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Addressing the implica-
tions for the EU of interna-
tional differences in the age
structure of population

In a recent LEPAS working paper
No. 2010-05, Carl-Johan Dalgaard
and Holger Strulik develop a life-
cycle model where individuals are
subject to physiological aging. They
show that cross-country differences
in prosperity can explain differences
in longevity (at age 20) of up to a
decade. This result can have impor-
tant economic and demographic im-
plications in a global world where
some developed countries are starting
to suffer the consequences of an aging
population while other less developed
countries are not.

The empirical evidence shows
that improvements in per capita in-
come are associated to improvements
in life expectancy and that increased
life expectancy can affect human be-
ings’ decisions in multiple ways. For
instance, it will influence fertility de-
cisions, labor force participation at
different ages, and the timing and
composition of consumption, saving
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and investment. Thus, population
aging may affect economic growth in
a fundamental way through its po-
tential effects on the growth rate of
population, the age and skill distri-
bution of the workforce and the level
and composition of aggregate income
and investment.

In a global world it is expected
that international differences in the
age structure of populations will af-
fect the international flows of produc-
tion factors. That is, differences in
the rates of population growth and
in the age and skill composition of
the workforces will trigger migration
flows of workers and capital by influ-
encing their relative rates of return.

At the heart of these potentially
large movements of people and cap-
ital it is the long-run sustainability
of the European welfare states. But
large immigration into an aged econ-
omy can be seen as a temporary fis-
cal relief, despite unemployment, in-
creasing tax revenues for the govern-
ment. The fundamental point how-
ever is not the size of the workforce,
sustained increases in living stan-
dards should rely more on increased
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productivity and efficiency.

The key issues that Europe has
to address can be classified into two
broad categories, demographic and
economic, but they cannot be ana-
lyzed separately. Some examples that
illustrate this important link are the
following. Changes in the age struc-
ture of a society also depend on the
weights of education and health care
in aggregate investment. Migration
can affect the structural change of
the population age, which in turn can
affect the market for education and
health care.

It is therefore necessary to ex-
plore the quantitative implications
of migration for productivity and

for the creation of a highly skilled
workforce under different migration
regimes. On the other hand, there
may be other important reasons to fa-
vor immigration, improving the stan-
dard of living of the new immigrants,
their families and descendants. Mi-
gration is largely an unavoidable phe-
nomenon due not only to demo-
graphic pressures but also to political
realities.

In the LEPAS project we are
working in the development of a
multi-country model integrating the
demographic and economic dimen-
sions of migration and its relation
to development that can guide Euro-
pean policy.



