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In the mid2030s, the health of the baby boomers will have deteriorated and many in these
large cohorts will be in need of formal and/or informal long-term care.

This “care wave” will transform two generations: the baby boomers in need of care and their
children who may supply care. It will have significant implications for labour supply,
especially for women, saving behaviour, and therefore for productivity, economic growth and
its inclusiveness.

The overarching objective of BB-Future is to understand the size and the implications
of the care wave on economic and social outcomes, to appreciate the quality of this
second ageing-related transformation and to develop policy recommendations for
advance planning on the EU and Memberstate levels.

This deliverable describes the scenarios and their background for Policy Pillar #2 on labour
market conditions and reforms.

Please cite this deliverable as: Deliverable 2.3 of the BB-Future project funded under the
European Union’s Horizon 2020 research and innovation programme GA No: 101093849.

Available at: www.bb-future.eu




BB-Future Deliverable D2.3
Anna Bahi, Svend E. Hougaard Jensen, Maria Catarina Louro, Alexandre Mendonca

The BB-Future project will provide actionable policy recommendations that take into account
interactions with the policy network. Based on projections and well-defined policy scenarios,
a set of quantitative models will deliver key micro and macroeconomic outcomes which will
be compared to derive said recommendations. These policy scenarios are defined within the
scope of Work Package 2, and are structured around three policy pillars, namely: I) Uncertainty
in Basic Projections; II) Labour Market Conditions and Labour Market Reforms; and III) Social
Policies and Social Insurance Reform. Each of these pillars, and their respective policy
scenarios, is addressed in a specific Deliverable. This Deliverable presents the policy scenarios
in Pillar II, whereas Deliverables 2.2 and 2.4 address Pillars I and III, respectively. It presents
the different scenarios addressed, why they are important for the analysis, their context, how
they will be modelled and which data will be used to do so.

Policy Pillar II Scenarios: Labour Market Conditions and Labour Market Reforms
1. Motivation

Population ageing will substantially increase demand for long-term care while simultaneously
reducing the availability of formal and informal caregivers. Therefore, labour-market policies
can play a central role in mitigating the care gap, both in its size and composition. Hence, in
this Deliverable, we explore the different labour-market policy scenarios that are being
modelled in the scope of the project to assess how these can influence the future care gap.

Given its focus on labour markets, the scenarios under Pillar II directly affect the care gap,
aggregate labour supply, female employment, the allocation between formal and informal care,
productivity, fiscal sustainability and social-insurance balances.

This Deliverable does not provide simulation results or policy recommendations. Instead, it
defines how the policy scenarios proposed within the Policy Pillar II, as detailed in the Theme
Cataloguel, are implemented in the BB-Future models.

2. Context

The labour-market scenarios developed in this deliverable build on the demographic and health
scenarios presented in Deliverable 2.2. These scenarios provide the demographic background
against which labour-market reforms are analysed by determining future care needs and the
size of the available workforce.

To analyse these reforms, we rely on the models developed in the three complementary Work
Packages of the BB-Future project. The set of microeconomic models (Work Package 3) study
how households make decisions about work and caregiving. The social insurance model (Work
Package 5) projects labour supply, care demand and the financing of pension, health and long-
term care systems. The macroeconomic model (Work Package 6) examines how these changes
affect employment, productivity, welfare and economic growth (for more on these models, see
Section 5).

! Please refer to Deliverable 2.1.



Building on the policy themes identified in Deliverable 2.1, we then use these models to analyse
several labour-market policy scenarios. Where possible, each policy question is examined
under a baseline scenario, together with alternative scenarios reflecting different policy
assumptions. Together, these scenarios allow us to assess how we can design efficient labour-
market reforms.

