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EXECUTIVE SUMMARY

THE CHALLENGE

Possessing a stock of household savings is crucial. Savings can act 

as a buffer in times of economic difficulty, when job insecurity is 

high. Long-term savings can also help to ensure an acceptable 

level of income after retirement and the requisite resources with 

which to meet the growing costs of social care. Due to the security 

they provide, household savings are associated with greater 

psychological well-being.

However, there is widespread recognition that UK households 

have saved insufficiently in the past. Few had the accessible savings 

needed to ride out a recession, with half of British households 

having less than £1,000 in liquid financial wealth in 2005. Many 

have also been failing to set aside sufficient funds for their old age. 

Estimates put the number of people who have not been saving, or 

have been under-saving, for their retirement at nine million.

Therefore, as the Government has acknowledged, re-building 

the resilience of households and ensuring that they save adequately 

for later life are crucial long-term public policy goals.

LOOKING AHEAD

In fact, as this research suggests, there are compelling reasons to 

adopt a longer-term perspective on savings policy. In the first place, 

short-term policy is restricted by the need to manage consumer 

spending carefully until economic growth begins to take hold. 

A stronger movement of households towards saving would, in 

current conditions, prolong the recession. 

Second, there is little indication that the sharp rise in the 

savings ratio in recent years represents any permanent cultural shift 
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in attitudes toward saving. Not only has the savings ratio risen from 

a particularly low ebb, but history suggests that changes in the 

ratio are closely linked to macro-economic conditions, as theory 

would predict. It gives little succour to the idea that households 

will continue to save in the medium- to long-term. 

Third, and perhaps most importantly, major demographic, 

economic, social and policy changes are set to affect the ability 

of households to build up precautionary savings and to save 

adequately for their old age over the next two decades.

Key trends affecting future savings
So, what are the trends we can expect to affect savings levels over the 

next twenty years? 

•	 Demographic trends will see life-spans lengthen markedly, with 

significant consequences for the adequacy of long-term savings 

and the costs of old age care.

•	 There is set to be a major expansion of lone parent households 

who are historically less able to save and less financially resilient.

•	 When and how the UK economy recovers from its current 

stagnation will influence the affordability of saving and debt 

repayments.

•	 Income inequalities have grown cumulatively over the last fifty 

years. The long-run trend towards older homeownership will 

have a major impact on whether and how younger generations 

build assets.

•	 The public finances are retrenching and further economies are 

projected in the medium-term. The result will be that greater 

financial burdens will be shifted onto private individuals. Rapidly 

rising student fee levels are only the most immediate evidence 

of this effect, which will reduce the scope for saving until later in 

people’s careers.

•	 Auto-enrolment is set to be the biggest policy change of recent 

times, boosting membership of occupational pension schemes 

by between 5 and 9 million.
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For these reasons, this research takes a twenty-year perspective 

and seeks to explore and analyse economic, social and policy 

trends, and identify the emerging policy challenges. In particular, it 

seeks to answer two questions:

•	 What are the factors that are likely to affect the adequacy and 

distribution of savings levels of the population in 2032?

•	 What do these trends mean for policy?

As such, this is the first report to use scenario planning to look 

forward and explore the future of household savings in the UK. 

It aims to synthesise the possible combined impact of the many 

seismic forces that will influence the savings agenda in the next 

two decades.

THE SCENARIOS EXPLORED IN THIS PROJECT

Based on the trends analysed, this report envisages three scenarios 

for the future, which are set out in detail in Chapter 5. Scenario 1 

explores all the major factors together; Scenario 2 looks at a variation 

in the UK’s economic growth prospects and the effects that might 

have on savings; and Scenario 3 explores an alternative outcome to 

the pensions auto-enrolment policy. Each scenario presents its own 

challenges for households, regulators and public policy makers and is 

written from the perspective of 2032.

Scenario 1: ‘Economic growth: but few solutions’ 
This is a world which saw a rapid return of prosperity following 

the 2008–12 stagnation. However, governments have struggled to 

contain the growth of income and wealth inequalities. In addition, 

younger generations who are carrying additional debts for 

childcare, higher education and further education have struggled 

to get on the housing ladder and build their savings and assets. 

Older people now have to accumulate wealth well beyond the 

State Pension Age, but not all are able to do so. 
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Scenario 2: ‘A Japanese lesson’
From 2012, the UK experienced a lengthy slump and households 

were slow to escape indebtedness. In an environment of low-

earnings growth, the ‘nudge’ of auto-enrolment has failed to live 

up to hopes, with many opting out. In recent years (over the 2020s), 

as economic growth has returned, households are reverting to a 

pattern of high consumption and growing debt. This has spurred 

concerns about the adequacy of long-term savings leading the 

Government to introduce a mandatory savings scheme.

Scenario 3: ‘A pyrrhic policy victory’
Very high take up of occupational pensions under the auto-

enrolment scheme during its first two decades has widened the 

base of pension savers. However, the scheme has struggled to 

engage employees, many of whom have kept their contributions 

low. Employers, too, have levelled down their contributions. 

Savings adequacy is a major problem and there are growing 

concerns about a shift away from precautionary to long-term 

savings, leaving households exposed to future economic shocks.

FUTURE POLICY DILEMMAS

These three scenarios point towards a set of central dilemmas that 

policy makers will face over the next twenty years as they plan for 

the long-term revival of households saving. 

1. New lifecycle smoothing devices

It is highly likely that we will see a transfer of costs from the state to 

households in the coming years, as governments seek to control the 

public finances. Government is therefore likely to move away from cash 

transfers to become increasingly involved instead in helping people to 

finance investment in activities with public good qualities. In the face 

of this shift, the state will inevitably have to assume a bigger role to 

help smooth the lifecycle consumption of its citizens. Examples such as 

income contingent loans for higher education and childcare stand out.
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2. Individualising welfare

The success of auto-enrolment and the focus on individual savings 

will put growing pressure on the remnants of the contributory 

principle in the benefit system as it currently stands. The result 

is likely to be that collective state insurance may increasingly 

be replaced by voluntary – and often – personal insurance. 

State-backed schemes may be deployed to encourage the use 

of personal savings devices, such as lifetime savings accounts. 

Meanwhile, savings products may begin to be regulated to provide 

some of the benefits traditionally associated with social security.

3. A new tension between precautionary and long-term savings

When auto-enrolment is introduced, the government will have to 

be alert to an entirely new policy challenge: namely, the trade-off 

between long-term savings adequacy and precautionary saving. 

How will the government know that it is not simply promoting 

better pension savings by undermining the precautionary savings 

and financial resilience of households? The new approach to 

pensions policy poses this question of policy makers for the first 

time. Meanwhile, any attempts to make the market of savings 

products more flexible to people’s changing patterns of working 

lives and expenditure may have unintended consequences and 

undermine long-term savings. Striking the right balance here will 

be crucial.

4. From debt repayment to saving balances

As government places greater financial burdens on people early 

in their lives, through higher student debts and growing childcare 

costs, early savings will increasingly be used to pay down debt. 

This will raise the urgency of saving for households once debts are 

paid off, since many will be far into their careers at that point. It is 

therefore important that policy makers consider how to prevent 

households simply aborting their savings habit when their debts 

are repaid, and consider ways to encourage them to build up assets 

for the future. Pre-commitment devices could be designed to lock 
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individuals in after they finish paying off their debts, so that they 

continue to divert a proportion of their income towards savings.

5. Degrees of state responsibility

As quasi-mandatory and potentially full-mandatory savings 

schemes are introduced, the distinction between the state 

pension, national insurance and private pensions will become 

increasingly blurred. The Government will have mounting 

regulatory responsibilities to ensure that the state-sponsored 

provider (currently NEST) serves the interests of its customers. But 

it will also have to accept some moral responsibility for ensuring 

that participants benefit through their membership, and that 

replacement rates meet desirable levels.

6. Growing inequalities

There is a strong prospect of growing intergenerational 

inequalities in wealth. With many unable to afford to own a home, 

younger generations will be far less likely to build wealth through 

homeownership than the generations before them, and high 

student debt, childcare costs and rising rental costs will depress 

and delay all forms of saving. This in turn will fuel inequality within 

cohorts because transfers between generations will serve to 

concentrate wealth among the ‘haves’. Meanwhile, this growing 

inequality may render the current distribution of tax incentives 

and reliefs for saving problematic in the future. An increasing 

amount of tax relief is likely to be absorbed by high earners, as 

they have a higher marginal propensity to save and may well see 

disproportionate increases in income.

7. Helping citizens manage the risks

Auto-enrolment will dramatically expand the number of members 

of Defined Contribution schemes. There is a danger that a 

generation of ‘default savers’ will be insufficiently engaged and 

poorly-placed to make informed decisions about their investments 

and levels of saving. This will put a premium on public engagement 
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and on developing informed and active consumers. It will become 

increasingly important that government finds new ways to raise 

understanding of what pension income people can expect and 

can realistically build, whilst removing some of the risks from their 

shoulders or helping them to manage that exposure better. The 

response could include a revised defined contribution product 

– such as a ‘Defined Aspiration Pension’ proposed by Pensions 

Minister Steve Webb.

Historically, the relationship between the state and the individual has 

been more clear-cut than it is at present. In the past, governments 

have sought to achieve public goals such as accessible childcare, 

tertiary and adult skills provision and long-term care through 

direct investment in services and through financial transfers to 

households. Private savings and investment decisions were seen 

purely as the business of households. 

But now, with unprecedented and long-term pressure on 

the public finances, governments are increasingly looking to the 

private sphere to pick up the cost of achieving some of these 

public goals.  At the same time, people are living longer, making 

adequate old age provision a growing policy concern.

The result is that government is seeking greater involvement in 

the private sphere by nudging, prodding and regulating individuals 

to manage their personal income and wealth in ways that achieve 

socially desirable outcomes. Accordingly, a new ‘grey area’ – a 

public-private twilight zone – is emerging.  And into that space, 

policies such as income-contingent student and childcare loans, 

pensions auto-enrolment, and regulations to allow flexible access 

to pension wealth are emerging, representing a new zone of policy 

action. This will lead to new types of challenges for policy that are 

very unlike those encountered in the twentieth century.
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CHAPTER 1: THE CHALLENGE

This chapter sets out the challenge facing the UK economy and 

households, and how and why households save. It argues that it 

is crucial to ensure that, over the long-term, policy-makers can 

prepare the population better for financial vulnerability in working 

age, especially evident at times of recession, and for the costs of 

old age.

1. A NATION OF UNDER-SAVERS

The need for saving
Savings allow households to cope with financial shocks and 

provide adequate income in retirement. A smoother pattern 

of household saving over time is also desirable from a macro-

economic perspective to ensure that domestic consumption can 

be sustained as the economy ebbs and flows. 

However, compared to other G7 countries, the UK has had a 

low household savings rate historically (see Chart 1.1). This is true at 

almost all points in recent history, even relative to other low savers 

such as Japan, USA and Canada. A similar story emerges when the 

UK is compared to the Euro 16.1 It is noticeable that in the second 

half of the last decade, UK savings rates dipped significantly below 

the USA, its nearest comparator. This decline in the savings rate has 

occurred despite significant growth in real incomes.

1  Jeff Masters and Emily Farchy, Savings on a shoestring (London: Social Market Foundation, 2011).
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Chart 1.1: Household saving rates across the G7 
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Explanations for this relatively low household savings rate 

throughout the economic cycle have taken a number of forms. 

Some have pointed to the absence of a strong ‘culture’ of saving 

in the UK. Certainly, the fact that almost four in ten respondents 

to the Wealth and Assets Survey agreed with the statement ‘I 

would rather enjoy a good standard of living today than save for 

retirement’ indicates a pervasive culture of consumption. For such 

reasons, the Government is ‘committed to fostering a culture of 

saving’.2 But, how far culture defines rather than reflects the impact 

of wider economic factors is debatable.

2 HM Treasury, Early access to pension savings (London: HMSO, 2010)

Source: Hajime Takizawa, What drives the UK’s household saving rate? (International Monetary Fund, 2011)
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3 Box 1.1 Household wealth and what it means

Household wealth can take a number of forms, including:

•	 Net wealth: value of all the assets of a household (liquid and 

illiquid), less the value of its debts.

•	 Liquid savings: value of any cash, and any accessible assets that 

can easily be converted into cash.

•	 Net financial wealth: the value of any investments and liquid 

savings net any non-mortgage debts.

•	 Illiquid assets: value of assets that are not easily accessible, such 

as property wealth, accumulated pension rights, and pension 

investments.3

 

 Economic factors have played their part in reducing saving 

rates. ‘Saving out of income’ was strongly complemented in 

recent decades by passive saving by households through asset 

appreciation.4 As such, in the recent past, strong asset prices 

substituted for active savings.5 However, this was accompanied by 

dramatic increases in levels of unsecured and secured household 

debt.6 As such, many households were left exposed. In particular, 

households were very vulnerable to increases in the costs of credit 

and to property price falls: households were – and continue to be 

– highly leveraged; there was little diversification of asset holdings; 

and liquid savings were low. Households were also exposed to 

inflationary pressures that limited their disposable income and 

their ability to service debt.

3 Thomas F. Crossley and Cormac O’Dea, The wealth and saving of UK families on the eve of the crisis (London: 

Institute for Fiscal Studies, 2011), 7. 

4 Diana Farrell, Tim Shavers, Sacha Ghai, Ezra Greenberg, Piotr Kulczakowicz, Carlos Ocampo, Yoav Zeif, ‘UK: 

Counting on the Market’ in The Coming Demographic Deficit (McKinsey Global Institute, Jan 2005), 1. http://

www.mckinsey.com/insights/mgi/research/financial_markets/the_coming_demographic_deficit  

5 Ben Broadbent, “Speech: Deleveraging”, 15 March 2012, 5–6. http://www.bankofengland.co.uk/

publications/Pages/speeches/2012/553.aspx

6 Office for Budgetary Responsibility, ‘Household debt’ in the Economic and fiscal outlook April 2011 (London: 

OBR, 2011).
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2. WHY HOUSEHOLDS NEED TO SAVE

However, the case for saving is compelling. More saving by 

households would offer them greater resilience against economic 

downturns, shocks and employment uncertainty, and leave 

them better able to manage the costs of retirement and old age. 

