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About the Centre for Later Life funding 
This report is the first publication from The Centre for Later Life Funding, which in turn, sits under 

the guise of the ILC-UK. The Centre is, in part, a continuation of its predecessor body the Care 

Funding Advice Network (CFAN) – a coalition of organisations and individuals seeking to improve 

on the Care Act’s recognition of the need for financial advice. 

The Centre represents a significant expansion in terms of scope and output to include policy 

briefings and research papers, which consider not just questions about care funding but questions 

about funding retirement more broadly. In addition to it, it will be focused on developing ideas and 

solutions to these questions. We think that the artificial separation of retirement funding from care 

funding is unhelpful given that long-term care can be one of the biggest costs that people face 

during their retirement years, and the new “cap” will not change that fact.  

We are grateful to all ILC-UK Partners who have made this possible. 

 

Key points 

 While we have made significant progress in reducing poverty at old age, we are now at a cross 

roads. There are a number of key risks facing older and younger age groups which could lead to 

a low standard of living in retirement: 

o Continuing reductions to social care budgets could lead to ever rising levels of unmet 

need and thereby greater deprivation amongst the oldest old.  

o Despite being lauded as the generation to have it all, there is actually great diversity 

amongst the baby boomers with nearly 1 in 3 having no pension wealth whatsoever. For 

those that do have private pensions, the risks posed by pension freedoms and an over-

reliance on housing wealth to fund retirement are significant.  

o There is continued uncertainty about whether those who are in their 40s today, will be 

able to depend on the state in the future to provide adequate levels of support given the 

rising fiscal pressures of supporting an ageing population.  

 Many of the challenges covered in this paper are not new, but arguably finding solutions is 

becoming increasingly time-sensitive if we are to ensure that current and future pensioners do 

not suffer from falling standards of living, thereby unwinding the progress of the last decade.  
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Introduction 
Haven’t we solved pensioner poverty? 

The question of how to fund the costs of retirement is one of the most pertinent in modern advanced 

economies. Solving this problem is going to become ever more important, as rising life expectancy 

leads to longer periods in retirement, and a shrinking “working age” population limits available tax 

revenues to pay for pensions and healthcare costs.  

But the UK has made some significant strides towards addressing these challenges.   

There is consensus, for instance, that private and public pension provision is necessary, with an 

increasing emphasis on private provision doing the heavy lifting to reduce the long-term burden on 

the State. This was the essence of auto-enrolment, which has already succeeded in enrolling 

millions of people into long-term saving for the first time. There is also broad agreement on the need 

for a universal state pension to secure a base level of support, provided irrespective of someone’s 

wealth upon reaching state pension age. And perhaps most importantly, there is broad agreement 

that the State Pension age needs to rise in line with life expectancy, coupled with a commitment to 

support longer working lives.   

Consensus around the future of long-term care funding is perhaps less clear cut but there is 

evidence of progress here too. Unlike health care, long-term care in England is not free at the point 

of use, but there has always been state funding for those who meet a means test. From 2016, in 

place of what many termed the “meanest means test” the government will roll out a “watered down” 

version of the Dilnot review which should, for some at least, reduce the personal financial burden of 

needing care. In any case, councils will offer deferred payment agreements which should enable 

people to pay for care using the value of their home without being forced out.  

On the face of it then, the offer seems clear and familiar; state plus privately provided pensions, free 

at the point of use healthcare and a means tested system of social care with slightly more generous 

terms for the recipient. So far so good, one might say. Indeed one might point to the fact that 

pensioner poverty has been falling for some time, lower now than at any other time in recorded 

history, and suggest that these additional measures should simply help keep it there. Why continue 

to worry about a problem that we have, broadly speaking, solved?  

The following paper argues this could not be further from the truth. A combination of economic and 

financial, social and political forces threaten to unwind the progress that has been made over the 

last decade. Indeed, there is a real danger that significant numbers of retirees, both current and 

future, could still face a low standard of living in later life.    

Defining current and future retirees 

For the purposes of this paper, we split current and future retires into three crude yet distinct groups. 

First are those in or nearing their last decade of life - the pre-boomers – now in their mid-70s and 

older, many amongst this group already require long-term care but are generally, at best, asset rich 

and income poor. Second are the boomers themselves, perhaps the most widely discussed cohort 

who have either recently entered retirement or are approaching that point. In reality a diverse group, 

they are often labelled as having had it all – housing, final salary pensions and the promise of 

generous pensioner benefits to come. Third, are the post-boomers, a group in their 40s and early 

50s who are seldom discussed. They are perhaps the last generation to have invested in property 



6 
 

on a large scale but are less likely to be able to rely on final salary pension schemes to generate an 

income in retirement.  

