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ABSTRACT
This study analyses the development of the economic wellbeing of Swedes aged
65 years and older from 1990. This period was characterised by Sweden’s deepest
and most prolonged recession since the Great Depression, but was then followed
by buoyant growth. In a series of interventions from 1991 through to 1998,
pensions were cut and their full price indexation abandoned. In spite of these
dramatic measures, this study shows that pensioners fared better than the working-
age population, but also that poverty among older Swedes increased in absolute
terms. During the following years of rapid economic growth, in contrast, the
growth in pensioners’ income fell behind that of workers and their relative poverty
increased. The analysis shows that the limited resources of many older Swedes
put them close to a social poverty line. The study also shows that income in-
equality among older Swedes has grown with the increasing importance of capital
income for the better off. We conclude that the increasing gap between better-off
and worse-off older people raises issues about the future provision of expenditures
on public services for them. The paper concludes that, overall, poverty among
older people in Sweden remains low by international standards and that the
Swedish welfare state has maintained its resilience.

KEY WORDS – Sweden, welfare, pensions, income, poverty, income inequality,
social security, old age.

Introduction

The income of older Swedes has increased continuously since 1960, as the
universal earnings-related public pension schemematured, as occupational
supplementary pensions spread by the mid-1970s to around 90 per cent of
employees, and with progressive increases in women’s participation in the
labour force. Women born during the 1940s and later have participated in
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paid work and earned pension rights to almost the same extent as men. By
1990, the point of departure for this study, the income standard of people
aged 65–74 years was well over 90 per cent of that of persons aged less than
65 years (Gustafsson and Palmer 1997). The economic basis for this success
story was hit hard at the beginning of the 1990s, however, when the slow-
down in the world economy affected Sweden much more severely than
most Organisation of Economic Co-operation and Development (OECD)
countries. From 1990, both open-ended unemployment and benefit pay-
ments for unemployed people sky-rocketed. Open-ended unemployment
was well under four per cent before the downturn began in 1990, but
climbed to 14 per cent by 1993, with even more workers covered by
labour-market measures such as subsidised training and education. Real
gross domestic product (GDP) fell by five per cent from 1990 to 1994.
Taxes were increased and public transfer payments and outlays for public
services were trimmed to limit the mounting deficits. Among the transfers
that were trimmed were benefit payments to pensioners. After almost five
years of deep recession, the economy finally turned up in 1995. Since then
Sweden has experienced substantial growth, albeit interrupted by a new
recession that accompanied the dot.com crash in 2001–02.
In this paper we investigate how the economic wellbeing of people aged

65 years and older changed during both the recession of the first half of the
1990s and the following period of prosperity. This has been pursued by
studying household disposable income using repeated cross-sectional data
for 1991 to 2004, with historical reference points from 1975 and 1980. The
data source is the Household Income Survey that has been conducted by
Statistics Sweden since 1975. The study addresses the following questions.
What has this turbulent period, of deep recession, strong expansion and
then a stock-market crash, meant for the income standard of older people
relative to the total population? How has income inequality among people
aged 65 years and older changed, and what happened to poverty among
this group? What roles did pensions, capital, other income and taxes play
in this turbulent decade-and-a-half? Finally, we compare changes during
this period with longer-term trends from 1975.
International comparative studies on income and income inequality

typically find that Sweden has the lowest incidence of low-income older
people. An early example was the Atkinson et al. (1995: 104) study using
Luxembourg Income Study (LIS) data that examined the percentages of older
people (60+ years) with low incomes in Sweden in 1981 and 1987 and
in 13 other OECD countries. More recently, Förster and Pellizzari
(2000) reported that only three per cent of those aged 65 or more years in
Sweden fell below the poverty line of 50 per cent of the median equivalent
disposable income (calculated for the entire population) in 1995. These
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authors also reported that income inequality was very low among older
people (65+ years) in Sweden; indeed, that the Gini coefficient of 19.6 per
cent was the lowest among 19 countries.1 Also, in a recent comparison of
poverty rates in 2003 in the European Union (EU), Zaidi et al. (2006)
reported that only 14 per cent of Swedes aged 65 or more years had less
than 60 per cent of the median income.2 Recent LIS figures also indicate
that relative poverty among older people in Sweden is lower than in most
other countries.3

In the Swedish literature, Ruist (2002) examined the income of people
born in 1920, and confirmed that the average income of the older popu-
lation was affected less by fluctuations in the business cycle than by the
average income of other groups.4 Vogel (2002, based on Vogel et al. 2000),
using a much broader definition of wellbeing than ours, investigated
changes in living and health conditions among young, middle-aged and
older people during 1980–98.5 It was concluded that the living and health
conditions of the older population had improved, whereas those for the
young had worsened. Although Gustafsson and Palmer (1997) examined
in detail the income status of the older population during 1975–90, no
more recent study has analysed changes in their income during the entire
turbulent period from 1990 until the mid-2000s. This paper’s contribution
is to analyse in depth how one of the world’s leading welfare states coped
with a long period of economic crisis and managed the ensuing recovery
with particular reference to older people’s incomes. The study also provides
interesting insights into the roles of various income components in deter-
mining the income status of old-age pensioners in a modern welfare state.
The remainder of this paper is organised as follows. The next section

describes pertinent policy changes during the study period. The third sec-
tion describes the data used in the study, and the fourth section examines
the trend in the average income of older people. The fifth section takes a
close look at the income distribution within the older population. Issues of
poverty and low income are examined in the following section, while the
seventh addresses the question of what is behind the development of in-
come inequality among older people. We sum up the main conclusions in
the final section.

