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Abstract 

This paper looks at three programs that have come to be the cornerstones of the social safety net 

of OECD countries: health care, old age pensions, and working tax credits. Documents, books, 

legal studies and government papers were examined to look at how the programs are set up, how 

they are functioning, and what their intended goal was for the program. We also did some 

compare and contrast in the various countries where necessary. In particular, we focused on the 

US, UK, Canada, and other applicable countries of the OECD. The research in this paper 

contributes to the body of knowledge by demonstrating how similar the programs are despite 

varied political cultures, and how much they contribute in economic activity to their nations. 

Citizens of the surveyed countries might complain about the taxes or the bureaucracy involved in 

the their welfare state, but have come to see it as indispensable to their well being. We also 

surveyed the history and literature of welfare to provide a background to the study, and to 

establish the foundation on which the modern welfare state is established - in particular the 

Beveridge Report of 1943.  
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I. Introduction 

 

In truth, the world is now a seamless web from which no nation, large or small, young or old, can 

disassociate itself. Every attitude and every action of every nation can affect the welfare and security 

of every other nation around the globe. 

Robert F. Kennedy 

 

One of the ever present facts of life in the Western world - but particularly in members of the 

Organization for Economic Cooperation and Development (OECD) - is a well formed welfare 

state and the sense of entitlement that its citizens have come to expect of a social safety net. 

Many share similarities and many are based on similar studies and findings, but all of them have 

various quirks to their system. Some offer more public services than others. Some guarantee 

more perks guaranteed by the government than others. In France, there is a guaranteed right to 

five weeks vacation, while in the US there is no such rights. In most developed countries, paid 

maternal leave is looked on as a right, but again no such right exists in the welfare state of the 

United States. Yet, despite the differences and degrees of government support in the welfare 

state, such largesse of the public treasury is a fact everyone comes to expect in the OECD.  

 

In this paper, we will compare and contrast from among the more interesting welfare systems. 

Since the time would fail us to fully describe the benefits and drawbacks of every system in 

every OECD member state, we will, instead, focus on a few core functions expected almost 

universally by the citizens of these states. But, our focus is not to just compare and contrast, but 
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to also understand the functions of these benefits and if they are fulfilling the mission to which 

they were given when first enacted.  

 

For the purpose of this study, we will look into three key benefits almost universally found 

among OECD members states: government systems of healthcare, old age pensions, and 

programs like the Earned Income Credit in the US and its counterparts in the OECD. These 

functions provide the backbone of most public welfare systems, and variations of most of these 

programs can be found in most of the member states. We do not expect to find every benefit in 

every country, but we might still draw from its lack of the benefit guarantee to serve as an 

example and contrast to the other systems who do extend the benefit.  

 

But first, it might be a good idea to look into the literature and the history that undergirds the 

current welfare state and how it came to be an expected yet controversial addition to all OECD 

democracies.  

 

II. Literature Review of the Modern Welfare State 

Up to the third decade of the twentieth century, government took a limited role in providing 

social welfare to its disadvantaged, but its focus was on protecting property and the rights of 

property. However, in public terms, it still provided limited means of welfare to certain groups of 

people, usually for services rendered. For instance, in the early days of the American government 

under the constitution, Congress enacted the Public Health Service and provided for Marine 

Hospitals - essentially a place for seamen and other veterans to receive medical care as a form of 
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compensation for their service. It was paid for in the form of an early payroll tax of twenty cents 

a month deduction from pay - a precursor to modern day Medicare systems.  In Britain, a more 1

developed infrastructure formed in the 19th century that was largely run by local administrators 

and private sector organizations - called Friendly Societies. Such societies provided a form of 

insurance for all members who paid their dues, giving them access to medical care and, later on, 

sickness benefits and old age pensions.  Before the Poor Laws and other laws ensuring public 2

education and health standards were enforced, Great Britain had a small centralized bureaucracy 

not equipped to help provide welfare to its people on the scale needed to alleviate distress. So, 

they relied on such local administrators as school board members or administrators of the poor 

laws.  Still, records of the time show how much Britain’s social policy differed from its 3

Continental counterparts. A University of Warwick study explained it like this:  

 “Benefits levels were designed to offer the recipient a bare protection against destitution 

and were not supposed to sustain a specific standard of life and were therefore unlike 

other European social insurance systems.”  Whiteside also notes that the British system 4

was designed around a flat rate benefit structure, rather than based on income levels like 

most other European systems.  

 

1 Statutes At Large “A Century of Lawmaking for a New Nation: US Congressional Documents and Debates, 
1774-1875,” July 16, 1798, pp. 605-606 
http://memory.loc.gov/cgi-bin/ampage?collId=llsl&fileName=001/llsl001.db&recNum=728 
2 Gladstone, David “Before Beveridge: Welfare Before the Welfare State” (Cromwell Press, 1999) page 5 
3 Ibid., page 5 
4 Whiteside, Noel; Social Insurance in Britain, 1900-1950: Frameworks of the Welfare State (University of 
Warwick) 
http://www2.warwick.ac.uk/fac/soc/sociology/staff/whitesiden/whitesiden_index/recent_publications/whites
ide2009-dreyfus.pdf 
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Perhaps the most well known examples of 18th century English welfare are found in the 

works of period authors. Charles Dickens wrote the most prolifically on social injustice at 

the lower end of the socio-economic scale. In books such as Oliver Twist or Nicholas 

Nickleby, Dickens explores the prevailing attitudes towards those whom society then had 

left behind. Orphans and widows did not receive much help beyond what churches or 

private charities could provide. But, as the century wore on, Britain saw the rise of the 

union movement, and with the demand for better working conditions, wages, and dignity. 

