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Long-term fiscal analysis at the OBR 

• Annual Fiscal sustainability Report 

• Public sector balance sheet analysis  

• Plus 50-year flow projections  

– Spending, revenues and financial transactions 

– Budget deficits and public sector net debt 

– Based on ‘unchanged policy’ 

– Built on most recent 5-year medium term forecast 

– Welfare spending forecast directly 

– Public services spending held constant as % GDP for 

person of representative age 
 

 

 

 

 

 



June 2013 demographic assumptions 

• Ageing population – past rises in 
life expectancy and falls in 
fertility plus baby boom ‘bulge’ 

 

• Our central projection assumes: 

 

– Net inward migration averages 
140,000 a year (lower than 
recent outturns but above 
current government target)  

 

– 65+ proportion rises from     17% 
in 2012 to 26% in 2062 

 

 

 

 

 

 

 



Revenues and spending by age 



Revenue and spending projections 



Public spending (ex debt interest) 

  Per cent of GDP 

  Estimate FSR Projection 

  2012-13 2020-21 2062-63 

Health 8.1 6.9 8.8 

Long-term care 1.2 1.4 2.4 

Education 5.6 4.5 4.4 

State pensions 6.0 5.7 8.4 

Pensioner benefits 1.2 1.0 1.1 

Public service pensions 2.2 2.2 1.3 

Total age-related 

spending 
24.4 21.6 26.4 

Other social benefits 6.5 5.7 5.9 

Other spending 9.6 8.7 8.4 

Primary spending 40.5 36.1 40.6 



Health care spending I 

• Central assumption is for per capita health spending 

to rise with GDP, adjusted for population changes 

 

• We assume that whole economy productivity will rise 

2.2% a year, but since 1979 health sector productivity 

has risen only around 1% a year 

 

• Assuming this continues real health spending per 

person would need to rise 3.4% a year to have health 

output rising 2.2% a year. This would raise health 

spending by a further 2% of GDP by 2062-63 

 

 

 

 

 



Health care productivity  
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Health care spending I 

• Central assumption is for per capita health spending 

to rise with GDP, adjusted for population changes 

 

• We assume that whole economy productivity will rise 

2.2% a year, but since 1979 health sector productivity 

has risen only around 1% a year 

 

• Assuming this continues real health spending per 

person would need to rise 3.4% a year to have health 

output rising 2.2% a year. This would raise health 

spending by a further 2% of GDP by 2062-63 

 

 

 

 

 



Health care spending II 

• OECD analysis assumes that UK health spending grows 

by nominal GDP growth plus 0.2% pa (demographics) 

minus 0.7% pa (income elasticity) plus 1.7% (residual) 

 

• Increases spending by 2% of GDP if residual tapers and 

5.9% of GDP if it does not 

 

• Slightly stronger than our 2% of GDP plus additional 2% 

of GDP if spending offsets weak productivity growth 

 

 

 

 



Health care spending III 

• Health spending on rising trend, even without 

significant demographic pressure 

 

• But near-term domestic politics interesting 

 

• Labour Government from 2000 wanted to increase 

health spending to EU average 

 

• Conservatives promised to increase health spending in 

real terms year on year – relative protection 

 

• This intensifies tight squeeze elsewhere 
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Long term care spending 

• Set to rise as population ages (2.4% of GDP by 2060s) 

 

• Recent policy reform designed to cap the costs to most 

individuals at £72,000 (2016-17) 

 

• Pushes up expected spending as % of GDP 

 

• State also bears more financial risks: demographics, 

duration of care and unit care cost 

 

• Hope for more private insurance below cap 
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Long term care spending 

• Rises as population ages (2.4% of GDP by 2060s) 

 

• Recent policy reform designed to cap the costs to most 

individuals at £72,000 (2016-17) 

 

• Pushes up expected spending as % of GDP 

 

• State also bears more financial risks: demographics, 

duration of care and unit care cost 

 

• Hope for more private insurance below cap 

 



Growth and long-term projections 

• We use historic labour market participation profiles for 

different cohorts (by gender and year of birth) to model 

participation rate of current/future cohorts 

 

• Then calculate employment rate consistent with 

assumed 5.4% NAIRU 

 

• Combine with population projections to give projections 

for employment levels. Productivity growth assumed to 

average 2.2% a year 



Real GDP growth 

  
Average annual percentage 

change 

  GDP 
GDP per 

capita 

Central 2.4 2.0 

Old age structure 2.3 1.9 

Young age structure 2.7 2.0 

Zero net migration 2.2 1.9 

High migration 2.6 2.0 

Natural change 2.0 2.0 



State pension spending 

• Costly triple lock commitment 

– Cross party consensus on raising state pension by minimum of 

prices, earnings or 2.5% a year 

– Expensive over last five years (pensions up 10%; earnings 5%) 

– Assumed to cost almost 1% of GDP relative to earnings uprating 

by 2060s – highly uncertain 

 

• Offset by later pension age 

– Some increases already announced 

– Now proposal to link SPA to life expectancy (1/3 adult life in 

retirement could save 0.5% GDP relative to current policy) 

 

• But winners and losers differ 

 



Conclusion 

• Long-term analysis helpful to debate 

 

• Has probably helped inform policy on e.g. 

– State pension age and generosity 

– Long term care 

– Public service pension generosity 

– Student financial support 

 

• Politicians very reluctant to hit contemporary pensioner 

population – high propensity to vote? 

 

 


