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The 27 member states of the European Union are facing, among other structural
challenges, a new reality of demographic changes to a dramatic degree. At present, a
much higher percentage of the population has a life expectancy exceeding 75-80 years
than 10 to 15 years ago, which is good news to most of us. The trouble starts when one

NQQMU CV VJG «IWTGU VQ *PF QWV VJCV VJG [QWPIGT RQRWN

population is stagnating, if not shrinking. The economic and social consequences are
enormous: most of the pension systems in Europe are still built on the basis that the

GEQPQOKE CEVKXG RQRWNCVKQP «PCPEGU VJG TGVKTGF RCT

public pension funds and taxes. This system has functioned well as long as the ratio of
working (and tax paying) population to retired people stood at a 2:1 level or close to it.
With the aforesaid demographic changes, this ratio has changed to an unfavourable
level, thus forcing the political systems in Europe to think about suitable measures to
adapt the economic and social needs to the demographic reality.

One possible way out of this situation could be to explore several alternatives to provide
incentives for the older workforce to remain economically active and to stay in employment

CU NQPI CU RQUUKDNG 6JGTGHQTG QPG JCU VQ *PF QWV «TL

stay longer in employment rather than prioritising early retirement. At the same time, it

KU WPCXQKFCDNG VQ «PF CP GORKTKECN RTQQH VJCV GORNC

employed as long as possible rather than making them redundant in order to provide
openings for younger employees and rationalise labour costs.

'"ORKTKECN UVWFKGU CPF UWTXG[U QH VIJKU MKPF CTG XGT[ J¢
JCTFGT VQ *PF KP EQWPVTKGU YKVJ C TGEGPV JKUVQT[ QH G

Croatia. Both countries have many similarities and yet provide a number of differences.
Though being characterised by a small size with a relatively small overall population and
being situated at the south eastern border of the EU, the case of Slovenia and Croatia
with regard to the effects of a dramatic demographic ageing could stand as an example
for other countries with a much larger size and a greater economic power.

In consequence, The Institute of Economics, Zagreb (EIZ) and Friedrich-Ebert-Stiftung

('5 4GIKQPCN 1H*EG <CITGD HQT %TQCVKC CPF 5NQXGPKC

research and publication project to explore the effects of demographic changes in the

VYQ EQWPVTKGU KP QTFGT VQ KPEWGPEG DQVJ GORNQ[GTU CP

in labour as long as possible.

The EIZ and FES decided not to limit the study to the description of the status quo but also
to formulate and promote policy recommendations which would enable policy-makers to
design necessary reforms. Therefore, the purpose of this study is to increase everyone’s

P

CYCTGPGUU QH VJG EJCPIKPI CIG RTQ*NG QH VJG NCDQWT HQT
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issues related to demographic certainties lying ahead and to start removing prejudices
about the elderly as potential employees.

In this study, a team of experts has analysed the basic demographic forces shaping future

NCDQWT OCTMGY FGXGNQROGPVU KFGPVKe.GF VJQUG
retirement decisions in the two countries and scrutinised employers’ willingness to retain
older workers. However, everyone should be well aware of the fact that there are many
related issues that remained almost untouched by our research, but deserve a further
investigation. Therefore, this research project could evolve in many directions, e.g.
to include the social situation of unemployed older persons and young retirees, older
persons’ preparedness to acquire skills and knowledge and their readiness to work
longer, but also topics like immigration expectations and immigration policy. Hopefully,
this book will provide an incentive for researchers to make new contributions in those
areas.

The aforementioned intentions led us to initiate the project presented in this book

GNGOGP)

CPF VIGTGHQTG VJG VGCO YCU HQEWUGF QP VJG XGT[ uwDU

methodology, literature, results and their presentation. However, this research is quite
unique by the way how it was performed, namely in a co-operation between Croatian and
Slovenian researchers. Collaboration between the two countries on studying economic
phenomena is still rare, but this experience shows that it can yield many useful and
pleasant synergies.

#ICKP VJG DQQM KU PQV OGCPV VQ DG QH KPVGTGUV GZENW
GEQPQOKEU UQEKQNQI[ *PCPEG QT FGOQITCRJKEU L QP VJG

written with two major purposes. First, it can serve as a valuable contribution to the EU-
wide discussion about the challenges of demographic ageing, elder workforce and the
reform of the pension systems. Second, it can be used as an inventory of proposals and
recommendations on how to cope with the necessary changes and reforms not only in
Croatia and Slovenia, but in the entire EU. Thus the book is written in English with the
aim to attract the interest of politicians and policy-makers, students, experts, employers
and employees as well as the interested public in Croatia and Slovenia, but also in the
EU countries.

5CPFTC *XCNLGM /IKTMQ *GORGN
Director Director
The Institute of Economics, Zagreb (EIZ) Friedrich-Ebert-Stiftung (FES)

for Croatia and Slovenia
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| Maja Vehovec

0OGY RGTURGEVKXGU QP GZVG
%IJCNNGPIGU HQT %TQCVKC C

+PVTQFWEVKQP

Technological progress, a better educated labour force and more developed institutions

LYG GZRGEV VJGO YKVJ EGTVCKPV[ UQ VIGTG CTG IQQF TGCU
future will bring prosperity and well-being. However, there is almost inevitable disturbing

factor that may hurt the growth prospects of many countries. The population is becoming

older and demographic projections indicate that this trend will only get worse with time.

In fact, the European Commission (2007: 53-123) points to the fact that all EU countries

will face a decline in the working-age population in the period 2005-2050, while 13

member states can expect a contraction of more than 20 percent. With the exception of

Italy, all these countries belong to the group of new member states. As a result of rapid

declines in fertility rate and an increasing life expectancy, the share of older workers

in the age range 55-64 in the EU countries is forecast to climb to 23 percent in 2025,

from 18 percent in 2006 (Eurostat, 2006). The labour supply will be negatively affected

D[ VIGUG FGOQITCRJKE VTGPFU 6JWU IQXGTPOGPVU OWUV -
a loss in the working-age population to prevent a further decline in economic growth.

There are basically two directions for the government strategy: one aims to improve

labour productivity and the other aims to increase workforce participation. This research

explores the possibilities for improvement in older workers’ participation rates, either by

increased retention in the labour force or the reintegration of those who have left the

labour market.

Developed countries like the USA, Australia, New Zealand, Canada as well as the
“old” members of the European Union (EU-15) have already recognised this problem.
Therefore, it is not surprising that a vast amount of literature deals with it. This literature is
continuously growing since the theme of ageing is of interest to sociologists, psychologists,
economists, gerontologists, just to mention the most interested scientists. In particular,
the consequences of ageing on the labour market and transition to retirement have been
discussed for more than a decade (Kohli et al., 1991; Johnson and Zimmerman, 1993;
Taylor and Walker, 1994; 1998; Naegele, 1999; Maltby et al., 2004; Taylor, 2004; Leeson,
2005; James, 2007).

Research results indicate that older workers will become a valuable and necessary part
of working population in ageing societies in the upcoming years (Gringart, 2003; OECD,
2006; Davey and Davies, 2006; Feinsod and Davenport, 2006; Taylor, 2008; VVodopivec
and Dolenc, 2008). Early exits from the labour market and the “early retirement culture”
were widely spread in the last century as a result of political decisions based on positive
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demographic trends following the Second World War. But with the reversal of this
demographic trend, it will become necessary to extend the working life of older workers.

*QYGXGT TGUGCTEJ *PFKPIU QP NCDQWT OCTMGY TGURQPUGU

OGODGT UVCVGU QT CEEGUUKQP EQWPVTKGU CTG UVKNN KPUWH-E
6JKU RTQLGEV CVVGORVU VQ EQPVTKDWVG VQ *NNKPI VJi

study of new perspectives on extending working lives in Croatia and Slovenia. A review

of studies on the consequences of ageing workforce on labour markets indicates that

QPN[ HGY TGUGCTEJGTU JCXG FGCNV YKVJ VJKU VQRKE KP %

CPF *Q+Ke $GLCMQXKe CPF 5NQXGPKC 5VCPQXP

1TC\GO 8QFQRKXGE CPF 9W 8QFQRKXGE CPF &QNGPE

This book raises some important questions. Is it possible to stay on the path of economic
growth while the elderly population is growing and the young population is shrinking? Is
there a reservoir of labour that might lessen the problem? How strong are the constraints
against older workers on the demand side of the labour market? Do workers have
adequate incentives to work longer? Do employers have adequate incentives to retain
them? How can the pension system contribute to increasing the activity rate of older
workers? What policy measures might be helpful? Do we need a single approach to
all countries or should policy responses to the ageing workforce differ according to the
URGEKe<E UKVWCVKQP KP GCEJ KPFKXKFWCN EQWPVTI!

As implied by the title of the book, it takes the standpoint that a solution can be found

in providing opportunities and incentives for older people to stay longer in the labour

force. It also explores the possibility of applying this solution in two small European

countries, Slovenia and Croatia. Thus the purpose of this book is to shed more light

QP FGOQITCRJKE EJCPIGU KP DQVJ EQWPVTKGU VJCV YKNN KF
regarding when and how to exit the labour market as well as employers’ behaviour towards

those workers. Activity rates will depend on both older workers’ willingness to remain in

the labour force and employers’ strategies to keep them in employment. An additional

pressure will be exerted on the government and public administration to provide a fair

CPF €GZKDNG KPUVKVWVKQPCN HTCOGYQTM HQT VTCPUKVKQP
versa. Older workers need to have a choice to either leave or remain in the labour force.

Employers’ strategies to employ and retain older workers deserve public support and

certain incentives.

6JKU RTQLGEV FQGU PQV KPVGPF VQ RTQXKFG URGEK<E RQNEK
initiative for creating policy documents like strategic plans, national actions plans and
recommendation guidelines should come from the government side. This edition,

together with other similar works, provides research results indicating the importance of

the problem and the need for urgent government actions.

20



The research has been constrained by time and budget. Consequently, there are many

topics that have not been explored within this publication. They refer to the implications

QH CIGKPI RQRWNCVKQP HQT VJG *UECN UWUVCKPCDKNKV][ C
productivity impacts, migration effects, workers’ perception of extending working life,

effects on consumption and investment patterns, changes in aggregate saving, etc. The

whole area of economics of ageing includes a wide scope of macro and micro topics.

However, macroeconomic results have roots in the microeconomic behaviour of economic

agents and this is why this research is more microeconomic. Although many questions

have been left unanswered, we still hope that this edition will offer enough challenging

material to motivate researchers to undertake further projects.

The chapters in this book provide new perspectives on a longer working life. They offer

data on institutional constraints affecting labour force participation rates and discuss

labour market challenges. This should allow for the better understanding of future activities

QH KPFKXKFWCNU «TOU CPF IQXGTPOGPVU 6JKU DQQM KU QT
part introduces the problem of ageing in the European Union as well as in Croatia and

Slovenia. The second part explores two different but important and interrelated issues:

the problem of workers leaving the labour market due to retirement and the problem of

employment of older workers. The third part is devoted to the demand side of the labour

market and employers’ attitudes and practices towards older workers.

6JG KPUVKVWVKQPCN UGVVKPIU KP %TQCV

The problem of the ageing population has been increasing in Slovenia and Croatia for
some time. In both countries, the share of older people in the total population is expected
to strongly increase by 2050 (Eurostat, 2006). Although the ageing problem has not yet
reached its peak, the policy-makers in the two countries have already expressed their
concern over mitigating its consequences. We expect similar problems to induce similar
policies for combating the negative impacts of labour force reduction.

There is a number of reasons for comparing Croatia and Slovenia while exploring the
consequences of ageing on the labour force. These two countries have a common pre-
transition history and consequently similar socio-economic characteristics. They have
both passed through the transition period of reforms intended to replace central planning
with market-based economies. However, the transition in Slovenia was faster and more
profound while Croatia had the additional burden of the war for independence, which has
impeded the economic development. Currently, the largest difference between the two
countries is attributed to their EU status. Slovenia is a full member of the European Union
since 2004 while Croatia has the status of a candidate country.
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Before the dissolution of the former Yugoslav federation in 1991, Slovenia was its most
developed republic, followed by Croatia. In terms of development level, these two
countries still differ. Slovenia is a high-income economy with EUR 16,600 GDP per capita
while Croatia is an upper middle-income country with EUR 8,600 GDP per capita in 2007
(Eurostat, 2008). Both countries belong to the group of the so-called small population
countries. They are also facing a similar intensity of demographic ageing. The long-term
expectations predict that they will become countries with the oldest population in the
region. A recent World Bank publication (2007: Chapter 3) on the “third transition” of
ageing population in Eastern Europe and the former Soviet Union reveals that most of
these countries will face a dramatic increase in the average age.! According to the UN
population projections, Croatia should expect a population decline of 5 percent in the
period of 2000-2025 and Slovenia 4 percent. However, both countries also belong to the
group of European countries with the highest proportion of the elderly (together with the
Czech Republic, Bulgaria, Hungary, Latvia and Poland). Therefore, these two countries
may provide an almost natural experiment for exploring the consequences of opting for
institutional and policy settings for the participation of older workers in the labour force.

The institutional characteristics of labour markets in both countries are similar despite
their different development levels. Both countries share some common features which
are worth listing:

V  The external shocks of privatisation and necessity of defensive restructuring in the
1990s induced companies to decrease their labour force (Domadenik and Vehovec,
2003).

V  During the 1990s, Croatia has implemented early retirement schemes as a more
socially and politically correct offer to older workers to lay-offs (Guardiancich, 2004;

# NCTIG UECNG €QY QH QNFGT YQTMGTU VQ
schemes resulted in negative side-effects on the general public opinion about
older workers’ productivity, knowledge and experience. Firms were pushing older
workers to early retirement, paying contributions for each additional year until the

KPCEVKX

QH*EKCN TGVKTGOGPV CIG KP QTFGT VQ HWN-+N VIJG EQPFK

though a person did not achieve the retirement age. Early retirement solutions were
subsidised by employers, but they were not preferred by employees. The reason
why older workers were willing to accept early retirement was simply the fact it was
the second best solution compared with a highly insecure unemployment status.
Another reason was a relatively high replacement rate, i.e. the share of average
pension in the average wage (Guardianchich, 2007: 103). During the turbulent times
of a deep recession, retirement was a way for older people to maintain a socially
acceptable status and regain control over their lives. As such, Croatia consciously

UCETK<EGF QNFGT YQTMKPI IGPGTCVKQPU RWUJKPI VJGO

! The “third transition” depicts the period of demographic changes following a communist government, which is
called “from red to grey” (World Bank, 2007: Chapter 3).
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retirement age. Slovenia, on the other hand, did not have such high unemployment
rates. Their policy towards older workers was similar to Croatia’s, but more moderate
during the process of company restructuring in the period 1990-2000 (Versa, 2004:
227).
The share of inactive population in the total population for older persons between 50
and 64 years in Croatia (49.8) and Slovenia (48.8) exceeds that of the EU-25 (40.8)
for 2007. However, it should be emphasised that inactivity rates for the same cohort
in Croatia and Slovenia gradually decreased from 60.8 percent and 55.4 percent in
2002, respectively. Both countries also have substantially higher inactivity rates for
older persons aged 55-64 as compared to the EU-27 (41.5) (Eurostat, 2008).
The old-age dependency ratios are predicted to show dramatic shifts by 2050.
Eurostat (2008) forecasts the old-age dependency ratio of 59.4 percent for Slovenia
by 2050. Croatian Central Bureau of Statistics (DZS, 2006) predicts it to reach 46.2
percent in Croatia by 2050.
The average exit age from the labour force was 59.9 years in Croatia and 59.8 years
KP 5NQXGPKC KP 6JKU «PFKPI KU ENQUG VQ VJG CXGTC
EU-25 (Eurostat, 2008).
As indicated by the employment protection legislation index, the labour market in the
U UJQYGF JKIJ TKIKFKV[ NGXGNU 4KDQWF GV CN $KQPF
rigid employment legislation affects all cohorts, the most vulnerable segments
are young, disabled and older persons who are always exposed to higher job
discrimination because of adverse selection and asymmetric information problem.
Employment rates began to increase after 2000. For the working-age population,
they stood at 57.1 percent in Croatia and 67.8 percent in Slovenia in 2007 (Eurostat,
2008). This indicates that Croatia is still lagging behind the EU-25 (65.8) and EU- 27
(65.4).
The share of older workers (55-64) in total employment in 2006 was higher in Croatia
(12.3 percent) than in Slovenia (8.0 percent) as a result of the ongoing pension
reform (Eurostat, 2008).
The employment rate of the working-age population with tertiary education between
25 and 64 years was 82.2 percent in Croatia in 2007, as compared to the Slovenian
percentage of 87.7, EU-27 (85.3) and EU-25 (85.2) (Eurostat, 2008).
In contrast to Slovenia, Croatia is struggling with a high youth unemployment rate.
The youth unemployment rate in Croatia in 2007 was 24 percent, while the Slovenian
rate was 10.1 percent (Eurostat, 2008). The existing elevated youth unemployment
TCVGU JCXG C RTQHQWPF KPEWGPEG QP RQNKVKECN FGEKU
prolonging retirement.
#U C OGODGT QH VJG '7 5NQXGPKC JCU VQ HQNNQY URGEK
active ageing, the so-called Stockholm and Barcelona targets.? Countries attempting

2 The Stockholm target from 2001 has set the objective of 50 percent of EU population employed in the age

D[ CPF $CTEGNQPC VCTIGV HTQO CUMU HQT C RTQITGUUKXG -

average age at which people stop working in the EU by 2010.
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to achieve the full membership have the same targets, but are not obliged to follow
them as strictly.
V In their pre-transition history, both countries experienced a substantial migration

QWVEQY CPF C XGT[ NQY OKITCVKQP KP€QY 9KVJ VJG VTCP

both countries are reconsidering their immigration policies to respond to the labour
force shortages. These policies will have an impact on the future participation rates
of the working-age population.

