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Abstract

In The Pinch David Willetts (2010) attracted attention by asking whether “the boomers have been guilty of a 

monumental failure to protect the interest of future generation” p xv. This was just the latest contribution to a long 

running concern of social policy analysts about horizontal equity or generational fairness.  

Using OECD data 1980-2007 in the fi rst part of this paper we show that there is no evidence that social ex-

penditure has been shifting in favour of the elderly at the expense of children except perhaps recently in Nordic 

countries. 

For the UK we have created a time-series using the published articles since 1988 and the raw data sets since 

1996 for the annual Offi ce for National Statistics analyses of the Effect of Taxes and Benefi ts on Household In-

comes and used it to analyse trends in the redistributive impact of cash benefi ts, direct and indirect taxes and 

services on the retired and households with children and across the income distribution.  The analysis shows how 

the relative support for the retired versus children has changed over time, which elements have contributed to the 

changes and for which part of the income distribution. 

There has been a small shift in fi nal income in favour of the elderly but it was not the result of changes in taxes, 

benefi ts or services in kind but rather a change in the original income distribution in favour of the elderly.
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1. Background

All industrialised countries have been ageing. Fertility has been at sub replacement level in almost all coun-

tries since the 1980s and life expectancy has been increasing. Childhood and retirement are the two life stages 

when individuals receive most help from the state in cash benefi ts and in-kind services. In 2007 OECD countries 

spent an average of 6.4 per cent of GDP on benefi ts and services for the elderly compared to an average of 2.0 per 

cent on benefi ts and services for families with children. Some of the public expenditure on a declining population 

of children can be employed in supporting an increasing retired population but each retired person costs a great 

deal more than each child. Given this, it might be expected that as well as a shift in total expenditure from children 

to the elderly due to demography, there would also be a shift in per capita expenditure from children to the elderly 

in or order maintain their living standards in retirement.

Indeed there may be political reasons for this to have happened (Hinrichs 2002). The retired are voters and 

children are not. Increasing grey power may have led governments to favour policies that benefi t the retired over 

policies that favour children. Esping Anderson and Sarasa (2002) have expressed anxiety that ageing might impose 

pressures on government to maintain high spending on the elderly at the expense of children and have argued on 

the basis of welfare regime types that the bias in favour of the aged is especially pronounced in Southern European 

welfare states while Scandinavian welfare states are more youth biased.

This is part of a longstanding, if episodic, interest in life cycle distributional justice by social policy analysts. 

Rowntree’s  (1901) insights into the cycles of want and plenty fi rst raised the issue. But there has not been much 

attention to it since analysis of it reached a new apotheosis with the Falkingham and Hills book (1995). But there 

has been nothing in the UK covering the period since the Labour Government 1997-2010.

A recent contribution however has come from the British conservative politician David Willetts (2010) who 

argues that in the UK the post-war baby boomers born between 1945 and 1965 have taken a greater share of nation-

al resources than the generation that came before and after them. The arguments are quite complex but he argues 

that they had higher real incomes, partly due to the increase in two earner households That generation avoided the 

impact of globalization which impacted on the earnings of subsequent generations. They have benefi ted from low 

infl ation and have been the main benefi ciaries of the house price boom. The welfare state is not an important player 
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in the Willetts’s thesis but if as he concludes we are going to be able to ‘protect the interest of the future generation’ 

then it is likely to have to play a part. 

So this paper exploits two sources of data on the UK welfare state in the last 20 years to analyse whether there 

has been a shift in redistributive effort from families with children to the retired and if so why?
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2. Analysis of OECD expenditure data

The fi rst analysis is based on the OECD social expenditure data base1. There the OECD publishes data on cash 

benefi ts and services for the retired and cash benefi ts and services for children

There was an unfortunate break in the elderly series between 1989 and 1990 (see footnote 2). Nevertheless 

in Figure 1 we see that social expenditure on the elderly2 and families3 fell during the 1980s but then increased 

between 1990 and 2005. However we cannot tell whether this was due to demographic change – expenditure on 

children may be going down because there are fewer children needing to receive benefi ts and services and ex-

penditure on the retired may be going up because there are more retired but this does not imply a deliberate shift 

of resources in favour of the retired. So we control for demographic by estimating expenditure per capita older 

person and per capita child. 

