total population. Finally, linking the age structure to the employment rates as observed around 2000 gives an 'overall' employment level of 39%.

The next slide gives the situation for 2025. There is a relatively small decline in the percentage of people aged 20-64 and a somewhat greater decline of the overall employment level.

[image: image9.wmf]             

CBGS

Effects of

increased

employment,

by scenario

Austria

Hungary

Poland

33%

36%

44%

40%

41%

41%

0%

10%

20%

30%

40%

50%

2000

2050

2000

2050

2000

2050

 

 

 Austria      

 

  Hungary   

 

     Poland


The differences are greater for 2050. It is clear that the age structure is shifting toward the 'right'. There is an increasingly high proportion of people in the older age groups. Since in these age groups employment rates are smaller this has e rather important effect on the employment rate overall, which is now only 33% (  or 6 percentage points less than the rate in 2000 (or a drop by 15%).

What now are the effects of increased employment rates? More precisely, to what extent may increased employment be able to compensate for the adverse effect of an older population structure on the proportion of people at working-age? We show the results for just three countries: Austria, Hungary, and Poland. Austria is a country with relatively high proportions of older people; Hungary has intermediate proportions; and Poland is a country with so far relatively low proportions of older people.

Keeping employment rates equal to those that could be observed around 2000, the changes in the age structure would in Austria bring overall employment level down to 34% ( a whole 10 percentage points less than the level in 2000. Hungary would experience a decrease by 8 percentage points, from 36% to 28%. Finally, Poland would experience a decrease by 7 percentage points, from 33% to 26%.
Let us see know to what extent increased employment would compensate for these declines occasioned by demographic change.

Increasing the employment rates according to scenario A certainly increases overall employment in all three countries. However, the effect is not the same in all countries. The effect of scenario A is much greater in Hungary and in Poland than it is in Austria. As a matter of fact, in both countries the effect is to push employment at levels that are higher than the level in 2000. Let us remind that scenario A corresponds to the 'Scandinavian' model. The most important characteristic of the 'Scandinavian' model is the relatively high employment for women. The small effect that is observed for Austria indicates that employment patterns in Austria must be fairly close to the ones observed in the Scandinavian countries.
The next slide shows the impact of scenario B and finally we see the impact of scenario C. Eventually, for both Hungary and Poland, the cumulated effect of all scenarios would bring employment in 2050 up to a much higher level than the one that was experienced in 2000: higher by 5 percentage points in the case of Hungary and higher by no less than 8 percentage points in the case of Poland. The cumulated effect is clearly smaller in the case of Austria. Here, the employment in 2050 would remain 4 percentage points short of the level observed in 2000. Note also that neither Hungary nor Poland reaches this level of 44%.
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The next step of the exercise was to combine the results of increased employment with those of increased productivity and to measure the impact on GDP.

The scenarios for increased productivity were somewhat arbitrarily fixed at annual increases of 1.5%, 1.75%, 2%, 2.5%, and 3%. Note, however, that they are in line with the assumptions of national planning offices. The Belgian Planning Office, for example, assumes an annual growth rate of 1.75% in its forecasting exercise of economic growth.
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Time does not allow us to present all results of the combined effects of increased employment and increased productivity. In the next slides will only be shown the results of the combined effects of 'No change' ( both employment and productivity are being kept constant at the levels of 2000 (; of scenarios 'A'; and of scenarios 'B'. In other worlds, only the combinations resulting in the smallest effects are shown. 
Let me remind that for employment scenario 'B' corresponds to the rates of the 'Scandinavian model' with a somewhat smaller drop-off after age 50; and that for productivity scenario 'B' corresponds to a growth rate of not more than 1.75% annually.
Let me also remind that the basic idea was to check to what extent increasing GDP levels could keep pace with the increasing proportions of older people in the populations. We therefore start by showing the increase of those aged 65 and more. The slide presents the increase in the proportion from 2000 to 2050 by sub-groups 'HIGH', 'MIDDLE' and 'LOW'. Finally, let us remind that the sub-groups are based on a ranking of the number of older people in the population. Sub-group 'HIGH' includes the member states with relatively high proportions of older people; sub-group 'LOW' with relatively low proportions of older people.

As can be seen, between 2000 and 2050 in sub-group HIGH the proportion of aged 65 and more is expected to increase by 73%; in sub-group MIDDLE by 102%; and in sub-group LOW by 120%.
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Let us now turn to the increases in GDP per capita that can be expected from the basic scenarios. Not surprisingly, because of the demographic change, more specifically the shrinking of the labour force, the 'No change' or constant scenario would result in a lowering of the GDP per capita, and this in all three sub-groups.
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The relative increases that result from scenario 'AA' keep more or less pace with the increase in the proportion of people aged 65 and more; and clearly with scenario 'BB' the increases in GDP per capita far exceed the increase in the proportion of people aged 65 and more. In the case of sub-group LOW the increase would be as high as 190% ( or 1.5 times more than the increase in the proportion of people aged 65 and more.

