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In terms of demographic change, Germany will be facing very
challenging years up to the start of the next decade as baby
boomers will be leaving a gaping hole in the labour market. In
the year 2023, the birthrate fell to 1.38 children per woman. As
a result, the shortage of young skilled workers in Germany will
probably not change much into the 2040s. If the reduced birth-
rate continues, the skills shortage will then worsen further un-
less the working-age population in the country works more or la-
bour productivity improves through new technologies and more
efficient production. Skilled migration at foreseeable levels and
with anticipated qualifications will only partly be able to close
the gap.

These are the facts. Either the German economy produces
more or we will need to enter belt-tightening mode and become
more patient, at least in some areas of the economy and life, as
a result of demographic ageing and shrinking. That trend has
already begun. Germany’s competitiveness and action on cli-
mate change may also suffer as a result and social security
benefits and public services may also have to be scaled back
where there is a shortage of workers.

That raises the following question: What can Germany do? The
present Focus on Economics will attempt to give some an-
swers. The focus of the analysis is on labour market participa-
tion.

The first part of the study analyses the economic development
that could be expected in Germany up to 2050, if the current
trends around labour force participation, working hours and la-
bour productivity were to continue, and how realistic that would
be. In order to answer this question, a ‘business-as-usual’ sce-
nario was calculated that carries over the growth of gross do-
mestic product on the basis of the trends.

Even if labour force participation continues to increase, gross
domestic product will grow only little in the coming years. The
German economy would additionally have to considerably in-
crease the labour productivity growth rate to achieve stronger
growth. One consequence of weaker trend growth is

Note: This paper contains the opinion of the authors and does not necessarily represent the position of KfW.

that more frequent phases of stagnation or recession are to be
expected. If economic downturns occur at the same frequency
and intensity as in the past, Germany would have to expect
stagnation or a decline in gross domestic product roughly every
three years. That was the case in Japan, where the population
has aged at a rate similar to that expected for Germany since
the end of the 1990s.

Another challenge is that most EU partners and principal sales
markets of the German economy face a similar demographic
trend. According to projections by Eurostat, the population of
some of the large EU states will age even more than in Ger-
many from the coming decade. Unless forward-looking counter-
measures are adopted, this can weaken their crisis resilience.
In order to limit the consequences, international cooperation
with EU allies and other partner states will be necessary. Indi-
vidual nations can hardly tackle the challenges of global demo-
graphic change alone.

The second part of the study outlines possible approaches that
Germany can adopt to reduce the shortage of specialist and
skilled labour. The focus is on measures which the public and
private sector can take to further increase labour market partici-
pation. We also analysed studies conducted about measures
and experiences in other countries and put together a compre-
hensive list of possible measures. A number of steps have al-
ready been initiated that can be built upon.

It appears to be highly advisable to pull out all the stops to se-
cure growth and prosperity. For one thing, it is the best way to
prevent bottlenecks and mobilise resources for the increased
global challenges. For another, it is often difficult to determine in
advance what measures will affect growth and prosperity and in
what ways. What is generally helpful is to act with foresight and
make continuous efforts since demographic change and its con-
sequences are predictable. The areas in which to take action
are also known. These include better education, mobilisation
and qualification of the working-age population, making work in-
put as effective as possible, reducing bureaucracy, increasing
the efficiency of public and private sector administration as well
as strengthening investment and innovation.
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The contraction of the prime working-age population in Ger-
many already began in the 1990s (Figure 1). Migration from
abroad could only partly offset the decline. Under the ‘business-
as-usual’ scenario (see study), the decline in the working-age
population will accelerate. The population aged 15 to 64 years
decreased by 2.4 million from 1995 to 2022. Under this sce-
nario, it will drop by a further 3.5 million by 2050.