Background and the changing scene

We begin by surveying the welfare of older Swedes. Most live either with a
spouse or alone, andmulti-generational households are rare. Until recently,
following the introduction of the new pension reform and the legislation
of the right-to-work until age 67 years, it was unusual for other than the
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self-employed and a handful of professionals to work beyond age 65 years
because central labour-market agreements precluded this. For a long time,
therefore, 65 years was regarded as the retirement age. Hence, in studying
the development of income of those aged 65 or more years, we examine
the income status of old-age pensioners.
Public, occupational and private pensions together account for about

three-quarters of the total income of people aged 65 or more years (here-
after ‘older people ’) (Statistics Sweden 2004). Around two-thirds of their
aggregate income is from public pensions, which are therefore the main
influence on older people’s total income. The public sector also provides
means-tested housing benefits, which constitute soft means-tested income
support for older people with low income and account for around two per
cent of older people’s total income. The other main components of income
for the age group are earnings, entrepreneurial income and income from
capital. During the period under study, capital income became increasingly
important as an income source for older people. This is important for the
following analyses that examine the impact of separate components of
income on the overall income of older people.
Until 2003, old-age pensions consisted of a flat-rate benefit, dependent

only on years of residence, and an earnings-related pension, which for a
person with a typical work history constituted the main benefit. People
without an earnings-related pension received a supplement to the flat-rate
benefit. The reform of the public pension system began with the creation
of ‘non-financial defined contribution schemes’ (NDC) and financial
personal accounts in 1999.6 The most recent change, in 2003, has been the
replacement of the flat-rate benefit and a special tax deduction for pen-
sioners by a pension guarantee for low-income pensioners. At the same
time, the level of the guarantee was set as neutral vis-à-vis the pre-reform
tax deduction. Also, in the last stage of the reform, pension income was
given the same tax status as earnings.
Public pension benefits and housing allowances are indexed for inflation

using the consumer price index. In practice, benefit amounts are stated
as multiples of a ‘base amount ’, which is indexed with inflation. While
originally straightforward, the relation between the development of the
consumer price index and the base amount became increasingly blurred
during the 1990s recession as policy makers attempted to cut expenditure.7

In both 1991 and 1992, indexation was three per cent less per year than it
would have been with straightforward price indexation (Swedish Social
Insurance Agency 2007). During 1994–98, indexation was held back by
another four per cent. Thus, a benefit granted in 1990 or earlier was 10 per
cent lower in 1998 than it would have been in the absence of these inter-
ventions. In addition, in a separate intervention, the base amount was
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decreased by two per cent in 1993. This reduction remained in force until
1999, when the base amount was adjusted upward by the same percentage.
Finally, since the second stage of the introduction of the new reform in 2001,
benefits have been indexed upwards with the growth of real per capita
covered earnings minus 1.6 per cent, in addition to a normal inflation
adjustment. This indexation was positive during 2001–04, the post-reform
years covered by this study.
Generally, the pensions of new pensioners are higher on average than

those of previous pensioners, because pension rights grow continuously
with the increase in workers’ real earnings. Also, the proportion of old-age
pensioners receiving only the basic (from 2003 guaranteed) pension, which
historically have been mainly women, has fallen during the last 15 years or
so as younger female pensioners with longer working careers have ‘re-
placed’ older female pensioners without or with incomplete working years.
Moreover, policy focused on the poorest during the recession, as pension
supplements to people with no earnings-related pension were higher in
1993 than in 1990. In addition, given the need to consolidate the public-
sector budget, income taxes were increased at the highest end of the income
distribution, which also affected themost well-off pensioners. Consolidating
the financing of the public sector also meant fewer resources for public
services to older persons. The consequences of these changes are not
examined in our study, however, as the focus is on household disposable
income.
It is important to note that the economic picture was not entirely bleak

during the 1990s. High interest rates and a buoyant stock market benefited
net savers, among them high-income pensioners. An increasing proportion
of older people has substantial financial assets, in addition to the net worth
of their owned homes.Generally speaking, participation in the stockmarket
increased markedly from the 1980s ; by the early 1990s, at least one-half of
Swedes had some experience of the stock market. On the other hand, the
first years of the present century saw a dramatic fall in stock prices with the
dotcom market crash; recovery did not begin until 2004 and stock prices
returned to the pre-crash level only in 2007. The volatile financial events of
the decade-and-a-half from 1990 through 2004 were another influence on
the development of the welfare of the older population.

Measuring the income of older people

The data for this study were drawn from the Swedish Household Income Survey
(HINK/HEK) administered by Statistics Sweden. This annual inquiry has
existed since the mid-1970s, and typically surveys between 10,000 and
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19,000 households. This study focuses on the period 1991 to 2004, but we
also use data from 1975 and 1980 to compare the 1990s with the preceding
decade. Comparing the years before 1991 with those after raises a meth-
odological problem, because the tax base was broadened in 1991. This
definitional change led to an increase in household factor income of about
five per cent and is the reason why we begin the analysis in 1991.8 HINK
surveys people in private households and not those living in institutions
such as homes for frail older people. Prior to 1995, the HINK definition of
the household encompassed up to two adults and all children aged up to
18 years. Although data using a more extensive definition are available
from 1995, we used the older definition for consistency. This means that
multi-generational households are treated as separate units in most of the
presented analyses.9 The HINK database is compiled from information on
earnings, pensions, other transfers and income taxes obtained from public
registers, supplemented with information collected through telephone in-
terviews.
The main unit of measurement in this study is ‘equivalent disposable

income’, which is estimated by dividing disposable income by an equiv-
alence scale based on social assistance norms (as formulated during the
1980s) including housing costs (for details see Gustafsson 1987). ‘Normal ’
housing costs are based on the size of the household and the region of
residence. Individuals are the unit of analysis. We assume consumption
opportunities are equally shared among all household members, which
means that all share the household income. An equivalent income value of
1.0 means that the income of the household members, considered separ-
ately, is exactly equivalent to the social assistance norm for a single person
living in the same region of the country. In this way, we estimated values
for all older people, computed the average for various years, compared
their average income with that of the entire population, and analysed
income inequality among them. Our approach also makes it possible to
study income poverty.

