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Our call
Harnessing the power of older workers must be a critical component of any long-term strategy
to rejuvenate economic growth across the Eurozone. Our analysis shows that raising labour
force participation rates amongst older age groups could make a significant difference to rates
of economic growth over the next 40 years. Supporting longer working lives is therefore not only
a necessary measure to help stem the tide of long-run economic stagnation that an ageing
population could imply, but must also form part of a package of measures to fully utilise the
productive potential of the Eurozone’s workforce.

Executive summary
…the Eurozone: on a knife-edge
The Eurozone’s economic future is uncertain. A number of Eurozone countries are struggling to
generate economic growth, with those situated in the south of Europe (often termed the “periphery”)
facing a series of headwinds that continue to prevent recovery. For a number of these countries the
“credit crunch” that began in the latter half of 2008 remains in full swing with lending to households
and businesses shrinking year on year. At the same time, a number of countries are being forced in to
painful internal devaluations, where in order to restore their competitiveness on international markets
they have to significantly cut wages. In Greece, for instance, since the beginning of 2009, unit labour
costs have fallen by close to 20%.
Investment and consumption are severely depressed, yet governments are constrained in their
spending. Some countries cannot rely on higher government spending to boost output because they
are committed to reducing their public expenditure in wake of the crisis. In this context, a loosening
of monetary policy could be used as a lever to stimulate growth. However, because of significant
differences across Eurozone countries in terms of inflation and unemployment, the one-size fits all
interest rate set by the European Central Bank appears too “tight” for many periphery countries and too
“loose” for a number of core countries. The combination of constraints makes it a testing time for many
Eurozone economies.
…harnessing older workers is part of a long-term solution
In the short term, prospects for a sudden recovery to “normal” rates of economic growth look limited
– especially as problems in the Eurozone periphery now appear to be dragging down rates of growth
across core countries too. But even in the medium to long-term, the Eurozone faces another big
challenge that threatens further economic stagnation – population ageing. Currently 1 in 6 Europeans
are over 65, yet by 2060 this figure will be 1 in 3. Moreover, currently only around a half of workers aged
55-64 in the Eurozone are currently in employment. Unless a higher proportion of older people
remain in the workforce, we estimate that total employment could fall by up to 17% over the next
35 years. As a result, without a substantial rise in workforce productivity to offset the anticipated fall in
employment, we estimate that GDP per capita growth rates across the Eurozone may only reach 1%
per year over the projected period.
We argue that the solutions to both the short and longer term challenges facing the Eurozone are
likely to stem from the same source – delivering sustainable economic growth by harnessing the
power of the region’s workforce. And as part of this solution, measures are needed to support
increased participation of workers aged over 50, who we estimate contributed around €2.5trn to
Eurozone GDP in 2013. Contrary to popular views, the jury is still out about whether older workers
are less productive than younger workers – with several academic studies finding no evidence that
productivity declines with age, and some even suggesting that older workers help to support higher
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productivity due to their experience and inventiveness. Ultimately, the ability of workers of all ages to
generate output will depend on how well their individual skills and experiences evolve over time, and
consequently, how well these skills and experiences are utilised by employers.
…older workers could significantly drive up output over the long term
To assess the extent to which higher labour force participation amongst older age groups could driveup economic output over the long term we construct a number of quantitative scenarios. Based on
reasonable assumptions regarding; 1) population change, 2) long-run workforce productivity and
3) age-related employment rates, our projections show that by 2050, higher participation rates
amongst the over 50s could deliver 12.6% more economic output per person (in real terms) than
if participation rates by age remain constant. And over the entire period up to 2050, we project the
average annual rate of growth in GDP per person could reach 1.3% if a greater proportion of the over
50s stay in employment, by comparison to just 1% if they do not.
Raising workforce participation at older ages in line with our scenarios, could deliver a greater
economic boost for the region’s periphery countries than for its core. Relative to our base case, we
project GDP per person to be 18.3% higher in the periphery by 2050 if workforce participation rates
rise at older ages, by comparison to 8.7% higher in the core. And over the entire period, the average
growth rate in GDP per capita rises by more across the periphery than it does across the core in
response to gains made in employing older workers. The periphery stands to gain more by utilising the
productive potential of the over 50s because it has more catching up to do in terms of raising labour
force participation amongst older age groups, and because population ageing is expected to occur
more quickly across this part of the Eurozone.
Fig1: Average annual growth rate in GDP per person across various scenarios 2014-2050 (%)
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…but older workers are no “silver bullet” to cure the Eurozone’s ills
Even in our most optimistic scenarios for future labour force participation, our projections imply that
future rates of growth in GDP per person are likely to be significantly lower than those experienced
in the two decades prior to the 2008 crisis. To illustrate this point, we model possible futures for
France and Spain, and estimate that annual growth rates in workforce productivity would have to rise
significantly in order to secure GDP growth rates that both countries were accustomed to before the
crisis. This is not implausible – technological progress has a habit of surprising us and delivering
a more efficient and productive workforce. However, it may well be the case that many Eurozone
countries are going to have to get used to lower rates of economic growth and stagnating levels of
prosperity in the decades ahead. Any long-term strategy to rejuvenate economic growth over the
long-term must therefore also look at how it can harness the power of technological change to drive-up
workforce productivity.
…”carrots” not just “sticks” needed to support longer working lives
In our analysis of OECD countries, we find a strong association between poverty rates and working
longer – with higher poverty rates linked to higher workforce participation at older ages. On a related
theme we also find that older worker participation is also higher in countries where pensions are lower
relative to pre-retirement earnings. But avoidance of financial ruin and poverty are not the only factors
keeping people in work. Our findings suggest that health and education are also important – those
countries whose older populations are in better health or who are better educated are also more likely
to work longer.
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Policy responses must not therefore be limited to reducing social security benefits or raising State
Pension ages in order to stimulate longer working lives. They must also invest in the future health and
skills base of their older populations. Otherwise we will have an large contingent of people aged 50+
who want to work to avoid poverty but are unable to because they are too ill, or because of mismatches
between their skills and the jobs that are available.
…unless care is taken, population change could mean long-run stagnation
In summary, while the Eurozone’s current economic predicament is clearly at the forefront of
policymakers’ minds, they should not lose sight of the medium to long-term strategic challenges
facing the Eurozone. As part of any programme of structural reform, there should be a focus on how
to maximise the productive potential of the Eurozone’s workforce over the long-term. This means
investment in skills and training at all ages, the development and utilisation of new technologies and,
critically in the context of this report, the encouragement of greater workforce participation amongst
the over 50s. The findings of this paper are clear. If these measures are not taken, many Eurozone
countries are likely to stutter on for many more years to come.
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Introduction: Why should we be interested in
older workers?
The Eurozone is in a state of limbo. Having been hit hard by the 2008 global financial crisis it was then
embroiled in a series of sovereign debt crises, the full ramifications of which are still being played out.
Policymakers in Brussels, national governments across the region and officials at the European Central
Bank, face the huge challenge of setting the currency union back on track. However, even if they
manage to succeed in this regard, the additional challenge of population ageing could pose a further
potential barrier to future prosperity. As this report shows, harnessing the economic potential of older
workers will be critical in addressing the risk of long-run economic stagnation.
The Eurozone’s population is ageing. When the Eurozone was created, the average age of its
population was 38.2 years. By 2013 this had risen to 42.7. By 2030 it is projected that many Eurozone
economies will have an average age of over 451. Demographic change not only means an older
workforce, it could also mean a smaller workforce, as middle aged and older people currently have
lower labour force participation rates than younger workers.
The graph below shows the projected path of the Eurozone’s dependency ratio. The total dependency
ratio aims to measure how many people there are working to support those who are too old, or too
young, to work. It is typically calculated by dividing the number of people who are under 16 or over 65,
by the number of people who are between 16 and 64, or of ‘working age’. The Eurozone’s dependency
ratio was just over 52 in 2013. This meant there were roughly 2 working age adults per dependent. By
2050, the Eurozone’s dependency ratio is projected to reach 80 – 1.25 working adults per dependent.
These basic calculations are based on the assumption that people retire at 65, however in reality
people tend to retire much earlier than this in many countries. In 2010, in the Eurozone, the average age
of exit from the labour market was 61.4 years. Widespread early exit means that the “real” dependency
ratio may actually be higher than that implied above.
Fig 2: Eurozone Dependency Ratio
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While there have been a number of attempts to forecast or project Eurozone economic output over
the long-run which take into account population change, as far as we are aware, none of these have
attempted to isolate the role that older workers could play in its rejuvenation. Against the context of the
current economic malaise, this is a really important omission from the debate about the Eurozone’s
future. For some Eurozone countries, the challenge of ageing is likely to be more immediate than for
others, but, as our analysis shows, all stand to gain by supporting longer and fuller working lives. We
Rising from the ashes The role of older workers in driving Eurozone recovery 						
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do not, therefore, claim that older workers are the “silver bullet” to solve the Eurozone crisis, but merely
that they must be an important element in any long-term solution. It is to this end, that this report is
dedicated.
The report is structured in five parts:
-