Indeed, the Government itself has made the case for saving, and 

the rationale from the household’s perspective, in similar terms. 

Financial Secretary to the Treasury Mark Hoban also drew the links 

between household savings and investment in the economy: 

‘Everyone here has a critical role to play in rebalancing our 

economy towards secure and sustainable recovery. That means 

supporting individuals on a path to financial security. Ensuring 

that families build savings that ensure that they have the 

resilience to withstand unexpected shocks. And ensuring that 

the wider economy has the funds to invest in future growth.’ 7 

The Prime Minister David Cameron echoed this recently: ‘think 

of where we need to go: an economy based not on consumption 

and debt but on savings and investment’.8 While in the short-

term high levels of household saving may depress domestic 

demand and slow economic growth, in the longer-term there are 

compelling arguments for households to save more. Managing 

the timing of that transition so as not to harm the recovery is an 

important policy challenge.

7 Speech by the Financial Secretary to the Treasury, Mark Hoban MP, Simple Products launch, 8 February 2012, 

http://www.hm-treasury.gov.uk/speech_fst_080212.htm.

8 Speech given by Rt Hon David Cameron MP to the World Economic Forum, 26 January 2012. http://www.

weforum.org/news/david-cameron-speech-davos-confident-future-europe
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There are broadly three types of individual saving:9

•	 Precautionary saving acts to insulate individuals and 

households against financial shocks and uncertainties, such 

as unemployment, major changes in family circumstances and  

other external factors. These are likely to be stored as liquid 

savings that are accessible at short notice.

•	 Long-term saving can help ensure an acceptable level of 

income after retirement. 

•	 Saving for end-of-life costs is needed to pay for social care in 

old age.

On all three fronts, current evidence suggests that UK 

households have saved too little, and in the longer-term must save 

significantly more.

Precautionary savings
Savings can build resilience against financial shocks. However, 

household indebtedness remains high and savings levels low. In 

2006–08, almost a quarter of British households had no savings 

(as defined by net financial wealth, encompassing the value of 

any investments and liquid savings net any non-mortgage debts). 

Half of all households had net financial wealth of £5,200 or less.10 

A similar proportion had less than £1,000 in liquid (i.e. accessible) 

financial wealth in 2005.11

In 2010, the IFS concluded that ‘the illiquidity of household 

wealth will, to some extent, have limited the capacity of some 

families to respond to unanticipated shocks to income’.12 Analysis 

9 An additional instinct may be an accumulation motive, namely saving when the expected returns are 

high. Given that this research covers a twenty year period and expected returns historically fluctuate in 

comparatively short-term cycles, there is less value in assessing this dimension.

10 Office for National Statistics, Wealth in Great Britain: Main Results from the Wealth and Assets Survey 2006/08 

(London: ONS, 2010), 32.

11 Crossley and O’Dea, The wealth and saving of UK families on the eve of the crisis (2010), 12.

12 Ibid, 1.
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of the British Household Panel Survey showed that between 1991 

and 2006 the number who were recorded as ‘not saving’ remained 

almost static at six out of ten, despite rapidly growing incomes.13

Such households were extremely vulnerable, possessing 

no source of funds to protect themselves from the risk of 

unemployment when the economy crashed.

The 2008–09 recession and subsequent stagnation left a 

significant minority of homeowners facing mortgage repayment 

difficulties, negative equity and, in extreme cases, repossession. 

That there was not a more cataclysmic impact on households was 

largely down to the fact that the Bank of England’s interest rate 

was cut from 5.5% at the end of 2007 to just 0.5% by early 2009. 

This, together with forbearance from providers, meant that the 

number of mortgages more than six months in arrears peaked at 

162,200 in Quarter 2, 2009, as compared to a height of 352,000 in 

the recession in the 1990s.14 

Such policy responses lessened the impact on households, but 

of course they could not insulate households completely. Those 

who have been fortunate enough to remain in employment have 

had to cope with low or negative wage growth and significant 

inflationary cost pressures, such as on fuel and food. Consequently, 

households on benefits and those on low to middle incomes have 

found it increasingly hard to finance spending.15 Real household 

disposable income rose by an average of only 0.6% between 2007  

 

 

13 Mark Taylor, Stephen Jenkins and Amanda Sacker, Financial capability and wellbeing: Evidence from the BHPS 

(London: FSA, 2009), 18.

14 Oxford Economics, How will the squeeze on UK household finances affect spending? (2011) Oxford Economics 

‘How will the squeeze on UK household finances affect spending?’ (2011) in Economic Outlook, vol. 35, Issue 

3, p. 5-13.

15 Resolution Foundation, Squeezed Britain: The annual Audit of Low-to-Middle Earners (2012) http://www.

resolutionfoundation.org/publications/squeezed-britain-low-middle-earners-audit-2010/
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and 2010, about half the growth of the previous four years and a 

quarter of the period preceding that.16 

Higher precautionary savings would have helped households 

withstand the consequences of the recession. Ensuring that 

households are better-placed to face the next economic crisis is 

fundamentally important from a policy perspective. But also because 

precautionary saving is the first step to building longer-term savings.

Pensions and long-term savings
The UK also currently suffers from low savings for retirement 

and widespread pension inadequacy. Lord Turner’s Pensions 

Commission estimated in 2004 that there were approximately 9 

million people saving too little for their retirement.17 There is little 

evidence to suggest that, in subsequent years, the situation has 

improved. The latest ABI Survey shows that 42% of respondents are 

currently not saving for retirement or are not saving enough. This 

is not driven entirely by ignorance of the costs of old age – 49% of 

those polled thought that they would not have sufficient resources 

by the time they retired.18 While it is perhaps unsurprising that 

individuals fail to achieve an optimal savings level given natural 

human myopia, the UK is facing a severe shortfall.

Box 1.2 Why individuals may not save optimally for their 
future consumption
Theoretically, individuals should smooth their consumption over their 

life, optimising the marginal benefit of expenditure at different points 

of their life. However, economists and behavioural scientists have 

provided compelling evidence that humans do not follow this pattern 

perfectly, and explanations why. 

16 Malindi Myers, The impact of the recession on household income, expenditure and saving (London: ONS, 2011)

17 Pensions Commission, Pensions: Challenges and Choices (Norwich: The Stationary Office, 2004), 159

18 Association of British Insurers, ABI Quarterly Consumer Survey 2011 Q4 (January 2012).  http://www.

insurancehound.co.uk/abstract/abi-quarterly-consumer-survey-2011-q4-9813



SOCIAL MARKET FOUNDATION

20

1 9

Failures in the market cause information constraints and individuals 

have incomplete knowledge of the costs or length of retirement. 

Cognitive frailties also divert individuals from an optimal allocation of 

consumption over time: a lack of self-control and time inconsistency 

leads to people placing less value on the future than the present to an 

excessive degree; loss aversion can magnify the benefits that would 

have come through spending rather than saving; bounded rationality 

may see people fall back on rule of thumb measures rather than 

optimal savings decisions.19

Rapid increases in late-life life-expectancy, which have occurred 

over the last 50 years, have multiplied the costs of old age.20 For 

instance, in 2015–16, the Exchequer will be spending over £90bn 

on a combination of state pension benefits and credits (in 2011–12 

prices).21 On retiring, people can now expect to live considerably 

longer than those who came before them. Governments in 

developed countries have, therefore, sought to limit these liabilities 

for the state,22 but longevity will put increasing pressure on the 

proposed Single State pension. Therefore, from both an individual 

and a fiscal perspective, private pension savings need to increase.

Saving for end of life costs
Alongside a growing shortage of retirement provision, the costs of 

care for older people have been growing dramatically, as illustrated 

by the report of the Dilnot Commission. The Commission found 

that individuals confront great uncertainties in terms of the costs 

of care: while a large number face minimal or relatively small costs, 

one in 10 of those aged 65 and over can expect costs of over 

19 Thomas F. Crossley, Carl Emmerson and Andrew Leicester, Raising Household Savings (London: British 

Academy, 2012), 21-24.

20 Financial Services Authority, Asset ownership, portfolios and retirement saving arrangements: past trends and 

prospects for the future (London: FSA, 2008), 5.

21 Office of National Statistics, Pension Trends Chapter 5: State pensions

22 OECD, Pensions at a Glance 2011 Retirement-income Systems in OECD and G20 Countries (Paris: OECD, 2011)
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£100,000.23 There is currently no functioning market for pooling  

this risk, and many older households face the possibility of being 

forced to sell their homes or run down their savings.

3. WHY THE STATE HAS AN INTEREST IN 
HOUSEHOLD SAVINGS

So, households have been saving insufficiently. But, what makes 

this a public policy issue? There are three core reasons why policy 

makers need to take an interest in household savings. First, low 

savings produce externalities in the form of households relying on 

additional benefit support. When households do not build their 

own financial resilience or set aside resources for their old age, the 

costs frequently fall on the state whether through unemployment 

benefits, mortgage support, state pension credits or means-tested 

care funding. Therefore, taxpayer money has been channelled 

through incentives – such as TESSAs, ISAs and pensions tax 

relief – to encourage individuals to build financial savings and 

contribute to personal pension pots. As Mark Hoban has argued, 

‘[the Government] want to see personal savings and personal 

responsibility play a more prominent role in our society.’ 24

A second reason for the state to engage in the agenda is to 

help people recognise that saving is positive for their well-being. 

Because of the assurance savings can provide, savings can bolster 

psychological well-being; meanwhile, studies have exposed a 

relationship between financial distress, low living standards and 

depression and psychological problems.25

23 Andrew Dilnot, Fairer Care Funding The Report of the Commission on Funding of Care and Support (2011), 13.

24 Speech by the Financial Secretary to the Treasury, Mark Hoban MP, to the Tax Incentivised Savings 

Association (TISA) conference, 17 November 2010.

25 Man-Yee Kan, Heather Laurie, Savings, investments, debts and psychological well-being in married and 

cohabiting couples (ISER Working Paper, 2010); Mark Taylor, The long term impacts of financial capability: 

Evidence from the BHPS (London: PFEG, 2011), 11.
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A third rationale has been made clearer by the current 

economic challenges, namely that household saving can make 

domestic household consumption more resilient to economic 

shocks. This in turn has positive implications for the stability of the 

macroeconomy. Greater levels of saving would allow households 

to follow a smoother path of consumption over the economic 

cycle, which could help limit the depth of future recessions. 

The current economic dilemma is, in part, the outcome of a 

highly uneven pattern of consumption over time. Governments 

have only a limited set of policy levers at their disposal through 

which to respond. Welfare transfers act as an automatic stabiliser – 

serving to boost consumption in times when household spending 

is being reduced. However, the current economic predicament 

suggests that this is insufficient. Policy makers could, therefore, 

look to use savings policy more proactively as a macro-economic 

tool. To this extent, therefore, a more consistent savings pattern 

could bolster resilience whilst also helping to make household 

consumption more stable over the economic cycle. But, this would 

represent a new intervention into the private sphere.

This chapter has outlined the UK savings problem, the benefits 

of higher savings levels for many households, and the public policy 

interest in seeing those needs fulfilled. But the lack of a ‘savings 

culture’ in the UK is a long-term challenge, which is not amenable 

to short-term fixes. Moreover, the current economic situation and 

powerful long-term trends, affecting savings levels and adequacy, 

mean that it is important to take a long-term perspective. 
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CHAPTER 2: WHY A LONG-TERM APPROACH?

1. THE INADEQUACIES OF A SHORT-TERM OUTLOOK

As Chapter 1 demonstrated, there are strong reasons to ensure 

that in the long-term the UK population saves more and prepares 

better both for unpredictable household financial shocks and 

for the predictable costs of retirement and older age. Although 

boosting household saving in the short-term would be calamitous 

for economic growth, there is a persuasive case for thinking about 

how to achieve that goal over the long-term. Therefore, this 

research seeks to explore and analyse economic, social and policy 

trends and identify the emerging policy challenges over a twenty-

year horizon.

Uncertainty as to how household savings will respond in 
the medium term
As an economic shock may emerge at any time, policy makers 

need to ensure that household resilience is established not simply 

as a rebound effect from the latest crisis or downturn but as an on-

going condition. However, there is little evidence to suggest that 

this will take place. 

At first glance, recent household saving ratios look comparatively 

healthy – 7.2% in 2010.26 However, as Chart 2.1 indicates, history 

suggests that this is likely to be the result of macro-economic 

conditions and it gives little insight into whether households 

will continue to save at such high rates in the medium– to long-

term. Household savings rates are typically inversely correlated to 

GDP growth. Because domestic consumption forms the biggest 

element of GDP, when savings rise, this is likely to drive a reduction 

in output. This is exacerbated by the fact that during economic 

26 Office for National Statistics, “Quarterly National Accounts Q4 2011” http://www.ons.gov.uk/ons/rel/naa2/

quarterly-national-accounts/q4-2011/stb---quarterly-national-accounts-gdp-q4-2011.html
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dips households often seek to build up an additional insulation to 

safeguard themselves against growing risks such as unemployment 

– the so-called ‘paradox of thrift’.27 It might be noted also that, 

notwithstanding this strong savings bounce-back, the household 

saving ratio has not lifted as high as it did in previous recessions. 

For instance, the savings ratio reached 12.2% in the early 1990s and 

14% in the early 1980s.28 This is due in part to loose monetary policy 

designed to prevent too much saving, and to relieve the burden of 

debt on over-indebted households and firms. 

Given these circumstances, the Bank of England’s Monetary 

Policy Committee has predicted that ‘some of that rise [in the 

household saving rate] could reverse over the forecast [period]’, 

with an important driver being the return of greater economic 

certainty, which reduces the motivation for precautionary savings.29 

The OBR has predicted that the savings rate will have fallen by a 

quarter from its peak by 2016.30 So, while the recent jump in the 

savings rate will weigh on growth in the short-term, there is no 

guarantee that it will remain high once growth returns. Indeed, it 

may need to fall if strong growth is to return.