Figure 1: Spending on the elderly and families with children as % of GDP
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Figure 2 shows trends in spending in purchasing power parities per capita older person as a percentage of GDP 

per capita. There are big variations in spending on the retired between countries as well as variations over time. 

1 http://stats.oecd.org/Index.aspx?datasetcode=SOCX_AGG
2 Pensions , early retirement pensions, ‘other’ cash benefi ts, residential care or home help services and ‘other’ benefi ts in kind. Data 

for 1990 onwards are based on the new ESSPROS methodology format. Coherent spending series for 1980 onwards at the individual 
programme level were obtained on basis of information for a few years in the early 1990s for which both historical spending series and 
information based on the new ESSPROS format were available. For certain programmes and aggregate categories, breaks in series (be-
tween 1989 and 1990) were inevitable. In general, programmes from the old ESSPROS format which could not be matched with a fi gure 
from the new ESSPROS format were set to “missing” from 1990 onwards; similarly, fi gures from the new ESSPROS format which could 
not be matched to a programme from the old methodology were set to “missing” for the period 1980-89.

3 Family allowances, maternity and parental leave, ‘other’ cash benefi ts, day care or home help services and ‘other’ benefi ts in kind.
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The UK is a comparatively low spender and spending in the UK on retired people has increased steadily over the 

period.  

Figure 2:   Total expenditure on the retired per capita % GDP per capita: 1980-2007 $ppp
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Figure 3 shows that spending per capita child as a proportion of GDP per capita is much lower than spending 

on the retired in all countries. There are big variations between countries in their level of spending and there have 

been variations over time.  In the UK expenditure was fairly stable between 1980 and 1995 but increased sharply 

after that.

Figure 3:   Expenditure on family cash benefits and services per capita child as percentage of GDP per capita: 1980-
2007 $ppp
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The question we are interested in is- has expenditure on children suffered at the expense of spending on the 

retired? The best way to explore this is to look at ratios, to estimate social expenditure per capita child as a % of 

social expenditure per capita old person. Figure 4 presents these results. It varies a lot between countries. In 2007 

Iceland was the most generous to its children compared to its retired and has become much more generous since 

1980. Japan and Korea are much less generous to children relative to the retired but they have both also become 

more generous to children since 1990. The UK recovered its relative generosity to children after 1995 under the 

Labour Government.  Generally there is no evidence that social expenditure on the retired has increased at the 

expense of social expenditure on children in the OECD.  However there some countries which have become rela-

tively less generous to children – Denmark, Finland and Norway since 1995 and Sweden since 1990. 

Figure 4:  Expenditure per child as a percentage of expenditure per older person 1980-2007
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There are some serious limitations to this analysis.

 ● There are reasons to be anxious about the consistency of the classifi cation of expenditure between countries. 

Countries use different policies to deliver the same outcomes. 

 ● So for example the OECD classifi cation of public social expenditure does not include tax expenditures, man-

datory occupational provision, occupational benefi ts, housing benefi ts, health and education expenditure or 

child support (alimony). Nor does it take account of the fact that benefi ts are taxed back in some countries 

and not others. In its work on net social expenditure,  the OECD has been working to take account of some of 

these problems (Adema 2001) and although there is net social expenditure data available from 2001 onwards 

it is not disaggregated by age group.
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 ● For the same reasons there may be reasons to be anxious about the consistency of the classifi cation in any one 

country over time. For example some countries have turned elements of their cash benefi ts for children into 

tax benefi ts in recent years which may not be classifi ed as social expenditure.

 ● The latest data we have is up to 2007– well before the current recession began. 

 ● Finally this data does not allow us to observe distributional changes or which elements of the tax and benefi t 

system have contributed to the changes. 

So this led us to analyse UK micro data.
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3. The UK

The analysis of OECD expenditure is interesting but OECD social expenditure excludes tax expenditures and 

taxation, does not take into account health and education expenditure and 

3.1. Methods

The Offi ce for National Statistics (ONS) publishes an annual analysis of the effects of taxes and benefi ts on the 

income of UK households (ONS various years) and, from 1995-6 onwards, has also made the dataset on which 

the analysis is based available on the UK Data Archive.  Our analyses uses the reports from 1988-9 to 2008-9 to 

examine how fi ve different stages of the distributional process have become more or less favourable to retired 

households and households with children over this time period.  We also use the datasets from 1995-6 to 2008-9 to 

assess how income inequality after all distributional stages has changed over this shorter time period within these 

two family types.  

