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BULLETI

Transferring resources between age groups:
What roles do governments play?

Over the past 100 years, most governments have steadily expanded social pro-
grams that provide cash and services to children and the elderly. By the beginning
of the 21st century, public transfers were equivalent to nearly one-fourth of Gross
Domestic Product (GDP) in industrialized countries and more than one-half of
their total government budgets. In most countries, public transfers are concentrat-
ed heavily in public pensions and in social-sector programs that finance education
and healthcare.

These programs are funded by taxes paid largely by the working-age population.
Thus changes in the relative size of the three age groups—children, working-age
adults, and the elderly—have a significant impact on the size of government pro-
grams and on the resources available to pay for them.

Against a backdrop of declining mortality and fertility, governments around the
world first enjoy expanding tax revenues as the proportion of their populations at
working ages increases. At the same time, the costs of social programs financed
by these revenues may go down as the proportion of children requiring education
declines. Later on, costs begin to rise as elderly populations expand, leading to
greater demand for pensions and healthcare services. And at the same time as
governments are faced with rising costs, the proportion of working-age taxpayers
is shrinking.

Faced with these changes, what should governments do? What extra resources
will they enjoy when their working-age populations are large? And what extra
expenses must they anticipate as their elderly populations expand?

Who pays for public benefits and who receives them?

The National Transfer Accounts (NTA) project helps shed light on government
opportunities and challenges by providing information on taxes paid and public
benefits received by all age groups. Figure 1 shows the typical age profiles of tax
revenues and government expenditures for education, pensions, and healthcare in
20 NTA economies.

All age groups pay some taxes because they consume items that are subject to
consumption taxes, such as sales, excise, and VAT taxes. The elderly pay addition-
al taxes because they generally own more assets than other age groups so they are
more likely to pay property taxes. But working-age adults pay the bulk of taxes—
in the form of consumption taxes plus income tax and social-security contribu-
tions—beginning in their 20s when they enter the labor market, peaking in their
early 50s, and then declining steeply when they retire. The mixture of revenue
sources differs in specific economies, but the general pattern is that government
tax revenues are drawn primarily from the working-age population.
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Figure 1. Per capita public-transfer inflows and outflows by age: 20 economies around 2000.

Source: Author’s calculations based on data from the NTA website (www.ntaccounts.org).

Much of this revenue is used to
support programs for children and
the elderly. Children receive benefits
mainly in the form of public education,
which accounts for about 45 percent
of public transfers to children in the
20 NTA economies. Figure 1 shows a
plateau in public-transfer inflows from
ages 6 to 18, corresponding to the ages
of primary and secondary schooling.

Young workers receive a minimum
of government spending, mainly in the
form of general programs—such as
public services, defense, and transpor-
tation—that are distributed equally
to all members of the population.
As workers age, they tend to receive
more publicly funded health benefits
and disability payments. Then sharp
increases are seen as workers reach
their late 50s and early 60s, reflecting
pension benefits and the rising use of
health services.

Who receives more: Children or
the elderly?

Government spending programs vary
widely in the resources they provide to
children and to the elderly and the bal-
ance between the two groups. On an
annual basis, average net benefits re-
ceived by each child (age 0-19) range
from 8 percent of the average labor
income of an adult age 30-49 in Uru-
guay and the Philippines to 29 percent

in Finland. The average net benefits re-
ceived by an elderly person (age 65+)
range from -2 percent of the average
labor income of a prime working-age
adult in Thailand, where the elderly
pay more in taxes than they receive in
benefits, to 87 percent in Brazil, where
the elderly receive particularly gener-
ous government pensions.

The median values of net public
transfers to children (16 percent of the
per capita labor income of adults age
30-49) and to the elderly (38 percent)
in 20 NTA economies divide Figure 2
into four quadrants. The general pat-
tern that emerges is a strong positive
correlation between public transfers
to both age groups. Thus Japan and
the European economies (with the
exception of Spain) lie in the upper-
right quadrant, with relatively large
transfers to children and the elderly,
while most Asian economies lie in the
lower-left quadrant, with relatively
small transfers to both groups.

Taiwan, Spain, and the United States
(US) lie in the upper-left quadrant,
with relatively high levels of transfers
to children combined with low levels
of transfers to the elderly. All Latin
American economies have relatively
low levels of public investment in
children. Chile, Costa Rica, and Brazil
stand out with low public transfers
to children coupled with high public
transfers to the elderly.

Although Japan and most European
governments provide generous benefits
overall, they all spend more in the
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Figure 2. Per capita net public transfers to children and the elderly: 20 economies

around 2000.