Chapter 1 briefly outlines the current economic situation in the Eurozone and the existing
contribution of older workers to economic activity.

-

Chapter 2 reviews the evidence on the effects of ageing on economic output.

-

Chapter 3 highlights the results of our original data analysis and modelling to show how changes
to the participation rates amongst older age groups could affect Eurozone economic output over
the long run.

-

Chapter 4 utilises cross-country evidence about the key barriers to working longer across OECD
and EU countries.

-

Chapter 5 concludes the report and outlines some implications for policymakers.
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1: Economic context:the perilous state
of the Eurozone
Key Points

•

Since the global financial crisis began in 2008, the Eurozone has experienced significant economic
turmoil.

•

Economic output, or GDP, fell by 5.8% peak to trough illustrating the severity of the recession. But
since then, the region has failed to recover and output still languishes 18% below the level implied
by its pre-crisis trend rate of growth.

•

There are a lack of adequate policy levers to drive recovery. Differences among European
economies means that the ‘one size fits all’ monetary policy dictated by the European Central Bank
cannot adequately smooth consumption and investment across the Eurozone.

•

Furthermore, Eurozone economies are all tied to the same Euro exchange rate, removing a natural
depreciation of the exchange rate as an alternative way of stimulating depressed economies. This
has forced a number of countries into painful internal devaluations.

•

Despite these worrying trends, we estimate that the over 50s contributed around €2.5trn to
Eurozone GDP in 2013I.

Anatomy of a crisis
The Eurozone has undergone significant economic turmoil since 2008. While the causes of the initial
crisis are still debated, for many countries it was triggered by developments in the banking sector. As
a result, since 2008, the Eurozone has suffered from a severe drop in the supply of, and demand for,
credit across the region and this has been associated with a sharp fall in consumption and investment.
Fig 3: Change in lending by montary financial institutions to business and household
Change in lending by monetary ﬁnancial instutions to businesses and households accross
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Economic output, or GDP, fell by 5.8% peak-to-trough illustrating the severity of the subsequent
recession. But since then, the region has failed to recover and output still languishes 18% below the
level implied by its pre-crisis trend rate of growth.

I We have used Eurostat for numbers employed aged 50+ and for total economic output (real). We have then estimated activity per person employed and multiplied this figure by the
number of people in work aged 50+. We therefore assume that workforce productivity remains the same with age which, as Chapter 3 will show, is a reasonable assumption.
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Eurozone economic output way below trend
Fig 4: Eurozone economic output way below trend
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Lack of adequate levers to drive growth in wake of the crisis
Monetary policy
In order to stimulate economic activity at a time when a number of Eurozone member states are
making cuts to public expenditure, monetary policy can be adjusted to help drive-up consumption and
investment. The problem is, however, that different Eurozone countries require different monetary policy
responses. This is not possible under current arrangements where there is one base interest rate set by
the European Central Bank (ECB) that applies to all countries. For those countries experiencing severe
downturns, monetary policy has arguably not gone far enough, while for those that have been less
adversely affected, monetary policy has been too loose and gone too far. To demonstrate this problem
we have estimated something called a “Taylor Rule” which calculates what the base interest rate should
be for each country versus the rate currently applied to all Eurozone countries by the ECBII. It implies
that the base interest rate should be negative in Greece and Spain because of high unemployment
and the threat of deflation, while it should be positive in Germany and Austria, both of which have lower
unemployment rates and where inflation is more of a risk.
ECB interest rates vs rates perscribed by the taylor rule
Fig 5: ECB interest rates vs rates perscribed by the Taylor Rule
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II The Taylor Rule which we apply models the statistical relationship between the ECB base rate, inflation and unemployment across the Eurozone since its fruition. We then apply the
subsequent coefficients relating to inflation and unemployment to each individual country to estimate the appropriate base rates for all Eurozone countries.
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Fixed exchange rates
At times of recession, countries with floating exchange rates are able to benefit from falls in their
exchange rate relative to competitors making their exports cheaper. This can help to boost trade and
GDP. However, all countries within the Eurozone are tied to the Euro’s exchange rate meaning that some
countries have artificially high exchange rates while others are artificially low. Those Eurozone countries
that have experienced severe recessions, have not therefore been able to benefit from the increased
competitiveness that a floating exchange rate might have delivered. Instead, they have had to set about
going through a painful process of internal devaluation. In practise this means reducing workers’
pay for the goods and services that are produced. This is shown in the chart below with unit labour
costs falling across key Eurozone periphery countries – with Greece the most dramatic case in point.
Internal devaluation can be a drawn out process as it can take a long time to regain competitiveness by
reducing wages and prices.

