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Letter from the Editor is our weekend read,
which looks at the big picture, one question at a time.

France’s inability to redesign its welfare state in a fiscally
sustainable way is at the heart of current market tensions.
Reforming the pension system, in particular, is the great
political taboo both on the left and the right. The problem is
that France, like Europe in general, is approaching the ageing
of its population in the wrong way, viewing it as a fiscal
burden rather than a growth opportunity. Longevity, if properly
approached, could become one of the greatest sources of
economic growth and prosperity in the 21st century. But only
if we rethink what it means to live longer.

Hello from the Investment Institute

French philosopher Raymond Aron once observed that the French are a people who from time to time make
revolutions but never reforms. The notion that France is unreformable is widespread, not only among investors
but also within the French political elite. A few months after winning the presidential election in 2017,
Emmanuel Macron said: “France is not a reformable country. Many have tried and failed because the French
hate reforms.”

The clearest illustration of this dilemma is the pension system. France, like all of Europe, is facing the difficult
reality that londer life expectancy and low fertility make pension reforms unavoidable. Yet when Macron sought
to raise the statutory retirement age from 62 (one of the lowest on the continent) to 64 in 2023, the country
erupted in protests. Marine Le Pen has promised to keep the retirement age at 62 if elected president next spring,
while Jean-Luc Mélenchon has pledged to lower it even to 60.

France’s inability to reform is preventing the country from doing what markets expect it to do: bring down public
spending, which stands at around 57% of GDP (almost 10pp higher than Germany’s), while reallocating resources
away from the old to the yound. As a result, yields on 10Y OATs exceeded 5% in a week when government bonds
for major economies rallied, while the spread to Bund rose to levels last seen during the eurozone crisis in 2011.
To calm investars, Paris needs to overcome its anti-reform mindset and send a strong signal to global markets.
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However, rather than dwelling on the market themes that have occupied investors this week, let me use France’s
current predicament as a starting point to discuss a broader issue, namely how France, and Europe in general,
should rethink the ageing of their population. A few weeks ado, | argued that higher defence spending is unlikely
to be financed through cuts to social expenditure. Today, | would like to focus on the demographic dimension of
the same challenge that could free up fiscal resources:

Is Europe getting the adeing of its population right?

My take is that it is not. Too often, ageing is viewed primarily as a fiscal burden rather than as a potential engine
of growth, innovation and economic contribution. Europe's debate tends to focus on how to finance people living
longer and not how to make longer lives more economically valuable. The positive dimension of longevity tends
to be overlooked and nowhere is this more evident than in the pension debate in France. These are some of the
topics that will be discussed during various events on longevity hosted by UniCredit across Europe, with a
flagship conference taking place in Frankfurt on 9 November.

Not for Bismarck

When Otto von Bismarck introduced Germany’s old-age social insurance

system in 1889, the first of its kind in the world, he set the retirement

age at 70, at a time when life expectancy at birth was just 39. Very few

people ever reached retirement. In the decades that followed, Europe . /
gradually pushed this social experiment to its limits, with France Adeing and lOﬂg@VIt\/
standing out as one of the most extreme cases. are not the same

In 1970, France’s averade effective retirement ade was 68. At the time, .

a 65-year-old could expect to live to around 79. Yet while life expectancy thi ng-

continued to rise in the following decades, the effective retirement age

steadily declined, reaching 59 by the late 1990s and remaining around

that level until the eurozone crisis. Today, a 60-year-old French citizen

can expect to live to roughly 85 and retire at 62. In other words, he or she can look forward to around 23 years outside
the workforce, compared with roughly 11 years for their counterpart in the 1970s. As a result, France’s old-age
dependency ratio has risen from 20% in 1970 to 37% today.

To be fair, the decline in the retirement age between the 1970s and the early 2000s was an international
phenomenon, reflecting the rapid expansion of welfare states across advanced economies. Yet France pushed this
trend further than most. The OECD average effective retirement ade fell from 69 in 1970 to a low of 64 in the early
2000s. Italy, despite carrying a heavy pension burden and having historically been generous with early retirement
schemes, has maintained a higher effective retirement age than France since the mid-1980s, with only a brief
exception between 1993 and 1995.

More broadly, the challenge is not simply that people (in France as much as in the rest of Europe) now spend an
exceptionally long period in retirement given current demographic trends. The challenge is that millions of retirees
remain cognitively and physically capable of productive work, yet are effectively sidelined for a large chunk of their
life. According to an IMF study, a 70-year-old in 2022 displayed cognitive performance, measured through memory,
orientation and mathematical tests, comparable to that of an average 53-year-old in 2000. The same individual also
exhibited physical capabilities, including lung function and grip strength, similar to those of a 56-year-old a quarter-
century earlier.

Put simply, today's seventy-year-olds are the new mid-fifties. In other words, allowing someone to retire at 62 today
(as it is the case in the France) is roughly equivalent, in terms of health and functional capacity, to barely allowing a
50-year-old to retire in 2000. We continue to classify as "old" many people who remain healthy, capable and
economically productive, thereby foregoing a significant source of labour, growth and fiscal sustainability.
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Adeing vs. longevity

This is an important aspect if we want to approach today’s demodraphic challende the right way -- and this is
especially relevant for today's pension debate in France. Population adeing and longevity are related but are two
distinct concepts. Ageing results from the combination of low fertility and rising life expectancy. Longevity, by
contrast, refers to the extension of cognitive and physical capacities over the life cycle. While ageing focuses on the
chronological age structure of the population, longevity focuses on the biological age of individuals. In other words,
people may be dgetting older on paper without ageing at the same pace in terms of health, productivity and functional
capacity.

