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CHANGES TO THE U.K. STATE PENSION AGE

By Pensions Policy Institute

Editor’s Note: This article is being reprinted
with permission from the Pension’s Policy
Institute.

THE GOVERNMENT'S PROPOSALS

The Pensions Bill proposes to implement
a new single-tier state pension from April
2016 that will replace the current Basic
State Pension (BSP) and the State Sec-
ond Pension (S2P). It also makes propos-
als for increases to the State Pension Age.

The White Paper! illustrates the new pension
as being set just above the current Guarantee
Credit level, at £144 per week (in 2012/13
prices), although the actual level will not be
set out in primary legislation, but will be an-
nounced by the Government of the day clos-
er to the implementation date of April 2016.
The changes will not apply to people who
are over State Pension Age (SPA) in April
2016, including those people who reach
State Pension Age between now and then.

The single-tier pension will lead to the end
of new accrual of S2P and consequently
contracting out from S2P.

Alongside the introduction of the single-ti-
er the Government has also proposed a new
framework to be used for setting the State
Pension Age (SPA) in future.

BACKGROUND

The SPA for women has been increasing
from April2010 in a series of steps to reach
age 65 by November 2018 when it will be
equal for both men and women. The SPA for
women is increasing to 62in 2014. Both men
and women will then see their SPA increase
to 66 by 2020.

Legislation to increase the SPA to age 67 in
the mid 2030s and 68 by the mid 2040s for
both sexes was enacted in 2007.> The Gov-
ernment has since included in the Pensions
Bill a proposal to bring forward the increase
of SPA to reach age 67 by the mid 2020s.’

The impact of the Government's single-tier state pension reform is a research
project funded by the Nuffield Foundation

The PPl is publishing a series of briefings to provide a detailed, comprehensive and
independent analysis of the impact of introducing the single-tier state pension.

The first briefing (June 2013) described the main components of the Government'’s
state reform plans and an initial analysis of the possible impact of the reforms on
individuals. The second and third briefings (both published in October 2013) con-
sidered the management of the transition between the current system and the sin-
gle-tier pension and the potential impact of a switch away from the triple-lock back
to uprating by earnings.

The fourth briefing being published alongside this one considers the abolition of
contracting out.

Other analysis will cover:
e Government cost, spending and long-term retirement income implications.
For more information, please contact the PPI.

This briefing explores differences in life expectancy in the UK and the implications
of changes to the State Pension Age.

This development reflects changes in the life
expectancy of the general population. As
life expectancy increases, the state pension
would be paid to people for an increasing
number of years if the SPA remained un-
changed.

The report prepared by the Pensions Com-
mission in 2006 outlined the requirement
for the state pension to be sustainable and
affordable in the long-term and to be fair be-
tween generations.* Both recent changes to
the SPA and provisions to review the SPA in
the future represent developments to ensure
that the state pension remains consistent
with these requirements.

The Pensions Bill, currently progressing
through Parliament, outlines provisions for
the SPA to be reviewed on an on-going ba-
sis.
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Chart 1:

Review Process For Setting SPA

Secretary of State
commissions a
review of SPA

Report from Government
Qf uary’s Department looking Report from independently-
§ led body looking at:

« The wider factors that
should be taken into
account when setting SPA,
e.g. healthy life expectancy

+ Proportion of lives that
future individuals can
expect to spend over SPA

+ How SPA could be changed
to maintain proportion
specified by the Government

Secretary of
tate

publishes a
report on the
outcome of the
review

Any change to
the’SPA to be
setin
legislation and
approved by
arliament

Chart 1, reproduced from the House of
Commons library note on the State Pension
Age’, outlines the review process for SPA.
The principle informing future changes to
the SPA is that on average an individual
should spend ‘up to a third of their adult life
in retirement’.® For this purpose adult life is
defined as starting at age 20.7 In the Autumn
Statement 2013, the Chancellor illustrat-
ed this principle as implying that the SPA
would increase to 68 by the mid 2030s and
to 69 by the late 2040s.}

Other factors likely to be taken into account
include healthy life expectancy, socio-eco-
nomic, regional variations and economic
concerns such as labour market conditions
for older workers.” The Pensions Bill speci-
fies that, as part of the review process, both
the Government Actuary’s Department and
an independent committee must submit
reports, which must be published before the
end of the period of 6 years beginning with
the day on which the previous reports were
published, with the first reports being pub-
lished before 7 May 2017.
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The review framework will look to give a
minimum of ten years’ notice to those in-
dividuals affected by future changes to the
SPA."°

MEASURES OF LIFE EXPECTANCY

Life expectancy will be one of the main
factors that influences changes to the State
Pension Age (SPA). However, life expec-
tancy can be measured in different ways.

Life expectancy can be defined as how long
someone is expected to live based on a set
of probabilities of surviving from one age to
the next; for instance, how many 65 year-
olds are likely to survive to age 66. Once
these probabilities are calculated, these
are used to calculate the average lifespan.

There are two ways of calculating life ex-
pectancy, the period and cohort measures.

