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EFFECTS OF POPULATION CHANGES IN THE LABOUR MARKET: AN ANALYSIS OF SIXEUROPEAN COUNTRIES

1 Introduction: population and labour
market developments in Estonia,
Finland, Germany, Latvia, the
Netherlands and Sweden

Tallamaria Maunu — Heikki Rdisanen

Ministry of Economic Affairs and Employment of Finland

1.1 Background and motivation

This publication is a study of the effect of population changes on the labour
markets in six European countries: Estonia, Finland, Germany, Latvia, the
Netherlands, and Sweden. Researchers and analysts from Research Institutes,

the Public Employment Services and Unemployment Insurance Funds and the
Government met in Helsinki in May 2019 in the annual meeting of the International
Labour Market Forecasting Network. This publication is based on the presentations
and discussions in the meeting, which were later developed further for publication.

The study consists of this summarizing introduction and six country reports'. The
structure of each of the country reports is the same: first, they draw a general
picture of the state of the population and the labour market in the country. Second,

1 The country reports are produced by Margit Paulus and Teele Luhavee (Estonia), Liisa Larja (Finland),
Sabine Klinger and Johann Fuchs (Germany), Vita Skuja and Normunds Ozols (Latvia), Jeroen van den Berg
and Menno de Vries (the Netherlands) and Marcus Léwing and Petra Nyberg (Sweden).
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the changes in the population developments and their labour market outcomes
for coming years is under more detailed analysis, and finally, policy responses,

i.e. how to react to these changes is presented, as well. The usual approach of the
International Labour Market Forecasting Network is exchange of information and
discussion on background presumptions behind the short-term labour market
forecasts. In the 2019 meeting, however, besides this business as usual, our special
thematic approach was to concentrate on learning from other countries” situation
and policy responses towards the population challenges and especially the labour
market aspect of its effects.

It seems very much to be the case that all six European countries are struggling with
the same problems: the ageing population, fertility rates that do not solve the issue,
not-so-smooth immigration, rising statutory pensionable ages and yet, too many
people in unemployment or outside the labour market. Each country has naturally
its own context and specific situation in relation to the deepness of the issues, how
rapidly the workforce is ageing, what is the role of immigration in the country, how
fertility rates have developed, how large unemployment is or if there are any other
remarkable groups outside the labour market. Also the policy challenges do vary
depending on these issues. One important summary based on the country reports is
that all countries have identified same type of “moving elements’, i.e. affecting policy
responses to react to the situation. One of the most interesting issues is changes
taken already place or those planned in the statutory pensionable age. In Germany,
there is discussion on raising the age limit up to 70 years of age. This is relatively

far from the reality in some other countries. As many countries seem to use life-
time expectancy as one criterion in the pension systems, we can just think where

is at least the psychological limit (if not physical, functional or social) to raising

the minimum pensionable age and where people start to think that (and vote for)
cutting the future pension benefits is a more favourable solution? This is a matter,
that affects especially those young people entering the labour market, and usually,
pension issues are not those a young person first thinks in the beginning of his/her
working life. It may also be relatively easy for the decision-makers to raise the age
limits for the young people, as they themselves can leave the working life earlier. So,
it is possible that decision-making could be age- or cohort-biased and at least calls
for great responsibility from those making the decisions.

The effect of population changes on the labour market is remarkable in all countries
covered in this publication. The situations differ, however. In Estonia and Latvia,

12
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population is decreasing. In Sweden and Finland, on the other hand, population

is increasing only because of immigration. However, regional differences are big.

In Germany, the population reached an all-time high in the end of 2018. In the
Netherlands, immigration explains four fifths of the population growth. What is
common for all countries is that the share of working age population is expected to
decrease.

The definitions used of “working age” differ from country to country, but a smaller
share of people in working age means a heavier burden for the public finances.
Fewer people in the workforce will reduce the amount of taxes paid and may hinder
the provision of public services. On the other hand, the demand for healthcare and
care services will increase as the population ages. However, the demand for some
public services, such as daycare and schools, decreases as there are fewer children.
With a smaller number of children, it is increasingly hard to provide services cost-
effectively in the sparsely populated parts of a country.

Labour shortages are or are expected to become a problem in all countries covered
in this publication. In Estonia, 25 — 28 % of employers report that labour shortages
limit production. In Latvia, in some sectors a very large share of employees

is retiring in the near future. In Germany, companies are reducing separation
propensity and conducting anticipatory hires because of recruitment problems.

In Sweden, future labour demand cannot be filled with people born in Sweden -
immigration is needed. In Finland, recruitment problems rose to an all-time high in
2018 and are expected to rise still higher.

The countries are implementing different policy measures in order to respond to the
problem of the shrinking labour force. In Estonia, the number of the employed has
remained high, even though the number of people in working age has declined.
This is because of increasing activity rate, falling unemployment, and immigration.

