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Executive Summary

Pensioner poverty has been falling over the last three decades in the UK.
At its peak in 1989, 39% of pensioners had incomes below the relative
poverty line of 60% of median income, after housing costs (AHC). By 2005
this had fallen to around 18% of pensioners living in relative income
poverty. This reduction in the level of pensioner poverty can be attributed
partly to falls in the relative after housing cost income of working-age
people and partly as a direct result of Government policy through the
introduction of means-tested benefits, most notably, Minimum Income
Guarantee (MIG) in 1999, and its successor, Pension Credit since 2003.

However, in more recent years, pensioner poverty levels have remained
steady and the Government’s most recent figures suggest that in 2009/10
around 1.8 million pensioners were living in households with household
income below the relative poverty line of 60% of median income, after
housing costs (AHC). This represented 16% of a total of 11.5 million
pensioners living in the UK.

Further state pension reforms may have an impact on the income of current
and future pensioners and hence on future levels of pensioner poverty.
However, some measures will have a short-term impact on the household
incomes of current pensioners, while others will have a long-term impact
on the incomes of future pensioners.

This report examines the potential impact of a range of alternative policy
options that Government could adopt on future levels of pensioner
poverty. The report does not aim to suggest which policy the Government
should adopt, but rather aims to highlight the implications of policy choices
for possible future levels of pensioner poverty.

All of the results must be interpreted with care. The results on the
percentage of pensioners living in households with household income
below 60% of median income are particularly sensitive to changes in the
long-term median income growth assumption for the UK population as a
whole. In the main report we have conducted sensitivity analysis of the
results to this and other assumptions.

The Government’s current pensions policy is to index the Basic State
Pension (BSP) to the higher of growth in earnings, in the Consumer Prices
Index (CPI) or 2.5% - the triple-lock, and to make the State Second Pension
(S2P) flat-rate by the mid 2030s. In the current policy scenario, the report
assumes that the Government continues to index Guarantee Credit to
earnings, as has been recent practice and as set out in the Pensions Act
2007, although the Government has not made any specific commitment on
the future of means-tested benefit indexation.
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paid to pensioners.

other benefits

Table Al sets out the projections of the percentage of pensioners living in
households with household income below 60% of median income, after
housing costs, under a continuation of current policy. It also sets out
projected Government expenditure on state pensions and other benefits

Table Al: Implications of current pension policy for future levels of
pensioner poverty and Government expenditure on state pensions and

2011 2017 2025
Percentage of 15% 14% 11%
Current policy - pensioners living in
BSP triple-locked, households with
S2P flat-rate mid- household income
2030s, Guarantee below 60% of median
Credit indexed to income, after housing
earnings. Assumes | costs (UK)
current levels of Government 51% | 53%| 57%
take-up of means- spending on state
tested benefits pensions and other
benefits
(% of GDP)

Under a continuation of current Government policy this report has found

The projected percentage of pensioners living in households with
household income below 60% of median incomes AHC, is projected to
continue to decrease over the long-term. The report suggests that
under a continuation of current policy assuming current levels of take
up for means-tested benefits, around 11% of pensioners are projected
to be living in relative income poverty by 2025, compared to the
Government’s latest official estimates of 16% of pensioners in 2009/10.
Under this option the Government is projected to spend around 5.7%
of GDP in state pensions and other benefits by 2025. The projected
reduction in pensioner poverty is partly due to the Government’s
policy of indexing the BSP to the triple-lock.

Under a continuation of current policy but assuming full take-up of
means-tested benefits, this report has found that by 2025 around 6% of
pensioners are projected to be living in relative income poverty by
2025. However, this option would increase Government spending on
state pensions and other benefits to around 5.9% of GDP by 2025. It
should also be recognised that it is very difficult to achieve 100% take-
up.