Unit Labour Costs accross selected Eurozone countries

Fig 6: Unit Labour Costs accross selected Eurozone countries
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Will “normal” rates of economic growth return any time soon?
Given the lack of adequate levers to drive economic growth, rates of growth are unlikely to return to
“normal” until consumers and businesses feel comfortable about spending more, or Government is
able to come in to offset any lack of demand through additional spending. Crucially, both depend on
how far the deleveraging process has progressed – in other words, the extent to which countries have
managed to reduce their levels of debt to income. Yet evidence suggests that despite a decline in the
supply of credit as well as cuts to government expenditure, many Eurozone countries are still saddled
with increasing levels of public and private debt (see the charts over the page).
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How have older workers been affected by the recession?
In the face of the socioeconomic challenges affecting the Eurozone,
the employment rates of older age groups have actually risen, while the
employment rates of younger age groups has fallen. This is not to say
that older people have necessarily done better than younger people.
Indeed, increasing employment rates amongst older workers is likely
to be, in part, a response to the economic challenges and subsequent
policy responses across Eurozone countries. For instance, falling real
wages and reduced government expenditure on pensioner benefits will
incentivise longer working lives, as individuals have to work longer than anticipated to receive
the level of income in retirement they had previously expected. Income shocks can therefore
induce greater workforce participation but they are not necessarily a socially desirable way
of boosting the workforce. And it is also important to note that for a number of countries, while
employment is up, so is unemployment – while more individuals at older ages want or need
to work longer an increasing number and proportion are unable to find employmentIII. But for
some countries, rising employment rates at older ages is also part of a longer term trend, as
individuals respond to rising life expectancy and better health, both of which enable them
to work longer. Whatever the reason for rising employment amongst this age group, their
contribution to GDP is significant. We estimate, based on official data for employment and
economic output, that the over 50s contributed around €2.5trn to Eurozone GDP in 2013IV.
Changes
to employment
rates by age band
Fig 9: Changes to employment
rates
by age band
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Despite the increase in employment rates amongst older age groups over the last decade, rates remain
lower for older age groups than their younger counterparts. In Q2 2014, the employment rate for the
24-49 age group was 76.4% by comparison to 60.5% for the 50-64 age group. In other words, while
progress has been made in raising employment rates for older workers, workforce participation at older
ages continues to appear artificially low. By supporting further rises in employment across older ages,
this should help to boost economic output across the region. But how much of a boost can be delivered
by harnessing the power of older workers and how might population ageing more broadly affect
economic output? To these critical issues we now turn.
III See Sinclair et al (2013) Working Longer: An EU Perspective, Report by ILC-UK for more details about participation rates amongst older workers.
IV We have used Eurostat for numbers employed aged 50+ and for total economic output (real). We have then estimated activity per person employed and multiplied this figure by the
number of people in work aged 50+. We therefore assume that workforce productivity remains the same with age which, as Chapter 3 will show, is a reasonable assumption.
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Why do we care about economic growth?
Throughout this report we discuss the effects of changes in the labour force participation of
older workers on economic growth. Growth is often seen as the economic and political Holy
Grail, but what are the actual benefits of high rates of economic growth?
Poverty
Sustained economic growth helps raise the incomes of the poorest in a society
with research showing that an economy’s overall rate of growth is mirrored in
the income growth of the poorest 40% of the population.2
Unemployment
Higher levels of economic growth lead to lower levels of unemployment.
Unemployment is considered bad, not only because it represents the waste of
an economic resource, but also because of the ill effects of unemployment on
the individuals concerned. In the short term unemployment has been shown to
damage mental health, with the unemployed displaying ‘symptoms of distress,
depression, [and] anxiety’3, as well as low self-esteem. In the longer term
unemployment can lead to a loss of skills and erodes human capital.
Public Debt and Fiscal Sustainability
As discussed in Chapter 1, many European governments have high levels of
public debt. Even with austerity measures, economic growth will be essential
in helping governments to pay this debt off. Rising incomes would also help
households pay off the high levels of private debt still in existence around
Europe.
Society as a whole
Maintained economic growth delivers a steady rise in living standards. In
developing countries the benefits of this are clear; lower absolute poverty,
better nutrition and health, and improvements to infrastructure and education.
In the advanced economies of the Eurozone, societies have already enjoyed
these developments. However, continuing rises in living standards would
still provide benefits. In his paper, ‘The Moral Consequences of Economic
Growth’, Benjamin Freidman argues that economic growth ‘more often
than not fosters greater opportunity, tolerances of diversity, social mobility,
commitment to fairness and dedications to democracy.’4 He also states that
‘when living standards stagnate or decline, most societies make little if any
progress towards any of these goals, and in all too many instances they plainly
retrogress.’
Every generation compares itself to the generations before, and it is immensely
disheartening for a population to feel that their living standards are stagnating,
or even falling behind that of their forebears. Economic growth is therefore
essential for maintaining social cohesion and a positive public discourse.
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2:How might an ageing population affect
economic activity?
Key Points

•

As the average age of the population increases, the relative size of the core working population
(those aged 15-64) decreases. This decrease in the labour supply is likely to have a negative effect
on economic output.

•

Older people are less likely to be in employment due to ill-health, caring responsibilities and
incentives to retire early.

•

The evidence is mixed on what happens to individual workers’ productivity as they age. Some
studies highlight age related declines in cognitive ability, while others find that older workers are just
as productive as their younger counterparts, if not more so.

•

Ageing has implications for rates of saving, innovation and investment in an economy, with some
authors arguing we may see a ‘second demographic dividend’.

Population ageing and economic growth: the evidence
Population ageing has implications for both absolute economic output and income per capita through
a number of channels. First, it will affect labour supply via changes in labour force participation rates
due to illness and or retirement. Second, it will affect the productivity of individual workers as they
grow older and third, it will affect the efficiency and productivity of the economy as a whole. We briefly
discuss each in turn.

Labour Supply
As the average age of the population increases, the relative size of the core working population (those
aged 15-64) decreases. ‘The working age cohort produces the lion’s share of a country’s economic
output. When that share is smaller and there are relatively more people (young or old) who are
economically dependent on working age groups, a country’s output per capita may grow more slowly
or even decrease’5.
The problem may be exacerbated by individuals choosing to take early retirement, which further
reduces the pool of workers. Although in a number of European countries, the age of entitlement to a
State pension is around 65, the average age of exit from the labour force is below this. The literature
explores a variety of reasons for low levels of labour force participation rates among older people.
Health
A number of studies show that ill health is a prime reason for labour force exit among early retirees.
Bound et al (1999) show that it is ‘not just poor health’ per se which explains retirement choices,
but ‘declines in health’6. Using the British Household Panel Survey, Disney et al (2006) also show
that it is changes in health status which matter, concluding that ‘adverse shocks to individual health
stocks predict individual retirement behaviour’7. These findings imply that developments in health
and healthcare will have substantial role to play in determining the economic effects of our ageing
population.
Employment flexibility
Using a data set on workers over 50 across 11 EU countries, Robroek et al (2012) found that between
2004 and 2005 22% left the workforce8. Over half of those that left of the workforce took early retirement
while close to 1/5 became unemployed. 9% of those leaving the workforce took a disability pension.
Unsurprisingly, of those taking a disability pension, most cited ill health as their reason for exiting the