Each of these groups face different sorts of challenges requiring different sorts of solutions which 

we will highlight in the following sections. 

 

The pre-boomers 

What do we know about the pre-boomers? 

Historically, it is the oldest old who have been the poorest in society. Looking back at data from 

2002/3 shows that over 1 in 4 people over the age of 75 was in poverty (higher than any other age 

group). However, three things have happened since then. First housing costs and low wages have 

driven up working age poverty. Second, so called pensioner benefits have continued rising, even 

during the recession, helping to reduce poverty in later life. Third, those now in their 70s and older 

are significantly better off than the cohort that preceded them. As a result today, less than 1 in 6 

over 75s are in poverty (see chart), by comparison to more than 1 in 4 in their early 40s. 

 

 

 

Despite a welcome reduction in poverty amongst those over 75, there remains a minority of older 

pensioners who are struggling to get by on limited resources. This problem is exacerbated by poor 

health and mobility, living in rural areas in old housing and with limited access to public transport. 

The ILC-UK has also shown that social isolation and loneliness affects this group with further 

detrimental implications for health and wellbeing. In short then, this group of older pensioners are 

experiencing the opposite of what one might call a “rich” life – where living conditions are disabling 
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rather than enabling. As a consequence of these factors, the over 75s have the highest proportion 

of unmet social care needs1.  

 

What challenges do pre-boomers face? 

The continuing crisis of unmet social care needs 

Despite increasing numbers of older people, the numbers receiving formal care has actually been 

falling – a direct result of funding pressures on the sector. According to analysis from AgeUK, 

between 2005/6 and 2012/13 the number of people aged 65 and over in receipt of social care 

services dropped by more than 27 per cent - from 1,231,000 to 896,000 - even though this age 

group has grown by more than one million over the same period2. This is because, despite demand 

rising, the amount spent on social care services for older people has fallen nationally. Partly as a 

result of underfunding, almost 900,000 older people have unmet care needs. Nearly a third of 

people who have difficulty in carrying out some essential activities of daily life do not receive any 

help formally from care workers or informally from family, friends or neighbours. These everyday 

tasks include but are not limited to getting out of bed, washing, using the toilet or eating3.   

Over the medium to long term, some of these problems can be solved by increased investment in 

new homes and adaptations to existing homes that better cater for those with chronic illness and 

disability. But in the short term, many of these individuals will need daily support from a care worker. 

Yet already stretched social care budgets are likely to be squeezed even further over the course of 

this parliament.  

With the Conservatives winning the election by a small majority, we have perhaps more certainty 

about what the future direction of public policy will look like over this Parliament. With regard to 

public spending, the Government is committed to reducing spending by one per cent each year in 

real terms for the first two full financial years of the Parliament which will require a spending 

squeeze of £30bn over the next two years. A large part of this – some £13 billion - is expected to 

come from departmental savings, which, after ring-fencing health and education, is likely to fall on 

Local Government amongst others. This is likely to add to the historic underfunding of the adult 

social care sector.  

As noted by Association of Directors of Adult Social Services (ADASS) in England, while health 

spending increased from £97.5 billion in 2010-11 to £116.4 billion in 2015-16, an increase of 19.3%, 

social care funding has decreased from £14.9 billion to £13.3 billion, a reduction of 10.7 per cent - 

and more in real terms when the ageing population is taken into account4. Yet the future squeeze is 

looking even tighter than the one that came before it. In 2014/15, the adult social care sector’s 

budget was squeezed by £850m, but in 2015/16 the sector is expected to make savings of around 

                                                           
1 For more details regarding poverty amongst this age group see: Hill et al. (2011) Living in low income in later life – an overview, 
Report for AgeUK: http://www.ageuk.org.uk/Documents/EN-GB/For-
professionals/Research/Living_on_a_low_income_overview.pdf?dtrk=true  
2 AgeUK (2014), Nearly one third of older people with care needs do not receive crucial help, Press Release: 
http://www.ageuk.org.uk/latest-press/archive/older-people-care-needs-not-getting-help/  
3 Ibid 
4 ADASS (2015) ADASS Budget Survey 2015: http://www.adass.org.uk/uploadedFiles/adass_content/blogs/presidents_blogs/2015-
2016_Ray_James/ADASS%20Budget%20Survey%202015%20Report%20FINAL%20v2.pdf  
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£1.1bn5. Ultimately, those within the sector think that this will result in less people getting access to 

the care they need over the coming years6.  

