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Is demographic aging a problem as such? 

When one searches for a “solution” there has to be a problem first. Increasing longevity 

is hardly regarded as a “problem”, but rather, is viewed as a benign development: we all 

want a long life spent in good health. However, as more and more people actually reach 

a very high age the share of people older than sixty is on the rise. That is what happens 

all over and constitutes one part of a “double aging” process which characterizes the 

ongoing changes in the size and the structure of populations. The second part of this 

process stems from declining fertility rates. This latter development implies a 

decreasing share of children and adolescents and, successively, a shrinking working-age 

population which supports both the young and the old generation through gainful work. 

Table 1 shows historical and forecasted dependency ratios for Germany. They 

should not be very much different from figures in most other European countries. In 

1910, the combined youth and old-age ratio amounted to 106.7, i.e. per 100 people aged 

20 to 59 there were 106.7 people outside this age range who, to simplify matters, we 

assume as not gainfully employed. The most recent figure (2008) is 80.5 and, due to the 

“double aging” process, in 2030 it will have increased to 115.1, somewhat exceeding 

the 1910 total dependency ratio. Whereas in 1910 the share of the young population 

contributed most to that ratio, in 2030 it will predominantly be the elderly who have to 

be supported by the working-age generation. Will that be a “problem”? Compared to 

1910, Germany was a much wealthier country in 2008 and in the year 2030, most likely, 

the economic output will have risen again. Thus, it should be much easier to “feed” the 

unproductive young and old parts of the population in 2030 than in 2008, not to mention 

the situation in 1910. Moreover, we are quite willing to share our income with our 

children and other non-employed family members in a solidary fashion so that they 

partake in our standard of living. This was not different in the past when, due to meagre 

public pensions in 1910, elderly parents lived in the households of their adult children 

more often and benefited from their material support. 

 

— Table 1 about here — 

 

What has changed, however, is that nowadays the elderly mainly live on much 

higher public pensions which enable them to maintain there own household after 

retirement. These pensions are financed out of mandatory contributions (or taxes). In 

view of the rising old-age dependency ratio — in Germany it will almost duplicate 

between 2008 and 2050 —, the burden put on smaller working-age cohorts will increase 
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as well, and it is argued that mandatory redistribution between the economically active 

and the “unproductive” elderly will grow to limits (if not reached already). Therefore, 

public pension systems are said to be unsustainable if not reformed, and efforts of 

varying vigour have been taken in all EU countries already. If ever higher contributions 

(or taxes) are no viable solution two alternatives remain: lower pension benefits and a 

more favourable worker/pensioner ratio. The scope of the first policy option is limited 

meanwhile: (further) cutting back on the pension level would push many elderly into 

poverty and, moreover, jeopardize a main achievement of public pension systems which 

is the mitigation of inter-generational conflict: Sufficiently high pensions facilitate 

“intimacy at a distance” when elderly parents are financially independent and, thus, 

cater for relaxed family relations as well as for a lively exchange of private inter-

generational transfers, even if the elderly keep up their own household.
1
 

Hence, the second alternative turns into the focus. A more favourable 

contributor/pensioner ratio can be brought about by increasing the employment rate of 

people who are at employable age what was usually assumed as between 15 and 65. 

Reducing the number of unemployed, earlier entry into the labour market after 

schooling and training as well as more women spending more years in paid work would 

enlarge the numerator in the worker/pensioner ratio. When fewer people would draw a 

pension before reaching age 65 and more would continue working beyond that age, both 

the denominator and the numerator changes, leading to a more favourable support ratio 

and, as a consequence, contained public pension expenditure. 

In the following, I will present some arguments why prolonging working lives is 

an appropriate and inevitable solution for coping with increasing longevity. However, it 

will be shown that this strategy encounters various problems and that it needs more than 

pension policy (reform) to make a higher retirement age a viable coping strategy. 

