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Introduction

Most developed economies, and many developing economies, will experience
demogr aphic ageing duringthe 21* century. Demogr aphic ageingwill have significant
implications for many aspects of the economic life of the South West.  This pgoer
provides an overview of some of the more important likely impacts of demographic
change on economic prosperity within the regon. This involves making predictions
which are, of course, necessarily highly speculative.  The effects of demographic
change will appear gradually over severa decades, during which time the regon®
economy will dter fundamentdly in response to many other factors. such as
structura change in the gdobd economy and ongoing technologca change.  The
effects of demographic ageing will a least partly depend on other changes affecting
the regon over this period. The effects of demographic ageing will dso depend on
how the old, and the young respond to the new environment created through ther
decisions concerning education, training employment, saving consumption paterns,
and so on. The andysis in this pgper merely indicates wha might hgppen, assuming
the continugion of current trends (where these can be identified from available
data) and under dternaive scenaios.

For the most pat, the pgoer concentrates on three broad sets of issues related to
the economic effects of demographic change in the South West, namely the possible
impects on:

¥ Theoverdl rate of economic growth in theregon

¥ The dtructure (in terms of indudrid and fundiond specidisation) of the
South West economy

¥ Thelevel and distribution of household incomes within the South West.

The primary focus is on the regond implications of demographic change. There
are, however, subgantid differences in the age structure of populations across sub-
regions of the South West, with implications for the region® economic geography.
We might expect tha those sub-regond differences will persist, or possibly even
widen, over the coming decades.

Demographic Change & Economic Growth

The future economic prosperity of the South West@® citizens will, to a subgantia
extent, reflect the growth performance of the regond economy. This section
congders the possible implications of demogrephic ageing for economic growth
within the South West. It uses the HM Treasury Orend Growth AndysisO
methodology as a framework for assessing the potentid effects of demographic
change on the @end growth rateCfor the South West economy Di.e. the average
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longterm growth rate excluding the effects of short-term fluctuaions in economic
activity.

The method divides the overdl growth rate of economic activity into a component
due to improvements in productivity (output per hour worked), and a component
due to increases in labour supply (totd hours worked). The latter, in turn, can be
broken down into components representing the growth of popuation; economic
activity, employment and average hours worked:

Growth Productivity Growth Rate
Rate of _ Growth Rate of Totd
Total —  (output per Hours
Output hour) Worked

Productivity Population  GrowthRete  Growth Rate of ~Crowth Rate
— GrowthRate 4 Growth 4 of Economic 4+ Employment 4 Of Average

(output per Rate Activity Rate Rate Hours
hour) Worked

Trends in each of the components of economic growth can be projected to provide
aprojection for tota growth in economic output (and in output per person).

This method has previoudy been used to provide growth benchmarks for the RES
review, which induded some condderation of the implications of demographic
ageing for overdl economic activity and employment rates within theregon. Here
we extend tha andysisto dlow for abroader range of ageing effects. Demographic
ageing might, in prindple, influence the overal population growth rate, the average
rate of economic activity and average employment rate (the proportion of the
Workforced (economicaly-active population) which is employed rather than
unemployed), average hours worked and produdtivity growth, i.e. every component
of thetrend-growth equaion. We condder each of these effectsin turn.

Ropulation

In the main, the andysis tha follows is based on the ON S population projectionsfor
the South West. It is, however, important to note tha the ONS projections are
based on recent trends in fertility, mortality and migration rates. Secificaly, the
ONS projections are cadculated by ageing the population from the previous year,
applying loca fertility and mortdity rates to egsimate births deaths and the net
natura population increase (or decrease), and then adding estimates for migration
into and out of the regon or sub-regon.

All components of population change are, however, subject to change, induding as
driven by economic developments. Migration flows are paticularly sengtive to
economic factors such as relative wages, unemployment rates, and living costs
between different locdities. W e might expect, for example, tha an inaease in the
gowth rate of inoome per person in aregon would result, at least temporarily, in
an inarease in-migration and a reduction in out-migration.  Moreover, we would
expect different effects for different age groups D younger working age people may
be more sendtive to such effects; retirees may be more influenced by cost-of-living
and amenity effects. Changes in economic growth, and other economic factors,
could therefore patiadly determine changes in the demogr aphic structure of regond
populations A rise in regond economic growth could, for example, increase the



net in-migration rate for younger workers whilst redudng the in-migration rate for
older workers and retirees. Smilar arguments also apply to internaiond migrant
flows.

