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Summary and conclusions

This report illustrates the results of forecasts regarding the pension and health care
systems carried out using the models of the Department of General Accounts
(Ragioneria Generale dello Stato - RGS), updated to 2002. The updating of these
models was completed by mid-June of the current year according to the time
schedule set for the elaboration of Economic and Financial Planning Document
(Documento di Programmazione Economica e Finanziaria - DPEF) 2003-2006.
Specifically, this document included a synthetic description of updated forecasts
relating to national baseline and programmatic scenarios, within two boxes referring,
respectively, to the pension and health care systems. Some few months later, these
same forecasts were slightly revised to take into account the corrected estimates of
economic growth for 2002 outlined in the Forecasting and Planning Report
(Relazione Previsionale e Programmatica — RPP) for 2003.

In order to guarantee the comparability of results, the forecasts defined within the
Working Group on Ageing of the Economic Policy Committee of the Ecofin Council
(EPC-WGA), according to the baseline and Lisbon scenarios, have also been
updated. The analytical results, structured along the lines agreed within the working
group, were forwarded to the EPC-WGA in early October. As is normal practice,
they were accompanied by a note illustrating both the procedures used in updating
and the differences with respect to the previous forecasts obtained with the model
updated to 2001. Such results were, subsequently, utilised to assess long term
sustainability of welfare expenditure within the updating of Italy’s Stability
Programme (Ministero dell’economia e delle finanze, 2002b)

In addition, that part of the updated forecasts relating to pension expenditure was
included in the Italian National Strategy Report on Pensions (Ministero di Lavoro e
delle Politiche Sociali, 2002). This latter formed part of a joint project involving both
the Social Protection and the Economic Policy Committees of the European Union
(European Commission, 2002).

The updating procedures, beyond utilising the final data relating to the year 2000,
principally regard the following points: i) modifications to the legal-institutional
framework as foreseen in the budgetary law for 2002; ii) revised statistics referring to
the year 2001; iii) updating of the forecast GDP growth for the year 2002; iv) the
revised data concerning the insured of the Employees Pension Fund (Fondo Pensioni
Lavoratori Dipendenti — FPLD) and the three funds of the self-employed which
belong to the National Social Security Institute (Istituto Nazionale di Previdenza
Sociale - INPS); v) some methodological improvements aimed at strengthening the
forecasting model regarding participation rates and, finally, vi) updating of the
estimates concerning health care consumption profiles by age, sex and kind of
service. The forecasts obviously do not take into account those measures which have
been included in the budgetary law for the year 2003."

"I particular, the forecasts do not take into account the effects following on from the possibility of accumulating pensions with
work-related earnings for those subjects drawing a pension of at least 58 years of age and with a minimum of 37 years of
contributions.



As far as changes to the pension framework are concerned, the most relevant
intervention has been that of increasing pensions of a lower figure to a monthly sum
of 516 euros by way of the social assistance increase. This measure was introduced
in the budgetary law of 2002 (Low 448/2001. article 38) and came into effect in
January of the same year. The increase in the pension amount chiefly relates to social
pensions (old age allowances if awarded after 1995) and social security pensions
(i.e., those based on contribution requirements) awarded to subjects with a personal
income and combined with that of a spouse, lower than determined minimum levels.
According to the definition of pension expenditure adopted by the RGS for the
purpose of forecasting the financial effect of the measure under consideration has
been iznitially estimated as 1,800 million euros for 2002, corresponding to 0.14% of
GDP.

As regards health care expenditure, the distributive effects from the
legal-institutional framework in force either in 2000 or 2001 has been assumed
depending on the availability of analytical data to estimate health care consumption
profiles, by age and sex, referring to the various categories of spending. In other
words, on the basis of the methodology agreed within the EPC-WGA, the profile of
health care consumption for age and sex estimated for 2001 has been maintained
constant for the entire forecasting period. The level of health expenditure for 2002,
on the other hand, has been forecast on the basis of the legal-institutional framework
in force in the same year.