This demand then led to gradual change in the attitudes of the British government 

towards public charity.  

 

Not just in the UK, but also in nations such as the US and to a lesser extent in France, a 

wave of reform hit in the first two decades of the 20th century. From well known social 

and political reforms to more obscure provisions, the Progressive era laid the foundations 

of the current welfare state. In the United States, some of the programs of the time later 

were incorporated into New Deal programs during the Great Depression. One example is 

the Mother’s Pension movement - a program best compared to its successor, Aid to 

Families with Dependent Children.  While it gave a minimum income guarantee to 5

mothers of needy children, it took safeguards against dissolute fathers from collecting the 

money so they could satisfy an alcohol addiction.  6

 

5 Leff, Mark H., The Consensus for Reform: The Mother’s Pension Movement in the Progressive Era (U. 
of Chicago Press, 1973) pp. 397-398. 
https://www.jstor.org/stable/30021515?seq=1#page_scan_tab_contents 
6 Ibid., pp. 397-398 
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This leads to an overarching theme of welfare in the Progressive Era, and through to the 

creation of the modern welfare state. Up to the 1960s, welfare was looked on as a means 

to bring dignity back to an individual who had fallen on hard times. If it was a cash 

handout, it was meant to be temporary. Welfare was doled out in the form of work related 

programs and other such useful trades. This influenced the programs of the New Deal, 

with the CCC and the WPA providing work paid for by the government. Thus, the 

handouts were in keeping with policy even liberal academics who influenced the 

Roosevelt Administration advocated. There was no free lunch; but it was a hand up to 

those who needed it. At a time when the policy was for government to be as little 

involved in providing jobs and money to the impoverished as they can, the prospect of 

government sponsored jobs was a godsend to many.  7

 

Similar attitudes prevailed in the United Kingdom before the Second World War and 

prior to Beveridge’s Report. Private concerns such as those of the Charity Organization 

Society established rules for handing out “charity” to only a certain subset of persons, 

and only for a period of time, mostly three months. Able bodied men and women, those 

women whose husbands had only abandoned them for less than a year, and those who 

were looking for work were allowed temporary relief. Most of the attitudes towards the 

poor and which influenced the Poor Laws stemmed from the Protestant ethic of work and 

independence. However, the enforcers of the Poor Laws also noted the phenomenon 

7 Taylor, Nick, American Made: The Enduring Legacy of the WPA, When Roosevelt Put the Nation to 
Work,(Bantam Books, 2008), page 56 “If they gave me a job, I wouldn’t care about the bonus.”  
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where paupers tended to increase wherever the local poor law offices operated.  This led 

to strict controls on charity, and the tightening restrictions as indicated above.  8

 

The historical record shows that attitudes toward dispensing charity changed as 

movements for social reform changed. Charity became a benefit, and benefits became 

entitlements. Some required effort on the part of recipients, others did not.  

 

The coming of a global depression and a second world conflict led to some changes in 

thinking among social reformers and thinkers. In the United States, the foundations for 

old age pensions were laid with the establishment of Social Security, while the 

government sponsored jobs to build roads, bridges, canals, and other infrastructure. In 

Britain, social reformers started thinking of basic rights guaranteed to all citizens; not just 

political rights, but rights to benefits and other means that added dignity to the citizen. 

One such reformer was William Beveridge.  

The Beveridge Report  

The beginning of the modern welfare state - as we know it and expect from it - traces its 

origin to an attorney and thinker on social policy, William Beveridge. At times a civil 

servant and at others a private practice barrister, Beveridge was considered an authority 

on social services. He worked with Winston Churchill, who in 1908 was President of the 

Board of Trade, to establish Britain’s first system of National Insurance. This system 

provided for help in unemployment and illness for laborers, and later pension systems 

8 Harris, Bernard; Bridgen, Paul “Charity and Mutual Aid in Europe and North America Since 1800,” 
(Routledge, 2007), page 32 
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were added to the list of benefits. It was paid for by contributions of both the employee 

and employer. This system of National Insurance is still in use today in the United 

Kingdom.  

