Effects from Higher Immigration on Demographic Development, Labour Supply and Pension Expenditures
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Abstract:

Like most other OECD countries Norway will face an ageing population in the next decades. The growth in supply of labour is slowing down, and the old-age dependency ratio is expected to become significantly higher. Although the proposed reform of the Norwegian pension system is expected to reduce growth in the future pension burden, a substantial increase seems unavoidable. The ageing population also causes an increased demand for labour in production of health and welfare services. As a part of the discussion how these challenges should be met, the question is raised if increased immigration could be a possible remedy. Higher immigration will increase the labour force and the tax benefits, but it will also increase public expenditures for pensions, health and welfare services and cause increased demand for labour.

A rather comprehensive analysis is necessary to work out estimates for the most important effects. A natural point of departure is to analyse the direct effects on labour force, pension expenditures and future pension burden by utilizing the dynamic microsimulation model MOSART. In addition to the size of immigration, the direct effects are dependent on the composition of immigrants, especially by age, gender and reason for immigration, and also to what degree and how fast they are integrated in the Norwegian labour market. In subsequent parts the analyses will be extended by including the effect on demand for public services, and finally all the partial effects will be included in a macroeconomic general equilibrium model to analyse the overall effects.

