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The silver tsunami is almost
upon us
The growth in the Eurozone’s labour force is
ending, adding yet more challenges to
numerous economies
When we talk about whether the Eurozone economy is in a soft patch or the start
of a protracted downswing, it’s often overlooked that several structural
challenges are threatening to lower potential growth. Ageing is clearly one of
them. Focusing on developments of the labour force as opposed to overall
population growth shows the Eurozone workforce will hit retirement later than
some expect. But rest assured – it will hit it.
Just look around, the Eurozone is in the middle of the grey revolution. The demographic
change statisticians have been predicting for a long time, has already started. According
to Eurostat estimates, the working age population started to shrink in 2009 and these
estimates already take into account some continuing immigration over the next few
decades.
Not only does our analysis suggest the end of growth in the labour force will happen
soon, it also suggests a strong divide between Eurozone countries. If this scenario
materialises, Germany, Spain and Italy will have significantly more difficulty achieving
economic growth than, for example, France and the Netherlands, having to rely far more
on productivity growth. While robots are often feared, much of the Eurozone may be
wishing for their arrival sooner rather than later, though this will leave the European
Central Bank having to deal with significantly diverging economies from a labour market
perspective.
Thanks to higher participation rates and increases in retirement ages across all countries
of the Eurozone, the more severe impact on growth can be postponed for some time. In
fact, when focusing on labour force developments, instead of the total or working age
population, we find that the active population will only start to shrink in 2020 and the
process will be much more gradual than expected.
However, further cushioning of demographic change by higher participation rates will
become increasingly difficult. Over the past few years, participation rates in the 55-64
year-old age group have significantly increased, sometimes even doubled. Let’s also not
forget increasing participation ratios don’t fall out of the sky. They have been and will
continue to be the result of active labour market policies, investments, strong economic
growth and job creation.
Given the demographic changes will only start in 2020, the ECB could first be confronted
by inflationary pressures due to an even tighter labour market but face even lower

Carsten Brzeski
Chief Economist Germany, Austria
Frankfurt +49 69 27 222 64455
carsten.brzeski@ing-diba.de

(neutral) interest rates during and after the next recession. Even though expectations
about the peak of any rate hikes in the current recovery are already very low, ageing
could be the trigger to lower this peak further beyond the next rate cycle.
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Postponing retirement has masked weakening
demographics for years
Challenges stemming from
ageing populations have been

The challenges stemming from an ageing population have been on the European
agenda for more than 20 years. The 1994 European Summit was the first to flag the

on European agenda for more
than 20 years…

need to improve job opportunities for older workers. At the 2001 European Council in
Stockholm, a strategy to tackle the (financial) challenges of ageing was agreed that
included the reform of pensions. This has been put in place across the Continent and has
had a significant impact on labour market demographics over the past few years.

…but there is still unfinished

The roll out of this strategy, however, doesn’t mean the challenges have been dealt

business…

with; the Eurozone is in the middle of an ageing process and it won’t be much longer
before the ‘grey revolution’ finally unfolds. The working age population in the Eurozone,
defined as the age group between 15 and 64, peaked in 2009. The decline in this working
age group had been anticipated for a while, as the babyboom generation shifts to
retirement age. Since 2009, 1.2 million people have fallen out of the 15-64 age group in
the Eurozone.

In this piece, we refer to the total population within the 15-64 age group
as “working age population” and those that are employed and officially
unemployed as “active population” or “labour force”

….even though the active

However, so far, the active population hasn’t shrunk. In fact, despite going through the

population has not shrunk too
far…

biggest crisis of the post-war period, the number of labour market participants has
continued to increase in the Eurozone. Most of this growth has been driven by people
extending their working lives. The labour market reforms of the 2000s have masked the
demographic changes seen in recent years. The increase in pension ages and
disencouragement of early retirement across Europe has resulted in a much higher
participation of older generations.

Eurozone

Working age population
Source: Eurostat, ING Research
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…mainly due to higher

The main trigger to keep the active population growing has been an increase in

retirement ages

retirement ages across most Eurozone countries. The participation rate in the 55 to 69
age group increased significantly between 2000 and 2016, from 37% to 60%. At the
same time, the participation rate in the 15 to 24 age group declined. This trend has
altered the labour supply, making the market top-heavy. While in 2000 the largest
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group of workers was still the 35-40 year-old age category, the largest group this year is
likely to be the 50-55 year-old category.
The largest shift in participation rates took place in the 55-64 age group. For those aged

Participation rates in 55-64 age
group almost doubled…

55-59, just half were active in the labour market in 2000, while now it is around 75%. The
jump among the 60-64 year olds is also impressive, from 21% to 43%. Changes to labour
market regulation have been far from consistent across Eurozone countries, but growth
in participation rates has been remarkably synchronised. As Figure 3 shows, almost all of
the large Eurozone economies have seen participation rates among 55-64 year olds
increase, even in Spain and Italy where the global economic crisis caused
unemployment to soar. As older workers often work under indefinite contracts that
provide significant protection, many remained employed during the crisis.