As far as the national baseline scenario is concerned, the forecasts also take into
account certain measures already adopted at central and local governments which
aim at curbing the growth of health care expenditure in the years immediately
following 2002. In particular, these relate to the financial effects caused by the law
405/2001, passed on the basis of the 8" August 2001 agreement between state and
regions. As for the EPC-WGA baseline and the Lisbon scenarios, however, such
effects have not been taken into account so as to avoid any possible deviation with
respect to the common methodology agreed within the EPC-WGA.

Concerning the revision of the data relating to 2001, which form the starting point for
the forecasts themselves, it should be pointed out that the relationship between
pension expenditure and GDP is slightly higher than that originally forecast for that
same year (13.83% as against 13.77%). The reason for this deviation is to be sought
in a lower growth of nominal GDP whilst pension expenditure has resulted just a
little lower than that forecast (around 300 million euros). The lower growth of
nominal GDP registered in 2001 is equal to around 0.6% and depends for one third
on real growth and for two-thirds on the deflator.

The ratio of health care expenditure to GDP for 2001 has been the object of a
considerably more marked upward revision. The updated value is set around 5.96%,
showing an increase of about 0.3 percentage points with respect to the previously

% At the time of the preparation of the budgetary law for 2003, the expenses consequent to the application of article 38 of the
law 448/2001 had been ascertained as running at a level lower than that foreseen. This saving has been largely used to refinance
the increased cost of pension benefits allowed to workers exposed to asbestos, arising from the increased number of
beneficiaries.
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forecast value of 5.69%. Such a growth is due for about four-fifths to a higher level
of health expenditure and for about one fifth to the lower growth of nominal GDP
referred to above. About half of the upward correction in health care expenditure
(1,300 million euros) depends on the revised data communicated by the regions to
the information system of the Ministry of Health and utilised by Istat (National
Institute of Statistics) for the estimates published in March 2002°. Following this,
Istat updated these estimates in June of the same year on the basis of new
information elements arising from rectification of the data transmitted by the regions.

Economic growth for 2002, along with its decomposition in terms of productivity
and employment, is coherent with the indications contained in the RPP 2003, which
updated the forecasts of the macroeconomic framework indicated in the DPEF
2003-2006". In comparison with the previous forecasts obtained with the model
updated to 2001, the growth of GDP shows a figure revised downwards in all the
scenarios under consideration. The reduction is of 1.8% in the national baseline
scenario and of 2.3% in the programmatic one. Considering the EPC-WGA
projections, the reduction is of 1.9% and of 2.7%, respectively, in the baseline and
Lisbon scenarios.

Within the “extraordinary” updating procedures of the model, the revision of the data
concerning the insured registered in the main funds managed by INPS assumes a
particular significance. Specifically, this revision relates to the distribution by age,
sex, contribution years, insured status (contributor, dormant, pensioner-contributor)
and regime (earnings-related, contribution-based, mixed) of the insured persons
enrolled on the 31" December 2000 in the FPLD and the three funds for the
self-employed (artisans, shopkeepers and farmers). The results of this revision were
made available by INPS at the beginning of 2002. This data base has replaced the
one utilised in the previous updating of the model relating to the year 2001.

The new estimates of the insured have benefited from the development of
information technology procedures which has characterised recent years. In
particular, the possibility to cross reference information stored in files, which were
once separated and organised to meet exclusively administrative needs, has brought
about a significant reduction of the so-called ‘dormant’ numbers - i.e., those insured
persons with pension rights who have not contributed to the system in the reference
year.

As regards the quota of dormants who, on the 31% December 2002, had already
reached a position to satisfy the minimum contribution requirements to be entitled to
an old age pension, this reduction was of more than 400 thousand, almost all
concentrated in the age group of up to ten years less than the retirement age. As a
consequence, the corresponding reduction in the numbers of old age pensions will be

3 Such a revision was brought about by a more thorough verification activity co-ordinated by the Ministry of Health, upon the
budget data of the Local Health Bodies and Hospitals (Aziende Sanitarie Locali and Aziende Ospedaliere — ASL/AO) initially
provided by the regions.

4 Obviously the forecasts based on the national scenarios included in the DPEF 2003-2006 do not take into account this latest
revision.
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almost completely realised by 2010. Given that the average survival period for that
category of pensions is roughly a couple of decades, the data base revision will not
produce any significant effects in the second half of the forecasting period.