In many countries, there are plans to increase the retirement age. The elderly are
already working more in many countries, such as in Latvia, where the activity

rate for the aged is increasing. In Germany, the participation rate for women has
increased and is expected to increase further. In Estonia, people with partial work
ability receive improved support to find a job that matches their skills and abilities.
In Finland and the Netherlands, for example, the retirement age will be linked to life
expectancy.

13
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All countries covered in this publication will need immigration in order to keep
employment sufficiently high. However, the countries are in very different starting
points. While countries such as Germany and Sweden have had high immigration
rates for a long time, net migration in Estonia turned positive only a couple of years
ago. In Latvia, net migration is still negative, although the trend is improving. Of
course immigration per se is not enough, but the key question is how well foreign-
born people establish themselves in the labour market. In Finland, population

is only increasing because of immigration, and in the Netherlands, four fifths of
population growth are explained by immigration.

Skills development and increasing the education level are important in countries
where the working age population is reducing. In Germany, there are hopes that
new technology will improve productivity. In Latvia, matching the skills for the
labour force and the needs of the employers is a concern. Finland has introduced
measures aiming at skills development and attracting foreign talent.

1.2 Comparisons across and within countries

Next, we do some preliminary comparison of the main population and labour
market phenomenon both between countries and within countries. This gives us a
picture where we are and where we are probably going to.

14
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Old-age dependency ratio, 65 and older / 15-64 year old population (Eurostat, Population &
Social Conditions)
Ratio
35,0
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MACROBOND

Figure 1. Old-age dependency ratio in 2000-2018

The ratio of population 65 years of age and older in relation to 15-64-year-old
population is experiencing a trendwise rise in all six countries. This development
is a outcome of two phenomena: first, the longer lives of people in our societies,
which is a remarkable achievement of the modern society. Second, lower fertility
rates and smaller younger age cohorts are the other side of the coin. The problem
lies in the changing age structure of societies, lack of workforce and taxpayers. The
old-age dependency ratio is especially worrying in Finland with a steeper rise and
already a higher level than other countries in the comparison. Germany has been
able to stabilize the developments in 2010s, and there is slight indication of the
similar kind of developments in Sweden quite recently, as well. Besides Finland,
Latvia, Estonia and the Netherlands seem to experience a rapid worsening of the
old-age dependency ratio.
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Total fertility rates (Source: Eurostat, Population & Social Conditions)
Percent
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Figure 2. Total fertility rates in 2000-2018

As the population renews itself with a fertility rate of 2.1 children per woman, we
can see that none of the countries has reached that level between 2000-2018.
Sweden has done best in this respect, but after 2010, the figure has decreased also
in Sweden. The steepest downward trend is found in Finland, which was on top of
these countries for some years in the first years of 2000s, but in now found at the
bottom. The levels are not so different between these six countries varying between
about 1.5 and 1.8, but the trends are indeed. Latvia seems to have a rising trend, as
does Germany.



EFFECTS OF POPULATION CHANGES IN THE LABOUR MARKET: AN ANALYSIS OF SIX EUROPEAN COUNTRIES

Crude Rate of Net Migration plus Statistical Adjustment (Eurostat, Population & Social Conditions)
Number
r1s
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Figure 3. Net migration in 2000-2018

Net migration (here counted as crude rate of net migration plus statistical
adjustment) gives us a picture of the total role of international mobility. Sweden
has managed to attract immigrants more than others. At the other end lies Latvia,
where many people left the country especially after the financial crisis. After that,
the net development is still negative, but approaching closer to zero level. All other
five countries have a positive migration balance, i.e. there are more immigrants than
emigrants. Here it is also vital, what kind of people do leave and enter the country
and how efficiently the newcomers get into work.
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Employment rate for persons from 15 to 64 years of age (Eurostat)
Percent
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Figure 4. Employment rates in 2000-2018

In societies where the working-age population becomes a scarce resource,
employment rates tend to rise. This has already happened in all six countries and

is probably likely to continue for the coming years, as well. The steepest rises in
employment rates can be observed in Estonia and Latvia with Estonia having
somewhat higher level than Latvia. Sweden, the Netherlands, Germany and Estonia
have higher employment rates than Finland and Latvia.
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Harmonized Unemployment Rates According to ILO Definition, 1 year moving averages
(Eurostat)
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Figure 5. Unemployment rates in 2000-2019

Harmonised unemployment rates based on ILO definition show that also here,
Latvia and Finland have gone really side by side in the last years. Latvia and

Estonia have succeeded in rapid and steep decrease of unemployment after 2010.
Germany and the Netherlands are doing best among these six countries in terms
of unemployment. The general trend is downward unemployment rates in all
countries during the last few years. This development is closely related to the rising
employment rate developments, as the unemployed are usually the first workforce
resources available to work.
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Real labour productivity per person, 2010=100, index (Eurostat, ESA 2010, Auxiliary Indicators)
Index
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Figure 6. Labour productivity in 2000-2018