Ideally, we would explicitly model migration flows and population change as pat of
the process of regond gowth. We have conduced some smulation exercises
which examine the impact of changes in the economic growth rate on totd net
migrant flows. The results suggest tha overal migrant flows are influenced by
relative regond growth rates, athough these effects are likely to be temporary and
are not paticularly strong for feasible changes in rates of regond growth. The
implications for migration flows amonggst different age groupsare, however, undear.
Further research isrequired in this area

Changing age structure of SW population, ONS Projections
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The ONS Sub-Nationd Populstion Projections predict tha the South West®
population will grow a an average annud rate of around 0.6% between 2004 and
2028, implying an overdl increase of dmost 800000. The projections suggest only
modest growth in the population aged under 60. In contrast, growth in the



population aged 65 and over is projected to account for around 70 per cent of the
overdl increase in population numbers.

Eoonomic Activity

Much of the andysis of the economic effects of demographic ageing within the UK
has focused on the implications for overal rates of economic activity. A common
presumption is that, because economic activity rates are lower for older than for
younger people, demographic ageing will significantly lower the overal rate of

economic activity. The figure below shows age-specific economic activity rates for
the South West and Endand based on data from Labour Force Qurvey.

Demog aphic ageingwill mean an increase in the proportion of the population in the
Economic Activity Rates, 2005
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over 65 age group, but dso a decline in the proportion of the population in the
under 16 and younger workingage groups (16-25), which aso have relatively low
labour force participaion rates.  In addition, we need to consder possible future
changes in economic activity rates across different age groups Here, recent trends
suggest an increase in economic activity rates among older age groups  Identifying
trends in economic activity rates is, however, rather difficult gven the short lengh
of avallable time series and the year-on-year variability in estimates. The figure
below gves basic projections of economic activity rates by age group in the Suth
West.



Age-pecific economicactivity rates
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Applying the ONS population projectionsto these activity-rate projections suggests
tha no significant change in the overdl activity rate within the South West in the
period upto 2028.

Projections for Economic Activity Rates
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The chat above shows projections for overal economic activity rates in the South
West based on population projections and trends in age-specific activity rates. It
sugpests tha, gven these trends, the activity rate for the population aged 16 and
over may decline dlightly by 2028, but tha there would be a margnd rise in the
activity rate for the working-age population, and no change in tha for the population
as a whole. It is important to emphasise tha these projections are highly



speculative. It seems unlikely, however, tha demographic ageingwill result in alarge
reduction in overall economic activity rates a least duringthe next 2 or 3 decades.

Empoyment

Adding the trend growth rate of population to the trend growth rate of the
economic activity rate gves a projection for trend the growth rate of the labour
force in the South Wed. The andysis above suggests a trend growth rate of
population of around 0.6 per cent per year, with atrend growth rate of the overal
economic activity of zero, implying trend growth in the labour force aso a 0.6 per
cent per year.

The trend growth rate of employment dso depends on trends in the employment
rate, i.e. the proportion of the labour force who are employed rather then
unamployed. Snce unemployment rates vary subgantidly by age, changes in the
age structure of population may have implicationsfor the overal unemployment and
employment rates.

Age Specific Employment Rates South West
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Enployment rates in the South West are high for &l age groupsrelative to those
elsewhere in the UK, and may be close to their maximum @ull-employmentQevels in
2005. A reasonable assumption for projections may therefore be tha age-specific
employment rates reman condant a ther 2005 levels.  This would imply a
margnd rise in the overadl employment rate due to demographic ageing from 965
per cent in 2005to 966 per cent in 2028. A dlight rise in the employment rate for
younger people (say by 2 points for the 16-19 group, and 1 point for the 20-24
group) would improve the overadl employment rate further to 968 per cent. Such
changes are, however, far too smal to significantly effect the overal growth of
employment, which we project will be equd to the growth rate of the labour force
(i.e. 0.6 per cent per year under the assumptionsoutlined above).

