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Poorer than their parents: the struggles of
Europe’s young
Real disposable income, change over
2008-2015



Hit most by great recession and rising house prices



Upcoming challenges: population ageing and tech revolution



Negative effects on growth, public finances, and political stability

In some respects, the current young Europeans can be thought of as lucky.
They are more educated than any other generation in history, they have not
experienced wars or any other major conflicts, and they can enjoy borderless
travels. Medical advancements are on their side; thus they are likely to live
longer than any other generation in history. Nevertheless, today’s younger
generation has been facing multiple headwinds, both of a cyclical and
structural sort, and is at risk of ending up poorer than their parents. The
wasted potential of the young could lead to weaker growth in productivity and
thus lower potential output, stagnant wages, poor public finances, and
growing support for populism.

Source: Eurostat, Swedbank calculations

At risk of poverty rate in the EU, %

Hit most by the great recession
Europe’s young have been disproportionately affected by the latest financial
crisis and the European sovereign debt crisis. The double-dip recession and
the weak recovery that followed have had profound negative effects on the
income of the young and their ability to find work and launch their careers.
Young adults have been among those most affected by falling real
disposable income since the great recession (see graph). As a result, the atrisk-of-poverty rate has increased more for the young (20-29-year-olds) than
that for any other age group over the past decade. The young have replaced
the over-65-year-olds as the group at the highest risk of poverty.

Source: Eurostat

Employed 15-29 year-olds, % on
temporary contracts

An increase in youth unemployment has been the main factor behind the
recent economic woes of the young. Although youth unemployment rates
have declined from their heights reached in the midst of the recession, in
some southern European countries they still remain elevated, standing at
around 35-45%. Even those who do get employment cannot fully enjoy
good and secure jobs as a large fraction of the young end up on temporary
contracts. The strict rules that protect the “insiders,” who are typically older
workers, have created two-tier labour markets in some EU countries (e.g.,
Spain, France), leaving few good employment opportunities for the young
(see graph).
Although it is often thought that this is largely a cyclical problem that is likely
to fade away as economic growth picks up, it has a structural component,
too. The fading economic woes are likely to have long-lasting negative effects
on the lifetime earnings, savings, and occupational attainments of the current
young. Research by economist Lisa Kahn at Yale University, who studied the
impact of the 1981-1982 recession on the lifetime earnings of young workers
in the US, found large, negative, and persistent wage effects from graduating
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from school during a bad economy.

1

Housing troubles
Flat or falling income in the crisis-hit European countries has placed financial
restraints on the youngsters, limiting their access to housing. But even in
countries where the young did not go through a harsh income adjustment
process, their chances to acquire their own housing have worsened recently
due to steep house price increases. An increasing share of young people in
the EU live with their parents, with trends most pronounced in the southern
European countries. More people now live with their parents than a decade
ago also in Sweden, Norway, and the UK – the countries that have seen the
steepest increases in house prices over the past decade.
Over the past two decades, house prices in real terms have doubled in the
UK and more than tripled in Sweden, boosting the wealth of older home
owners while limiting the chances of owning a home for the young.
According to data provided by The Economist, the Swedish house price-toincome ratio was 48% above the long-run average at the end of last year – its
highest level on record.

Share of 18-34 year-olds living with
parents, pp changes over 2005-2015/06

Source: Eurostat

Home ownership rate, %

One of the most important reasons for such steep price increases has been
the overregulation of new construction, often supported by existing
homeowners. However, shutting the young out of the housing market can
have important economic implications. It may restrict the mobility of the
young, as they are tending to stay put in regions with less economic potential
and few good jobs; in turn, this could limit cities‘ economic development. The
young may postpone starting a family and having children, which may lead to
reduced fertility rates.
Buying overpriced housing could place a heavy debt burden on the young,
making them highly sensitive to volatility in housing prices, interest rates, and
income. These vulnerabilities are pronounced in Sweden and Norway, where
over the past two decades the gross debt-to-income ratios of households
have almost doubled.

Source: Eurostat

Gross debt-to-income ratio of households

The burden of population ageing
The economic woes of the young are likely to be exacerbated by population
2
ageing. The European Commission (EC) forecasts that the proportion of
workers supporting those in retirement will halve from an average of four
today to just two by 2060. Moreover, it outlines that population ageing will put
upward pressure on public spending, with public expenditure on pensions,
health care, and long-term care rising by 2 percentage points (pp) of GDP on
average by 2060; for some countries, the increases could be as high as 7 pp
of GDP.
These numbers could become even higher if pensions are perceived as “too
low” or the retirement age “too high”, which could eventually result in changes
in pension policies. Rising age-related public spending obligations, servicing
and repayment of government debt may eventually require higher taxes on
the current young generations, leaving less income for their consumption and
saving.