Paying for care costs 

Passed in 2014, the Care Act will shape the way in which people receive long-term care in England 

and how they will pay for it. The Act contains a number of key elements, but perhaps the most 

important are: a minimum eligibility threshold – a set of criteria that should make it clearer when 

local authorities will have to provide support, the introduction of a “cap” on care costs and an 

extended means test – which should result in more people receiving some financial support from the 

State, and the roll out of deferred payment schemes – which will mean that people aren’t forced to 

sell their home in their lifetime to pay for care. While more financial support and less of a post-code 

lottery are to be welcomed, many individuals will face significant costs if they need care and the 

complexities associated with the new funding arrangements, combined with the somewhat arbitrary 

divide between health (which is free at the point of use) and care (which is not) will continue to make 

planning very challenging.  

It’s worth remembering that Dilnot’s original review recommended a cap of £35,0007 to ensure that 

people were protected from facing catastrophic care costs. Such a cap, it was argued, would ensure 

that no one would have to spend more than 30% of their assets on care if they were in the system 

for an extended period. By contrast, the revised £72,000 cap could still result in individuals with 

modest assets (worth around £100,000 when entering care) losing around 50% of their assets while 

in care. Given that there is no pre-funded long-term care insurance market - in the UK, these are 

substantial costs that particularly unlucky individuals will have to bear. But it just so happens that 

more people are living longer with disabilities and ill health than ever before. Take dementia for 

example, where it is estimated that 850,000 people live with it in the UK today. By 2025 this is likely 

to rise to over 1 million8.  

Asset depletion paths 

 

                                                           
5 Ibid  
6 Ibid 
7 The Commission on Funding of Care and Support (2011) The Commission’s recommendations to Government: 
http://webarchive.nationalarchives.gov.uk/20130221130239/http://dilnotcommission.dh.gov.uk/our-report/  
8 Alzheimer’s Society (2014), Statistics: http://www.alzheimers.org.uk/statistics  
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Source: Department of Health9 

In summary, while falling poverty at older ages is to be celebrated, we cannot be complacent. There 

remain many very vulnerable older people who live anything but a rich and fulfilling life, often 

disabled by the environment within which they live. The crisis of unmet social care need is only likely 

to intensify over the coming Parliament, and even for those who are able to access social care 

services, the costs may be high if they stay in care for extended periods and who have modest 

assets at the point of need. 

 

What solutions can be offered to the pre-boomers? 

Securing effective funding for adult social care: Underfunding has long been a feature of the adult social 

care sector and is having significant implications for those who need care as well as on other services such 

as the NHS. If the government’s spending plans result in a further deterioration of services, and there is 

strong indication that they will, there needs to be an urgent rethink of spending priorities.  

Implementation of the Dilnot reforms: The watered down version of Dilnot’s reforms are perhaps the best 

we are going to get and they are certainly an improvement on what we currently have. But the devil will be in 

the implementation. Will the national eligibility criteria really result in a level playing field across local 

authorities, will deferred payments agreements be easily accessible and readily offered and will the 

government’s commitment to an awareness campaign be sufficiently large to raise levels of public 

understanding? 

 

The boomers 

What do we know about the baby boomers? 

Those retiring today have lived through extraordinary times. They were born in the baby boom at the 

end of WWII, just after William Beveridge had laid out his plans for a new social contract which 

would usher in the welfare state. Then, out of the embers of the Second World War, came a 

prolonged period of economic growth – not just at home, but right across Europe, the United States 

and parts of Asia too. 

Just as the baby boomers were reaching their prime saving years (their 30s and 40s) real returns on 

assets were entering a period of unprecedented highs. Since 1980, real returns on shares and 

bonds averaged over 6% per annum, which supported savings and investments. Many of those who 

managed to save for the long term did so through defined benefit pensions schemes – which 

guarantee an income based on your salary. And baby boomers also managed to get on the property 

ladder in a way their parents had not.   

                                                           
9 Department of Health (2014) The Care Act 2014: 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/400757/2903104_Care_Act_Consult

ation_Accessible_All.pdf  
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Of course not all baby boomers did well – this cohort faced mass unemployment in the 1980s as 

large-scale UK manufacturing fell off a cliff, and not everyone was able to benefit from the opening 

up of higher education in the 1960s and 70s. Many women in particular took extended career 

breaks to bring up their children and will therefore remain highly reliant on their partners’ savings to 

live adequately in retirement. It’s worth reiterating that generalising from the average can be 

misleading and there is much diversity amongst this large contingent of individuals.  

Diversity amongst those approaching retirement10 

 Amongst the 55-64 age cohort, total median pension wealth is £135,900 after excluding all 

individuals who have saved nothing. 

 But 28% have no pension savings whatsoever. 

 There are significant differences by gender with 37% of women amongst this age group having 

no private pension wealth compared to 19% of men.  

