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Persistent low fertility (Prskawetz et al. 2008) together with low mortality and moderate migration imply pronounced population ageing during the next decades in Austria. Faced with a rather generous social security system that builds on the contributions of those in the workforce, the projected shrinkage of the working age population and the continued increase in dependent elderly will exert pronounced pressures on the sustainability of the welfare system in Austria. These trends are reinforced by early exits from the labor market that further reduce the potential base of contributors and increase the pool of dependents. 
In this chapter we highlight the components of the NTA for Austria as they result from the current demographic situation and the prevailing institutional setting focusing in particular on the low labor force participation and low levels of education still prevailing in Austria. We start with a brief background information on the demographic situation and the insurance system in section 1. Estimations of age-profiles are summarized in section 2.

1. Background information on Austria

The demographic situation

After World War II, the population of Austria stagnated at slightly below seven million until the end of the 1950s. Ever since, Austria has become a country of net in-migration. The total population size reached 8.30 million in January 2007. 

With the exception of migration, main population trends in Austria have remained unchanged since the mid-1980s. Following the peak of the baby-boom in the early 1960s, a substantial fall in fertility took place in Austria, which lasted until the mid 1980s. Since then Austria records low and relatively stable period fertility, with the period total fertility rate hovering around the level of 1.3 to 1.5. Austria has a long history of sub-replacement fertility, with completed fertility falling well below two children per woman already during the (first) demographic transition, and rising temporarily above this level among the 1917-1946 cohorts. Since 1970, when a period of stagnation ended, life expectancy at birth has risen annually, reaching 76.65 for males and 82.24 years for females in 2005. The number of years a person may still expect to live at retirement age (i.e., age 65) increased as well and reached 16.99 years for men and 20.33 years for women in 2005. 

According to the most recent official projections for the years 2005-50 by Statistics Austria (Hanika 2005, updated in Statistics Austria 2006b), the population will grow—with decreasing increments—to 9.0 million up to 2050, i.e., by about 9% as compared to the initial population of 2006.  As the number of those older than 60 will increase by two thirds in the same period, demographic ageing is inevitable. The proportion of elderly people will rise from the present 22% to 33.5% in 2050. The working-age population (15-59 years) will increase slightly until 2020, and then decrease by 8%, while the population below age 15 will already now start to decline. 

The Austrian insurance system

The system of social security in Austria is a public welfare system and comprises the branches of health insurance
, accident insurance and pension insurance. Social insurance is compulsory and linked to gainful employment. Contributions are based on the income with a top threshold of € 3,630 gross monthly income for employed workers and € 4,235 for freelancers and farmers in 2005. In addition there are special regulations for old-age pensioners and unemployed. For those who do not work self insurance is possible. Financing social security transfers by fringe benefits (i.e. non wage labor costs or associated employer outlay) raises the price of labor. Higher unemployment rates and lower labor force participation rates are often associated with these institutional frameworks. 

The generosity of the Austrian welfare system led to an acceleration of social expenditures during the last decades; in particular through an increase in the eligibility and new entitlements (ageing population and increasing unemployment). In this regard, the low labor force participation of elderly in Austria is of great concern and it is attributed to the disincentives generated by the Austrian pension system (Hofer and Koman 2006). While the statutory retirement age is 65 years for men and 60 years for women the actual retirement age fell from 61.9 for men (60.4 for women) in 1970 to 58.4 for men (56.7 for women) in 1999. The share of disability pensions, early retirement and survivor benefits for spouses and children are rather high in the European context.

Government spending on the various social insurance systems amount to 15% of GDP in 1994 for pensions, 10.1% of GDP in 2006 for health expenditure, and 10% of GDP in 1990 on family assistance. Compared to the other EU countries Austria is more generous to old age support and families but less generous for housing and unemployment spending. A growing part of spending must be covered out of general taxes rather than contributions. In 1995 contributions covered only 72% of benefits. The sustainability gap of the pension system has become the major source of fiscal imbalance in Austria. Spending on health expenditures and family assistance is amongst the highest in Europe.
Currently several reforms of the social insurance system are underway. The pension reforms initiated since the late 90s aim at a closer link between contributions and benefits, make earlier retirement less attractive and harmonize pension systems (in particular the pension system of the civil servants was changed to the general system). 