6JG KORCEV QH CIGKPI RQRWNCVKQP QP VJ

The problem of population ageing is a world phenomenon which the European Union has
to take seriously since many member states show dramatic negative demographic trends.
This will induce consequences on the labour market and those changes might create a
drag on countries’ ability to grow. This problem is discussed in Chapter 2 which analyses
the economic impacts of ageing in the EU and their impact on the labour market. Due to
natural (fertility vs. mortality rates) and economic (health, life-expectancy) phenomena,
the European population is already ageing and will start to decline in the near future.
Thereby, the Baltic States, the Czech Republic, Slovakia, Poland and Hungary will face
the highest decline (more than 10 percent).

According to these trends, many European countries will have to cope with the decline
of the working-age population and the increase of old-age dependency ratio. Older
workers will most probably have to take a different role on the labour market. Due to the
importance of gaining new knowledge, the share of older workers in the life-long learning
should increase. These changes will also put more pressure on employers who will have
to adjust their attitudes to the new circumstances. However, not only the employers, but
all parts of the society will have to accommodate to the oncoming burden of ageing.

Chapter 3 explores major labour market challenges in the presence of rapid demographic
changes in Croatia. Croatia will face a notable population decline until 2050. The main
causes include low fertility rate and a longer life span. In respect to these two indicators,
the Croatian pattern of demographic changes is similar to the EU-10 countries. Projection

YQWNF JQYGXGT DG OQTG QRVKOKUVKE KP VJG ECUG QH DKI

However, Croatian Central Bureau of Statistics (DZS, 2006) predicts a low net migration
€QY %QPUGSWGPVN[ %TQCVKC YKNN GZRGTKGPEG C
arise in the share of older workers.

How to cope with the negative economic consequences of the ageing population? One
of the solutions might be found in the increasing activity and employment rates of existing
population. Some arguments support such expectations, while others bring warnings
about possible side-effects. First, the overall activity rate in Croatia is still well below
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the averages for the EU-15 and EU-10, which indicates that there is a room for better
utilisation of the working-age population. Second, the activity rate of older workers in
Croatia is below the EU average, although it has increased substantially following the
latest pension system reforms designed to stop early retirement options. Regardless of an
increase in the employment share of older workers after 2000, Croatia is still the country
with one of the lowest employment rates for older workers compared to the EU countries.
Third, the increase in older workers’ share in the total employment varies in respect to
occupation. The highest share of older workers is present among the most complex
jobs. The same is observed in Slovenia. This indicates that an increase in education and
URGEK*E MPQYNGFIG QH QNFGT YQTMGTU UJQWNF EQPUGSWG
Fourth, the unemployment rate of older workers is steeply increasing despite a decrease
in the total unemployment rate, which means that employers are strongly biased towards
the younger labour force.

%JCRVGT FGCNU YKVJ VJG EJCNNGPIGU QH VJG CIGKPI RQRWNCV
on the labour market. The share of older cohort aged 65 and more will almost double in

the next forty years as well as the total dependency ratio due to a steep increase in the

old-age dependency ratio. Demographic changes will directly affect the labour market

due to the increasing share of workforce aged 50 and more. Having in mind the current

size of employment rates of older men and women, it seems that the Stockholm target of

50 percent of employment rate for the elderly will be hard to achieve in the short period

QH VKOG 6JG OCKP TGCUQP KU EWTTGPV UKIPKeECPVN[ NQYC
(especially older women) and a lower average labour exit age in comparison with the EU-

27, EU-15 and Euro area (13) countries.

Due to a shrinking labour force and an ageing population, overall economic consequences

are so complex that forecasting is not an easy task. But some changes, like postponing

the retirement age and extending the working age are rather simple to envisage. Most
RTQDCDN[ VJG KOOKITCVKQP RQNKE[ YKNN DG TGEQPUKFGTG
CFLWUVGF 5GTKQWU RQNKE[] TGEQOOGPFCVKQPU UGGM HQT
which has to be the basic necessary document for future planning in achieving sustainable

economic growth.

6JG KPUVKVWVKQPCN HTCOGYQTM CHHGEYV
GPVTKGU CPF GZKVU

The second part of the book investigates the institutional framework affecting retirement
decisions. How to resolve a dilemma on the most important third age decision: to continue
working or to retire? Do workers have enough incentives for working longer and what are
the main barriers for postponing retirement? Does pension policy stimulate or discourage
the increase of older workforce participation?
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Chapter 5 investigates these questions in respect to pension regulation in Croatia. The
EJCRVGT FGCNU YKVJ VIJG RGPUKQP U[UVGO TGHQTO
decisions. The pension reform has resulted in a higher average retirement age, an
increased dependency ratio and the higher employment of older workers, but also in
a lower net replacement rate. The new pension system has a paradoxical effect. On
the one hand, it creates a strong incentive for later retirement since replacement rates
are generally low and retirement is usually linked to a substantial drop in incomes and
welfare. On the other hand, the replacement rate for low-income workers is much higher
than the average rate due to the minimum pension. In fact, it might be high enough
to pull low-income workers into the early retirement. Another set of questions refers
to regulations regarding work arrangements at older age. Croatian labour and tax

CPF NGIC

EQFGU RTQXKFG TGNCVKXGN[] HCXQWTCDNG CPF €GZKDNG EQH

the minimum statutory retirement age. In addition, the current legislation allows for the
possibility of being simultaneously retired and in certain forms of paid employment without

EQPUGSWGPEGU QP RGPUKQP DGPG+VU +P QTFGT VQ KPXGU\
YQTM TGVKTG VJKU EJCRVGT RTQXKFGU UGXGTCN UKOWNCVKQ

assumptions about retirement age, insurance period and average life-time income. As
both barriers and incentives for postponing retirement have been built into the current

RGPUKQP U[UVGO VJG EJCRVGT EQPENWFGU VJCV KV KU UV

providing incentives for retiring later.

Chapter 6 explores the employment prospects of older workers in the context of
imperfect competition on the labour market and its rigid institutional setting in Slovenia.
The probability of switching the labour market status from inactivity or unemployment to
employment is tested by probit model on LFS data for Slovenia in the period 1999-2002.
The results of the empirical analysis indicate that the level of attained education does not
affect the individual probability of switching between different labour market statuses.
Moreover, education is even less important for the group of job-seekers older than 50
years because older workers have certain specialisations and expert knowledge due to
on-the-job-training, which seems to be more important to employers than the education

EGTVK.ECVG +P IGPGTCN QNFGT YQTMGTU JCXG NQYGT EJCPE

status with unemployed older workers being the most discriminated by employers in that
sense. Therefore, they need an active labour market policy. However, even in the case of
abundant state subsidies for employing older workers, they will remain captured by the
adverse selection and asymmetric information problem.

%YQPUVTCKPVU QP VIG FGOCPF UKFG

The retention of older workers on the labour market depends on their willingness and

QH VJ(

KPEGPVKXGU VQ YQTM NQPIGT CHVGT VIG QH*EKCN TGVKTGOGP

survey in the USA (Feinsod and Davenport, 2006: 15) suggested that motivation (the
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energy behind employees’ workplace contribution) increases with age and is directly
related to engagement (the degree to which employees are emotionally and intellectually
attached to their organisations and their work). Moreover, the survey has found that
the costs of hiring and retaining older workers can be quite modest, suggesting that
the assumption that older workers are costly is more a myth than a fact. But even with
the willingness of older workers to remain in the workforce, their position is strongly
determined by labour demand. The workers’ side is always inferior compared to the
employers’ side. Namely, evidence suggests that employers’ decisions are much more
important in explaining the variability of older workers’ labour force participation (Taylor
and Walker, 1994: 571).

The third part of the book is devoted to the demand side of the labour market, particularly

to employers’ perceptions and practices towards the older workers and the policies that

could help increase their activity rate. In order to explore the lack of demand for older

workers, Chapter 7 analyses employers’ attitudes towards older workers. It employs
survey-based methodology to compare employers’ perspectives towards older workers.

The questionnaire was designed to match a similar European survey and was distributed

VQ %TQCVKCP CPF 5NQXGPKCP «TOU QH FKHHGTGPV UK\G #U
characteristics by employers from both countries are concerned, older employers perform

better than their younger counterparts in respect to: willingness to work hard, reliability,
attentiveness, professionalism, decision-making competence, loyalty and honesty and

integrity. In direct comparison, Slovenian employers grade most of the characteristics

of both old and young cohorts better than Croatian employers. However, employers

from Croatia perceive older workers more reliable in comparison with their Slovenian
counterparts. In factor analyses all characteristics of older workers are extracted in four

dimensions in both countries, but the results are slightly different. Slovenian employers

UGGO VQ DG OWEJ OQTG URGEKe*E CPF FGOCPFKPI KP GXCNW
and young employees.

The results of the contingency analyses indicate that employers’ practices and policies
concerning the employment and retention of older workers are same in both countries
TGICTFNGUU QH VJG «TO UK\G TGURQPFGPV CIG QT GFWECVKQF
percentage of older workers and hardly actively target older workers when searching for
new employees. The only difference occurs in Croatian companies with a longer tradition
which tend to actively search for older workers more often than their recently established
counterparts. However, when it comes to the participation of older employees in education
CPF VTCKPKPI RTQITCOOGU VJG 5NQXGPKCP «TOU JCXG UNKIJ

Employers in both countries have positive attitudes towards the retention of employees
after the legal retirement age, which differs in respect to job occupations in various
industries. They are also aware of the fact that certain incentives for keeping older
workers in employment will be effective. Although overall employers’ attitudes towards
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older workers in both countries do not show age or gender discrimination, this contradicts
their practices when searching actively for new employees and/or retaining older workers.
It seems that this is a result of prejudices, which will need to be effectively tackled in the
coming years.

#P CFFKVKQPCN GHHQTV KP TGXKGYKPI VJG ITQYKPI DQF[ QH 1
of ageing is undertaken in Chapter 8. The research is focused on policy-options that

stimulate the greater participation of older workers in the labour force. The chapter looks

CV KPUVKVWVKQPCN UGVVKPI QH RGPUKQP RQNKEKGU YJKEJ K
Past experience has shown that early retirement was widely used to exit the labour

market. However, reasons were different and induced by factors that pull individuals out

of the labour force or those that push them out of labour market or by the combination

of both. In the last couple of decades early retirement scheme used to be socially and

politically correct policy option, convenient for all involved parties. As a result it spread

into kind of “early retirement culture”.

New perspectives for transition from work to retirement clearly show that formal and
informal institutions of early retirement schemes should be changed which is not easy
when institutions fuse into the lifestyle culture. The revision of early retirement trends
asks for gradual approach which has already started in early 1990s in “old” EU member
states. Gradual approach also implicitly comprises combination of various policies and
URGEK*E OGCUWTGU YJKEJ QHHGT KPEGPVKXGU HQT NQPIGT
of the pension system and changes of the non-pension incentives for retaining older
workers in the labour force are two sets of policies that can move up transition boundaries
from work to retirement. Other two pathways for keeping older workers actively in labour
market refer to policies that tackle their employability as well as employers’ attitudes and
their employment practices towards older workers.

Learning from foreign experience and using best practice in enhancing employer’s
demand for older workers is a legitimate way to develop domestic policies and practices.
Thus the chapter gives detailed and comprehensive overview of best practices such as
public information campaigns, age discrimination legislation etc. with the description of
the most interesting and relevant country cases.

%JCNNGPIGU CIJGCF RQNKE[ TGEQOOGPFCV

Many workers aim to retire on decent pension in their early age, which seems as
an ideal solution, but can hardly be sustainable for society as a whole, especially in
countries facing the problem of ageing workforce. Working longer and retiring later will
not be an option but an unavoidable trend in the future. This will bring changes and new
QRRQTVWPKVKGU DWV CNUQ VJTGCVU CPF RTQDNGOU YJKEJ L
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QTFGT VQ *PF CRRTQRTKCVG RQNKE[ TGURQPUGU 6JG GEQPQ
complex and they have a different effect on different parts of the society. Therefore, there

is a need for strong efforts and a careful coordination of policies. European Councils in

Stockholm and Barcelona have set two key objectives with respect to the employment of

older people and each individual member state should aim to extend the working life of

older people under a comprehensive strategy of active ageing.

This book deals with the challenge of increasing older workers’ participation rates
as only one part of the overall solution to the problem of ageing population. Policy
recommendations can be summarised as follows:

K

KK

6JG RGPUKQP U[UVGO UJQWNF GPEQWTCIG YQTMGTU VQ YC

The pension policy in every country should ensure the long-term stability of the
system and provision of decent pensions. It appears that such a goal could only
be achieved by prolonging the working life. One way to achieve this goal is by
legislative pressure, i.e. by raising the minimum statutory retirement age. The other,
and our preferred way, is to build a system of incentives that could result in voluntary
decisions on the exact timing of retirement. Here, we propose:

a) *PCPEKCN FKUEQWTCIGOGPVY QH GCTN[ TGVKTGOGP YV anc
b) premiums for those working longer.

Early retirement has already been discouraged in Croatia and Slovenia by the
KPVTQFWEVKQP QH RGPUKQP DGPG*V FGETGOGPVU 6JG SW
VIG[ CTG #NUQ VIGTG KU CFFKVKQPCN TQQO HQT KORTQX
schemes that have been increasingly used as routes to early retirement. On the
employees’ side, working longer should be adequately stimulated with higher pension
DGPG+eVU #U C RTGHGTTGF TGUWNV PGKVJGT GORNQI[GT PQ
voluntarily decide when to retire. Pension system design based on actuary neutral
RGPUKQP DGPG*VU UJQWNF DG GHHGEVKXG KP VJG EQWPVT

%TGCVKPI KPEGPVKXGU HQT YQTMGTU VQ TGOCKP CV YQT

On the employees’ side, working longer should be stimulated with higher pension
DGPG+*VU *QYGXGT KP CFFKVKQP VQ VJICV €£€GZKDKNKV][ k
contribute to the workers’ willingness to remain longer or to re-enter labour market
CV C NCVGT CIG 1INFGT YQTMGTU PGGF €GZKDNG GORNQJ[OC
UVWFGPVU €GZKDNG YQTMKPI VKOG KPENWFKPI RCTV VKOC
at the workplace. Additionally, barriers for the new employment of older workers
should be removed and new employment should be encouraged. Older workers and
already retired persons are clearly disadvantaged in their employment prospects
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(especially unemployed ones) due to formal legislation and informal institutions which
are deeply embedded in cultural roots and therefore not easy to change or remove.
For instance, the prejudice that younger and older workers are substitutes and not
complements does not contribute to age diversity at the workplace. Therefore,
the employment policy and active labour market measures can contribute to the
employment of older workers. If a retired person would like to reactivate on the labour
OCTMGV €£€GZKDNG NGIKUNCVKQP CPF GH*EKGPV CFOKPKUVT
IQCN #P CEVKXG NCDQWT OCTMGY RQNKE[] KU C WUGHWN <P
to employ older workers and to enable their access to training and improving working
skills. However, a continuous impact assessment is needed in order to control the
GH*EKGPE[ QH UVCVG CKF CPF VQ ETGCVG DGVVGT VCKNQTC

KKK %TGCVKPI KPEGPVKXGU HQT GORNQ[GTU VQ TGVCKP QNF

KX
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Our research results indicate that despite the overall positive attitudes of employers

towards older workers’, their practices are different. Therefore, there is a room

for enhancing employers’ demand for older workers. The tax policy and pension

insurance policy should motivate employers to retain older workers by keeping

them active at lower costs for the company. Financial incentives for hiring, retaining

and re-training older workers are also welcome in order to increase older workers’
ECRCDKNKVKGU VQ PF QT MGGR LQDU *QYGXGT KV KU KO
employment of older workforce do not have discriminating implications to any other

workforce cohort.