Declining mortality means in implicit expansion of public pension schemes 

When increasing longevity is framed as a problem for public pension schemes (private 

pensions are affected as well, however), one usually takes into account the average time 

span old-age pensions are drawn. Such a perspective on only the retirees loses sight of 

declining mortality rates during working life. Table 2 shows that 46.1 percent of male 

U.S. Americans born in 1875 would have paid their contributions to Social Security (the 

U.S. public pension scheme introduced in 1935) in vain if it had existed already when 

                                                           
1
 Martin Kohli, „Private and Public Transfers between Generations: Linking the Family and the State‟, 

European Societies 1 (1999), No. 1, 81-104; Sara Arber & Claudine Attias-Donfut (eds.), The Myth of 

Generational Conflict: The Family and State in Ageing Societies, London: Routledge, 2000. 
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they turned 21. They had died before reaching retirement age and, possibly, only their 

survivors would have benefited. This has changed dramatically for cohorts born 1965 

and later: more than 80 percent will survive at least until becoming entitled to an old-

age pension. Among female Americans the chances to survive until age 65 are even 

better. About 90 percent can expect to get something in return for their contributions. 

These changes mean that in the past pension financing was less difficult and allowed for 

a lower contribution rate. The worker/pensioner ratio was more “favourable” because 

fewer contributors could eventually enjoy retirement, not only in the USA but also in 

Europe. 

 

— Table 2 about here — 

 

Nowadays, the main financing problem stems from declining mortality of the 

recipients of public pensions because the overwhelming gains in life expectancy are 

attained after reaching age 60.
2
 In the U.S. for both males and females the remaining life 

expectancy at age 65 will increase by more than 50 percent (when comparing the birth 

cohorts 1875 and 1985). This is not much different in other OECD countries if one 

looks at life expectancy after reaching “pensionable age” which is the age at which 

people can draw full benefits without any deductions. Between 2010 and 2050 it will 

further increase for both men and women in almost all member countries even though 

already legislated changes in normal retirement age are taken into account.
3
 

Thus, rebalancing the ratio between years spent in employment and those in 

retirement is a “quasi-natural” response to declining mortality. It counters the implicit 

expansion of the scheme that occurs even without providing more generous benefits. 

The OECD and the EU Commission share the proposition that prolonging working life 

is a most important remedy against rising pension expenditure. The OECD devoted its 

latest report Pensions at a Glance 2011 to the retirement age issue, and extending 

working life is also given prominence in the EU Green Paper on pensions.
4
 It is said 

                                                           
2
 European Commission, Demography Report 2010: Older, more numerous and diverse Europeans, 

Luxembourg: Publications Office of the European Union, 2011, pp. 36-7. 
3
 OECD, Pensions at a Glance 2011: Retirement-Income Systems in OECD and G20 Countries, Paris: 

OECD, 2011, pp. 20, 27-33. 
4
 European Commission, Green Paper towards Adequate, Sustainable and Safe European Pension 

Systems, COM 2010(365) final, Brussels, 2010. — Quite similar are the arguments in an OECD 

Background Document (OECD Ministerial Meeting on Social Policy, Paris, 2-3 May 2011, Session 3: 

“Paying for the Past, Providing for the Future: Intergenerational Solidarity”): „Many pension reforms will 

result in large cuts in benefit levels at a given retirement age. … This might risk a resurgence of old-age 

poverty in the future. This risk is also heightened by the growth in earnings inequality in OECD countries, 

which feeds through into greater inequality in retirement incomes‟ (p. 12). „Confidence in private 
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there that, in general, pension reforms aiming at financial sustainability have reached 

their limits. Further retrenchments would endanger the adequacy of benefits (and, I 

would add, also the schemes‟ legitimacy if future pensioners get too little in return for 

their contributions). Moreover, compensating lower replacement rates through private, 

funded supplementary pension pillars lost much appeal after the financial crisis of 

2008/09. Hence, the EU Commission places main emphasis on “working more and 

longer” as the central instrument for containing pension expenditure growth. 