 Median amounts saved also differ substantially by gender – with median female savings totalling 

£99,100 and men’s totalling £174,000 (again this figure excludes those who have saved 

nothing).   

These headline numbers make it clear that not everyone will be able to secure an “adequate” 

income in retirement from their accumulated pension savings. ILC-UK’s own calculations, which 

focussed on just those with some defined contribution pension wealth in England - implied that over 

50% (or 1.1 million people) who are over the age of 55 but yet to retire are highly unlikely to secure 

adequate retirement incomes unless they use non-pension assets or receive state benefits on top of 

the state pension11.  

                                                           
10 Based on ONS Wealth and Assets Survey Wave 3: http://www.ons.gov.uk/ons/rel/was/wealth-in-great-britain-wave-3/2010-
2012/report--chapter-6--private-pension-wealth.html#tab-Total-Private-Pension-Wealth   
11 We define adequate in terms of replacement rates as set by the Department for Work and Pensions. For more details please 
see: Urzi Brancati and Franklin (2015) Here today, gone tomorrow, Report for the ILC-UK: 
http://www.ilcuk.org.uk/index.php/publications/publication_details/here_today_gone_tomorrow  
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Diversity amongst those already in retirement 

Alongside those baby boomers who are on the verge of retirement, there are already a large 

number who have pensions in payment. Here too there is much diversity: 

 Among the 70-74 age group, 63% of people have pensions in payment but 37% do not. 

 Median retained pension wealth for this age group is £86,800, but there are significant 

differences by gender. 

 Men’s median retained pension wealth is over £116,000 whereas women’s is just over 

£54,00012.  

While a greater proportion of baby boomers in retirement have secured incomes through defined 

benefit pensions than through annuities, a significant number hold the latter. ABI figures on 

annuities from 2013, suggest that there are six million annuities in payment, paying out 

approximately £13.3 billion a year. Given that some people will hold more than one annuity, the ABI 

estimated that up to five million individuals are in receipt of these payments13. 

 

What challenges do baby boomers face? 

The freedom and choice agenda 

The Government is committed to ensuring that pension savers are free to use their savings as they 

wish. For this reason, they have changed the tax rules for those taking money out of defined 

contribution pensions and will permit some types of defined benefit pension savers to transfer their 

wealth into a DC scheme to take advantage of the new rules. 

With an estimated 320,000 people retiring each year with a DC pension and evidence from other 

countries showing that people have a tendency to squander their hard earned savings in the face of 

similar freedoms, there is a significant risk that some people will suffer from reduced incomes in 

retirement. The ILC-UK has been at the forefront of this debate and has argued that a combination 

of behavioural biases where individuals favour immediate rewards over long term gain coupled with 

the continuing low interest rate environment could be a potent combination leading to falling annuity 

sales. Certainly, there is evidence of a dramatic slowdown in the market – annuity sales were 64% 

lower in Q4 2014 than they were a year earlier, as consumers digest the implications of the 

reforms14. Whether this is due to delayed purchases in the face of continued economic and policy 

uncertainty or whether this is part of a wider shift away from annuities remains to be seen. Of 

course, annuities do not suit everyone, but our research has shown that for those with a significant 

concentration of wealth in defined contribution pensions they still have significant advantages over 

other products – indeed they are the only product that provides insurance against outliving your 

savings thereby guaranteeing a stable income for life.  

                                                           
12 ONS Wealth and Assets Survey 
13 ABI (2014) UK Insurance Key Facts 2014: 
https://www.abi.org.uk/~/media/Files/Documents/Publications/Public/2014/Key%20Facts/ABI%20Key%20Facts%202014.pdf  
14 ABI (2015) ABI retirement income statistics Q4 2014: 
https://www.abi.org.uk/~/media/Files/Documents/Publications/Public/2015/Statistics/ABI%20retirement%20income%20statistics
%20Q4%202014.pdf  



12 
 

The Government is also committed to creating the conditions for a secondary market in annuities to 

develop, in which third parties – which they hope would include asset managers, pension funds, 

insurers and intermediaries – are assigned the rights to annuity holders’ income streams in return 

for a lump sum. The Government aims to have the right legislative rules in place to facilitate such a 

market by April 201615. As with freedom and choice for those on the verge of retirement, allowing 

those with annuities to swap their product for a lump sum is potentially risky, as the individual would 

take on the longevity risk. Ultimately freedom and choice at retirement combined with a secondary 

annuity market during retirement could result in income shortfalls, especially in later life when 

people might need their income the most to pay for long-term care. There is also a significant 

question about whether insurers will be prepared to enter into such a market – ultimately 

government and regulatory policy can only create the conditions but cannot buy and sell the 

products. 