6JG RWDNKE RTQOQVKQP QH QNFGT YQTMGTUO GORNQ[OG

In order to change employers’ behaviour, it is helpful to receive external inputs or
signals through public anti-discrimination campaigns, well-developed legislation
and institutional guidelines for preventing age discrimination. Public campaigns will
probably not have an immediate strong impact on employers’ behaviour, but they are
a useful tool for breaking negative social stereotypes and prejudice. In the longer-run
VIG[ EQWNF KPEWGPEG GORNQ[GTUO FGEKUKQPU QP GORNQ

Another way of public promotion could be the establishment of employment agency
HQT TGVKTGF RGQRNG VQ JGNR VJGO *PF PGY GORNQ[OGP
each measure of increasing the employment of older workers can partly contribute to
VJG *PCN TGUWNV DWV CNN OGCUWTGU VQIGVIGT YQWNF J(

2TQXKFKPI NKHG NQPI NGCTPKPI QRRQTVWPKVKGU CPF FGX

Investment in human capital through life-long learning opportunities and training
courses stimulates the acquiring of new skills and accumulation of knowledge



necessary for longer working lives. State subsidies can be useful in that respect,
but it is more important that employers change attitudes towards investing in the
employability of older workers, which should not be perceived as a bad investment.

At the beginning of this chapter two questions were raised. What policy measures might

be helpful for countries with an ageing workforce and do we need a single approach

VQ CNN EQWPVTKGU QT C URGEK*E KPFKXKFWCN CRRTQCEJ! A
country case studies with similar recommendations and measures. Thus, it seems that

each country should use a combination of measures that are appropriate for a particular

economic situation and to decide whether to undertake reforms in a gradual or radical

manner. The history of recent reforms teaches us that comprehensive and radical reforms

might not be the best choice, especially for developing countries. Gradual policy reforms

set in a consistent order might gain superior results.

From the perspective of active ageing strategy, a comparison between Croatia and
Slovenia leads to the conclusion that Slovenia is in a more comfortable position, but
there are some factors that might endanger it.

V # EQWPVT] YKVJ CP QXGTCNN NQYGT WPGORNQ[OGPV TCVC
lower youth unemployment rate, is in a better situation to increase the employment
rates of older workers. In other words, with the higher rates of youth employment.

Slovenia has preconditions for easier implementation of reform policies.

V Slovenia has already taken a path for the easier implementation of active ageing
strategy with a 14.8 percent share of the population in the range 25-64 being involved
in the life-long learning (Eurostat, 2008), compared to 2.4 percent in Croatia.

V  The higher employment rates of the working-age population with tertiary education
in Slovenia indicate that older cohorts will also be better educated, and therefore
measures to retrain and reintegrate older population will be less complex. In 2007,

Slovenia had higher share of women with tertiary education in employment (13.2),
as compared to Croatia (9.6) (Eurostat, 2008).

V  Agediscriminationinthe recruitmentof old persons might aggravate if the employment
protection legislation index stays at high rigidity levels.

V #NVJQWIJ VIJG GHHGEV QH OKITCVKQP KP€QYU JCU PQV D
EJCPIGU KP VJKU XCTKCDNG OKIJV UKIPK*ECPVN[ CHHGEV
workers in Croatia and Slovenia.

V  Finally, a higher GDP per capita in Slovenia allows for the implementation of different
policies and measures within an active ageing strategy. It can also guarantee
abundant state subsidies for increasing labour force participation rates and lead to
a higher quality of the health care protection, which is an important component for a
successful extension of working life.
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OQYCFC[U VJGTG CTG PQ TO XKUWCN RJ[UKECN QT KPVGNNG|
age. The age issue does not mean the same as in the past century. We all live longer and

OQXG CIG HTQPVKGTU KP OCP[ *GNFU 6JGTGHQTG CNN TGEQ(
the labour force participation should be focused on fostering employability of all age

groups rather than relying on age alone.
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6JG GEQPQOKE KORCEVU QH C
YKVJ URGEKCN HQEWU QP VJG

+PVTQFWEVKQP

IGKPI KP
NCDQWT

1XGT VJG PGZV HGY FGECFGU VJG RQRWNCVKQP QH "WTQR(
baby boom generation of 1940s to 1960s will gradually retire. The next generations are
UKIPK*ECPVN[ UOCNNGT FWG VQ C FGETGCUKPI HGTVKNKV][ TC
changing nature of Europe’s population is one of its most important political, economic
and social challenges. Murray (2008) warns that the changing demographic make-
up threatens to blow a hole in government budgets, derail national economies, and
leave European countries enfeebled in the face of competition from younger countries
elsewhere. But, he adds that there is room for modest optimism. Dependency ratios are
expected to stabilise within half a century. Also, pension and healthcare systems are
being overhauled, and reforms in the European labour markets should help to mitigate
VJG CFXGTUG KORCEV QH CIGKPI QP RWDNKE PCPEGU CPF VJ

6JG HQEWU QH VJKU RCRGT KU QP VJG EJCPIKPI FGOQITCRJK
and its impact on the economy. First, demographic trends and population projections

(Eurostat?,?) and their impact on the labour market are presented. The macroeconomic

challenges and opportunities for societies marked by the ageing population are discussed

next. Finally, existing policy responses to the ageing population problem are critically

reviewed and possible new additional EU policy responses are listed.

&GENKPKPI CPF CIGKPI RQRWNCVKQP KP "W

Around 2025, the population of the EU is expected to start declining due to a natural
decrease; most of the new member states already face population decreases (Eurostat,

1 The article is based on population projections prepared by Eurostat. Population projections involve making
RQRWNCVKQP GUVKOCVGU QT RTQFWEKPI VIG OQUV RNCWUKDNG «IWTGU HQT
VJG NCVGUV CXCKNCDNG «IWTGU HQT VIJG RQRWNCVKQP QP ,CPWCT|[ +P IGPC
to mortality, fertility and migration by sex and by age, and ageing techniques are applied to the population

pyramid from year to year (Eurostat, 2008a).

2 The paper does not deal with the problem of potentially erroneous projections. For example, Keilman warns

that population forecasts are inaccurate because our understanding of demographic behaviour is imperfect.

He warns (2005: 6) that in addition to whatever partial picture demographers obtain from behavioural sciences,

VIJIG[ UVKNN TGN[ UKIPKeECPVN[ QP EWTTGPV TGCN VTGPFU KP MG[ RTQEGUUC
future. A problem arises when the indicators show unexpected changes in level or slope. Especially (Keilman,

2005: 12), for many developed countries, plotting relative forecast errors against age shows large and positive

errors for young age groups, and large negative errors for the older age groups. For intermediate age groups

errors are small. He clams that this age effect in forecast accuracy has been established for Europe, Northern

America, and Latin America, and for countries such as Canada, Denmark, the Netherlands, Norway, and the

United Kingdom.
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2008a). Several years before the population decline, the EU will be confronted with a

shrinking working-age population (2007 is supposed to mark the declining point). In most

of the EU countries, the process of rejuvenation has come to an end; old-age dependency

ratios, on the other hand, should rise substantially throughout the whole projection period

(overall from 39 percent to 80 percent) (Eurostat, 2006: 127). Population ageing and

FGENKPG UJQWNF NGCF VQ UKIPK<ECPV EJCPIGU KP VJG NCDQW
impact on future economic growth in the EU.

2QRWNCVKQP VIGPFU KP '"WTQRG

Population ageing is a phenomenon faced by almost all developed economies. In less
developed regions, the population over 60 represents less than 10 percent; while in more
developed regions of the world, people aged 60 or over represent 20 percent of total
population: 23 percent in Western Europe, and 17 percent in Northern America. Europe
is facing a process of relative population decline (Murray, 2008: 3). According to Murray
(2008), its share of the world population has fallen from 12.5 percent in 1960 to the current
7.5 percent and is expected to decline further to just 5 percent by 2050. UN population
projections (United Nations, 2002) forecast that Europe (not just the EU) will in 2050 have
603 million inhabitants, while in 2000 it had 727 million. Eurostat (2006: 127-129) shows
that population growth in the EU has slowed down considerably in the last decades of the
20th century. Future growth will probably stagnate around 2025 (Figure 2.1).

Figure21: 2QRWNCVKQP VTGPFU KP '"WTQRG
In millions

500
450 —
400 —
350 —
300 —
250 —
200 —
150 —
100 —
50 —
0« T
EU-25 EU-15 Euro area (12)

02004 @2025 m2050

Source: Eurostat.

From 2005 until 2025, the total population of the EU is expected to increase by about 12
million to 470 million. In the period 2025-2050, the population is expected to decrease
by 20 million. During the next two decades, the population in most countries will still
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increase, except for in the Czech Republic, Estonia, Latvia, Lithuania, Hungary, Poland
and Slovakia, which have been recording a declining trend from the beginning of
the projection period onwards (2005). By 2025, a continuous population decrease is
expected in another six economies: Italy (starting in 2013), Germany (2014), Slovenia
(2014), Portugal (2018), Greece (2020) and Spain (2022). Despite the population decline,
by 2050, in approximately half of the EU states, the total population will still outnumber the
population of 2005. Between 2005 and 2050, the highest increases are expected in the
*XG EQWPVTKGU VIJCV RTQDCDN[] YKNN PQV GZRGTKGPEG C RC
percent), Ireland (34 percent), Cyprus (32 percent), Malta (26 percent), and Sweden (13
percent). The largest declines (more than 10 percent) are expected in the Baltic States,
the Czech Republic, Slovakia, Poland and Hungary (Eurostat, 2006: 127).

2QRWNCVKQP ITQYVJ FGRGPFU QP PCVWTCN ITQYVJ FG-PGI
VIJG HGTVKNKV[ TCVG CPF OQTVCNKV[ TCVG CPF OKITCVKQF
immigration and emigration) as shown in Figure 2.2. Although natural growth in the EU

is still positive, this is not likely to continue in the future. The main reason for this is the

QDKTVJ FG*EKVR QH VJG RQUV YCT DCD[ DQQO IGPGTCVKQPLU
the EU-25 on average gave birth to 1.79 children (in the EU-15: 1.71; in the new member

states: 2.17). In the EU-15, the total fertility later fell to 1.46 (1990s) and by 2004 recovered

to 1.55. In the former socialist bloc, besides the natural decline of births due to changing

XCNWGU KP VJG UQEKGV[ VJGTG YCU CNUQ C UKIPK*ECPV FGE
restructuring and uncertainty. The total fertility rate reached only 1.23 in 2003 (Eurostat,

2006: 71).

Figure 2.2 % TWFG TCVG QH RQRWNCVKQP KPETGCUG
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In addition to a decline in the fertility rate, which, in a short-term, is unlikely to rise
UKIPK*ECPVN[ GPQWIJ VQ QXGTVWTP RQRWNCVKQP VTGPFU V
boomers are smaller. Smaller cohorts will by default result in a lower number of children

even if the fertility rate itself does not change. Consequently, the population’s age

structure and average age will change.

When looking at the mortality rate, it can be ascertained that in the EU it has been
decreasing due to better health care, leaving the number of deaths relatively stable at
around 4.5 million due to a growing population (Eurostat, 2006: 83). Eventually (with the
continuation of present trends), the number of deaths will start to exceed the number of
births, resulting in a natural population decrease. Population projections (Eurostat, 2006:
127) forecast that a natural decrease is expected to start in 2010. From 2025 onwards,
net migration might no longer outweigh the natural decrease, resulting in a population
decline.

Several years prior to the population decline, the EU will face a shrinking working-age
population (the number of people aged 20- 59). After 2007, a persistent period of decline
will begin. All countries except Luxembourg will face (at least a period of) a declining
potential labour force. Except in Ireland, Cyprus, Luxembourg, Malta and Sweden, the
CDUQNWVG UK\G QH VJG YQTMKPI CIG RQRWNCVKQP YKNN DG |
2005. In Germany, the absolute decline will exceed 11 million people, which is equal
to a reduction in the current potential workforce by one fourth. Relatively, the biggest
losses (over 30 percent) are forecasted for the Czech Republic, Latvia, Poland and
Slovakia. Relatively modest declines are forecasted for France, the Netherlands and the
United Kingdom (less than 8 percent) (Eurostat, 2006: 127). Lanzieri (2007) claims that
replacing these declining age groups and thus to sustain the growth of the labour force
is practically impossible: the “baseline” population projection for the EU shows that even
with positive net migration of around 40 million persons over the projection period (2004-
2050), in 2050 the working-age population of the EU would have decreased by 52 million,
and the total population by 7 million (note that the total population in 2004 amounted to
456 million). An ageing population - smaller younger cohorts and large older cohorts - will
also lead to a shrinking working-age population and increased dependency ratios (Figure
2.3).

Young dependency ratios declined from 48.8 percent to 40 percent for EU-25 in the period
1990-2005 (Eurostat, 2006: 62) due to effects of the ageing population and decreased
fertility rate. Old-age dependency ratios, on the other hand, were rising steadily from just
below 30 percent in 1960, to around 40 percent in 2005. They are expected to further rise
in the future to about 60 percent in 2025 and 80 percent in 2050. In 2050, the old-age
dependency ratio is expected to be the highest in Spain (98 percent), ltaly (96 percent)
and Greece (88 percent), while the lowest is expected to be found in Luxembourg (55
percent), the Netherlands (59 percent) and Denmark (61 percent) (Eurostat, 2006: 128).
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#IGKPI CPF VTGPFU KP VJG "WTQRGCP NCDQWT OC

#IGKPlI YKNN UKIPKeECPVN[ CNVGT VJG UVTWEVWTG QH VJG N
employment rates of older workers will have to increase, although other age groups will

also be affected. The pattern of the labour force participation® has changed markedly

over the last 30 years; not only due to the changed structure of the population, but also

due to a changed lifestyle. Since 1970, participation of women between 25 and 60 has

TKUGP UKIPKeECPVN[ YJKNG RCTVKEKRCVKQP QH OGP QH C
has risen since the mid-1980s from just under 66 percent to 69 percent in 2000; but

this overall picture disguises very different trends according to age and gender and

different situations between member states and regions (Commission of the European
Communities, 2002: 4).

+P VJG RTKOG CIG ITQWR VJG RCTVKEKRCVKQP RCVVG
over the last thirty years; with a slight decrease in male participation, but a major rise in
female participation, from under 40 percent to over 70 percent for this age group as a
whole. Participation peaks in this age group, and divergences between men and women
and between high-skilled and low-skilled workers appear. The participation rates of men,
particularly those in low-skilled manual occupations, begin to decline rapidly from the
age of 50 onwards, compared with the over 60 age group in 1970. Those for women start
to decline earlier, at around 45, but decline less rapidly; and activity rates for women
aged 50-60 are still higher than they were in 1970. The fall in participation is partly due
to involuntary early retirement associated with economic restructuring and partly to the

3 The participation rate is the percentage of the general population (over the age of 15) who are currently
employed or are actively seeking employment.
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impact of early retirement schemes (Commission of the European Communities, 2002:
5). Although the average exit age has been increasing (Figure 2.4), the ageing process,
an increasing dependency ratio and long life expectancy (for men 75.6 and for women
81.7 in EU-25 in 2004) will require further adjustment (Eurostat, 2006: 41).
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Apart from participation rates, the employment of older cohorts is also problematic. In
the future, policy-makers will have to motivate them to actively seek work; but companies
will also have to change their stance towards older workers. Together, this will result in
higher employment of older workers. At the moment, the gap between the employment
rates of older workers, compared to the total employment rate, is close to 20 percentage
points. As shown in Figure 2.5, in EU-27 in 2006, the employment rate for older workers
was 43.5 percent compared to 64.5 percent overall.

Life-long learning will become a major concern for the ageing population. Data in

Figure 2.6 reveal that the importance of life-long learning is already increasing. But, it

is surprisingly low in the Euro area, especially due to low participation in Greece and

Portugal (1.9 and 4.2 percent respectively). On the other hand, in 20086, it was very high

in Denmark, Finland, Sweden, and the UK (29, 23.1, 32 and 26 percent respectively;

(Eurostat, 2008b). Participation in training declines substantially for those over 50, with

XGT[ NQY NGXGNU HQT VJG NQY UMKNNGF YQTMGTU #NOQUYV |
VIJCV RTQXKFG VTCKPKPI DWV NGUU VJCP RGTEGPV VCMG
employer-provided or private; only 7 percent of low-skilled older workers receive training

as compared to more than one fourth of the high-skilled older workers (Commission of

the European Communities, 2002: 4).
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Figure 2.5: 'ORNQ[OGPV TCVGU QH QNFGT YQTMGTU XU QXGTCNN GORNQ

In percent

70
g

60

50

40
30
20
10

0

2000
2001
2002
2003
2004
2005
2006

[ EU-27 older @ EU-25older [ EU-15 older
m— FJ-27 total —— EU-15 total

Note: *The employment rate of older workers is calculated by dividing the number of persons aged 55 to 64 by
the total population of the same age group.
Source: Eurostat.