The advantages are obvious. There is a triple dividend of later retirement: (a) 

older workers continue contributing to the country‟s economic output and social 

security schemes (which is important in view of a shrinking workforce due to ever 

smaller birth cohorts entering the labour market); (b) workers earn higher entitlements 

to public and private pensions; (c) they receive retirement benefits for a shorter period 

— concretely: for a less extended period. Moreover, deferred retirement is an important 

component of active aging policies as older workers remain integrated in a central 

sphere of work-based societies from which they may gain self-esteem, social contacts, 

income and further rewards. 

Pension reform policies will not suffice to raise effective retirement age 

The main argument I want to put forward is that pension policy alone will not suffice to 

markedly lift the effective retirement age and to prolong working life. It needs 

complementary measures in other than the pension policy domain and better 

coordinated policies.
5
 

What are the parameters of public pension schemes that can be changed in order 

to modify the retirement behaviour of (older) workers and employers‟ labour utilization 

strategies, eventually resulting in a higher actual retirement age? Some or all of the 

conceivable policy changes have been (or will become) implemented in a number of EU 

countries. One way to reduce the gap between normal (statutory) retirement age and 

average exit age from the labour market is to close pathways into retirement that do not 

start with regular old-age pensions right away after terminating employment. Among 

others, this may include the abolition of special early retirement schemes (e.g. 

abandoning an “unemployment pipeline” arranged for older workers) or lifting the 

earliest retirement age. Furthermore, normal retirement age can be increased, either for 

                                                                                                                                                                          
pensions of both policy-makers and the public has suffered as a result of the financial and economic 

crisis‟ (p. 14). 
5
 See also Miriam Hartlapp & Günther Schmid, „Labour Market Policy for “Active Ageing” in Europe: 

Expanding the Options for Retirement Transitions‟, Journal of Social Policy 37 (2008), No. 3, 409-431. 
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women only when it is still lower than for men or for both sexes. In Middle and East 

European countries, present reform efforts are mainly directed at attaining a pensionable 

age of 65 years. In contrast, due to legislative changes it will rise beyond the 65-years 

threshold over the next decades in the UK, Denmark, Germany, Ireland, Spain, 

Netherlands and, outside Europe, in the USA and Australia. Linking future normal 

retirement (“pensionable”) age to further progress in life expectancy, like it will happen 

in Denmark, is a variant which takes future changes out of the focus of recurrent 

political struggles. 

Economists constantly recommend removing the distortions that emanate from 

the pension system and induce older workers to withdraw from the labour market as 

early as possible. A reduction of the so called “implicit tax” on prolonging working life 

can be brought about by a closer contribution-benefit link and actuarially fair deductions 

in case of premature retirement and corresponding increments when the receipt of the 

pension is deferred. Thus, strengthened economic incentives are expected to minimize 

the “pull effects” exerted by the pension scheme. A further measure to defer full 

retirement can be partial pensions to be combined continued employment on a part-time 

basis after reaching a certain age. Finally, a tightened access to disability benefits may 

reduce the overall duration of pension receipt. The percentage of disability benefit 

recipients among the population aged 20 to 64 varies widely within Europe. For 

example, in 2000 the rate was 12 percent in Hungary, 11 percent in Sweden (2007), but 

less than 5 percent in Austria and Germany the same year.
6
 Restricting access to pure 

medical reasons and regularly granting disability pensions only for a certain period, 

after which they have to be renewed can possibly lead to an increased average age of 

exit from the labour market. 

The abolition of early retirement options, the legislation of a higher normal 

retirement age, strengthening economic incentives for prolonged working lives and 

further measures mentioned afore will not automatically ensure the attainment of the 

aspired objectives. There are more preconditions to be fulfilled and, still, there are 

various adversities which might impede a higher effective retirement age. 