Source: Author’s calculations based on data from the NTA website (www.ntaccounts.org).
Note: The economies are Austria (AT), Brazil (BR), Chile (CL), China (CN), Costa Rica
(CR), Germany (DE), Spain (ES), Finland (FI), Hungary (HU), Indonesia (ID), Japan
(JP), South Korea (KR), Mexico (MX), Philippines (PH), Sweden (SE), Slovenia (SI),
Thailand (TH), Taiwan (TW), United States (US), and Uruguay (UY).
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Table 1. Public-sector transfers in 20 economies around 2000: Balance between

transfers to children and to the elderly.

Average net public

Aggregate net public Elderly populaFion transfiers to an elderly

transfers to the elderly relative to child .
Economy relative o transfers to children population E;;?:ﬁrféa;lzﬁ 1?3
Germany 2.56 0.88 291
Sweden 238 0.72 3.33
Austria 2.32 0.67 3.48
Japan 1.67 1.02 1.65
Hungary 1.65 0.73 226
Spain 1.62 0.79 2.05
Slovenia 1.58 0.73 2.16
Uruguay 1.39 0.42 3.29
Finland 1.34 0.67 1.99
Brazil 1.21 0.13 9.53
Chile 0.79 0.20 3.93
United States 0.63 0.44 1.42
Costa Rica 0.55 0.15 3.67
China 045 0.22 2.11
South Korea 0.26 0.25 1.07
Mexico 0.23 0.12 1.90
Taiwan 0.22 0.27 0.84
Indonesia 0.01 0.15 0.08
Philippines -0.01 0.07 -0.09
Thailand -0.03 0.21 -0.16

Source: Miller forthcoming. Author’s calculations based on population estimates and
projections from the United Nations (2009) and age profiles of public transfers from
data on the NTA website (www.ntaccounts.org).

aggregate on the elderly than they do
on children (Table 1). This is a prod-
uct of their relatively generous public
pension and healthcare programs and
their large elderly populations.

Brazil is an interesting outlier in that
it ranks with European countries by
spending more in the aggregate on the
elderly than on children, but its elderly
population is relatively small (13 per-
cent of its child population). In fact,
the Brazilian government spends more
than nine times as much on an elderly
person as on a child. This anomaly is
due to Brazil’s generous public pen-
sion programs combined with its low
level of investment in public education.
Chile and Costa Rica are also notable
in this regard—average net public
transfers to the elderly are nearly
four times those to children.

How does population change
affect government budgets:
The fiscal support ratio

To begin assessing the impact of popu-
lation change on government budgets,
the NTA project uses the age profiles
of public transfers to calculate a “fiscal
support ratio.” This is defined as the
ratio of tax revenues received to public
transfers paid out for education, pen-
sions, and healthcare.

As a population ages and the number
of tax payers first rises and then falls
in relation to the number of beneficia-
ries, the fiscal support ratio first goes
up and then goes down. The upward
change suggests how much extra fund-
ing will be available, either for expand-
ing programs or for cutting taxes. The
downward change indicates the rela-
tive size of the tax increases or benefit

cuts that will be needed to return to
the initial fiscal position.

Table 2 estimates changes in the
fiscal support ratios of 20 NTA econo-
mies over a 100-year period. These
estimates are based on the age profiles
of public-transfer inflows and outflows
observed in each economy for a recent
year, combined with estimates and
projections of the population by age
from 1950 through 2050. The fiscal
support ratio in the base year of 2010
is set to 100 percent, corresponding
to a situation in which aggregate taxes
are equal to aggregate benefits.

Underlying these calculations is the
assumption that the shape of the age
profiles for taxes and benefits remains
fixed over time, shifting up or down at
the same rate as the economy. Total
taxes only rise or fall relative to ben-
efits because of changes in the relative
size of different age groups within the
population.

Economies are ranked in the table
according to the size of the fiscal
adjustment they will need to make in
the future in response to changes in
population age structure. Of all the
NTA economies, the fiscal impact of
population aging is projected to be
most severe in Brazil. Population aging
there, combined with current age pat-
terns of taxes and benefits, will lead to
a 31 percent decline in the fiscal sup-
port ratio by 2050. Either benefits will
need to be cut by 31 percent before 2050
or taxes will need to increase by 45
percent or some combination of the two.