 

During World War II, Beveridge reluctantly accepted the chairmanship of a special 

committee to investigate social welfare programs in the kingdom. The resulting work is 

formally known as Social Insurance and Allied Services, but it bore so much of 

Beveridge’s thinking at the time that it came to informally bear his name. The report 

essentially recommended a broadened system of his earlier work on National Insurance, 

and recommended that everyone be covered by it. The report identified five “Giant Evils” 

in the world that the recommendations might help mitigate: idleness, squalor, ignorance, 

want and disease.  9

 

When the report first circulated during 1942 at the height of the war, the Churchill 

Cabinet debated whether it should be published at large. It was decided to publish it as a 

government publication, and perhaps the thought was that it would be buried in 

mountains of government reports. Instead, the report became popular among the British 

public. While such a report might have been greeted by the British population before the 

war with the same lukewarm response given to it by Churchill’s Conservatives, the report 

was published at a fortuitous time. It’s vision for cradle to grave security - of national 

benefits, universal healthcare, maternity benefits, etc., suggested a state run system of 

9  Beveridge, William. "Social Insurance and Allied Services". British Library, Retrieved April 21, 2017 

http://www.bl.uk/onlinegallery/takingliberties/staritems/712beveridgereportpic.html
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nationalization. Such nationalization was already underway in wartime Britain - with 

every iota of life planned and controlled by central planning in London. Austerity was the 

name of the game to survive the war. Beveridge’s report promised a vision of life beyond 

austerity, where the same nationalization used in war could be put to use to help order 

peace and prosperity for all.  10

 

The report could be considered one of the reasons for the Labour landslide which toppled 

Churchill from power weeks after the war ended. Churchill accepted many provisions of 

the report, but claimed Britain could ill afford the cost of implementation.That foresight 

turned out to be correct, as it’s execution created problems of its own that caused 

struggles in British politics to this day.  The Labour government under Clement Attlee 11

put Beveridge’s proposals into practice with a wholesale nationalization, welfare benefits, 

and the creation of a National Health Service. 

 

It is in this historical context that we examine our research questions. 

 

III. Methodology 

In this study, we examine primary sources to gather original data from the source 

countries about the programs in question, comparing and contrasting how they are used 

10 Derek Brown, “1945-1951: Labour and the Creation of the Welfare State,” The Guardian, March 14, 
2001 
11 Lynch, Michael “The Labour Party in Power 1945-51". Britain 1945-2007. (Copyright 2008) page 
10 
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and why. We will also examine authors and experts in the field who have written news 

and journal articles, books, and other publications that can shed light on the subject.  

 

IV. Analysis of Data 

Among the many papers, publications, books, and periodicals perused for this study, the 

data shows that the welfare state in all the OECD countries is both complex and unique to 

that country’s culture, yet astonishingly similar in scope, requirements, how the benefits 

are administered, and the breadth of those benefits. The data for one program in one 

country helped contrast with the data from another country, and even when one nation 

did not have a formal program in one category we explored, we still were able to 

demonstrate how the lack of that program contrasted with the benefits of a country that 

offered it.  

 

The data also showed that trends for public programs are unsustainable, as trends for 

growth of benefits outstrip the means by which nations can tax, borrow, or inflate their 

currency to meet the obligations they made to their citizens. For instance, we will see 

how the demands of Social Security on the US federal budget and the upward trend in 

retirees is already putting a strain on revenues and is slowly squeezing out the funds 

needed for other pressing national concerns like improving a mediocre school system, 

fixing crumbling highways, or even upgrading public housing.  

V. Findings 

Public Systems of Healthcare in the OECD 
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To the signatories of the European Charter of Human Rights, access to healthcare is a 

right under the charter. Article 35 states: 

 “Everyone has the right of access to preventive health care and the right to 

benefit from medical treatment under the conditions established by national laws 

and practices. A high level of human health protection shall be ensured in the 

definition and implementation of all Union policies and activities.”  12

However, despite this guarantee, the right to “preventive health care” is still considered 

an aspiration, an illusory goal for some policymakers in Europe, despite the near 

universal coverage in many signatory nations.  In Europe, universal or near universal 13

coverage is achieved via public systems such as Britain’s National Health Service, or 

mixed public/private systems akin to that of Switzerland. If the goal is to provide 

“access” in the sense that citizens of the signatory states need not pay directly for services 

rendered, then there is a wide disparity. However, a plain reading of Article 35 suggests 

that access is left up to “conditions established by national laws and practices.”  

 

For those champions of government run systems, where there is but a single payer for 

healthcare services, the UK National Health Service is their standard. It is still largely run 

according to the vision William Beveridge laid out in his aforementioned report. Nearly 

99% of the NHS is funded via general taxation and the National Insurance contribution, 

while the remaining one percent is from patient charges on glasses, some prescriptions, 

12 Official Journal of the European Communities “European Charter of Fundamental Rights,” 364/16 
http://www.diametros.iphils.uj.edu.pl/index.php/diametros/article/view/1037 
13 Andre den Exter, “The Right to Healthcare Under European Law,” Erasmus University, Rotterdam, 
(March 2017)  page 1.  
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and some dental treatment. These charges have been in place since the second Churchill 

Ministry of the 1950s.  14

 

Contrast the UK system with that of Switzerland. The Swiss require universal coverage 

across the cantons, but there is no public option for coverage. Instead, all Swiss citizens 

are required to purchase and hold insurance that is compatible with federal Swiss law, 

thus making it uniform across the country. Premiums are set at 8% of annual income, and 

if a citizen’s premium goes above that, then the Swiss government offers a cash subsidy 

to help pay for excess.  15

 

Variations between these two systems can be found across the OECD. Portugal has a 

mixed system of universal public health while also requiring a private option, to Canada’s 

mix of federal public health mandates and insurance markets run by the provinces, to the 

US mix of public and private health care, and the new challenges of the Affordable Care 

Act.  