(1) When older workers are expected to stay on in employment for more years, 

the volume of labour supply will increase. Thus, a high overall employment level is 

required that improves the absorbing capacity of the labour market for older workers. In 

the past, however, it was exactly the slack labour market that induced policy-makers to 

introduce or expand early retirement options and to relax the conditions for receiving a 

                                                           
6
 OECD, Sickness, Disability and Work, Background Paper, High-Level Forum, Stockholm, 14-15 May 

2009, Paris 2009, p. 14. 
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disability pension. These measures caused the decline of employment rates in the upper 

age brackets after about the mid-1970s in Western Europe and after 1990 in Middle and 

Eastern European countries. By this means a higher level of open unemployment was 

prevented, but whether it actually improved the employment chances of young workers 

remains disputable.
7
 The early retirement trend has reversed after about the millennium. 

In all four countries included in Table 3 the employment rates went up, but still vary 

considerably. The increase during the 2000s in Germany and also in Hungary is quite 

impressive, and the Swedish figures show that it is possible to further enhance 

employment in the upper age brackets from an already high level. However, it remains 

undetermined to what extent this upward development was caused by a stronger 

demand for labour in view of economic prosperity lasting until 2008, and what was the 

result of pension reforms meant to deter older workers from retiring as early as before. 

In future, their employment chances should develop positively as smaller birth cohorts 

will enter the labour market, hence, mitigating the “push effects” that in the past 

emanated from firms‟ human resource strategies towards older workers (see below). 

 

— Table 3 about here — 

 

(2) The objective of an increasing retirement age can only be attained if the 

employability of (older) workers is sustained. Developing and perpetuating the 

motivation for and actual participation in further training and retraining is thus one 

indispensable element for preventing an early decline of functional capacities. “Lifelong 

learning” and “permanent education” are catchwords often used by policy-makers, but 

hardly met in reality in a number of European countries. If one takes the percentage of 

employees participating in education or training during the previous 12 months as an 

indicator, Switzerland and the Nordic countries do best, whereas Germany, the 

Netherlands, Poland and Hungary lag far behind. Everywhere, the share of employees 

aged 25 to 49 participating in those activities is higher than among the 50 to 64 old ones 

but, again, the difference is much smaller in Switzerland and the Nordic countries.
8
 

Furthermore, improved safety and health at work may contribute to employability, as 

can be expected from greater emphasis on rehabilitation. It is also for this reason why in 

Austria and Germany a lower percentage of people of employable age are inactive due 

to disability. Finally, age-appropriate workplaces can help improving the chances of 

older workers to stay on in employment for more years. 

                                                           
7
 OECD, Pensions at a Glance 2011, pp. 76-8. 

8
 OECD, Pensions at a Glance 2011, p. 75. 
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(3) Nevertheless, the ability to work declines with age. However, it happens in 

an occupationally differentiated way. In the stylized Figure 1 it is assumed that all (non-

handicapped) people at age 15 are able to work. At age 65 a considerable percentage 

can no longer perform gainful employment. They have worked as bricklayers, 

steelworkers or in other in physically demanding jobs, whereas most academics, 

lawyers or artists can easily work until age 70 or beyond. This distribution also shows 

up in varying employment rates of the elderly population (55 to 64 years and 65+) if 

broken down by educational level. On average, the high-skilled one finds in physically 

demanding jobs less often retire later. Thus, simply raising normal retirement age from 

65 to 67 or 70 would squeeze out additional workers who cannot persevere in their job 

up to that age. They would become (long-term) unemployed, be granted a disability 

pension or have to draw a permanently reduced old-age pension. In any case, their 

income security will be impaired. A higher retirement would be less a problem if the 

“work ability curve” shifted to the right (dotted line) and not more workers than before 

had to exit prematurely (indicated by the smiley). 