Figure 1: Germany’s working-age population has been
shrinking since the 1990s and that will accelerate
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Under the ‘business-as-usual’ scenario, the German econ-
omy will continue to grow moderately

The key finding of the trend analysis is that if labour market par-
ticipation continues to rise at the rate of the past ten years, the
number of hours worked per worker continues to drop at the
same rate and labour productivity continues to grow at the
same rate, the German economy will grow by only 0.7% per
year on average up to the year 2050. As more and more baby
boomers are going into retirement in the coming years, the
‘business-as-usual’ scenario would see a phase of relatively low
economic growth of 0.4 to 0.5% per year up to the early 2030s
(Figure 2).

That means although gross domestic product will still grow by
almost 20% in real terms up to 2050, economic growth will
weaken noticeably. By way of illustration: gross domestic prod-
uct has grown by 1.2% per year since 2000. Given Germany’s
current gross domestic product, the half a percentage point less
economic growth means that its economy would grow by only

EUR 29 billion a year instead of EUR 50 billion. The difference
increases over time. The scope for additional expenditure will
therefore continue to decrease noticeably as a result of a grow-
ing scarcity of human capital. In times of growing economic
challenges, that restriction makes setting new priorities unavoid-
able.

Figure 2: Under a ‘business-as-usual scenario’, the German
economy would continue growing — but at a much slower
pace
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GDP growth can deviate from trend growth in some years be-
cause of cyclical variations. Thus, GDP growth rates above the
trend are to be expected when the economy climbs out of a cur-
rent phase of weakness and capacity utilisation increases
again. Economic boom phases, however, should not obscure
the fact that in the long term, the demographic development will
significantly hamper growth if the trend continues.

Per-capita gross domestic product will grow by only 0.4% per
year on average up to the year 2031. Per-capita gross domestic
product is the measure of the average material prosperity of a
country’s inhabitants. In other words, it can still increase slightly
under a ‘business-as-usual’ scenario in the coming years. Nev-
ertheless, the skilled labour shortage will likely lead to greater
scarcities and supply bottlenecks in areas where there is grow-
ing demand or young workers are lacking to a significant extent.

That is already the case in a large number of occupations, in-
cluding information services, healthcare, nursing, education,
transport and residential construction. These are all sectors that
are of great importance for delivering essential services to the
population and ensuring the functioning and competitiveness of
the economy. It is taking longer to book appointments with doc-
tors and public services, postal deliveries are taking longer,
train and bus schedules are being thinned out and nursing staff
is becoming increasingly scarce. Shortages will become evident
particularly in structurally weak, more sparsely populated and
faster ageing regions.

The skills shortage analysis of the Federal Employment Office
for the year 2023 classified 42% of all occupations based on in-



company training and 20% of all academic occupations as
shortage occupations. More than 30% of occupations requiring
in-company training and tertiary degrees are also being moni-
tored for signs of shortages.! According to the Kfw-ifo Skilled
Labour Barometer, the business activities of 27% of enterprises
were hampered by skilled labour shortages in April 2025.2 The
share of affected enterprises has fallen in the past two years as
a result of the economic lull. It is expected to rise again with in-
creasing capacity utilisation. In 2022 the share was 50%, as sig-
nificantly more businesses were affected.

Growth is generated solely by increasing labour productivity.
The working-age population will still grow slightly but the num-
ber of hours worked will decrease (Figure 3).

Figure 3: Under ‘business-as-usual’ scenario, working-age
population is increasing while hours worked are falling
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The ‘business-as-usual’ scenario requires a noticeable in-
crease in labour force participation and there are downside
risks

The ‘business-as-usual’ scenario is anything but guaranteed. It
can be realised only if more people contribute to social welfare
through economic activity. The labour force participation rate
among the population aged 15 to 64 years would have to grow
from 77% today to 84.5% in the year 2050. In the age group of
65+ the labour force participation rate would have to double to
16.8%. Comparisons with other countries show that these la-
bour force participation rates would be achievable (Figure 4).
Examples of this are the Netherlands, Sweden, Japan, New
Zealand and Iceland.

