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Expenditure on health and 
pensions:  

Current and projected  
 



Total health expenditure (% of GDP), 
 selected OECD countries,1995-2007 

 

4 Source: Fig 7.2.3, Health at a Glance 2009, OECD 

12.8% 
in 2050 

8.9% 
 in 2007 
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Gross and net public pension 
expenditure (% of GDP) in OECD countries, 2007 

Source: p.155, Pensions at a Glance 2011, OECD 

11.4%  
in 2050 

7.0%  
in 2007 



Key to reforming health and 
pensions 



Key to reforming health and pensions 

 The key is to recognise that the primary 
cause of increasing public health and 
pensions expenditure is demographic rather 
than financial 

 There are 4 key demographic variables: 
 Total support ratio (TSR) 
 Life expectancy (LE) 
 Working life expectancy (WLE) 
 Healthy life expectancy (HLE) 
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Total support ratio (TSR) 
 

 Ratio of the number of workers to the 
number of both young and old people 
 High TSR is typically associated with rapid 

economic growth 
 cf China, India and Korea 

 In Japan, TSR peaked in 1992 and its 
economy has been fairly static since 

 In UK, TSR peaked in 2007 and is now in 
decline 
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Support ratios in Japan 
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Source: Fig. A2 in Mayhew (2009) 



Relationship between growth rate in GDP and 
changes in TSR in Japan 
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Source: Fig. A3 in Mayhew (2009) 
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Life expectancy after pensionable age by sex: 
Historical and projected values, 1960-2050 

Source: Fig 1.7, Pensions at a Glance 2011, OECD 
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Huge uncertainty surrounding life expectancy: 
Longevity fan chart for 65-year old UK males 

 

Derived from Cairns-
Blake-Dowd stochastic 

mortality model 



LE v HLE at birth in 2003 
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LE HLE Difference 
Japan 82 75 7 

UK 79 71 8 

USA 78 69 9 

Source: p.12, Mayhew (2009) 



Projected LE v HLE at birth in UK 

 
 
 
 
 

 Gap between LE and HLE increasing at the 
rate of 28.8 days p.a.  

 One reason is successful medical 
interventions in managing heart disease 
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LE HLE Difference 
2005 79.1 69.3 9.75 
2025 83.2 71.7 11.48 
Increase 4.1 2.4 

Source: p.12, Mayhew (2009) 



Measures required to reform pensions 
and health 

 The key measures are: 
 Increase TSR 
 Increase WLE and HLE in line with increases 

in LE 
 Failure to do this will lead to: 

 Increased taxes and reduced standards of 
living 

 Increased labour migration with 
consequential strains on the economic and 
social infrastructure 
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Health 
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Where health and disability 

expenditures are concentrated 
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Relative per capita health care expenditure by 
age group, England and Wales, 1980-1990 

 Health costs are concentrated at high ages 
 But are also ‘high’ in the 45-64 age group 

18 Source: Table 2.1 in Mayhew (2000) 



Percentage of the population disabled and 
economically inactive in the UK 

 Disability is ‘high’ in the 45-64 age group 

19 Source: Fig. A9 in Mayhew (2009).  

Estimates from Labour Force Survey, benefit claimants, and the Rickayzen-Walsh model from age 20 to 70 



Survival curve for the UK population by 
disability category  

 

20 Source: Fig. 2 in Mayhew (2009) using Rickayzen-Walsh 1-10 disability scale 

A: Disabled, 
working age, 

2.9m 

B: Healthy, 
working age, 

32.6m 

C: Severely 
disabled, 

retired, 1.7m 

D: Disabled, 
retired, 
2.7m 

E: Healthy,  
retired, 
5.1m 



The required reforms to health and 
disability policies 



Health reforms 
 Three possible policies to increase HLE in 

line with LE: 
 Encourage healthier lifestyles 
 Increase spending on health care 
 Reduce inequalities 
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Encourage healthier lifestyles 

 Encourage more healthy lifestyles and more 
‘active ageing’ 

 Governments do spend huge sums to 
improve health via prevention and 
educational programmes, targeting: 
 Obesity, food additives, excessive alcohol 

consumption, smoking, drugs 
 Sensible, but evidence of cost effectiveness 

is still uncertain, since payoffs are long-term 
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Increase spending on health care 

 Always public pressure to do this 
 But impact could be limited due to 

diminishing returns to health improvement at 
current levels of spending. 

