
We have recommended the creation of a National Pension Savings
Scheme (NPSS), and we have proposed reforms to the state system
which will make it simpler and less means-tested, providing a better
base on which this scheme and other pension saving can build. The
inevitable consequence of these reforms is however that some
combination of higher public expenditure on pensions as a percentage 
of GDP and higher State Pension Ages will be required.

Our recommendations should now be subject to extensive debate and
consultation. The process of debate and consultation should aim to
achieve as much consensus as possible, and to make transparent to
people the unavoidable choices and trade-offs facing both public policy
and individuals in their own decision-making. In the past, a lack of
consensus and transparency have in themselves contributed to the
major problems which the UK pension system faces. In particular:

� Lack of consensus has driven a lack of policy continuity which 
has helped create the bewildering complexity of the UK 
pension system.

� And lack of transparency, for instance on the long-term impact of
changes to the State Earnings-Related Pension Scheme (SERPS) or
the long-term implications for effective pension ages of linking the
Basic State Pension (BSP) to prices, have undermined trust and
understanding. People intuitively feel that the state will do less for
them in the future, but do not understand how much less, nor
trust that the promises made will be maintained.

Securing and maintaining
long-term consensus 11
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Achieving consensus will not be easy, because deciding the way forward

involves important political judgements. In particular it involves deciding how

to strike the balance between increased public expenditure and increased

State Pension Ages, which is unavoidable if rising pensioner poverty or a

relentless increase in the spread and/or severity of means-testing are to be

avoided. The Pensions Commission has suggested a specific range for that

trade-off. We have suggested that State Pension Age (SPA) will have to rise to

somewhere between 67 and 69 by 2050 and that public expenditure on

pension and pensioner benefits will need to rise from 6.2% of GDP today to

between 7.5% and 8% GDP in 2050.

Different people may well argue either for higher expenditure and a smaller

increase in SPA or for lower expenditure and a more rapid increase in SPA.

Such trade-offs are the essence of political debate. But achieving at least

some degree of consensus may be easier if there can be at least be agreement

on some core principles. We suggest two:

� First the principle that over the long run, intergenerational equity requires

that pension ages rise roughly in proportion with life expectancy so as to

keep stable the proportion of adult life spent paying into and receiving 

a state pension. This principle does not resolve all choices over the next 

40 years, during which the retirement of the baby boom generation will

make rises proportionate to life expectancy insufficient to stabilise public

expenditure as a percentage of GDP. But it does at least limit the range of

possible trade-offs over which debate should range.

� Second the principle that significant pre-warning of changes in SPA should

be given, thus enabling people who are approaching retirement to be

certain about the age from which they will be able to draw a state pension.

We have suggested a principle that increases in SPA should be announced

at least 15 years in advance. The implications of this however are that

long-term management of public finances requires intensive debate now

about the SPA which should exist in 2025 or 2030, and that it should be

clearly understood by people more than 15 years from retirement that

their own SPA may and probably will change from that which exists today.

But whatever decisions are made in response to this Report, and however

much desirable continuity in policy can be achieved, pension policy will and

should be subject to continuing debate over time, in the light of new

information becoming available. It is quite possible that life expectancy

forecasts will change significantly from those which we have used in this

Report. Trends in voluntary private pension savings could turn out more

favourable or less favourable than we have assumed. Participation and total

contribution rates (default and voluntary) within the NPSS will only become

apparent over time. Rates of return, and reasonable expectations of future

rates of return, may be different from those which we have assumed.

As the information available changes, so should the precise public policy

direction, even if the overall framework of the system maintains as much
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continuity as possible. But public debate on policy changes will we believe be

better focused and more likely to arrive at consensus if there is a permanent

independent advisory body charged with presenting to society the unavoidable

choices which need to be faced.

We therefore recommend that a permanent Pensions Advisory Commission

should be created, charged with continually assessing developments and laying

before Parliament every three to four years a report describing key trends in

demography, pension provision, employment and retirement patterns, and

spelling out the unavoidable trade-offs which result. Key issues for the

Commission to consider would be:

� Latest best estimates of future life expectancy and thus of the unavoidable

future trade-off between increased public expenditure and increased State

Pension Ages. The Commission should we believe be the source of

authoritative and independent estimates of what public expenditure

consequences would result from a variety of different future SPA scenarios,

and should illustrate what future rises in SPA might be implied by the

principle of pension ages rising in proportion with life expectancy increases,

given latest life expectancy forecasts.

This analysis should also seek to identify whether:

– The gaps in life expectancy by socio-economic class are closing, widening

or staying constant, and identify the implications for policies relating, for

instance, to the age at which the Guarantee Credit should be available.

– The evidence suggests that ageing by different groups is on average

healthy or unhealthy and thus the feasibility of retirement age increases 

in line with increases in pension age.

� Latest trends in private pension provision on average and across different

gender, socio-economic and ethnic groups, and of participation and

contribution rates within the NPSS, and thus of the overall coverage and

adequacy of pension provision. This data would inform future debate over

appropriate adjustments in employee or employer default contribution rates,

and over whether the auto-enrolment approach (rather than full compulsion)

was sufficient to achieve significant improvements in pension provision. This

would also have implications for the speed with which the State Second

Pension should become flat-rate.

� Analysis of trends in average retirement ages, and in employment rates

among older people, by gender, region, occupation and socio-economic class.

This analysis is required to identify whether increases in SPA (starting with

the increase in women’s SPA between 2010 and 2020) are accompanied by

increases in productive employment, or merely by greater reliance on Income

Support, Incapacity Benefit and Jobseekers’ Allowance. The implications for

policies relating to occupational health, training, age discrimination and

financial incentives for later working could then be identified.
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