27 Stuart Berry and Richard Williams, Research and analysis: Household saving (London: Bank of England,  

2009), 192

28 Oxford Economics, How will the squeeze on UK household finances affect spending? 

29 Bank of England, Inflation Report (London: Bank of England, 2011) 47

30 Office of Budget Responsibility, Economic and fiscal outlook, 80.
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Chart 2.1: The household savings ratio – the last fifty years
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Distribution of savings
If current understanding of future aggregate savings rates is 

uncertain, we have even less knowledge of how the distribution 

of saving and wealth will evolve in the future. The overall savings 

ratio hides a diverse pattern of activity across the population, 

which gives little insight into the adequacy of savings. Future 

British populations may save more in aggregate – but that does not 

necessarily mean they will all be more resilient or be better prepared 

for their old age. Saving may become concentrated in the hands of 

fewer individuals thus leaving a larger number exposed. Savings 

may be accumulated solely in pension pots or housing wealth 

thus leaving a population with the prospect of sound retirement 

income but little resilience to an economic shock. Therefore, the 

distribution of wealth is as important as the aggregate savings level 

from the perspective of individual households.

In terms of precautionary savings, the highly unequal 

distribution of net financial wealth (the value of any investments 

and liquid savings net any non-mortgage debts) currently leaves a 

large number of households with little or nothing to fall back on at 

all and many highly vulnerable (see Chart 2.2).

Source: Bank of England, Three centuries of data
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Chart 2.2 Distribution of net household financial wealth 
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Over the past fifteen years, a succession of policies has 

sought to rectify this imbalance and broaden the number of 

savers, but with limited success. Targeted subsidies through 

the Savings Gateway and Child Trust Fund have been victims of 

the Government’s budget cuts (the latter, in any case, had only 

marginal redistributive qualities). Universal incentives and pension 

tax relief have done little to reduce these inequalities and some 

have arguably aggravated them. 

The unequal distribution of precautionary and long-term 

savings also affects the aims of public policy makers. Small sums 

can help insulate low income households in times of hardship and 

help them avoid drawing on expensive credit. Ensuring that those 

on low incomes build up precautionary savings is a pre-requisite, 

but policy-makers should also aim to help them build long-term 

savings. Considerable attention should also focus on middle-

earners who need to be encouraged to build up both precautionary 

and long-term savings and where policy interventions can have a 

significant impact. 

However, designing an effective framework of incentives is 

complex. For instance, the treatment of savings in determining 

eligibility for out-of-work benefits dictates that families with over 

Source: Office for National Statistics, Wealth in Great Britain: Main Results from the Wealth and Assets Survey 

2006/08 (2010). Note this does not include pension wealth or mortgage debt.
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£16,000 are ineligible. Reforms to the tax credits system of in-work 

support will extend this savings rule to working families in the 

bottom half of the income distribution creating significant savings 

disincentives. Previous SMF analysis has shown that around 400,000 

families with children currently receiving tax credits will lose their 

entire eligibility for financial support under the Universal Credit.31 

However, middle income groups are exactly the constituency 

where policy makers can achieve the most beneficial impact in 

boosting long-term savings.

A changing world
The last section demonstrated that there is a growing problem of 

under-saving, which policy has thus far failed to tackle effectively. 

The danger is that a range of factors may exacerbate this dilemma 

in the future. Major demographic, economic and social forces are 

set to affect the ability of households to build up precautionary 

savings and to save adequately for their old age. Effective policy 

design and market regulation needs to be informed by an 

understanding of these seismic long-run trends. 

The level of savings and the saving ratio itself tells us little 

or nothing about the adequacy of long-term and precautionary 

savings. Instead, the adequacy of long-term savings is affected by 

a whole range of factors: the rate of saving and the size of the real 

income from which this is derived; end of life costs; life expectancy; 

the age at which entitlement to state pension support starts; and 

the retirement age. The ability to save is also affected by the extent 

of state support at different points in the life-cycle. Meanwhile, the 

adequacy of precautionary savings is affected by the rate of saving; 

the liquidity of the savings and the risks to which individuals 

are exposed.

31 Cited in House of Commons Library, Welfare Reform Bill: Universal Credit provisions Bill No 154 of Session 

2010–11 (March 2011), 25. http://www.publications.parliament.uk/pa/cm201011/cmbills/154/11154.i-v.html
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This section explores in brief five core trends that may influence 

savings adequacy in the decades ahead, before they are analysed 

in depth in the scenarios detailed in Chapter 5.

1. Demographic change

Demographic trends will see life-spans lengthen dramatically. 

Over the last forty years, life expectancy has risen by seven years. 

Whereas reductions in infant mortality had a significant impact 

on life expectancy historically, life expectancy gains are now 

projected to be driven increasingly by greater post-65 longevity. 

This could have significant consequences for the adequacy of 

long-term savings and the costs of care in old age. Employers have 

already responded dramatically to the increase in life expectancy 

by closing more generous defined benefit pension schemes to 

reduce their exposure to longevity risk. However, trends also 

suggest growing numbers of people working longer, raising the 

prospect of lengthening wealth accumulation into later life. 

2. Shifting household characteristics

Divorce rates, later establishment of families and households, a 

greater number of older people and other factors are leading to 

a major expansion of lone parent and single-person households.
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Table 2.1 Household projections by household type, England,  

2008–2033

Household type Percentage change 2008 to 2033

One person 54%

Couple with no other adults 15%

Couple with one or more adults -26%

Lone parents  
(with or without other adults)

59%

Other -1%

 

 However, different household types exhibit markedly different 

abilities to save and build wealth. For instance, DWP’s Families 

and Children Study reported that ‘couple families were twice as 

likely to save regularly compared to lone mothers (44% compared 

to 22%).’ 32 This suggests that the capacity for households to self-

insure, through multiple-earners in each household, is in decline.

3. Economic fortunes

The UK is currently experiencing a severe economic slump, which 

is longer in its duration than its predecessors in the twentieth 

century. Whether, when and how rapidly the economy will recover 

is unknown. Household debt as a proportion of income grew 

significantly in the last decade, with total personal debt reaching 

£1.4 trillion in 2009.33 In January 2012, McKinsey concluded that, 

if the recent pace of UK household deleveraging continued, ‘the 

ratio of household debt to disposable income would not return to 

its long-term trend until 2020.’34

32 Department for Work and Pensions, Families with children in Britain: Findings from the 2008 Families and 

Children Study (FACS) (London: HMSO, 2011) http://research.dwp.gov.uk/asd/asd5/rports2009-2010/rrep656.pdf

33 Financial Inclusion Centre, Report 1: Debt and households incomes (London: FIC, 2011), 13

34 Karen Croxso, Susan Lund, Charles Roxburgh, ‘Working out of debt’, McKinsey Quarterly, (2012) https://www.

mckinseyquarterly.com/Working_out_of_debt_2914 

Source:  DCLG, Household projections (2010)
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High unemployment and low real earnings growth could 

serve to depress savings.35 Meanwhile, fluctuations in inflation and 

interest levels could affect whether debt is ‘inflated away’ and /or 

the affordability of credit, both of which could affect the proportion 

of income that households are forced to divert to service debt.

4. Growing income inequalities driving wealth inequalities

Research by the IFS and others has demonstrated a clear 

relationship between income levels and household wealth within 

a cohort.36 However, the distribution of income gains has grown 

increasingly unequal over the last fifty years. 

This, combined with intergenerational transfers of wealth and 

limited social mobility, has caused wealth inequality to grow. This 

is partly affected by the distribution of property wealth which 

has exacerbated wealth inequality. One notable development is 

a long-run trend towards older homeowners, a reflection of the 

dramatic consequences of this distribution of property wealth for 

younger generations.37

5. State retrenchment, regulation of the private sphere and 

policy change

The state finances face major challenges in the years ahead. The 

Government has already set in train significant cuts to transfers 

and public services. Some of these, such as tuition fees, will 

leave individuals to pick up more costs. Last November, the OBR 

predicted that a further £15bn of spending cuts will have to be 

devised and implemented by 2016. Meanwhile, the ratio of debt 

to GDP is only projected to start to fall in 2015–16. Even then, the 

35 Income levels are a strong influence on savings, with the Wealth and Assets Survey showing that nearly 

two-thirds of those who were not saving into a pension cited a low income, being out of employment or 

being in education as the cause. ONS, Wealth in Great Britain: Main Results from the Wealth and Assets Survey 

2006/08

36 Thomas F. Crossley and Cormac O’Dea, The wealth and saving of UK families on the eve of the crisis

37 Matt Griffith, Hoarding of Housing: The intergenerational crisis in the housing market (London: Intergenerational 

Foundation, 2011), 4
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costs of an ageing population and especially associated pressures 

on the health budget will add upward pressure on public spending 

over the longer term.38 Policy changes may see financial risks 

and burdens on individuals increase in the years ahead as the 

Government seeks to contain public debt.

Specific changes to pension policy aim to reverse the long-term 

decline in membership of occupational pensions, with workers 

automatically enrolled into occupational pension schemes from 

2012. This has the potential to have an immense impact, increasing 

the number of pension savers by up to 9 million. However, how 

effective this policy will be remains to be seen. There are concerns 

about the numbers who may opt-out of the scheme but also about 

the level of contributions that employers and employees will make 

towards their retirement. Not only this, but the implications of auto-

enrolment for precautionary savings levels is something that will 

also be of concern to policy makers seeking to boost households’ 

resilience to shocks. 

This research
Anticipating and responding to these trends and factors should be 

a fundamental role of policy-makers so that households are better 

prepared for shocks to their income and so that the population can 

plan effectively for their old age. 

A number of the changes set out above have received attention 

as stand-alone factors: policy-makers have analysed the impact of 

specific Government policies (such as the adjustment to the State 

Pension Age and the effect of auto-enrolment),39 and the response 

to longevity has been explored extensively. However, this research 

aims to look at a broad range of long-term factors and assess  

 

38 OBR, Fiscal sustainability report

39 See Pensions Policy Institute Research
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how they will interact with each other and affect the adequacy 

of household savings and financial resilience 20 years from now.

The analysis that follows is predominantly economic in nature. 

This is not to say that it is impossible to envisage a change in the 

‘savings culture’. Over the twentieth century, how working people 

saved changed dramatically; and Government efforts to promote 

the culture of saving through social marketing or other means, 

could have a positive impact. However, the economic case for 

savings behaviours is much better documented than cultural 

issues, and an understanding of the shifting economic sands on 

which any savings culture must be built is essential.

In exploring these major dynamics, this research asks two 

key questions:

•	 What are the factors that are likely to affect the adequacy and 

distribution of savings levels of the population in 2032?

•	 What do these trends mean for policy?
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CHAPTER 3: METHODOLOGY

SCENARIO PLANNING

Our research questions are necessarily broad and ambitious. This 

study uses a technique called scenario planning to answer them. 

Scenario planning is a methodology that enables organisations 

and policy makers to think strategically about the future within 

which they will operate.

Scenario planning is not forecasting. The latter can offer 

estimations into the near future. It can also make longer-term 

predictions where the number of factors under consideration 

is limited. For instance, the Pensions Policy Institute has done 

excellent modelling work looking at the likely number of pensioners 

living in poverty up to 2025 under a series of different state 

pension options.40 However, in dynamic policy areas, where a very 

wide range of factors are being analysed over long time frames, 

modelling techniques are inadequate: uncertainties compound 

and multiply over time; and fundamental relationships between 

variables that are used to create a forecast will inevitably shift over 

long time horizons. This means that efforts at forecasting can give 

a misleading sense of certainty in such cases.

By contrast, scenario planning aims to set out a series of 

plausible futures. A wide number of factors can be explored and 

the interactions between factors can be assessed qualitatively. 

Such approaches can also take account of the impact of different 

discrete outcomes in a way that other techniques cannot. The 

advantage of such an approach is to help us to think about longer 

term challenges and how policy makers might respond.

40 Pensions Policy Institute, The implications of Government policy for future levels of pensioner poverty (London: 

Pensions Policy Institute, 2011)
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First used by oil corporations in the 1960s, scenario planning has 

been employed extensively by businesses, researchers and public 

policy makers in subsequent decades. For instance, the Department 

for Business, Innovation and Skills runs a series of Foresight projects 

looking at future industrial and business scenarios. Other recent 

applications have included the RSA’s research exploring future 

public services; and analysis of future employment patterns by the 

UK Commission for Employment and Skills.

The scenarios developed in this report do not claim to be 

exhaustive. The actual situation in 2032 may differ from those 

outlined here. However, this research and report seeks to stimulate 

debate and consideration on what the future could look like. By 

clarifying the relevance, certainty and importance of different 

factors – and considering how they could interact – it aims to help 

individuals, public policy makers and the financial services sector 

think seriously about how the savings policy environment will 

develop and what future challenges might emerge.

HOW THE RESEARCH WAS UNDERTAKEN

The SMF went through a series of phases to arrive at the scenarios 

set out in this report:

1. Extensive literature review to identify the key factors that affect 

household savings activities.

2. Data analysis to discover trends that related to the factors 

identified in Phase 1.

3. An initial scenario planning workshop where experts debated 

and rated the trends that the SMF presented to them. After 

discussion on each trend, participants were asked to score the 

importance of the factor (up to 10) and the certainty of the 

factor occurring (up to 10). The list of factors is re-produced in 

Annex 1 with a description of why each factor was selected for 

discussion.
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4. The rating of these factors allowed the SMF to identify two sets 

of trends that became the basis of the scenarios:

a.  Driving forces: those factors that were identified as important 

and likely to occur.

b.  Critical uncertainties: those factors that were identified as 

important but where there was significant uncertainty as to 

whether they would occur.