The development of average income among older people

The real standard of living of older people in Sweden has increased
steadily for several decades. In 1975, their average equivalent disposable
income was only about 20 per cent above the social assistance norm
(Gustafsson and Palmer 1997). Three decades later, in 2004, their average
equivalent disposable income was a little over twice the social assistance
norm. Panel A of Table 1 shows that, since the early 1990s, younger older
people, aged 65–74 years, on average had about the same economic
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standard as the rest of the population, while the average equivalent
income of those aged 75 or more years was lower.
Sweden has experienced three recessions since the late 1970s. The first

began in the late 1970s and continued into the early 1980s, the second
began in 1990 and lasted until 1995, and the third began in 2002 and
culminated around 2005. Figure 1 shows a clear tendency for stagnation in
the growth of older people’s material standard during these recessions.
What are the reasons for this? The first two recessions were characterised
by the development of substantial government budget and current ac-
count deficits, with ensuing pressure on the Swedish krona, on both oc-
casions leading to substantial devaluations. Pensions, which in principle
are price indexed, were not adequately indexed to compensate for the
effect of the devaluations ; that is, higher import prices. As discussed
earlier, a succession of adjustments was also made during the recession of
the 1990s and, as a result, the indexation of benefits was about 10 per cent
less during 1991–98 than would have been required for a full price

T A B L E 1. The income of people aged 65 or more years in Sweden, 1980 and
1991–2004

A. Mean equivalent disposable income:1 ratio to the social assistance norm with housing costs.

Age

group

Ratio of income to the social assistance norm Percentage change

1980 1991 1993 1995 1996 1998 2000 2002 2004 95/91 04/95 04/91 04/80

65–74

years

1.565 1.965 1.888 1.869 1.948 1.957 2.117 2.297 2.359 x4.9 26.2 20.1 50.7

75+
years

1.292 1.503 1.548 1.525 1.543 1.564 1.667 1.806 1.807 1.5 18.5 20.2 39.9

65+
years

1.461 1.757 1.732 1.713 1.753 1.759 1.885 2.047 2.090 x2.5 22.0 18.9 43.1

Sweden 1.682 2.043 1.867 1.773 1.794 1.858 2.160 2.246 2.239 x13.2 26.3 9.6 33.1

B. Income of those aged 65 or more years relative to other groups.

1980 1991 1993 1995 1996 1998 2000 2002 2004

Pensioners’ income relative to:
All 86.8 86.0 92.8 96.6 97.7 94.7 87.3 91.1 93.4
Families, no children 74.6 76.3 83.8 87.9 87.4 86.3 79.9 83.5 85.4
Single parents 104.2 117.9 123.0 131.0 131.7 132.5 127.5 132.5 141.2
Children 0–17 years 96.5 94.1 102.7 108.5 111.1 104.7 93.9 99.9 99.5

Source : Swedish Household Income Survey, authors’ calculations. As for all tables and figures. For details see
text.
Note : 1. The tax-reform of 1990–91 broadened the income-tax base by on average about five per cent.
The change affected mainly persons in the higher deciles. For this reason, measured income is not fully
comparable before and after the reform.
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adjustment. Thereafter, the government claimed that pensioners were
partially compensated through a higher housing allowance (Swedish Social
Insurance Agency 2007). In addition, recall that the base used for calcu-
lating benefits was cut by two per cent and reinstated in 1999. No index
adjustment accompanied the 2002 recession.
As Panel A of Table 1 shows, the average income of older people de-

creased by 2.5 per cent from the beginning to the end of the recession
(1990 to 1995). Their real average income would have decreased by more
had it not been for the continuous inflow of new pensioners, with pensions
based on higher earnings than their predecessors’, and the continuous
outflow of the oldest pensioners with the lowest pensions. The average
income of the entire Swedish population fell much more dramatically, by
13 per cent. Although pensions were not fully indexed during the re-
cession, older people nevertheless fared much better than the rest of the
population. Surprisingly, those aged 75 or more years fared slightly better
than those aged 65–74 years (Table 1, Panel A). Since all pensions had the
same indexation, the relative advantage of the oldest age group attests to
the importance of the ‘natural ’ turnover of older pensioners, replacing the
less well-off with the more well-off.
There were noticeable ‘ spikes ’ or rises from the previous year in 1994

and 1999 (Figure 1). In these two years, large holdings of equities were
cashed in, leading to capital gains. This attests to the increasing importance
of financial portfolios in the welfare of older households. The spike in 1999
also reflected an increase in old-age pension benefit levels to compensate
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Figure 1. Development of equivalent disposable income among old-age pensioners in
Sweden, 1980–2004.
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for the absence of full indexation during the early 1990s recession. Panel B
of Table 1 shows that while the average income of older people was 86 per
cent of the average for the entire population near the beginning of the 1991
recession, by the turning point in 1996, it was as high as 98 per cent. This
was more the result of a fall in the average income of wage earners than
pensioners’ income gains. This ratio remained around 90 per cent during
the later years of study. On average, the income of pensioner households
overtook that of households with children, the former being 94 per cent of
the latter in 1991 and 111 per cent in 1996 (Table 1, Panel B). In 2004, the
income per person of these two groups was essentially the same, signalling
a clear gain for pensioners since 1990.10 The fall in the relative position of
pensioners from 1996 through 2001 reflects the general tendency during
periods of economic prosperity for incomes dependent on price-adjusted
fixed incomes to fall relative to those dependent on earnings. In sum, the
1990s was a decade in which pensioners gained materially relative to the
rest of the population. The gain was strong during the recession of the first
half of the decade, but during the ensuing expansion they lost ground.
Nevertheless, in 2004 older people’s standard of living relative to other
groups was a little higher than during the early 1990s. In fact, it was on a
par with Swedish society’s other target group for social policy, households
with children.

