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Throughout the advanced industrial world, people are living longer. That is of 

course good news but it is also an economic challenge. More retirees must be 

supported by people in work. In the jargon, the dependency ratio rises and the 

costs to people of working age increase. Though Britain appears less 

vulnerable to this effect than some other economies, it may be aggravated by 

Brexit. Paying for an older population is the biggest economic challenge facing 

Europe in the long term. And different countries are adopting different 

approaches. All have political and economic costs, however, which is why 

governments are at risk of deferring tough decisions while some pursue 

inconsistent approaches. 

The problem is exemplified in Germany. Successive governments since 2005, 

when Angela Merkel took office as chancellor, have sought to increase the 

birth rate by expanding benefits and increasing nursery school places. This 

has helped to stabilise the population at about 83 million, but it has not 

arrested the ageing of the German population. The government has further 

tried to increase the rate of skilled immigration. 

Elsewhere, the demographic challenge is still more acute. In countries of the 

former communist bloc, the preference is to give incentives to childbirth in 

order to cope with demographic decline. Under the conservative nationalist 



government of Viktor Orban in Hungary, “procreation over immigration” is 

stressed. In Italy, a precipitous fall in the birthrate has prompted a belated 

campaign to reduce the costs of childcare. In the Iberian countries, 

encouraging immigration is a priority. And in the countries of the former 

Yugoslavia, the legacy of bitter civil wars and ethnic friction is a mass exodus 

of young people. 

Nor is Britain insulated. Average life expectancy stands at just over 79 for men 

and just under 83 for women. This suggests a big rise in the dependency ratio 

in the next 20 years. As state pensions are funded out of workers’ tax and 

national insurance contributions, this (along with the healthcare costs of 

ageing) will place a bigger burden on the shrinking working population. 

Because Britain has been a net recipient of immigration for many years, the 

challenge has been to some extent masked but not resolved. 

The policies needed will be multi-pronged. First, governments should seek to 

increase the labour market participation rate by removing bureaucratic 

impediments to older people to keep on working. Second, childcare policies, 

including paternal leave, should aim to make it easier to maintain family life 

alongside employment. Third, there can be no let-up in raising the state 

pension age, which should be taken out of party politics and indexed to life 

expectancy. 

Furthermore the model of state pensions needs to be more extensively 

supplemented with private-sector provision of pensions and healthcare. This is 

more likely to win popular consent than raising taxes. And finally, even with 

Britain adopting a new approach to immigration outside the EU, there needs to be 

openness to enterprising people of working age of any nationality. The temptation 

with long-term policy challenges is to hope that something will turn up. On the 

demographic challenge, however, the trends are clear. It is vital that governments 

face hard choices now rather than be forced to make them in less propitious 

circumstances later. 


