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hood, the onset of disability or
the need for long-term care. A
key issue for policy makers, pen-
sioners and their advisers is how
to help people to cope with an
unexpected ‘second peak’ in
need for resources in later life, if
it arises.

Calculating income needs

There are several ways to ap-
proach a calculation of the level
of income people require to meet
their needs in retirement. One
approach is to assess the mini-
mum level of income which
households would require to
meet their basic needs and
achieve a minimum standard of
living. Measures of the mini-
mum income needs of pension-
ers tend to conclude that in 2008
single pensioners would need
around £120 per week, and pen-
sioner couples would need
around £200 per week.2

However many people feel that
they need an income in retirement
which provides them with a stan-
dard of living similar to the one
which they were accustomed to in
their working life.3 For people on
median earnings, two thirds of
pre-retirement income (after sub-
tracting income tax) in retirement
could allow for similar consump-
tion levels to those experienced
during working life4 (around £250
before housing costs, in 2008).

Though minimum and desired
income measures can provide a
useful guide, it is not possible to
calculate a single level of income
that would be suitable for all pen-
sioners to meet their needs or ex-
pectations in retirement. The level
of income required by any pen-
sioner will be dependent on their
desired standard of living in re-
tirement, the structure and loca-
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tion of their household and their
health needs.

Income needs vary between
households

The income needs of households
vary according to their character-
istics. Multi-occupant households
have higher income needs than
single person households, but
need less income per person.
Equally, whether a household is
located in a rural or an urban
area may affect the need for
transport (urban households will
generally have more access to
public transport) and may impact
on the price of goods that may be
purchased, as households in rural
areas may have less access to
large discount shops than house-
holds in urban areas.

Income needs can also vary be-
tween male and female pension-
ers. Different spending patterns
can reflect the price differences in
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restaurants, attending the thea-
tre and going on holidays.

On average, 40% of total spend-
ing by people aged between 65
and 75 is on goods associated
with recreation, such as hotels,
transport and restaurants.6 Pen-
sioner spending can drop off as
people become older and less
mobile, after the age of 75, and
then increase again in older age
as people acquire health prob-
lems and need to spend more
on care, fuel, power and food.
However as people reach age
95 and beyond, total spend
tends to decrease as spending
on items such as clothing, lei-
sure and transport tends to
drop off dramatically (Chart
1).7

Changes in health and income
needs

One of the main reasons pen-
sioners experience a change in

their need for income is because of
changes in their health. As people
age they are more likely to acquire
a disability (Chart 2).8

The onset of disability may often
be associated with an increase in
costs (for goods and services such
as care, support, aids and adapta-
tions to the home, mobility aids
etc.) though acquiring a disability
may also reduce costs in areas
such as leisure activities and mo-
toring expenditure.

The amount of increased income
need that is associated with dis-
ability varies depending on the
type of disability that an individ-
ual acquires and will generally
increase as the severity level of the
disability increases.

There are different approaches to
measuring the costs of disability
to pensioner households although
there are limitations to how accu-

rate any measure can be. How-
ever, using expenditure as a
guide, it is possible to consider
what the costs of disability may
be as a percentage of average in-
come.? Some calculations indicate
that single pensioners (in 2008)
could face increased costs of be-
tween around £50 to £250 per
week and pensioner couples
could face increased costs of be-
tween around £25 to £150 per
week as a result of acquiring dis-
abilities of low, moderate or se-
vere levels.10

Couples often face lower costs
than individual pensioners, when
disabled, as they may receive un-
paid care from their partner or
may be able to share equipment
and disability related-resources
when both members have a dis-
ability.11

Local Authorities can provide ser-
vices such as home help and day
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care or can support the funding
of residential care, however this
care is usually means tested so
people above a certain income
or asset level may be required
to pay for all or part of the care
which the State provides.

Pensioners may also receive
extra help from family, friends
and community groups once
they are disabled. As help
comes from many different
sources it can be difficult to de-
termine conclusively the extra
cost of a disability to individual
pensioner households or to the
state.

Sources of income vary be-
tween household types

After State Pension Age (SPA),
people are likely to receive their
income from a variety of
sources including: state pen-
sion, means-tested benefits, dis-
ability and mobility related
benefits, financial assets (such
as savings and investments),
occupational pensions, personal
pensions and earnings.’? Most
pensioners receive some income
from more than one of the
sources listed above, however
pensioners living in different
household groups, and of dif-
ferent genders, ethnicities and
ages tend to receive income in
varying proportions from par-
ticular sources.

This has implications for the
level of income that pensioners
receive in retirement as differ-
ent income sources will have
various levels of income associ-
ated with them. For example,

Chart 3: As people age their income
decreases from all sources except

benefit income
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pensioners who receive the major-
ity of their income from earnings or
occupational pensions are likely to
be receiving a higher overall level
of income than pensioners whose
main source of income is state
benefits or state pension.!3

Income sources vary across differ-
ent household units, age groups,
genders and ethnicities. Pensioners
who are likely to be on a lower
relative income (older pensioners,
single pensioners, female and eth-
nic minority pensioners) generally
receive a larger proportion of their
income from state pension and
state benefits than other pensioner
households. Pensioners who are
likely to be on a higher relative in-
come (male pensioners, younger
pensioners and pensioners in
multi-occupant households) gener-
ally receive a larger proportion of
their income from occupational
pensions and/or earnings than

other pensioner households.4

Many pensioners are likely to
see a reduction in their income
as they age due to a combina-
tion of being less likely to re-
ceive income from earnings,
changes in household structure
(e.g., from multi to single occu-
pancy) and the way that pen-
sion income tends to decline
relative to earnings over time
(Chart 3).

Property and financial assets
also help support retirement

As well as the direct sources of
income examined above, many
pensioners (73%) have property
in retirement!5 which can reduce
day-to-day living costs, provide
extra income through equity
release, or be used as part of an
investment portfolio generating
income. However, many owner-
occupiers may not be able to
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Chart 4: Pensioners’ income could
decline in real (earnings) terms as

they age
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release a sufficient amount of eq-
uity from their home to make a
significant contribution to their
income in retirement.

Pensioners can also receive in-
come from sources such as the
25% tax-free lump sum that peo-
ple are allowed to take from their
pension fund at retirement, in-
heritance and other support or
income provided by family,
friends and community.

Sources and levels of income
change during retirement

Older pensioners are more likely
to be on a low income relative to
the rest of the population (Chart
4) due to the fact that most
sources of income for pensioners
do not keep pace with the growth

in earnings in the economy as a
whole. This suggests that pen-
sioners may have trouble meet-
ing their needs or desired levels
of expenditure as they age if
their needs for income increase
due to disability, the onset of
widowhood or the need for long
term care. However, pensioners
with assets such as housing or
savings may be able to use these
to fund increases in needs in
later retirement. Pensioners on
a very low income may have
many of their primary needs
provided for by state benefits
and state support through
health and social care services.

The spending cycle in chart 4
represents an average for pen-
sioner spending. The needs of
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any given pensioner may be for
higher spending than depicted in
this chart if, for instance, they
acquire disabilities as they age.

Conclusion

Pensioners may have trouble
meeting the second spending
‘peak’ on care and support in
later retirement as their income
is likely to be lower than it was
in early retirement. Some pen-
sioners might be able to meet
this peak from their income, or
by using other assets, savings or
equity from their home, but
many pensioners may be forced
to rely on their family or the
state for support, which may not
necessarily be the solution pen-
sioners would choose if they felt
that they had other options avail-
able to them.
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