 Complete cessation of smoking would yield 
a far greater increase in HLE than a 50% 
increase in healthcare spending: 
 Approximately £50bn a year in UK 
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Life expectancy at birth and health spending 
per capita, 2007 

 A positive relationship, but diminishing returns 

25 Source: Fig 1.1.4, Health at a Glance 2009, OECD 



Reduce inequalities 

 Ill health is often associated with social 
inequalities and deprivation 

 A reduction in inequalities in society can 
lead to improved health and longevity: 
 Income 
 Wealth 
 Housing 
 Education 
 Access to services  
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Disability benefit reforms 
 The number of people on long-term sick and 

disability benefits needs to be reduced 
 Some of these are genuine cases of poor 

health, but many are not.  
 With the decline of traditional industries 

such as mining and heavy industry, it is 
harder to determine the true health status of 
an individual and the reasons for claiming 
benefits has changed: 
 More claims for mental health reasons 

(depression) and office-related problems 
(back ache) 
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Impact of successful health and disability 
reforms  

 

28 Source: Fig. 2 in Mayhew (2009) using Rickayzen-Walsh 1-10 disability scale 

A: Disabled, 
working age, 

2.9m 

B: Healthy, 
working age, 

32.6m 

C: Severely 
disabled, 

retired, 1.7m 

D: Disabled, 
retired, 
2.7m 

E: Healthy,  
retired, 
5.1m 

Survival curve for the UK population by disability category  



 
Pensions and labour markets 
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What are the weaknesses in the labour 

market and pensions 
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Participation rates of 50-64 year-olds in 1970 
and 2008 

Source: Fig 2.1, Pensions at a Glance 2011, OECD 

63%  
in 2008 
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Average labour market exit age in OECD 
countries, 1965-2007 

 In many cases, exit occurs below official 
state pension age (red line) 

Source: Fig 2.4, Pensions at a Glance 2011, OECD 



The required reforms to labour market 
and pensions policies 
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Labour market reforms 
 Increase participation rates pre-retirement 

 2% increase in labour participation rates 
implies 1 year increase in WLE 

 
 Encourage later retirement 

 
 Encourage post-retirement work 



Impact of successful pension and labour 
market reforms  

35 Source: Fig. 2 in Mayhew (2009) using Rickayzen-Walsh 1-10 disability scale 

A: Disabled, 
working age, 

2.9m 

B: Healthy, 
working age, 

32.6m 

C: Severely 
disabled, 

retired, 1.7m 

D: Disabled, 
retired, 
2.7m 

E: Healthy,  
retired, 
5.1m 

Survival curve for the UK population by disability category  



Pension reforms 
 Parametric: 

 Increase state pension age 
 Link pension age to increase in life 

expectancy 
 Reduce pension benefits and link to life 

expectancy 
 Systemic: 

 Switch from defined benefit to defined 
contribution: 
 Private FDC (eg, Chile) 
 Public NDC (eg, Sweden) 
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Impact of changes to UK benefit expenditure 
as a result of hypothetical changes in state 
pension age based on the population in 2007 

 

37 Source: Table 4 in Mayhew (2009). 



Conclusion 



Conclusion 
 The following measures are needed to  

control the future growth in health and 
pension costs: 

 WLE needs to increase: 
 People need to work longer and more 

productively, achieved by 
 Increasing labour participation rates, 

especially in the period leading up to 
retirement 

 Increasing state pension age 
 Delaying retirement 
 Working part-time after retirement 
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Conclusion 
 HLE needs to increase, both pre- and post-

retirement : 
 The number of people on long-term sick and 

disability benefits needs to be reduced: 
 Some of these are genuine cases of poor 

health, but many are not.  
 Incentives to work rather than take benefits 

need to be improved: 
 Average earnings peak in 40s and benefit 

replacement rates can be high for many in 
50+ age group. 
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Conclusion 
 Policies need to be implemented that 

promote healthy lifestyles and ‘active 
ageing’ in order to increase WLE and HLE 
in line with LE and hence increase the TSR. 
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Thank you! 
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