Furthermore, the updating of the models has benefited from certain methodological
improvements regarding the forecasting of participation rates by using a generational
approach. The adjustments put into place have allowed to manage better the
graduality of the transitional phase from current levels to those defined as scenario
hypotheses. This can be done taking into consideration the endogenous components
which depend on the interaction with the educational and pension systems and
demographic dynamics. The estimate of the generational profiles of participation
rates has been made on the basis of the results of the labour force survey referring to
the period 1993-2001 taking into account the last two-year period (2000-2001) which
had not been included in the data for previous estimates.

Finally, it is worthwhile pointing out improvements concerning the estimates of the
health care consumption profiles by age, sex and kind of service. Beyond utilising
additional data, such improvements have been mainly concerned with the estimate of
consumption profiles by kind of service according to the definition adopted for the
specification of the “Essential Health Care Services” (Livelli Essenziali di Assistenza
—LEA)

The updating to 2002 of the RGS’s forecasting models does not involve any
significant alterations as regards the definition of the national baseline scenario (cf.
table A).

The underlying demographic framework is based on the hypotheses on fertility,
mortality and migration flows from the Istat main variant scenario, the same already
utilised in the previous updating. The only novelty concerns the forward movement,
from 2000 to 2001, of the initial year of the forecast (Ministero dell’economia e delle
finanze - RGS, 2001).

The definition of the macroeconomic framework substantially confirms the
productivity and employment assumptions already adopted for previous forecasts. In
the national baseline scenario productivity is set at an annual average of around 1.7%
(2% from 2026, and gradually increasing towards that figure in the preceding years),
whilst the hypotheses relating to the labour market determine a dynamic of the
employment figures which move, for the age group 20-64, from 58.1% in 2001 to
68.8% in 2050 (Ministero dell’economia e delle finanze — RGS, 2001).

The national baseline scenario assumes, for the period 2003-2006, a growth rate of
GDP of about 2%, substantially in line with the average growth of the last twenty
years. This choice, which is consistent with that taken in the previous forecasts, is
aimed at better capturing the long term trends of those factors which condition the
structural equilibrium of the pension and health care systems (such as demographic
evolution, changes to the structure of participation and employment rates, the long
term growth of productivity, etc.).
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On the basis of the demographic and macroeconomic frameworks outlined above, the
real growth rate of GDP settles at an annual average of between 1.4% and 1.5% for
the entire forecasting period.

Over the long period, the forecast for the public pension system updated to 2002
confirms the results already known, in that none of the factors underlying the
structural dynamic of the phenomenon have undergone relevant changes as an
outcome of the updating procedures listed above (figure Al). The ratio of pension
expenditure to GDP shows a more or less constant growth through the first three
decades of the forecasting period, where it presents an increase of more than 2
percentage points of GDP, passing from 13.8% in 2001 to a maximum value of 16%
in 2033. After this, the value decreases rapidly to settle around 13.6% in 2050. The
dynamic of the initial fifteen years, with the exception of the first five years, is due
almost exclusively to an increase in the number of pensions, whilst the ratio between
average pension and productivity remains substantially unchanged. This latter ratio
decreases in the central part of the forecasting period under the effect of the gradual
introduction of the contribution-based method of calculation (mixed regime) which
causes a slowdown of the growth rate of pension expenditure. In the last phase, the
ratio of pension expenditure to GDP falls rapidly owing to the shift from the mixed
regime to the contribution-based one (pension is entirely calculated according to the
contribution-based method). Contemporaneously, there is first a slowdown and then
a turnaround in the ratio of pensions to the employed. This latter phenomenon is a
consequence of the progressive elimination through death of the baby boom
generations.

In comparison to the forecast of 2001, a slight increase in the ratio of pension
expenditure to GDP may be noticed for those years in which the curve reaches its
maximum values, largely due to the increase of lower pensions to 516 euros per
month introduced by the budgetary law for 2002. In the first part of the forecasting
period such an effect is more than compensated for by the reduction in the number of
old age pensions arising from the revision of the data referring to the insured of the
FPLD and the self-employed funds referred to above.

The forecast for the ratio of public health care expenditure to GDP has been carried
out on the basis of the methodological indications agreed within the EPC-WGA
(Economic Policy Committee, 2001).