A close look at the distribution of income among older people

The previous section concluded that, as a group and during most (but not
all) study years, older people fared better than the rest of the population.
This is not the whole story, however, as shown by an examination of
the within-group distribution of income. Table 2 reports the equivalent

T A B L E 2. Mean equivalent disposable income for persons aged 65 years and

older : ratio to the social assistance norm with housing costs, 1991–2004

Year Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5

1991 1.11 1.38 1.58 1.85 2.86
1993 1.13 1.38 1.56 1.83 2.76
1995 1.07 1.35 1.54 1.81 2.79
1996 1.09 1.36 1.55 1.84 2.93
1998 1.04 1.31 1.53 1.85 3.06
2000 1.07 1.36 1.59 1.95 3.45
2002 1.14 1.47 1.73 2.13 3.76
2004 1.20 1.52 1.77 2.15 3.81

Note : The quintiles are of the income distribution of those aged 65 years or older.
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disposable income for older people by quintile since 1991, while the two
panels of Figure 2 show the quintiles for those aged respectively 65–74 years
and 75 or more years. Table 2 shows that the income of those in the first
quintile has generally been close to the social assistance norm: their real
income decreased during the recession and was only about four per cent
over the norm at its lowest point in 1998. The average real income of
persons in the second, third and fourth quintiles also fell and remained
lower during and immediately after the recession. The two first quintiles
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Figure 2. Trends in ‘equivalent disposable income’ quintiles among pensioners in Sweden,
1991–2004.
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did not reach their pre-recession levels until 2001, while for the third and
fourth quintiles this took place two years earlier. Turning to the highest
quintile, the change over time in average income was muchmore irregular,
reflecting the importance of earnings and capital income for this group.
What dominates the picture, however, is that the average income of the
fifth quintile increased more or less continuously throughout the period.
Figure 2 reveals more clearly how the averages disguise a dramatic

change in the distribution of real income since the end of the recession of
the 1990s. The quintiles for those aged 65–74 years show that the distri-
bution remained stable throughout the worst years of the recession but
spread out immediately after its end, from 1996, with per capita real
income increasing faster in the successively higher quintiles. The pattern
was similar for those aged 75 or more years but with relatively smaller
gains during the decade following the recession, especially for those in the
lower income quintiles.
Table 3 reports the Gini coefficients of disposable equivalent income for

people aged 65–74 years and 75 or more years. For the 65–74 age group,
the Gini coefficient was on average 0.21 during 1991–93 and 0.26 during
2002–04. For the 75 plus age group, the (3-year average) Gini coefficient
increased from 0.17 to 0.22 over the same period.11 The changes in the
Gini coefficients confirm the picture of increasing within-group inequality
from the end of the recession in the mid-1990s. In other words, there was
an underlying trend for increasing inequality among older people that had
its roots in the pre-reform pension system.12 Also, note that the change to-
wards greater income inequality was not confined to this group but can be
observed for the entire Swedish population and for many sub-groups (see
Gustafsson and Palmer 2002). In sum, for all but the fifth quintile, real per
capita income fell at the outset of the recession and did not regain pre-
recession levels until around a decade later, in 1999–2001. Generally, once

T A B L E 3. Gini coefficients of equivalent disposable income : people aged
65–74 years and 75 or more years, Sweden 1991–2004

Year 65–74 years 75 or more years

1991 0.206 0.180
1993 0.197 0.171
1995 0.207 0.185
1996 0.221 0.185
1998 0.232 0.223
2000 0.260 0.235
2002 0.263 0.240
2004 0.259 0.228
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economic growth returned, real per capita income improved progressively
faster for the higher quintiles. The major conclusion of this section is that
in the decade following the end of the recession in the mid-1990s, in-
equality among older Swedes increased profoundly.

Poverty and low income among older people

We have seen that the per capita real income of older people in the first or
lowest income quintile was only slightly above the social assistance norm
as formulated in the 1980s. This is an average for the lowest fifth of the
population, however, and to make clear statements about poverty it is
important to study the income distribution within the group. There is no
official poverty line in Sweden, but in its place two approaches are nor-
mally used to measure ‘poverty ’. One is to follow EU practice and
measure relative poverty (see Atkinson et al. 2002) ; the other is to construct
a measure of absolute poverty. Both kinds of measures are examined here,
and indeed the considerable influence on the results of the choice of ap-
proach will be shown.
First, following the approach used in most comparative research, the

poverty line can be defined as a fraction of median or mean income of the
entire population. In much comparative research, the poverty line is set at
50 or 60 per cent of the median overall equivalent income. It is therefore a
relative measure: the level of income in a country does not affect the
poverty assessment, what matters is the shape of the distribution. If as the
economy grows the shape of the distribution is more or less unchanged,
then the share in poverty also remains largely unchanged. We have ob-
served that although disposable income decreased for the first quintile of
older people during the 1990s recession, so did the average for the entire

population – and at a faster pace. Therefore, we do not expect a relative
measure to show an increase in poverty ; rather it should show a decrease.
This is seen in Table 4, which shows a drop in the proportion of older
people with incomes under 60 per cent of the median (computed for the
entire population), from 17 per cent in 1991 to only seven per cent in 1996.
Thereafter, increases prevail, and at the end of the study period, the per-
centage had returned to the 1991 level. The time trends for other poverty
thresholds, such as having incomes less than 50 or 70 per cent of the
median income, were similar, although predictably the poverty levels
increased with higher thresholds (see Table 4).13