Real labour productivity is also an important indicator. This index represents the
developments after 2010, where the index takes the level of 100 points. Latvia has
done better in this respect after 2010 than others, also Estonia has improved its
performance. The general picture is slight improvement of labour productivity.The
differences between developments and levels between Germany, the Netherlands,
Sweden and Finland are modest with Finland lagging somewhat behind.
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Table 1. State of the phenomena compared to other countries (inter-country comparison) in the
six countries during recent years

old-age dependency ratio

fertility rate - -- - + +/- ++

net migration + - + -- + ++

employment rate 15-64 +/- - + - ++ ++

unemployment rate 15-64 + -- ++ -- 44+ -

labour productivity + -- +/- ++ +/- +/-
“++"=best state observed, "- -“=worst state observed, “+/-"=average state observed

It is not fully clear, whether the aspects under consideration here are the most
relevant ones from the point of view of population and the labour market, but

at least they are relevant. It is noteworthy, that Finland is at the bottom end of
the state in five aspects out of six?, as Latvia in three out of six. The state of the
employment rate and the unemployment rate are equally worst among these six
countries in Finland and Latvia. The Netherlands and Sweden are found at the
other end of the state of affairs. Sweden has a relatively good situation among
these countries, as the old-age dependency ratio is on average level, but both the
fertility rate and net migration are the best among these six. For the Netherlands,
the dependency ratio is the best and migration is relatively good while fertility on
average level.

2 According to a recent Nordic comparison (Alatalo - Larja — Rdisanen 2019), Finland was usually the last
among the Nordics in employment rates for different groups, but did much better in the comparison of the
labour market institutions and performance.
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Table 2. Latest development compared to the previous trend in the country
(within country comparison) and latest common trend

EST LAT SWE common
develop-
ment
old-age dependency ratio - -- +/- - - +/- -
fertility rate +/- - + + _ _ )
net migration ++ +/- +/- + + + +
employment rate 15-64 ++ ++ + ++ ++ + ++
unemployment rate 15-64 + + + ++ ++ +
labour productivity + +/- +/- ++ +/- +/-
“++"=improved development, “- -“=deteriorated development, “+/-“ = unchanged development

Comparison can also be made within the country in question, namely, to observe,
whether the developments during the last few years differ from the previous years’
trend. This shows clearly some interesting outcomes. The employment rates and
unemployment rates have developed into positive direction in all countries in recent
years. Also, net migration and labour productivity have either improved or remained
at the previous trend in all countries. The old-age dependency ratio has not turned
into positive direction in any of the countries recently. It is also possible to identify
some common developments: the old-age dependency ratio is clearly worsening and
it could be interpreted that the fertility rate is also slightly dropping. All other aspects
are improving. Developments in fertility and net migration do have different timing
of the effects: fertility is a longer-term issue from population and labour market point
of view, as migration, depending on the type of it, may have even some short-term
effects in the labour market, but has most likely medium- to longer term effects.

1.3 Pensionable age limits

Raising the statutory minimum pensionable age is one factor that gives an
opportunity to boost labour supply. Also, incentives to continue working after that
age is part of the policy. The Estonian pension age limit is 63 years and 6 months
currently, but rises to 65 years of age by 2026. Life-time expectancy for 65-year-
old persons will be taken into account in the Estonian pensions system from 2021
on. The Finnish pension reform rises the statutory pensionable age from 63 to 65
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years in 2027 and for younger cohorts it is linked to the life-time expectancy of

the year 2030. There are also economic incentives to work longer. In Germany, the
statutory retirement age has risen stepwise and by the year 2029, it will reach 67
years. Also, there is discussion in Germany on the possible raise of the age limit up to
70 years of age. Flexible retirement arrangements are also being developed. In the
Latvian country report, there is only a minor statement on the pressure on pensions
spending. In the Latvian pension system, the statutory retirement age was raised

to 63 years and 3 months in 2018 and it will be further raised to 65 years in 2025
(OECD 2018, 16). In the Netherlands the official retirement age was 65 years up to
2012 and it has steadily increased to 66 years in 2018 and will continue to rise to 67
years in 2024. After that, the retirement age will be coupled with the life expectancy.
(see also OECD 2017). The Swedish pension system allows at the moment to get
public pension already at the age of 61 years, which will be raised to 64 years in
2026. Life expectancy is also part of the Swedish policy. As the pension systems

are complicated and interconnectd to other systems in the society, it is possible

to have a preliminary consideration of the policy changes based on statutory age
limit, only. It is a well-known fact that many people leave the labour market already
before the pensionable age. However, it seems to be the case that Germany and

the Netherlands have reacted to the population dynamics more in setting the age
limits in the pension systems at 67 years, higher than other countries at this stage. In
Estonia, Finland and Latvia, 65 years pensionable age is what has been decided. In
most countries, life-time expectancy is or will be part of the pension system.