5. The designing of plausible scenarios that made use of ‘driving 

forces’ and/or ‘critical uncertainties’. This was done by interweaving 

factors to develop logical scenarios. These were then presented 

at a second workshop session. The scenarios were debated as 

were the implications of these scenarios for policy makers.
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CHAPTER 4: THE FACTORS AND DESIGNING 
THE SCENARIOS

Chapter 2 gave an outline of the broad factors that are likely to 

shape the propensity to save and savings adequacy in the future. 

This chapter describes the process that the SMF went through to 

understand these factors in greater depth, to shortlist them and to 

devise scenarios. 

To identify the most plausible scenarios, a long-list of possible 

factors was debated and discussed in a planning session with 

experts in the field. This tested the relevance of each factor and 

rated them across two dimensions: importance or impact, and 

their likelihood of occurring (for a full list and brief description of 

these factors, please see Annex 1). 

The chart below sets out the average scores recorded by the 

participants and positions each factor across two axes: level of 

impact (10 being high) and level of certainty (10 being high).

Figure 4.1 How the factors were rated
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This session and analysis allowed the SMF to identify eight 

‘driving forces’ (pictured in blue in Figure 4.1), to identify four 

critical uncertainties (pictured in grey) and to remove other factors 
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from consideration. Eight factors were categorised as highly likely 

to occur and of significant importance. These ‘driving forces’ were:

•	 Growing income inequality over time

•	 Growth of housing wealth inequality over time

•	 Longer life expectancy

•	 Decline of defined benefit pension saving and the comparative 

rise of defined contribution

•	 Trend towards older first homeownership

•	 Increasing prevalence of working past retirement age

•	 Growth in student indebtedness

•	 Changes to household constitution

Four factors were identified as ‘critical uncertainties’.

•	 Speed and rate of economic recovery

•	 Extent and speed of household deleveraging

•	 Success of the auto-enrolment policy

•	 Introduction of mandatory savings schemes

HOW THE FACTORS WERE USED TO DEVELOP 
THE SCENARIOS

The purpose of the scenarios set out below is to understand how 

the trends identified above could combine and affect the financial 

resilience and savings adequacy of households twenty years 

from now. The research has deliberately avoided playing out the 

consequences of an apocalyptic event such as a nuclear war or flu 

pandemic for obvious reasons, despite the fact that, theoretically, 

these could be termed uncertain and important.
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The scenarios are not designed intentionally to provide a rosy 

or pessimistic portrayal of the future. It could be argued that the 

Core Scenario is overly optimistic, especially on the grounds of the 

immediate prospects for economic growth. However, at the time 

of the research, respected economic forecasters suggested that a 

reasonably rapid return to trend growth of 2 per cent was the most 

likely eventuality.

Our Core Scenario looks in depth at the ‘driving forces’ and 

how these may play out and interact. It also makes assumptions 

for ‘critical uncertainties’ – factors such as the performance of the 

economy and auto-enrolment – as it would be implausible for 

these not to play a role in determining savings levels. The report 

also explores two alternative scenarios which assess how the 

‘critical uncertainties’ could play out in different ways.

The three scenarios explored are:

•	 Core scenario: ‘Economic growth: but few solutions’

•	 Alternative scenario 1: ‘A Japanese lesson’

•	 Alternative scenario 2: ‘A pyrrhic policy victory’
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CHAPTER 5: THE SCENARIOS IN 2032

These scenarios take place twenty years from now. Each is described 

from the perspective of 2032. Each scenario includes a narrative 

description followed by a summary of public policy considerations.

SCENARIO 1: ‘ECONOMIC GROWTH: BUT FEW SOLUTIONS’

Summary
In 2032, the UK economy is prospering. There was a rapid recovery 

following the financial crisis and recession of two decades earlier. 

The economic rebound between 2012 and 2015 meant that the 

employment scarring effects of the 2008 financial crisis and 

subsequent fitful growth were limited. However, governments have 

struggled to contain the rise of income and wealth inequalities. 

A series of factors have driven a shift in life-cycle savings patterns. 

These have resulted in greater inequalities in the distribution of savings 

and have raised major questions about savings adequacy especially 

for working age people. Individuals are working until 67 to earn their 

state pension. Many are also working beyond the State Pension Age to 

supplement their income owing to the impact of growing longevity 

on annuity rates.

Young people are increasingly frozen out of home ownership. 

Pressures of student indebtedness and the unaffordability of homes 

have had an effect on the ability of the younger generations to get on 

the housing ladder and to build up savings.

Auto-enrolment has seen six and a half million additional 

members of defined contribution schemes. 

 
THE ECONOMY TURNS ROUND

Despite some forecasts to the contrary, the UK returned speedily to 

growth in the aftermath of the recessions and weak growth of two 

decades before. The early signs of reductions in household debt 

levels, spotted in 2011, indicated what was to come: households 
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deleveraged quicker than many predicted.41 The UK economy 

returned relatively speedily to health and trend GDP growth of 

2%, and many economists’ medium-term predictions were thus 

proven correct.42 This was driven by growth in exports led by 

the business services sector. Private business confidence swung 

round leading to a pick-up in corporate investment.43 This dynamic 

allowed households to save and government to cut the budget 

deficit as planned.

In the ensuing years, despite economists’ concerns that a 

growing proportion of economic gains would be distributed to 

shareholders rather than labour, income and benefits-in-kind have 

tracked economic growth.44 Therefore, household disposable 

income has kept pace with GDP growth.

DISTRIBUTIONAL CONSEQUENCES

The shape of the labour market has contributed to continued 

growth in income and wealth inequalities, with the increase in 

income inequality witnessed in the fifty years leading up to 2011 

broadly maintained. This has been driven in part by the labour 

market continuing to hollow out gradually, which has led to 

increasing employment polarisation due to a growth of high– and 

low-skilled jobs. Technology has further undermined demand 

for routine workers in administrative functions, and process and 

machine operative occupations, thus holding down wages at the 

41 See for example McKinsey, Debt and deleveraging: Uneven progress on the path to growth (2012)

42 Financial Services Authority, Rates of return for FSA prescribed projections (London: PriceWaterhouseCoopers, 

2012), 3-4

43 These factors are identified as crucial to growth in McKinsey, Debt and deleveraging: Uneven progress on the 

path to growth (January 2012)

44 João Paulo Pessoa and John Van Reenen, Decoupling of Wage Growth and Productivity Growth? Myth and 

Reality (London: Resolution Foundation, 2012)
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bottom end of the labour market.45 This has served to perpetuate 

an increase in the proportion of employees whose hourly wages 

are below two thirds of the median income.46

Chart 5.1: Household income distribution over time (equivalised 

weekly income before housing costs, net of direct taxes. Prices are 

constant 2009/10 prices)
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This has presented policy makers with a series of dilemmas. 

The better-off more generally have seen their incomes increase 

by a much larger factor than those lower down the income 

spectrum (see the factor increases in Chart 5.1). Coupled with 

the higher marginal propensity to save amongst top earners, this 

has led to a further skewing of savings activities towards the top 

and stronger wealth inequality as a consequence. An increasingly 

disproportionate share of savings tax relief is absorbed by those on 

higher incomes.

45 For forecasts of UK occupations see UK Commission for Employment and Skills, Skills for Jobs: Today and 

Tomorrow (London: UKCES, 2010), 30. Recent historic changes are covered well in Paul Sissons, The Hourglass 

and the Escalator Labour market change and mobility (London: -The Work Foundation, 2011)

46 The proportion of those whose hourly wages falls below two thirds of the median increased as a proportion 

of the population between 1977 and 2009 from 12% to 22%. See TUC, Britain’s Livelihood Crisis (London: 

TUC 2009)

Data from IFS: Inequality and poverty spreadsheet
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Despite strong GDP and earnings growth, income expectations 

in retirement remain largely unmet. On either extreme of the 

income spectrum, this problem is not acute. Real terms increases 

in state pension income through the Single Pension and the ‘Triple 

Lock’ is looking after low– to moderate-income pensioners and 

providing them with a decent replacement rate. Proportionately 

higher income growth at the top of the income distribution, 

alongside higher marginal savings rates, means that the state does 

not need to worry about their retirement savings. However, those 

on middle incomes are struggling to set aside sufficient resources 

to meet a replacement rate of two thirds of their income and to 

absorb the additional investment risks associated with having 

a Defined Contribution pension. Contribution rates of 10% are 

insufficient for middle earners to meet a replacement rate of 70%, 

for those that have followed the prompt of the State Pension Age 

and retired at 67.47

Concerns about wealth inequalities have been exacerbated by 

a growth in the number of single parent households. Since 2008, 

the number of single parent households in England has risen by 

over 50% to 2.6 million.48 Members of these households have 

much lower financial and physical wealth than other households 

and, reliant on only one income, are less resilient to shocks. Their 

comparatively weak connection to the labour market also presents 

them with fewer opportunities to improve their circumstances.

However, the Government’s scope for investing more in 

incentives, reliefs and subsidies to encourage saving among less 

47 Pensions Policy Institute, Retirement income and assets: outlook for the future (London: PPI, 2010), 16. This 

relates to an average employee contribution of 3% for the employee and 7% for employer remaining stable 

over time. Office for National Statistics, Pension Trends (2009). The calculation was made by the PPI on the 

basis of a median earner saving since the age of 30. The Pensions Commission accepted that the median 

earner would want to realise a replacement rate of 67%. Pensions: Challenges and Choices, The First Report 

of the Pensions Commission, cited in Paul Johnson, David Yeandle and Adrian Boulding, Making automatic 

enrolment work (London: The Stationary Office, 2010).

48  Figures developed from Communities and Local Government, Household Projections, 2008 to 2033, England 

(UK: CLG, 2010)
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wealthy households has reduced dramatically in recent years 

because old age-related expenditure – especially health has risen 

and is set to increase further.49 

SAVING FOR LONGER

In 2032, life expectancy stands at 94 for a man and 97 for a woman 

– each growing by three years over the past two decades.50 While 

extensions to life expectancy in the past had come largely from 

lower mortality in early life, recent extensions have predominantly 

come after the age of 65 rather than before-65. However, healthy 

and disability-free life extensions have continued to lag behind, 

and the number of people growing old is having many implications 

for savings adequacy.

Chart 5.2: Projected principal period life expectancies at State Pension 
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While the proportion of younger dependents (aged 0 to 14) 

in the UK has remained constant at around 17%, the percentage 

49 Office for Budget Responsibility, Fiscal sustainability report, 62, Annex D.

50 Office for National Statistics, 2010-based Period and Cohort Life Expectancy tables (London: ONS, 2011). 

http://www.ons.gov.uk/ons/dcp171780_238828.pdf. These figures relate to Cohort Life Expectancy which 

allow for known or projected changes in mortality in later years.

Source: Data taken from ONS, Summary - Chapter 3: Life expectancy and healthy ageing (February 2012), Figure 

3.1. This chart factors in the change announced in the Autumn Statement 2011 which brought forward the 

increase to 67 in the SPA.
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of those aged 60-plus has increased by a fifth to represent 27% of 

the population. The number above 80 has increased to represent 

6% of the population; meanwhile the number of centenarians has 

increased by more than a factor of five to over 84,000.51 Therefore, 

pressure has been exerted on the dependency ratio by an ageing 

population and by the State Pension Age lagging behind longevity 

increases (see Figure 5.2). The increasing gap between SPA and life 

expectancy also aggravates the problem of savings adequacy.

THE END OF AUTO-RETIREMENT

Over the last twenty years, there has been a blurring of employment 

and retirement, with the trend towards older employment 

persisting. This has been driven by both ‘push’ and ‘pull’ factors.

Chart 5.3: Proportion of people working by age group and sex over SPA
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On the positive side, it has been spurred by the increasing 

activity of older people who now enjoy longer periods of healthy 

later-life activity than they did in the past. Regulation has added 

some extra protection for the rights of older workers.

51 Sarah Harper, Kenneth Howse and Steven Baxter, Living longer and prospering? Designing an adequate, 

sustainable and equitable UK state pension system (London: ClubVita LLP and Oxford Institute of Ageing, 

2011), 6; ONS, What are the Chances of Surviving to Age 100? (London, ONS, 2012), Figure 2b.

Source:  Data from Pension Policy Institute, Facts and Figures, Table 3.1.
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Conversely, on the push side, due to information constraints 

and extensions to life expectancy, many individuals continue 

to dramatically underestimate their life expectancy and save 

insufficiently early in their lives.52 Second, there are now no defined 

benefit (DB) schemes taking on new entrants and auto-enrolment 

has seen six and a half million additional members of defined 

contribution (DC) schemes. The demise of DB pension schemes 

has increased the incentive for, and the necessity of, employment 

post-SPA. 

As less generous pension plans, DC plans have forced a 

larger number to work longer to build up adequate savings for 

retirement. This is because the shift from defined benefit to defined 

contribution has transferred both longevity risk and investment risk 

from the employer over to the individual, but also because annuity 

rates have declined due to longer retirements. Pension providers 

themselves have responded to this trend, and more people are 

deferring annuitisation to a later date. Awareness has also grown of 

the entitlement to postpone take-up of the state pension in return 

for higher payments later.53

LABOUR MARKET RESPONSE AND THE NEW EXCLUDED

However, despite regulatory reforms and the abolition of the 

default retirement age, there are now major questions about 

whether those who most need to continue to work in order to 

accumulate adequate pension pots are capable of doing so. The 

response from employers has been patchy. Inflexibility within 

some industrial sectors has limited the scope of some workers 

to extend their working lives and savings activities. For example, 

those in manual work are less likely to be able to fulfil their tasks; 

52 A recent survey by the ABI indicated that six in ten underestimate the time they will spend in retirement (by 

at least 20%). ABI, ABI Quarterly Consumer Survey 2011 Q4. http://www.pensions-institute.org/workingpapers/

slides1014.pdf

53 Craig Berry, Gradual retirement and pensions policy (London: International Longevity Centre, 2011), 8.
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those operating on production lines or in teams are often unable 

to work remotely or move to more flexible hours.54 

What is more, although working lives are extending for many, 

the costs of ill-health and unemployment in early old age are 

rising. This scenario is presenting particular dilemmas for many 

lower-skilled groups. Less able than their professional peers to 

meet the demands of their employment and more likely to retire 

early for health reasons, many are facing low pension incomes. As 

in the past, a significant minority get pushed into early retirement 

through ill-health – but the costs of this are now greater for 

individuals and the state.55

A larger number of older people are also having to provide 

care to an ageing population, thus limiting their participation in 

the labour market. The number of those aged over 65 who need 

care has grown over the last two decades. And, the proportion of 

those aged 65 to 74 who have to provide substantive care to their 

parents has increased by a third since 2010, reducing their ability 

to lengthen their working lives and to build up pension wealth.56

54 For these restrictions, see Institute of Employment Studies, An Ageing Workforce: The Employer’s Perspective 

(2009), 16–17, passim.