Rising from the ashes The role of older workers in driving Eurozone recovery 						

15

labour force. However ill health was not associated with those taking voluntary early retirement, with
such people more likely to cite a lack of job control as an important factor in their decision.
Older workers often choose to take early retirement because their employer doesn’t offer flexible
working hours or other workplace changes that would facilitate longer working lives. Reduced, or more
flexible working hours, and support for transitional employment has been highlighted as one way to
improve older workers participation rates9.
Incentives
OECD research in the early 2000s showed that incentives to retire early were embedded in public
pension and social transfer schemes across continental Europe10. In fact they estimated the
employment rate amongst older age groups could be increased by 15 percentage points. However,
since 2007 there have been changes to pensions and retirement legislation as well as employment laws
across Europe in a bid to reduce these incentives.
Informal work
However, simply being absent from the formal labour market does not mean that older people are no
longer contributing to economic output. Many retirees care for their grandchildren, thereby allowing
their parents to work. With regards to the UK, Grandparents Plus estimate that 1.6 million children
received informal childcare from their grandparents in 2010/1111. Although such care is estimated to be
worth £7.3 billion, it is not formally included in statistics on GDP. Retirees may take part in other activities
in the shadow economy, such as domestic help for employed relatives or work that is paid cash in hand.
Therefore merely looking at the number of older people dropping out of the formal workforce will not
accurately show the impact of ageing on economic output and living standards.
The participation rates of older workers may rise
Research by Kluge et al (2014) predicts that the participation rates amongst older age groups are likely
to increase in coming years, thereby mitigating the fall in labour supply due to population ageing. They
cite evidence that the share of the German population over 50 with a tertiary degree is likely to increase
in the coming years, from 21% in 2008 to 34% by 205312. Since those with higher levels of educational
attainment are more likely to remain in the labour force as they age, the authors forecast that the fall
in the German labour force as a result of population ageing will be 10 percentage points lower than if
education levels were to remain constant.

Productivity
As older workers make up a growing proportion of the workforce, the productivity levels of workers
as they age are an important determinant of economic output. Economic output depends on the
number of workers employed. However, the productivity of those workers is also of huge importance
for determining output. The effect of ageing on both an individual’s productivity and economy wide
productivity is of huge significance for determining living standards.
Individual Productivity and age
The literature addressing the effect of age on an individuals’ productivity is large and conflicting,
with some arguing that older workers are actually more productive than younger workers and others
pointing out declines in cognitive ability.
Age is no barrier to productivity
With age comes experience. If workers’ wages accurately reflect the value they add, then the fact
that older workers tend to earn more implies they are actually more productive than their younger
counterparts13. Paul and Townsend (1993) state: ‘research indicates that workers aged sixty-five to
seventy-five generally perform as well as younger workers when jobs do not require heavy physical
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labour. Most of the ‘handicaps’ of older workers are social, conventional and imaginary’14. A number of
studies confirm this assertion.
In Austria, Mahlberg et al. (2013) find that firms with a greater share of workers under 30 years of age
have, ceteris paribus, lower levels of productivity. However, firms with a greater share of workers over
50 do not exhibit lower productivity15.
Using an employer-employee dataset spread over 22 years, Cardoso et al (2011) find that while ‘at
younger ages, wages increase in line with productivity gains…as prime-age approaches, wage
increases lag behind productivity gains’16. They use this to argue that older workers are indeed worthy
of their higher rates of pay.
Lallemand and Rycx (2009) point out that ‘during the last decade the demand for interactive skills on
the US labour market (i.e. abilities which do not generally vary with age) has increased more than the
demand for problem-solving and mathematical abilities (i.e. skills that are supposed to be declining
with age)’. Thus the average level of productivity among older people should have improved in
response to this, so long as they as they are in appropriate jobs.
While older workers can be less productive, if they are managed effectively this doesn’t have to be
the case. Using panel data on German organisations between 1997 and 2005, Zwick and Göbel
(2013) show that human resource policies can make a significant difference. They ‘find that the relative
productivity contributions of older workers are significantly higher in establishments that provide either
specific equipment of work places or age-specific jobs for old workers.’17 In addition they find that the
productivity of all workers is higher ‘in establishments that apply mixed-age working teams’.
Worker productivity falls with age
In a review of 19 selection procedures, Schmidt and Hunter (1998) found that tests of general cognitive
ability were the best predictor for the productivity and learning abilities of workers18. While some
cognitive abilities, such as vocabulary19, remain constant throughout life, others have been shown to
decline with age. Based on psychometric tests, Schwartzman et al (1987) show that reasoning and
speed decline throughout adulthood20, thereby implying older workers are likely to be less productive.
Lovasz and Rigo (2013) use Hungarian data from 1986 to 2008 to show that older workers suffer from
skills obsolescence, with employees in foreign owned companies and employees with the highest
skill levels being worst affected21. Older workers experience becomes much less useful when it is
concentrated in an area which is no longer relevant.
Lallemand and Rycx (2009) use matched employer-employee data sets in Belgium firms to show that
‘young workers are significantly more productive than older workers’22. Unsurprisingly their results hold
more strongly in firms with high levels of ICT usage. Therefore as older workers gain computer literacy
we might expect their difference in productivity to narrow. Indeed, Lallemand and Rycx show that ‘age
structure effects on productivity…have decreased substantially over time’.
As workers’ overall health is likely to decline with age we might expect their productivity to decline as a
result. According to the Office for National Statistics, in the UK in 2013 1.2% of hours were lost due to
sickness among workers age 16-24. For those aged 25 to 34 the figure was 1.5%. Among those age
50-64 however, 2.8% of hours were lost to sickness23. Furthermore, research in the USA indicates that
older workers ‘sustain more severe injuries’ in the workplace and that they ‘require more days away
from work to recover’24.