The fi ve stages of the distributional process examined are as follows:

 ● Original income: Cash income before any form of taxation or receipt of any benefi ts or services in kind.

 ● Gross income: Original income plus cash benefi ts.

 ● Disposable income: Gross income minus direct taxation and National Insurance contributions.

 ● Post-tax income: Disposable income minus indirect taxation.

 ● Final income: Post-tax income plus benefi ts received in kind.

The effects of taxes and benefi ts reports provide a detailed breakdown of the mean household income at each of 

these distributional stages and the mean values of the government transfers which comprise the distributional pro-

cess for a range of household types.  Retired households are defi ned as households ‘where the combined income of 

retired members amounts to at least half the total gross income of the household, where a retired person is defi ned 

as anyone who describes themselves as ‘retired’ or anyone over minimum NI pension age describing themselves 

as ‘unoccupied’ or ‘sick or injured but not intending to seek work’’ (ONS 2010, p.44).  Households with children 

are non-retired households containing a child ‘aged under 16 or aged 16, 17 or 18 but unmarried and receiving 

full-time, non-advanced further education’ (ONS 2010, p.43).  
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As datasets were only available from 1995-6, we relied on the data in the published reports for the fi rst stage 

of our analyses to provide a longer time series.  However, this limited our analyses in three main ways.  Firstly, the 

reports do not provide equivalised income by household type for all distributional stages; therefore, we are report-

ing unequivalised mean incomes.  Secondly, we are subject to a range of assumptions made by the  report authors 

(e.g. defi nitions, treatment of negative incomes and values of in-kind benefi ts).  Full details of these assumptions 

can be found in the  report appendices for individual years.  Thirdly, prior to 1991-2 for households with children 

and 1990-1 for retired households, aggregated means were not reported for households of different composition 

within each household type.  For these years we estimated weighted means for each household type from the 

reported values for the disaggregated household types (e.g. single person retired households, two person retired 

households).  The reliability of this approach was confi rmed by calculating weighted means from disaggregated 

information in the  datasets for later years and comparing these to the reported aggregated means.  

An additional limitation arose due to the survey data from which the reports and datasets are compiled not con-

taining sample weights until 1996-7.  Given datasets were only available from 1995-6 onwards, adjusting most of 

the unweighted years’ means was impracticable.  Therefore, we report unweighted data from 1988-9 to 1995-6 and 

weighted data from 1997-8 onwards.  Sensitivity analyses using the micro-level datasets suggest using unweighted 

data in the later years would not substantively alter our fi ndings.

For the second stage of our analysis, we constructed three measures of inequality within our two household 

types at each distributional stage from the datasets for 1995-6 through to 2008-9.  The inequality measures con-

structed were the gini coeffi cient, the 80/20 ratio and the 90/10 ratio.  Gini coeffi cients were constructed using 

adapted syntax code obtained from the online SPSS support forum (SPSS 2010).  The same defi nitions are used as 

in the fi rst stage of the analysis and data were weighted from 1997-8 onwards (data were not weighted for 1996-7 

as the downloaded weighting variable contained an error).  

3.2. Results 

First we analyse each stage of the distributional process.
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3.3. Original income

Figure 5 shows the ratio between the average retired original income as a proportion of the average original 

income of households with children. This is what the market produced before any taxes and benefi ts. It can be seen 

that the retired improved their relative position until 1997 (when new Labour took power). After that the income 

of households with children improved relative to older people but the improvement dissipated after 2004/5. As a 

result in terms of original income the retired were better off in comparison with households with children at the end 

of the period than they had been at the start. This appears to be almost entirely due to the growth of occupational 

pension income.

Figure 5:  Ratio of original income of retired households to the original income of households with children 
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Figures 6 and 7 present an overall summary of trends in the average amount of cash benefi ts and in kind ben-

efi ts received and direct and indirect taxes paid in cash terms. The dark lines are the net average social expenditure. 