Lack of available financial advice  

Much has been written about the state of financial capability in the UK. Suffice to say there is a lack 

of understanding about financial products and terms, exacerbated by industry often using complex 

technical language to describe its services. Yet the decision about how to use accumulated pension 

wealth during retirement just got a whole lot more complicated.  

While there has only been a smattering of new product offerings since the freedoms came into 

force, consumers still have many options to consider when deciding what to do with their savings. 

Shall I help support my children on the property ladder, maximise my happiness over the next 10 

years, put it away and invest for a rainy day, use it to repair the house, draw a regular income from it 

or use it for more than one of the above? Whatever choices are made, they require individuals and 

households to make difficult trade-offs of which the repercussions may not be obvious until 20 years 

into the future. This is a tough ask for the professional financial advice sector, let alone someone 

making such a decision for the first time.  

Big decisions will require support and the Guidance Guarantee (now Pension Wise) has been set up 

to help. It is regularly said that the Guidance alone will not be enough, but so far - and it is very early 

days – there are indications that take up has been lower than expected16. This may of course, 

change over time, as the consumers who were waiting to cash out move first, and the visibility of the 

Guidance service grows.   

Irrespective of what is happening on Guidance, there remains a large advice gap. This is not new. 

Financial advice has long been the preserve of the few rather the many, but there are suggestions 

of a further shift towards high net worth clients in recent years. Evidence is sketchy, but it is thought 

that many advisers will now only take on clients who have upwards of £50,000 of investable assets 

and some only upwards of £100,000. With the median DC pension pot around £25,000, this 

automatically excludes over half of the relevant population affected by the freedoms. But with the 

industry moving away from regulated financial advice, and little movement towards providing 

simplified advice, it is difficult to be optimistic about the prospects for closing the gap any time soon. 

                                                           
15 For more details read: HM Government (2015) Creating a secondary annuity market: a call for evidence: 
https://www.gov.uk/government/consultations/creating-a-secondary-annuity-market-call-for-evidence  
16 Cumbo (2015) Scottish Widows sees pension cash-in jump, article for the Financial Times http://www.ft.com/cms/s/0/ca8230cc-
0916-11e5-881f-00144feabdc0.html#axzz3dofSgbkl  
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Consumers making complex decisions, with limited financial capability, strong behavioural biases, 

and little access to support and advice is a recipe for disaster.  

Can those who spend their savings early be confident of receiving benefits? 

There are many means tested benefits that people over 55 could be eligible for including housing 

benefit and pensioner credit. And of course, long-term care support is also provided on the basis of 

a means test. Now the government has issued a warning on the back of the new flexibilities about 

individuals deliberately depriving themselves of money in order to secure benefits. They note;  

“If you spend, transfer or give away any money that you take from your pension pot, DWP will 

consider whether you have deliberately deprived yourself of that money in order to secure (or 

increase) your entitlement to benefits. If it is decided that you have deliberately deprived yourself, 

you will be treated as still having that money and it will be taken into account as income or capital 

when your benefit entitlement is worked out”17. 

This raises the prospect of the DWP retrospectively denying benefit payments on the basis of 

irresponsible decisions on the part of the retiree. In other words, it may not be a sensible strategy to 

rely on the government to pull you out of poverty in later life, if you blow your pension pot in the first 

ten years of retirement.  

Housing…the not so silver bullet 

For those with inadequate retirement incomes, driven by a combination of insufficient savings and/or 

spending those savings too early, property wealth could remain the only game in town. Indeed, 

research from Prudential has found that nearly two in five over-55 homeowners plan to sell their 

home with the aim of releasing an average of £85,300 in equity18. For these individuals then, 

property is their pension. But putting all your eggs in one basket comes with significant risk. 

While pension funds can make investment losses, the extent of the possible loss is mitigated by 

diversification within the fund as well as investing in long dated “safe” assets such as UK gilts. Fund 

managers undertake a process known as de-risking, whereby the portfolio of assets becomes less 

volatile the closer the individual is to retirement to lock in investment gains. By contrast, consumers 

who hope that their property will bail them out, will have failed to diversify meaning that a fall in 

house prices could be extremely detrimental to their overall level of wealth and the income that they 

could derive from it. While it was an exceptional period of time, it is worth pointing out that during the 

recent financial crisis, house prices fell by 17% between 2008-09 and more so in some regions than 

others. As the chart below shows, inflation adjusted house prices can take time to regain their value 

after a housing market shock.  