Since the relative measure of poverty follows the rate of growth both
upwards and downwards, it is arguably more appropriate to apply a
poverty line based on a given ‘consumption basket ’ expressed in constant

550 Björn Gustafsson, Mats Johansson and Edward Palmer

https://doi.org/10.1017/S0144686X08008167 Published online by Cambridge University Press

https://doi.org/10.1017/S0144686X08008167


purchasing power. With this sort of measure, one sees that many people
fall below the poverty line in a recession, and that many ‘escape’ poverty
during economic growth. This is the approach taken by the official esti-
mates of poverty in the United States. Using this approach, we imputed a
poverty line from the recommendations issued by the Swedish Board of
Health and Social Welfare for processing social assistance applications (for
details see Gustafsson et al. 2007). This measure is based on a consumption
basket, including regionally differentiated housing costs, and is indexed to
the consumer price index to maintain a measure with constant purchasing
power.14

Table 5 and Figure 3 report the proportion of older people falling under
the social assistance norm each year, as well as the proportion falling
under 75 and 125 per cent of this level. Only about 0.5 to one per cent
had incomes under 75 per cent of the norm during the entire study period,
which indicates that poverty among older Swedes is shallow. Consistent
with the findings reported in the previous section on falling equivalent
disposable income in the lowest quintile of the distribution, there was an
increase in the proportion of older people falling under the poverty line as
the recession worsened towards 1993, with a rise from 3.5 per cent in 1993
to 7.7 per cent in 1998. In 1998 the proportion under the poverty line
reached the 1980 level (in the middle of the preceding recession). After
extra indexation of pension benefits in 1999 and after four years of con-
tinuous growth from 1995, however, only 2.9 per cent of older people were
under the absolute poverty line in 2004, despite another albeit milder
recession during the first years of the 2000s.

T A B L E 4. Percentages of people aged 65 or more years in poverty under alternative
poverty thresholds, Sweden, 1991 and 1995–2004

Year

Poverty line thresholds

<40 per cent <50 per cent <60 per cent <70 per cent

P e r c e n t a g e s
1991 0.7 4.2 16.8 37.6
1995 0.5 2.2 7.4 19.2
1996 0.3 1.7 7.0 19.4
1998 0.6 2.9 9.5 24.5
2000 1.4 5.3 15.3 34.1
2002 1.2 4.7 14.9 34.9
2004 1.1 4.2 13.6 30.6

Note : The table shows the percentages of those aged 65 or more years having an equivalent income less
than various percentages of the contemporary median income (computed for the entire population).
Source : Tabulations from Swedish Household Income Survey (HINK/HEK).

The welfare of Sweden’s old-age pensioners 551

https://doi.org/10.1017/S0144686X08008167 Published online by Cambridge University Press

https://doi.org/10.1017/S0144686X08008167


A slight increase in the poverty line to 125 per cent produced a poverty
proportion close to 20 per cent in the early 1990s, with an increase to
about 26 per cent in 1998 and then a fall to a little more than 10 per cent
in 2004. This can be compared to a level of 33 per cent in 1980. This
confirms that ‘absolute poverty’ among older Swedes has declined
significantly during the last quarter-century. Looking at different age

T A B L E 5. Percentages of people aged 65 or more years with incomes less than 75, 100
and 125 percent of the National Board of Health and Welfare poverty line, Sweden,

1980 and 1991–2004

Age group of older people

Year/Poverty line..

65–74 years 75 or more years All (65+ years)

<0.75 <1.00 <1.25 <0.75 <1.00 <1.25 <0.75 <1.00 <1.25

P e r c e n t a g e s
1980 0.5 3.1 20.1 0.0 14.6 53.9 0.3 7.5 33.0
1991 0.7 2.7 8.8 0.7 7.2 31.1 0.7 4.7 18.8
1993 0.5 3.0 9.7 0.0 4.1 25.9 0.3 3.5 17.1
1995 0.7 3.4 12.3 1.0 6.7 30.9 0.8 4.9 20.7
1996 0.4 3.0 12.6 0.5 6.5 30.4 0.4 4.7 21.2
1998 0.8 3.7 14.7 0.7 11.6 37.0 0.7 7.7 25.9
2000 1.1 3.3 11.7 0.9 7.9 28.7 1.0 5.7 20.5
2002 0.8 2.5 8.4 0.7 4.5 19.4 0.7 3.5 14.0
2004 0.5 1.7 6.3 0.6 4.1 15.0 0.5 2.9 10.5
Change 1991–1995 0.0 0.7 3.5 0.3 x0.5 x0.2 0.1 0.2 1.9
Change 1995–2004 x0.2 x1.7 x6.0 x0.4 x2.6 x15.9 x0.3 x2.0 x10.2
Change 1991–2004 x0.2 x1.0 x2.5 x0.1 x3.1 x16.1 x0.2 x1.9 x8.3
Change 1980–2004 0.0 x1.4 x13.8 0.6 x10.5 x38.9 0.2 x4.6 x22.5
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Figure 3. Proportion of pensioners under 75, 100 and 125 per cent of Swedish National Board
of Health and Welfare’s poverty line, 1991–2004.
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groups of older people, the highest poverty rates were among those aged
75 or more years. They were more likely than the younger age group to
have incomes that put them just over the poverty line; that is, they were
‘almost poor ’ (Table 5). The table also shows that for both age groups, the
increase in the proportion at or below the poverty lines of 100 and 125 per
cent increased through 1998, but from a much higher starting level for
those aged 75 or more years. For those aged 65–74 years, only eight per
cent had incomes less than 125 per cent of the norm in 1992; the pro-
portion then rose to 15 per cent in 1998 and fell to about six per cent in
2004. Among those aged 75 or more years, the proportions changed from
26 per cent in 1993, through 37 per cent in 1998, to 15 per cent in 2004.
In sum, the data show that a relative measure of poverty indicates fewer