Figure2.6: . KHG NQPI NGCTPKPI

In percent
10 —] —]

8 —]

6

4

2
o — [aY) 0] < Yo} ©
S o o =1 o o =}
S S S =1 S S S
(3} N N [a\) N N N

OEU-27 OEU-25 mEU-15 m Euro area (12)

Note: *Percentage of the adult population aged 25 to 64 participating in education and training.
Source: Eurostat.

There are also differences in life-long learning among different groups when they are
FKUVKPIWKUJGF D[ UMKNN 2CTVKEKRCVKQP KP VTCKPKPI CE\
higher compared to that for the low-skilled. Sixty-eight percent of the high skilled workers

CTG GORNQ[GF KP «TOU VJCV RTQXKFG VTCKPKPI DWV QPN]J
UWEJ - TOU 6TCKPKPI KPEKFGPEG KU EQPUGSWGPVN[ CTQWPF |
compared with 17 percent for the low-skilled (Commission of the European Communities,
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2002: 4-5). These data should be a wake-up call for the EU policy-makers. As the number
of less-skilled increases with age, every effort to promote life-long learning should be
undertaken.

The low employment of older workers in Europe represents a waste of individual and
societal potential as well as opportunities. Considering the population forecasts, it would
seem that the labour market in general, labour codes, the general public life and work
values will have to be adjusted to accommodate the oncoming burden of ageing.

ICETQGEQPQOKE EJCNNGPIGU QH CIGKPI RC

Ageing population will impact multiple aspects of economic and social systems in Europe.
It thus demands a thorough assessment and a careful rethinking of the European (and

PCVKQPCN GEQPQOKE CPF UQEKCN RQNKE[ HTCOGYQTM U

growth will be a necessary condition to sustain the attained levels of social security,
which are typical for the European models of capitalism. The European Older People’s
Platform called AGE (2006) suggests that policy changes in many diverse areas, such as
employment, pensions, social inclusion, health, transport, urban development, housing,
research, education and citizenship need to be carefully coordinated. Only with an
investigation into these areas can the meaning of the demographic change be accurately
understood and the right policy responses supported. In this section, we closely examine
several important macroeconomic consequences of ageing.

+ORCEV QP GEQP Q Kg-d(2D¥4Yclaims that population growth is normally

5VCDI

TGICTFGF CU GUUGPVKCN HQT GEQPQOKE ITQYVJ Q%CRKVCN

when accompanied by population growth and it is now languishing in those parts of the
world where population is stagnant”. European economies are facing both population
decline and an ageing population. Both trends will have important consequences on the
macroeconomic performance due to a direct impact through the labour market and factor
supply as well as due to numerous indirect effects, especially through the pressure of an
increased dependency ratio.

Demographic pressures might lower the rate of economic growth. This hypothesis was
examined by numerous authors (e.g. Groezen, Meijdam and Verbon, 2005; Stephenson
and Scobie, 2002; Bloom, Canning and Malaney, 2000; Prskawetz et al., 2007; Bloom and
Canning, 2007). For example, Turner et al. (1998: 13) project that due to a demographic
change the growth rate of the European Union will fall gradually, but will be less than
1 percent per annum by 2020 and should on average be less than 0.5 percent per
annum between 2030 and 2040. Prskawetz et al. (2007) forecast GDP movements for
the EU based on Eurostat's population projections. They claim that the GDP per capita
decreases when the share of the working-age population declines. They also study
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EQWPVT[ URGEK*E VTGPFU 6JG VKOG RCVVGTP QH VJG FGENKPG
to differ between regions. The GDP per capita is expected to decrease within a decade in

Finland, Sweden, Hungary, the Czech Republic, Malta, Denmark, and the Netherlands.

The beginning of a decline is also expected in France, Belgium, the United Kingdom,

Ireland, Slovakia, and Slovenia. Italy, Germany, Spain, Greece, Portugal, and Poland,

are expected to record an increase in per capita income growth over the next decades.

The projections for these economies and also for Latvia and Lithuania exhibit an increase

in per capita growth, which is expected to reach a peak between 2015-2025.

(KUECN RTGUUWTGU CPF CFFKVKQPCN VCZCVKQP DWTFGP For
country (a country with a primary government budget surplus of 2.5 percent of the GDP
and a public debt of 55 percent of the GDP), the demographic impact of population
CIGKPI EQWNF CFF CPQVJGT RGTEGPV QH VJG )&2 VQ VJIG I1Q
lead to a 100 percent increase in its public debt over the next 50 years (Dang, Antolin and
1ZNG][ 6JG MG[ ECWUGU QH KPETGCUKPI RWDNKE *PCPEG RTGU
commitments and healthcare (Turner et al., 1998: 11).* Pay-as-you-go systems will be
RCTVKEWNCTN[ WPFGT RTGUUWTG FWG VQ CNTGCF[ FG*PGF D
ratios. A rising contribution rate as well as uncertainty about the future might threaten
intergenerational consensus, sustainability of the system and, also, the meaning of the
European welfare state. The European Commission (Maddaloni et al., 2006: 32) expects
that on average in EU all additional ageing related burdens will amount to 3.4 percentage
points of the GDP by 2050: 2.2 percentage points for pensions, 1.6 for health care and
0.6 for long-term care. But, the projections claim that a savings of 0.3 percentage points
QH VJG )&2 HQT WPGORNQ[OGPVY DGPG+*VU CPF HQT GFWECYV

+ORCEV QP UCXKPIU Masson and Tryon (1990) suggest, on the basis of a pooled-time
series estimation across the major industrial countries, that an increase of the dependency
ratio by 1 percentage point should lead a proportional fall in the savings ratio. Turner et al.

CFF VJCV VJG KORCEV QH CIGKPI QP UCXKPIU YKNN DG °
and could, in the end, also impact investment. Park and Changyong (2007) show that
DQVJ VJG [QWPI CIG FGRGPFGPE[ TCVKQ CPF QNF CIG FGRGPF
impact the savings rate. A rise in either of the two ratios by 1 percentage point would lead
to a decrease in the savings rate, as projected by the authors: an increase in the young-
age dependency ratio by 0.21 percentage point and in the old-age dependency ratios by
0.86 percentage point.

+ORCEV QP RTQBWEVIKXKV[ <PFU VJIJCV KPFKXKFWCN LQD RC
to decrease from around 50 years of age onwards, while wages usually continuously
increase. Productivity reductions are particularly evident for work tasks including
problem-solving, learning and tasks in which speed is required. But, older individuals

4 For example, the ratio of expenditures on the elderly to the non-elderly is estimated for 1993 at 4%, 4% and 3
for Japan, the United States and the EU, respectively.
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maintain relatively high productivity levels in jobs in which experience and verbal abilities
CTG PGGFGF 9GTFKPI EQPTOU CP KPXGTUGN][ 7 UJCRGF
share of workers in different age groups and productivity, which is explained through the
TFP channel and is in aggregate much stronger at the micro level. He also implies that
this pattern could result from cohort effects in human-capital accumulation. Simulations
also provide interesting macroeconomic links between productivity and growth. In the
USA, the forecasted demographic impact on economic growth is positive almost for the
total period; but it is true, that the labour force in this country is projected to increase
continuously, neutralizing all negative impacts on productivity. Due to an increase in
dependency, the per-capita growth is negatively affected by demographic trends. In
Germany and Japan, the forecasts show that reductions in aggregate growth could be
higher than those in per-capita growth. Namely, in these two countries, the total population
is expected to decline, but at a smaller rate than their labour force (Werding, 2008: 30).

Fiscal pressures, taxation burden, lower savings and potential slower productivity growth
YKNN CNN DG TGE€GEVGF KP NQYGT GEQPQOKE ITQYVJ +P QTF
within the global context, a timely and focused policy response is required.

6JG CIGKPI RQRWNCVKQP CPF RQNKE[ HQTO

As shown in previous segments of this paper, ageing is likely to have a decisive impact
on long-term growth opportunities in many developed economies. The key challenge for
policy-makers is thus the creation of a policy mix which will minimise the negative effect of
ageing on growth. Studies (e.g. OECD, 1998; Tosun, 2003; Gonzalez-Eiras and Niepelt,

UWIIGUVY UGXGTCN TGNGXCPV RQNKE[ OKZGU VQ FGCN YK\
KORQTVCPV ITQYVJ EJCNNGPIGU ECP DG CFFTGUUGF D[ *UECN
and pension systems, labour market reform, and reforms to increase productivity.

#P QXGTXKGY QH IGPGTCN RQNKE[ TGURQPUGU VQ

2QRWNCVKQP CIGKPI YKNN RQUG C UGXGTG UVTCKP QP VJG |
as already mentioned, in addition to decreased public savings, it will decrease private

savings and put pressure on interest rates and, hence, negatively impact economic

growth. Turner et al. (1998: 20) suggest that in such a context it would seem prudent

to introduce policies designed to raise national saving ratios in the years immediately

ahead. The most direct way to achieve this would be to reduce public dissaving. In fact,

most OECD and EU countries have already started with or are preparing their pension

and social security reforms. Turner et al. (1998: 22) list the following options:
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6JG «TUV QRVKQP KU VQ EQPVTQN VJG DWFIGV FG*EKV 6JG
FKHHGTGPVY UQEKCN UGEWTKV[ TGHQTOU DWV DWFIGV FG
rules in the Growth and Stability Pact associated with the European Monetary Union.

6JGUG FG HCEVQ EQPVTQNU TGFWEG VJG TKUM QH RWDNK
GDP ratios of the involved countries. Such supranational coordination or pressure

is likely to produce better results, compared to isolated national efforts. Overall, the
KPEWGPEG QH RWDNKE *PCPEG EQPVTQNU YQWNF DG GXGP
member countries in a co-ordinated manner: simultaneous action to increase public

saving on a supranational basis would probably lead to larger reductions in real

interest rates and larger increases in output compared to the results of individual

actions.

Reductions in pension generosity and increases in welfare contributions are the most
QDXKQWU YC[U QH RTGXGPVKPI GZEGUUKXG RTGUUWTG QP
the retirement age is another important option. Such reforms can be implemented by

GKVJGT KPETGCUKPI VJG CIG QH GNKIKDKNKV[ HQT HWNN |
VIJG PWODGT QH [GCTU QH CEVKXKV[ CPF EQPVTKDWVKQPU
DGPGeVU DGKPI TGFWEGF QP CP CEVWCTKCN DCUKU HQT G
also e.g. Duggan, Singleton and Song, 2007).

The problem of the timing of reforms might also be important (e.g. Samwick, 1998).
#RRTQRTKCVG *UECN OGCUWTGU UWEJ CU TGFWEGF RGPUKQF
of pension eligibility are not easily implemented due to their unpopularity, especially in

countries with high unemployment rates. But, delaying might only produce the need for

more drastic reforms in the future.

JWKFGNKPGU HQT TGHQTOU KP VJG '"WTQRGCP NCEC

In view of the ongoing ageing and the projected shrinking of their working-age population,
the member states of the European Union have agreed on bold goals for increasing the
employment rate and the exit age of older workers. Progress so far has been modest; and
with enlargement, the challenge has become bigger (Nordheim, 2005). The EU agreed
on a special employment guideline on active ageing (Commission of the European
Communities, 2002) and set two important strategic objectives to be achieved by 2010:

(1) an increase in the employment rate of older workers to 50 percent (Stockholm
2001);
CPF C FGNC[ KP VJG CIG CV YJKEJ QNFGT YQTMGTU UVQR Y
2002).°

° For more on Stockholm and Barcelona targets, see Commission of the European communities (2003).
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The true challenge for the EU remains how to enable and motivate the coming cohorts of
older workers to remain in work for several years longer than the present cohort.

Increasing labour-force participation and promoting active ageing (Commission of the
European Communities, 2002) deals with employer attitudes towards older workers
as one of the important barriers for their higher participation. It suggests several policy
goals:

V  securing the best use of older workers’ experience;

V OCKPVCKPKPI VIG YQTM CDKNKV[ CPF SWCNK<ECVKQPU QH C
V OCMKPI YQTMKPI CTTCPIGOGPVU OQTG €GZKDNG

V alerting employers to the strong business case for employing older workers;

V GPUWTKPI VJG TKIJV OKZ QH KPEGPVKXGU CPF FKUKPEGPYV

European countries are also expected to develop and implement comprehensive active
ageing strategiesto keep olderworkersin the labourforce (European Employment Strategy
and the Broad Economic Policy Guidelines®). These should include the following:

V «PCPEKCN KPEGPVKXGU VQ OCMG UWTG YQTM RC[U KP QTFG
V access to training and life-long learning;

V good working conditions, in particular in relation to health and safety;

V €GZKDNG YQTMKPI CTTCPIGOGPVU

V and care services.

+PEGPVKXGU HQT QNFGT YQTMGTU VQ TGOCKP KP VIJG NCDQWT
for employment. Social partners will have a major role in encouraging enterprises to

take a forward-looking approach and start facilitating better and longer working lives.

Policy and action at the EU level supports active ageing through policy coordination, the
GZEJCPIG QH GZRGTKGPEG CPF DGUV RTCEVKEG CPF VJTQWIJ

%QPENWUKQP

Ageing will have important macroeconomic consequences: pressures on the public
*PCPEGU GHHGEVU QP RTKXCVG UCXKPIU DGJCXKQWT NCDQ
KORCEV QP ECRKVCN CEEWOWNCVKQP GHHGEVU QP VQVCN
equilibrating role for interest rates and exchange rates and shifts in external balances
(European Commission, 2003: 10). Comprehensive economic reforms will be required
in many areas in order to outset the negative ageing pressures and ensure the EU’s

5 More on European Employment Strategy and the Broad Economic Policy Guidelines at: http://ec.europa.eu/
employment_social/employment_strategy/index_en.htm.
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competitive position within the global economy. The main reform challenge will be in the
labour market.

To ensure a macroeconomically sustainable environment, labour market policies and
UQEKCN RQNKEKGU YKNN PGGF VQ RTQOQVG CEVKXG CIGKPI
take place both on the supply (employees) and demand side (employers). Older workers

are often tempted into early retirement. But, with an ageing and shrinking workforce,

these attitudes will have to change. Incentives will be needed on both sides, at least in

a transition period. Therefore, the challenge of ageing requires cooperation between
employees, employers and governments in order to prepare a successful reform plan to

answer the challenges of the ageing population presented and discussed in this paper.
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| SCPFTC *XCNLGM CPF &CPKLGN 0GUVKEe

6JG WTQCVKCP FGOQITCRJKE TGCNKV] ¢
NCDQWT OCTMGV EJCNNGPIGU

+PVTQFWEVKQP

Similar to many European countries, Croatia is facing demographic changes determined

by universal phenomena such as a decline in total fertility rates and a rise in life
GZRGEVCPE[ CPFUQOG EQWPVT[ URGEK+*E HCEVQTU UWEJ CU UQEK(
Homeland War in the 1990s. All these factors have acted almost in the same direction,

thus largely affecting the present size and structure of the population and determining

future demographic trends. In the future, the labour market will surely be challenged by

the underlying demographics, but there is a considerable potential for an increase in

labour utilisation, particularly for older workers, so that the future labour market outcome

would depend on the choice of policy options.

NTQCVKCP FGOQITCRJKE TGCNKV]|

The total Croatian population rose steadily until the beginning of 1990s when the size
of the population started to decline. However, it was already a decade before that the
natural population increase started to decline (Figure 3.1). During the last ten years of the
past century, the size of the population stabilised at the level of 4.4 million, but it is likely
to fall below that level rather soon.

Figure 31: OCVWTCN RQRWNCVKQP EJCPIG KP %TQCVKC
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Demographic projections prepared by the Croatian Central Bureau of Statistics' cover the
period of time from 2004 to 2051 point to a further decrease in the number of inhabitants;
and depending on the variant of the demographic projection, the size of the population is

RTQLGEVGF VQ FGENKPG DJ L

could lose some 470 to 830 thousand inhabitants over the next 45 years (Figure 3.2).