In particular, the evolution of health expenditure in the mid-long term period is
expressed as a function of three factors. The first of these measures variations in
expenditure which are attributable to the evolution of the population by age and sex.
The second expresses the effect due to changes in health consumption profiles by
age, sex and kind of service. The third measures the variations in health expenditure
given the hypothesis that demographic structures and consumption profiles will
remain unchanged. To be more precise, this latter factor expresses the evolution of
Standardised Per capita Consumption (Consumo Pro capite Standardizzato - CPS),
that is the evolution of the consumption of a general individual, irrespective of the
class of health needs to which he belongs.



In order to remain consistent with the methodological choices adopted within the
EPC-WGA, it has been assumed that the health consumption profiles were constant
throughout the entire forecasting period and that the CPS would evolve in line with
per capita GDP. However, as a partial exception to the methodological indications
cited above, for the period 2002-2006, the forecast of health care expenditure has
been made taking into account: the financial effects of the 8" August 2001
agreement between state and regions, the containment measures already foreseen by
current legislation and the results from the information system of the Ministry of
Health relating to the fourth quarter of 2001.

The forecast of the ratio of public health care expenditure to GDP following the
national baseline hypotheses (figure A2 — curve in bold print) shows a more or less
regular growth until 2035. Only in the final fifteen years of the period does the rate
of growth decrease, this for well-known demographic reasons (the exit by way of
death of the baby boom generations). Over the entire forecasting period the ratio
increases by two percentage points, passing from 6% in 2001 to 8% in 2050.

Compared with the forecast obtained by using the 2001-updating of the model, the
ratio of health care expenditure to GDP has resulted in a higher figure of about 10%,
as an average, staring from 2006. To this difference the revision of the starting value,
referred to above, contributes relevantly.

The analysis of the health care expenditure evolution by macro-level demonstrates a
growth of the long term care component more relevant, in percentage terms, than the
acute one, following a trend common to many other economically advanced
countries. However, it should be noted that the relative size of long term care is
noticeably low in Italy (around 10% of the total public health care expenditure) as
distinct from northern European countries.

Taken together, the evolution of public expenditure on pensions and health care
(figure A3) shows a trend towards growth in terms of GDP for the greater part of the
forecasting period. Starting at 19.8% in 2001 it reaches a maximum value of 23.5%
in 2034, thereafter decreases gradually to 21.6% in 2050, over one percentage point
higher than its starting level. The leading role played by pension expenditure is quite
evident because of its considerably greater dimension.

The thin curve shown in figure A demonstrates the effects brought about by putting
into practice the policies planned in terms of employment and productivity growth
rates which are incorporated in the last DPEF. In particular, the higher economic
growth assumed in this scenario, for the period 2003-2006, produces an initial
reduction of the ratio of both pension and health care expenditures to GDP. In the
case of pension expenditure, however, the initial improvement progressively declines
as the higher employment levels and the greater productivity growth are transformed
into a greater number of pensions of a higher average value. The case of health care
expenditure is different. Here, the initial improvement in the ratio of CPS to per
capita GDP is maintained in an almost constant measure throughout the forecasting
period.

The forecasting activity using national scenarios runs alongside that conducted at the
EU level, based on homogeneous demographic and macroeconomic scenarios
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defined within the EPC-WGA research project. The principal object of this project is
to analyse, comparatively, the financial sustainability of welfare expenditure in the
light of the profound demographic changes underway. Regarding procedure and
methodology, each member state was made responsible for the official production of
forecasts relating to their country, using their own forecasting models, but adopting
the scenario hypotheses defined for each of them within the EPC-WGA. The results
of this activity, at present limited to pension and health care expenditures, were
published by the Economic Policy Committee last November (Economic Policy
Committee, 2001).

Given the fact that the models utilised in the Italian case to elaborate the EPC-WGA
forecasts are exactly the same as those used for the national ones, any differences
found between the two sets of results are entirely attributable to the scenario
hypotheses.