Economy-wide productivity and output
Population ageing has implications for economy-wide productivity and output through channels that
extend beyond the productivity levels of individual workers as they age.
Innovation and management
Feyrer (2007) finds that the impact of ageing on the productivity of the entire economy is greater than
the impact on the wage of an individual. He shows that ‘a five percentage point shift from the thirty
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year age group to the forty year age group… over a 10 year period…would add approximately 1.6
percentage points to output growth in each year.’25 However, he calculates that while this same shift
implies ‘a 16% increase in per worker output’ it would only increase wages by at most 2%.
He argues that the societal gain from population ageing is greater than the private gain, through wages,
due to two externality channels; innovation and management.
First, Feyrer cites evidence that inventiveness is associated with age. For example, that the median
age of a new patent holder in the US remained stable at 48 between 1975 and 1995, despite a large
change in the median age of the population in the same period. He then explains that ‘if a country has
an age structure which increases the likelihood of Google being invented, productivity will be higher for
all workers.’ Yet, ‘only a very small fraction of these productivity gains will be captured by the original
inventors’ of Google. Hence economy-wide productivity can substantially increase without wages
rising.
Second, he notes that managers need experience, and often social seniority, to manage effectively.
This means that managers are often drawn from older cohorts. He argues that as the relative size of
older cohorts expands through population ageing, the pool of talent from which management can be
drawn also expands, thereby improving the quality of managers and thus aggregate productivity.
Savings and investment
A 2007 report entitled ‘The Relationship Between Demographic Change and Economic Growth in the
EU’ forecasts a negative effect on growth rates in per capita incomes as a result of a rising proportion
of older people in European populations. This is a result of a dwindling ratio of producers to consumers
as a greater proportion of the population retires26.
These results were based on the assumption that individuals’ behaviour did not change in light of
population ageing. However it seems likely that governments will change their policies and people
will adapt their choices in response to demographic changes. Mason (2005) proposes that advanced
economies may experience a ‘second demographic dividend’ as their baby boom generations
age. He argues that awareness of increases in life expectancy will lead to higher levels of saving, in
preparation for longer periods of retirement, and that this will increase the wealth to output ratio. As a
result, economies will see increases in investment and productivity, capital deepening and increased
rates of economic growth27. Nevertheless, such changes are not guaranteed and are likely to be policy
dependent.
Education
Prettner et al (2013) argue that ‘the effect of falling fertility on effective labor supply can be offset by
associated behavioral changes’28. Using ‘panel data for 118 countries over the period 1980 to 2005’
they show that ‘higher education and health investments…are able to compensate for declining
fertility under certain circumstances’. Thus, through human capital investments, nations may be able
to increase workers’ productivity to offset the potentially negative effects on economic output of
population ageing.
The literature reviewed in this chapter shows that ageing need not necessarily mean a decline
in workforce productivity. However it does highlight that an ageing population is likely to see the
proportion of its population in employment fall. This could have a substantial effect on economic
output. Just how substantial this effect is will depend on how the participation rates amongst older
age groups change over time. In the next section, we try to quantify this effect based on a number of
different scenarios for future workforce participation.
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3:The importance of older workers to the
Eurozone
Key points

•

For many Eurozone countries, the economic implications of population ageing are not just
threatening their long-run prosperity but are highly relevant for the short to medium term too. Take
Spain and Germany for example – if they do not raise workforce participation rates, we estimate that
total employment could fall by nearly 10% over the next decade.

•

Encouraging greater participation in the workforce for the over 50s can therefore make a substantial
difference to prosperity across the region. In this chapter, we build scenarios to demonstrate the
impact that older workers can have on GDP per person.

•

Our projections show that by 2050, higher participation rates amongst the over 50s could deliver
12.6% more economic output per person than if participation rates stagnate. And over the entire
period, we project the annual growth rate in output per person to be just 1% if participation rates by
age do not rise, compared to 1.3% if a greater proportion of the over 50s stay in the labour market.

•

We estimate that raising participation at older ages delivers a greater economic boost for the
region’s periphery countries than it does for core countries. Relative to our base case, we project
GDP per person to be 18.3% higher in the periphery by 2050 if workforce participation rates rise, by
comparison to 8.7% higher in the core.

•

While raising labour force participation at older ages can help to boost economic output, Eurozone
countries will struggle to deliver the rates of per person growth they were used to in the 1980s
and 1990s. With reference to Spain and France, we argue that in the absence of any substantial
advances in the development and application of technology, many Eurozone countries may have to
get used to lower rates of economic growth and stagnating levels of prosperity.

This report has outlined some of the underlying social and economic challenges facing the Eurozone
and discussed the relationship between population ageing and economic growth based on an analysis
of past literature and evidence. It is now time to join the dots and ask – how might economic output
change across the Eurozone over the coming decades as its population gets older, and to what extent
can raising workforce participation rates at older ages help mitigate demographic headwinds.
Understanding what the future of the Eurozone might look like in two years is challenging enough –
especially given the current level of uncertainty about if and when economic recovery will take hold,
and the associated issues regarding its long-run sustainability as a monetary union. In addition,
there are uncertainties regarding the future path of population change across constituent countries,
what a “normal” rate of productivity growth might look like over the long-term and how labour force
participation rates by age might change. None of these issues are trivial and we can only make rough
guesses for each, rather than firm predictions.
Approach
In respond to these challenges, we construct a number of scenarios about future long-run economic
output across the Eurozone based on plausible assumptions. These scenarios seek to identify the
extent to which improving participation at older ages could support higher levels of economic output
– they are not an explicit forecast of the future. We have favoured simplicity and transparency over
complexity when building these scenarios and take the following approach to modelling each of the
different elements underpinning our long-run projections:
1. Future population structure: We use Eurostat and UN Population Projections to estimate the future
age structure and population of the EurozoneV.
V Numbers are obtained via the OECD’s statistical databases. Population projections are central variants from Eurostat or UN.
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2. Workforce productivity growth: We assume that the productivity of the workforce rises in line with
the long-run developed country average of around 1.5% per annumVI.
3. Labour force participation: The participation of older workers is the only element of the
projections that we modify to create the different scenarios. We treat participation at older age
ranges in three different ways:
Scenario 1. No change: We assume all age-related employment rates remain as they were in
2013.
Scenario 2. 65+ catch up with Sweden: We assume that recent progress in raising the
labour force participation rates for the over 65s continues until catch-up with Sweden’s high
participation rate is achieved.
Scenario 3. 50+ catch-up with Sweden: The final scenario assumes that recent progress
in raising the labour force participation rates for the over 50s continues until catch-up with
Sweden’s high participation rate is achieved.
Why Sweden?
When modelling our scenarios, we have used Sweden as the benchmark for labour force participation
at older ages. Sweden has the highest labour force participation rates for older workers of anywhere
in the EU. 73.5% of people aged 50-64 in Sweden are employed by comparison to an EU average of
just 50.2%. Arguably, the higher employment rates for older workers in Sweden, is not simply the result
of factors that make working longer a financial necessity with people forced to work until they drop.
Rather, the success of Sweden appears to have hinged upon its ability to encourage life-long learning,
whereby adult learning and on the job training courses are encouraged which can help to keep older
workers productive. For these reasons we would argue that Sweden is a reasonable benchmark to
which other countries can aspire toVII. Note that we do not assume catch-up with Sweden’s current
participation rates for older people is immediate but a gradual process based on progress that the
Eurozone as a whole has been making regarding employment rates at older ages over the last decade.
Once employment rates catch up with those currently being experienced in Sweden we assume they
remain constant for the remainder of the projected period. This, we would argue, is a good basis for
modelling future labour force participation – neither overtly optimistic nor pessimistic - but the eventual
reality may, of course, be quite different.
Employment across the Eurozone will fall without older workers
As a consequence of population change, if there is no increase in labour force participation rates,
total employment in the Eurozone will fall from over 140 million in 2014, to 117 million by 2050. That is
equivalent to a 17% fall in employment over the next 36 years. There is a significant difference between
the core and the periphery in this regard, with total employment across the periphery projected to
fall further (by 20%) than it is across the core (13%)VIII. This would imply that while it is important for all
Eurozone countries to encourage higher labour force participation rates as well as to secure strong
growth in workforce productivity, achieving both of these will be particularly important for periphery
countries which are set to age faster. It is important to note that the fall in total employment is projected
to start immediately, with Eurozone employment projected to fall by 5.5% between 2014 and 2026. The
issue of a shrinking workforce is therefore not only relevant over the long-term but something that could
have a detrimental effect on economic output over the short to medium term as well.