RGTEGPV DJ

&<5

Figure 3.2. #EVWCN CPF RTQLGEVGF RQRWNCVKQP QH %TQCVKC
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Such a sharp drop in the size of the population will be primarily caused by the continuation

QH VJG PCVWTCN RQRWNCVKQP F[PCOKEU YJKEJ KU

births and deaths of close to 10 thousand persons per year.

TGE€GEVC

The main force behind the unfavourable population dynamics will be a low total fertility
rate, which, although projected to rebound in comparison with the beginning of the
century, continues to stay at the rather low level of 1.6 in the medium fertility demographic
projection. In spite of the fact that the projected rise in the total fertility rate is expected to
be somewhat more dynamic than in the EU or Slovenia, the total fertility rate in Croatia
will not reach the average EU-15 level until 2050 (Figure 3.3).

PH#NVIQWIJ YG YGTG VGORVGF VQ WUG RTQLGEVKQPU HTQO QVIJGT UQWTEGU YG
projections prepared by the Croatian Central Bureau of Statistics since they are based on the expert knowledge
of the leading national demographers and therefore can be considered the best available for the time being. For
assumptions and methodology of this projections, see DZS (2006).
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Figure3.3: 6QVCN HGTVKNKV[ TCVG
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In the same period, it is reasonable to project that people will live longer than before. In

Croatia, the life expectancy at birth for men is currently similar to the EU-10, but shorter

than in the EU-15 and Slovenia; and the life expectancy for women is lower than in

Slovenia or both sub-groups of EU countries. The relationship between life expectancy

in Croatia and Slovenia as well as the EU is probably going to remain almost the same,

i.e. on average, Croatian men and women are expected to live shorter lives than their

neighbours from EU countries. However, Croatia will also face rising longevity of its
EKVK\GPU L KP OGP CTG UWRRQUGF VQ NKXG [GCTU NQPIGT
live 5 years longer than at the beginning of 215 century (Figures 3.4 and 3.5).
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It is worth mentioning that in the past ten years the decline of the population size that

would otherwise result from the natural population change was somewhat moderated

D[ VIJIG OKITCVKQP €QYU VQ %TQCVKC 6JG PGV OKITCVKQP D
that period. In 1993 and 1998, it reached almost 1 percent of the total population, and

declined afterwards to approximately 0.2 percent of the total population. In the projection

period, it is expected that the net migration would remain positive, but low; i.e. without any
UKIPK*ECPV KPEWGPEG QP RQRWNEVKQP F[PCOKEU (KIWTG

Figure 3.6: #EVWCN CPF RTQLGEVGF PGV OKITCVKQP KP %TQCVKC
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As consequence of the demographic projections’ basic assumptions of longer lives and a

total fertility rate quite below the reproduction rate, the population structure will also change
EQORCTGF VQ VIJG EWTTGPV UKVWCVKQP L VJG UJCTG QH GNF
working-age population will shrink. It is estimated that, in a medium fertility demographic

projection, the number of persons aged 65 years will rise not only in relative, but also in

absolute terms reaching 27.6 percent of the total population in 2050. At the same time,

the working-age population will decrease by 27 percent compared with 2006; and its

share in the total population will be reduced by 8 percentage points (Figure 3.7). Such a

declining share of the working-age group in the total population indicates the severity of

the situation the Croatian labour market could confront over the next 45 years.

2 2TQLGEVKQPU QP PGV OKITCVKQP €QYU CTG RTQDCDN[ VJG OQUV FGDCVCD
projections for Croatia. The demographic projections published by the Central Bureau of Statistics (DZS, 2006)

entail small, but positive net migration balance in all variants (low, medium and high) whereas e.g. demographic

projections for Croatia prepared by the UN envisage zero net migration balance. Having in mind future accession

to the EU and relatively attractive wages in Croatia, we consider the migration projections prepared by the

PCVKQPCN UVCVKUVKECN QH*EG VQ DG OQTG TGCNKUVKE DWV UVKNN TCVJGT
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A look at the development of the share of elderly in the total population in the past 30-

35 years shows that the trends were quite different before 2005. The labour supply was

abundant during the 1970s, 1980s and 1990s since the “baby-boom generation” was just

at its prime age, while the share of elderly was low. Reaching their retirement age, “baby-
DQQOGTUR UVCTVGF VQ KP€£€CVG VJG QNF CIG FGRGPFGPV R
challenges for the present and in years to come. Fiscal and labour market implications,

but also the consequences on the living standards of older persons, could be quite

harmful, consequently it is expected that pressures will rise for the elderly to extend their

working lives until the age of 65 or older.

Figure 3.7: 6QVCN CPF FGRGPFGPV RQRWNCVKQP KP OGFKWO HGTVKNKV]
RTQLGEVKQP
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# TKUKPI UJCTG QH GNFGTN[ CPF QH CNN FGRGPFGPV RGTUQ
can be observed in almost all European economies. With a somewhat higher expected

fertility rate, the share of elderly, i.e. dependent persons, will increase less abruptly than

in Slovenia or the 10 new EU members; so that it will reach approximately the same share

in the total population as in the EU-15 on average (Figures 3.8 and 3.9).

The size and composition of the working-age population will also change. The number
of persons belonging to the younger workers group and prime working-age group will
expectedly fall quite rapidly (Figure 3.10). However, the number of older workers is
projected to rise in the next decade (until 2016); while in the second part of the projection
period, the number of older workers could mildly decline due to the overall trend of
population shrinkage. As the result, the share of older workers in the total working-age
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population will rise by almost 6 percentage points; i.e. from 16.7 in 2004 to 23.5 percent
in 2050.

Figure 3.8: 2QRWNCVKQP CIGF CFRU®RBGTRQRWNCVKQP CIGF CPF QXGT
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Figure 3.10: 5K\G CPF EQORQUKVKQP QH VJG YQTMKPI CIG RQRWNCVKQP K
OGFKWO OKITCVKQP RTQLGEVKQP
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.CDQWT OCTMGV VTGPFU HQT QNFGT YQTM

+P CFFKVKQP VQ WPHCXQWTCDNG FGOQITCRJKE VTGPFU CPF
Croatia is faced with a relatively low utilisation of the existing working-age population. Out
of the entire working-age population (15-64), around 63 percent participate in the labour
market by working or by looking for a job (activity rate); while 56 percent of the working-
age population was actually employed in 2006 (employment rate) (Eurostat, 2008).
Both indicators are well below the averages for the EU-15 and the EU-10. This situation
coupled with a shrinking labour force indicates a possible large loss in the productive
potential of the economy in the future. One way of keeping up with the challenges ahead
is a better use of the productive capabilities of older workers.® The following overview of
recent labour market trends for older workers in Croatia indicates that there is a large
possibility for such a change.

The activity rate for older workers (55-64) in Croatia was 36.5 percent in 2006 - one of
the lowest rates in Europe (Figure 3.11). However, a marked change has been observed
in recent years. The activity rate of older workers increased by 12 percentage points
in the 4-year period between 2002 and 2006. In the EU, such dynamic changes can
only be compared with changes in Germany. Changes is the Croatian pension system
after the reform in 1999 have worked in the direction of extending the working life, and
this can be seen as the major factor behind the increase in the activity rate for older
workers.* Demographic factors also contributed to the increasing participation of older
people in the labour market. A cohort of the population aged 55-64 has recently become
KPETGCUKPIN[ *NNGF YKVJ DCD[ DQQOGTU +P CFFKVKQP C PWOD
retired in the early 1990s within early retirement schemes fell out from the population
subgroup aged 55-64 years by reaching 65 years, which mechanically lowered the size
of the inactive older population.

In spite of increasing older workers’ activity rates, Croatia is still characterised by the
relatively low age of 60 years old, on average, at which workers usually leave the labour
market (Figure 3.11). Early exit from the labour market could explain a part of the relatively
low employment rates in Croatia, both for the entire working-age population (15-64 years)
of 55.6 percent in 2006 and the older workers (55-64 years) of 34.5 percent (Eurostat,
2008). As suggested by Figure 3.12, countries with a higher exit age from the labour force
experience the higher older population employment rate.

2 The other way could be immigration, but the discussion on it is outside the scope of this publication.

456G WJIJCRVGT QP VJG %TQCVKCP RGPUKQP U[UVGO CPF KVU KPEWGPEG QP \
stay in or exit the labour force.

59



[GCTU KP '"WTQRG
14

In percentage points

In percent

Figure 311: #EVKXKV[ TCVGU HQT QNFGT YQTMGTU

90

puejao)
uspams
AemioN
puelezImg
yewusaq
BluoISg
wopbury panun
puejui
BIAeT
snudAD
Auewion
puejal|
jebnuod
Bluenyi
spueayleN
olgnday yoazy
ureds
ELEEN)
euebing
eluewoy
aouel
BUISNY
BINeAOIS
BleoID
Arebuny
wnibjag
Binoquiexn
BIUBAO|S
Aey

elleN
puejod

@ Change in activity rate 2002-2006 (right scale)

KP "WTQRG
*

*
Croatia *
. @
OUVETIIa

0 &
Sst

2

YQTMGTU

O Activity rate in 2006 (left scale)

o o o o o o o
(&) [¢9) ~ © Ie) < ()

(#9-GG) siospom Jap|o Joy ajes uawhodwg

Figure 312: #XGTCIG GZKV CIG HTQO VJG NCDQWT HQTEG CPF GORNQ[OGP

Source: Eurostat.

80
70
60
50
40
30
20
10

0

64 65 66 67

63

61 62
Exit age

60

59

58
Source: Eurostat.

60



+P RCTCNNGN YKVJ VIJG EJCPIKPI CIG RTQ*NG QH VJG RQRWNC
KU EJCPIKPI KVU CIG RTQ*NG +P VJG NCUV [GCTU HTQO

workers in paid employment has declined from 13.1 to below 6.7 percent; while the share
of older workers has increased from 5.3 to 9.3 percent (Table 3.1). The increasing share
of older workers has been more pronounced recently. Between 2002 and 2006, the
employment share of older workers had increased by 2.3 percentage points. Although
that was a substantial change registered by the Establishment Surveys, the Labour Force
Surveys data suggest an even higher proportion of older workers in employment as well
as a more rapid pace of ageing in the workforce.

Table3.1: #1G RTQ*NG QH RCKF GORNQ[OGPV KP %TQCVKC

#1G ITQWR
Young workers (15-24) 131 6.9 6.8 6.7
Prime-age workers (25-54) 81.6 87.6 86.2 84.0
Older workers (55+) 5.3 5.5 7.0 9.3

Note: Figures refer to persons in paid employment in business entities with over 10 employees. Self-employed
persons are not considered.
Source: CBS.

According to the comparable LFS data, the proportion of older workers of 12.3 percent in
Croatia was slightly higher than it was on average in EU-15 countries, and substantially

KP RG

CDQXG VJG CXGTCIG HQT '7 EQWPVTKGU CPF 5NQXGPKC 6C

undergone a substantial change in the early 2000s. An increase in the employment
share of older workers in Croatia in the period 2002-2006 has been particularly high. It
has been higher than the average of old and new EU countries.®

The dimension of change in age structure calculated from the Labour Force Survey data
differs from that calculated on the basis of the Establishment Survey due to a different
coverage of employment in these surveys in Croatia. The Establishment Survey does not
cover self-employed, subsistence agriculture workers, family and occasional workers, as
well as workers in the informal sector, which might convey that the largest changes in the
age structure have happened in these segments of the labour market.

5 In fact, the increase in employment share of older workers in Croatia in the period 2002-2006 was higher
than in any particular EU country, where the highest increases are found in Finland (by 4 percentage points),
Slovakia (3.1 percentage points), the Netherlands (3.1 percentage points), Hungary (3.0 percentage points) and
the Czech Republic (3.0 percentage points) (Eurostat, 2008).
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Table3.2: 5JCTG QH QNFGT YQTMGTU KP VJG VQVCN GORNQ[OGPV

%JCPIG
7 ‘ "7 ‘Slovenia‘ %TQCVRC ‘ "7 ‘Slovenia‘ %TQCVKC
+P RGTEGPV %JCPIG KP RGTEGPVCIG RQKPVU
Total 121 9.7 8.0 12.3 15 1.8 1.8 4.9
Legislators, senior
QH-EKCNU CPF &C ﬂ’6c8| ST 64.5 12.5 15.7 1.8 3.7 2.0 8.2
Professionals 14.2 10.5 9.4 20.5 21 0.6 19 8.7
Technicians and 10.6 95 6.4 | 129 17 2.8 16 5.4
associate professionals
Clerks 10.8 71 5.2 8.7 2.2 15 2.6 45
Service workers and
shop and market sales 9.0 6.5 2.2 4.9 0.6 1.8 0.0 2.5
workers
Skilled agricultural and
“UJGT[ YQTMGTU 20.7 14.3 29.7 32.2 -0.2 0.3 11 7.2
Craft and related trades 107 8.4 71 91 11 29 28 45
workers
Plant and machine
operators and 11.8 8.3 4.9 6.2 1.6 21 21 2.7
assemblers
Elementary occupations 14.0 12.3 10.0 9.4 14 2.7 4.4 5.9

Source: Eurostat.

The employment share of older workers varies substantially by occupation. Agricultural

workers are the occupational category with a higher proportion of older workers (55-64)

KP VJG '7 6CDNG 9JKVG EQNNCT YQTMGTU KP VJG OQUYV I
managers, professionals) make up a substantial proportion of the older workers. The trend

of the rising employment share of older workers seems to be Europe-wide. In Croatia,

an increase in the share of older workers between 2002 and 2006 was occupation-wide

suggesting that only a systemic change such as a pension reform could have caused

such dynamics. However, the increase has been the weakest for middle-demanding jobs

in industry and services (service workers, clerks, machine-operators, craft and trade
YQTMGTU 6JKU PFKPI ECP DG NKPMGF VQ VJG TGNCVKXGN[ R
SWCNKe<ECVKQPU KP VJG VTCPUKVKQP RGTKQF YKVJ VJG RQUU
from the labour force to retirement, or even their exit to the pool of unemployed.

For older workers, their increasing share in employment is just one side of the coin,
while the other side is their increasing unemployment. In 1997, there were around 10,000
unemployed older workers (55 years of age or more), or around 3.5 percent of the total
number of unemployed (Figure 3.13). A relatively steep increase in the absolute and the
relative number of unemployed older workers has been observed thereafter. At the end
2007, there were around 31,500 unemployed persons at the age of 55 years or more, or
12.8 percent of the total number of unemployed. For the observed trend, two tentative
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explanations could be given. First, this is a result of more stringent criteria for early
TGVKTGOGPV CPF CP KPETGCUG KP VJG QH*EKCN TGVKTGOGF
reform. Second, labour demand is strongly biased towards the younger labour force.

Rising unemployment for older workers is, in fact, observed amid declining unemployment

for the general population - which is a wake-up call for a decisive policy reaction.

Figure 313: INFGT YQTMGTU KP WPGORNQ[OGPV
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Note: The proportion of older workers in unemployment is calculated by dividing the number of unemployed
persons aged 55 years or more by the total number of unemployed as of December 31.
Source: Croatian Employment Service.

%QPENWUKQPU

This brief overview of demographic and labour market changes in Croatia presented
UGXGTCN *PFKPIU VIJCV ECNN HQT HWTVJGT GNCDQTCVKQP CF
emphasised that the sharp drop in the size of the population, the most striking feature of

the future demographic developments, will be only partly moderated by the positive net
OKITCVKQP 6JGTG KU CNUQ IQQF PGYU L RGQRNG YKNN NKXG
VJIJCV KU IQKPI VQ ECWUG HQT CPQVJGT EQPEGTP L VJG UJCTG
the working-age population will shrink thereby challenging future economic growth and

VJG UWUVCKPCDKNKV[ QH RWDNKE *PCPEGU

As a consequence of demographic changes, the composition of the working-age
population will also change. The number of persons belonging to the younger workers
group and prime working-age group will fall quite rapidly, while the number of older
workers is projected to rise in the next decade. It seems that the labour market situation,
RWDNKE «PCPEG UWUVCKPCDKNKV[ DWV CNUQ VJG ITQYVJ RQVG
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VIGTGHQTG DG KPEWGPEGF D[ VJG NCDQWT OCTMGY RGTHQTO((
aged 55 or more.

It can be argued that Croatia, having low overall activity and employment rates, especially

low older workers’ activity, has a promising reservoir for increased labour market

participation of the older population. Until a decade ago, labour market participation at

older age was low - workers used to retire early, most often in their 50s since there were

neither legal nor economic or cultural obstacles to act differently. Recently, however, the

activity rate for older workers and their share in the workforce have increased substantially.