older people in poverty during a recession. In addition, relative poverty
among all older people was much the same in 2004 as in 1991, and the
proportion in poverty was not very different from that for the entire
population. Through the study period, relative poverty among older
people decreased during the recession and then increased. This confirms
that the income of older people has a much weaker link to the business
cycle than the income of the economically-active. When we assess poverty
in terms of a poverty line representing constant purchasing power, how-
ever, poverty among older people increased during the recession, reflect-
ing benefit cuts and the cessation of full price indexation until 1999. As
benefit levels returned to normal in 1999 and normal indexation was re-
instated, poverty among older people decreased. In fact, in 2004 poverty
was at its lowest level during the previous quarter-century, for both older
people and younger adults.

What’s behind the increase in inequality among older people?

In this section we analyse the increase in income inequality from the mid-
1990s by examining the various components of disposable income and
their contributions to changes in the Gini coefficient. The framework for
the analysis is slightly different from that of the previous sections, because
it applies to people living in households with a household head aged 65
or more years. Table 6 displays the various sources of income for the
years 1975, 1991 and 2004 – their levels, their relative shares of equivalent
disposable income (EDI), and their concentration coefficients. The ‘con-
centration coefficient’ can range from ‘x1 ’, which indicates that this
component of income goes entirely to those with the lowest EDI, to ‘+1 ’,
which indicates that this income component goes entirely to those with the
highest EDI.15 The table also shows the contributions of each source of
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T A B L E 6. Decomposition of equivalent disposable income by source, families with a household head aged 65 or more years, 1975, 1991
and 2004
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Factor income: 0.41 34.2 0.56 0.19 0.48 26.9 0.57 0.15 0.59 28.2 0.73 0.21
Earnings of men 0.18 14.6 0.68 0.10 0.08 4.3 0.83 0.04 0.09 4.2 0.86 0.04
Earnings of women 0.07 6.0 0.73 0.04 0.09 5.2 0.74 0.04 0.09 4.3 0.74 0.03
Capital income 0.16 13.6 0.35 0.05 0.31 17.5 0.45 0.08 0.43 19.7 0.70 0.14

Taxable transfers : 1.04 86.1 0.19 0.17 1.82 101.5 0.21 0.21 2.26 107.6 0.19 0.21
Pensions 1.01 84.0 0.18 0.15 1.81 100.5 0.21 0.21 2.20 105.0 0.19 0.20
Unemployment 0.01 0.4 0.45 0.00 0.00 0.1 0.51 0.00 0.01 0.4 0.54 0.00
Others 0.02 1.7 0.64 0.01 0.01 0.8 0.48 0.00 0.05 2.2 0.36 0.01

Untaxed transfers : 0.08 6.2 x0.17 x0.01 0.08 4.2 x0.42 x0.02 0.07 3.1 x0.54 x0.02
General 0.00 0.2 0.17 0.00 0.00 0.2 0.27 0.00 0.01 0.2 x0.65 0.00
Means tested 0.07 6.0 x0.18 x0.01 0.07 4.0 x0.45 x0.02 0.06 2.8 x0.53 x0.02

Total transfers 1.11 92.3 0.17 0.16 1.90 105.6 0.19 0.20 2.32 110.7 0.17 0.19
Gross income 1.53 126.5 0.27 0.35 2.38 132.5 0.26 0.35 2.91 138.9 0.28 0.39
Taxes x0.32 x26.5 0.63 x0.17 x0.58 x32.5 0.42 x0.14 x0.82 x38.9 0.35 x0.14
EDI 1.21 100.0 0.18 0.18 1.80 100.0 0.21 0.21 2.10 100.0 0.26 0.26
Number of observations 1,192 1,948 7,065

Note : EDI: equivalent disposable income. The total numbers of older people in Sweden were: 1,367,831 in 1975, 1,496,537 in 1991, and 1,517,719 in 2004.

554
B
jörn

G
ustafsson,

M
ats

J
ohansson

and
E
dw

ard
P
alm

er

https://doi.org/10.1017/S0144686X08008167 Published online by Cam
bridge U

niversity Press

https://doi.org/10.1017/S0144686X08008167


equivalent disposable income to total income inequality in a particular
year (for details see Rao 1969; Pyatt, Chen and Fei 1980).
The Gini coefficient for the older household population increased from