On the public transfer outflow side, main taxes in Austria are Corporate Income Tax (Körperschaftsteuer), Individual Income Tax (Einkommensteuer) and Value Added Tax (Umsatzsteuer). Taxes and social security contributions (i.e. government revenues) reached 41.9% of GDP in 2005. Direct taxes (income and firm profits) amount to 12% of GDP. Austria’s tax system is characterized by a high tax burden on labor: 14.4% of GDP. With 0.5% of GDP the contributions of taxes on assets, donations, inheritance and estate is relatively low. Contributions of taxes on goods and services (VAT taxes) amount to 11.9% of GDP in 2005. The VAT in Austria is relatively high compared to its neighboring countries. 

2. Estimating age-profiles for Austria

In this section we summarize the results of constructing NTA age-profiles for Austria.

Most of our estimates are based on the Consumer Expenditure Survey (CES) 1999/2000. In addition, we also use the European Community Household Panel (ECHP) 2000 to double check the age profiles we obtain from the CES and to complement missing information in the CES. A definite advantage of the CES is the fact that it allows a much simpler calculation of intrahousehold transfers as compared to the ECHP. In particular, the CES contains information on inflows and outflows for the same households (and their members).  The ECHP database contains 5,801 observations on individuals and 2,644 observations on households. The number of observations is about 3 times as large in the CES with 7,098 observations of households and 20,028 observations for individuals. Besides those two data sources we also used data from National Accounts and various other data sources (e.g. private transfers measures in a survey conducted by the Austrian National Bank, data of health insurance files, etc.). 

2.1 Life cycle deficit

The key outcome of the NTA accounts - the life cycle deficit - is displayed in Figure 1b. It is surprising that already at age 21 the age profile of consumption and income cross and the life cycle deficit turns negative. This number is much lower as compared to the US (age 27) but also Taiwan (24) or Costa Rica, (24), countries that are economically less developed. On the other hand the age at which individuals become net consumers again (age 57) is rather expected as induced by the low labor force participation among elderly in Austria. With a mean duration of about 37 years of the life cycle surplus Austria is rather peculiar among the countries analyzed so far. 
The hump shaped profile of labor income (Figure 1.a) reflects the shape of the labor force participation among Austrians quite well. The age profile of consumption first increases and flattens out during adult ages before it increases again for older ages (Figure 1a). The components of the consumption profile follow the age profiles commonly found in the literature: an inverse U shaped profile for private consumption as opposed to the U shaped age profile for public consumption. Hence, private and public consumption are good complements implying a smoothing of consumption over the life cycle. Only for young and older ages are public consumption expenses (these are mainly educational transfers and health expenditures) exceeding private consumption outlays.
2.2 Earnings profiles and labor force participation rates in Austria

Peculiar to the Austrian case is the steep and early rise of earnings profiles at young ages. A closer look at the activity status by age (as obtained from the CES data 2001) in Figure 2a depicts the rather low enrollment in higher education in Austria. Already from age 19 onwards the share of persons earning income exceeds the share of person in school. Figure 2a also depicts the low labor force participation at older ages. From age 57 onwards the share of pensioners exceeds the share of people in employment. These results are confirmed by the official OECD data on labor force participation rates. The low overall labor force participation at age 55 already can be explained by the low labor force participation of women that reflects partly a cohort effect. 
Comparing the average labor income per capita with labor income per wage earner (Figure 2b) it seems that at ages below 20 labor income is rather low indicating that it mainly stems from income earned in apprenticeship which is still a common track in the Austrian schooling system. 
At this stage a short note on the Austrian educational system is appropriate. A peculiarity in the Austrian schooling system is the high prevalence among the following three levels of low education: (i) the system of apprenticeship (Lehre) which is completed at age 17 to 18 (at most age 19), (ii) "mittlere Berufsbildende Schule" which is on average completed at ages below 18 years and (iii) "Pflichtschule", i.e. 9 years of school which is completed at age 15 on average. In 2001 34% of males and females aged more than 15 years record apprenticeship (i) as their highest education. The corresponding shares for the other categories are 11.5% (ii) and 35.7% (iii). As a consequence of the high prevalence among lower educational levels, the labor force participation and labor income is already high at lower ages in Austria. On the other hand, high labor force participation among the younger ages can explain low levels of youth unemployment in Austria. In contrast to the high share of lower educational levels among the Austrian population, the share of Austrian who record tertiary education as their highest educational level is rather low. In Table 1 we summarize the comparison of the share of low educational levels among the Austrian population of age 15-25 for the population census dates 1981, 1991 and 2001. 
 