It can be seen that for households with children cash and in-kind benefi ts have increased but so have direct and 

indirect taxes and average net social expenditure on households with children has increase over the whole period 

by about £3500. 
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Figure 6:  Value of the mean transfers for households with children £ per year
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For retired households Figure 6 cash benefi ts and in-kind benefi ts have increased and direct and indirect taxes 

have increased but at a lower rate than for households with children and net social expenditure has risen by nearly 

£6000 over the period.

Figure 7:  Value of the mean transfers for retired households £ per year

-10000

-5000

0

5000

10000

15000

20000

Cash benefits Direct taxes Indirect taxes

We now explore each of those elements in more detail.
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3.4. Cash benefits

Original income is supplemented through the provision of cash benefi ts. Figure 8 shows trends in the ratio of 

average cash benefi ts paid to retired households over cash benefi ts paid to households with children. In 1990 the 

average retired household received roughly double the cash benefi ts paid to households with children. The ratio 

fell after then and has fl uctuated up and down and in 2008/9 was 1.8 times. So there is no evidence that cash ben-

efi ts have moved in favour of the retired at the expense of children.  

Figure 8:  Ratio of cash benefits for the retired over average cash benefits for children 
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3.5. Direct and indirect taxes

Then the distribution is infl uenced by direct and indirect taxation. In Figure 9 it can be seen that the retired  pay 

less direct taxes on average than households with children and there is evidence that they have paid proportionately 

less over the period – the ratio has fallen from 34% of what households with children pay in 1989/90 to 25% in 

2008/9. But this reduction in direct taxes has been offset by an increase in indirect taxes. In 1989/90 the retired paid 

30% of what households with children paid in indirect taxes and by 2008/9 that had increased to 48%.
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Figure 9:  Ratio of direct and indirect taxes paid by the retired as a proportion of those paid by households with chil-
dren
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3.6. In kind services

Finally in kind services have an impact. Retired households receive less value from services than house-

holds with children mainly because the value of education is taken into account. Figure 10 shows that the re-

tired had been receiving increased value from services relative to households with children4 until 2006.7

Figure 10: Ratio of average in kind services for the retired over average in kind services for households with children
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4 There was a big reduction in the value of the National Health Service in 2008/9. This was due to a change in methodology. “The meth-
odology used for the calculation of the in kind benefi t from education and the National Health Service (NHS) have been updated. These 
estimates are now based on more up-to-date data on the per-unit cost of these services to the Government. In particular, the NHS method 
is now more closely based on that presented in Cardarelli et al (1999).” Barnard, A. (2010) The effects of taxes and benefi ts on household 
income 2008/09, Offi ce for National Statistics, page 2. He have learned from a communication with Andrew Barnard that ONS will be 
publishing a consistent back series later in 2011. Meanwhile he has advised that under the original method in kind services increased by 
3% 2007/8 to 2008/9 for retired and non retired households. We have therefore adjusted the 2008/9 raw data so that it is consistent.
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3.7. Overall redistribution

Figure 10 brings the analysis together by combining receipts (cash benefi ts and in kind benefi ts) and combin-

ing the tax take (direct and indirect). The ratio of average benefi t receipt fl uctuated over the period but was slightly 

lower in 2008/09 than it had been in 1988/9. The ratio of the tax take hardly moved at all. 

Figure 10: Ratio of benefits (cash and kind) to ratio of taxes (cash and kind)
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Figure 11 summarises what has gone before by comparing the ratios of original and fi nal income. In both 

cases the ratio has changed slightly in favour of the retired over time and all of that change can be ascribed to an 

improvement in the original income and almost all of the increase in original income has been due to an increase 

in occupational pensions . The UK welfare state has remained neutral between the retired and child households 

over this 20 year period. 
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Figure 11:  Ratio of original and final income

0

0,1

0,2

0,3

0,4

0,5

0,6

Original income Final income

3.8. Distribution

So far this has been a picture of the average. What about the distribution? For the reasons discussed in the 

methods section this analysis has to be based on the raw data only available since 1995/96 and because of the 

change in method for calculating in-king benefi ts in 2008/09 we only take the analysis to 2007/08. In Figure 12 

we compare the gini coeffi cients and the 80/20 ratios for households with children and the retired. The results are 

complicated. For the retired there has been a reduction in overall inequality as measured by the gini but little evi-

dence of a change in the 80/20 ratio. For households with children there was a reduction in inequality as measured 

by the gini until 2004/5 and some evidence of a fall over the whole period in the 80/20 ratio.