In deviation from the scenario, workers could also take on more
hours or labour productivity could grow more strongly. So far,
however, there are no signs of this happening. Quite the oppo-
site. Labour productivity is currently on the decline and on the
level of four years ago. And with respect to the number of hours
worked per person in paid employment, Germany lags far be-
hind other OECD states, with the trend pointing lower. A further
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downside risk to the ‘business-as-usual’ scenario is that produc-
tivity growth can continue to trend lower. Productivity growth
has weakened significantly both in Germany and in other indus-
trialised countries in the past decades.®

Figure 4: Some EU states have higher labour force partici-
pation rates than Germany

Labour force participation rates of working-age people aged 15 to 64 years in
2022.
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Ageing and shrinking of economically active population
will noticeably reduce growth all across the EU and non-
European industrial countries

At 35%, Germany currently has one of the highest old-age de-
pendency ratios of all EU countries and it is set to rise to almost
46% by 2050 according to the baseline projections of Eurostat
(Table 1). The ageing and shrinking of the working-age popula-
tion are challenges which almost all industrialised countries will
be facing in the coming decades.

This applies in particular to the southern European EU states
but also to eastern European countries, such as Poland. Ac-
cording to the baseline projections of Eurostat, in 2050 the old-
age dependency ratio will reach 59% in Spain and more than

Page 3 of 10



KfW Research

60% in Italy, Portugal and Greece. Skilled labour shortages and
rising pension, nursing and healthcare expenditure will there-
fore become growing challenges all across the EU. China, too,
will be heavily affected by an ageing society and growing skills
shortages and the society in the US is also ageing, if still at a
slower pace. Thus, the demographic development is expected
to lead to a considerable shortage of workers in all of Ger-
many’s key sales markets, reducing the growth outlook of ex-
ports, too.

Table 1: Germany currently has one of the highest old-age
dependency ratios in the EU. That will change

Old-age dependency ratio: Ratio of population aged 65 and older to population
aged 15 to 64 years in per cent according to baseline projections of Eurostat.

EU country 2023 EU country 2040 EU country 2050
Luxembourg 215 Malta 28.5 Malta 34.2
Ireland 23.2  Luxembourg 30.6 Luxembourg 36.1
Cyprus 24.7 Cyprus 33.4 Cyprus 38.3
Slovakia 26.7 Ireland 33.6 Sweden 38.5
Malta 28.7 Sweden 36.9 Denmark 42.1
Poland 29.7 Hungary 37.7 Belgium 42.3
Austria 29.8 Slovakia 37.9 Netherlands 42.3
Lithuania 30.7 Poland 38.6 Ireland 43.2
Spain 30.8 Czech Republic 38.9 Hungary 45.5
Belgium 30.9 Estonia 39.5 Germany 45.7
Romania 30.9 Belgium 39.7 Finland 46.1
Netherlands 31.4 Denmark 41.5 Estonia 46.2
Czech Republic 31.8 Romania 42.0 Austria 46.4
Estonia 31.9 Netherlands 42.5 Czech Republic 47.2
Hungary 31.9 Finland 42.9 France 48.0
Denmark 32.3 Austria 43.3 Slovakia 49.7
Sweden 32.7 Bulgaria 43.4 Romania 50.2
Latvia 33.1 Germany 45.2 Poland 50.5
Bulgaria 33.8 France 45.3 Croatia 51.8
Slovenia 33.8 Latvia 45.3 Bulgaria 53.4
France 34.5 Slovenia 45.7 Lithuania 53.4
Germany 34.7 Croatia 46.3 Latvia 53.6
Greece 36.0 Lithuania 46.3 Slovenia 53.7
Croatia 36.1 Spain 48.4 Spain 59.0
Finland 37.5 Portugal 54.6 ltaly 61.3
Portugal 37.7 Greece 55.0 Portugal 62.9
Italy 37.8 ltaly 56.2 Greece 67.9