Hours Worked

The other dimengon of labour suppl is the average number of hours worked per
person. Aswith other aspects of labour supply, hours worked vary significantly by
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age goup, with average hours being lowest anongst the youngest (under 20) and
oldest (over 65) workers. The overal average nunber of hours worked, and so
tota labour supply, will therefore be affected by changes in the age structure of the
workforce and by changes in working paternsover time.

AverageTotal HoursWorked by Age Group
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Projected changes in the age structure of the employed workforce have only a
minimal impact on overall average hours in the absence of changes in working hours
(by age group) themselves. Assuming congant age-specific average hours, overadl
average hours worked per week within the South West would decline from around
304 to 300 between 2005and 2028 (based on Labour Force Qurvey data).

It is difficult to obtain accurate estimates of working hours by age a aregond level
with which to establish trends. Some indication of trends in working paterns can,
however, be obtained by looking a data on part-time working The proportion of
workers in the South West working part-time has increased from around 265 per
cent in 1995to 300 per cent in 2005. At least pat of this will reflect changes in
the age-structure of the South West® workforce over the last decade, since part-
time working varies strondy by age group. However, there also appears to have
been a substantid increase in pat-time working for workers within specific age
groupsover this period. Should this trend continue it would result in a further fall
in average hours worked over the coming two decades. It is difficult to make
projections of this effect with any rea confidence, however for illugrative purposes
we assume tha average hours worked decline by from around 304 to 295 per
week between 2005 and 2028, 0r by jus over 0.1 per cent per year on average,
based on afurther rise in the rate of part-time workingfrom 300 to 350 per cent.
This matches the HM Treasury projectionsfor the trend in average hours naiondly
for the period from 2006 onwards.



Part-timeworkingin the South Wes by Age, 2005
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Smmay. Demayaphic Change & Total Employment

The above discussions sugiest the following projections for growth in the
components of employment in the South West duringthe period 20052028.

Projected Annual
Growth Rate (%)

Population 0.6
Economic Activity Rate 0
Employment Rate 0
Average Hours Worked -0.1
TOTAL EMPLOYMENT 0.5

A frequent concern in discussions of the economic effects of demographic ageingis
the possibility tha societies with rapidly ageing populations could offset some of the
impact on labour supply by dlowing increased in-migration from elsewhere.
Recently many pats of the UK have seen subgantid increases in in-migration from
the 2004 EU-accession countries of Eatern Europe, which has helped to provide
labour for arange of activities such as, in patticular, the hotel and restaurant sector.
Most andyses condude, however, tha large scade net immigration cannot provide a
suganable source of labour. Population ageingis occurringmae rapidly in the EU-
10 accession states than in the EU-15, and is also prevaent in those countries likely
to join the EUin the near future (Turkey provides an important exception). Net
immigration from other pats of the world on a scde sufficient to offset
demographic ageingin the UK seems highly uniikely.

Rroductivity

The overdl rate of economic growth in the South West will depend on both the
gowth rate of totd employment (tota hours worked) and on the growth rate of
productivity (output per hour). Productivity in the South West has been



congstently below tha for the UK as a whole during recent years, and dthough
there was a marked improvement in measured South West productivity relative to
tha for Endand between 1998 and 2000,the officid GVA per hour index has since
falen from 981 per cent of the UK level in 2000 to 951 per cent in 2004.
Interpreting these movements is difficult because available measures are not very
reliable a the regond level and have only been available for relatively short time
periods. Over the period from 1998 to 2004 as a whole, the South West®
productivity level has remained roughly congant relatively to tha for the UK,
implyingtha productivity growth in the regon has jus matched the naiond rate.

To investigate the possible implications of demographic ageing for produdivity
gowth, we need a detailed understanding of the determinants of productivity and
productivity growth a aregond level. Recent research has subgantidly improved
knowledge of these issues. There is, nevertheless, currently only limited
understanding of the determinants of levels and growth rates productivity within the
UK regons

HM Treasury have argued tha productivity levels and growth rates are determined
by five key @riversOskills, investment, enterprise, innovation and competition. We
might expect population ageingto influence at least some of these drivers, which we
now congder in turn. It is not, however, possible to produce precise quantitative
projections of the possible implications of productivity within the South West.
Indead we discuss the issues here and try to put some broad bounds on the scae of
effects tha might be anticipaed.