55 http://www.ifs.org.uk/elsa/report10/ch2.pdf, p.21. Those in higher wealth quintiles are more likely to 

remain in work beyond the SPA. Craig Berry, Gradual retirement and pensions policy (London: ILC, 2011), 9-10. 

Craig Berry, The Future of Retirement (ILC, 2010)

56 Linda Pickard, Informal Care for Older People Provided by Their Adult Children: Projections of Supply and Demand 

to 2041 in England (London: PSSRU Publications, 2008), p.9. http://www.pssru.ac.uk/archive/pdf/dp2515.pdf
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ATTITUDES TO WORK AND RETIREMENT

These factors have led to a cultural shift in attitudes 

towards retirement.5758

Box 5.1 What retirement has meant historically
In the nineteenth century retirement was characterised by poverty 

as the Poor Laws did little to support those from the working class.57 

Post-1945, retirement evolved from ‘a rest, to a reward, to a right’. In the 

immediate decades after the war, many continued to work beyond 

65 – in 1961 40% of those aged 65-69 continued to work.58 In the 

following two decades, with the spread of occupational pensions 

and the prevalence of fixed retirement ages, people increasingly 

looked on retirement as a reward for work. Over time, this established 

retirement – and the leisure and other pursuits that could be followed 

– as an entitlement.

Figure 5.4 Perspectives towards retirement

Mid-C20th Early C21st 2032

Rest Reward Right Rest

In 2032, retirement is becoming an ‘earned rest’, as people work 

until they can afford to retire. The demise of DB has been influential, 

with the costs of growing longevity resting on the shoulders of 

individuals. Proportionately higher contributions are required and 

later into life to sustain most people’s desired standard of living.

The pattern of consumption in older life in 2032 has also re-

orientated the market to provide more flexible products. Those 

over state pension age may now go through a series of phases: 

full-time or part-time work; active leisure; less active retirement; 

57 Social Issues Research Centre, The Freetirement Generation (Oxford: Social Issues Research Centre, 2007), 4-5.

58 Trajectory, Will retirement disappear (Glimpses). Accessed from http://www.glimpses.community.librios.

com/?id=-3098
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and costly older care. These phases of older life each require 

very different levels of income, which traditional annuities and 

regulations may not adequately meet. 

GENERATIONAL DIFFERENCES

Powerful differences have developed across generations. Student 

indebtedness has grown following the introduction of higher 

university fees in 2012 as well as loans for Further Education. 

HE graduates have to pay off their debts for much longer time 

periods. As student loan repayments have displaced savings,59 this 

has meant a large number in the younger cohorts (18 to 40) are 

deferring their savings activities for longer.

Chart 5.5 Aggregate student debt levels in Student Loans Company 
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Younger generations are beset with other challenges that 

threaten their financial resilience and long-term savings. They are 

waiting longer to establish families and homes.60 They are also 

struggling to get on the housing ladder and to build up wealth. 

59 Mark Bryan, James Lloyd, Birgitta Rabe and Mark Taylor, Who Saves for Retirement? (London: Strategic 

Society Centre, 2011). This research estimates that someone with a student loan is 5% less likely to join an 

occupational pension scheme. 

60 Craig Berry, Resuscitating Retirement Saving: How to help today’s young people plan for later life (ILC, 2011), 4.

Source: Freedom of Information Request response. http://www.scribd.com/doc/63078079/LC-exclusive-

Student-Debt-Forecast Debt and families. It factors in expected tuition fees of £7,500 per year.
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The trend towards older first homeowners has continued. 

The percentage of those over 75 who are now homeowners has 

continued to grow and has breached 80%. Housing wealth held 

among pensioners has grown by 40% over the last two decades.61 

Housing supply constraints have compounded this distributional 

effect. Despite the efforts of successive governments to promote 

house building through the deregulation of the planning system, 

there has been little progress in narrowing the gap between the 

growth of demand for homeownership and the supply of new 

housing. While the number of households in England has grown 

by an average of 232,000 per year, supply has failed to expand 

beyond its average between 2000 and 2010 of 162,000 new houses 

per year.62 Over the last two decades, the difference between new 

households formed and new homes built has added up to 1.4 

million. This has kept house prices high, further transferring wealth 

from young to old.

Chart 5.6 Owner occupation by age group 1981-2010 
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61 PPI, Retirement income and assets: how can housing support retirement? (London: Pensions Policy Institute, 

2010), 28.

62 These figures have been taken from CLG, Laying the Foundations: A Housing Strategy for England (London: 

Communities and Local Government Publications, 2011), Chapter 2. The average net housing growth per year 

between 1991 and 2010 was 160,000 – IPPR, The Good, the Bad and the Ugly (London: IPPR, 2011).

Source: Matt Griffith, Hoarding of housing (Intergenerational Foundation, 2011), 4
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Therefore, while interest rates have not risen sharply and 

access to credit has ebbed and flowed over the past 20 years, there 

have been few opportunities for younger members of society to 

buy property and the trend towards older homeownership has 

continued. Fewer than one in ten of those aged 16–24 are now 

homeowners down from more than one in three forty years before, 

whilst fewer than four in ten 25–34 are homeowners compared to 

two in three forty years before. Younger people are also carrying 

larger debts that severely limit their disposable income. Attitudes 

to home ownership have also continued to evolve, with younger 

people showing less interest in the idea of homeownership – 

though it remains unclear how far this is driving the change or 

simply reflecting the unavailability and unaffordability of homes.63

This has had important implications for which households 

are building up long-term assets through homeownership. Many 

of the younger generation are waiting to see if they will become 

homeowners. A growing number in the 40-to-55 bracket are also 

renters. Many homeowners in these age brackets are likely to have 

benefited from the distribution of wealth from their parents. An 

increasing reliance on the ‘bank of mum and dad’ and on other 

transfers has exacerbated differences in net wealth within cohorts. 

Although partly eroded through the proclivity of the Baby Boomer 

generation to consume and to ‘spend the kids’ inheritance’, and 

an increasing reliance on equity release to fund old age care, 

inheritances and inter-generational transfers have perpetuated 

the wealth inequality within cohorts.64 Indeed, as homeownership 

becomes concentrated in the older population, property has 

constituted an increasing part of inheritances, even though there 

has not been asset price inflation as experienced in the lead-up 

to the financial crisis. It is noteworthy also that as inheritances are 

63 Alison Wallace, Public attitudes to housing (York JRF, 2010), 8; DCLG, Public attitudes to housing in England 

(London: HMSO, 2011), 27.

64 Lindsey Appleyard and Karen Rowlingson, Home ownership and the distribution of personal wealth (York JRF, 

2010); Karen Rowlingson and Stephen McKay, Attitudes to inheritance in Britain (York JRF, 2005)
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increasingly transferred after the beneficiary has established a 

family, this means more families in the rented sector and greater 

pressure on rental regulations to provide stability and security of 

tenure that families require.

These factors have affected the financial portfolios of younger 

generations. Fewer are now exposed to housing market fluctuations. 

But, higher rents – reflecting restricted housing supply – have left 

many with no more money to set aside for savings than they would 

have had at their disposal had they owned a home. Saving for a 

deposit previously acted as a strong motivation for young people 

to save.65 This motivation has been eroded as homeownership has 

become a more distant and less attractive prospect. Therefore, 

there has only been very partial substitution from saving through 

a home to other saving. This means lower net wealth amongst 

this cohort. These implications have not been felt evenly across 

the regions, with the greatest demand pressures being exerted in 

London, the South East and East of England.66

FISCAL SQUEEZE

The costs of the state pension under the Triple Lock have almost 

doubled over the last two decades.67 As this trend is set to continue, 

the Government is looking to promote more private saving so as 

to allow it to cut the Triple Lock. Largely as a result of pension and 

health costs, the public sector net debt looks set to begin rising 

again towards 100% of GDP.

65 Berry, Resuscitating Retirement Saving: How to help today’s young people plan for later life, 13.

66 Schmuecker, The good, the bad and the ugly: Housing demand 2025

67 ONS, Projected expenditure on state pensions and related benefits, 2010/11 to 2050/51.
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Chart 5.7: Institute of Fiscal Studies: Debt forecasts – with and without 

policy action and the estimated impact of an ageing population
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Public policy considerations 
This scenario has raised a number of public policy considerations that 

could be prominent in 2032.

•	 Widening inequalities have posed particular problems for the 

Government’s tax relief and savings incentives policies. Concern 

has continued to grow over the distribution and take-up of 

savings incentives and tax reliefs. The Government is looking 

increasingly at targeting tax relief and savings incentives more at 

middle-income families.

•	 Changes in household structures have led to growing policy 

interest in single-parent households, welfare and work policy.

•	 There are concerns about the adequacy of long-term saving 

especially in the middle of the income distribution. The 

Government is seeking to raise minimum contributions in the 

pensions auto-enrolment scheme, and is exploring policies that 

pre-commit individuals to higher contributions.

•	 Inequality of employment opportunities has become ever 

more important. Those who previously would have secured 

reasonable retirement income through their working life may 

find their late-life unsuitability to the job market and growing 

longevity hits their pension income hard. Employer regulation, 

flexible employment practices and pension policy have become 

key interconnected public policy goals. This is spurring new 

forms of income protection insurance as workers seek to insulate 

themselves from the growing uncertainties in later life.

•	 There has been growing demand for more flexible long-term 

savings products as people are seeking to choose how they 

draw down their wealth as they shift to part-time work and as 

consumption levels vary significantly in post-retirement-age life.

•	 There are rising concerns about how younger people can be 

encouraged to save: fewer are able to build up assets through 

homeownership and many carry heavy student debts.

•	 High levels of financial wealth have become increasingly associated 

with inherited or transferred wealth among those under 50.

•	 In response to the accumulation of large illiquid assets in the form 

of property, equity release has become a major source of late-life 

income for the current generation of retirees who are asset rich.
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SCENARIO 2: ‘A JAPANESE LESSON’ – SLOW 
DELEVERAGING AND SAVINGS WITH HANDCUFFS68

Summary
The UK economy is now growing strongly again after an economic 

‘lost decade’ between 2010 and 2020. The deleveraging economy 

largely stagnated until the middle of the decade, before returning 

slowly to trend growth of 2%. This protracted period meant a 

permanent reduction in output relative to what it would have been 

had it followed the 2003 and 2007 trend.69

Slow deleveraging in the aftermath of the financial crisis of 2008 

and the subsequent recessions showed that households were slow to 

escape indebtedness. A large number of highly-indebted households 

faced an uphill task as they tried to set aside sufficient resources for 

their retirement in the years after the slump.

In part due to these economic constraints and low earnings 

growth, the ‘nudge’ of auto-enrolment has failed to live up to hopes. 

When the scheme was introduced only 5 million of the 9 million initial 

eligible participants signed up. Although somewhat disappointing, 

this raised significantly the numbers actively contributing to some 

form of non-state pension provision. As the scheme continued, take-

up did not increase to any significant degree, while average savings 

rates tended to ‘level down’ to the 8% default rate.

As economic growth strengthened, households reverted to a 

pattern of high consumption and growing debt levels. With take-up 

under auto-enrolment low, growing concerns about the liabilities that 

may fall on the state and the danger of high household indebtedness 

returning, the Government has decided to introduce a mandatory 

savings scheme.

THE ECONOMIC JOURNEY

In the aftermath of the recessions of 2008–09 and 2011–12, the 

heavy debt burden on households and falling asset prices meant 

68 OBR, Economic and fiscal outlook (2012), 42.
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that deleveraging was a slow process. Historical examples had 

indicated that major increases in household debt would take many 

years to pay off – and the UK was no exception.69 Therefore, the 

OBR’s estimates from November 2011 proved correct in the short 

and medium term, and household debt remained high.

Chart 5.8: OBR projection of household debt as a share of disposable 

income, November 2011
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Combined with low earnings growth, debt weighed heavily 

on consumption and subsequently fed back into lower aggregate 

demand in the first half of the 2010s.70 Other avenues of growth 

did not materialise in the short term: exports did not grow as 

hoped; real business investment had dropped in the lead up to 

the crisis and the recession, and it did not recover. Real-terms 

household earnings growth ran at 0.5% a year for five years and 

took a further three years to rise to 2% from there. Inflation levels 

remained low despite low bank interest rates and quantitative 

easing programmes, but access to credit remained restricted.

69 Karen Croxson, Susan Lund, Charles Roxburgh, ‘Working out of debt’, McKinsey Quarterly, 2012 https://www.

mckinseyquarterly.com/Working_out_of_debt_2914

70 See for example IFS, Green Budget, 26.

Source:  Cited in FSA, Retail Conduct Risk Outlook 2012 (2012), 19.
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THE HIDDEN INDEBTEDNESS PROBLEM: 2012 TO 2017

From 2012 to 2017, high stocks of long-term debt left little 

room for many households to divert income to savings. High 

debt levels left people vulnerable to shocks of unemployment, 

asset price fluctuation and inflation. Persistent uncertainty over 

unemployment led increasingly to diversion of retirement saving 

towards precautionary saving.