VI This assumption is also used by Jackson et al (2013).
VII See Sinclair et al (2013) for more details about country specific profiles.
VIII We define core countries as Austria, Germany, France, Netherlands, Belgium and Luxembourg while periphery countries are all other Eurozone countries making up the 18 members.
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Percentage change in number employed according to "No change" scenario
Fig 10: Percentage change in number employed according to “No change” scenario
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The periphery’s challenges are compounded by low labour force participation rates. Across all ages,
the periphery has significantly lower employment rates than the core. While this report is particularly
interested in participation rates amongst older age groups, the Eurozone periphery suffers from
particularly low participation rates at younger ages too. For example, the employment rate for 1519 year olds is just 5.1% in the periphery versus 22.1% in the core, while for 20-24 year olds it is just
32.1% in the periphery versus 57.7% in the core (figures at 2013). A number of Eurozone countries are
suffering from cripplingly high levels of youth unemployment - more than half of people aged 15-24 in
Spain and Greece are currently unemployed. Needless to say, those who are unemploymed at younger
ages are more likely to be unemployed in future years29 as well as earn lower wages30. For these
reasons, the desperately high youth unemployment rates currently affecting some Eurozone countries,
may result in lower participation rates at older ages over the coming decades. The Eurozone should
not, therefore, just focus on raising employment prospects for the oldest but for all age groups.
Fig 11: Employment rates by age, Eurozone core and periphery
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What about individual countries?
While the Eurozone as a whole is projected to suffer a fall in employment if participation rates remain
constant, this differs by country. The chart below shows the cumulative change in employment across 8
Eurozone countries from 2014 to 2050. According to our estimates, by 2050, Spain could be employing
33% fewer people than it was in 2014. This is in great contrast to France, where total employment is
projected to flat-line over the next 40 years. While in the main, periphery countries are set to experience
more rapid falls in employment than core countries there are outliers. Germany for example, is ageing
rapidly and if it does not make further progress in encouraging older workers to stay in the labour force
could also experience a substantial fall in employment – our projections imply there could be 28%
fewer workers in 2050 than in 2014 (see chart for a full breakdown). For Spain, Germany and other
rapidly ageing nations set to experience a fall in total employment, this is not a just a challenge for
the distant future, but one which requires action today. Within the space of 10 years, assuming there
is no change in employment rates by age, Spain’s workforce will have fallen by more than 10% and
Germany’s by more than 9%.
Cumulative change in employment accross Eurozone countries (2014-2050)*
Fig 12: Cumulative change in employment accross Eurozone countries (2014-2050)*
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Impact of older workers on growth across the Eurozone
To assess the possible economic impact of improving the employment prospects of older age groups,
we calculate the difference between the “no change” scenario - where age-related employment rates
remain constant - and the two alternative scenarios where we assume that employment rates amongst
older age groups increase. To make the results simple to understand we focus on GDP per person –
that is the amount of goods and services produced per person in an economy. There is another reason
for focusing on GDP per person rather than overall output – it is a better measure of prosperity within a
country because it accounts for the total population of a country.
Results of the three scenarios
Across the Eurozone as a whole, the impact of a gradual increase in the participation rates at older
ages is substantial. In the most pessimistic scenario – where labour force participation rates by age
remain the same as they are today up to 2050, GDP per person grows by just 1% per annum. This in
contrast to the most optimistic scenario, where labour force participation for the over 50s catches up
with Sweden. In this scenario, GDP per person grows by 1.3% per annum over the period. This means
that by 2050, output per person is 12.6% or €4,680 per person more than if employment rates by age
remain as they were in 2013. As the chart below shows, small changes in the employment rate amongst
older age groups compounded over a long period of time, make a significant difference to overall levels
of output per person by the end of the projected period.
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It is worth noting the central role that workforce productivity plays in generating this picture of longrun output. If, for example, we assume that the productivity of labour rises in line with the average
since 1999 – the point at which monetary union began – then output across all three scenarios would
be significantly lowerIX. In our most pessimistic, “No change” scenario, output per person does not
grow at all from 2014 until 2050. This means that the Eurozone would not return to its peak 2007 level
of GDP per person over the projected period. Even in our most optimistic scenario for labour force
participation, growth would average just 0.3% per annum. Growth in the employment rates of older
people would therefore help to reduce the extent of economic stagnation across the region, but would
not be able to prevent it altogether, without being accompanied by a rise in the productivity of the
Eurozone’s workers. Even under our most aggressive scenario for future workforce participation, this
remains the case.

Future scenarios for future Eurozone economic output

Fig 14: Future scenarios
for future0.5%
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IX Average annual growth in output per worker since 1999 is approximately 0.5%. Eurostat and author’s calculations.
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The core and the periphery
While many countries across the Eurozone face significant challenges as a result of population change,
some face starker challenges than others. For those countries that are ageing faster it will be even
more important to improve participation rates at older ages. To illustrate this point, we narrow down
our focus to two groups of countries – the “core” and the “periphery”. To model future output for these
sets of countries, we use the same assumptions regarding long-run productivity growth as well as
future population and age structure. We also develop the same three scenarios regarding labour force
participation rates for older age groups.
Results of the three scenarios
Under the “no change” scenario, there is a significant difference between the core and the periphery
in terms of annual economic growth per person over the projected period. The core is projected to
grow by 1.1% per annum, while the periphery is projected to grow by just 0.8%. However, under the
alternative scenarios, which assume a higher proportion of older people in the labour market, the
difference between the results of the core and the periphery are narrower (see the table below for a
breakdown of results).
Fig 15: Average annual growth rate in GDP per capita 2014-2050 (%)
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While the differences in projected economic growth rates are similar for core and periphery countries,
raising participation at older ages boosts projected output to a far greater extent for the periphery than
it does for the core. Under the scenario where labour force participation amongst the over 50s catches
up with Sweden, GDP per person is 18.3% higher in the periphery in the year 2050 than it would be
if there was no increase in labour force participation. By comparison, across the Eurozone’s core,
output per person is just 8.7% higher. The core is also likely to experience far less benefit from raising
participation amongst the over 65s, projected to achieve a 2% boost in GDP per person, by comparison
to a 10.3% boost for the periphery.
The Eurozone periphery reaps more benefit by raising participation at older ages for two reasons.
First, the periphery currently has lower employment rates at older ages so has more catching up to do
relative to Sweden’s high participation rate which provides a boost to economic output. Second, the
periphery is growing older faster than the core, meaning that raising participation rates at older ages
has a larger effect overall effect on output.
Uplift in GDP per person from different scenarios by 2050
Percent uplift in GDP relative to "no change" scenario