Sources: own presentation, Eurostat

What can Germany do about the skilled labour shortage
and its negative growth impacts?
The main starting points are:

e Increasing labour market participation (including longer
working hours),

e Skilled migration,
e Stronger labour productivity growth,
e and in the long term: stabilising the birthrate.

e The following approaches to tackling the skilled labour
shortage are potentially among the most effective. They are al-
ready being partly addressed in Germany. The focus is on at-
tracting skilled workers, that is, working-age people with voca-
tional qualifications. To be sure, businesses are also being im-
pacted by a shortage of unskilled workers. But with regard to

the depressingly high unemployment rate among low-skilled
workers it appears warranted for the public and private-sector to
prioritise ways and means of training the large number of low-
skilled workers looking for employment within the country or
mobilising them for existing vacant unskilled job vacancies.

Increasing labour market participation of people of prime work-
ing age*
Helpful approaches include:

e Financial incentives from the private and public sector.
Among others, abolition or reduction of tax relief or transfer pay-
ments that make taking on work or increasing the number of
working hours financially unattractive. Examples of this are in-
come tax splitting between married couples and mini-jobs, alt-
hough it must be borne in mind that the lower tax payments on
the latter also increase the incentive to work for low-wage earn-
ers.

e Increasing the difference between the lowest net wage and
basic support for the unemployed. This can also be done by re-
ducing taxes on employees subject to social security contribu-
tions. In order to minimise misguided incentives around the la-
bour force participation of low-wage earners, sharp rises in the
tax burden and high benefit reduction rates where income
thresholds are exceeded should be avoided.

e Exceptions to the statutory minimum wage for unemployed
with placement obstacles such as lack of qualifications.

e Improving the reconciliation of work and family life, for ex-
ample by providing free or low-cost professional childcare and
aged care, flexible working time models and working from home
arrangements.

e Besides financial incentives, education and training are
among the most effective measures for addressing the skilled
labour shortage and strengthening productivity growth. To
achieve this, lifelong learning should be aspired to, beginning
with early childhood education at preschool age and comprising
transversal skills (interpersonal skills, communication, self-man-
agement etc.). In order to establish lifelong learning as a guid-
ing principle it is necessary to motivate young and economically
active people to pursue further education on their own initiative.
This can have many benefits both for the individual and for the
economy.

The higher the educational qualifications, the higher the labour
force participation (Figure 5) and the lower the unemployment
level. Vocational or tertiary qualifications improve employment
prospects enormously. Investment in human capital helps to in-
crease productivity and innovative capacity in the economy. Re-
training enables people to move to different roles when they
lose their jobs, which will be helpful given the upcoming struc-
tural upheavals.

e The government can significantly contribute to further im-
proving occupation-related infrastructures. This includes secure
and fast Internet connectivity and public transport that enables
workers to reliably commute to their workplaces under accepta-
ble conditions.

e Guiding principles are also important as they generate moti-
vation and align people’s actions with goals and values.



Principles such as the following can be helpful in underpinning
prosperity:

+ gender equality at the workplace free of discrimination
+ lifelong learning

+ a free market with competition and private enterprise as a
source of strong economic performance and prosperity

+ advancing digitalisation and strengthening technological com-
petitiveness

+ ensuring the reconciliation of work and family life

+ a lifestyle that is conducive to mental and physical fithess and
health

+ the desire to apply oneself in order to make an appropriate
contribution to social welfare

+ promotion of skilled migration and efforts towards integration
by all sides

+ maintaining and deepening cooperation with partners in the
European Union to preserve the Europe-wide mobility of labour
and capital, the common market, technological exchange, coop-
eration for prosperity and peace, and the green transition in Eu-
rope and the world.

In order for guiding principles to spread effectively they must be
extensively conveyed, accepted by the majority, upheld and
lived out.