On the face of it, the number of households with problem debt 

had looked comparatively modest, with FSA research indicating 

that only around 180,000 mortgages were 6 months in arrears 

or in repossession, equating to about 1.6% of mortgagees.71 This 

proved disconcertingly optimistic. As Bank of England research had 

warned, relatively low levels of negative equity among households 

masked the actual scale of the indebtedness problem.72 In 2011, 

the Bank had estimated that up to 12% of residential mortgages 

were in a state of forbearance.73 The FSA estimated a lower range 

of between 5 and 8% of UK mortgages.74 

Abnormally low official interest rates, patience from lenders 

and state assistance through the Support for Mortgage Interest 

scheme acted to insulate problem debtors for some years after 

2008.75 However, this postponed rather than resolved the dilemma. 

Reduced wage growth weighed on house prices until the 

economy picked up later in the 2010s. Therefore, although those 

experiencing negative equity only comprised half the number in 

the same situation in the early 1990s, these households remained 

71 Financial Inclusion Centre, Report 1: Debt and household incomes (London: FIC, 2011), 24.

72 Kishore Kamath, Kate Reinold, Mette Nielsen and Amar Radia, The financial position of British households: 

evidence from the 2011 NMG Consulting survey (London: Bank of England, 2011); Bank of England, Financial 

Stability Report (London: Bank of England 2011), Chapter 4.

73 Ibid, 25.

74 FSA, Retail Conduct Risk Outlook, 25.

75 Financial Inclusion Centre, Report 1: Debt and Household income 
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trapped, immobile and unable to remove themselves from this 

predicament.76 The patience of providers offering forbearance 

weakened over time. However, amid the gloom, a more positive 

dimension was visible: restrictions on credit acted to prevent 

households from re-leveraging aggressively, albeit this factor 

served to debar some from property ownership.

THE HEAVY WEIGHT OF INDEBTEDNESS: THE LONG-TERM 
IMPLICATIONS IN 2032

Low earnings growth and benefit cuts left household living 

standards squeezed – with disposable incomes stagnant for many 

years after the crash.77 Low inflation and low wage growth meant 

that levels of debt were not inflated away as they were in previous 

crises and the colossal increases in household debt in the fifteen 

years running up to 2008 were very difficult to reverse. 

This significant debt overhang had major consequences for 

long-term savings by 2032. Although the savings rate grew in 

the medium term, concern about future economic prospects 

encouraged households to pay down debts and build up 

precautionary savings at the expense of long-term savings.

While income inequality has not been aggravated by strong 

wage growth, other forces have affected household financial 

resilience. Lower income households felt the consequences of the 

debt overhang severely. Many had little or no savings even before 

the crisis hit.78 While they owed less than their richer peers, their 

proportionately higher loan-to-income ratios left them with less 

room for manoeuvre and more exposed to repayment difficulties.79 

76 Council of Mortgage Lenders “Housing equity: a market update” Housing Finance Issue 01 2011. 

77 IFS research cited by http://www.bbc.co.uk/news/uk-14879003

78 For established links between debt and lack of savings see, Department for Business, Innovation and Skills, 

Over-indebtedness in Britain: Second follow-up report (London: HMSO, 2010), 4.

79 Financial Inclusion Centre, Report 1: Debt and Household income, 2.
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Box 5.2 Housing debt and savings
There is evidence that holding debt is associated with lower take-up of 

savings. Research has shown that those who have high loan-to-value 

mortgages are less likely than their peers to save in a pension and the 

same is true for those in mortgage arrears: being two or more months 

in arrears with a mortgage is associated with a 15% lower probability 

of saving into an occupational pension.82 However, many households 

also see mortgages as a savings vehicle through which they can 

accumulate wealth.

8 0 

 This scenario has led to regional differentiation as well. As the 

FSA noted in its Mortgage Market Review of December 2011, a large 

number of people who re-mortgaged in 2007 also took the 

opportunity to take equity out of their house. This was particularly 

the case in some regions that felt the gains in house prices later 

than others such as Bradford.81 London and the South East were 

comparatively insulated against house price reductions and 

wage stagnation.82

VIABILITY OF AUTO-ENROLMENT

The persistence of mortgage debt arrears and low income growth 

acted as a medium-term damper on numbers of people opting 

into occupational pensions and reduced the effectiveness of the 

auto-enrolment scheme. Given the slow consumption growth and 

high indebtedness following the recession, some had questioned 

the wisdom of asking employees to contribute a part of their 

falling real wage package to a government-endorsed pension  

 

80 James Lloyd, The Science of Saving (London: Strategic Society Centre, 2011), p. 19; Mark Bryan, James Lloyd, 

Birgitta Rabe and Mark Taylor, Who Saves for Retirement? 

81 Norma Cohen, Cynthia O’Murchu and Jamie Smyth, ‘Owners risked homes as crash neared’, Financial Times, 

December 18, 2011. 

82 PwC, UK Economic Outlook, (London: PWC, 2011)
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programme or indeed requiring employers to divert profits or 

wages to do the same. The Government had sought to smooth the 

introduction of the scheme with small businesses only joining the 

scheme between 2015 and 2017. However, despite the persistence 

of economic problems, the Government did not wish to delay its 

implementation indefinitely.

When auto-enrolment was introduced from 2012, it was 

estimated that there would be nine to ten million eligible 

participants.83 The DWP calculated that approximately seven 

million would remain opted in. However, this proved extremely 

optimistic. Whilst participation in workplace pensions has increased 

with the policy it has not attracted more than 55% of the working 

population with only five million eligible participants opting in. 

This has left a significant number unaccounted for. 

The scheme was never designed to pick up all those in work. 

The self-employed were excluded due to the regulatory and 

administrative burden. Those cycling in and of work were also left 

out of the scheme. The earnings threshold at which auto-enrolment 

applied meant that fewer in casual employment, agency staff and 

part-time staff were captured by the scheme.84

However, in addition to these categories of workers, there were 

four particular groups of people who opted out of the scheme. 

There had always been concerns about young people, with a 

survey carried out in 2006 suggesting that a majority of young 

people (aged 16 to 24) were opposed to being automatically 

enrolled into pensions by their employer. A significant minority of 

those in the next age bracket had also expressed opposition to the  

83 This includes a reduction from 10 to 11 million due to revised eligibility criteria in the 2011 Bill. See Djuna 

Thurley, Pensions: Automatic enrolment and employer contributions (House of Commons Library, May 2012), 

http://www.parliament.uk/briefing-papers/SN04847

84 House of Commons, Work and Pensions Select Committee, Automatic enrolment in workplace pensions and 

the National Employment Savings Trust (London, HMSO, 2012), 12.
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idea.85 These sentiments were reflected in the subsequent actions 

of younger employees.

The economic situation served to depress take up further. Most 

important was a decline in real wages felt from 2008.86 The need to 

pay down debt before saving also encouraged millions to opt out. 

Affordability had always been a major concern for policy makers, 

and, in studies that analysed parallel projects in other international 

settings, affordability to the citizen was identified as a major force 

encouraging people to opt out. Unsurprisingly, this affected low-

income households most severely. 

The growing weight of student debt on the post 2012 graduate 

cohort has also depressed levels of pensions saving. Faced with 

significant repayments on their loans over a long period of time, 

graduates have opted out in larger numbers than were predicted, 

dragging down the number of participants. In the aftermath of the 

recession, those in mortgage arrears found pension contributions 

unaffordable and instead opted to pay down debts where 

they could. 

With household finances stretched, the Government has 

looked at lowering the default contribution level. Over the years, 

the Government has also attempted to use a series of additional 

nudges with only limited success, with repeat opt-outs offering 

diminishing returns. 

PUTTING ON THE HAND CUFFS

In the decade leading up to 2032, as the economy has returned 

to more stable growth, there have been growing concerns about 

a return to high levels of consumption. The Government has now 

85 Berry, Resuscitating Retirement Saving: How to help today’s young people plan for later life, 26.

86 See comment of Paul Johnson, http://www.publications.parliament.uk/pa/cm201012/cmselect/

cmworpen/1494/111012.htm
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decided to follow the example of other developed countries to 

adopt a mandatory scheme and pointed to the failure of a quasi-

voluntary scheme (auto-enrolment) as justification.878889

Box 5.3 Superannuation Scheme in Australia
Under the Australian Superannuation Scheme, employers are 

mandated to make contributions to occupational pensions for their 

employees. Employees themselves do not have to make contributions. 

This has, perhaps unsurprisingly, proven popular with citizens. The 

scheme increased pension coverage dramatically from 62% to 91%. 

Those on the lowest earnings and the self-employed were the most 

likely to be left out.89

The Superannuation Guarantee served to lift the household saving rate 

in Australia in the range of 1.5 to 2% of GDP.90 In Australia, household 

wealth has grown, with an extra dollar in compulsory pension accounts 

adding between 70 and 90 cents to household wealth.

Universal contributions for all earners were considered 

politically toxic – after all, many had voted with their feet and opted 

out of auto-enrolment. The Government was also concerned at 

whether policy would steer low earners with high debt into a sub-

optimal position where resources are simply diverted from paying 

off expensive debt towards long-term savings.90 Therefore, the 

Government has looked with increasing interest at the example of 

Australia where significant employer contributions are mandatory 

and at phasing compulsory employee contributions in, starting 

with those on the highest earnings and for those at a later stage 

of their careers.

87 See OECD, Pensions Outlook 

88 Sharon Collard and Nick Moore, Review of international pension reform (London: Her Majesty Stationary 

Office, 2010), 44.

89 Ibid, 50.

90 See discussion in F. Crossley, Emmerson and Leicester, Raising Household Savings, 76.
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The tension in the primary purpose of private saving has 

now come full circle: while two decades ago, the concern was 

that households were paying down debts and building up 

precautionary savings at the expense of long-term savings; there 

is now growing nervousness that the population may be forced to 

divert precautionary savings to long-term illiquid savings and leave 

themselves vulnerable.
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Policy implications
This scenario has presented the following policy dilemmas:

•	 Auto-enrolment has encountered high levels of opt-out, 

especially among the lower earnings groups. 

•	 As the shift to mandation has taken place, there have been 

growing questions about the relationship between the state 

pension, national insurance and private pensions. Pressure on 

the national insurance system has continued to grow as the 

difference between the benefits that contributors earn from the 

system and those that non-contributors earn has narrowed.92 The 

decline in social insurance and the introduction of mandatory 

savings has resulted in a shift towards individual rather than 

collective insurance.

•	 Perhaps most concerning, the mandatory scheme is starting to 

shift the balance away from personal responsibility and back 

towards state dependency. There are calls for the savings system 

to be used also to build up more flexible liquid savings pots for 

individuals to fill a growing precautionary savings gap.

•	 Tensions between the primary purpose of savings have grown 

as households have prioritised precautionary savings in times of 

economic uncertainty, before the Government has subsequently 

mandated the prioritisation of pension savings. Policy makers and 

regulators need to consider how best to balance precautionary 

against illiquid or long-term savings.

•	 The ‘Triple Lock’ is coming under sustained pressure from two 

sides. First, low take up under auto-enrolment has meant heavy 

reliance on state pensions and means-tested credits, with huge 

cost implications. Second, low wage growth has meant that 

pension incomes have continued to grow as earnings for the 

working population have stagnated. 

 91 

91 IPPR, National Salary Insurance: Reforming the  elfare state to provide real protection (London, IPPR: 2011) 
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SCENARIO 3: A PYRRHIC POLICY VICTORY

Summary
There has been very high take up of private pensions with over eight 

million of the nine million remaining in the auto-enrolment scheme. 

This has served to level out savings activities across the population.

However, the scheme has in some ways been a victim of its 

own success. Designed as an opt-out that would make a virtue of an 

individual’s inertia, the scheme has struggled to engage employees. 

Few are actively engaged in the savings process and many are 

indifferent to investment decisions or levels of saving. Whilst the 

scheme succeeded in terms of numbers participating, the lack of 

a more active participation has had unintended consequences. 

Employees have kept their contributions low; employers have levelled 

down their contributions and anchored around the minimum level. 

Despite achieving a good basic level of saving across the 

population, adequacy is therefore a major problem. Concern has 

also grown that households are substituting pension saving for 

precautionary saving.

 
HIGH TAKE UP OF OCCUPATIONAL PENSIONS

The UK returned speedily to growth in the aftermath of the 

recessions and weak growth of two decades before, returning to 

trend GDP growth of 2% in 2013. 

The most optimistic projections of pension take-up materialised 

when auto-enrolment was introduced between 2012 and 2017, 

mirroring the success of the policy in other countries. Only those 

employees who said in advance of the scheme’s introduction 

that they would definitely opt out have done so. Consequently 

over 90% of the eligible population joined an occupational 

scheme. This has reversed the long-term decline in private sector 

occupational pension coverage. In fact, it has almost tripled the  

 



JAM TOMORROW?

65

number of active members of occupational pension schemes from 

the private sector from just over 5 million to over 13 million.92 

These high participation rates have persisted as the scheme 

has matured and the policy has worked well in improving the 

distribution of savings. However, the narrow success of the policy 

has not been without negative consequences. First, there has 

been widespread ‘levelling down’ of contribution rates. Second, 

the policy has raised a tension over whether pension saving is 

displacing precautionary saving for many households.

Policy makers have had to make a trade-off between the 

‘extensive’ margin (whether someone saves at all) and the ‘intensive’ 

margin (how much is saved).93 In fact, the compromise between 

business-friendliness and affordability and savings adequacy has 

resulted in a pyrrhic victory. While policy makers initially thought 

they could automatically raise contribution levels at regular 

intervals, the manner in which employers have kept contributions 

low has warned the Government off from demanding more from 

them. As with New Zealand’s KiwiSaver, the minimum contribution 

level acted as an anchor around which employers and employees 

grouped.

