
 



 



 
 
 



 
 
 
 

Age is opportunity no less than youth itself. 
—Henry Wadsworth Longfellow (1807–82) 

 
The countries of Eastern Europe and the former Soviet Union are experiencing a third 
transition, a transition that overlaps with their recent political and economic transitions. 
In 2025, more than one in five Bulgarians will be more than 65 years old—up from just 
13 percent in 1990. Ukraine’s population will shrink by a fifth between the years 2000 
and 2025. And the average Slovene will be 47.4 years old in 2025—among the oldest in 
the world. This third transition—from red to gray—is unique. Populations have been 
aging quite rapidly in many countries; by 2010 populations will start decreasing in such 
industrial countries as France, Italy, and Japan. Yet the unique conjunction of rapidly 
aging and relatively poor populations exists only in this region. Indeed, between 2000 
and 2005, the only countries in the world with population declines of more than 
5,000 people were 16 countries in Eastern Europe and the former Soviet Union—led by 
the Russian Federation, Ukraine, Romania, Belarus, and Bulgaria. No aging country is 
as poor as Georgia—set to lose 800,000 people over the next two decades and with a 
per capita gross national income of just US$1,060 in 2004. And no other countries 
in the world face the dual challenges of a rapidly aging population and an incomplete 
transition to mature market institutions to deal with the adverse economic consequences 
of aging. Population projections for the region's countries are shown in Figures 1 and 2. 
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Figure 2. 
 

 
 

 
This report examines the possible impact of this third transition. It analyzes projections 
and policy outlooks for a whole range of issues, from labor markets to pension policies, 
from health care to savings and capital markets. It concludes that although aging in the 
region is occurring in the context of unprecedentedly weak institutional development, 
countries can avoid severe economic consequences if they accelerate their economic 
transition and undertake longer-term policies to meet the aging challenge. The report 
sends two central messages, which are analyzed against the different patterns of aging 
across the region:  
 
• Red light to green light: Growing older does not have to mean growing slower. 
Aging is not a stop sign for growth—if countries enact policies that boost productivity 
and labor force participation. 
 
• Red ink to black ink: Waging sensible policies can ease aging’s spending impact. 
The policies needed to manage much of the expected jump in public spending—
especially the impacts on pensions and on health care—are well known. They need 
only to be enacted and implemented. 
 
Red Light to Green Light: Growing Older Does Not Have to Mean Growing 
Slower. Empirical evidence based on historical data from around the world does 
suggest a strong and negative relationship between aging and domestic saving rates. 
However, this evidence cannot be applied easily to aging Eastern European countries. 
For all but a few of the new European Union (EU) members in Central Europe, 
demographic induced drops in savings will be offset by higher incomes from the early 
years of rapid growth—and by the ability of firms to use international financial markets 
for their investment needs. Nor is the threat of shrinking labor supplies as populations 



age a given. Straightforward policy interventions can raise the relatively low labor force 
participation in most of the region. However, two other factors are critical. Most 
important, quantity shortfalls can be more than covered by increases in labor 
productivity—especially if education systems move to more flexible lifelong learning 
models, if investments in new technology and other complementary factors of 
production are not constrained by low foreign or domestic savings, and if enterprise 
restructuring allows for labor and capital to continue to shift to new and more 
productive forms and sectors. And, if politics permit, shortages in the quantity of labor 
can easily be offset by migration within the region—much as today migrants from 
Central European EU members are providing skills needed in someWestern European 
countries.  
 
Red Ink to Black Ink: Waging Sensible Policies Can Ease Aging’s Spending 
Impact  
 
Many of the region’s countries are, indeed, likely to face significantly higher 
expenditures in health care, elderly care, and public pension payments. But this report 
argues that three factors can mitigate the impact of aging. First, the direct impact of 
aging on total expenditures in health is low, with many of the cost drivers in health 
coming from technological factors that are independent of aging. Second, aging also 
reduces demand for public expenditures on education, as cohorts shrink and the large 
share of education in most national budgets creates the potential for offsetting fiscal 
savings. Third, most countries have the time, over two decades, to institute proactive 
reforms that rationalize the structure of and demand for health care, flexible policies 
to address long-term care for the infirm aged, and pension reforms that provide 
sufficient income in retirement while making pension systems sustainable.  The danger 
lies in complacency. The blow from aging will be sharpest if policy makers are not 
proactive or far sighted enough to implement the expenditure reforms whose general 
outlines are known today. The region has vastly different patterns of aging, but also 
vastly different paces of adjustment within the “second” (economic) transition. Top-
heavy public hospitals and inherited pension systems that pair generous coverage with 
small tax bases strain public expenditures. Subsidized enterprises that hoard 
unproductive workers and education systems that are unable to teach flexible, market-
oriented skills lack the nimbleness to boost worker productivity. And despite the 
political openness brought about by the “first” (political) transition, institutions are not 
yet sufficiently mature in many countries to make the hard choices for the longer run. 
The speed of the aging and the breadth and depth of the institutional 
transformation will determine how easily different economies cope. This report outlines 
the complex challenges facing countries in three groups  
 
• Young, late reformers. The young, late reformers include the four poorer Central 
Asian countries—the Kyrgyz Republic, Tajikistan, Turkmenistan, and Uzbekistan. They 
will still have growing populations over the next two decades. They face significant 
policy challenges, but they have made a later transition to mature market institutions. 
 



• Aging, early reformers. The aging, early reformers include the 10 transition countries 
that recently joined the European Union, as well as Albania and Croatia. Aging rapidly, 
they are fairly advanced in reforming their economic institutions. If they continue the 
pace of their reforms, they are well placed to meet the emerging challenges.  
• Aging, late reformers. The aging, late reformers are the remaining former Soviet 
nations, as well as many countries in the western Balkans. They face the greatest threat 
from aging—not just because of their demographic shifts, but also because their reforms 
are not on pace to help mitigate the effects of aging. 
 
This report is not alarmist about the consequences of aging in the region, but this absence 
of alarm is founded on a call for policy makers to shed their complacency and to act—
now. The future is uncertain, but most of the policies that need to be put in place today to 
ensure that the worst does not happen are certain. All the countries have embarked on a 
long and arduous transition. This report urges countries most affected by aging to set 
priorities for the most important reforms—and to do so today. 

 
 
 