Figure 5: Labour market participation rises with the level of
education

Labour force participation rate in per cent by level of qualifications
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High level of education: technical college, tertiary degree

Sources: Federal Statistical Office, own rendition
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Guiding principles are of particular importance with regard to fe-
male labour force participation. In the old Federal Republic, the
idea that a woman’s only place was in the home was embedded
in society well into the past century. Up until 1977, the German
Civil Code allowed married women to seek paid employment
only if it was deemed compatible with their duties as a house-
wife and mother. In the GDR it was normal for women to be in
employment. But there, too, they were expected to mainly per-
form domestic chores and were granted a monthly ‘housework

day’.

This principle reverberates until today. Unlike men, many mar-
ried women still remain unemployed even when there are no
children to be tended to (Figure 6). Even among single women,
the share of women who are not employed or work part-time is
significantly higher than among men.® If that is to change, there
needs to be an image of a society where it is regarded as nor-
mal and desirable that women pursue gainful employment and
can generally fill all roles for which they have the required quali-
fications.

Figure 6: Significantly more married women than married
men are unemployed or work part-time — even without chil-
dren

Occupational status of married women and men aged 25 to 59 years in 2023, in
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Sources: Federal Statistical Office, own rendition

Increasing the labour force participation of people of retirement
age®

In order to increase the labour force participation of retirement-
age workers, all measures are expedient that increase incen-
tives and motivation to continue working for longer and that
maintain the ability to work effectively and adapt. The labour
force participation rate of older workers can be increased using
the following approaches:

¢ Reducing taxes and social security contributions for retire-
ment-age workers.

e Managing work incentives through the level of pension pay-
outs. International studies show that the higher the pension is in
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relation to the last net income, the lower the labour force partici-
pation is in retirement age.

e Dismantling early retirement incentives. That includes de-
duction-free early retirement. Arrangements for earning extra in-
come without deduction of pension payouts and social security
contributions for early retirees can also encourage early retire-
ment.

o Employee retention strategies can help businesses to plan
ahead for meeting their workforce requirements, adapt to an
ageing workforce and recruit, retain and develop employees.
Small SMEs in particular need support in this.

e Businesses can seek to put in place working conditions that
improve motivation and job satisfaction and remove barriers to
effective performance. These include reducing in-company bu-
reaucracy, removing inefficiencies in the use of labour and
workflows and providing efficient and well-functioning work
tools.

e Post-2030, aligning the maximum retirement age with life
expectancy and raising the retirement age above 67 years with
the option of retiring earlier, while working longer is rewarded
with a bonus. Aligning the retirement age with life expectancy is
already being practised in the Netherlands and has been de-
cided in Finland and Sweden. Up to the year 2022 there has
been no industrialised country whose statutory retirement age
went beyond age 67.

One alternative is voluntary further employment beyond age 67
with the option of earning extra income and reduced govern-
ment levies on earned income. If such benefits are granted to
people retiring early, however, this can reduce the incentive to
continue working full-time while also resulting in lower revenue
and additional costs for social insurance schemes.

The decline of both mental and physical abilities takes place at
a different pace and in different ways in each person. Research
findings on mental and physical decline show that it would be
wrong to assume that older workers regularly work more slowly
or should be less innovative than younger ones. Acquired
knowledge, experiential knowledge and routine can often ena-
ble more experienced workers to work more quickly and relia-
bly. However, this finding must inevitably turn negative when
the regular retirement age is increased to a sufficiently high
level. It could therefore cause problems to employers if they
were generally required to enter into employment agreements
beyond age 67.

Mental and physical acuity can be maintained and promoted.
This results in individual differences that usually appear increas-
ingly with advancing age. The general rule is ‘use it or lose it'”.
Steps that have positive results include:

e Higher education, continuing education and lifelong learn-
ing. A person’s entire educational history has an influence on
mental fitness in older age.

e Changing activities and demands as well as mentally de-
manding tasks

e An active, healthy lifestyle with sufficient exercise, a bal-
anced diet and rest

e Avoidance of frequent negative stress and other working
conditions that are unhealthy and may lead to accidents

e Preventive medical checkups and other preventive health
measures

The labour force participation rate of people aged 65 and over
in Germany currently sits at 9%. In some other industrial coun-
tries it is much higher, for instance in Japan, New Zealand and
Iceland, where it is over 20%.