According to these results, fairly modest increases in employment and in productivity would result in increases in economic output that should allow to compensate for the negative effect of an increasing older population structure on the labour force. This is far from a 'disaster' scenario.
However, one should not be too optimistic. These results also point at a different problem. And this might be the real challenge that member states could be facing in the next decades. The nature of the problem becomes obvious when the real terms of GDP levels are taking into account.

GDP-levels in real terms correspond to the yellow bars, and their values can be read from the y-axis on the right.

Let us forget about the relative increases in GDP and concentrate on their levels in real terms.

There is no doubt that increased employment and increased productivity will produce important increases of GDP-levels per capita in all countries. The important observation however is that the levels are much higher among the member states in sub-group HIGH than among the member states in the other sub-groups ( in both instances about twice that high.

This points at the major challenge that lies ahead. In order to be able to provide similar services to their senior citizens as those enjoyed by the populations in the member states in sub-group HIGH, member states in sub-groups MIDDLE and LOW will need to make much greater' efforts. Strictly speaking, this is not an issue of 'population ageing'. This is a general issue that regards all citizens, regardless of their age.

To obtain similar levels of GDP per capita as those of the member states in sub-group HIGH, the countries of sub-groups MIDDLE and LOW will need to achieve higher employment and especially much higher increases in productivity, of no less than 3% per annum.
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Should this come as a surprise? Not really, because sub-group HIGH is constituted by the wealthy Western European, whereas sub-groups MIDDLE and LOW are mainly the countries with economies in transition from Central and Eastern Europe.

Is the goal of catching up unrealistic? We do not believe so. In the past other countries have been able to become strong economies within a couple of decades. What makes the situation however specific is the fact, to paraphrase Andras Klinger, “that transition economies do not just need sustained high economic growth needs for the sake of economic development and catch up”. In addition, they need to make an extra effort in order to meet the challenge of 'population ageing'.
Let us now turn to the second item of the presentation, namely public expenditures on health care. As announced, the presentation will be limited to some points of discussion.

The interest for the item of public expenditures on health care in a discussion on 'population ageing' stems from the general believe that an older population will push expenditures upwards, to probably unsustainable levels.

At first sight, there are indeed indications that health expenditures are age-related.

The next slide shows the age profile for public expenditures on health care expressed as the average expenditure per head expressed as share of GDP per capita. The data stem from a report of the Economic Policy Committee of the DG for 
Economic and Financial Affairs of the European Commission.
The graph corresponds to the median value for 11 countries: Austria, Belgium, Denmark, Finland, France, Germany, Italy, the Netherlands, Spain, Sweden, and the UK. All countries show relatively high proportions of older people in their population and all are part of sub-group HIGH.
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The graph suggests a clear positive relation between health and age.

The next slide shows the same graph. This time expenditure-values are weighted by the number of persons in each 5-year age interval. The numbers refer to the situation in 2000. We have used the population age structure corresponding to sub-group HIGH. The exercise has been repeated using the projected population age structures for 2025 and 2050. One can observe a clear increase of expenditures for the oldest age groups. This change would imply ( the result is not shown in the slide ( an overall increase of public health expenditures by some 22% between 2000 and 2050.

Seen from this angle, it appears that older population structures would indeed push expenditures on health care severely upwards.
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However, we wonder whether the used statistics are not seriously misleading.

Kieffer 
 has come to the conclusion that the observed age profile for public expenditure on health care closely resembles ...the average expenditure on health care during the last 48 months of life. In other words, the graph would not so much reflect the deterioration of health with increasing age, but rather of the age pattern of mortality ( and of the effort made by the medical profession to postpone the event of death as much as possible.

This is a puzzling idea.

At any rate, one must acknowledge that everything is not known regarding the health status and age ... and its effect on the cost of health care.

There are serious indications that increasing life expectancies would go together with an increase of the number of years in 'good health' (Lutz & Scherbov, 2003) 
. This implies that the need for health care is not necessarily rising with rising proportions of older people. The reverse could be true.
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Do older population structures necessarily

imply higher expenditures on health care?

[continued]

On the other hand, American studies indicate that better health care has made it more likely that those born with developmental disabilities will enjoy life expectancies comparable to those without disabilities (Doka & Lavin, 2003) 
.

Most likely that this not only applies to people born with developmental disabilities. Improved ( and more costly ( health care is probably the key factor for explaining the increases in life expectancy. Heart diseases, blood pressure or diabetes for example, are, with the right treatment, no longer deadly.

Recent statistics illustrate the point. How else cans one explain the rise in the UK of the proportion of older persons with 'limiting long-term illness' between 1990 and 2000?

Last but not least, health 'costs' are also largely determined by non-demographic factors such as:
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the 'consumption' pattern of patients (and the 'prescription' pattern of doctors)

· and the price of drugs

All these points need to be understood before concluding that it is an older population structure that is responsible for the rise of public expenditures on health care.

Thank you for your attention.
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