ills

Workforce skills are widely regarded as important determinants of productivity
levels and productivity growth. Measuring skills is not, however, straightforward.
The usud measures focus on forma educationd qudifications but these are only
one dimendon of skills, and not necessarily the most important.  Evdence has,
however, linked productivity levels of individud firms to forma qudifications of their
workers. The extent of wage differences related to educationd qudifications aso
provides indirect evidence for the importance of education as a determinant of
productivity. The skills derived from experience are, however, dso likely to be an
important determinant of labour-productivity, as suggested by the fact tha, for many
workers, wages tend to rise with experience. At the present time, older workers
tend to less well qudified, in forma terms, than are younger workers. They are,
however, dso more experienced. It is, therefore, an open question whether older
workers are, on average, more or less Gkilled®

A more subtle issue concernsthe importance to productivity of havinga mix of skills
and aptitudes within the labour force. Population ageing results in an increase in
the fraction of older workers in the totd labour force. If older and younger
workers differ in the inpus they provide, then changes in the age structure of the
population will necessitate changes in production processes with possible
implicationsfor overal productivity.

Recent paterns of economic development have tended to increase demand for
high-skill workers while reduang demand for low-skill workers. Such changes dso
dter the mix of sKkills desred by employers, while the rapid pace of technologcal
change places greater demands on workersQedaptability and capacity for re-skilling



over ther life cycles. Such trends can adversely affect older workers if their skills
have not been upgaded since leaving full-time education (House of Lords, 2003)
Therelatively low levels of forma education attained by older workers, and the high
prevaence of basic skills-deficits among some age groups place bariers in the way
of life longer learningfor many older workers.

The skills and education of the current over 50 age group are the outcome of
educationd and training opportunities available over the past severd decades. The
House of Lords (2003)arques, for example, tha the literacy and numeracy deficit of
people over 50 is, to some extent, a cohort effect related to the educationd and
employment history of people born in the 1940s and early 1950s rather than a
simple age effect, so it may be diminished among future cohorts of the over-50s
There are, however, dso concerns over the extent to which older people can gan
access to trainingand life-longlearning

The 50-60 year olds of 2030 are, of course, currently 25-35 year olds who have
benefited from the rapid expangon in education and training provision in the UK
during the recent past. They will carry their educationd qudifications with them
throudh life, adding further qudifications trainingand experience to them dongthe
way. This will significantly dter the relationships between age and skill in future.
To illudrate, the figures below report projectionsfor the proportion of South West
residents with HEDegree level qudifications and those with no qudifications over
the period 20052028. The smulations assume tha paterns of educationd
atanment for youngr people match those currently. Improvements in
gudification levels then smply reflect the effect of individuds carrying forward the
gudifications obtained before they were 30.

Projected Qualifications of Older South West Residents
(aged 50+)
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Projected Qualifications, all SWV residents aged 16+
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The obwvious point is tha the over-50s (and over-60s etc.) of 2030 will be
subgantially more highly qudified than current people of those age ggoups They
will, however, still have the skillsChenfits tha experience brings, possibly supported
by a heightened capecity for life-longlearning

More direct evidence on the links between age and worker productivity is currently
rather thin. The House of Lords (2003) report a survey by the Engneering
EnployersOFederation (EEF which suggests tha employers regard younger and
older workers as having significantly different bundes of attributes: older workers
are seen as more loyd, committed, reliable, trusworthy, accurate and stable;
younger workers as faster, more efficient, and more physicaly and mentaly able.
Where these perceptions merely reflect populr stereotypes rather than had
evidence is difficult to judge. However, research by Meadows for the DTI into the
relationships between age and productivity found no evidence of any negative effect
of age on job performance a least up until 70 years old (there was not enough data
on older people to judge). The report dso found no evidence tha older workers
were inherently less productive than younger workers except in avery limited range
of jobs required rapid reactions andor physicad strengh. Otherwise, any
differences in productivity by age appeared to reflect poorer access to required
traningamongolder workers.