Brazil is by no means alone in facing
such mounting fiscal pressures. Among
NTA members in Europe, declines
in the fiscal support ratio by 2050
range from 28 percent in Slovenia to 14
percent in Sweden. Among other Latin
American countries, declines in the
fiscal support ratio range from 28 per-
cent in Chile to 10 percent in Uruguay.
In Asia, the three economies with the
most severe projected fiscal impacts
are Japan, with a projected decline of
26 percent, and China and South Ko-
rea, each with a decline of 20 percent.
The fiscal support ratio in the US is
projected to decline by 11 percent.
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More realistically, we expect the age
profile of public benefits to shift over
time—for example, with increased in-
vestment in education for children and
increased investment in healthcare
for the elderly. In addition, reforms
of public pensions toward mandatory
saving programs for workers, such as
those undertaken in Chile, Germany,
and other Latin American and Europe-
an countries, will lead to a significant
shift in the burden of population aging
away from public programs toward
family resources and the use of sav-
ings and investment income. The NTA
data can be combined with these more
realistic assumptions about changing
public benefits to produce medium-
and long-term fiscal forecasts.

NTA: An important tool
for policymakers

The National Transfer Accounts pro-
vide important information for public
policy choices. They enable govern-
ments to monitor the full scope of
their policy actions by accounting for
the effects of tax policies and spend-
ing programs. They also allow govern-
ments to assess the roles played by
other economic actors (financial mar-
kets, families, civil society) in provid-
ing support for dependent age groups.
And because the NTA project brings
together a diverse group of economies,
governments can compare their poli-
cies, and the effects of those policies
on the wellbeing of their populations,
with the experiences of other societies.

Using population projections, NTA
makes it possible to forecast the likely
fiscal impact of population aging, given
each economy’s unique tax and benefit
structure. This analysis shows that half
of the economies facing severe fiscal
shortfalls are in Latin America.

NTA analysis also sheds light on how
governments balance their treatment
of children and the elderly. Countries
that provide significantly more resources
to the elderly than to children include
Brazil, Chile, Costa Rica, and Uruguay
in Latin America and Austria and Swe-
den in Europe.

The NTA methodology provides the
basis for long-term fiscal forecasts that

Table 2. Fiscal support ratios for 20 economies, 1950-2050.

Fiscal support ratio (percent)

Year of most favorable

Economy 1950 2010 2020 2030 2050 age structure
Brazil 100 100 94 86 69 2000
Chile 94 100 93 83 72 2004
Slovenia 101 100 a1 81 72 2002
Spain 94 100 96 87 73 2010
Austria 108 100 93 83 74 1950
Japan 91 100 92 87 74 1976
Germany 111 100 94 84 75 1950
Costa Rica 89 100 97 91 76 2012
Hungary 106 100 97 93 77 1950
Taiwan 68 100 99 92 79 2014
South Korea 76 100 97 89 80 2008
China 90 100 96 89 81 2011
Finland 108 100 92 87 83 1991
Mexico 85 100 102 99 86 2019
Sweden 115 100 96 90 86 1950
United States 99 100 96 92 89 2006
Uruguay 108 100 100 98 90 1959
Thailand 66 100 104 104 104 2039
Indonesia 79 100 106 110 108 2033
Philippines 87 100 106 111 116 2050

Source: See Table 1.

Note: Economies are ordered by the severity of the projected fiscal impact in 2050.
Revenues and expenditures are projected assuming that per capita taxes and public
expenditures by single year of age remain constant at base-year values. Thus, values that
differ from 100 percent are the result of changes in population age structure. Values less
than 100 percent indicate a decline in tax revenues relative to expenditures.

are particularly important to govern-
ments for two reasons. First, some

of the policy choices with the largest
rewards, such as investment in public
education, have very long delays be-
tween investment and payoff. A short-
term policy focus will fail to measure
the full extent of the return on long-
term investments. Second, a long-term
policy focus promotes modest “course
corrections” that are politically more
feasible than large, abrupt changes.
Such a long-term approach provides
smooth transitions in spending and tax
policies and is less likely to burden any
particular generation unfairly.

Additional resources

Miller, Tim. Forthcoming. The rise
of the intergenerational state: Ageing
and development. In Ronald D. Lee
and Andrew Mason, eds. Population
aging and the generational econo-
my: A global perspective. Chelten-
ham, UK: Edward Elgar.

United Nations. 2009. System of
National Accounts. http://data.
un.org/Browse.aspx?d=SNA. Ac-
cessed 15 September 2009. New
York: United Nations, Statistical Divi-
sion of the Department of Economic
and Social Affairs.

4

NTA Bulletin




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [300 300]
  /PageSize [612.000 792.000]
>> setpagedevice