The ratio between the income of pensioners in the top and the bottom
of the income distribution tends to decrease over the long-term. This
declining ratio suggests a decreasing income inequality among
pensioners.
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The percentage of pensioners eligible for means-tested benefits tends to
decrease over the long-term.
The report has analysed the impact on pensioner poverty of implementing
policy options that would entail some changes to the benefits that are paid
to pensioners within the current system. The three policy options
considered include:
As current policy but with the Guarantee Credit indexed to the higher
of growth in earnings, CPI or 2.5% - the triple-lock from 2012;
As current policy but with the Guarantee Credit indexed to the
Consumer Prices Index (CPI) from 2012;
As current policy but with Winter Fuel Payments re-instated to their
2010 levels and then indexed in line with the higher of growth in
earnings, CPIl or 2.5% - the triple-lock from 2011.

Table A2: The implications of changes to the level of benefits paid to
pensioners for future levels of pensioner poverty and Government
expenditure

Percentage of | Government
pensioners living in | Spending on

households with state
household income | pensions and
below 60% of median other
income, after housing benefits
costs (UK) (% of GDP)
2011 2017 2025 2025
Current policy — BSP triple- 15% 14% 11% 5.7%
locked, S2P flat-rate mid-2030s,
Guarantee Credit indexed to
earnings.
As current policy but 15% 14% 9% 5.8%

Guarantee Credit increased
to £140 a week in 2010/11
earnings terms, indexed to
“triple-lock” from 2012

As current policy but 15% 18% 19% 5.4%
current level of Guarantee
Credit indexed to CPI from
2012

As current policy but 15% 14% 10% 5.8%
Winter Fuel Payments re-
instated to 2010 level and
indexed to “triple-lock”
from 2011

The report concludes that under the policy options that change some
benefits within the current system:
Two of the policy options could further reduce future levels of
pensioner poverty compared to current policy, but indexing the
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Guarantee Credit in line with the CPI could increase future levels of
pensioner poverty to around 19% of pensioners by 2025, compared to
11% under current policy. This option would decrease Government
spending on state pensions and other benefits to 5.4% of GDP by 2025,
compared to 5.7% under current policy.

Increasing the Guarantee Credit to £140 per week from 2012 and
indexing it by the ‘triple-lock’ reduces the projected percentage of
pensioners living in households with household income below 60% of
median income to 9% by 2025, compared to 11% of pensioners under
current policy. Under this option the Government is projected to spend
around 5.8% of GDP on state pensions and other benefits, compared to
5.7% under current policy.

Setting the Winter Fuel Payments (WFP) to 2010 levels from 2011 and
indexing them by the ‘triple-lock’ is also likely to decrease the
projected percentage of pensioners living in households with
household income below 60% of median income to around 10% of
pensioners by 2025, compared to around 11% under current policy.
Under this option the Government is projected to spend around 5.8%
of GDP on state pensions and other benefits by 2025, compared to 5.7%
of GDP under current policy.

These findings highlight the key role played by the level of the
Guarantee Credit in determining future levels of pensioner poverty.

The Coalition Government has issued a Green Paper to consult on possible
further state pension reforms. The Green Paper proposes two options for
further state pension reform. The first option proposes to accelerate the flat-
rating of the State Second Pension (S2P) by 2020 so that accrual becomes
flat-rate by 2020 instead of by around 2030. The second option would entail
the replacement of the current BSP and the S2P with a flat-rate single-tier
pension, estimated at £140 per week in 2010 earnings introduced for future
pensioners who reach State Pension Age (SPA) from the date the new
system is implemented.

This report has analysed the impact on pensioner poverty of implementing

a single-tier pension under three different variants:

- A single-tier pension as proposed in the Government’s recent Green
Paper, set at £140 a week in 2010, and introduced from 2016 for future
pensioners retiring after that date only;

A single-tier state pension at the level proposed by the Government,
but introduced more widely, for all future and current pensioners from
2016;