 

Sweden’s healthcare system adds an interesting provision to their single payer system 

that is perhaps not so obvious in other states with the same system. When a patient is 

declared ill by a physician, they sign a certificate attesting to it, and the employer is 

14 TheKing'sFund. 15 January 2016. Retrieved 23 April, 2017. 
https://www.kingsfund.org.uk/projects/nhs-in-a-nutshell/how-nhs-funded 
15 Nelson D. Schwartz, “Swiss Healthcare Thrives Without Public Option,” The New York Times, 
September 30, 2009 
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required to pay a percentage of their wage for up to fourteen days, with the government 

paying it afterwards until the physician declares them fit.  

 

Swedish healthcare is considered the standard by which advocates aspire for their 

countries. It’s universal health coverage and single payer system have led to some 

interesting conclusions, ones that make opponents of single payer uncomfortable. For 

example, Sweden has the lowest level of health care spending increases in the OECD, 

with an annual spending level hovering around 9 percent annually - a figure that has 

remained relatively constant for decades. Yet, despite the universal system, it is highly 

decentralized, with the country’s 21 counties running the healthcare system, setting rates, 

and levying taxes to pay for the healthcare. Patients pay for some out of pocket care and 

pharmaceuticals, but this is still only ten percent of total costs.  Perhaps one of the 16

largest reasons that sets Sweden apart from its counterparts is that healthcare is run as a 

not for profit entity, where the prime objective as a non-profit is to focus on outcomes for 

patients instead of maximizing profits for stockholders.  17

 

Now that we get a good sense of the variations of universal coverage in the European 

OECD nations, we should turn to North America and the two contrasting systems of 

Canada and the United States. To get a good sense of the North American systems in 

contrast to that of their European counterparts, we need to look at the requirements and 

16 OECD (2013), “OECD Reviews of Healthcare Quality: Sweden 2013: Raising Standards” OECD 
Publishing http://dx.doi.org/10.1787/9789264204799-en 
17 Robert H. Frank, “What Sweden Can Tell Us About Obamacare,” The New York Times, June 15, 2013, 
http://www.nytimes.com/2013/06/16/business/what-sweden-can-tell-us-about-obamacare.html 
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the outcomes of the Canadian and US systems. What makes these neighboring countries 

so fascinating is - among countless other matters - the contrast between their healthcare 

coverage, goals, outcomes, and expectations and even misunderstandings of the other 

side’s system.  

 

In Canada, the healthcare system is run on a provincial basis according to guidelines set 

by the federal Canada Health Act. While Canada is seen as a single payer healthcare 

system, that is not strictly true. According to the Canadian Institute for Health 

Information, in their 2005 report on healthcare in Canada, they report it as a “70/30 split” 

with seventy percent paid for by public funds and the remaining paid for via private 

means.  While Canada’s Medicare system covers most medical costs at point of use, the 18

Canada Health Act does not provide for public funding of prescription drugs, long term 

care or senior care, prescription glasses or dental care, which means Canadians pay out of 

pocket. That being said, Canada has a lower rate of healthcare cost growth than it’s 

neighbor to the South, the USA. Canada had an annualized cost growth of 2.6% for 2013, 

half of the cost ten years prior.  But, all of that growth is being shouldered by the 19

provinces, who find that an increasing part of their budgets are going toward meeting the 

requirements of the Canada Health Act. The rates range from 42% for British Columbia 

to 19% for the Yukon Territory, yet in real dollar amounts the Yukon and other two 

territories spends the most per capita (C$11,788 on average) compared to the more 

18 Various Authors, “Exploring the 70/30 Split: How Canada’s Healthcare System is Financed,” Canadian 
Institute for Health Information, 2005, page 13 
19 Carmen Chai, By the Numbers: How Much Did Canada Spend on Healthcare in 2013? Global News, 
October 29, 2013, 
http://globalnews.ca/news/932105/by-the-numbers-how-much-did-canada-spend-on-health-care-in-2013/ 
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populous British Columbia and Quebec, whose expenditures are below $6000 per capita.

  20

Of all the OECD countries, the US is late in the game of requiring universal coverage for 

healthcare, with its attempt at reforming the behemoth healthcare system, said to be 

one-sixth of US GDP.  While hospitals and clinics in the US are largely owned and 21

operated on a for profit basis, most facilities and healthcare providers still get the 

majority of payments from some form of government subsidy. It is an interesting paradox 

in the US where - despite their vocal opposition to “socialized medicine” - 64% of 

healthcare spending comes from public government programs  like Medicare, Medicaid, 22

Children’s Health Insurance Programs, medical benefits for veterans, and other health 

programs. In some of these programs, like Medicare, essential benefits are covered while 

the government requires outside insurance for procedures they do not cover or offer to 

senior citizens.  

 

Of the thirty-six percent of the population which does not enjoy coverage by the 

government, many obtain private health insurance through the insurance market. 