Fig 16: Uplift in GDP per person from different scenarios by 2050
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Polar opposites: France and Spain
Earlier in this chapter, we discussed the different possible trajectories
for employment across the Eurozone and its constituent countries.
In particular, we singled out France and Spain as being polar
opposites with Spain set for a rapid and substantial fall in total
employment due to its falling working age population while
employment in France is expected to flat-line. Both countries
face substantial economic challenges in the short to medium term.
Spain was particularly exposed to the financial crisis with a number
of its banks having to be bailed out and has since experienced soaring youth unemployment
and rapidly rising government debt as a proportion of its GDP. France was relatively more
insulated from the financial crisis, but, like other “core” Eurozone countries, has fallen back into
recession – in part, dragged down by the weak demand environment across the rest of the
region. Reversing the current economic predicaments facing both of these countries will be
challenging and is likely to be exacerbated by demographic forces. According to projections
stemming from our “no change” scenario, GDP per person could grow by just 0.7% per annum
in Spain by comparison to just 1.2% in France during the period 2014 to 2050.
As with the wider results regarding the “core” and the “periphery”, raising workforce
participation rates in Spain makes a greater difference to GDP per person because Spain’s
working age population is expected to shrink faster and because of its lower workforce
participation rates. In our most optimistic scenario, where both countries make progress in
raising the participation rates of the over 50s, GDP per person rises to 1.2% per annum over
the projected period in Spain and to 1.5% in France.

How do figures for Spain and France compare to the historical trend?
Average annual growth in output per person is projected to be below that of the long-term trend
rate of per capita growthX. This is particularly evident with regard to Spain though it is also relevant
for France. We estimate that for Spain to return to its pre-crisis rate of per capita growth, it would
require a substantial increase in the productivity of its workforce to around 2.7% per annum up to
2050. While such an acceleration of workforce productivity is not out of the question especially given
uncertainties about what the development and application of new technologies might bring over the
coming decades, it is certainly well out of sync with its historic trend rate of productivity growth (1.2%
per annum between 1980 and 2013).XI We estimate that for France to return to its pre-crisis rate of per
capita growth, workforce productivity would have to increase to 1.7% per annum which is also higher
than its historic trend rate of productivity growth (1.3% per annum between 1980 and 2013). In other
words, unless innovation delivers substantial upside surprises, both core and periphery countries are
going to have to get used to lower rates of economic growth and stagnating levels of prosperity even if
they are successful in encouraging a greater proportion of older people to work longer.

X We use Eurostat and IMF data to estimate average annualised per capita growth for France and Spain during the years 1980-2013.
XI We, use Eurostat and IMF data to estimate average annualised growth in workforce productivity during the years 1980-2013.
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Economic growth rates accross various scenarios (actual and projected)

Fig 17: Economic growth rates accross various scenarios (actual and projected)
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In summary, our analysis suggests that the Eurozone can benefit from harnessing the productive
potential of older workers. In our optimistic scenarios, we only envisage modest growth in labour
force participation, but even this results in a significant boost to economic output across the region.
The simple message here then is that older workers can make a material difference to the economic
wellbeing of the Eurozone, but there is an important caveat. Unless there is a significant rise in the
productivity of the Eurozone’s workforce, the Eurozone is likely to suffer from long-run stagnation even
if it does harness the potential of older age groups. Investing in the skills and training necessary as well
as capitalising on the development of new technologies will also be critical for the Eurozone to drive
growth over the long term by raising workforce productivity.

26				

Rising from the ashes The role of older workers in driving Eurozone recovery

4:Why do people in some countries work
longer than in others?
Key Points

•

In this chapter, we explore the reasons why different countries are more successful at securing
longer working lives than others.

•

Past evidence looking into the reasons why older workers leave the labour market, split possible
reasons into two categories. “Pull” factors are financial incentives which pull people out of the
workforce and include public and private pensions. “Push” factors are shocks that unexpectedly
push people out of the workforce – such as sudden ill health or redundancy.

•

In our high-level analysis of OECD countries, we find a strong association between poverty rates
and working longer – with higher poverty rates linked to higher workforce participation. On a related
theme we also find that lower replacement rates are associated with higher workforce participation
at older ages too.

•

But avoidance of financial ruin and poverty are not the only factors keeping people in work. Our
findings suggest that health and education are also important – those countries whose older
populations are in better health or who are better educated are also more likely to work longer.

•

Policy responses must not therefore be limited to reducing social security benefits or raising State
Pension ages in order to stimulate longer working lives. They must also invest in the future health
and skills base of their older populations. Otherwise we will have an army of people aged 50+ who
want to work to avoid poverty but are unable to because they are too ill or because of mismatches
between jobs and skills.