Source: Eurostat

The EC projects accelerating productivity and wage growth over the next
decades, which should alleviate the burden on the current young placed by
1
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the ageing societies. However, this will not necessarily be the case.
Productivity growth has been weak over the past two decades and may stay
this way for longer. Due to high rates of unemployment during the recession,
Europe’s young have lost the opportunity to accumulate human capital and to
become more productive; this may weigh on productivity growth going
forward. Moreover, research shows that ageing societies tend to be less
3
innovative. In addition, due to the pressure on public finances from ageing,
there may be fewer resources available for government spending on
education, which is a crucial element for innovation and productivity growth.
Also, when the current young themselves grow old, they are likely to be
worse off than the current elderly. One reason for this is that their savings will
be negatively affected by reduced lifetime earnings and low real interest
rates, which may stay this way for some time. Another reason is related to
the pension reforms implemented in the crisis years that were intended to
4
address sustainability questions of public finances. An analysis by Bruegel,
an economic think tank, found that the burden of cutting overall entitlements
has not been shared equally across most EU countries, favouring current
over future pensioners, especially in crisis-hit southern Europe. But some
5
countries did better than others - the analysis of benefit ratios revealed that
most continental welfare states and the UK had relatively equitable pension
schemes.

Old-age dependency ratio (population
aged 65+ to 15-64)

Source: Eurostat

General government expenditure, pp
changes in composition over 2005-2015

Political underrepresentation
With the population ageing, the structure of voters is changing as well, tilting
towards older voters. Over the past 15 years, the share of citizens aged over
55 has increased dramatically in the EU (see graph) - in some countries, e.g.,
Lithuania, the Netherlands, and Finland, the increase was as high as 8-9 pp.
As a result, the views, values, and priorities of younger generations in
political representation may be increasingly overwhelmed by those of older
generations. Meanwhile, older voters may base their decisions on a shorter
horizon when prioritising areas of government spending (e.g., pensions
versus education), making decisions regarding the direction of their country
(e.g., remaining versus leaving the EU), or addressing longer-term issues,
such as climate change, globalisation, or inequality.
Surveys, as well as the outcomes of recent political events, indicate that
there is a growing intergenerational divide in attitudes and values - young
6
adults in the EU tend to have more favourable views on the EU project, as
7
8
well as on immigration, globalisation, and minorities, than their older
counterparts. In the Brexit referendum, where the discussions focussed
predominantly on the immigration issue, a majority of young adults voted to
remain in the EU (see graph), while most of those aged 50 and over voted to
leave the EU. As societies continue to age, there is a growing threat that the
voice of the young will become even more muted.

Source: Eurostat

Citizens aged over 55, % of all

Source: Eurostat, Swedbank calculations
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Technological disruption and changing labour markets
The current young generation is about to face another headwind – the
technological revolution, which could lead to high technological
unemployment as well as an increasingly polarised labour market. It is widely
acknowledged that the adoption of new technology (e.g., machine learning,
artificial intelligence, 3D printers, driverless cars, etc.) could displace workers
from tasks they were previously performing, including those of a nonroutine
cognitive type, but mostly requiring middle skills. Research by the OECD
found that 9-12% of workers in the largest EU economies are at high risk of
automatibility (see graph).
History shows that technological change may not create mass unemployment
(at least not for long periods of time) if workers are able to find other jobs in
the same skill range or ramp up their education levels. But finding new jobs
may be increasingly difficult due to a decline in middle-skill jobs in general
(see graph). As middle-skill jobs continue to decline, the current young will
have to either shift towards lower-paying jobs in the service sector or upgrade
their skills.
Even though the current young tend to be more educated and technologically
literate than previous generations, this advantage might be insufficient due to
rapid changes in skills required. If continuous education and public policies
do not step in to accommodate these changes, more youth may end up in the
lower end of the job market, with stagnant incomes. This would risk wasting
the talent and potential of the most educated generation in human history.

Brexit vote split by age

Source: YouGov exit poll via Politico
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Saving the talent – what can be done
More rapid economic growth could alleviate some of the problems facing the
young; thus governments should embrace productivity-enhancing measures,
such as improving the quality of education as well as access to it, and
stimulating innovation and investment. Implementing labour market reforms
that prevent double standards is also of crucial importance. Regarding
pensions, taxation, and the government debt burden, public policy should
ensure as much intergenerational equity as possible. Cutting red tape and
excessive building restrictions could lead to more affordable housing for the
young. The young need to do their part, too, by participating more actively in
elections and standing up for themselves. In order to combat future
challenges and insecurities posed by technological change, governments
need to ramp up their educational policies and improve their social security
models. If the young are left to combat these challenges on their own, the
once-promising generation could revert to populism—and an even stronger
version than that of their wealthier parents.

Source: Amtz, Gregory and Zierahn, OECD (2016)

Employment by skill level, pp changes in
composition over 2005-2016

Source: Eurostat, Swedbank calculations
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