 

— Figure 1 about here — 

 

There are some good reasons to expect such a shift. The ongoing change in the 

occupational structure goes along with a higher educational level and means fewer 

physically demanding jobs in the future (although numerous jobs of “brain-workers” are 

irksome on other accounts). Moreover, every successive cohort arriving at retirement 

age shows an improved health status. Otherwise the significant increases in life 

expectancy at age 65 would hardly be possible. Nevertheless, solutions have to be found 

for those workers whose jobs do not allow for employment up to the presently valid 

normal retirement age, let alone one that will be raised by two or more years. It would 

be difficult, however, to make special arrangements for certain occupations. In the past, 

a lower normal retirement age applied to miners (and, for public safety reasons, to 

firemen, military personnel, sea pilots etc.), but who else should be entitled? Starting 

with one certain occupational group would most likely provoke a series of more or less 

justified “me too” demands from others. I have no workable solution at hand, but want 

to point to a related inequity problem: Actuarially fair pensions, varying according to 

the age they are claimed for the first time, are not socially fair. Repeatedly, it has been 

shown that workers who have to leave the labour market prematurely and/or living on 
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low retirement benefits (due to previously low earnings) die earlier than their 

counterparts and receive their pensions for a shorter period of time.
9
 

(4) Despite the continuing increase in life expectancy, prolonging working life is 

the least liked pension reform alternative. Numerous surveys results have shown that 

increasing retirement age by whatever policy change is still extremely unpopular.
 10

 

Massive protests sprang up wherever governments have put this issue on the reform 

agenda (e.g. in Austria, France or Poland). Independent of age, the majority of the 

public wants to retain a low exit age (even earlier than the presently valid normal 

retirement age), but (realistically) expects to retire after the preferred age. Why is this 

so? The preferences should be influenced by the early retirement culture that has 

established over the last decades and which is as difficult to reverse as squeezing the 

toothpaste back into the tube. Moreover, increasing longevity is statistically provable 

but not individually tangible. The additional years the average member of successive 

birth cohorts are going to “gain” cannot be experienced beforehand and, therefore, one 

is on the safe side if not retiring later than one‟s predecessors, i.e. relatives, friends or 

neighbours who are already enjoying their pensions. Attempts to somehow change the 

(mis-)perceptions about increasing longevity are probably pointless. 

What then could be done to make later retirement more acceptable? Very often, 

employment is not “competitive” relative to other activities (travel/leisure, family, civic 

engagement etc.) one wants to start or expand during work-free retirement. If 

employment was made more financially and intrinsically rewarding and, as a 

consequence, job satisfaction increases, fewer workers would seek escape as early as 

possible. „Indeed, the quality of work is a key element in retaining older workers in 

employment.‟
11

 Beside attempts to “humanize work” regardless of age, measures 

enhancing the attractiveness of employment would include age-adequate working time 

arrangements and, again, age-appropriate jobs that are tailored to the functional 

capacities of the individual worker. Moreover, “active aging” is not simply working 

beyond presently valid thresholds for pension eligibility. It is mainly about flexible 

choices. In that respect, individual control over the transition into retirement (the point 

in time, full retirement or combining part-time work with partial pensions etc.) is 

                                                           
9
 See e.g. Steuerle & Bakija, pp. 115-9; see also European Commission, Demography Report 2010, pp. 

40-1. 
10

 Karl Hinrichs & Paula Aleksandrovicz, „Reforming European Pension Systems for Active Ageing‟, 

International Social Science Journal 190 (2008), 585-599; TNS Opinion & Social, European Social 

Reality, Special Eurobarometer 273 / Wave 66.3, Brussels 2007; Monitoring the Social Impact of the 

Crisis: Public Perceptions in the European Union, Flash Eurobarometer 289 / Wave 4, Brussels 2010. 
11

 European Commission, Employment in Europe 2007, Luxembourg: Office for Official Publications of 

the European Communities, 2007, p. 98. 
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important for well-being and happiness after retirement, but also for work satisfaction 

during the last years of employment before finally exiting the labour market. 

(5) The eye of a needle for an extended working life are employers’ recruitment 

and dismissal strategies. In the past, ageism and (statistical) discrimination of older 

workers have often colluded with employees‟ preferences for an early exit, and 

politicians have provided financially attractive outlets for premature inactivity before 

normal retirement age was reached. Prejudices about the declining capacities of older 

workers may die hard, but the changed institutional framework with regard to (early) 

retirement will definitely alter employers‟ human resource strategies when older 

workers are no longer embracing an early exit because of financial disadvantages (lower 

pensions) connected to it, but rather, want to (or: have to) stay on until a higher age. 