However, one of the cost drivers of healthcare cost spikes were that insurance companies 

were reluctant to take on sick patients with pre-existing conditions, and also those who 

were not covered by insurance put a strain on the system when they attempted to access 

20 Various Authors, National Health Expenditure Trends: 1975-2014, Canada Institute for Health 
Information, October 2014, page 65 https://www.cihi.ca/en/nhex_2014_report_en.pdf 
21 World Bank, Health Expenditure Total: Percentage of GDP, World Bank reports, 2014, 
http://data.worldbank.org/indicator/SH.XPD.TOTL.ZS 
22  Himmelstein, David U.; Woolhandler, Steffie (March 2016). “The Current and Projected Shares of US 
Healthcare Costs,”  American Journal of Public Health. 106 (3): 449–52.  
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medical services. These strains caused estimates of as many as 46 million Americans to 

be without healthcare coverage, a point of contention in national politics for some time. 

This is one of the problems the Patient Protection and Affordable Care Act (PPACA), or 

pejoratively known as Obamacare, sought to fix. It had several significant features in that 

it required all Americans to have coverage through the private market, government 

subsidized programs if eligible, or pay a penalty for lack of coverage. It also offered 

subsidies to Americans who could not afford the increased costs of the newer health 

plans, which now had to include Essential Health Benefits Coverage like catastrophic 

care and other features found in OECD nations. It expanded Medicaid coverage for the 

poorest Americans who could not afford insurance policies, and allowed states to 

establish exchanges where ACA approved insurance plans were offered, and subsidies 

were calculated.  

 

Despite the myriad problems this huge piece of legislation brought with it, it has so far 

stood up to challenges in court and in Congress. For it brings the US into parity with its 

OECD neighbors in requiring basic health coverage for all citizens, and fulfills the 

problems with a combination of what the others offer: a mix of public and private 

coverage depending on the situation and the person.  

 

None of the plans come without their problems, criticisms or fulfillment of all their 

purported goals, but it puts healthcare as a primary requirement and right for all citizens. 
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It is recognized in most all nations as a right, and is coming to be accepted in the United 

States as a necessity, even if delivery of healthcare outcomes is disputed.  

 

Old Age Pensions in the OECD 

 

Across the OECD, old age pensions are fairly universal. Most of them are referred to 

colloquially as “Social Security,” and it is known universally by that name in the United 

States when referring to it’s old age pension plan - formally known as the Old Age, 

Survivors, and Disability Insurance program (OASDI). Also across the OECD, the age of 

“retirement” or when you are eligible to collect social security is usually between 60-70 

years of age. So, the existence and the uniformity of this popular entitlement is nearly 

universal across members states.  

 

However, pressures exist that are putting a strain on almost all the programs. It is 

estimated that by 2025, there will be 1.2 billion people of retirement age around the 

world, thirty percent of whom live in developed countries of the OECD.  With a pension 23

on the low end of $20,000 in Sweden to a higher end of $30,000 in Canada, Germany and 

the US,  public pensions take up a large percentage of a nation’s budget today. For 24

23 Diego Rodriguez-Pinzon, Claudia Martin; “The International Human Rights Status of Elderly Persons,” 
American University International Law Review, Vol. 18 No. 4, 2003, Article 3 
http://digitalcommons.wcl.american.edu/cgi/viewcontent.cgi?article=1199&context=auilr 
24 Whitehouse, Edward; “The Value of Pension Entitlements: A Model of Nine OECD Countries” 
Directorate for Employment, Labor, and Social Affairs, June 6, 2003, page 12 
http://www.oecd.org/els/public-pensions/2789965.pdf 
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example, in 2015 Social Security took up 24% of the US federal budget.  This figure 25

becomes even more alarming when paired with the trends in demographics in the next 

few decades. In the US alone, the mass of retirees able to draw from Social Security is 

expected to double by 2050 to 83 million.  26

 

Such trends are not only in the United States alone. In fact, the United States is in better 

shape demographically than its OECD counterparts in Europe.  Government actuaries 27

have used a rule of thumb for decades which claim that you need at least two workers to 

support that many in retirement. Now, many OECD countries are not even seeing 

replacement rates for their populations. This is causing budget havocs on places like 

Greece, Portugal, and the Balkans as they struggle to meet their entitlement obligations.  

Across the OECD, old age pensions are fairly uniform when they set a minimum 

retirement age. The average age is 65, with phase in ages allowed in some countries. For 

instance, Social Security in the United States allows workers age sixty-two to start 

collecting partial Social Security benefits subject to outside income limitations. The age 

when they can collect full retirement from Social Security is age sixty-five, which has 

become the unofficial touchstone of retirement age in the US.  

 

25 Various Authors; “Policy Basics: Where Do Our Federal Tax Dollars Go?” Center for Budget and Policy 
Priorities; March 4, 2016, 
http://www.cbpp.org/research/federal-budget/policy-basics-where-do-our-federal-tax-dollars-go 
26 Ortman, Jennifer M., Velkoff, Victoria A., Hogan, Howard; “An Aging Nation: The Older Population in 
the United States,” U.S. Census Bureau Publication, May 2014 
https://www.census.gov/prod/2014pubs/p25-1140.pdf 
27 Bonoli, Giuliano; Shinkawa, Toshimitsu; “Aging and Pension Reform Around the World: Evidence from 
Eleven Countries,” (Edward Elgar Publishing, 2005) page 234  
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The economic importance of old age pensions on the livelihoods of some retirees can not 

be overstated. Besides pensions from careers or investments they might have made, 

Social Security is the main means for the livelihood of senior citizens in the United 

States.  For those who did not plan for the future, they still depend on what little they 28

receive every month from Social Security to help them live in their old age. For such 

retirees, they do not have to pay any income taxes on their Social Security benefits if it is 

not tied to pensions or investments, thus giving them some relief from living on a paltry 

sum.  