Figure 1: Life cycle deficit and its components
a:
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Source: Various data sources, authors’ calculations.
Figure 2a: Activity status by age
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Source: CES 2001, authors’ calculations.
Figure 2b: Labor income (average yearly income, Austria, 2000)
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Source: CES 2001; authors’ calculations 
Table 1: The share of low educational levels among the Austrian population aged 15 to 25. A comparison across the 1981, 1991, 2001 

	
	Apprenticeship (i)
	berufsbildende mittlere Schule (ii)
	Pflichtschule (iii)

	Males
	
	
	

	   1981 
	45%
	7.5%
	35%

	   1991 
	49%
	8.3%
	25%

	   2001 
	51%
	7.8%
	20%

	Females
	
	
	

	   1981 
	22%
	18%
	49%

	   1991 
	28%
	20%
	35%

	   2001 
	27%
	20%
	20%


Source: Population Census.
2.3 Components of consumption

NTA distinguishes four components of private consumption (Figure 3a): education, health, housing and other private consumption.
 Private educational consumption is mainly concentrated at primary school ages (6 to 10 years) and falls off thereafter reaching rather low values from age 20 onwards. Private health expenditures follow a U-shaped age profile being high during the infant phase, decreasing during childhood and adulthood and starting to rise again in the early 20s. A flattening out from the late 50s can be observed. Housing constitutes distinctively higher share of private consumption (compared to health and education) over the whole age range rising sharply up to age 30 and showing a second peak in the mid 70s. Note, that other private consumption uses left scale of the figure and thus represents by far the biggest category of the total private consumption category and determines its shape.  
Public consumption (Figure 3b) is mainly driven by educational expenses in the childhood and early adulthood, while health expenditures account for most of public consumption at older ages. Public educational expenditures show a rather early peak around ages 15 and drop off already at ages below 20 years. Public expenditures on education and health exceed private consumption for these categories at all ages. In case of health expenditures the difference between public and private expenditures increases starting for ages in the early 40s. 

Figure 3: 

a: Private consumption by age and component
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 Source: Various data sources, authors’ calculations.

b: Public consumption by age and components

[image: image6.emf]Public consumption by age and components



0

2,000

4,000

6,000

8,000

10,000

12,000

0 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90

Age

EUR per capita

Total public consumption

Education

Health (without long-term care)

Long-term care

Other public consumption

 
Source: Various data sources, authors’ calculations.

2.4 Public Transfers 
Public transfer inflows (Figure 4) are categorized as cash or in-kind. Public transfer outflows consist of direct and indirect taxes, which refer to contributions, income and property taxes on the one hand, and consumption and excise taxes on the other. 
From the age of retirement (during 50 years of age) onwards in-cash transfers strongly dominate in-kind transfers due to high inflows in form of pensions (24.6 billions EUR) and survivors benefits (5.7 billions EUR). In-cash transfers in form of family and child transfers (5.4 billions EUR) are concentrated in childhood. Until the retirement age in-kind transfers dominates caused by the category of “other public consumption” that amounts to 16.4 billions, and which is uniformly distributed over all age groups. 
 Figure 4: Per capita public inflows, Austria, 2000
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Source: Various data sources, authors’ calculations.
The components of “in-cash” transfers are plotted in Figure 5. In total (billions EUR), the biggest share are public pensions (24.599), followed by survivors benefits (5.669),  family and children allowances (5.389), sickness and disability benefits (3.333), unemployment benefits (2.868), housing benefits (0.178) and finally social protection and other miscellaneous inflows (0.090).

Figure 5: Components of “in-cash” transfers
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Source: Various data sources, authors’ calculations.

The majority of total outflows (Figure 6) is concentrated in the working age group in form of contributions and taxes on income, profits, and capital gains. To estimate the property income we refer to surveys that include questions on the “income from rent and lease” and “income from property/assets”. As Figure 6 indicates taxes on property are negligible (even not visible in Figure 6).

Figure 7 summarizes the difference between public transfer outflows and inflows into net public transfers. 

Figure 6: Per capita public transfer outflows, Austria, 2000
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Source: Various data sources, authors’ calculations.

Figure 7: Net public transfers per capita, Austria, 2000
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Source: Various data sources, authors’ calculations.

2.5 Private Transfers

Without having aggregate controls for inter-household transfers, we had to rely on survey data (CES). On the outflow side there are variables “money gifts” and “donations” available and used, while on the inflow side “remaining private transfers from persons not living in the household”. Because this arbitrarily selection of variables and since aggregate categories are estimated on the basis of survey data and corresponding survey weights, serious overestimation or underestimation is herby not excluded. Nevertheless, aggregate interhousehold inflows for the year 2005 are 0.322 billion EUR and outflows amounted 1.169 billion EUR. 
Figure 8: Dismembered private transfers, Austria, 2000
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Source: Various data sources, authors’ calculations.