Additionally, “push effects” should be weakened due to an increasing lack of qualified 

workers that emanates from smaller cohorts entering the labour market. Investing in the 

skills of older workers at employers‟ cost becomes more attractive when the pay-off 

period is prolonged. 

(6) Finally, both family and education policy can contribute to a prolonged 

working life. Extended provision of social services for people with care obligations 

helps to reconcile parenthood and employment as well as later in life when frail elderly 

have to be looked after. A more continuous participation in the labour market not only 

improves pension entitlements, it also develops a stronger foothold in professional life 

that reduces the risk of being squeezed out prematurely or that a strong preference for 

early exit is built up. In EU countries where the employment rate of women is high 

during child-rearing age (between 25 and 40), it is also high in the upper age brackets 

and vice versa. 

Prolonging working life can also happen at the “other end” through earlier entry 

into the labour market and recurrent education. Although in a number of EU countries 

unemployment among young and qualified people below age 25 or 30 is still extremely 

high, earning a degree that qualifies for a job already at an earlier age is a promising 

strategy included in the so called “Bologna process”. If successful an earlier job entry 

also relieves the parents from financially supporting their children and frees resources 

for (additional) retirement provision. 

 

Taken together, a higher effective retirement age is indispensable, but it requires better 

concerted policy packages to make it happen. Even if brought underway, a number of 

adjustment screws remain which cannot easily be turned into the right direction. 
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Adapting retirement age to increasing longevity continues to be a cumbersome political 

and societal process. 
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Table 1: Dependency ratios for Germany, selected years 1910 to 2050 (forecasts 

2030 and 2050) 

 

Year Population 

(million) 

Youth dependency 

ratio (< 20 years) 

Old-age dependency 

ratio (≥ 60 years) 

Total 

dependency ratio 

1910 64.9 90.4 16.3 106.7 

1950 69.3 56.5 26.8 83.3 

1990 79.1 37.7 35.1 72.8 

2008 82.0 34.4 46.1 80.5 

2030 77.4 36.0 79.2 115.1 

2050 69.4 34.8 90.7 133.2 

 
From: Deutscher Bundestag, Erster Altenbericht der Bundesregierung, BT-Drucksache 
12/5897, Bonn 1993, p. 257; Statistisches Bundesamt (Hrsg.), Bevölkerung 
Deutschlands bis 2060. 12. koordinierte Bevölkerungsvorausrechnung, Wiesbaden: 
destatis, 2009, p. 39. 
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Table 2: Historical and projected improvements in life expectancy, United States 

 

Year cohort turns 65 Percentage of population 

surviving from age 21 to 65 

Average remaining life 

expectancy at age 65 (years) 

 Male Female Male Female 

1940 (born: 1875) 53.9 60.6 12.7 14.7 

1980 (born: 1915) 67.8 80.9 14.7 18.8 

2000 (born: 1935) 76.0 85.5 17.2 19.8 

2030 (born: 1965) 80.4 88.8 19.5 21.7 

2050 (born: 1985) 82.7 90.0 20.7 23.0 

 
From: C. Eugene Steuerle & Jon M. Bakija, Retooling Social Security for the 21

st
 

Century, Washington, D.C.: The Urban Institute Press, 1994: p. 41; updated figures 
from the U.S. Census Bureau. 
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Table 3: Employment rates, selected years 1995 to 2009 

 

 age 55 to 64 age 60 to 64 

Year FRA GER HUN SWE FRA GER HUN SWE 

1995 33.5 37.4 17.1 62.0 15.2 17.8   7.6 47.9 

2000 34.3 37.6 21.9 65.1 13.7 20.0   7.9 48.3 

2005 38.7 45.5 33.0 69.6 13.9 28.2 14.6 58.1 

2009 38.9 56.1 32.8 70.1 17.0 38.6 13.2 60.6 

 

Calculated from OECD employment database 
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Figure 1: Declining ability to work and normal retirement age 
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