Figure 12:  Final Income gini coefficient and 80/20 ratios 
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Figure 13 shows the ratios of the gini and 80/20  ratios for the retired  as a percentage of those for households 

with children. The gini fell more for the retired than households with children and the 80/20 ratios increased more 

for the retired than households with children. Thus inequality increased more for families with children than for 

the elderly.

Figure 13:   Ratios of ginis, 90/10 and 80/20 ratios retired as a proportion of households with children
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It can be seen that the in Figure 14 that the ratio of the retired gini to the family with children gini has fallen 

slightly over the period for all stages of the distribution process but the biggest fall was in fi nal income indicating 

that it was services in kind that contributed most.

Figure 14:  Components of the change in the ratios of the retired gini coefficients as a proportion of households with 
children
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Figure 15 shows the percentage increase between 1997/98 and 2007/085 in the incomes of families with chil-

dren and the retired at four points of the income distribution. At the 80th percentile families have had a slightly 

larger increase in the original and fi nal income than the retired over this period. At the 90th percentile families with 

children have had a much larger increase in income than pensioners. At the 20th percentile and 10th percentile 

original income is very small but in both cases these low income households have had a higher percentage increase 

in their incomes and families with children have done slightly better than the retired.

Figure 15:  % increase in cash incomes 1997/98-2007/08
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However we know from trends in poverty rates (based on a different source the Family Resources Survey and 

using individuals rather than households) that pensioner poverty rates have fallen faster than child poverty rates 

since 1997 see Figure 16. This suggest a fairly complicated distributional picture with results probably highly 

sensitive to where poverty thresholds and percentile points fall in the distribution.

5 Rather than 2008/09 because of the change in method on in kind benefi ts
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Figure 16:  Poverty rates % with equivalent income less than 60% median before housing costs

Source: DWP 2010

3.9. Conclusion

The analysis of OECD public expenditure data based on national accounts over the period 1980 to 2005 gives 

no support to the hypothesis that in the face of an ageing population the welfare state in the UK has become less 

generous to children. Indeed the data suggested that after 1995 there was an increase in expenditure per child rela-

tive to expenditure per retired person. The analysis of UK data at a micro level takes into account the impact of 

direct and indirect taxes and health and education spending not included in the OECD analysis. The conclusion is 

that the impact of taxes and benefi ts on the elderly vis a vis households with children has been extraordinarily sta-

ble over the last 20 years. A small improvement in the relative value of cash benefi ts for families with children has 

been offset by a small deterioration in their tax take thanks mainly to indirect taxes. The relative value of services 

in kind for the retired increased until 2006/7. This picture of the average does not change if we focus on the distri-

bution. Ratios of inequality between retired and families with children have changed very little. The fi nal incomes 
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of retired households have improved relative to families with children but this was achieved entirely as a result 

of the relative improvement in retired household original income, almost entirely due to occupational pensions. 

What does this tell us about generational equity.  There is little evidence that public policy is contributing 

to generational inequity or at least not the benefi ts, taxes and services aspects of public policy. Of course public 

policy is only part of the story. Most of the discussion of generational equity focuses on earned income and espe-

cially wealth.

Of course we should be wary of predicting the future from the past. The retired population rose by 0.9 million 

between 1985 and 2005. It will rise by 1.6 million between 2005 and 2015. The impact of the baby boomers is 

only just beginning. Then there is the coalition government’s response to the recession and the defi cit which has in-

cluded an extraordinary list of cuts imposed on benefi ts and services for families with children and no cuts to cash 

benefi ts for the retired (or their winter fuel allowance or free bus passes) – indeed it is intended to reintroduce the 

link between the basic retirement pension and movements in earnings (for details of these see Yeates et al 2011). 

There are also aspirations to replace contributory retirement pension with a citizenship pension at a high enough 

level to remove the need for Pension Credit which will involve a huge increase in spending on better off pension-

ers. It would be as well to maintain vigilance.
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