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UK Government Actuary’s Department

Bold and trusted partners on risk and finance

£ WHO WE ARE

A non-ministerial department that provides impartial actuarial advice
and analysis.

OUR OFFICE LOCATIONS

OUR CLIENTS

5
m We support the UK government, devolved administrations, local authorities and
wider public sector.

Y OUR PEOPLE w;g;

"

AR A multidisciplinary teams of actuaries, analysts and specialist consultants .
Edinburgh

o PARTNERS WITHIN THE CIVIL SERVICE

% We work collaboratively with our clients, including secondments, providing an
understanding of government and the public sector.

;:‘éaa;;;m;zimmﬁg
i

London

@; OUR IMPACT

Since 1919, we have a proud history of navigating risk and cutting through
complexity for our clients.
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Purpose of session R

......

UK pension system and reforms

Challenges facing the system

Private pension savings and adequacy

The road ahead
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Current UK pensions system

1st Pillar — State Pension

« Significant reforms in 2016
* Low compared to many European countries

2" Pillar — Workplace Pensions

 mandatory auto enrolment
* minimum contributions
» largely defined contribution except in public sector

3rd Pillar — Private/voluntary savings

« Personal pensions, Individual Savings Accounts, property wealth
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Mean income from different sources
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https://ifs.org.uk/sites/default/files/2024-03/IF S-R291-The-future-of-the-state-pension.pdf
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Replacement ratios
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https://ifs.org.uk/sites/default/files/2024-03/IF S-R291-The-future-of-the-state-
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UK state pension system

Means-tested Old Age
Pension introduced
for over 70s [1909)]

S
.

Two new categories of State

SERPS replaced by the State

Pension introduced (C & D) Second Pension (S2P)
and the 25p Age Addition [2002] ¢
[1970 & 1971] . Introduction of Pension

* First contributory
. pensions introduced for
- manual workers [1926]

Beveridge Report outlines
plan for universal social
security [1942]

Introduction of universal
National Insurance scheme,
including basic State Pension

Restructuring of basic State Pension
and introduction of earnings-
related NI contributions replacing

old

flat-rate stamps [1975]

Introduction of the State Earnings
Related Pension Scheme (SERPS),
and Home Responsibilities
Protection (HRP) [1978]

: Basic State Pension uprating

- linked to growth in prices [1980]

: Credit [2003]

The Pensions Commission
reports on the future

of UK pension provision
[2004-5]

State Second Pension
starts transition to
becoming flat-rate
[2009-2030]

|
|
|
|
|
I [1948] ;
. : : - Basic State Pension
: i scheme more sustainable * reduced to 30 years
| i Introduction of Graduated [1326] Introduction of the- j2010] and ra-linkad
| i Retirement Benefit I Jilz?mﬂal?r'\ﬂcimee: : to earnings growth
: : [1961-1975] : Guarantee [1999] [2[:11]
| i : I P :
| - p 1 : L
1900-1940s 1950s 1960s 1970s 1980s 1990s 2000s 2010s
Private [1950s/1960s] Growth [1990s+] Shift to defined [2012] Auto-
Pension in occupational defined contribution arrangements | enrolment
trends benefit schemes in occupational schemes begins
e > >
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2016 State Pension reforms

A

L a

s

Single, higher flat rate

Replaced complex legacy system

Clearer link between contributions and entitlement

Triple lock uprating to continue

Requires 35 qualifying years, minimum of 10 years

Currently £230.25 per week (around €260)
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Value of state pension over time

Basic and new State Pensions as a percentage of earnings
% of mean average full time earnings

30%
New State Pension
25%
= Basic State Pension (individual aged under 80 on
own contributions)
20%
15% —
10%
Earnings New State
5% - :
link Triple lock Pension
removed introduced introduced
O% I T T T T 1
Apr 1972 Apr 1982 Apr 1992 Apr 2002 Apr 2012 Apr 2022

Source: DWP, Abstract of DWP benefit rate statistics 2022 ONS, Annual Survey of Hours and Farnings (ASHE): Table 1 (various editions)
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Features of UK state pension

Percentage of pensioners receiving income-related benefits, FYE 1995, FYE 2010

» Received by 98% of population and FYE 2024

Percen tage

 Most receive the full rate, but
income assessed benefits also
available eg Pension Credit

 Around £138bn spent on state
pensions in 2024/25, around 5% of
GDP

« Expected to rise to 7.7% of GDP by
early 2070s

FYE 1995 wFYE 2010 wFYE 2024

https://www.gov.uk/government/statistics/pensioners-incomes-financial-years-ending-
1995-t0-2024/pensioners-incomes-financial-years-ending-1995-t0-2024
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State PensionAge oo
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Originally 65 for men and 60 for women
Equalised at 65 between 2010 and 2018

Rise to 66 between 2018 and 2020

Legislated to increase to 67 over 2026 to 2028

Planned increase to 68

Government committed to regular reviews
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State pension challenges
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Rising longevity vs healthy life expectancy

Regional and other disparities

Fiscal pressures

Unpredictability of triple lock

Political sensitivity

Intergenerational fairness
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Healthy life expectancy
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Source: GAD calculations based on ONS data
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State pension challenges

AAAAA

Rising longevity vs healthy life expectancy

Regional and other disparities

Affordability and triple lock

Political sensitivity

Intergenerational fairness

14 Navigating Risk | Cutting through Complexity



Intergenerational fairness

Change in generosity over time
B Rising dependency ratio
ﬁ Housing and wealth inequalities

= - .
[s.] Fiscal concentration
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Demographic challenges

Chart 2.3 - Projected population of Great Britain and dependency ratio
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Demographic challenges

Chart 2.4: Factors driving increases in total benefit expenditure (in real earnings terms)
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https://www.gov.uk/government/news/quinquennial-review-2020
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Intergenerational fairness

Change in generosity over time
B Rising dependency ratio
ﬁ Housing and wealth inequalities
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Workplace pensions and Auto-enrolment

 Introduced 2012-2018
« Employers must enrol staff in a pension scheme 3%

 Employee and employer must pay minimum employer
contribution levels

* Very successful in increasing pension scheme
membership

* Is 8% enough?

5%

employee
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Pension scheme membership
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https://obr.uk/docs/dim_uploads/Fiscal-risks-and-sustainability-report-July-2025.pdf
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Adequacy challenges
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Modest state pension

Auto-enrolment limits

Coverage gaps

Rising state pension age
DB to DC shift

Housing wealth
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Pensions Commission

Objective: Building a strong, fair and sustainable pension system fit
for the middle of the 21st century.

« Consider adequacy, fairness and sustainability
« State Pension Age review

 How to measure adequacy - Target replacement rates or minimum
Income levels

« Atleast 40% of people not on track to meet target replacement rates
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Final observations

The UK social security system effectively reduced
pensioner poverty since the 1990s but gaps remain.

Adequacy depends on supplementary provision; risks
for those without sufficient workplace/private pensions.

Fiscal pressures and demographic shifts will shape
future policy trade-offs.

Role of social security system in retirement is politically
important and widely supported.
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the Institute and Faculty of Actuaries’ Quality Assurance Scheme. Our .+ avAVAVAN
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The information in this presentation is not intended to provide specific
advice. Please see our full disclaimer for details.
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https://www.actuaries.org.uk/upholding-standards/quality-assurance-scheme-qas
https://www.gov.uk/gad/terms-of-reference
https://www.gov.uk/government/publications/gad-publications/gad-publications#disclaimer
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