Most working pension recipients in Germany work significantly
fewer working hours: On average, 40% of those aged 65 to 74
work fewer than 10 hours, 25% between 10 and fewer than 20
hours a week. This shows that the willingness or ability to work
of most pensioners who are in employment appears to be only
limited.

Germany could learn from Japan, where physical and mental fit-
ness can be maintained for longer. In Japan, healthy life expec-
tancy stands at 73.4 years, 4.5 years higher than in Germany —
even though the labour force participation rate of over 65-year-
olds is three times as high. Working during retirement appears
to be compatible with good health in older years.

Attracting skilled migrants will close many gaps but is be-
coming more challenging

Between December 2021 and December 2024, the number of
employees subject to social security contributions increased
only thanks to the inflow of migrants — by 711,000 (Figure 7).

Figure 7: Employment in Germany is now growing only be-
cause of foreign workers

Change in the number of employees subject to social security contributions from
August 2021 to August 2024, in thousands.
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Sources: Federal Employment Agency, own illustration

The migration balance with the remaining EU countries turned
negative for Germany in 2023 and international competition for
scarce skilled labour will intensify. This requires greater efforts
to attract skilled workers from third countries outside the EU.
From 2020 to 2022, the share of people migrating to Germany
for work in total migration from third countries fluctuated be-
tween 4 and 25%. In total, a good 72,400 people migrated to



Germany for work in 2023. The Skilled Immigration Act that
came into force in 2020 has so far led to only a moderate in-
crease. Compared with the year 2019, the number of people
who came to Germany for work from third countries rose by a
mere 8,200. Further growth would be desirable to address the
skills shortage.

Good knowledge of German and demand-oriented qualifica-
tions are essential for integration. In order to attract skilled
workers, it is important to reduce administrative hurdles for mi-
grants and employers to a minimum and offer attractive living
conditions as well as support in integration, especially when
they are accompanied by school-age children.

In the longer term, it may be useful to leave less up to chance
when it comes to the migration of skilled workers with demand-
oriented vocational training. To achieve this, one could invest in
offering children and young people in third countries a school
and vocational education in line with German standards with the
option of working in Germany after graduating. For this, partner-
ships with willing countries could be entered into.

Finally, procuring more services and inputs from abroad could
also be helpful. Improving digital communications technologies
opens up additional opportunities here. Foreign workers can
also increasingly work from home in another country. For many
office jobs, migrating to Germany is not necessary. Translation
tools can help overcome language barriers. It would also be
conceivable, for example, to introduce English as a second lan-
guage.

Figure 8: Labour productivity has been a driver of eco-
nomic growth in the past as well
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Higher labour productivity growth is the key to stronger
economic growth

Productivity increases were almost the sole drivers of economic
growth already in the past (Figure 8). More systematically de-
ploying existing labour in ways that add value and increasing
productivity could also be useful in addressing skills shortages.

One prerequisite for this is to mobilise more private capital so
that German businesses invest more and become more innova-
tive. Besides, Germany needs to catch up with other countries
in digitalisation. The most recent advances in Al have opened
up the prospect of increasing productivity more strongly in the
services sector as well. In that sector, productivity has so far in-
creased at a slower pace than in industry (Figure 9).

With respect to the question what conditions would enable
greater productivity growth, Germany might actually learn even
more from other countries. According to international statistics,
labour productivity in the USA and Sweden has grown by
around 0.5 percentage points more per year than in Germany
since 2002. And labour productivity in Switzerland is signifi-
cantly higher. Half a percentage point more productivity growth
could currently reduce labour demand by around 230,000 peo-
ple per year or increase GDP by EUR 20 billion in the given em-
ployment situation.