0.181 in 1975 to 0.214 in 1991 and to 0.259 in 2004 (Table 6). Starting
with the earnings of men and women, we find that their shares of EDI de-
creased considerably between 1975 and 1991, partly as a result of the de-
crease in the general retirement age from 67 to 65 years in July 1976. In
2004, the earnings of both men and women accounted for only about four
per cent of EDI. Earnings were strongly concentrated among those with
high EDI, as indicated by the high concentration coefficient, which in-
creased over time for men. While earnings are a small element of Swedish
older people’s total income, the opposite applies to income from capital (de-
fined as interest, dividends, imputed rents of owner-occupied housing, and
capital gains). This component constituted 14 per cent of EDI in 1975, 18
per cent in 1991, and 20 per cent in 2004. Not only has capital income’s
relative share increased, its concentration coefficient doubled, to 0.70 in
2004. As we will see below, this is driving the strong increase in income
inequality.
Table 6 distinguishes taxable transfers (primarily pensions) and untaxed

transfers (primarily means-tested housing benefits). Pensions have a posi-
tive concentration coefficient, which means that people at the top of the
income distribution received larger pensions than those at the bottom. Not
surprisingly the opposite is true for means-tested transfers : they were well
targeted towards those at the bottom of the income distribution. Looking
at changes over time, the concentration coefficient for pensions was about
the same at the beginning and end of the study period, with a modest
increase in 1991. On the other hand, the negative value for the concen-
tration coefficient for means-tested transfers became larger through the
period, signifying that they have been increasingly well targeted to those
with the lowest incomes. Their relative shares in EDI moved in different
directions. While pensions increased their share of EDI, means-tested
transfers had a decreasing share. Finally, Table 6 shows that the relative
share of taxes increased progressively from year to year. The tax rate
(taxes in relation to gross income) increased from 21 per cent in 1975 to 25
per cent in 1991 and to 28 per cent in 2004. The concentration coefficient
decreased considerably throughout the period, suggesting that taxes be-
came less redistributive.
Based on this decomposition, we can now examine how the different in-

come sources contributed to the increase in the Gini coefficient from 1991
to 2004. It is possible for each component to alter the coefficient through
changes in both the relative share and the concentration coefficient. The
decomposition presents the concentration coefficients and relative shares
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for each component for every study year compared to 1991. As Figure 4
indicates, the main cause of increased income inequality among older
people was capital income. Its effect was strong throughout the period
and, despite considerable variation, its effect was higher in 1999 than be-
fore. Capital income caused the ‘spikes ’, or largest annual increments,
throughout the period. Pension income also contributed to the increase in
inequality between 1995 and 1999, but only slightly and in subsequent
years not at all. In fact, during the final years examined, pension income
contributed to a decrease in inequality compared to 1991. This could be a
result of the ‘replacement ’ of older female pensioners having low (sur-
vivor) pensions, by younger women with their own earnings-related pen-
sions. It might also have been the effect of the introduction of the new
pension system, for this converted the pre-reform ‘flat-rate benefit with
a separate deduction’ to ‘a taxed guaranteed benefit without a separate
deduction, but with a generous gross adjustment in the benefit to com-
pensate for the excluded tax deduction’. This may also explain why taxes
became less redistributive during the period. Two forces, earnings and
income taxes, counteracted the increase in income inequality throughout
the period, increasingly so until 1999, and less thereafter. In fact, from
around 2001, capital was the single strong driver of inequality.

Conclusions

This paper has analysed the development of the income standard of older
people in Sweden from 1990 until the mid-2000s. Developments through
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Figure 4. Contributions to changes in the gini-coefficient in families with household head
aged 65 and older since 1991.
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this period have been compared with 1975 and 1980, which enables us to
draw conclusions about long-run trends. The analyses have shown that it
is important to examine much more than the average income of older
people in comparison with other age groups. First, there is a considerable
difference between the younger and older age groups, and secondly, it is
important to examine changes in income inequality. Even if pensions were
the most important source of income, we have shown that other income
components, namely capital returns and taxes, were important influences
on income differences. In Sweden, both capital income and taxes turned
out to be important.
This said, there is still more to do. For example, we have studied the

younger and older age groups of the older population but have not had
access to information about people living in institutions. We have worked
with the consumer price index but for some groups of older people, es-
pecially the oldest, it may be more relevant to construct a special index
based on an age-specific consumption basket. For example, those aged 80
or more years are the largest consumers of publicly-provided home help.
Finally, our analysis has been cross-sectional. Much new knowledge on the
income of older people in Sweden that will be relevant for policy makers
can be obtained by conducting birth-cohort specific analyses. Many of the
developments in the level and distribution of older people’s income de-
rived from the replacement over time of an older cohort possessed of low
pension rights with a younger cohort that has higher pension rights. From
a life-cycle perspective, income and pension rights are products of the
economic times through which successive cohorts pass. What’s more, it is
important to examine how relative income is affected by ageing.16 There is
clearly a case for analysing panel data because it has the potential for
revealing patterns of change and stability at the individual level as well
showing how macro-events affect the development of income.17

The principal findings

This study has generated several valuable findings. First, we have found
that on average the income status of older people has continued to improve
in absolute terms, but the transition has been far from smooth and it has not
occurred at the same pace as changes in the income of the economically
active. The average income of older people was relatively stable during the
deep recession of the first half of the 1990s. Consequently, their relative

income position improved, but older people were by no means isolated
from the downturn, as pensions were cut, full indexation was abandoned
and taxes increased. In contrast, during the ensuing years of rapid econ-
omic growth, the income of older people did not increase as fast as the
earnings of the economically active, and their relative position deteriorated.
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Secondly, the achievement of the Swedish welfare system in reducing
old-age poverty during the 1970s and 1980s to a low level by international
standards has been maintained into the mid-2000s. Nonetheless, as we
have shown, many older people have very limited resources and are close
to a poverty line. With the reduction in benefits during the first half of the
1990s, a rising proportion of older people slipped under a poverty line
based on fixed purchasing power (although from 1998 the proportion has
been decreasing). From 1998 until 2004, real income among the working-
age population rose faster than the income of older people, leading to an
increase in their relative poverty, i.e. defined as having an income less than
60 per cent of the median. It is concluded that relative poverty among
older people in Sweden has not been entirely eliminated.
A third conclusion is that income inequality among older people in

