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What happens to caregiving when pension systems change?
Author: Donghoon Koo

Today, in most European countries, workers pay for the pensions of people who are retired. This is called
a pay-as-you-go (PAYG) pension system. But as populations age, there will be fewer workers and more
retirees. One possible response is to reduce public pensions, requiring people to rely more on their own
savings for retirement. What happens to unpaid care for parents or other family members if people have
to rely more on their own savings and less on public pensions?

Key takeaways for policymakers:

e Phasing out PAYG pensions creates long-term gains, but today’s generation loses. Under a full
phase-out, those aged 55-64 today lose almost a third of what they can consume over the rest
of their lives while future generations gain up to 27%.

e Caregivers lose as much as everyone else their age, and on top of that give up free time. With a
smaller pension to fall back on under a reform, caregivers keep their work hours and take more
care time out of free time instead: those aged 55-64 end up with three hours less a week than
non-caregivers.

o Caregivers also retire later. With a half phase-out of PAYG pensions, they retire two to nine
months later than non-caregivers. With a full phase-out, everyone works as long as they can,
which is to age 72 in our model.

The reform: phasing out PAYG pensions

The pension systems of the five countries studied in BB-Future respond to population ageing differently:
France by raising the workers’ contributions, Italy, Poland and Sweden by lowering pensions, and
Germany by a mix of the two. What they share is the PAYG mechanism: pensions paid to older people
come directly from contributions by younger workers. This digest asks what caregiving would look like
in a scenario in which PAYG pensions are phased out in these countries. We model a drastic reform:
each country’s current replacement rate is phased down either to half or to zero over 25 years, with the
contribution rate falling alongside it. Real reforms would be milder and phased differently, so the
numbers are an upper bound, not a forecast.

The effects of a drastic pension reform on the economy

Under the full phase-out, the contribution rate of workers falls from 18% of pay to zero. Net wages rise,
people work more and households save more. By 2070, total hours worked end 5% above today’s level ,
compared t013% below without the reform (Figure 1, panels b and c), while the economy’s stock of
savings and productive capitalis 50% larger. The half phase-out produces similar effects, about half as
strongly. The transition is uneven. In the first years of the reform, people under 40 work less, while
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people closer to retirement work more. This is because younger workers lose the pension they expected
to receive, while older workers keep working to make up for their pension loss. After this initial period,
total hours worked rise above the no-reform level. In the long run, people work longer and save much
more. Under the full phase-out, everyone works until age 72, the maximum age in our model.
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Figure 1. The phase-out of PAYG pensions versus no reform, average of France, Germany, Italy, Poland and Sweden.
Note: The shaded band marks the 25-year phase-out from 2023.

Who wins and who loses?
The reform makes the economy richer in the long term, but the gains are redistributed across

generations (Figure 2). Future generations inherit an economy with low pension contributions and much
more savings, and gain about 12% under a half phase-out and 27% at a full phase-out. People alive
today lose what they were promised, with those in their late fifties and sixties losing the most: almost a
third of their remaining consumption under the full phase-out. Only people that enter the labour force
today and in the future would come out ahead, by about 4%. Honouring the pension rights already
earned would protect current retirees and people close to retirement, but the cost would shift to
workers in mid-career, who would lose 11-12%.

Welfare of the phase-out across generations
(a) Cohorts alive today lose (b) Future generations gain
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Figure 2. Welfare effect of phasing out PAYG pensions (as a percentage of lifetime consumption). (a) Generations
alive today, by age in 2023. (b) Future generations, by year of starting work.
Note: CEV: consumption equivalent variation. Baseline is when no reform would take place.
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What does this mean for caregiving?
The reform does not change how much caregiving people need to provide, but it changes how caregivers

make time for it. With less support from public pensions, caregivers protect their work hours and take
more care from their free time. Among caregivers aged 40-54, the share of care hours taken from work
falls from 56-64% without reform to 39-54% under the full phase-out.

Care can also delay retirement. Under the half phase-out, caregivers retire two to nine months later
than non-caregivers, depending on the country. Under the full phase-out of PAYG pensions, everyone
works until 72, which is the maximum working age in the model. By 2070, caregivers aged 55-64 work
eight more hours a week and still provide five hours of care, leaving them with three fewer hours of free
time a week than non-caregivers (Figure 3).

Pension reform and the care burden by country (2070)

(a) How caregivers pay for care: work or free time (b) Does care move the retirement date?
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Figure 3. Half phase-out of PAYG pensions and the care burden by country in 2070. (a) Share of care hours taken
from work rather than free time, (b) Retirement age with the care obligation minus without it, in years, for
households aged 55-64. A negative exit age means that caregiving brings retirement forward.

Outlook
The next digest keeps the PAYG system but changes how pensions are calculated: from a defined-
benefit system, where pensions are a fixed share of past earnings, as in France, to a notional defined
contribution system, where pensions are linked to each person’s contribution, as in Italy, Poland and
Sweden.
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