 

The budgetary cost of Social Security in the United States is almost the same percentages 

as that of Medicare outlays - making programs for the elderly the largest outlay by the 

federal budget in its history. However, the percentage dedicated  to old age pensions is 

nothing new in US history. Up to the establishment of the New Deal and the Social 

Security Act, the US government paid out massive sums to veterans of wars, starting with 

the Civil War. It is estimated that thirty-seven percent of all federal expenditures in the 

famed “billion dollar Congress” of 1890 resulted from Congress approving pensioner 

requests.  It became a means of gathering and keeping support when a congressman 29

would sponsor private pension bills for a veteran, and it became routine for Congress to 

pass the legislation. Even up to the eve of the election of FDR to the presidency, World 

War I veterans marched on Washington to demand from a recalcitrant Congress the 

28 Barbara A. Butrica, Howard M. Iams, Karen E. Smith; “The Changing Impact of Social Security on 
Retirement Income in the United States,” Social Security Bulletin, Vo. 65, No.3, 2003/2004 
https://www.ssa.gov/policy/docs/ssb/v65n3/v65n3p1.html 
29  Quadagno, Jill (1988). The Transformation of Old Age Security. Chicago: University of Chicago Press. p. 
153 
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pensions they had been promised. With this in mind, the US had already been 

accustomed to a large public pension program before Social Security, but never on the 

scope of what it ended up becoming in later decades.  

 

Similar to the US model, most of the other OECD nations have a similar type structure to 

their old age pension plans. And like the US, they had experimented with pensions at 

earlier times, e.g., the Friendly Societies of which we earlier explored. Some were 

contributory pensions, like that of Social Security in the US or National Insurance in the 

UK. Other nations offered non-contributory pensions - also referred to as “social 

pensions” which gave a defined benefit to all regardless of economic circumstance. In 

other words, it did not base the amount of benefits a retired person could collect based on 

if they contributed and how much; all retirees received a benefit, even if some of the 

nations used means testing to determine eligibility.  

 

In the UK in particular, the State Basic Pension is the first of several public pensions 

offered to retirees and others unders special circumstances. Like Social Security in the 

US, benefits are determined by the averaging of wages for a worker over a period of 

years, usually thirty to thirty five. In the UK, thirty five years contributions are needed to 

be “fully vested” in the full pension offered.  And even if a beneficiary does not qualify 30

for the benefit, they are offered pension credits to supplement wages to a certain level. 

30 Varied contributing authors; “Your State Pension Explained,” Department for Work and Pensions 2016 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/607128/your-state-pension-
explained-apr-2017.pdf 
 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/607128/your-state-pension-explained-apr-2017.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/607128/your-state-pension-explained-apr-2017.pdf
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And like the US, the UK spends more and more of its budget on paying pensions to its 

people. In 2015/2016, it paid out ninety-two billion pounds sterling to the Basic Pension,

 even as that was a portion of the budget category Social Protection. Total spending on 31

this category was roughly what is spent on Social Security every year in the US. This 

category not only includes the Basic Pension, but also unemployment insurance, poverty 

alleviation programs, etc.  

 

But do such programs have their intended effect in that they help alleviate poverty? 

According to the Center on Budget and Policy Priorities it does, when they state 

“Without Social Security, 22.1 million more Americans would be poor [sic]”  Such a 32

program’s effect on the prosperity of a country can not be overstated. It was estimated 

that because of the support of Social Security, it indirectly led to some astonishing facts 

and figures: about $1.4 trillion in economic output in the US in 2012, and taxes at all 

levels of government generating $222 billion that year.  The age cohort which collects 33

Social Security or the Basic State Pension in the UK is most often considered the reason 

why the economies of the two countries still have significant spending, as the younger 

31 “Underlying Pressures Mean Benefit Spending Has Not Fallen,” Institute for Fiscal Studies, Retrieved 
from: http://election2015.ifs.org.uk/benefits 
32 Romig, Kathleen and Sherman, Arloc; “Social Security Keeps 22 Million Americans Out of Poverty,” 
Center on Budget and Policy Priorities, October 25,2016 
http://www.cbpp.org/research/social-security/social-security-keeps-22-million-americans-out-of-poverty-a-
state-by-state 
33 Koenig, Gary and Myles, Al; “Social Security’s Impact on the National Economy,” AARP Public Policy 
Institute, page 1 
http://www.aarp.org/content/dam/aarp/research/public_policy_institute/econ_sec/2013/social-security-imp
act-national-economy-AARP-ppi-econ-sec.pdf 
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cohorts spend to gain education, housing, and invest in their own retirement. In the UK, 

47% of consumer spending is attributed to senior citizens.  34

 

In the age cohort collecting public pensions, medical expenses are considered to expand 

and expenses related to health care exert a powerful grip on consumer spending in this 

age group - especially in the United States. Medicare is the primary provider for old age 

medical coverage, but in many cases senior citizens are required to purchase private 

insurance for contingencies when Medicare won’t cover their needs, or they pay out of 

pocket on other medical bills. In some cases, some senior citizens pay for insurance for 

help in meeting long term care should the need for that move arise. If a senior citizen 

relies on Social Security as their main source of income and part of it pays for their out of 

pocket medical needs, then it exerts pressure on the consumer as their income is limited 

and they are at the mercy of the economy.  