The main differences between the two baseline scenarios, respectively defined at the
EPC-WGA and national levels, can be seen by comparing tables A and B. Such
differences are not particularly significant, especially when they refer to the average
values over the entire forecasting period. The growth rate of GDP is slightly lower
than that of the national baseline scenario, showing a disparity of 0.1%, which is
entirely attributable to the employment growth. However, a greater divergence may
be found by observing the temporal profile of economic growth. The baseline
scenario shows an acceleration in the first two decades of the forecasting period and
a slowdown in the succeeding phase.

The differences do not seem relevant also when considering the demographic
parameters referring, respectively, to the Istat and Eurostat main variant scenarios.
The former exceeds the latter in terms of migratory flow and shows a higher level of
life expectancy in 2050. Differently, the differences in the fertility rates indicate an
alternating course; the Istat rates are higher in the first part of the forecasting period
and lower in the second. It is evident enough that the differences between the
hypotheses of mortality and those on migratory flow tend to balance each other out,
as far as the effects on the ratio of health care and pension expenditure to GDP are
concerned.

Comparing the assumptions of the Lisbon scenario with those of the national
baseline scenario shows up more marked differences. These, however, do not so
much concern the average growth of GDP, which settles at a level slightly lower than
that of the national scenario, but its decomposition into the productivity and
employment components. The former shows an average reduction of about 0.6
percentage points per year whilst the latter is higher by a substantially equivalent
percentage. The greater growth of employment is as much due to more optimistic
hypotheses regarding the evolution of participation rates, particularly amongst
females, as to the lower reduction of working age population. In this regard it should
be remembered that the Lisbon scenario follows the high variant scenario of the
Eurostat demographic forecasts, which assumes a more sustained increase in all three
demographic parameters than does the main variant scenario produced by Istat, as
may be seen from the tables A and C.
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The results of the forecasts made within the EPC-WGA are shown in figure B in
comparison with those resulting from the adoption of the national baseline scenario.
Compared with this latter, the EPC-WGA baseline scenario generates a ratio of
pension expenditure to GDP significantly lower in the first part of the forecasting
period and higher in the following period, with the two curves crossing over around
2032. The differences recorded depend prevalently on the diverse temporal profile of
GDP growth, which produces direct effects on the denominator of the ratio, and
indirect effects on the number and average amount of pensions in the second part of
the forecasting period. Differently, the ratio of health care expenditure to GDP
forecast on the basis of the EPC-WGA baseline scenario shows a result which is
perceptibly lower than that of the national baseline scenario beyond 2030. This slight
discrepancy mainly depends on the different demographic trends underlying the
forecasts which are being compared, especially regarding the life expectancy
assumptions. In summary, compared to the national baseline scenario, that made by
the EPC-WGA shows a growth in the total pension and health care expenditures, in
terms of GDP, initially more contained and thereafter higher in the final part of the
forecasting period, with a deviation of some 0.4 percentage points in 2050.

The hypotheses of the Lisbon scenario, on the other hand, are such as to generate a
growth of total expenditure to GDP notably more contained with respect to both the
EPC-WGA and national baseline scenarios. Such an outcome results chiefly from the
pension component which, in terms of GDP, is over 1 percentage point lower for
most of the forecasting period. This mainly depends on the strong increase in
participation rates, particularly in the female field, which produces an immediate
increase in GDP but is transformed into a greater number of pensions with an
average delay of 35 years. The consistent increase in participation rates in the 57-65
age bracket is also particularly significant and has been obtained thanks to an
increase of the average retirement age by about three years under the
contribution-based regime. In this instance, the effect due to the increase in the
number of the employed is reinforced by the contextual reduction in the number of
pensions. The higher pension amounts which result from the postponement of
retirement, due both to increased contribution years and to higher transformation
coefficients, only come about gradually through time and determine the substantial
realignment of the curves by the close of the forecasting period.

The differences relating to the health care component of the total expenditure are
easier to interpret. They depend largely on the different growth of per capita GDP
following on from the adoption of different scenario assumptions. In particular, the
average growth rate of this variable, to which the CPS is linked for the purpose of the
hypothesis, accounts for 1.4% in the Lisbon scenario as against 1.7% in the
EPC-WGA baseline scenario.