                                                           
17 DWP (2015) Pension flexibilities and DWP benefits:  
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/417473/pension-flexibilities-dwp-benefits.pdf  
18 Prudential (2014) Prudential research reveals two million homeowners over 55 bank on downsizing, Press release 
http://uk.prweb.com/releases/2014/05/prweb11869634.htm  
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The worry for pensioners is that such a house price fall will occur just as they are seeking to use 

their biggest asset to generate a boost to their retirement income. But property isn’t just volatile, it is 

also illiquid. Consumers need to be savvy about the best way to unlock capital stored in their home 

but this is challenging given the uncertainty around the future price of housing. It also takes time and 

effort to arrange the sale of a house and while equity release schemes may allow individuals to stay 

in their home, it is perceived to be expensive and complicated and still suffers from a poor 

reputation. Despite a total of £1.4trn of equity locked up in the homes of people aged over 65, just 

19,000 equity release plans were taken out in 201319.  

In summary, despite being much lauded for being the generation that had it all, many baby boomers 

remain at risk of poverty in retirement. Even those who have managed to save money into a 

pension scheme remain exposed to the risks stemming from the new pension freedoms and the 

potential difficulties of claiming benefits if they blow it all. While many will look to housing to bail 

them out, their ability to rely on this volatile asset to generate an income will depend on the whims of 

different regional housing markets over time as well as the ability of financial services to better 

design and market equity release products. Alternatively, a state-run agency may be needed to help 

release home equity as was proposed in a paper for the ILC-UK in 2014, but whether government 

will have the appetite for such an undertaking is hard to determine at this stage20.  

 

What solutions can be offered to the baby boomers? 

The need for mass market financial advice: Despite years of discussion we don’t seem to have 

come any closer to developing mass market financial advice. This has to change. There is an urgent 

need for new and innovative offerings and a potential first mover advantage for those within industry 

who take the initial steps. But there also needs to be some frank and honest soul searching about 

                                                           
19 Mayhew and Smith (2014) The UK Equity – towards income security in old age, report for the ILC-UK 
http://www.ilcuk.org.uk/index.php/publications/publication_details/the_uk_equity_bank_towards_income_security_in_old_age  
20 Ibid  
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the relative responsibility that regulatory red tape versus industry caution has played in preventing 

such offerings from taking root. Only by addressing the underlying causes of this market failure will 

we get closer to solving it.   

The question of defaults: While the mantra, “there is no substitute for financial advice” might be 

correct, it will not solve the problem of what happens to those who sit on their pension pots and do 

nothing. For these individuals, we need defaults that more or less meet their likely income needs. 

What these defaults might look like will differ depending on the individual’s circumstances, but past 

research by the ILC-UK - which identified the potential outcomes of different consumer groups 

making different choices – could be used as the basis for such an undertaking21. 

Clarity around what constitutes the deliberate deprivation of assets: There needs to be clarity 

over what deliberate deprivation actually within this context and whether it is realistic to assume that 

current definitions will remain over the long-term. Without some degree of certainty on this point, it 

risks people sleep-walking into decisions that will seriously affects their benefits at some future point 

in time. 

Incentivising downsizing: There is a need for greater incentives for downsizing and more support 

to make it easier, so that people who are asset rich but income poor can more easily access the 

capital stored in their home. But proposed government policy seems to be working in the opposite 

direction. The current plan is to take the family home out of Inheritance Tax for all but the richest by 

raising the effective threshold for married couples and civil partners to £1 million. This will reduce 

the incentive to downsize and is likely to increase the extent to which people favour investing in 

property over other assets.  

Innovation in the equity release market: The equity release market remains tiny by comparison to 

the amount of housing wealth amongst the over 65s. We need to take stock of what types of 

offerings might capture the interest of a larger market, and whether government may need to step in 

– such as in the form of an Equity Bank – or, in collaboration with industry, to provide some form of 

insurance against individuals being left with nothing. 

 

The post-boomers 

The challenges facing the post-boomers 

The post baby boomers are exposed to a similar set of risks and require a similar set of solutions. 

Arguably however, these risks are exacerbated by the fact that this younger group will have a higher 

concentration of its wealth in DC pension pots (currently around 4 in 10 people aged 45-54 have 

wealth in DC pots), there are a higher proportion of renters, and a larger proportion of this age group 

are likely to enter retirement with mortgage debt22. In addition, it is arguably harder to be certain that 

this group will be able to count on continuing pensioner benefits beyond state pension age during 

the course of retirement. Indeed, in a world where increasing numbers may decide to blow their 

pension pots early, it is easy to foresee future governments curtailing benefits for those who do 

squander their savings once those retirees become a burden on the exchequer.  