…but momentum for further

The momentum behind increasing pension ages seems to have faded though and there

increases in retirement ages
seems to be fading

is clearly a limit to what can realistically be achieved here anyway. Indeed, several
governments have recently started to lower the retirement age for certain (admittedly
small) groups of the labour market. Despite successful short-term fixes to combat an
ageing workforce, the inevitable will happen at some point and the active population will
start to shrink.

Fig 3

Participation among 55-64 age group has increased
significantly over recent decades
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The end of Eurozone labour force growth is near
Focusing on active population
instead of total population
paints a somewhat more
positive picture….

According to Eurostat estimates, the Eurozone’s total population of 15-64 year olds
started to shrink in 2009. To get a sense of how long it will take for the active population
to start declining, we use the population projections by Eurostat and link them to the
International Labour Organisation (ILO) projections of labour market participation by age
category for the Eurozone and the larger Eurozone economies. The combination of
these two projections gives a more realistic idea of future labour force developments
than mere population forecasts as the shifting participation rates play such a crucial role
in past, current and future active population developments.

…but no reason for
complacency

The results show the shrinking trend will come, only a bit later. Even though participation
rates are set to continue to rise, the demographic projections show that the Eurozone
labour force is unlikely to continue to grow for much longer. The pace of increasing
retirement age is not keeping up with the number of people leaving the workforce.
According to the projections, the active population in the Eurozone starts a gradual
decline from 2020 onwards and will be 2.4% smaller in 2030 than it was in 2017.
Germany, the Eurozone’s largest labour market, will start to see a decline in active
population from 2021 onwards and Portugal, Italy and Spain will experience this even
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sooner.1 Countries with younger populations or stronger projected growth in
participation rates will not experience a decline before 2030, although the growth rate of
the active population will decrease over time. These countries include France, the
Netherlands, Belgium and Greece.
The active population in the Eurozone will start to
decline after 2020 according to these projections
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Even further increases in

If the recent growth in participation rates were to continue, particularly in the older age

participation rates…

groups, the results could be slightly different. Assuming continued growth in
participation rates in the 55-64 age group, with the 55-59 cohort reaching similar
participation rates as those seen in the 30-54 age group (85%), and the 60-64 age group
increasing from 45% to 65%, this would delay the turning point in Eurozone participation
until 2025.

…can only postpone but not

From all of the above, it seems a turnaround in the active population can only be

avoid the demographic
turnaround

postponed but not avoided. This is both good news and bad news; it would give
policymakers more time to tackle the challenges but this could lead to complacency. As
we have said, let’s not forget increasing participation rates don’t fall of out of the sky.
They have been and will continue to be the result of active labour market policies,
investments, strong economic growth and job creation. Postponing the turning point
would require a significant acceleration of participation rates in the 65 and older age
group.

Wider implications for the labour market
The phenomenon of ageing economies is often associated with lower GDP growth rates,
low interest rates and a preference for low inflation. However, during the transition
period, demographic change will have wider implications for the labour market. Already,
there is a shortage of qualified workers in several sectors and countries and this
demographic change will only make this problem more acute.
Finding the right people for the
right job will be one of the main

To tackle the problem of finding the right workers, employers and policymakers can
revert to only three options: (1) immigration; (2) automation and robots; or (3) higher

challenges

wages. With the third option, higher wages alone may not be enough to attract qualified
workers. Furthermore, higher wages could be a consequence of ageing.

1

This is mainly because of faster increases in participation rates in Germany in recent years on the back of strong
economic growth and migration. At the same time, future participation projections for the harder-hit Eurozone
economies could be influenced by people having dropped out of the labour force, hence underestimating actual
future rates.
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1) Can immigration close the gap?
Immigration is often mentioned as a possible solution to labour shortages arising from
ageing populations. While there is no doubt that importing labour can help mitigate the
problem, it is unable to fully resolve the issue. The projections by Eurostat already
include a significant amount of net migration until 2030, but to maintain the pace of
labour force growth seen in the period between 2000 and 2016, a substantially higher
number of participants would need to be added.
Simply to keep the labour force
constant until 2030, Eurozone
would need 4 million additional
labour market participants

Simply to keep the labour force constant, ING calculations suggest that the Eurozone
would already need about 3.9 million extra labour market participants and Germany
would need about 1.4 million. However, to maintain the average pace of labour force
growth seen in the current millennium, the Eurozone as a whole would need 20 million
extra labour market participants on top of what the European Commission is already
projecting. Germany would need around 5.1 million, while Spain and Italy would each
need around 4 million extra migrant workers by 2030. So while it could certainly
alleviate the burden, migration is unlikely to patch a slowdown or decline in the labour
force of most Eurozone economies.