Taking the aove as a whole, we would not expect any specific effect of
demographic ageing on overal levels of skills within the South West.  Trends in
skills will reflect the education and training opportunities available in the recent past,
the present and the future. There may even be an improvement in overall skills
levels, as the life-long benefits from increased formal education are reaped, and as
the declining relative size of the younger-aged cohorts alows for increased
education and traininginvestment per person, and expansonsin provison across dl

age groups
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Investmeant

Changes in the age structure of the population can affect rates of saving interest
rates and investment at naiond and internaiond levels. At a dobd level, funds for
investment derive from saving by households offset by government budget deficits.
For naiond economies, savings and investment can diverge with the different being
made up by foreign borrowing or lending In practice, however, naiond savings
and investment links tend to be farrly closely linked. These links are much weaker
in the case of regond economies. Regond firms can obtain funds for ther
investment projects in naiond and internaiond finanda markets and we would
expect levels of investment to be more influenced by investment opportunities and
the rates of return predicted to flow from them. Regond investment will,
however, be affected by nationd and internaiond savings rates.

The standard economic theory of saving suggests tha individuds and households
vary ther savings patterns over ther life-cycle to smooth consumption levels in the
face of varying income levels. Thus it is argued, individuds will tend to save more
during their working years to buid up a stock of assets which can then be used to
suppat consumption during retirement.  Given this, we might expect a change in
the age structure of the population from working-age to retirement-age groupsto
result in areduction in the savings rate for the economy as awhole. Such achange
would tend to increase interest rates and to reduce investment in new capita
equipment by firms.  Given tha many economies, which provide the buk of the
world® savings, will be affected by demographic ageing these arguments might lead
usto expect arise in gobd interest rates and a fall in investment rates on a world-
wide scde. It is likely tha this would aso affect investment rates within the South
West of Endand.

In any case, evidence on links between age and savings rates is not clear cut.
Household surveys in the UK tend to suggest tha older people save more, not less,
than ther younger counterpats. These surveys, however, tend to overstate the
true level of saving by retired households, since they do not alow for reductionsin
the vaue of pendon assets. Research by Miles, which adjusts for this effect,
suggests tha demographic change could result in a significant reduction in the UK
savings rate by 2030, redudng capital accumulation and slowing economic growth.
Further research into this issue by David Demery and Nigel Duck of the University
of Brigtol suggests tha projected changes in the UK® age-structure over the next 3-
4 decades may lead to a margind increase in the UK® savings rate.  Young (2004)
however, cautions tha age-specific savings rates are unlikely to reman congant
over time, and tha future changes may be difficult to predict. Most studies condude
tha any effects from demographic ageing on overdl savings rates are likely to be
gadud and modest in compaison with other influences on savings behaviour. We
would not, therefore, expect demographic ageing to have a strondy detrimenta
effect on overdl investment within the South Wes.
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Enterprise, Research & Development

Innovation, in its various forms, is centra to the process of economic growth in
advanced economies. A common perception is tha demographic ageing may lead
to aless innovative, and therefore less dynamic, economy. In this view, innovation
depends on the motivation, energy and arrogance of youth supparted, in a high
technology age, by younger workersCtlose proximity to the leading edge of thought
due to ther recent exposure to higher education. Hard evidence on the
relationships between age and innovation is, however, difficult to find.

Wha is clear is tha economic enterprise, as reflected by paterns of self-
employment and new firm foundation, is not a preserve of the young Indeed self-
employment is markedly more common among older workers. Data from the
labour force survey suggest tha self-employment rates in the South West among
working people increase pretty much continuoudy with age. There do, however,
appear to be subdantid differences in the naure of self-employment between
younger and older workers. In the South West, for example, self-employment
among older workers is more concentrated in Agiculture and in Hotels &
Restaurants than is the case for younger self-employed workers.

Han to add to this B mae details on types of self-empoyment amang the over and under
50s

South West Self-Employment by Age Group
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The discussion above leads us to condude tha overdl productivity growth in the
South West over the next couple of decades, will not be strondy influenced by the
effects of demographic ageing  Overdl skills levels within the regon are likely to
continue to increase. Investment is unlikely to be damaged. And there are no
strong grounds for anticipaing significant changes in the other productivity drivers,
dthough more evidence on the potentid effects on enterprise, research and
development would be extremely useful.
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Simmay. Economic Gronth

Overdl economic growth in the South West is likely to be, a most, only margndly
affected by demographic ageingover the next 2 decades or so. Demographic ageing
may result in a dight reduction in the growth rae for tota employment, primarily
associated with a continued increase in part-time working and a consequent
reduction in average hoursworked. Our andysis suggests, however, tha this effect
would be very modest in quantitative terms. perhaps redudng the annua growth
rate for tota employment for 0.6 per cent to 0.5 per cent. The growth rate of
tota regond income (GVA) will mostly depend on the productivity growth rate.
Productivity growth in the South West has essentidly matched tha for the UK as a
whole during the recent past. We see no good reason to expect tha future
productivity growth will be strondy affected by population ageing a either naiond
or regond scaes.