                                                           
21 Urzi Brancati and Franklin (2015) 
22 Based on author’s analysis of ONS Wealth and Asset Survey 
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Helpfully, the Treasury have roughly calculated the point in time at which pension freedoms start to 

become a drain on government resources. According to HM Treasury calculations, they expect the 

new pension freedoms to bring in around £300 million per annum across this Parliament and 

increased income tax receipts in each year until 2030. After that though, the Treasury expects a 

“small” reduction in tax receipts of around £300 million a year23. 

 

 

Source: HM Treasury 

 

The 2030s also happen to be the decade when spending on state pensions and pensioner benefits 

is expected to make a significantly large dent in the public finances. Spending on these two areas is 

projected to rise from 5.8% of GDP in 2019-2020 to 7% by 2034-203524. Driven by population 

ageing, and the policy pledge that state pensions must rise in line with inflation, earnings, 2.5% or 

whichever is highest, there is a serious question about whether future governments will be able to 

commit to such a promise, particularly when working age benefits continue to be subject to funding 

cuts. For those entering retirement in future decades, the support offered from the state may not be 

so generous and that’s before we consider health care – which is beyond the scope of this paper.  

What solutions can be offered to the post baby boomers? 

Working longer 

The post-boomers do have one advantage over those already in, or on the verge of, retirement. 

They are better placed to consider the possibility of working longer. The very nature of employment 

at older ages is changing, with government policies seeking to support and encourage people to 

delay retirement and extend their time in work. But there are many challenges in fostering fulfilling 

employment up to and beyond state pension age, and there are important socio-economic 

differences between those who leave the labour market early and those who stay in work25. At the 

same time, more people past state pension age are continuing to work, and concepts like semi- or 

gradual retirement are growing both in popularity and in frequency. These diverse pathways into 

older age with respect to paid work raise a number of questions that have serious implications for 

later life funding. Since paid work is the primary way that people gain access to finances that can be 

used for retirement planning, the timing of when employment ends will impact the available options. 

Moreover, the timing of labour market exit is associated with factors like wealth and health raising 

important questions around how particular groups in our population can be expected to save and 

plan for later life when employment ends. 

                                                           
23 HM Government (2014) Budget 2014: policy costings: 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/295067/PU1638_policy_costings_bud_2014_wit
h_correction_slip.pdf  
24 See OBR (2015) Fiscal Sustainability Report: http://cdn.budgetresponsibility.independent.gov.uk/49753_OBR-Fiscal-Report-
Web-Accessible.pdf  
25 For more see Franklin et al. (2014) The Missing Million, Report for the ILC-UK, PRIME and BITC 
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We really are only at the beginning of the challenge of supporting longer working lives. In many ways the UK 

government is a pioneer in this regard, taking action to raise State Pension age and publishing a detailed 

strategy on “fuller working lives” at a time when other advanced countries who are ageing faster than the UK 

are incapable of taking many of the necessary measures. But the policy of raising SPA is the only one that 

seems to be working. There are a long list of other policies that are related to incentivising longer working – 

including the ability to defer your state pension and national insurance exemptions for older workers. But 

there is no hard evidence of their success. And it is of course worth remembering that only 1 in 10 people 

aged over 65 are in employment and there remains a cliff-edge of retirement at and around State Pension 

age with people in employment one day and out of it the next26.   

Moving towards a new social contract: With many countries facing similar challenges of 

population ageing, the UK should draw on lessons from international experience in terms of 

designing health and social care systems, and benefit systems that are fair and sustainable for 

future generations. In this regard the ILC-UK has set out what it thinks should be prioritised – 

including an honest conversation about the future responsibilities of the state versus the individual, 

and viable individualised solutions if we think future age-related government spending is likely to be 

unsustainable27.  

In summary, the post boomers may be worse off in retirement than the generation that went before 

them. With lower levels of savings, greater debt and higher concentrations of defined contribution 

pension wealth, the stakes are high regarding the choices they make before and after retirement. 

What’s more, they may not be able to rely so heavily on the state to support those on low incomes, 

as the rising burden of ageing on public expenditure starts to take its toll. Many within this cohort will 

need to work longer if they can, but there are significant uncertainties about the level of support from 

government and employers that they will receive in order to facilitate this. 