Past evidence explaining labour market exit
A number of theoretical perspectives have been developed to explain the timing of retirement and
economic inactivity among older people. Most prominent of these, is a debate over pull and push
factors.
Pull factors can be thought of as economic incentives in the form of public or private pensions or
implicit taxes on work, which make labour market exit an attractive option as older workers weigh
the costs and benefits between staying in work to earn money and leaving to enjoy leisure time in
retirement.31
Much of the decline in employment rates of older workers that began in the 1970s has been attributed
to this perspective, as a number of countries started providing early retirement schemes – either
explicitly or as de facto early retirement via disability, with generally high benefit levels.32 Unemployment
benefits can also create a bridge to retirement, especially when the benefit outweighs perceived
potential gains by re-entering the labour market.33
On the other hand, push factors are constraints that limit the demand for labour. Some of these are
driven by firms, whose personnel policy will affect retention, training, and dismissal of older workers.34
The degree to which technology is integral to production will also impact the age structure of the
workforce35.
Ill health and informal care responsibilities can also constrain older people’s ability to stay in work.36
Moreover, previous evidence suggests that much of the economic inactivity among older people
is involuntary, driven by disabilities or redundancies.37 In this regard, older people are forced out of
the labour market due to a lack of viable alternatives, rather than having made a decision based on
favourable financial incentives.38
There are other arguments that go beyond this duality of push and pull factors. Collective bargaining
arrangements can also influence early exit decisions.39 The relations between government, employers,
and trade unions continuously shape policy related to labour markets and social benefits. These
partnership arrangements direct the reactions to the other push and pull factors, given the constraints
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and opportunities they establish. This occurs not only at the national level, but also at a firm level
between management, workers, and their representatives.
Clearly all older workers are different with different socioeconomic backgrounds. People in different
socioeconomic positions may therefore experience a different set of factors that impact the labour
market opportunities available to them.40 For example, only healthy workers with a job (or clear
opportunity to get one) have the option to stay in work, while only people with sufficient financial
circumstances can afford to retire early. As social class affects health, job characteristics, and the risk
of job loss, it also plays a role in framing labour market exit among older workers.
There is also an important gender dimension to labour market exit. The intersection of gender, class,
and age is an important component for employment in later life.41 As women have historically had more
fragmented work histories than men, sometimes driven by a history of informal caring for children and
then parents, this could impact savings, pension accrual, and consequently retirement opportunities.42
These different strands explaining labour market exit among older workers demonstrates the
complexity in understanding labour market engagement in later life. Retirement is often considered a
choice or decision that people make but exits from the labour market among older workers are often
involuntary, as workers are pushed out by the onset of poor health or disability, or by specific measures
taken by employers to shed workers.
The factors determining longer working lives: Cross-country evidence
We use OECD data to assess the statistical association between different factors on the labour force
participation of older workers across a number of countries. The OECD collects cross-country data
on many of the factors likely to be relevant in explaining cross-country variation. This includes data on
employment rates for the over 65s, self-rated health, the prevalence of care giving, level of educational
attainment, the level of pensioner poverty and the extent to which, on average, incomes in retirement
replace pre-retirement income.
Health warning
Before we discuss the results, two quick, but important caveats are worth noting. First, the analysis
that follows is cross sectional – in other words it only looks at one point in time where the latest data
is available. For this reason the sample size is small and results may be affected by outliers and
specific conditions related to the year in question. Second, due to the small sample sizes we make no
allowances for the influence of other factors. It may be the case then that the relationships we describe
are actually the result of factors that have not been accounted for. Omitted variable bias as it is called,
can lead to spurious results and incorrect conclusions. We would still argue however, that the analysis
that follows provides us with additional knowledge about the likely direction of relationships between
a number of key explanatory factors and labour market participation at older ages across various
countries.
Eurozone results
…working longer as a financial necessity
According to our analysis the two factors that have the strongest association with 65+ employment
rates across OECD countries are pensioner poverty and the extent to which people are able to
replace their pre-retirement incomes after they have retired. More specifically, we find, that the higher
the poverty rate, the greater the employment rate of the over 65s and, separately, that the higher the
replacement rate, the lower the employment rate of the over 65s (see charts). In other words, the
charts imply that those countries with a higher proportion of people working beyond 65 are doing so
out of financial necessity – unable to rely on private savings or social security to support their income
needs in later life, they decide to continue working.
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Association between poverty and working longer accross OECD countries
Fig 18: Association between poverty and working longer accross OECD countries
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...having the health and skills to work longer
There are, however, a number of countries that do not fit this trend. Norway and Sweden for example,
have low poverty rates and high replacement rates, yet both still have high employment rates at older
ages. In this regard, good health and education are key additional factors that help to support longer
working lives irrespective of the level of replacement income in retirement. While our analysis implies
that these additional factors do not have such a strong association with working longer across all OECD
countries, we still find associations at the European level. Our results suggest that those countries
whose older populations are in better health, or whose older populations are more educated are likely
to experience higher 65+ employment rates.
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Association between self-rated health and working longer accross
Fig 20: Association between self-ratedEuropean
health andcountries
working longer accross European countries
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between level of female education and working longer accross European countries
Fig 21:Association
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…informal care provision
As part of our analysis we also looked at the provision of informal adult social care - in other words the
provision of care by a friend or family member rather than via a paid professional. Within the literature,
this is seen to be a significant barrier preventing people from working longer and typically affects
women more than men as women are more likely to be caregivers. OECD data on caring is somewhat
more limited than that regarding the other factors of interest, so we have had to restrict our analysis
to 16 European countries. Nevertheless, the results show a statistical association (albeit a relatively
limited one in this case) between care giving and employment amongst the over 65s. It implies that,
on average, the higher the proportion of people providing informal care, the lower the employment
rate of people over 65. Though it must be noted that this association appears to be the weakest of the
relationships we looked at using the OECD data. In truth, we think that the relationship between care
and working longer is likely to be much stronger across a larger dataset and where other factors are
controlled for, but this still gives an indication of the negative impact that care can have on the labour
market for older people.
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In summary, these findings provide support for the notion that people leave the labour force at older
ages due to a mixture of push and pull factors. In particular, it has revealed the power that financial
incentives play. People in countries where the replacement rate is higher and where poverty rates are
lower are likely to leave the workforce earlier. In this regard, staying on in work is about the financial
imperative - where private savings and social security fails to deliver adequate income in retirement,
individuals are likely to stay in the workforce, health permitting. But avoidance of financial ruin and
poverty are not the only factors keeping people in work. Our findings suggest that health and education
are also important – those countries whose older populations are in better health or who are better
educated are also more likely to work longer. These factors appear to be particularly relevant with
regard to the high employment rates experienced across Nordic countries. For individuals in these
countries, working longer is likely to be less about avoiding poverty and more about making the most
of their working years – possibly to maximise lifetime income and possibly because they actually enjoy
work. Evidence from a recent ILC-UK report found that, with regard to the UK at least, working after
State Pension age was strongly linked to whether or not someone enjoyed their job and less about the
financial incentive to continue working43.
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5:Conclusion
Harnessing the power of older workers must be a critical component of any long-term strategy
to rejuvenate economic growth across the Eurozone. Our analysis shows that raising labour force
participation rates amongst older age groups could make a significant difference to rates of economic
growth over the next 40 years. Supporting longer working lives is therefore not only a necessary
measure to help stem the tide of long-run economic stagnation that an ageing population implies,
but also form part of a package of measures to fully utilise the productive potential of the Eurozone’s
workforce.
There is cross-country evidence to show that pensioner poverty can drive up labour force participation
at older ages as working longer is a financial necessity. But skills and health are also associated with
longer working lives and are particularly important in explaining the positon of Nordic countries which
have some of the highest participation rates at older ages and lowest pensioner poverty rates of any
OECD country. Policy responses must not therefore be limited to reducing social security benefits or
raising State Pension ages in order to stimulate longer working lives but also invest in the future health
and skills base of their older populations.
While the Eurozone’s current economic predicament is clearly at the forefront of policymaker’s minds,
they should not lose sight of the medium to long-term strategic challenges facing the Eurozone. As
part of any programme of structural reform, there should be a focus on how to maximise the productive
potential of the Eurozone’s workforce over the long-term. This means investment in skills and training at
all ages, the development and utilisation of new technologies and, critically in the context of this report,
the encouragement of greater workforce participation amongst the over 50s. The findings of this paper
are clear. If these measures are not taken, many Eurozone countries are likely to stutter on for years to
come.
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