3. Policy scenarios

For simplicity, labour-market policy scenarios were grouped into three sub-categories. The first
covers policies that influence household decisions regarding work and caregiving. The second
explores broader labour-market reforms that affect labour supply and the organisation of care.
The third focuses on policies aimed at strengthening the formal long-term care workforce. The
Pillar II scenario groups are:

e Il.a) Supporting Labour Market Policies
e [I.b) Labour Market Reforms
e Il.c) Reform of the Care Workforce

I1.a) Supporting Labour Market Policies

This sub-category covers policies and institutional settings that affect the ability and incentives
of individuals to participate in the labour market while also facing family-care responsibilities.
These policies are particularly relevant because family members provide a substantial share of
long-term care. Changes in labour-market incentives therefore influence not only employment
outcomes but also the availability of informal care, the distribution of caregiving
responsibilities and the future demand for formal care services.

Scena

rio Policy question Primary model Main outcomes
Will there be more male caregivers in Cooperative- Gender distribution of
4 the future as women become better siblings model caregivers; informal and
educated and attached to the labour (D3.2) formal care choice; labour
force? supply; female employment
Can policies influence the gender Cooperative- ca?:ﬁiziglis;rfl:rlrlgslnczrfe'
distribution among caregivers? If yes, by siblings model & ’ L
5 formal home care or nursing-
how much? For example, gender- (D3.2) )
specific subsidy home choice, where
modelled; labour supply
. . Household labour and care
How would reducing asymmetric supplv: caresiver sender
individual versus joint income taxation = Designated-child PP, careg &
6 . L distribution; female
impact the gender distribution of model (D3.1) .
caregivers? employment; informal and

formal care choice

These scenarios are implemented using the microeconomic models developed in Work Package
3 since these explicitly represent household decisions. Depending on the policy question, the
cooperative-siblings or designated-child model is used to examine how changes in taxation,



labour-market incentives or caregiving arrangements influence labour supply, caregiver choice
and the allocation between formal and informal care.

I1.b) Labour Market Reforms

This sub-category is focused on reforms targeted at the general labour market. This scenario
examines whether additional labour supply can alleviate labour shortages in long-term care
while maintaining the sustainability of social insurance systems.

Scenario Policy question Primary model Main outcomes
2 Does informal care take time away Calibrated OLG Labour supply;
from working time or leisure? model (D6.1) output; wages

The simulations in this sub-category will inform policy makers how reforms affect aggregate
outcomes such as long-term health, mortality and productivity, as well as institutional
outcomes such as the financial balance of pension and healthcare systems. Therefore, this sub-
category is focused on a macroeconomics approach.

I1.c) Reform of the Care Workforce

These scenarios examine whether additional labour supply, particularly through higher female
labour-force participation, can alleviate labour shortages in long-term care while maintaining
the sustainability of social insurance systems

Scenario Policy question Primary model Main outcomes
. Care gap model
How many hours of care W.lu be (D5.2), with Work Formal care-worker
available, and how large will the
9 Package 4 demand; care gap; hours
care gap be? .S
empirical per case
evidence
How does the number of needed
Care gap model Formal care-worker
formal carers depend on the .
.. (D5.2), with Work | demand; care gap; hours
9.1 productivity of care, measured as .
Package 4 empirical per case; formal and
hours per case? . .
evidence informal care balance
Female labour supply;
To what extent can more female formal care supply;
labgur supply compensate for the Care gap model 1nf0rmz}1 care; care gap;
10 retirement of the baby boomers, social-insurance
: : (D5.2) o
given the mounting pressures to contribution base
supply more care?

Scenario 9 sets the base for the other policy question identified in this group. In order to assess
how market reforms can mitigate Europe’s care gap, we first need to estimate the size of the
care gap. This is done by: 1) assessing stylised facts on arrangements of long-term care in
Europe through existing literature and SHARE data (which can be found in Deliverable 4.1),
and i1) through the care-gap model (Deliverable 5.2).

Once we have a margin for the number of hours of care, we then proceed to try to understand
how the number of needed formal carers depends on the productivity of care. In this exercise,
alternative scenarios vary the hours of care required per case to assess how productivity



improvements affect formal care-worker demand, the size of the care gap and the balance
between formal and informal care.