A quite reasonable explanation for such change is the pension reform from 1999 that
ITCFWCNN[ TCKUGF VJG QH*EKCN TGVKTGOGPV CIG *QYGXGT
not go hand in hand with their improved employment perspective since the number of
WPGORNQ[GF RGTUQPU CIGF VQ JCU KPETGCUGF SWKVG UK

It can, therefore, be concluded that the severe economic consequences of demographic

changes could be at least partly mitigated by enhancing employment among older

YQTMGTU *QYGXGT KV UGGOU VJCV FGNC[KPI VIJG QH*EKCN T
measure in that direction, and that it should necessarily be accompanied by other

carefully designed policy actions and measures.
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SNQXGPKC CPF VJG EJCNNGPIG
QH VJG CIGKPI RQRWNCVKQP

2QRWNCVKQP CIGKPI KP 5NQXGPKC

Over the next few decades, Slovenia’s population will, similarly to the population of the

'7 UKIPKeECPVN[ EJCPIG KP DQVJ UK\G CPF CIG UVTWEVWTG #
population development across Europe, will also affect Slovenia. Demographic change,

caused by a declining fertility rate, a rise in life expectancy and low immigration, along

with the ageing of the baby boomers (the generations between 1940s to 1960s), already
RTGUGPVU C UGTKQWU EJCNNGPIG HQT 5NQXGPKCP RQNKE]
forth important economic, social and also political challenges. In 2005, the share of the

population aged 65 or more represented 15.2 percent of the total population. By 2050, it

is expected to rise to approximately 31 percent of the total population! (Eurostat, 2008a;
5VCVKUVKECN 1H*EG QH VJG 4GRWDNKE QH 5NQXGPKC

&GOQITCRJKE VTGPFU KP 5NQXGPKC

With its roughly 2 million inhabitants, Slovenia is one of the smallest European economies.

In 2006, it represented 0.2 percent of the total EU-25 population, which placed it at

the very bottom by population size. Only Cyprus (0.2 percent), Estonia (0.3 percent),
.WZGODQWTI RGTEGPV CPF /CNVC RGTEGPV YGTG UOC
Republic of Slovenia, 2007b: 4-5).

Slovenia’s population steadily increased between 1954 and 1988; the period in which

it reached a temporary peak with 1,999,988 inhabitants. During transition, due to less

favourable economic conditions, the population started to decline (Figure 4.1). In 1999,

it reached a minimum and only slowly recovered to 2,001,114 inhabitants in 2005 (thus

almost reaching the 1991 level). The fertility rate, and consequently also the number

of live births, declined dramatically. With a relatively stable number of deaths, the

natural increase of the population plummeted and remained negative throughout the

RGTKQF (KIWTG +OO0OKITCVKQP CPF GOKITCVKQP €W
TGOCKPGF RQUKVKXG VITQWIJQWY VTCPUKVKQP YKVJ VIG G:
the Republic of Slovenia, 2007a: 57).2

1 2QRWNCVKQP RTQLGEVKQPU CTG DCUGNKPG RTQLGEVKQPU RTGRCTGF D[ 'W
of the Republic of Slovenia. Detailed information on projections can be found at http://www.stat.si/pxweb/
Database/Dem_soc/05_prebivalstvo/07_05197_projekcije.

2 Immigration is in literature a source of faster population increase. But at least currently, we do not believe that
encouraging immigration is an important policy option. Namely, Slovenia has a relatively high unemployment
rate among young people. Therefore, general encouragement of immigration is not sensible. But, given the
lack of workers in certain professions (especially professions requiring unskilled and semi-skilled workers), the
government has been increasing the number of work permits for these groups.
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Figure 41: 6QVCN OKF [GCT RQRWNCVKQP QH 5NQXGPKC
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Demographic projections (Eurostat, 2008) show that the population of Slovenia is
expected to reach its maximum in 2015 with 2.018.808 inhabitants; henceforth, it
is projected to decline (Figure 4.3). In 2051, it is expected that there will be as few as
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1,893,443 inhabitants, which is close to the 1979-1980 level. The causes of the decline
will be similar to those characteristic for other EU economies:

1. The most important factor behind a long-term population decline is a lower fertility
rate. Women tend to postpone the decision to have children and, consequently,
give birth to less children during their reproductive age (between 1995-1999 women
QP CXGTCIG JCF VJGKT TUV EJKNF CV [GCTU QH CIG |
The fertility rate declined from an average of 2.11 children per woman in 1980 to its
lowest level of 1.20 in 2003. In 2004, 2005 and 2006, it reached 1.25, 1.26 and 1.31
TGURGEVKXGN[ 5VCVKUVKECN 1H*EG QH VJG 4GRWDNKE Qf
trend cannot be expected to continue. The current increased fertility rate seems to
be the result of the reproduction cycle of baby-boomers’ children.

2. Better health care contributed to the stabilisation of death rates despite the ageing
population. Death rates have been relatively stable at around 9.4-9.7 deaths per
RGTUQPU UKPEG 5VCVKUVKECN 1H*EG QH VJG 4GRW

Figure 4.3: 6QVCN RQRWNCVKQP QH 5NQXGPKC CEEQTFKPI VQ RQRWNCVK
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Declining population will be, like in the majority of other European economies,
accompanied with the ageing of the population.

6JG RIGPQOGPQP QH CIGKPI
Over the past decades, a declining fertility rate and relatively stable mortality rate have

been contributing to population ageing in Slovenia. In 2005, the share of people aged 65
or more in the total population was 15.3 percent. By 2010, it is supposed to rise to 16.5

67



percent. By 2050, almost a third of the total population will be 65 or older (Figure 4.4)
(Eurostat, 2008b).

Figure 4.4: 2QRWNCVKQP QH 5NQXGPKC CIGF QT OQTG EQORCTGF VQ VJ
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Ageing index is another important indicator of future demographic developments. It
is calculated as the number of persons aged 60 years or older per hundred persons
under the age of 15 (United Nations, 2002). In Slovenia (Figure 4.5), the ageing index is
currently 148, but it is expected to peak in about four decades at the level of around 300.
This implies that the number of people aged 60 years or more will be three times larger
than the number of people below 15.

Ageing will also affect the dependency ratios. The total number of the young people is
expected to slowly increase until the 2020s and then start decreasing slowly. The number
of people aged 65 or more will steadily increase. The total number of the dependent
population, comprising of those under 15 years of age and those aged 65 or older, will
steadily increase, because the increased share of the elderly will outweigh the decline
of the young, dependent population. By 2050, the number of persons between 15 and
64 will be larger than the number of dependent persons by a mere 230 thousand (Figure
4.6).

68



Figure 45: OWODGT QH RGQRNG WPFGT PWODGT QH VJQUG CIGF QT
CIGKPI KPFGZ HQT 5NQXGPKC
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Figure 4.6: % JCPIKPI UVTWEVWTG QH VJG FGRGPFGPV RQRWNCVKQP KP 5
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&GRGPFGPE[ TCVKQU YKNN EQPVKPWG VQ YQTUGP (KIWTG
the UN3) reveals that the youth dependency ratio will remain relatively stable at around

0.2. The old-age dependency ratio will increase steadily and by 2050 reach 0.56. In
practice, this means that each person of working-age might be expected to support

more than a half of an elderly person and, in total, each person of working-age might be
expected to support almost 0.8 of a person (total dependency ratio) by 2050.

Figure 4.7. & GRGPFGPE[ TCVKQU HQT 5NQXGPKC
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The picture gets even worse when taking into account the fact that most of the young
continue their education at least through the secondary school and, consequently, do not
actually enter the labour market until they reach the age of 20 (Figure 4.8). In 2005, the
dependency ratio for the young was larger than that for the old, while the total dependency
reached 0.56. By 2050, on average each person between 20 and 64 will have to support
one whole person. These trends in both types of dependency ratios could have serious
economic implications and pose a real challenge to policy-makers.

3 The total dependency ratio is the number of persons under the age of 15 plus persons aged 65 or older per one
hundred persons between 15 and 64. It is the sum of the youth dependency ratio and the old-age dependency
ratio. The youth dependency ratio is the number of persons of 0 to 14 years per one hundred persons of 15 to 64
years. The old-age dependency ratio is the number of persons of 65 years and over per one hundred persons
of 15 to 64 years (United Nations, 2002).
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Figure 4.8: & GRGPFGPE[ TCVKQU HQT 5NQXGPKC KPENWFKPI [QWPI WR VQ
RQRWNCVKQP
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#IGKPI CPF VJG NCDQWT OCTMGV KP 5NQXC

Economic changes, especially in the labour market, will be highly affected by ageing.
However, labour market changes will mainly depend on the rising share of those aged
50 or more in the total population. In 2005, the share of those aged 50 or more in the
total population was 34.1 percent. By 2010, this share will rise to 37.2 percent; and by
2035, it will reach 49.5 percent of the total population and then stabilise around half of
the total population (Figure 4.9). At the moment, the baby boom generation is ageing,
and this contributes to a faster increase of those aged 50 or more in the total population
compared to those aged 65 or more (Eurostat, 2008b).

As a consequence of these trends, the structure of the working-age population will

also change (Figure 4.10). In 2005, the share of those over 50 in the total working-age

population (15-64) was 26.7 percent. Taking into account the fact that the education

process holds the majority of the population off the labour market at least until the age

of 20, the share of those aged 50 or more in the total working-age population (this time

20-64) rises to 29.4 percent. The share of the older workers in the total working-age

population will continue to rise over the next three decades, when the current young
EQJQTVU YJKEJ CTG UKIPKeECPVN[ UOCNNGT VJCP VJG DCDJ
This will cause the trend to turn around slightly.
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Figure 49: 2QRWNCVKQP CIGF QT OQTG EQORCTGF VQ VJG VQVCN RQRW
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Given that currently the fertility rate in Slovenia is slightly rising, the cohorts aged 50 or
more will strengthen again after 2050. Yet, taking into account the fact that the fertility
rate probably will not keep rising, the ratio can be expected to stabilise; probably below
its peak of 0.41 (0.37).

#P QXGTXKGY QH EWTTGPV UVCVKUVKEU UJQYU VJCV UGXGTC
market already exist and could gain in importance with ageing. First, the employment rate

QH QNFGT YQTMGTU KP 5NQXGPKC JCU DGGP UKIPK<ECPVN][ DGI
for women (Table 4.1).

European Union member countries agreed on a special employment guideline concerning
active ageing (Commission of the European Communities, 2002). Two important strategic
objectives, which should be achieved by 2010, are: (1) an increase in the employment
rate of older workers to 50 percent (Stockholm 2001); and (2) a 5-year delay of the age at
which older workers stop working (Barcelona 2002).* In Slovenia, the employment rates
for older men are not far below the target, whereas the older female population faces
serious employment-related challenges. The generally low employment of the older
population is a consequence of transition in Slovenia due to the fact that early retirement
was one of the mild approaches to reducing the number of employees in companies,
which resulted in a large number of relatively young retired people.

4 For more on the Stockholm and Barcelona targets see http://ec.europa.eu/employment_social/employment_
analysis/age_en.htm. The targets are also analysed in more detail in the paper on demographic trends in the
EU in Chapter 2.
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Figure 410: #1G UVTWEVWTG QH VJG YQTMKPI CIG RQRWNCVKQP KP 5NQX
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Source: Eurostat.

Table4l: 'ORNQ[OGPV TCVGU HQT QNFGT YQTMGTU C EQORCTKUQP

"ORNQ[OGPV TCVGU HQT QNFGT YQTMGTU VQVCN

2000 2001 2002 2003 2004 2005 2006 2007
EU-27 36.9 37.7 38.5 40.0 40.7 42.4 435 a4.7
EU-15 37.8 38.8 40.2 4.7 42,5 44.2 45.3 46.6
Euro area (13) 34.3 35.1 36.4 37.8 38.6 40.5 418 43.3
Slovenia 22.7 25.5 24.5 23.5 29.0 30.7 32.6 335
"ORNQ[OGPV TCVGU HQT QNFGT YQTMGTU HGOCNG

2000 2001 2002 2003 2004 2005 2006 2007
EU-27 27.4 28.2 291 30.7 31.6 33.6 34.9 36.0
EU-15 28.0 29.1 30.7 32.2 33.2 35.5 36.9 38.1
Euro area (13) 24.3 25.1 26.6 28.0 29.0 316 33.1 34.7
Slovenia 13.8 15.8 14.2 14.6 17.8 18.5 21.0 22.2
"'ORNQ[OGPV TCVGU HQT QNFGT YQTMGTU OCNG

2000 2001 2002 2003 2004 2005 2006 2007
EU-27 471 477 48.4 49.9 50.4 51.6 52.7 53.9
EU-15 48.0 48.9 50.1 51.6 52.2 53.3 541 55.3
Euro area (13) 448 455 46.7 48.0 48.6 49.8 50.9 52.3
Slovenia 32.3 35.9 35.4 33.2 40.9 431 44.5 453

Note: *The employment rate of older workers is calculated by dividing the number of workers aged 55 to 64 in
employment by the total worker population of the same age group. The indicator is based on the EU Labour
Force Survey.

Source: Eurostat.
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It also should be pointed out that the average exit age in Slovenia is lower than in the
EU. On average, a Slovenian worker exits the labour market at 59.8 years as opposed to
the EU-27 (61.2 years), EU-15 (61.4 years) and the Euro area of 13 countries (60.9 years)
(Eurostat, 2008a). All these results are well behind the desired goal of 65 years of age.

To keep the older workers employed and to ensure a sustainable growth environment,
more than a simple legislative change like a rise in the mandatory retirement age is
required. All potential consequences of ageing as well as the interactions among potential
reforms should be carefully considered.

'EQPQOKE EJCNNGPIGU QH CIGKPI KP 5NQXC

In order to create an economic environment allowing for economic growth,® policy
makers will have to deal with the following main characteristics of the labour market and
consequences of ageing in Slovenia:

(1) decreasing population and decreasing number of working-age population, which
can have a negative impact on economic growth;
(2) increasing share of older workers within the working-age population, which will
TGSWKTG UKIPKeECPV EJCPIGU KP VJG CVVKVWFGU QH YQ°
towards their employment and life-long learning;
(3) currently low employment rates of older workers and low average exit age;
(4) very high and increasing old-age dependency ratios, which - without a general
economic adjustmentto the new economic situation caused by the aforementioned
demographic shifts - will become a too heavy of a tax burden.

Sustainable economic growth will only be possible in a macroeconomic environment,
YJKEJ YKNN DG UWH<EKGPVN[ EQORGVKVKXG KP VJG GXGT 0Q
will also require a different labour market. Additionally, the problem of ageing will have
to be solved. AGE (2006) suggests that policy developments in many areas such as
employment, pensions, social inclusion, health, transport, urban development, housing,
research, education and citizenship need to be carefully coordinated. Only by considering

5 One could speculate that a productivity increase could cover for the increase of the dependency ratio and
its economic burden. Should productivity grow faster than the dependency ratio, the increasing dependency
ratio would not pose a threat to economic growth. But data from Trichet (2005) show that in the euro area,
average productivity growth (measured in terms of output per hour worked), after growing on average by about
2.5 percent from 1980 to 1995, declined to just above 1.5 percent in the period 1995-2000 and further to just
above 1.0 percent on average in the period 2000-2004. The dependency ratio is expected to increase from 0.42
(2005) in 0.78 (in 2050), growing on average by 1.38 percent a year. Even if we assume that such sustained
productivity growth is possible, there are always a few more problems that arise: (1) can the tax burden be
increased additionally by total productivity growth, (2) can wages remain unchanged or rise only by such an
COQWPV VQ UWUVCKP VJG [QWPIGT FGRGPFGPV RQRWNCVKQP RTQeVY KU C T
for investment and future growth, etc. Numerous issues should be considered, but this is well beyond the
purpose of this chapter.
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these areas can, the meaning of the demographic change be accurately understood and
the right policy responses developed.

The challenges of the future economic consequences of ageing are very complex,

therefore, detailed analyses of interrelations among different reforms and economic

impacts of ageing are hard to perform (Kraigher, 2003). But, forecasted values for

retirement expenses, disability expenses and medical care already indicate the

importance of the problem. Kraigher (2003) forecasts that by 2050 as much as 30.8

percent of the GDP could be required for pensions in the case of very unfavourable
developments in the future (a high life expectancy, low migration, a low employment rate,

C UKOKNCT TCVG QH TGVKTGOGPV CPF UKOKNCT UQEKCN TKIJ\
QH JKIJ KOOKITCVKQP JKIJ GORNQ[OGPVY C FGENKPG KP VJG
NQYGT DGPG*VU VJIG )&2 DWTFGP QH RGPUKQPU YQWNF DG C
2003, for details on the projection). Health insurance costs are also expected to rise

dramatically already by 2040: from around 7 percent of the GDP today to 11.6 percent

in the case of unfavourable developments or to at least 9.2 percent in the best case

scenario.