The analytical data relating to the results of the forecasts are shown in the annex. As
far as possible, the framework agreed within the EPC-WGA has been followed in the
presentation. The only information eliminated is that which was quite clearly
duplicated. Therefore, the table of results relating to the forecasts worked out within
the EPC-WGA is exactly the same as that formally delivered to the EPC-WGA and

VIl



used in the official documents of our country elaborated within the European Union
(Italy’s Stability Programme, National Strategy Report on Pensions).

There is no reason which would render it either useful or significant to update the
results published last year relating to the sensitivity analyses of the demographic,
macroeconomic and legal-institutional hypotheses. Specifically, as regards the
national scenarios, it is possible to consult the previous report of the RGS (Ministero
dell’economia e delle finanze — RGS, 2001), whilst for the scenarios defined within
the EPC-WGA the report of the Economic Policy Committee published in November
2001 should be referred to (Economic Policy Committee, 2001).

The analysis carried out in this report allows the following results to be detailed:

a)

b)

as regards the updating procedures applied to the forecasting models in the
course of 2002, the most important aspects regard the acquisition of the new
data for the insured of the principal INPS funds, the increase to 516 euros of
the lower amount pensions by way of the social assistance increase, and the
revision of the initial level of health care expenditure. The new data has
determined a significant slowdown of the growth rate of pension expenditure
in the first decade of the forecasting period, due to a lower number of old age
pensions, but has not significantly altered the long term equilibrium. Raising
the amount of the lower pensions has determined an increase in the ratio of
pension expenditure to GDP which affects the entire forecasting period,
albeit with a decreasing profile. In contrast, the revision of the initial level of
health care expenditure has caused an increase in the ratio of health care
expenditure to GDP which remains stable, as a percentage, throughout the
entire forecasting period.

The updating procedures of the models, whilst in certain cases significant,
have not in any way modified the structural factors underlying the evolution
of welfare expenditure on pension and health care in terms of GDP. The
forecasts for such expenditure growth relating to our country therefore
remain more contained compared to the average for the EU countries
(Economic Policy Committee, 2001), notwithstanding a more intense ageing
process. This result depends essentially on two circumstances: the process of
reform of the pension system carried out in the 1990’s, and the modest size of
the long term care component which represents the macro-level of public
health care expenditure most exposed to the effects of ageing.

The overall picture of the results does not significantly differ whether the
national baseline scenario or that defined by the EPC-WGA is adopted. In
both cases public expenditure for pensions and health care in terms of GDP
reaches its maximum value in the five-year period 2031-2035, settling around
a substantially equivalent level (23.5% in the first case, 23.6% in the second).
The baseline scenario of the EPC-WGA does, however, show a less worrying
situation in the first part of the forecasting period compared to a slight
worsening in the second part. This is essentially due to the different temporal
profiles for economic growth which characterise the two scenarios.
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d)

2

The Lisbon scenario of the EPC-WGA, on the other hand, produces a strong
curtailment of the growth of total expenditure on pensions and health care in
terms of GDP. This result essentially comes about because the pension
component is almost stabilised, whilst improvements achieved in the field of
health care are decidedly less remarkable. The hypotheses underlying the
Lisbon scenario do, however, take account of the adoption of policies capable
of determining important effects on employment levels. In particular, a
marked increase in youth employment rates is assumed, alongside the
alignment of female employment rates with those of males, already
significantly increased with respect to current levels, and a notable increase
in the employment rates of elderly workers by way of a postponement of
roughly three years of the retirement age under the contribution
based-method.

As far as the pensions system is concerned, the measures which have
contributed more to the containment of the ratio between pension expenditure
and GDP are as follows; 1) the elimination of the real component of pension
indexation shifting to a system of solely price indexation; ii) the tightening up
of the minimum requirements for early retirement in the transitional period;
i11) the introduction of the contribution-based regime which awards pensions
related both to the lifelong contributions and to the life expectancy of the
beneficiaries, according to actuarial equivalence; iv) the ten-yearly revision
of the transformation coefficients as a function of the evolution of life
expectancy.