Studies with international comparisons have established that
ICT production and utilisation have had a great influence on
productivity growth in the past decades. Comparisons with the
USA show that ICT investments there have been higher than in
Germany. Sectors that produce ICT and those that use ICT
have both made less of a contribution to aggregate labour
productivity in Germany than in the USA. Studies have deter-
mined that this was due to the faster acquisition of ICT skills
and more effective adaptation of organisational structures and
management practices to ICT technologies in the USA. The
company size structure has also been found to play a role, as
do labour market regulations in Germany, which make it difficult
for innovative enterprises to reduce their headcount when inno-
vative projects fail .8

According to an estimate by the Institute of Applied Industrial
Engineering and Ergonomics, more effective use of labour
could also leverage efficiency potentials to the tune of approx. 4
million employees in the German economy.® First, this opens up
possibilities for reducing and automating roles where labour is
in short supply. Second, it allows workers to fill gaps elsewhere.
Once again, this presupposes a willingness to adapt and learn.
The private and the public sector can support a change of jobs
and retraining where necessary.
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Figure 9: Productivity increases are possible in the ser-
vices sector, too
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Just as important is to streamline public-sector and private-sec-

tor bureaucracy under cost-benefit considerations and to put in
place a modern, functioning, cost-efficient business infrastruc-

ture in areas such as digital infrastructure, energy and transport.

Public administrations, too, can render services more efficiently
if they succeed in expanding digital offerings and thus address-
ing service bottlenecks caused by staff shortages.

A look into the ‘crystal ball’ Japan

An analysis of the development in Japan enables us to look into
the ‘crystal ball’, as it were, of Germany’s demographic future
and its economic consequences. That is because since the end
of the 1990s, Japan has experienced a similar demographic de-
velopment as what is expected to be imminent for Germany.
How Japan has so far coped with it can give courage and impe-
tus.

At the end of the 1990s, the population of primary working age
began to shrink in Japan and it did so to a far greater extent
than is to be expected for Germany up to the year 2050 accord-
ing to the median population scenario of the Federal Statistical
Office (Figure 10).

Figure 10: The working-age population contracted more
sharply in Japan than is expected for Germany up to 2050
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At the same time, the old-age dependency ratio in Japan rose
from 23 to 51%. The Japanese population thus aged much
more quickly than the Federal Statistical Office predicts for Ger-
many up to 2050 in its median scenario (Figure 11).

Figure 11: The old-age dependency ratio has increased
more steeply in Japan than is to be expected for Germany
up to 2050

Development of old-age dependency ratio from 1997 to 2023 and Germany from
2024 up to 2050. Indexes, 1997 and 2024=100.
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Per-capita working hours dropped in Japan, too, as they did in
Germany, by 14% from 1997 to 2022. As a result, the total num-
ber of hours worked by all workers fell by 13%. As a result of

the increase in labour productivity by 32%, however, gross do-

mestic product nonetheless grew by 15% in the same period
(0.6% per year). The growth rate per inhabitant was the same
(Figure 12).



Figure 12: Per-capita GDP in Japan has continued to in-
crease since 1997 as a result of labour productivity growth
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The development in Japan supports the expectation that gross
domestic product in Germany will continue to grow moderately
with the foreseeable demographic development if — as assumed
under the business-as-usual scenario — labour force participa-
tion continues to rise and productivity growth can be main-
tained. To be sure, productivity growth would be lower than that
experienced by Japan since the turn of the millennium (1.1%
per year) but aggregate hours worked would fall less sharply.

One remarkable aspect of the labour market in Japan is the
high participation rate of the age group of 65+. In 2023, the la-
bour force participation rate for the population as a whole was
61% in Japan, which was moderately higher than in Germany.
For the age group of 65+, however, it was significantly higher
than in Germany, at 25% compared with 9%. Consequently, it
should be possible to significantly increase the labour force par-
ticipation rate of older workers in Germany, if with limitations on
working hours. The vast majority of employed people in the age
group of 65+ works part-time in Japan as well.