The net effect of demographic ageing would, therefore be to margndly reduce the
gowth rate for GVA in the South West. Assuming for example, a trend growth
rate of GVA per hour of 2.2 per cent ayear, the effect of demographic ageingwould
be to reduce the tota regond GVA growth rate from 2.8 per cent to 2.7 per cent
per year, and reduce the growth rate for GVA per person from 2.2 per cent to 2.1
per cent per year. Theimplicationsof demographic ageingfor some components of
gowth do, however, reman uncertain. This is paticular the case for the possble
effects on innovation.

Demographic Ageing and Household Income

Nationd and internaiond debaes on demog aphic ageing have been heavily focused
on therr implications for penson syssems. Demogaphic ageing will lead to an
increase in the number of individuds of engon ageCand a decrease in the number
of individuds of @orkingage® Many pendon systems were designed a atime when
life-expectancy after retirement was very limited and where magority of the
population was in employment. Such systems will strugge to cope with the new
redities created by demographic ageing As Turner (2003)argues, current penson
arrangements are like pyramid schemes, which are only suganable because until
now each successive generation has been larger than the one before. GAnd the
essence of wha is hgppening to penson systems in the face of fdlingfertility is that
the pyramid scheme is comingto an end.OSolving this problem will require changes
in the patern of income tranders across generations with rising worker
contributions (or savings), or less prosperous pendoners, or both. These effects
have, of course, to be placed in the context of ongoing economic growth, which
would suppat greater prosperity for al.

In generd, the response will a least partly involve an increasing reliance on private,
rather than pulic, finanang of penson provison. This will dmost certainly imply
an inarease in the importance of investment-related relative to employmenterelated
incomes in overdl household incomes.  This implies tha household incomes will
become more exposed to risks to finanda market prices and rates of return.
Historicdly, asset prices and rates of return have been highly volatile. If this
continues, and there is no obvious reason why it would not, then pendonersin the
future will have to live with much condderable uncertainty over their incomes.
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Changes in pendon provision will dso have significant effects on the distribution of
income. The distribution of income amongst the older population is currently very
uneven. Any more towards greater private provison of pensons will tend to
increase income inequdities anongpendoners.  Private pengonslink income in old
age to accumulated wedth, and wedth is much more unequdly distributed than
income, since richer households have proportionaely larger surplus incomes to
invest than do the poor. Moreover, the naure of finanda risksis tha there will be
subdantid differences in the vaues of penson funds even for households who have
made equd payments into funds. Some people are jus lucky when it comes to
their investments; others are less so. Households which have not made adequae
provision for ther retirement, for whaever reason, will be faced with lower income
during their retirement years.  Recent experience with endowment mortgages
showstha thereturn to longrun finandd investment can be radicdly different from
wha was expected at the time the invessment was made.

We might aso expect significant differences in private pendon incomes across
generations By historical standards, the 1980sand 1990ssaw historicaly unusidly
high rates of return on finandd investments.  This boosted the vaue of penson
plansfor people retiringin, say, the mid-1990s Hnandad market returns have been
much more modest since then and the value of pendon plans and private penson
incomes, conequently reduced. Few commentators would predict a return to
1980s conditions anytime soon, so the relative prosperity of the more fortunae
members of the current generation of pensoners may not be repeated.

Indeed there are good reasons to predict tha bay boom generations will do
especidly poorly under private penson provison (Young 2004) During their
working years, the abundince of a baby boom generation tends to drive down
average wages and reduce the income on which penson saving is based. Once
retired, however, the abundance of their savingtends to drive down finanad returns
and depress penson incomes. On the other hand, a baby boom tends to have a
beneficid effect on the incomes received by other generations both at work and in
retirement.