1.4  Other policy responses

The country reports are not intended to be interpreted as fully systematic or
coverable reviews of the policy responses, however, it is interesting to list the
policy responses mentioned by the authors of each country report. As the pension
reforms has already been discussed, they are not listed here.

The Estonian country report mentions the workability reform, i.e. reform concerning
the disability benefit recipients. The intention is to activate the benefit recipients

by several means. Family-friendly policies are also discussed, especially parental
benefits and child allowance. It is noteworthy, that in Estonia, parental benefit
jointly with maternity benefit will retain the average monthly income of the parent
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up to 1.5 years compared to the situation before the child’s birth. Short-term
incentives to stay outside the labour market are really strong in this case. Migration
is also discussed in the country report, both from the point of view of attracting
emigrated Estonians to come back, and how to apply the immigration quota.

The Finnish country report mentions labour migration and special programmes,

like the TalentBoost, to attract skilled workforce. Still, many foreigners with higher
level degrees are in low-skilled jobs in Finland. New limits to special unemployment
benefit rules for the elderly is discussed, as well as abolishing of the activation
model, which intented to activate through setting benefit sanctions if the
unemployed job-seeker did not show specially defined activity like temporary jobs,
entrepreneurship or participation in ALMP programmes. Also the already terminated
basic income pilot test is mentioned, as family benefits, especially the care leave
benefit. Reforms in the education sector include Government proposal to extend
the compulsory school age from 16 to 18 years of age. Also, the competitiveness
pact is mentioned, which reduced labour costs by extending working hours without
compensation and shifting some employer contributions to employees.

The German country report names certain policy responses that are not mentioned
in other reports. Measures to enhance productivity like digitization and e-mobility
may help to mitigate the declining labour supply via higher productivity. Working
time arrangements by bringing e.g. the underemployed to increase their working
hours is also discussed. Skilled labour immigration aims to persons who have either
vocational or academic qualifications. More flexible entry into retirement is also
one policy response mentioned, the methods used are flexible working time and
shorter hours, which could help people to continue at work.

The policy challenges named in the Latvian country report include adult education,
internal labour mobility, smart migration and remigration plan and besides these,
establishing the Employment Board. The main problem is lack of qualified workforce.
Adult education helps to reduce labour market mismatches and the numbers in
adult education are increasing. Supporting construction of the rental housing aims
to provide high-quality housing for population with average income. This promotes
availability of labour in territories with higher economic activity and may also
provide support for returning emigrants. Improving the immigration process for the
Latvian employer is one specific issue mentioned. Remigration plan includes several
measures, e.g. providing information on job and life opportunities in Latvia. The
Employment Board coordinates inter-departmental labour market issues.
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The Dutch country report mentions ceased early retirement scheme besides other
pension reforms and discusses their effects in more detail. These reforms have
increased the labour supply by almost 700,000 persons between 2005 and 2018.

The Swedish country report identifies labour market integration of immigrants.
Immigration has for a long period of time had a positive contribution to Swedish
population growth. It is also mentioned that the supply of education will be
increased, especially is mentioned that a large part of the unemployed lack
education corresponding to upper secondary level. Asulym seeker immigration to
Sweden is restricted.

1.5 Outlook for the future of population and the labour
market

We take a look at the Eurostat one-year population scenarios for the six countries
for a 15-year period of 20213 to 2035. This is of course, only a relatively brief

period of time thinking of population changes, but shows the directions of the
developments relatively clearly. We select a baseline scenario and a second scenario
without migration. Interesting outcomes follow.

The baseline scenarios show a declining population trend for other countries,
except for the Netherlands and Sweden. Eliminating the migration effect, there is

a declining trend for all countries, however, for some years the scenarios for the
Netherlands show a growth trend before decline begins. Immigration has relatively
the largest population effects in Finland, the Netherlands and Sweden. The
numbers are naturally largest for Germany, where the scenarios show a 10 million
difference in the number of inhabitants for the year 2035 depending on migration.
For Latvia, where net migration is negative, the effect of migration is the opposite
compared to others.

3 This year was selected as a starting point because of the somewhat odd outcomes of the first years of
the scenarios in relation to the current population.
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Population projections for Estonia 2021-2035 (Eurostat, EUROPOP2018)
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Population projections for Germany 2021-2035 (Eurostat, EUROPOP2018)
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Population projections for the Netherlands 2021-2035 (Eurostat, EUROPOP2018)
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Population projections for Finland 2021-2035 (Eurostat, EUROPOP2018)
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Population projections for Sweden 2021-2035 (Eurostat, EUROPOP2018)
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