The economic incentive to remain employed after retiring is
higher in Japan than in Germany because of the significantly
lower income and pension level.X° Furthermore, the widespread
Japanese concept of ‘ikigai’ may be a contributor to the high
participation rate of pensioners in that country. Those who ad-
here to the concept seek to discover a purpose that gives them
joy and enables them to make a useful contribution to society.'!

What favours the high labour force participation of older people
in Japan is the fact that they are healthy for relatively long. In
2022, life expectancy there was 84 years compared with 80.7
years in Germany.'? According to the WHO, healthy life expect-
ancy in 2021 was 73.4 years in Japan, compared with 68.9
years in Germany. This is noteworthy also because there are
only half as many physicians per capita of the population in Ja-
pan and the share of public health expenditure in GDP is signifi-
cantly lower than in Germany. The following hypotheses can be
drawn from this:

Fokus Volkswirtschaft

1. The significantly higher labour force participation of people
of retirement age entails neither lower life expectancy nor
higher morbidity across society as a whole. Quite the opposite.
On average, the Japanese live longer and stay healthy for
longer.

2. Lifestyle may be more important for life expectancy and
good health than high physician density.

3. Germany might be able to organise its healthcare system
more cost-effectively and with less labour by focusing more on
preventive health care through a healthy lifestyle.!3

These differences suggest that Germany should be able to
draw on Japan’s experience in some aspects in order to learn
how demographic change can be successfully managed. Tak-
ing a closer look at other countries, too, should be worthwhile.
For example, the labour force participation rate of the age group
of 65+ is roughly as high in Iceland and New Zealand as it is in
Japan. Sweden and Norway, too, have a higher participation
rate among the age group of 65+ than Germany — for both
women and men.

Conclusion: Germany can rise up to the demographic chal-
lenge if all actors play their part

Demographic change is a formidable and growing challenge for
the economy and society. It includes skills shortages and
sharply rising costs for pension, healthcare and long-term care
insurance providers. The need for action is immediate because
retiring baby boomers will be leaving major gaps in the econ-
omy up until the beginning of the 2030s. That is already occur-
ring.

Many steps were taken in the past to address skills shortages
and the labour force participation rate has increased steadily in
recent decades. In order to maintain the level of prosperity
achieved, however, efforts must be intensified. For this to occur,
many levers must be set in motion. Just like the green transi-
tion, the demographic challenge is not a Gordian knot that could
be sliced in half with a single stroke. It requires forward-looking
action, stamina and, in many areas, the will to step out of the
comfort zone. This also applies to the social protection systems.
If necessary reforms are delayed for too long, the price for this
will be paid in the form of supply bottlenecks, higher costs and
the need to rush through measures that take time to have an
impact and can have unwanted side effects.

In order to further increase labour force participation, what is
needed is to put in place a mix of economic incentives and de-
mand-oriented education and training, dismantle barriers to em-
ployment and create production and labour conditions that pro-
mote motivation, the ability to perform effective work and job
satisfaction.

Increasing labour force participation will require incentives and
conditions that lead to higher investment, more innovation and
increased digitalisation. It also requires the mobilisation of pri-
vate capital. Leveraging efficiency potentials will benefit from
less bureaucracy and improved efficiency of bureaucratic pro-
cesses. Opportunities for this should not only be sought in the
public sector. Bureaucracy also arises in private-sector enter-
prises and can exceed an efficient level and they, too, should
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permanently scrutinise processes and structures for their effec-
tiveness.

Tackling demographic change calls for the willingness to make
challenging changes and be proactive in many areas. By no
means is this a task of the public and the private sector alone.

prosperity, it is therefore necessary to generate an understand-
ing among the population of the challenges and opportunities in
order to generate acceptance of unavoidable limitations and
changes that will occur when they step outside the comfort
zone. On this pathway, Germany will continue to be one of the
world’s most successful economies and most prosperous coun-

All citizens that are active in the workforce and vote for political tries into the future.

decision-makers have a responsibility. In order to safeguard
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