Fig 7
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Automation – a blessing and a
curse at the same time?

Source: Eurostat, ING Research

2) Will automation negate the problem?
With the labour force set to shrink, it might actually be a relief that robots are coming.
Automation is expected to take the place of jobs worldwide over the coming decades,
and could counter the retirement of the baby boomer generation. However, it is not
certain that automation can replace the types of jobs made vacant by baby boomers
leaving the labour market. In a best-case scenario, automation solves the problem of
ageing but, in a worst-case scenario, automation simply enhances the mismatch in the
labour market. The jury is still out.

Too early to tell

There is little evidence to date of an overall negative impact from automation on the
Eurozone labour market. There are a few signs of decreasing employment growth in the
manufacturing industry and in services and also of polarisation of the labour market, ie,
highest employment growth in the highest and lowest skill segments of the labour
market but not in the middle group.
3) Will wage growth finally improve?
Whether wage growth is set to gain from the declining labour force is a big question.
While intuitively it makes sense that a declining labour force would lead to labour
shortages and therefore higher wage pressures, the jury is still out. Currently, the strong
cycle in the Eurozone with an increasing demand for skilled workers has shown just
5
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Is wage growth likely to

modest signs of higher wages. Upward pressure is likely to occur, although it might be

accelerate?

more subdued than in previous cycles, as is being seen in the US at the moment.
Looking beyond the economic cycle, wage growth in an ageing economy will suffer from
compositional effects of baby boomers (normally with high wages) retiring, subduing
the overall increase. Japan is a good example of this; wage growth has remained
subdued despite low levels of unemployment and a shrinking labour force.

Does it matter for the ECB?
More of structural nature…

In general, ageing could pose a new challenge for central banks. and bring about a more
modest economic outlook for the years ahead with unclear effects on wage growth,
which is something that is increasingly on the ECB’s radar.

…ageing could soon affect the
ECB’s monetary policy…

While the ECB is currently seeking any inflationary traces to finally have the full
legitimacy to stop quantitative easing (QE) and start normalising monetary policy, an
ageing workforce is adding a new unknown to the ECB’s inflation compass. In fact, it
adds several challenges for the ECB.
Barring any economic downturns, the coming decade will see a high number of workers
retiring, putting more pressure on an already strained labour force. This could insert
more upside pressure on wages and, consequently, inflation. At the same time, without
a strong pickup in productivity, the shrinking labour force will dampen economic growth,
hence putting downward pressure on (neutral) interest rates. Given the demographic
change is due start only in 2020, the ECB could first be confronted by inflationary
pressure due to an even tighter labour market but face even lower (neutral) interest
rates during and after the next recession. Even though expectations about the peak of
any rate hikes in the current recovery are already very low, ageing could be the trigger
to lower this peak even further looking beyond the next rate cycle.

The retirement cliff will come, only a bit later
…and become another source of
new Eurozone divergence

Not only does our analysis suggest that the end of growth in the labour force will
happen soon, it also suggests a strong divide between countries. If this scenario
materialises, Germany, Spain and Italy will have significantly more difficulty achieving
economic growth than, for example, France and the Netherlands, having to rely far
more on productivity growth. While robots are often feared, much of the Eurozone may
be wishing for their arrival sooner rather than later and the ECB will have to deal with
significantly diverging economies from a labour market perspective.

6

The silver tsunami is almost upon us

August 2018

Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of ING Bank NV (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group NV and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views,
forecasts, or estimates are solely those of the author(s), as of the date of the publication and are subject to change without
notice.
The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. The producing legal entity ING Bank
NV is authorised by the Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB)
and the Dutch Authority for the Financial Markets (AFM). ING Bank NV is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or communicated by ING Bank NV, London
Branch. ING Bank NV, London Branch is subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank NV,
London branch is registered in England (Registration number BR000341) at 8-10 Moorgate, London EC2 6DA.
For US Investors: Any person wishing to discuss this report or effect transactions in any security discussed herein should
contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and which has accepted
responsibility for the distribution of this report in the United States under applicable requirements.

7