For the last policy scenario of this Pillar, we use the MEA-SOCSIM model described in
Deliverable 5.2. Alternative scenarios vary female labour-force participation relative to the
baseline by adjusting labour-market participation rates within the model. Building on the
applications developed in Deliverable 5.3, the analysis assesses how higher female
employment affects the supply of formal care workers, the future care gap, and the financial
sustainability of the pension, health and long-term care insurance systems, while accounting
for potential reductions in informal care provision.

4. Scenario implementation

For each policy question, we compare a baseline with one or more alternative scenarios. The
baseline reflects current demographic, health and institutional conditions, while the alternative
scenarios change one policy at a time, such as labour-force participation, taxation, caregiving
incentives or care productivity. This approach allows us to assess the effects of individual
policy changes while keeping the broader demographic and health environment unchanged.

The scenarios are also linked through a common analytical framework. Demographic and
health projections, as detailed in Deliverable 2.2, determine future care needs and the size of
the available workforce. We then examine how labour-market reforms affect work decisions,
informal and formal care provision, and ultimately the future care gap and the sustainability of
pension, health and long-term care systems.

5. Work packages framework

The microeconomic models in Work Package 3 (WP3) represent household and family
decisions about care. Its designated-child (D3.1), cooperative-siblings (D3.2) and location-
choice (D3.3) components model how family members decide who provides informal care,
whether formal care is used, how transfers and bequests interact with caregiving, and how
location choices affect care costs and productivity. For Pillar I, WP3 is central to scenarios on
caregiver gender, family-level labour incentives and taxation.

Work Package 4 (WP4) provides empirical evidence and institutional context. It documents
stylised facts on education, parental leave, financial transfers and long-term care arrangements,
mainly using SHARE data, and provides institutional information that is used to support model
calibration and interpretation. In Pillar II, we use WP4 to support evidence on care
arrangements, labour-force participation and care-workforce productivity.

Work Package 5 (WP5) contains the demographic, care gap and social-security modelling
components. MEA-SOCSIM projects population, labour supply, wages and social-insurance
revenues and expenditures. The employment-balance and care gap work links labour-force
projections to formal care-worker demand and supply. For Pillar II, WPS5 is relevant for wage,
labour supply (in size and composition), formal care-workforce and fiscal sustainability
scenarios.

The work packages interact through a common scenario logic. While demographic and health
projections provide an assessment of the LTC system gap between supply and demand, the
outputs from the microeconomic models provide us insights on how households react under



different policy scenarios. The care gap (D5.2) and social-security (D5.1) models, on the other
hand, translate these responses into formal care-worker requirements and fiscal outcomes. The
macro model (D6.1) evaluates aggregate labour supply, productivity, growth and distributional
consequences.

6. Data

The primary documented data source for Pillar Il is SHARE, the Survey of Health, Ageing and
Retirement in Europe. SHARE is the key source for career histories, labour-force participation,
part-time and full-time work, wages, taxation, health, family structure, education, income and
wealth. WP3 uses SHARE to study caregiving arrangements, family characteristics, distance
between parents and children, transfers and formal versus informal care. WP4 uses SHARE
and SHARE-LIFE for empirical evidence on education, maternity or parental leave, financial
transfers and care. WP6 uses SHARE for health, expenditure, informal-care and life-cycle
profiles.

Eurostat is the second main documented source. WP5 relies on Eurostat demographic
projections and population data, as well as Eurostat statistics and the EU Labour Force Survey
for labour-force participation, employment status, part-time work and working hours. WP6
uses Eurostat data on population, employment and activity, and health and long-term care
expenditure.

The model deliverables also document model-specific auxiliary sources. WP3 uses Eurostat
and OECD information to construct potential income and formal-care cost measures in the
cooperative-siblings model. WP4 relies on institutional data sources including the World
Education Reform Database, SPLASH, OECD sources, PROSPERED maternity-leave data,
European Commission data and national or regional institutional sources. WP5 uses German
national accounts, the German Microcensus and administrative social-insurance data for the
German MEA-SOCSIM implementation. WP6 relies on the Human Mortality Database and
Penn World Tables for mortality and macroeconomic calibration.