The ageing population in Slovenia (as well as in other ageing economies) will affect

ITQYVJI VITQWIJ UGXGTCN QVJGT OCKP EJCPPGNU GZRGPFKV\
which was already mentioned, “life cycle” effects on private savings behaviour, as well

as Ricardian equivalence® effects operating through the deterioration in public savings,

labour supply implications, a potential impact on capital accumulation, effects on the total

HCEVQT RTQFWEVKXKV[ CPF «PCNN[ VJG GSWKNKDTCVKPI T
and shifts in external balances (for the EU-15 these consequences were mentioned by

the European Commission, 2003: 10).

All in all, the key challenge seems to be the labour market reform. Should the labour

market successfully adapt to the new reality, all ageing-related problems can be solved.
7TPHQTVWPCVGN|[] 5NQXGPKC EWTTGPVN[JCU PQ URGEK<E UVTC
in the labour market; although the problem of the ageing population is mentioned or dealt

YKVI DTKGE€[ KP UGXGTCN FQEWOGPVU G I /KPKUVTUVXQ \C
2006a, 2006b and 2006c).

5 Ricardian equivalence (or Ricardo-Barro equivalence) deals with inter-temporal exchange between private
and government consumption. It suggests that when the government stimulates demand by increasing debt-
*PCPEGF IQXGTPOGPV URGPFKPI CPF VIJGTGHQTG NGCXKPI RTKXCVG KPEQOC
are aware of the future tax burden and, therefore, private demand remains unchanged. The future tax burden is
already calculated into the total life-cycle income of individuals. The public will save its excess “current” money to
pay for future tax increases that will be needed to pay off the additional debt. The key idea of Ricardo's theorem
KU VJCV KV FQGU PQV OCVVGT JQY C IQXGTPOGPV EJQQUGU VQ KPETGCUG UR
*PCPEKPI VJG QWVEQOG YKNN DG VJG UCOG CPF RTKXCVG FGOCPF YKNN TGO
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Thus, an active ageing strategy is still in preparation. Apart from other problems, it will
primarily need to address the issues connected with the older labour force. According to
Pusnik et al. (2007: 16), these issues are the following:

() Employment legislation is not appropriately protecting the older workforce from
dismissal in the cases of company reorganisation. Consequently, older workers
are dismissed more frequently than younger workers.
6JG EQPUWNVKPI UGTXKEG HQT VJG QNFGT WPGORNQ[GF KU
consultants.

(3) Employment policies and human resource management in companies often
discriminate older employees. Unions are often not vigilant enough when
defending the rights of the older employment seekers, or of the older employees.

(4) Disabled, older unemployed workers, which represent the majority of disabled
workers, because of their disability face additional problems.

(5) Older unemployed workers are also reported to have psychological problems
(lower self-esteem, lack of socialisation, loss of skills, attrition of work habits,
etc.).

#P GH*EKGPV CEVKXG CIGKPI UVTCVGI[ UJQWNF CNUQ KFGPVEK
labour markets and the attitudes of companies towards older workers. However, it seems

clear even without looking at the empirical results that an appropriate labour market

solution of the ageing problem will require close cooperation among the demand side

(companies), the supply side (workers), and the state.

%QPENWUKQP

S5NQXGPKC KU HCEKPI VIG RTQDNGO QH CP CIGKPI RQRWNCVKQC
KVU RQRWNCVKQP KU GZRGEVGF VQ FGENKPG CPF UKIPK*sECPYV
or more is expected to rise from the current 15 percent to 31 percent by 2050. The

total dependency ratio will rise from 0.42 (2005) to 0.78 (2050) resulting from a dramatic

increase in the old-age dependency ratio, which is expected to rise in the same period

from 0.42 to 0.56; while the young-age dependency ratio will remain relatively stable (0.2

in 2005 and 0.23 in 2050).

2QRWNCVKQP EJCPIGU YKNN DG TGEGEVGF KP VJG NCDQWT C
represented just over a third of the population in 2005. But, their share is expected
to rise to one half by 2035 and to stabilise. With a shrinking and ageing population,
the labour market and the economy as a whole will have to sustain deep changes to
ensure sustainable growth conditions. Measures such as active age prolongation and
the increased employment of older workers will need to be carried out to ensure a large
GPQWIJ NCDQWT HQTEG HQT VJG HWPEVKQPKPI QH VJG GEQPQ(
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of ageing. To achieve these goals, the needs and attitudes of companies and workers will
have to be carefully examined and a suitable reform strategy will have to be prepared and
implemented by the government.
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THE INSTITUTIONAL FRAMEWORK AFFECTING
RETIREMENT DECISIONS



| &CPKLGN 0GUVKe CPF +XCPC 4C+Keé $CMCTKe

(TQO YQTM VQ TGVKTGOGPV 2GPUKQP L

KPEGPVKXGU VQ EQPVKPWGF NCDQWT C

RCTVKEKRCVKQP KP %TQCVKC
+PVTQFWEVKQP

The Croatian population is ageing at a rapid pace, with wide-ranging implications for

economic and social life. According to demographic projections, Croatia will experience

C UKIPK*ECPV EJCPIG KP VIJG RQRWNCVKQP UVTWEVWTG Vv
increase, while the share of the working-age population will decline substantially. For

example, the working-age population (15-64 years of age) is projected to shrink from

around 3.0 million today to 2.2 million by 2050, and its share in the population will decline

from 67 percent to 59 percent (DZS, 2006). In addition, the labour force will comprise a

large proportion of older workers.

Policy challenges posed by population ageing are enormous, not only in Croatia but all

over Europe and industrialised world. Economists are worried how to keep the economy

growing at a pace that facilitates improvements in the living standards of the overall
RQRWNCVKQP CPF JQY VQ GPUWTG VJG UWUVCKPCDKNKV[ Q!
pension schemes. The critical point in this respect is the labour market. The challenges

ahead call for policy initiatives for increasing the participation rates of older people by

creating a friendly institutional and cultural environment for longer working lives of older

workers. Accordingly, the EU has taken a new approach by promoting active ageing. This

KU TGEGEVGF KP VYQ UVTCVGIKE QDLGEVKXGU VQ DG CEJKGXGF D|[
TCVGU QH QNFGT YQTMGTU VQ RGTEGPV 5VQEMJQNO VCTIGV C
at which older workers stop working (Barcelona target).

6JG RGPUKQP U[UVGO FGUKIP KU QPG QH VJG MG[ HCEVQTU
decisions. This paper focuses on the Croatian pension system and incentives it provides

to continued labour market participation. It analyses the pension system effects on the

average retirement age, public pension expenditures and the replacement rate. Finally, it

considers policies towards rewarding people for working longer.

This chapter is organised as follows. Section 5.2 describes the development of the

Croatian pension system since 1990 by focusing on changes in the eligibility criteria for
TGVKTGOGPV +PEGPVKXGU CPF DCTTKGTU VQ EQPVKPWGF YQ°
age are discussed in Section 5.3. Section 5.4 gives policy recommendations, while

Section 5.5 concludes.
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4GVKTGOGPV RQNKE[ KP %TQCVKC

The Croatian pension system has gone through three broad phases in the post-socialist
RGTKQF GCEJ RTQXKFKPI URGEK<E KPEGPVKXGU HQT VJG YQ(Q
workers. These are:

a) prior to the pension reform (1990-1998);
b) transition period of the pension reform (1999-2007);
¢) advanced phase of the reform (2008 on).

The crucial point in examining the Croatian pension system is the Pension Insurance Act
(enacted in July 1998, while its implementation started in January 1999) (NN, 102/98),
VJG «TUV CPF VJG OQUV KORQTVCPV CEV KP UGVVKPI VJG PGY

2TKQT VQ VJG RGPUKQP TGHQTO

Up to 1999, the Croatian pension system retained the basic features of the socialist era.

6JGTG YCU QPN[ QPG RWDNKE 2#;) RGPUKQP UEJGOG QH C FG-
retirement age was low and the penalties for early retirement were weak. A person was

eligible for the old-age pension:

a) atthe age of 60 for men and 55 for women, with at least 20 years of service;

b) at the age of 65 for men and 60 for women, with a minimum of 15 years of
service;

c) atany age, with 40 years of service for men and 35 for women.

It was possible to opt for an early retirement at the age of 55 for men (with at least 35

years of service) and 50 for women (and 30 years of service). The penalties for early
TGVKTGOGPVU YGTG TGNCVKXGN[ YGCM 6JG CPPWCN FGETGO
percent. For unemployed persons who had lost their jobs due to enterprise bankruptcy

and had chosen to retire earlier, it was even lower - 0.5 percent per year. It is important

VQ PQVG VJIJCV VIG FGETGOGPV YCU PQV RGTOCPGPV DWV XCN
9JGP C RGTUQP TGCEJGF VJCV CIG JKU JGT RGPUKQP DGPG-V
TCVG HQT QNF CIG RGPUKQP +P CNN ECUGU VJG RGPUKQP DG
10 best years of earnings in one’s career.

A new set of measures was introduced in 1990 aimed at helping redundant workers and

unemployed older persons to retire earlier. In order to meet the requirement c) listed

CDQXG QPG EQWNF QRWTEJCUGR WR VQ *XG [GCTU QH UGTXk
to the pension fund) by making a one-time contribution payment. Such a possibility

YCU YKFGN[ WUGF D[ RTKXCVKUGF «TOU CPF VJG %TQCVKCP
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unemployed persons who had lost their jobs due to the bankruptcy of their former
employer! Even more often, it was used simply to reduce employment at a reasonable
cost for companies. This particular measure was abolished in 1995. Around 57 thousand
people entered retirement in this manner, mostly blue-collar workers who had started
working in their teens.

Various forms of early retirement were extensively used during the early 1990s, especially

in the period from 1991 to 1993. At that time, Croatia experienced a considerable decline

in economic activity, massive loss of jobs and high unemployment. Furthermore, the

social protection system faced the problem of internally displaced persons and refugees.

+P VJCV UKVWCVKQP VJG RQNKE[ QH GCTN[ TGVKTGOGPV GX
provided a minimum of social security to older people, so it was seen as a reasonable

EJQKEG CV VIJCV VKOG *QYGXGT KV ECWUGF UGTKQWU «PCPE
Total expenditures on pensions increased from 7.7 percent of GDP in 1992 to over 12

percent of GDP in 1997 and 1998. The pension system dependency ratio (the number

of contributors over the number of pensioners) declined from 3.0 in 1990 to 1.5 in 1998.

The pension reform was necessary in order to ensure the long-term sustainability of the

pension system.

BTCPUKVKQP RGTKQF

A comprehensive reform of the pension system in Croatia started in 1999 with the
KORNGOGPVCVKQP QH VJG 2GPUKQP +PUWTCPEG #EV 6JG RWT
KPVQ C QVJTGG RKNNCTR U[UVGO 6JG TUV RKNNCT TGOCKF
DGPG+*V UEJGOG DWV YKVJ C TGFWEGF UK\G 6JG PGY UGEQ
HWPFGF UEJGOG QH FG*PGF EQPVTKDWVKQP V[RG CPF VJIG VJI
UEJGOG QH FG*PGF EQPVTKDWVKQP V[RG 6JG RGPUKQP TC
changes in the PAYG system starting from 1999. The introduction of the second and third

pillar was postponed until 2002.2

The changes in the PAYG system included:

C CP KPETGCUG KP VJG QH*EKCN TGVKTGOGPV CIG VQ [C
women (the minimum of 15 years of contribution is required);

1 As stated by the experts from the Croatian Pension Insurance Institute, years of contribution were “purchased”
by 20-25 percent of persons who had lost their jobs. The average age of such pensioners was 51 year.

2 At present, pensions are paid from the PAYG scheme and the same practice will continue in the mid-term

RGTKQF #RCTV HTQO VJG UOCNN PWODGT QH KPFKXKFWCN ECUGU VJG TUV
TGEGKXKPI RGPUKQP HTQO VJG TUV VJG 2#;) UEJGOG CPF VJG UGEQPF RKNN
emerge in 2010, but even then it will be relatively small compared to those insured in the PAYG scheme alone.

6JG e TUV RKNNCT FGUKIP VIJGTGHQTG TGOCKPU ETWEKCN HQT VJG EWTTGPV |
GHHGEVU QH VJG UGEQPF RKNNCT QP RGPUKQPU CTG PQV [GV XKUKDNG VQ QN
VIGKT FGEKUKQPU 6JGTGHQTG YG HQEWU QP VJG GHHGEVU QH VJG «TUV RKN
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b) an increase in the minimum age for early retirement to 60 for men and 55 for
women (the minimum of 35 years of contribution for men and 30 for women is
required);

¢) anincrease in the annual decrement for early retirement from 1.33 percent to 3.6
percent per year?;

F CITCFWCN YKFGPKPI QH VJG DGPG*VY ECNEWNCVKQP RGTKC
to the life-time average earnings (more precisely, from 1970 on);

G EJCPIGU KP VIJG RGPUKQP DGPG+*V XCNQTKUCVKQP HQTOWN
indexation (switch to the Swiss-type formula with a 50-percent price up-rating and
a 50-percent wage up-rating).*

6JG EJCPIGU KP TGVKTGOGPV CIG CPF RGPUKQP DGPG+«V ECNE)
they can be considered quite radical by international standards. A 5-year increase

KP VJG QH*EKCN TGVKTGOGPV CIG YCU GHHGEVWCVGF YKVJK]
were added in each year. The same transition period (1999-2007) was necessary to
KPETGCUG VJG QH*EKCN TGVKTGOGPV CIG 6TCPUKVKQP NCUV(
DGPG*VY ECNEWNCVKQPU 5VCTVKPI HTQO VJG DGUV [GCTU K|
been raised by 3 years in each subsequent year, and it will reach the 40 best years of

earnings in 2009 and thereafter all earnings in the period from 1970 on will be used for

calculations.®

Also, the minimum age for early retirement has been gradually increased by six months
per year to reach 60 for men and 55 for women by 2008. However, a minimum of 35 years
of contribution for men and 30 for women was required for the early retirement.

In the transition period (1999-2007), there was an exceptional opportunity to take a

regular old-age retirement based on the “full” contribution period, i.e. at least 40 years

of contribution for men and 35 years for women. In that case, the stipulated minimum
TGVKTGOGPV CIG YCU VJG UCOG CU HQT VJG GCTN[ TGVKTGOGP
the regular retirement age. For example, in 2004, an insured person was entitled to an

old-age pension after reaching 40 years of contribution (35 for women) and 58 years of

age (53 for women). That opportunity was ceased in 2008.

% In 2002, the decrement was further raised to 4.08 percent per year (0.34 percent per month), but then
substantially lowered to 1.8 percent per year (0.15 percent per month) in 2008.

* +PFGZCVKQP HQT DQVJ VIJG KPKVKCN RGPUKQP XCNQTKUCVKQP CPF RQUV TG
RTKEG CPF RGTEGPV QP YCIG KPECVKQP KU EQOOQPN[ NCDGNNGF KP %TQCVK
Swiss practice is somewhat different (to valorise at wages and have post-retirement adjustment 50 percent
at prices and 50 percent at wages). It could be more appropriate to label the practice of both valorising and
KPFGZKPI DGPG+VU CV VJG UCOG TCVG RGTEGPV RGTEGPV CV RTKEGU CPF
10-GGHG CPF /ICF@CTGXKe *WLUVGT *QYGXGT YG YQWNF WUG VJIG VGT

5 +P VJG RGPUKQP DGPG+«V KU ECNEWNCVGF QP VJG DCUKU QH VIJG DGUV
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The changes in the PAYG system effectuated up to 2007 resulted in mixed incentives to
retire or to continue working. Generally, the transition period is considered to be a period
of favourable retirement conditions, as compared to the situation expected in the future.

4GVKTGOGPV RQNKE[ KP

Pension entitlements regulated by the Pension Insurance Act became fully operative in
1PN[ KP VJG ECUG QH DGPG*VY ECNEWNCVKQP RGTKQF VJG
reached in 2010. In 2008, the minimum statutory retirement age is 65 for men and 60 for
women with at least 15 years of contribution. Early retirement is possible at the age of 60
for men (with 35 years of contribution) and 55 for women (with 30 years of contribution).

6JG RGPUKQP DGPG+eVY HQT GCTN[ TGVKTGOGPV KU NQYGT V.