Box 5.4 Minimum contributions and the experience of 
New Zealand
There is sound empirical evidence that default options can increase the 

number of participants. However, there is also evidence that defaults 

affect the contribution rates. Laboratory experiments in behavioural 

science have indicated that even arbitrary cues or anchors can 

significantly affect individuals’ decisions. Academic research, and the 

92 Current pension membership figures taken from Office for National Statistics, Pension Trends Chapter 7: 

Pension scheme membership (London: ONS, 2010)

93 F. Crossley, Emmerson and Leicester, Raising Household Savings (British Academy, 2012), 76.
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experience of New Zealand, suggest that the minimum contribution 

levels act as a powerful signal, and that many participants (both 

employers and employees) follow that signal.95

In New Zealand the number opting out has been kept 

comparatively low over time. One factor was that the contribution 

levels were halved from 4% to 2%.96 However, the minimum has 

acted as a strong signal to employees, with half of the joiners opting 

to contribute just 2% when the minimum threshold was reduced 

from 4% in 2009. 90% of employees receive only the minimum 2% 

contribution from the employer.97 The fact that contributions grouped 

around the initial minimum and then subsequently clustered around 

a lower contribution level indicates the importance of the signal 

in dictating aggregate levels of saving. Clearly there is a trade-off 

between coverage and adequacy.

 For their part, employers baulked at the annual £3.5bn cost 

of the scheme. In difficult economic times, firms had little scope 

for absorbing the outlay. Employers sought to carry the costs in 

a variety of ways: increasing prices to the consumer; lower wage 

settlements; and reducing profits.97 The costs have been felt 

most acutely in sectors such as retail, where there are low trading 

margins, where there is little scope to absorb the hit on cash flow 

and where current pension participation rates are low.98 The result 

has been that, since the introduction of the scheme, the vast 

majority of clients have received only the minimum contributions 

of 8%.

 

94 F. Crossley, Emmerson and Leicester, Raising Household Savings, 75.

95 Collard and Moore, Review of international pension reform, 25.

96 Collard and Moore, Review of international pension reform, 46. Pensions Policy Institute, What are the lessons 

from KiwiSaver for automatic enrolment in the UK? (London: Pensions Policy Institute, 2012)

97 Laura Tredwell and Andrew Thomas, Understanding employers’ likely responses to the workplace pension 

reforms 2007: Report of a qualitative study (DWP, 2008)

98 Debbie Harrison, “Tough calls ahead on auto-enrolment”, London, Financial Times, 23 January 2011
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As the scheme has become embedded, initial employee fears 

(expressed by as many as 60% in one poll) that employers would 

level down have materialised. It did not take many decisions to 

get to this position: only one-in-ten firms had offered above the 

3% minimum prior to the policy – mainly large businesses.99 70% 

of the employers who initially had offered higher contributions 

have subsequently levelled down.100 New recruits have felt the 

brunt of this, with many employers acting quickly to reduce 

their contribution levels. Over time, an increasing number of 

employers also reduced contributions for existing employees.101 

While aggregate savings have increased, adequacy is now a more 

widespread, albeit less severe, problem for those who previously 

were not saving. This has acted to intensify changes in perceptions 

of retirement as more people will be unable to achieve desired 

replacement rates (see Scenario 1 for more detail).

THE ‘DEFAULT GENERATION’

There are now major concerns around long-term savings adequacy, 

with a median earner setting aside the minimum contributions 

saving too little to provide a desirable replacement rate of 70% of 

earnings or above.102 

A policy predicated on making the virtue of apathy, has created 

a generation of ‘passive savers’ in the emotional rather than 

economic sense. They have greater wealth but little engagement. 

Auto enrolment has driven a dramatic increase in membership 

99 House of Commons Work and Pensions Select Committee, Automatic enrolment in workplace pensions and 

the National Employment Savings Trust (London, HMSO, 2012), 15.

100 Surveys suggest dramatically different outcomes: some 30%; ACA and Deloitte predicted 70% of employers 

or more would level down.

101 For a summary of survey data relating to auto-enrolment and the likelihood of levelling down, please 

see Paul Johnson, David Yeandle and Adrian Boulding, Making automatic enrolment work (London: The 

Stationary Office Ltd, 2010), 63.

102 The Pension Commission recommended minimum replacement rates of 45% but noted that a desirable rate 

was 67%.
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of Defined Contribution schemes and has helped to entrench 

them as the new norm. Under these circumstances, low levels 

of engagement have created significant problems in the market. 

Nearly twenty years after the scheme has been introduced, 

individuals are approaching retirement and the annuities market 

having engaged little with their financial holdings and are  

unprepared to make important financial decisions. They remain 

largely unaware of how little retirement income they are likely to 

receive if they simply followed the default.103

Box 5.5 Default savings and levels of engagement
Evidence suggests that when individuals are defaulted into a scheme 

they are less likely to engage fully with the investment. One proxy 

of engagement is the number who use the default investment fund 

rather than selecting the fund themselves: a study found that for 

those enrolled in the absence of an auto-enrolment policy, between 

three and 14% signed on to the default investment option; for those 

defaulted into the scheme, this number rose to between 46 and 90%.104 

This dynamic has exacerbated problems that already existed 

in the market. As many of those enrolled through the scheme 

have higher job turnover, the number of small pension pots has 

multiplied.104 The Government has had to take concerted action to 

reduce the number of small pension pots that the auto-enrolment 

policy was generating. NEST has not allowed participants to 

transfer previously accrued funds into their accounts.

To increase contribution levels, the Government is looking 

at adopting default increases as adopted abroad: so-called ‘Save 

More Tomorrow’ or ‘SMART’ schemes. Policies such as ‘SMART’ 

can pre-commit rises in earnings towards retirement investments 

and limit loss aversion as people do not see the full wage increase 

103 F. Crossley, Emmerson and Leicester, Raising Household Savings (London: IFS, 2012), 75.

104 Institute for Fiscal Studies, Fund holdings in defined contribution pensions, IFS Briefing Note BN127 (London, 

IFS,  2012)
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and therefore are more inclined to save it. The success of take-up 

has also spurred interest in other forms of ‘nudge’. These have 

included opt-outs on a series of savings activities at cash points 

and payment points.105 Despite the threat of a public reaction 

against low levels of retirement income, it has not been in the 

interest of the Government to undermine the scheme. After all, 

the auto-enrolment scheme has meant a larger number of people 

saving, where before many saved nothing at all. However, with 

large numbers defaulted into long-term saving and engagement 

levels remaining low, there is anxiety among policy makers that 

passive households are simply substituting precautionary savings 

for long-term savings, thus undermining their financial resilience. 

Policy implications

The scenario described above has triggered several key policy problems:

•	 High numbers of enrollers and low levels of engagement have been 

a recipe for a fragmented and uncompetitive market. ‘Defaulters’ 

have applied minimal pressure on or scrutiny of their employer’s 

choice of provider and pension scheme, thus failing to act as a 

driver for competition in the market. With the scheme only running 

for twenty years, many only have modest pension pots.

•	 New risks to individuals have emerged as many have defaulted 

to the minimum saving level and failed to take responsibility for 

managing their own investment decisions.

•	 The Government is becoming increasingly concerned that people 

are substituting previous savings activities for saving into the 

default pension scheme. This shift from precautionary to long-term 

savings means households are substituting liquid savings for illiquid 

savings, and in doing so reducing their financial resilience to shocks. 

In short, long-term saving is being undertaken by many households 

at the expense of precautionary saving.

•	 Questions are being raised as to whether a mandatory scheme 

would further undermine personal responsibility.

105 Jeff Masters and Emily Farchy, Savings on a shoestring (London: Social Market Foundation, 2011)
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CHAPTER 6: POLICY DILEMMAS FOR 2012 ONWARDS

The scenarios envisaged above present major challenges to which 

policy makers must respond proactively. Below we sketch out a 

series of dilemmas that arise from this exercise that will face the 

financial services market, regulators and the state. 

NEW LIFECYCLE SMOOTHING INTERVENTIONS

As Governments seek to control the public finances, it is highly likely 

that we will see a transfer of costs from the state to households in 

the coming years. Fiscal constraints will limit the scope for out-of-

work support, childcare support, and direct government funding 

of higher education and further education. Government is likely to 

become increasingly involved instead in helping people finance 

investment in activities with public good qualities. In the face of 

this shift, the state will inevitably have to assume a bigger role to 

help smooth the lifecycle consumption of its citizens. 

Government involvement may focus on human capital 

improvements such as income contingent loans in higher 

education and further education financing. In addition these may 

include income contingent loans for childcare costs to support 

parents of young children to re-enter or remain in the labour market 

and to fund higher quality childcare. Income contingent schemes 

can be designed as revenue neutral or redistributive. Crucially, such 

schemes can act as targeted methods of consumption smoothing 

and they can reduce the liability faced by an individual, thus 

limiting the financial risks borne by households.

INDIVIDUALISING WELFARE

This type of direct and individualised support reflects a broader 

shift towards an individualisation of welfare policy. The contributory 

principle in the benefit system has been eroded and looks set to 
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continue to decline. The success of auto-enrolment and the focus on 

individual savings will put growing pressure on the remnants of the 

contributory principle as it currently stands. The result is likely to be 

that collective insurance may increasingly be replaced by voluntary 

– and often – personal insurance. What is more, individuals may 

reasonably start to question the validity of a contributory system 

when they are also being steered into personal long-term savings 

by the state – especially so, if individuals are forced into personal 

saving (see Scenario 2).

Individualised savings accounts could take many forms: the IPPR 

has proposed a model of ex-post out-of-work personal insurance in 

which individuals receive more generous support when they lose a 

job and repay once they are back in work.106 Singapore’s asset-based 

welfare system may act as an alternative, where individuals have 

lifetime savings accounts which they can build and draw down for 

different purposes. Other options could include flexibilities built into 

the design of loan schemes (to allow payment-free periods when 

participants could make contributions to occupational pensions or 

to build up liquid wealth) or pensions (to allow students to pay off 

debt). Alternatively, it has been suggested that drawdown options on 

pension pots should be relaxed to help individuals fund repayment 

of student loans (with tax incentives) or to help young people buy a 

property, while keeping them saving.107

A NEW TENSION BETWEEN PRECAUTIONARY AND LONG-
TERM SAVINGS

As Scenarios 2 and 3 demonstrate, when auto-enrolment is 

introduced, an acute tension between long-term and precautionary 

106 Ryan Shorthouse, Jeff Masters and Ian Mulheirn, A Better Beginning: Easing the cost of childcare (London: 

Social Market Foundation, 2012); Graeme Cook, IPPR, National Salary Insurance: Reforming the welfare state to 

provide real protection (London: IPPR, 2011)

107 House of Commons Work and Pensions Select Committee, Automatic enrolment in workplace pensions and 

the National Employment Savings Trust (London: HMSO, 2012), Ev 97
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savings is likely to emerge. New pension saving is to be welcomed, 

but it will not result entirely from reduced consumption. 

Precautionary saving could be badly affected, especially among 

mid-earners who have higher stocks of precautionary saving 

than low income households. This will be a new policy challenge, 

in which the state must be alert to the trade-off between long-

term savings adequacy versus precautionary saving. Evidence is 

inconclusive as to whether savings in default pension schemes 

generally represent new savings or savings that would otherwise 

have taken place in other forms.108 How will the state know that it is 

not simply promoting better pension savings by undermining the 

precautionary savings and financial resilience of households? This 

problem will be particularly acute for those on low incomes where 

there is a stronger case for building up precautionary savings (which 

can act as a buffer in instances of unemployment) than long-term 

savings (which may add little or nothing to their pension income). 

From a macro-economic perspective as well, there is a danger of 

diverting income into illiquid long-term savings as this would leave 

individuals with less accessible savings to fall back on which they 

could inject into the economy in periods of low domestic demand.

Regulating the boundary between long-term and short-term 

savings will be a difficult task. Demand for greater flexibility of 

products is likely to increase, making the distinction even murkier. 

For instance, as the population ages, works for longer and saves 

into later life, the shift from accumulation to deccumulation will 

be more blurred and varied across the population. Meanwhile, 

a single fixed pension income will not meet the needs of many 

older people as their consumption ebbs and flows over a lengthy 

retirement period.

However, balancing the private benefits –such as additional 

flexibility of draw down – against public benefits – such as reduced 

108 F. Crossley, Emmerson and Leicester, Raising Household Savings, 76.
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welfare commitments – will be difficult. One option would be 

to relax regulations about the form that pension savings must 

take or parallel incentives to increase liquid savings. Despite the 

immediate allure of additional flexibilities, there could be significant 

unintended consequences.109 Tax-favoured savings (such as 

pensions) may not be used for their primary purpose; the stock of 

long-term savings may reduce as people draw down savings earlier 

in life. One option may be to design a lifetime savings account so 

that liquid and long-term savings are automatically accummulated 

side-by-side.

FROM DEBT REPAYMENT TO SAVING BALANCES

As government places greater financial burdens on people early 

in their lives, through higher student debts and growing childcare 

costs, it is likely that much saving will be directed towards repaying 

debt rather than building up balances of short-term or long-term 

saving. This will raise the urgency of saving for households once 

debts are paid off, since many will be far into their careers at that 

point. It is therefore important that policy makers consider how to 

prevent households simply stopping their savings habit when their 

debts are repaid and consider ways to encourage them to build up 

assets for the future. Lessons could be learned from the ‘Save More 

Tomorrow’ scheme in the USA where individuals commit future 

earnings increases towards their pension contributions. A pre-

commitment device could be designed to lock individuals in after 

they finish off paying their debts so that they continue to divert a 

proportion of their income towards savings.

109 For a detailed analysis of the potential negative consequences of early access to pension savings, see James 

Lloyd, Early Access to Pension Saving (London: Social Market Foundation, 2012)
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DEGREES OF STATE RESPONSIBILITY

As quasi- and potentially full- mandatory schemes are introduced, 

the distinction between the state pension, national insurance 

and private pensions will become increasingly blurred. First, 

a successful default scheme or full mandatory scheme would 

put a large part of the savings market share into the state-

sponsored NEST provider. As this segment of the market grows, 

the Government will have increasing regulatory responsibilities to 

ensure that NEST serves the interests of its customers. Likewise, it 

will be accountable for ensuring that lower income households 

that contribute to quasi-compulsory schemes are benefitting 

personally (beyond the benefits they are entitled to as part of the 

state pension). Failure to provide this reassurance could undermine 

the scheme as people may begin to fear that it is a waste of their 

money. Second, compulsory saving would put a greater onus on 

the state to ensure that minimum savings levels and replacement 

rates are reasonable. Ultimately, a mandatory scheme could have 

the unintended consequence of shifting the balance away from 

personal responsibility and back towards state dependency.