The above arguments lead us to expect increased income inequdity among future
generations of older people who are more reliant on private invesment incomes
than in the past. These effects will primarily play out on a naiond, or even an
internaiond, stage, due to the gdobd naure of finanda markets in which pendon
funds are held. Such effects will, however, be particularly important in regons like
the South West which have, and are predicted to continueto have, relatively aged
population structures.

Demographic Change and Economic Structure

We might aso expect demographic ageing to affect the structure of the regon®
economy in severd ways:

¥ Changes in the age structure of popuaions a regond, naiond and
internaiond scaes will afect paterns of expenditure by households and by
government agendes a home and abroad, shifting demand and,
consequently, production towards goods favoured by older people and away
from those favoured by the young
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¥ Changes in the age structure of labour supply will dter the competitive
position of the regon®indugries, encouraging a restructuring of production
towards activities which make better use of the sKills and attributes provided
by older workers.

¥ To the extent tha ageing dters rates of employment growth and
investment, economies with ageing populations may experience changes in
relative factor abundance (becoming more or less capita intensve),
suppartingfurther restructuring of production towards.

Snce the andysis above suggests tha demographic ageing in the South West will
have only margnd effects on totd labour supply and investment, we concentrate
here on thefirst two of these structurd effects.

Expenditure Patterns

Expenditure paternsdiffer between older and younger people, both in terms of the
types of goods bought and the places in which they are bought. We would
therefore expect changes in the shares of tota income goingto older and younger
people to result in changes in overdl expenditure paterns and to changes in
household demands for different products from different sources.

Sill to finish this off E
Qubsume housnghere E  and transport E

Empoyment Patterns

We agued above tha older and younger workers may differ in the skills and
gptitudes they offer to employers, so tha changes in the age structure of the
population will necesstate changes in production processes with possible
implications for overal productivity. We might aso expect changes in the
demographic structure of the workforce to lead to dter the competitive position of
indudries within the South West and encourage changes in production paternsand
employment policies.

Indudries within the South West vary subgantidly in demographic structures of
their workforces. Some sectors, such as Agriculture and Education, are currently
highly dependent on older workers while others, such as Fnanda Intermediation
rely primarily on younger workers.
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Older Workers by Industry, 2005
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An indugry® heavy reliance on older workers could be regarded as either an
opportunity or a threat. On the one hand, the fact tha an indugtry currently
employs a relatively large proportion of older workers, could suggest tha it is
paticularly suited to the skills and aptitudes tha older workers provide, or tha it
has arranged its employment policies so as to encourage recruitment and retention
of older people. Anindugry for which alarge proportion of the current workforce
is aged 50 may be one which has been unale to attract younger people over recent
years, and which may soon be exposed to severe recruitment problems as the
current over 50s move towards retirement. The raw data do not dlow us to
choose between these dternaive explanaions It appears, however, tha the high
inddence of older workers in Agriculture, Education and Hedth & Socid W ork, for
example, may well be a reflection of difficulties faced by these sectors in recruiting
and retaining younger workers.  Recent studies on the age profile of teachers in
higher education, for example, suggests tha a number of subject areas (induding
Emnomics) may be faced with mgor recruitment problems within the next decade
as the baby-boomers retire. These trends may imply paticular difficulties in filling
senior posts. Imilar arguments have been made within the Hedth sector.

The reverse arguments could also be made for indudries which rely heavily on
younger workers. At a naiond level, the leading example of youth-dominaed
indudries is Hotels & Restaurants.  Growing difficulties in recruiting younger
workers in those sectors have, in some areas, supported the recent influx of young
workers from the EU10 states. It is not, however, clear tha this strategy is
suganable in the longer term, gven the demogaphic trends affected the EG10
countries. The South West® Hotel & Restaurant is far less reliant on younger
workers than its naiond equivdent, possibly implying less need for radica changes
in recruitment policies.
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Older Workers by Occupation, 2005
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Smilar arguments can be made concerning the age structure of employment in
different occupaion goups  Some occupdions such as Managers & Senior
Officids, might be expected to have a relatively old age-profile since it often takes
much time and experience for individuds to acquire the skills and attributes
required. In other cases (Professond Occupéions? Machine Operators?), the high
proportion of older workers may imply impendingrecruitment difficulties.
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