 

Perhaps the best demonstration of the pressure of a public pension system exerts on the 

public treasury is the situation of the Greek long running fiscal crisis. Since the drama of 

2011, when Greece announced it had no money to meet its bond obligations to pay for its 

debt, Greece has cycled through several governments and several horrible debt 

restructuring deals. In the midst of this, Greece found itself having to meet its debt 

obligations and pay for their welfare state while suffering from shrinking revenues. 

Among the choices successive governments had to make in the debt restructuring deal 

34 Jones, Harvey; “The Economics of Retirement: The Power of Pensioner Spending,” The Guardian 22 
June 2015 
https://www.theguardian.com/money/2015/jun/22/economics-of-retirement-power-pensioner-spending 
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was to to cut public services and benefits, among them their public pension system. This 

led to long running protests by Greek citizens, and the toppling of several governments. 

Most recently, though, in December 2016, the Greek government announced a pension 

increase to its citizens within days of the latest restructuring deal which saves them $300 

billion in interest payments.  35

 

Greek officials point out that their generous public pension programs stand as a surrogate 

for other programs in the social safety net, where Greece lags behind the rest of Europe. 

The minister who oversees pensions for Greece claims that their annual spending of 11 

percent of GDP on pensions is unfairly compared to the Eurozone’s 2.5 percent. The 

minister mentioned that in the 2008 financial crisis, Greece’s GDP shrank and with it tax 

revenues, so the numbers are distorted. As she told the Financial Times:  

“It is primarily the result of a significant drop in Greece’s GDP during the crisis, 

alongside a substantial increase in unemployment, leading to a severe reduction in 

social security contributions.”  36

If there is to be any relief for pensioners in Greece in the future, it must require an 

increase of GDP and the resulting tax revenues.  

 

Such alarms about Greece, it’s debt troubles and the pension cuts are sounded in capitals 

from Washington to London and other members of the OECD. Economists and public 

35 “Greece Passes Pension Deal in Defiance of Creditors,” BBC News Business, 15 December 2016 
http://www.bbc.com/news/business-38336423 
36 Achtsioglou, Effie; “Greece’s Pensioners Already Have Barely Enough to Live On,” The Financial 
Times, February 16,2017, https://www.ft.com/content/f6be12b2-f3ae-11e6-8758-6876151821a6 
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officials watch carefully and study the Greek crisis to discover when the tipping point is 

for a nation to have to prioritize its debt or finance its welfare state. Some economists in 

the United States have sounded such an alarm, as they view the spike in spending 

increases on entitlements like Social Security and Medicare and worry about long term 

structural deficits needed as those two programs eat more and more existing revenue. 

This has led to urgent calls for reform of Social Security and Medicare in the United 

States, including some form of privatization. However, there are some important 

differences. As John Taylor of Stanford University told the US Senate subcommittee 

investigating the Greek crisis: “The ECB sets an interest rate for all of Europe [...] and in 

some cases it was too low for Greece, resulting in a housing and credit boom” and then 

crash in 2010. He also drew parallels between the ECB low interest policies and how the 

Federal Reserve also followed a similar path with similar results.  But because Greece 37

experienced it’s problems by a contraction of economic output by 5% per year, the 

conclusion one would draw is growth helps determine the sustainability of programs and 

debt.  

 

As we close out this section, we looked at two significant economies and their pensions: 

the US and Greece and saw just how much strain it puts on their treasury, yet how vital 

such spending is not just to the well being of its retired population, but also to the 

economic output it engenders. If growth and consumption are imperative to a healthy 

economy, then the sustainability of such a program is imperative to the well being of a 

37 Taylor, John. B. “The Greek Economic Crisis and Lessons Learned,” Stanford University, July 29, 2015 
page 2 
http://web.stanford.edu/~johntayl/2015_pdfs/Testimony_For_Rel_SubCom_on_Europe-July-29-2015.pdf 
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nation. As we saw in the UK, a significant portion of consumption was because of retired 

Brits, and the economic impact Social Security and other retirement funds have on the 

well being of seniors in the United States and for its economy.  

 

Income Supplements in the OECD 

Just as seniors in the OECD rely on pensions to help supplement their income, low 

income supplements are offered to lower earning citizens. From the well known Earned 

Income Tax Credit in the US to the UK Working Tax Credit, this feature of the social 

safety net is both a necessity and also a controversial program. For the purposes of this 

section, we will spend the bulk of our time discussing the US program and how others 

compare and contrast with it.  