GROWING INEQUALITIES

Scenario 1 indicated that there is a strong prospect of growing 

intergenerational inequalities in wealth. With many unable to 

afford to own a home, younger generations will be far less likely to 

build wealth through the enforced saving of a mortgage than the 

generations before them; meanwhile, high student debt, childcare 

costs and rising rental costs will depress and delay all forms of 

saving. What is more, housing market constraints may demotivate 

young people from building liquid wealth as the prospect of 

homeownership becomes more distant and the rationale of 

saving for a housing deposit less meaningful. Responding to these 

dilemmas – by helping with childcare costs and boosting housing 

supply for example – will be difficult both in policy terms and 
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politically. However, the longer these problems persist unresolved, 

the greater wealth inequality they will generate. This in turn will fuel 

inequality within cohorts because transfers between generations 

will serve to concentrate wealth among the ‘haves’.

Economic recovery will, of itself, do little to ensure a more even 

distribution of net wealth. Indeed, quite the opposite if high house 

price growth resumes. The design of tax incentives and reliefs is 

receiving significant scrutiny at the moment. Pressures are likely 

to render these policies even more problematic in the future. First, 

given past trends, the life expectancy gap is likely to continue to 

diverge further by social class.110 Longevity will vary between the 

wealthy and the less wealthy, with the latter enjoying fewer years in 

retirement. This will pose a political and policy dilemma: although 

individuals will be encouraged to save for their retirement, the 

less wealthy are less likely to reach the retirement age and reap 

the rewards. Second, an increasing amount of tax relief is likely 

to be absorbed by high earners, as they have a higher marginal 

propensity to save and are set to see (as Scenario 1 suggests) 

disproportionate increases in income. This challenge will only 

become harder to tackle as growing numbers of taxpayers are 

dragged into the higher rate threshold as part of the Government’s 

fiscal consolidation. This will increase the numbers of potential 

‘losers’ from any reduction in higher rate pension tax relief.

HELPING CITIZENS MANAGE THE RISKS

With the population increasingly shifting over to defined 

contribution pensions, and employers no longer ready to take the 

risks, individuals will build up smaller pension pots and carry the 

longevity and investment risks. Auto-enrolment will dramatically 

expand the number of members of DC schemes, and – as Scenario 3 

110 See Longevity Panel, Life expectancy: Past and future variations by socio-economic group in England & Wales 

(London: Longevity Science Advisory Panel, 2011), 14–15.
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suggests – there is a danger that a generation of default savers 

will be insufficiently engaged and poorly-placed to make informed 

decisions about their investments and levels of saving. This will put 

a premium on public engagement and on informed and active 

consumers. How consumers will be able to access financial advice 

once commission-based advice is phased out through the Retail 

Distribution Review will be fundamentally important.

The research also suggests that, while those at the top and the 

bottom will be catered for by private savings and state support 

respectively, those on middle and upper middle incomes will see a 

lower replacement rate. It is important that the Government finds 

new ways to raise understanding of what pension income people 

expect and can realistically build, whilst removing some of the 

risks from the shoulders of individuals. The Government will need 

to actively promote risk-sharing products that leave individuals 

less exposed. These could include a revised defined contribution 

product – such as a ‘Defined Aspiration Pension’ as mooted by 

Pensions Minister Steve Webb.

CONCLUSIONS

Historically, the relationship between the state and the individual has 

been more clear-cut than it is at present. In the past, governments 

have sought to achieve public goals such as accessible childcare, 

tertiary and adult skills provision and long-term care through 

direct investment in services and through financial transfers to 

households. Private savings and investment decisions were seen 

purely as the business of households. 

But now, with unprecedented and long-term pressure on 

the public finances, governments are increasingly looking to the 

private sphere to pick up the cost of achieving some of these 

public goals. At the same time, people are living longer, making 

adequate old age provision a growing policy concern. 
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The result is that government is seeking greater involvement 

in the private sphere by nudging, prodding and regulating 

individuals to manage their personal income and wealth in ways 

that achieve socially desirable outcomes. Accordingly, a new ‘grey 

area’ – a public-private twilight zone – is emerging. And into that 

space, policies such as income-contingent student and childcare 

loans, pensions auto-enrolment, and regulations to allow flexible 

access to pension wealth are emerging, representing a new zone 

of policy action. This will lead to new types of challenges for policy 

that are very unlike those encountered in the twentieth century. 

This qualitative shift in policy making should not be 

underestimated. It comes with significant new risks and 

responsibilities that will have to be borne by government: will 

people be lulled into a false sense of security and expect more 

out of government-backed schemes than can be realised? Is there 

a danger that the default pension scheme will divert significant 

sums away from households’ precautionary savings, leaving them 

less resilient come the next economic crash? Will default pension 

scheme savers be disengaged and poorly placed to make informed 

decisions about investments and appropriate levels of savings? 

And, how should government manage the new tension between 

large student debts and the need for people to save more and to 

start saving earlier, in preparation for the growing costs of old age? 

Government and regulators will have to manage these tensions 

as a central part of developing a long-term strategy for savings 

policy. In the face of unprecedented demographic and economic 

pressures, taking this long-term approach is vital to achieving the 

important goals of UK savings policy.
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ANNEX 1: THE DRIVERS FOR CHANGE

Seventeen factors were selected to be debated and scored 

through the scenario planning process. These trends are set out 

below in brief.

Factor 1.1 Speed of household deleveraging
Household debt as a proportion of income has grown significantly 

in the last decade. Total personal debt reached £1.4 trillion in 

2009.111 In autumn 2011, the OBR predicted negative deleveraging 

in the short to medium term.112

Factor 1.2 Speed and rate of economic recovery
Many economic commentators are predicting a return to trend 

growth in the medium term. Historically, there has been a strong 

relationship between GDP growth and income growth in real 

terms: between 1970 and 2009, GDP grew on average by nearly 

2%  per year and real household disposable income grew by 2.4%. 

Net aggregate savings would suffer if there was a long period of 

economic stagnation. Income levels also are a strong influence on 

savings and wealth, with low incomes a frequently cited reason for 

not saving.113

Factor 1.3 Growth of income inequalities
Income inequalities have grown steadily over the last fifty years. 

Research shows a strong relationship between income (and lifetime 

earnings) and net wealth.114 The distribution of income therefore is 

important in determining the distribution of savings and wealth.  

Those on higher earnings typically exhibit a higher propensity to 

save (as the marginal benefits of consumption are lower).

111 Financial Inclusion Centre, Report 1: Debt and Household income  

112 OBR, Economic and fiscal outlook 

113 ONS, Wealth in Great Britain: Main Results from the Wealth and Assets Survey 2006/08; Thomas F. Crossley and 

Cormac O’Dea, The wealth and saving of UK families on the eve of the crisis (London: IFS, 2010)

114 Ibid.
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Factor 2.1 Growth of housing wealth inequality
Housing wealth inequality grew markedly between 1976 and 2001. 

The proportion of all UK marketable wealth – mostly housing – 

owned by the top income decile grew from 57% to 72% over the 

period. Between 1997 and 2007, the price of the average house 

grew from around 2.3 times to nearly 5.5 times gross earnings. 

The level of transfers between generations on death increased 

significantly between 1984 and 2005. This was driven largely by 

increases in housing wealth.

Factor 2.2 Trend towards older homeownership
There is a long-run trend towards older homeowners. There have 

also been significant shifts in attitudes towards homeownership 

over the last thirty years.

Factor 3.1 Household characteristics: Household 
constitution
The Government is projecting a significant growth of one person 

households and lone parent households. Single parent households 

have lower levels of wealth. 

Factor 3.2 Improvements in educational attainment
The number of university graduates has grown markedly over 

the last two decades.115 Research has shown a clear correlation 

between holding a degree and higher levels of wealth within a 

cohort, even when controlling for income, numeracy and other 

observable factors. However, it is not possible to establish a causal 

link as university participation may be an indication of patience.116 

115 Haroon Chodwery, Claire Crawford, Lorraine Deardon, Alissa Goodman, Anna Vignoles, Widening 

Participation in Higher Education: Analysis using Linked Administrative Data (London: IFS, 2010)

116 Antonio Bozio, Carl Emmerson and Gemma Tatlow, How much do lifetime earnings explain retirement 

resources? (London: IFS, 2010). This does not control for inherited wealth.
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Factor 3.3 Getting better with numbers
There has been gradual improvement over time in mathematics 

at KS3 and KS2. Even after controlling for other observable 

characteristics, numeracy is associated with higher levels of 

wealth.117 As the finding is conditional on controlling for HE 

attainment and income, the IFS concludes that it ‘makes the causal 

story more plausible’.118 Other research has shown that amongst 

older people financial wealth is significantly higher at the median 

for those who are more numerate, even after controlling for age, 

education, sex and broader measures of cognitive ability.119

Factor 4.1 Changes in life expectancy
Life expectancy has been growing rapidly and is set on the same 

course in the future. This has significant implications for fiscal 

policy, the state pension and private pensions. Statisticians tend to 

underestimate improvements in life expectancy just as individuals 

often underestimate their own life expectancy.

Factor 4.2 Decline of defined benefits pensions in the 
private sector
There has been a dramatic reduction in membership of private 

sector occupational pension schemes in the last twenty years. The 

reduction in Defined Benefit pensions has not been matched by 

increases in other forms of pensions despite growth in Stakeholder 

and Group personal pensions. 

117 Ibid

118 Ibid; James Banks, Cormac O’Dea, Zoe Oldfield, Cognitive function, numeracy and retirement saving trajectories 

(IFS).

119 F. Crossley, Emmerson and Leicester, Raising Household Savings, 20. 
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Factor 4.3 Growth in female membership in occupational 
pension schemes
Over the last thirty years, there has been a marginal increase in 

full-time female employees’ participation in occupational schemes 

and a significant decline among men. There has been an extremely 

marked increase among part-time female workers. It may also 

reflect a growing attitudinal shift among women to take control of 

their financial situation.

Factor 4.4 Divergence between public and private sectors
Private sector coverage has fallen dramatically from the 1960s 

onwards. In contrast, membership of public sector pension schemes 

has grown gradually (with some exceptions). This is leading to a 

growing apartheid between the entitlements of those who work 

in the public and private sectors, especially as the Defined Benefit 

continues to dominate in the public sector.

Factor 4.5 Working past retirement age
Over the last 25 years there has been a significant increase in the 

labour participation rate post-State Pension Age, most notably 

among women. This is important in terms of savings levels because 

it will impact on the lifecycle consumption of households, meaning 

that individuals continue to save into later life and potentially 

decummulate their assets slower and later. Increases to the SPA will 

reduce these percentages in the future unless this trend continues. 

Factor 5.1 Auto-enrolment take-up
The Government is estimating that up to 9 million additional savers 

will participate in pensions through the auto-enrolment policy.120 

Pension auto-enrolment is the Government’s key measure to 

increase long-term savings and represents a significant shift away 

from purely voluntary savings.

120 House of Commons Work and Pensions Select Committee, Automatic enrolment in workplace pensions and 

the National Employment Savings Trust 
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5.2 Mandatory savings schemes
Quasi-mandatory schemes have been introduced in a number 

of developed countries. Quasi mandatory schemes include 

default opt-ins – such as adopted in the UK’s Auto-enrolment 

policy.121 Sweden, Australia and others, have introduced full-

mandatory schemes.

5.3 Student indebtedness
Higher tuition fees will mean a further growth in debt being carried 

by graduates coming out of university. Tuition fees are repaid in 

income-contingent repayments thus insulating individuals when 

they are out of employment or in lower-paid employment. Existing 

research estimates that someone with a student loan is 5% less 

likely to join an occupational pension scheme than someone 

without a loan.122

5.4 Social care costs
The costs and risks associated with adult social care are already 

extremely high and rising. Individuals will be left carrying 

significant and increasing financial risk to fund social care.123 There 

are few ways for individuals to mitigate these risks as the financial 

products are not there.

121 John P. Martin and Edward Whitehouse, Pensions at a Glance (OECD, 2011). http://www.oecd.org/

dataoecd/30/58/47384613.pdf

122 James Lloyd, The Science of Saving

123 Andrew Dilnot, Fairer Care Funding The Report of the Commission on Funding of Care and Support (July 2011).
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ANNEX 2: LIST OF PARTICIPATING ORGANISATIONS AT 
THE SCENARIO PLANNING EVENTS

We are grateful for individuals from the following organisations for 

attending and contributing to SMF scenario planning events.

Age UK

AIFA

Aviva

CEBR

CESI

Citizens Advice

Council of Mortgage Lenders

CPAG

Department of Work and Pensions

Financial Services Authority

Financial Services Club

Financial Services Consumer Panel

HM Treasury

London Economics

NAPF

Personal Finance Education Group

Resolution Foundation

Which?
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There is widespread recognition that UK households have saved insufficiently 
in the past. The financial resilience of many was low when the 2008 recession 
struck and the chronic problem of under-saving for old age continues.  It has 
been estimated that nine million people are under-saving for their retirement.

Tackling the UK’s low savings problem is a long-term challenge. an effective 
policy response requires taking a long-term perspective. Policy-makers need 
to think about the combined impact of the many seismic forces that will 
shape the savings environment over the next two decades. 

This report of an SmF scenario-planning exercise elucidates the evolving 
policy challenges. The report highlights important emerging tensions that 
policy-makers will need to address – now and in the coming decades – to 
re-build households’ financial resilience and ensure that individuals save 
adequately for later life.
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