A single-tier pension as proposed in the Government’s recent Green
Paper, set at £140 a week in 2010 and introduced from 2016 for future
pensioners only, along with an increase in the Guarantee Credit to £140
from 2012 and indexing it by the triple-lock.
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Table A3: The implications of alternative single-tier state pension
levels of pensioner poverty and Government

policies for future
expenditure

Percentage of | Government
pensioners living in | Spending on
households with state
household income | pensions and
below 60% of median other
income, after housing benefits
costs (UK) (% of GDP)
2011 2017 2025 2025
Current policy — BSP triple- 15% 14% 11% 5.7%
locked, S2P flat-rate mid-
2030s, Guarantee Credit
indexed to earnings.
Single-tier pension as in 15% 14% 10% 5.7%
Green Paper introduced for
future pensioners from 2016
Single-tier pension 15% 9% 7% 5.9%
introduced for all pensioners
(current and future) from 2016
Single-tier pension for future 15% 13% 8% 5.8%
pensioners only and
Guarantee Credit indexed to
the “triple-lock” from 2012

The report concludes that:

Under all three of the single-tier options modelled the percentage of
pensioners living in households in income poverty tend to further
decrease over the long-term, compared to a continuation of current
policy.

Introducing a single-tier pension as proposed in the Government’s
recent Green Paper for future pensioners only, reduces the percentage
of pensioners projected to live in households with household income
below 60% of median income to around 10% by 2025, compared to 11%
of pensioners under a continuation of current policy. This option costs
broadly the same as current policy.

Introducing a single-tier pension for all pensioners from 2016 has the
most significant impact on reducing the percentage of pensioners
living in households with household income below 60% of median
income. Under this option pensioner poverty is projected to reduce to
7% of pensioners by 2025, compared to 11% under current policy. This
option also leads to a sharp fall in relative poverty levels immediately
after its introduction in 2016, which reflects the immediate effect that it
would have in reducing pensioner poverty. However, this option is the
most expensive of the single-tier options for Government to
implement, increasing Government spending on state pensions and
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other benefits to around 5.9% of GDP by 2025, compared to 5.7% under
current policy.

Introducing a single-tier pension as proposed in the Government’s
recent Green Paper for future pensioners only from 2016, along with a
commitment from the Government to increase the Guarantee Credit in
line with the triple-lock could reduce future levels of pensioner
poverty to 8% of pensioners by 2025, compared to 11% under current
policy. The Government is projected to spend around 5.8% of GDP on
state pensions and other benefits by 2025 under this option, compared
to 5.7% under current policy.

The percentage of pensioner households entitled to means-tested
benefits under any of the single-tier options is projected to be lower
than under current policy over the long-term.

The report highlights the trade-offs faced by all Governments in terms of
the potential effect on poverty reduction of alternative policies and the
costs of the different policy options. The policy options examined in this
report that appear to be most effective at reducing future levels of
pensioner poverty — such as the introduction of a flat-rate single-tier
pension for all pensioners — are also the most expensive for the
Government to implement. All Governments will have to decide where the
balance lies between aiming to reduce pensioner poverty and controlling
Government expenditure.
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Summary of poverty projections and Government

expenditure under alternative policy scenarios

Percentage of pensioners living in
households with household
income below 60% of median
income, after housing costs

(UK)

Government
Spending on
State
Pensions and
Benefits

(% GDP)

2011

2017

2025

2025

Current Policy — BSP
triple-locked, S2P flat-
rate mid 2030s,
Guarantee Credit
indexed to earnings

15%

14%

11%

5.7%

1. Ascurrent policy
but Guarantee Credit
indexed to triple-lock,
instead of earnings from
2012

15%

14%

9%

5.8%

2. Ascurrent policy
but Guarantee Credit
indexed to CPI, instead
of earnings from 2012

15%

18%

19%

5.4%

3. Ascurrent policy
but Winter Fuel
Payments re-instated to
2010 level and indexed
to triple-lock.

15%

14%

10%

5.8%

4. Single-tier pension
as in Green Paper
introduced for future
pensioners only from
2016

15%

14%

10%

5.7%

5. Single-tier pension
introduced for all
pensioners (current and
future) from 2016

15%

9%

7%

5.9%

6. Single-tier pension
for future pensioners
only and Guarantee
Credit indexed to
“triple-lock” instead of
earnings from 2012

15%

13%

8%

5.8%