 

The Earned Income Tax Credit, or EIC, is a means tested income supplement used in the 

United States to help low wage workers make ends meet. It is generally disbursed when 

an eligible worker files their tax return. To qualify, you must either be low income if you 

are single, or if you support a dependent or maintain a household in which you are the 

primary breadwinner, or you are married with or without children. This benefit is paid out 

in a lump sum, and is usually combined with other refundable tax credits such as refund 

on taxes paid or the Additional Child Tax Credit. For tax year 2016, $506 was the 

maximum EIC for a single filer with no dependents,  and for married filing joint with the 38

38 2016 Earned Income Credit Tax Table, IRS.gov, page 9 
https://apps.irs.gov/app/vita/content/globalmedia/earned_income_credit_table_1040i.pdf 
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maximum of three dependents, the maximum benefit was $6044, and the phase out was at 

$53,000 of income.   39

 

This program was instituted in 1975 as a small work incentive, but became a very popular 

poverty fighting tool in the 1990s and now is considered one of the most successful 

programs for lifting low income Americans out of poverty, or at least giving them much 

needed money. Some use it to make big purchases in their lives, such as buying a newer 

car or paying medical bills, paying off debts, or even going back to school. Research by 

the Center for Budget and Policy Priorities shows that the EITC “reduces the number of 

female headed households who receive cash welfare assistance.”  40

 

The Working Tax Credit in the UK is a similar type of benefit, in that it rewards work 

and is not a defined handout like some other welfare programs. It used to be tethered to 

the Child Tax Credit, but in 2017 both credits were integrated with four other refundable 

credits into the new Universal Credit.  This was rolled out as part of the welfare reform 41

program of the Coalition Government of David Cameron.  

 

39 ibid, page 9.  
40 Marr, Chuck, Huang, Chye-Ching, and Debot, Brandon; “EITC and Child Tax Credit Promote Work, 
Reduce Poverty, and Supports Children’s Development,” Center for Budget and Policy Priorities, October 
1, 2015 
http://www.cbpp.org/research/federal-tax/eitc-and-child-tax-credit-promote-work-reduce-poverty-and-supp
ort-childrens 
 
41 Smith, Iain Duncan, “Universal Credit Introduced,” Dept. of Work and Pensions, Press Release, 5 
October 2010, https://www.gov.uk/government/news/universal-credit-introduced 
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Most other countries of the OECD have similar credits that rewards and supplements 

work for low income workers. Of all of them, the US relies more on their Earned Income 

Credit as a substitute for some other welfare programs. Also, in debates on whether to 

expand the minimum wage in the US, the alternative usually is to expand the EIC so it 

does burden small business owners.  

 

VI. Conclusion 

In a modern welfare state in the OECD, citizens have to rely - and in many ways expect - 

the public treasury to support programs which add to the well being of its people. 

Whether it is health care coverage, old age pensions, or working credits - the three 

programs we explored - such largesse of the public purse is a feature of modern life and 

many citizens could not imagine not having access to these programs. As we have seen, 

despite the occasional mismanagement, such programs generally stimulate the economy 

by how the pensions or working credits are spent, and the tax revenues it directly or 

indirectly generates. We have also seen that, despite the different cultures and political 

climates of various countries, and the extent of their welfare state, all of the countries 

surveyed in this report share similar programs with similar goals, intended outcomes, and 

are similarly set up. The challenge, then, is to maintain a sustainable welfare state for all.  

 

Executive Summary 

In this report, the object was to look at a few programs that are the foundation of any 

modern welfare state in the Organization for Economic Cooperation and Development 
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(hereafter the OECD). After extensive research in the field, it was determined to focus on 

three essential areas found in almost any modern welfare state: health care, old age 

pensions, and working tax credits.  

 

While the implementation and goals of these programs are similar, we have found 

striking differences, particularly in health care administration. While most countries 

accept universal care as a given to their citizens, such a guarantee is not found in the 

United States. However, despite its ambivalence to government run health care, over half 

the health care dollars in the US are delivered via public programs like Medicare, 

Medicaid, CHIP, and the Veteran’s Administration.  

 

We also found a fairly universal feature of health care programs in that there is still a 

need or requirement for private insurance and that taxpayers still foot the bill on some 

medical bills not considered part of Essential Health Benefits. 

 

On old age pensions, the near universal similarities in the varied programs is that it is 

funded with special payroll or national insurance taxes dedicated just to such programs. 

From FICA taxes in the US to National Insurance premiums in the UK to Greece’s 

special taxes, all these nations do not fund their old age pensions through their income tax 

systems. We also explored how Greece’s pension system helped exacerbate their fiscal 

crisis, and in some ways was a cause of the problem.  
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The US and UK have the best known working tax credits, so most of our time was spent 

reporting on these two effective poverty fighting programs. In particular, we focused on 

the US’ Earned Income Tax Credit, and how it is considered an effective tool to raise 

millions of Americans out of poverty every year. In most places of the OECD, it is means 

tested and phased out at a certain level of income and dependents, but it still indirectly 

boosts spending in the local community as low income citizens now have extra money to 

use in their lives.  
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