As shown in Figure 8 inter-household transfers represent only a minor part of private transfers. Compared to less developed countries where inter-household transfers are much more important, these results may suggest no need for substantial transfers between households since the standard of living is rather high and the state takes care of those most in need. Weak relations and solidarity between different households could be another explanation. 
The consumption of children aged 0-14 years is covered exclusively through public and private transfers. In the results presented in Figure 9 we are assigning child allowances to the household head. This assumption is also used for most other countries, assuring comparability of the results. Under this assumption about half (52%) of the consumption in the age group 0-14 years is covered through the public transfers while the other half (48%) is covered through the private transfers. Applying the alternative assumption that assigns child allowances to children the results change. In this case public transfers account for 70% of the consumption in the age bracket 0‑14 while the remaining 30% are covered by private transfers. 
Figure 9: Sources of financing consumption, Austria, 2000
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Source: Various data sources, authors’ calculations.

For the adults in the main productive ages labor income is about 29% higher than their consumption (see Figure 9). Only 9% net private outflows of this age group, together with 4% in the age group 65+ is enough to sustain almost half of the consumption of the age group 0-14 years (the remaining part is covered through public transfers). This is possible because of the age structure of the population. While there are approximately 140 thousand people per single year age group around age 32-38 years, the number of newborns was less than 80 thousands in 2000. It is interesting that consumption of those aged 65+ is practically completely covered by public transfers and that not much of other reallocation is taking place in this age group. 
2.6 Asset reallocation

If the consumption is not covered through labor income neither through transfers (public or private), it has to be covered through the asset reallocation, representing the difference between asset income and saving by age groups. 
Figure 10: Sources of financing consumption, Austria, 2000
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Figure 10 presents the same information as Figure 9 by 1-year age groups, using smoothed age profiles.
3 Summary
Low levels of education and the generosity of the social security system in Austria clearly shape the age profiles of the NTA. Rather high labor force participation at young adult ages together with early retirement imply a mean duration of about 37 years of the life cycle surplus. Age reallocation of transfers to finance the life cycle deficit in young and old ages is mainly concentrated on public transfers for old age and about equally shared between public and private transfers for young ages. The biggest share of in-cash transfer programs are the public pension, followed by survivor benefits and family and children allowances. Asset reallocation is at rather low levels in Austria. 
References

Hanika, A. (2005) “Zukünftige Bevölkerungsentwicklung Österreichs 2005 bis 2050 (2075).” Statistische Nachrichten 60, November 2005: 974-991.

Hofer H. and Koman R. (2006) Social security and retirement incentives in Austria, Empirica 33: 285-313.

Keuschnigg, C., M. Keuschnigg, R. Koman, E. Lüth and B. Raffelhüschen (20xx) Austria: restoring generational balance

Kontula and Miettinen (2005). Synthesis report on demographic behaviour, existing population related policies and expectations men and women have concerning the state. Dialog. 

OECD (2001). Balancing Work and Family Life: Helping Parents into Paid Employment. In: OECD, editor. Employment Outlook. Paris: Organization for Economic Cooperation and Development: 129-166.

O’Donoghue, Cathal, and Holly Sutherland (1999). “Accounting for the Family in European Income Tax Systems.” Cambridge Journal of Economics 23: 565-598.

Prskawetz, A., T. Sobotka, I. Buber, H. Engelhardt and R. Gisser (2008) Austria: Persistent Low Fertility Since the mid-1980s.  

Statistics Austria (2006b). Demographisches Jahrbuch Österreichs 2005. Vienna: Statistics Austria. Available at: http://www.statistik.at/neuerscheinungen/download/2006/demogr_jb_05_www.pdf



















































� We wish to thank Peter Findl, Manuela Lenk, Ursula Havel, Karl Schwarz, Nikolaus Bayerl from Statistik Austria for their assistance in using the CES data and their help in the interpretation of the Austrian National Accounts data. Additionally we would like to thank Karin Wagner from the Austrian National bank for providing results of  survey data on financial assets and bequests, Karin Mayr from the University of Linz for information on the Generational Accounts of Austria and Notburga Pfoser from the Oberösterreichische Gebietskrankenkasse for providing data on public health expenditures. Special thanks go to Tim Miller, Andy Mason, Ron Lee and the whole NTA team for providing feedback during the set up of the Austrian NTA accounts. 


� Health services are provided in the case of illness, invalidity, maternity, unemployment, old age and death of a person. 


� The distribution of educational attainment in Table 1 will underestimate the actual attained educational level since part of the 15-25 years old population will continue with higher order education after those ages. 


� Note that we treat purchase of durables as final consumption.
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