Decomposition of the ratio between pension expenditure and GDP
demonstrates the expansive effect of the demographic component (ratio of
pensions to the employed) and the compensatory, contextual effect exercised
by the legal-institutional component (ratio of average pension to
productivity). The expansive effect of the demographic component is due as
much to an absolute increase in the numbers of the elderly population,
consequent to lower mortality and the progressive ageing of the baby boom
generations, as to the marked reduction of the working age population. The
curtailment of the ratio between average pension and productivity is caused
by the elimination of the real component of indexation, in the first part of the
forecasting period, and by the gradual introduction of the contribution-based
method, in the second part.

As regards health expenditure, the factor which contributes more to limit the
impact of ageing on the costs of the system is the modest dimension of the
long term care component. In fact, the analysis by macro-level has shown
that the growth of this component proceeds at more than double the velocity
of that of acute care, with the consequent variation of relative size by the end
of the forecasting period. Such a process, common to many other
economically advanced countries (Economic Policy Committee, 2001), has
very different connotations for southern European countries, where the long
term component has limited incidence (around 10% of the public health care



h)

expenditure in Italy) compared to those of northern Europe, where it already
takes up a sizeable percentage of GDP.

The growth of health care expenditure in terms of GDP could be curbed by
way of the adoption of economic policies aimed at reducing the CPS in a
measure sufficient to balance the expansive effect of consumption brought
about by ageing. However, such a reduction is of consistent proportions in
terms of per capita GDP. This means that the resources available to satisfy
the health needs of each citizen, in relation to the total produced, would be
notably less than at present. It will therefore be necessary to improve
significantly the efficiency and effectiveness of the public health system in
order to avoid a progressive worsening of the level of “health well-being”
that has been reached.

Decomposition of the dynamic underlying the ratio between health care
expenditure and GDP into different explicative factors shows the strong
impact of the demographic component, as much on the numerator (increase
of health care expenditure) as on the denominator (slowdown of GDP
growth) of the ratio. However, both the growth of the employment rate,
which compensates in part for the drop of the working age population, and
the economic policy assumption adopted move in the opposite direction.
Linking CPS to per capita GDP in fact neutralises the effects on the ratio
brought about by a modification of the employed as a share of the total
population.
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Tab. A: national baseline scenario

2001 2010 2020 2030 2040 2050

s, Fertility rate 1,3 1,4 1,4 1,4 1,4 1,4
ESz

Z = S Life expectancy

2% - male 76,4 77,9 79,6 81,4 81,4 81,4
25 §| - female 82,7 84,4 86,2 88,1 88,1 88,1
e £ >

gb E § Annual net immigration ('000s) 111 113 116 119 121 124
S ERZEE-)

2, - Elderly dependency ratio” 29.4 34,1 40,3 50,0 64,9 68,8

Partecipation rates [20-64]

- male 77,9 80,7 80,5 78,2 78,7 79,3
- female 49,9 54,9 55,7 57,3 62,2 64,2

g - total 63,9 67,9 68,2 67,9 70,6 71,9

g‘ Unemployment rates

2 . - male 73 6,5 6,4 5,6 43 3,5

A - female 13,0 11,2 10,7 8,8 6,9 5,8

g2 - total 9.5 8,4 8,1 6.9 5.4 45

¥

g g Employment(z)

g - male 04 -0,3 -0,8 -1,0 -0,6

e - female 1,0 -0,2 -0,2 -0,2 -0,4

é - total 0,6 03 0,5 -0,6 0,5
Productivity® 1,0 1,6 1,9 2,0 2,0
Real GDP? 1,6 1,4 1,4 1,3 1,5

(1) Population of age 65 and more over population 20-64. Values in %
(2) Avarage annual percentage change in the preceding decade. The first value refers to the period 2002-2010
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Tab. B: EPC-WGA baseline scenario

2001 2010 2020 2030 2040 2050

Fertility rate 1,2 1,4 1,4 1,5 1,5 1,5

Life expectancy
- male 75,7 77,4 79,0 80,1 80,7 81,0
- female 82,1 83,4 84,5 85,3 85,8 86,0

Annual net immigration ('000s) 51 80 80 80 80 80

base year: 1999

Elderly dependency ratio'" 29,3 33,8 39,7 49,2 63,9 66,8

Demographic assumtions
Eurostat main variant

Partecipation rates [20-64]