For the economy, population adgeing is lardely a nedative development. It reduces the size of the workforce, weighs
on productivity and increases fiscal pressures through higher pension and healthcare spending. Longevity tells a
different story. If people remain healthy, active and productive for longer, societies gain access to a new pool of
human capital. What appears to be a demographic burden when viewed through the lens of ageing can become an
economic opportunity through the lens of longevity.

And this has enormous economic implications. For more than a century, we have thought of life as a linear sequence:
education, work, retirement. This model worked when life expectancy was around 70 years. It is far less suited to a
world in which people can expect to live to 90 or even 100, especially at a time of rapid technological change and
mounting fiscal constraints.

Longevity requires a transition from a life organised around distinct stages to a more fluid and continuous economic
journey. Rather than learning at the beginning of life and relying on those skills for the next forty years, individuals
will need to leam, work, reskill and reinvent themselves multiple times over the course of a much longer life.

Moving from managing adeing to promoting longevity would require a profound rethinking of how European welfare
states are designed. Such reforms would not dismantle the welfare state; they would adapt it to today's demographic
realities rather than those of seven decades ago.

The broader implications

If French politicians started framing longevity as an opportunity rather than portraying pension reform as an assault
on acquired rights, they would send a much stronder signal to investors than another round of short-term budgetary
manoeuvres would. Markets are increasingly questioning whether France can sustain one of the lardgest welfare states
in the developed world while a shrinking share of the population finances a growing retired cohort. Pension reform
addresses the symptom. A longevity agenda addresses the underlying challenge. If framed realistically, it could dain
both domestic political consensus and the trust of financial markets in the medium term.

Viewed through this lens, France's demographic transition should not be seen solely as a source of risk. France combines
world-classhealthcare, a leading life-sciences sector, strong research institutions and a relatively favourable demographic
profile compared with much of Europe. If these strengths were mobilised to support longer productive lives, the country
could strengthen its growth potential, broaden its tax base and improve the long-term outlook for public finances. Over
time, that would matter as much for the trajectory of OAT spreads as any individual budget nedotiation.

Achieving this will require not only a redesign of the welfare state, but also a broader change in mindset among
citizens, starting with a serious and honest political debate about ageing and longevity. But if Aaron is right, the
prospects for such a shift remain limited. Given the current level of political polarisation, it is unlikely that the French
National Assembly will deliver any ambitious reforms in the near term.

A watered-down budget will probably be approved in the coming weeks through legislative manoeuvring. And even
though this is far from ideal from a moral-hazard perspective, prolonged policy paralysis in France and rising spreads
might at some point prompt the ECB to deploy the instruments at its disposal — ranging from verbal intervention
and a halt of quantitative tightening to, if necessary, activation of the Transmission Protection Instrument (TPI) or
even a return to asset purchases.

Any ECB intervention would only buy time for France. Eventually, investors expect immediate and resolute fiscal
measures, namely spending cuts. And as it has been the case for any populist party winning an election across
Europe, once in power financial markets force them to moderate. This would be the case for both Mélenchon and Le
Pen. Not surprisingly, the latter has already pledged her intention to bring public spending below 50% of GDP by
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2032 — with a good chunk of the savings coming from a reduction of the contributions to the EU, while commitments
on adjusting pension spending remain vague (to say the least).

At a time when Europe needs deeper integration to navigate an increasingly unstable geopolitical environment, such
a nationalist approach would be self-defeating, just as continuing to view older people primarily as a fiscal burden is
economically shortsighted. The countries that emerge stronger from the demographic transition will not necessarily
be those with the youngest population, but those most capable of turning longer lives into longer productive lives.

Major powers are increasingly beginning to view longevity as a strategic factor. During a meeting in Beijing in 2025,
Vladimir Putin and Xi Jinping reportedly discussed how advances in biotechnology could dramatically extend human
life, with Xi referring to forecasts of life spans reaching 150 years and Putin stressing the potential of medical
progress to prolong healthy and productive years.

That conversation is quite telling. Faced with shrinking workforces and adverse demographic trends, China and Russia
increasingly understand that national power depends not only on the size of the population, but also on the number
of healthy and productive years it can contribute. In this sense, longevity is more than a social policy objective. It is
a strategic and geopolitical asset. This should serve as a lesson not only to France, but to Europe as a whole.

Enjoy your weekend!

Edo

Edoardo Campanella
Director and Chief Editor of The Investment Institute (UniCredit, Milan)
edoardo.campanella@unicredit.eu

UniCredit S.p.A.
The Investment Institute by UniCredit, Piazza Gae Aulenti, 4, 1-20154 Milan
the-investment-institute@unicredit.eu

www.the-investment-institute.unicredit.eu 4



mailto:edoardo.campanella@unicredit.eu
../../../../../../../../../../../../../../../../../../../../../../../../../../../../../1_Draft_Version/the-investment-institute@unicredit.eu

The Investment Institute Letter from the Editor
by UniCredit 24 October 2026

Legal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to chande at any time after publication, on the completeness, corre ctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can underdo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect against a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damades that may arise to anyone from the use of this

document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, images, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and there fore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes

without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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