Sweden increased from the end of the recession in the 1990s. By 2004 the
income of the fifth quintile had increased by 33 per cent since 1991, while
that of the first quintile was only eight per cent higher. Just as has been the
case for high income-decile labour-force ‘ insiders ’, i.e. those fortunate
enough to have work throughout the 1990s (Gustafsson and Palmer 2002),
the wellbeing of well-off pensioners was not affected by the recession,
whereas the average income of the worst-off declined and did not begin to
increase again until the end of the decade. A fourth conclusion is that
there have been changes in the influence of the various income sources on
the economic situation of older people. Earnings have become insignifi-
cant as a source of income except among well-off males. In its place, the
role of capital income has gradually increased. Capital income has be-
come increasingly concentrated among older people with high incomes,
and the development of capital income is the main reason why income
inequality among older people increased from the mid-1990s. In addition,
pension income has tended to become more unequally distributed, which
can be associated with the younger replacement cohorts having higher
earnings-related public and occupational pensions. Income taxes have
counterbalanced the forces leading to greater income inequality among
older people, but to a declining extent from the end of the 1990s.
Our findings have several policy implications. They illustrate that older

people in Sweden are economically much less homogeneous than they
used to be, which has several important implications, as for price tariffs for
social services and for the mix between private and public provision and
financing of services for older people. One part of the reality is that a
substantial number of older people have difficulty making ends meet.
They cannot afford to pay much – if anything – for services and cannot
access privately-paid health-care and home or institutional-care services.
The arguments for public provision and particularly for the public funding
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of services for these older people therefore remain strong. On the other
hand, there are also older people who live in better economic conditions
than most of the population, and where services are available they can
afford and use private health-care services. To formulate policies that
take the interests of both these groups of older people into account is a
growing challenge for Swedish policy makers, not least because the
population still values highly the principle of universality in the delivery of
public services.

NOTES

1 The Gini-coefficient is probably the most frequently used measure of income in-
equality. The possible values range values from ‘0’ (no income inequality) to ‘1 ’.

2 Among the 25 European Union member states, Lithuania, the Slovak Republic,
Hungary, The Netherlands, Luxembourg, Poland and the Czech Republic were
found to have lower relative poverty rates among older people.

3 See http://www.lisproject.org/keyfigures.htm
4 Our analysis differs from Ruist’s. He examined only mean income for a single cohort,

using personal gross income, rather than household disposable income, an income
concept more closely related to wellbeing, with an analysis covering only the first half
of the 1990s.

5 Statistics Sweden (2006) carries this analysis forward for the entire period 1980 to
2003, but with a quite different focus from ours. Among other things, it did not
examine income inequality among older people and the structure of relative and
absolute poverty, which is a main focus in our analysis.

6 The Swedish pension reform is explained in more detail in, for example, Palmer
(2000) and Könberg, Palmer and Sundén (2006).

7 For further discussion see Ministry of Social Affairs (2002).
8 There are also other changes in methodology over the years, e.g. sample size has

changed. Most likely these are of little importance for the results. HINK (now called
HEK) is also available in the Luxembourg Income Study (LIS), but not for all the years
used here. Readers should note that the definition of income used in LIS is harmo-
nised across countries, meaning that some components available in the data we work
with were not included.

9 Since 1995 (and for 1991) HINK/HEK allowed households to have more than two
persons aged over 18 years of age. When we report on relative poverty, and this for the
sake of comparability with previously published (half-official) numbers of poverty, we
shift to a broader definition of the household. The price for doing this is that we can
only report results for 1991, 1995, 1996 and each subsequent year until 2003, that is,
the years when this alternative is available in the database.

10 In addition, pensioner households are generally much better off than single-parent
households, although this is nothing new. The gap has increased since household
income statistics were first compiled in 1975.

11 We have also computed the Theil index and the MLD index. The results show that
while the three indices do not always move in the same direction from one year to
another, they show the same pattern over time. Förster and Pellizzari (2000) estimated
income inequality among older people in 1995. Our results suggest that if they had
examined Swedish data for 1994 or 1996–1999, they would not have found it to be the
lowest among the countries studied. Our results nonetheless suggest that it was
probably lower than in many of countries they studied.
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12 The first cohort covered by the new system were born in 1938, and most of them
claimed their pensions in 2003 at the age of 65 years. Even for them, however, the
‘new system’ comprised 25 per cent and the ‘old system rules ’ 75 per cent of their
benefits, due to a transition rule.

13 Our estimate of the proportion of older people having incomes under 50 per cent of
the median in 1995 is close to that reported by Förster and Pellizzari (2000) for the
same year and poverty level. Similarly, our estimate of the proportion of older people
having under 60 per cent of the median in 2003 is close to that reported for the same
year by Zaidi et al. (2006). Our data show that the proportions falling under 40 or
under 50 per cent of contemporary income were about the same for people aged
65–74 years and 75 or more years. However, for higher poverty lines there were clear
differences, with the oldest being much worse off. In 2003, for example, while 6.7 per
cent of those 65–74 years had incomes under 60 per cent of the median, the corre-
sponding proportion among those aged 75 or more years was 19.3 per cent.

14 In contrast the norms used when assessing eligibility for receipt of social assistance and
the amount granted by municipalities did not necessary represent constant purchas-
ing power.

15 For the definition see, for example, Lambert (2001).
16 A Swedish study using this sort of approach is Ministry of Social Affairs (1999).
17 Some first steps in analysing the income of older people in Sweden using panel data

can be found in Statistics Sweden (2006) and Zaidi and Gustafsson (2007).
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