- male 78,2 80,9 80,9 79,3 79,0 79,0
- female 50,1 55,0 56,4 59,7 65,8 68,7

g - total 64,1 68,0 68,8 69,7 72,6 74,0

? Unemployment rates

5 o - male 73 6,9 6,6 6,2 5,6 5.4

A - female 13,0 11,8 11,0 10,2 9.4 9,0

g2 - total 9,5 8,9 8,4 7.9 7.3 7,0

£ 2

2 s Employment(z)

S - male 0,2 -0,4 -0,9 -13 -0,8

e - female 0,8 0,2 0,3 0,3 0,4

é«‘ - total 0,4 0,3 0,7 -0,9 -0,7
Productivity® 1,6 1,75 1,75 1,75 1,75
Real GDP? 2,1 1,4 1,1 0,8 1,1

(1) Population of age 65 and more over population 20-64. Values in %
(2) Avarage annual percentage change in the preceding decade. The first value refers to the period 2002-2010
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Tab. C: EPC-WGA Lisbon scenario

2001 2010 2020 2030 2040 2050

£ E | Fertility rate 1,4 1,6 1,7 1,8 1,8 1,8
8 _

; S 2| Life expectancy

255 | - male 76,2 78,6 80,8 82,4 83,5 84,0

2= 3| - female 82,5 84,2 85,8 86,9 87,6 88,0

2 & >

§n§ g Annual net immigration ('000s) 76 106 100 100 100 100
=

= Elderly dependency ratio'" 29,4 34,4 40,8 49,9 63,1 64,7

a

Partecipation rates [20-64]

- male 78,1 83,1 84,5 85,4 88,5 88,6
- female 50,0 61,9 69,4 76,1 85,0 85,8

2 - total 64,1 72,6 77,1 80,9 86,8 87,2

E‘ Unemployment rates

2 o - male 73 6,4 55 4.8 4,0 3,1

A - female 13,0 11,1 9,6 8,3 6,6 4,9

S2 - total 9,5 8,4 73 6,4 52 4,0

E S

£ 8 | Employment®

g - male 0,7 0,0 -0,2 -0,4 -0,3

e - female 2.3 0,8 0,5 0,3 -0,1

é«‘ - total 1,3 0,3 0,1 -0,1 0,2
Productivity® 1,2 1,2 1,1 1,0 0,9
Real GDP? 2,5 1,6 1,2 0,9 0,7

(1) Population of age 65 and more over population 20-64. Values in %
(2) Avarage annual percentage change in the preceding decade. The first value refers to the period 2002-2010
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Figure b1: public pension expenditure

0
[ 2 o TN 4.
(Y | ' I I I <y
% | i | | | %
I v I I I
- [ | I B e I =
Rys I W I I I $x
% N T
i T\ S R R S B
% - |
QW | | | Qﬂ;
I I I
L - -t -+ --F <
Ky | | |
& &
% o e
| | I =
B P) [ R Q&) m
I I I I I I
mWW | | | | | | Qﬂ; um
| | | | | | =
5 e et e e 5}
;9% | | | | | | @W =
| | | | | | /)
% I I I I I I (o .m
I | | | I |
- I S [ @«
a L I I I | | 4% =
WQW vu.. | | | | | WQW m
= I I I I I Z
i = E [
;0\ m | | | | | ;0\ m ”
I I I I I —
% m. I I I I I % S I
15 | | | I | > I
- o m.lw [ R W R 2 - r
| | | | | | = !
= 2 N | * £
=
| = B B _a__} 5 L
< = I I | I | | 5, 2 | |
% = R S 2 % 5 ” ”
3} Co N, ) [ ©
L = [t Bt e Bty S el = r -
= | | | | | | | a, = | | I I R g,
QQQ 2 | | | | | | | QQW = I I I I [ T QQ
( p I I I I I I | p I I I I I | | (e
U —t—t—t— el , , , , , , ,

Iﬂ/ B J (4 (4 J J J J 4 lﬁl B -0 -0 -0 -0 -0 -0 -0 J ’ﬂl
s, r SEfif£8s% T ossSsSssss %
a R S N e E S JJSS2EC

= =

- - - - - EPC-WGA Lisbon
XVI

EPC-WGA baseline

e Nazional baseline



Annex: the results of the forecasts - tables
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