QH*EKCN TGVKTGOGPV CIG 6JG NCUV EJCPIGU KP VJG 2GPUK:

bring a much milder decrement in 2008, as compared to the earlier period. In 2008, a

decrement for each month of retirement prior to the regular retirement age amounted to
RGTEGPV RGTEGPV RGT [GCT CPF RGTEGPV HQT VJG O

that such a mild penalty for early retirement could only motivate older workers with the

minimum years of contributions to retire earlier. The same decrement will be applied to

all pensioners who retired earlier, i.e. to those who joined the early retirement scheme

KP VIJG RTGXKQWU [GCTU YKVJ OWEJ OQTG UVTKPIGPV ETKVG?

increased accordingly.

#P KORQTVCPV OQFK*ECVKQP KP VJG RGPUKQP U[UVGO QT
RGPUKQP DGPG*VU JCU DGGP DTQWIJV D[ VJG .CY QP 5WRRNGOC
#EETWGF #EEQTFKPI VQ VJG 2GPUKQP +PUWTCPEG #EV +V Y
for pensioners retired in 1999 and later. The “new” pensioners have been receiving a
UWRRNGOGPV VQ VIGKT TGIWNCT RGPUKQP DGPG+VU UVCTVKI
of the pension supplement increases with the year of retirement, from 4 percent of the
RGPUKQP DGPG+V HQT VIJQUG TGVKTGF KP VQ RGTEGPV
CPF NCVGT (QT VJQUG TGVKTGF KP VJG UWRRNGOGPV KU
and 25.9 percent for those retired in 2008. This supplement helps us to measure the
FKHHGTGPEG KP RGPUKQP DGPG+*VU DGVYGGP C RGTUQP TGVK
retired before the reform. It also aims to bring equity into the pension system, so the

VQVCN RGPUKQP VJG TGIWNCT RGPUKQP DGPG+V RNWU VIJIG
regardless of the year of retirement.
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5.2.4 Immediate effectsof VIJG RGPUKQP TGHQTO!

The pension reform has brought substantial changes in the functioning of the PAYG

UEJGOG +VU PCPEKCN RQUKVKQP JCU KORTQXGF KP€QYU KF
and the link between contributions and pensions has strengthened. The pension reform

results include, in particular:®

a) anincrease in the average age of new pensioners;

b) a decline in expenditures on pensions (measured in percent of GDP);
c) animprovementin the pension system dependency ratio;

d) adecrease in the replacement rate.

6JG CXGTCIG CIG QH PGY RGPUKQPGTU JCU KPETGCUGF D[ VJT
covered by the pension reform, depending on sex and the type of retirement. In the

case of old-age retirement, the average age increased from 59 years for men and 57 for

women in 2000 to 64 years for men and 60 for women in 2007 (HZMO, 2008b). As for

early retirement, the average age increased from 57 to 61 year for men and from 51 to

55 years for women between 2000 and 2007. The pension reform is likely to have had a

major impact on current higher employment rates among the elderly.

The change in the average age of new pensioners is primarily a result of legislative
RTGUUWTG VJCV CNUQ JGNRGF VQ UVCDKNKUG VJG KP£€QY KPV
into old-age and disability retirement from a longer perspective, covering the period

+P VJG GCTN] U VJG KP€QY QH QNF CIG RGPUKQP
increased heavily, but thereafter it was stabilised. In the second half of the 1990s, the
KPE€QY KPVQ TGVKTGOGPV YCU ITQYKPI CICKP *QYGXGT VJG
increase in the number of pensioners. Disability retirement often serves as a pathway to
early retirement, if conditions for old-age retirement are more stringent. In that respect,
it is interesting to look at trends in the number of new disability pensioners in Croatia
since 1999. The hike in 1999 was caused by administrative reasons, since various
UQEKCN DGPG+*VU HQT RGTUQPU YKVJ FKUCDKNKVKGU YGTG EC
RGPUKQP TGHQTO KPVTQFWEGF C OQTG TGUVTKEVKXG FGe*PK\
more stringent criteria for disability pensions. Therefore, the number of new disability
pensioners declined in 2000. However, there has been a rising trend in the number
of new disability pensioners since 2000, which can be explained by the rising health
problems associated with a longer working life. Also, the exploitation of disability rules in
order to retire earlier might have taken place.

8 Economic and development effects of the 1999 reform are wide-reaching, but they are not in the focus of

VIJKU RCRGT (QT GZCORNG VJG KPVTQFWEVKQP QH C HWNN[ HWPFGF FG+*PGF I
second (mandatory) and the third (voluntary) pillar of the pension system is expected to bring a long-term

stability in the overall pension system, improve total domestic savings and help to develop the domestic capital

market.
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Figure51: +P€QYU KPVQ TGVKTGOGPV
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One of the goals of the pension reform was to lower the burden of a relatively high
pension share in GDP. In 1999, overall pension expenditures stood at 13.5 percent of
GDP, and they were expected to decline gradually. With the exception of 2001, when the
pension hike increased it to 13.9 percent of GDP, the pension share steadily declined to
11.1 percent in 2007 (HZMO, 2008a). It can be noted that around 60 percent of overall
expenditures is covered by contributions, while the remaining 40 percent comes from the
state budget. The pension supplement for post-reform pensioners requires additional
HRK 720 millions from the budget in 2008, or around 0.25 percent of GDP.

The pension reform helped to increase the pension system dependency ratio, i.e. the
ratio between contributors and pensioners by increasing the average retirement age
(Table 5.2). However, it must be noted that an increase in the dependency ratio from
1.36 in 2000 to 1.41 in 2007 was also driven by an improved economic situation, where
strong economic growth induced employment growth, as opposed to the early 1990s
characterised by the overall economic decline or the late 1990s characterised by jobless
growth. The long-term trend of worsening dependency ratio is quite obvious, which again
stresses the importance of policies aimed at increasing activity and employment rates for
the population in general, and for older workers in particular.
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Table51: 2GPUKQP U[UVGO FGRGPFGPE[ TCVKQ CPF PGV TGRNCEGOGPV T

,GCT 2GPUKQPG[TU %QPVTKDWV(&'GURGPFGPE[T(?&K L%RNK(;EGOGPV
1952 84,543 493,090 5.83 66.4*
1962 206,490 975,019 4.72 60.8**
1980 449,080 1,816,191 4.04 59.7
1985 524,154 1,931,254 3.68 55.4
1990 655,788 1,968,737 3.00 75.3
1995 865,769 1,567,981 181 45.9
1998 955,352 1,471,509 1.54 46.3
1999 1,017,801 1,406,091 1.38 38.4
2000 1,018,504 1,380,510 1.36 37.6
2001 1,032,120 1,402,102 1.36 41.4
2002 1,042,192 1,421,981 1.36 40.7
2003 1,054,549 1,443,995 1.37 40.0
2004 1,065,655 1,460,105 1.37 421
2005 1,080,571 1,498,877 1.39 41.8
2006 1,100,086 1,538,170 1.40 40.5
2007 1,121,540 1,579,463 141 39.4

Note: Pension system dependency ratio is a ratio between contributors and pensioners. Net replacement rate
is the net average pension (including old-age, disability and family pensions) expressed as a percentage of the
net average wage. *1953; **1960.

Source: Puljiz (2007), HZMO (2008a).

The net replacement rate, calculated as the ratio of the average pension and the average
wage, has continued to decline with the implementation of new parameters of the PAYG
system. Table 5.1 shows a long-term declining tendency in the net replacement rate and
a decrease in the pension system dependency ratio. The net replacement rate fell from
46.3 percent in 1998 to 37.6 percent in 2000. However, by 2005 it slightly rose to 41.8
percent, but as a result of ad hoc policy measures rather than the pension reform. In

KV ITGY HQT VJG «TUV VKOG FWG VQ CP KPETGCUG KP RGF
YJKEJ YCU CKOGF VQ CNNGXKCVG VIJG RTQDNGO QH XCTKCVKQ
years of retirement. In 2002 and 2003, the net dependency rate declined, followed by
another rise in 2004 due to the inclusion of certain pension supplements in a regular
RGPUKQP DGPGeV #ICKP YKVIJQWV KPVGTXGPVKQPU VJG PG
2005-2007 declined. However, the pension hike in 2008 induced by the 2007 Law on
S5WRRNGOGPV QP 2GPUKQP $GPG+*VU OC[ KPETGCUG VJG PGV TGR
2008, it stood at 40.5 percent.

The replacement rate in the current setting of the PAYG system is actually designed

to decline with years, or more precisely, as long as there is a rise in the average real
YCIG (QT VIQUG KP TGVKTGOGPV C FGENKPG KP RGPUKQP I
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YCIG KU C TGUWNV QH VJG 5YKUU VIRG KPFGZCVKQP HQTOWN
CFLWUVOGPV KU FQPG DJ RGTEGPV CV KPECVKQP TCVG CPF
VJG CXGTCIG YCIG JKMG KU JKIJGT VJCP VIJG RTKEG JKMG OC
adjusted by a factor that is below the average wage growth. A decline in the replacement

rate for new pensioners is the result of applying the same adjustment formula to the initial

DGPGeV XCNQTKUCVKQP KG VQ CFLWUVOGPV KP VJG CEVWCN
FGVGTOKPKPI VJG RGPUKQP DGPG*VY HQT PGY RGPUKQPGTU 6
problem of ageing population, including increased longevity. Currently, life expectancy for

aman at 65 is 13.2 years and for a woman at age 60 it is 20.9 years (DZS, 2006), and that

KU VJG GZRGEVGF VKOG URCP QH TGEGKXKPI VJG RGPUKQP D
CV VJG QH*EKCN TGVKTGOGPV CIG &GOQITCRJKE RTQLGEVKQH
will be 14.6 years for men (aged 65) and 22.1 years for women (aged 60), which is an

increase of 1.5 years for men and 1.2 years for women (DZS, 2006).

A sharp increase in the participation and employment rate of older workers in Croatia
at the beginning of the 2000s was another consequence of a rapid pace in the pension
reform.” Tightened retirement conditions became fully operational in a relatively short
period of time within 10-12 years after the start of the reform. It led to an increase in
the participation rate for older workers (55-64 years) from 24.5 percent in 2002 to 36.5
percent in 2006, i.e. by 12 percentage points in four years, which was the most dynamic
change in Europe. Similarly, the employment rate for older workers increased from 22.7
percent in 2002 to 34.3 percent in 2006 (Eurostat, 2008).

+PEGPVKXGU CPF DCTTKGTU VQ YQTM CHV(
OKPKOWO TGVKTGOGPV CIG

In Croatia, workers entitled to old-age retirement mostly retire at the earliest possible
time. In 2007, the average age for new pensioners in the case of old-age retirement was

[GCTU HQT OGP CPF [GCTU HQT YQOGP YJKNG VJG QH<EK
years and 6 months for men and 59 years and 6 months for women. This difference in the
CXGTCIG CPF QH*EKCN TGVKTGOGPV CIG ECP DG GZRNCKPGF
service years (40 for men) with lower age, as explained earlier. Workers used to retire at
CTQWPF VJG UVCVWVQT[ TGVKTGOGPV CIG FGURKVG C TGCUQF
retirement provided in the current legislation.

The Labour Act allows for the possibility of prolonging working life. The standard
employment contract in Croatia should be terminated when a worker reaches 65 years of
age and 20 years of employment service, unless otherwise is agreed by the employer and
the employee. Namely, the employee can continue working without any legal obstacle

" For more information on the recent labour market trends for older workers in Croatia see Chapter 3.
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after reaching retirement age. On the other hand, the employee can retire earlier if he/she
is entitled to such a pension.

Inthe public sector, there are some exemptions from these general rules. For civil servants

(employees of central and local government), the employment contract terminates at the

end of calendar year in which a worker reaches 65 years of age and a minimum of 20

years of service, as stated in the Law on Civil Servants. In principle, such a worker can be

employed in other sectors of the economy, but this is rarely the case. The same applies

to teachers in primary and secondary schools. According to the legislation, teachers can

continue to work in their schools after retirement on the basis of a service contract, which

ECP DG EQODKPGF YKVJ C RGPUKQP DGPG+*Y OCOGN[ VGCEJG"
VIGKT RGPUKQP DGPG*VU CTG TGNCVKXGN[ NQY EQORCTGF VQ
short of teachers, so they are willing to extend cooperation with older teachers, and this

seems to be a win-win situation. For teaching and research staff employed in science

and higher education, the employment contract terminates at the end of calendar year in

which a worker reaches 65 years. However, if an employer is interested in a full professor

YKV VGPWTG VQ EQPVKPWG YQTMKPI JG UJG ECP DG GORNAQ
most for 5 years. This possibility is often used in Croatia, showing that employers and

employees in science and higher education are interested in extending working life after

the legal age of retirement. However, it seems that such a mutual interest is missing in

most other sectors.®

%QODKPKPI YQTM CPF TGVKTGOGPV

Pensioners still have the option to enter the labour force without losing their pension

DGPG+*V (QT GZCORNG VJG[ CTG CNNQYGF VQ YQTM QP C UGTXI
employed in handicraft trades and secondary occupations. Ministry of Economy, Labour

CPF '"PVTGRTGPGWTUJKR UVTKEVN[ FGPGU UWEJ LQDU CU VJ
employing other persons, while total revenue from it is limited to ten average monthly

gross wages for a calendar year. The income received from such work is treated as an

additional income, and it is subject to standard income taxation.

Pensioners have a preferential treatment in income taxation; their personal allowance is

CNOQUV VYKEG CU JKIJ CU QH QVJGT VCZ RC[GTU 6JGTGHQTG
VCZGF #EEQTFKPI VQ VJG FKUVTKDWVKQP QH RGPUKQP DGPG
DGPG+*VU CTG DGNQY VIJG RGTUQPCN CNNQYCPEG 6JG UCOG R
CNN QVJGT KPEQOG UQWTEGU QH RGPUKQPGTU PQV QPN[ RG]
work combined with retirement could be an attractive option for those who are healthy

CPF JCXG CP QRRQTVWPKV[ VQ YQTM DWV PQY KP C OQTG £€GZ

8 In the education sector, in 2006, around 1 percent of workers were of age 65 or older, while in manufacturing
and construction the comparable number was 0.1 percent (CBS, 2007).
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In addition, there is plenty of anecdotal evidence on the unregistered work of pension

D G P G ¢ E K@ $dfé thses, workers’ willingness to retire as early as possible may be

C UOCTV YC[] VQ EQODKPG K KPEQOG UGEWTKV[ D[ TGEGKXKP
opportunities by taking casual jobs while there is enough mental and physical ability.
A4GNCVKXGN[ NQY RGPUKQP DGPG+*VU CPF TGNCVKXGN[ UOCNN |
early, regular and later retirement, especially for those with relatively low earnings, mean

that the combination of work and retirement might be attractive. Unfortunately, we do not

have enough hard evidence on the prevalence of this phenomenon.

Some forms of paid work cannot be combined with retirement. If a person in retirement
UVCTVU YQTMKPI QP VJG DCUKU QH GORNQ[OGPV EQPVTCEV
automatically abolished, as well as their retiree status. So, it is possible to stop receiving
pension and start working on a regular basis again. In that case, retirement request
ECP DG TGPGYGF PQ UQQPGT VJCP C [GCT CHVGT VJG TUV T
KPUWTCPEG EQPVTKDWVKQPU CTG RCKF KP VJG OGCPVKOG 6.
YKNN DG FQPG QP VJG DCUKU QH VQVCN EQPVTKDWVKQP [GC
TGVKTGOGPV 6JG PGY RGPUKQP DGPG+V ECPPQV DG NQYGT V
DGECWUG QPG ECP CNYC[U EJQQUG C OQTG HCXQWTCDNG RGF

Employers in unincorporated sector (crafts, trade and free-lances) are stimulated to
TGIWNCTN[ GORNQ[ C RGTUQP YJQ ECPEGN TGEGKXKPI RGPU
working again. Such employers, which pay personal income tax on income stemmed

from their business can deduct taxable income by full amount of earnings and social

security contributions paid to such a new worker. The group of employers eligible for

this kind of subsidy is estimated to employ less than 10 percent of the total employees in
%TQCVKC 7PHQTVWPCVGN[ YG CTG PQV CYCTG QH QH*EKCN }
employment subsidy is actually used, but the effects are surely worth studying.

6JG RGPUKQP DGPG+*VY ECNEWNCVKQP

Financial rewards could be the most important incentives for older workers to stay in
employment once the minimum retirement age is reached. This section will present the
RGPUKQP DGPG*Y ECNEWNCVKQP HQT UGXGTCN V[RKECN ECL
TGIWNCVKQP VTGCVU NQPIGT YQTM KP VGTOU QH CEETWGF RC

9 Croatia has a substantial number of pensioners below 60 years of age. At the end of 2007, they comprised
CTQWPF RGTEGPV QH VQVCN PWODGT QH TGVKTGGU KPENWFKPI DGPG<EK
without military personal and war veterans) (HZMO, 2008a).

91

















































































































































































