 

 

 

  

                                                           
26 For an evaluation of different policies and their impacts see Beach et al. (2015) The Missing Million: recommendations for action 
http://www.ilcuk.org.uk/index.php/publications/publication_details/the_missing_million_recommendations_for_action  
27 Franklin and Sinclair (2015) Vision needed to tackle challenge of population ageing: The ILC-UK’s manifesto briefing:  
http://www.ilcuk.org.uk/index.php/publications/publication_details/vision_needed_to_tackle_the_challenge_of_population_agei
ng  
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Conclusion: The key challenges for this 

Parliament 
We are at a cross roads. There has been undoubted progress in reducing pensioner poverty, 

particularly at older ages, but we must guard against complacency. As this report has shown, there 

are many headwinds that could unwind this significant achievement within the decade. We have 

argued how continuing reductions to social care budgets could lead to ever rising levels of unmet 

need and thereby greater deprivation amongst the oldest old. We have reflected on the diversity 

amongst the baby boomer generation and noted the risks posed by pension freedoms and over-

reliance on housing wealth. And we have questioned whether those who are in their 40s today, will 

be able to depend on the state in the future to provide adequate levels of support given the rising 

fiscal pressures of supporting an ageing population. During this Parliament, it is imperative that the 

government sets out a strategy for addressing the risks of poverty facing all of these segments or 

the recent successes in poverty reduction at older ages will be reduced to a footnote in history. In 

our view, such a strategy should be made up of the following elements discussed in this paper.  

Securing effective funding for adult social care: Underfunding has long been a feature of the 

adult social care sector and is having significant implications for those who need care as well as on 

other services such as the NHS. If the government’s spending plans result in a further deterioration 

of services, and there is strong indication that they will, there needs to be an urgent rethink of 

spending priorities.  

Implementation of the Dilnot reforms: The watered down version of Dilnot’s reforms are perhaps 

the best we are going to get and they are certainly an improvement on what we currently have. But 

the devil will be in the implementation. Will the national eligibility criteria really result in a level 

playing field across local authorities, will deferred payments agreements be easily accessible and 

readily offered and will the government’s commitment to an awareness campaign be sufficiently 

large to raise levels of public understanding. 

The need for mass market financial advice: Despite years of discussion we don’t seem to have 

come any closer to developing mass market financial advice. This has to change. There is an urgent 

need for new and innovative offerings and a potential first mover advantage for those within industry 

who take the initial steps. But there also needs to be some frank and honest soul searching about 

the relative responsibility that regulatory red tape versus industry caution has played in preventing 

such offerings from taking root. Only by addressing the underlying causes of this market failure will 

we get closer to solving it.   

The question of defaults: While the mantra, “there is no substitute for financial advice” might be 

correct, it will not solve the problem of what happens to those who sit on their pension pots and do 

nothing. For these individuals, we need defaults that more or less meet their likely income needs. 

What these defaults might look like will differ depending on the individual’s circumstances, but past 

research by the ILC-UK - which identified the potential outcomes of different consumer groups 

making different choices - is one approach to take. 

Clarity around what constitutes the deliberate deprivation of assets: This paper has discussed 

the issue of the pension freedoms and the deliberate deprivation of assets. There needs to be clarity 

over what deliberate deprivation actually within this context and whether it is realistic to assume that 
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current definitions will remain over the long-term. Without some degree of certainty on this point, it 

risks people sleep-walking into decisions that will seriously affects their benefits at some future point 

in time.         

Incentivising downsizing: There is a need for greater incentives for downsizing and more support 

to make it easier, so that people who are asset rich but income poor can more easily access the 

capital in stored in their home. But proposed government policy seems to be working in the opposite 

direction. The current plan is to take the family home out of Inheritance Tax for all but the richest by 

raising the effective threshold for married couples and civil partners to £1 million. This will reduce 

the incentive to downsize and is likely to increase the extent to which people favour investing in 

property over other assets.  

Innovation in the equity release market: The equity release market remains tiny by comparison to 

the amount of housing wealth amongst the over 65s. We need to take stock of what types of 

offerings might capture the interest of a larger market, and whether government may need to step in 

– such as in the form of an Equity Bank – or, in collaboration with industry, to provide some form of 

insurance against individuals being left with nothing.   

Working longer lives: For those in their 40s and early 50s, working longer could be significantly 

beneficial for their incomes in retirement. While the previous Government’s Fuller working Lives 

strategy was an importance tart it needs to be backed up by hard policy over this parliament, while 

employers will need to change their approaches towards older workers.  

Towards a new social contract: Towards a new social contract: With many countries facing 

similar challenges of population ageing, the UK should draw on lessons from international 

experience in terms of designing health and social care systems, and benefit systems that are fair 

and sustainable for future generations. In this regard the ILC-UK has set out what it thinks should be 

prioritised – including an honest conversation about the future responsibilities of the state versus the 

individual, and viable individualised solutions if we think future age-related government spending is 

likely to be unsustainable.        

While this is by no means an exhaustive list, it is a substantial agenda that the Centre for Later Life 

Funding will explore over the coming year, working in collaboration with expert partners to 

understand what plausible solutions we can offer.
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