PERIOD LIFE EXPECTANCY
The Office for National Statistics (ONS)
defines period life expectancy as:

‘Period life expectancy at a given age for
an area is the average number of years a
person would live, if he or she experienced
the particular area’s age-specific mortality
rates for that time period throughout his or
her life. It makes no allowance for any later
actual or projected changes in mortality. In
practice, death rates of the area are likely
to change in the future so period life expec-
tancy does not therefore give the number of
years someone could actually expect to live.
Also, people may live in other areas for at
least some part of their lives. !

For example, UK period life expectan-
cy at birth takes a single year and uses
the survival probabilities for all ages in
that single year to reach an average lifes-
pan. Therefore this is a snapshot of life
expectancy at any one time and does not



take account of the fact that, for instance,
younger cohorts may have greater life ex-
pectancy at age 65 than current 65-year-olds.

COHORT LIFE EXPECTANCY
The ONS defines cohort life expectancy as:

‘Cohort life expectancies are calculated us-
ing age-specific mortality rates which allow
for known or projected changes in mortali-
ty in later years and are thus regarded as a
more appropriate measure of how long a per-
son of a given age would be expected to live,
on average, than period life expectancy. "

This allows for the fact that younger cohorts
will tend to have greater life expectancies
at a given age than people who are current-
ly that age if recent trends of people being
more likely to survive, and less likely to die,
at each age continues. This can be seen and
measured from past improvements to mor-
tality, and calculations of cohort life expec-
tancy look to take account of this.

Chart 2 compares the period and co-
hort measures of males and females
aged 65 in a given year. The differ-
ence between these two measures is be-
tween 2 and 3 years in the given years.

While the Department for Work and Pen-
sions” (DWP) background note' on calcu-
lating rises to the SPA states that the cohort
measure of life expectancy should be used
in setting SPA, some of the analysis used
to consider the impact of SPA increas-
es—and which could potentially be used
in the review process of SPA—is based
on the period measure of life expectancy.

For example, healthy life expectancy refers
to years spent in good or very good general
health, and is often used alongside estimates
of life expectancy to consider whether indi-
viduals will be able to have an active retire-
ment."”” Measures of healthy life expectancy

Calculation of period v cohort life expectancy

Period life expectancy in 2013 for a person aged 65 would be
calculated using the mortality rate for age 65 in 2013, for age 66
in 2013, for age 67 in 2013 and so on.

Cohort life expectancy in 2013 for a person aged 65 would be
calculated using the mortality rate for age 65 in 2013, for age 66
in 2014, for age 67 in 2015, for age 68 in 2016 and so on.

Chart 2: Comparison of period and cohort measures of life
expectancy

Life expectancy (years) of individual aged 65 in the given year

Males Females
Year Period measure | Cohort measure | Period measure Cohort measure
2013 185 21.4 21.0 24.0
2023 20.6 22.6 23.0 25.2
2033 219 23.7 243 26.3
2043 229 24.8 25.3 27.3
2053 24 25.9 26.3 28.4

Source: ONS population projections

Chart 3: Period measuresof life expectancy and healthy life expectancy provide
an estimate of the proportion of life after age 65 spent in good health

Life expectancy and healthy life expectancy (years) at age 65, 2008-10
Life expectancy | Healthy life Proportion of life over
expectancy 65 spent in good
health
Male Female | Male Female | Male Female
United 17.8 204 10.1 11.6 57% 57%
Kingdom
England 18.0 20.6 10.3 11.8 57% 57%
Scotland 16.6 19.2 8.6 10.8 52% 56%
Wales 17.5 20.2 10.3 10.0 59% 50%
Northern 17.3 20.1 9.5 10.8 55% 54%
Ireland
Source: PPI analysis of ONS, Health expectancies in the United Kingdom
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are often based on the period rather than the
cohort measure of life expectancy—they are
based on current levels of observed health in
the population at different ages, and make
no allowance for future changes. This makes
the analysis useful for showing differences
based on the current population—for ex-
ample how much of retirement is current-
ly spent in good health and ill health—and
how this has changed over time. But these
estimates are less useful as a guide to fu-
ture experience, where many factors are
likely to change. Similarly, many estimates
of how life expectancy varies by local area
are also based on period life expectancy.

The use of the period measure risks sig-
nificantly underestimating both the number
of years of healthy life and life expectan-
cy for future cohorts, and there is also the
risk of confusion where the measures used
to report life expectancy and healthy life
expectancy are inconsistent. ONS figures
using the period measure calculate healthy
life expectancy at birth to be 63.2 for males
and 64.2 for females born in England in
2009-11', with total life expectancy at
birth at 78.9 years for males and 82.9 for
females.!” But ONS cohort projections for
individuals born in England in 2011 are 90.7
years for males and 94.0 years for females.

Chart 4: Estimates of male healthy life expentancy based
on cohort measure of life expectancy

Life expectancy and healthy life expectancy*(years) of male aged 65 in the

given year

Year Life expectancy | Healthy life expectancy with different assumptions
regarding proportion of life over 65 spent in good health
57% 50% 65%

2013 214 122 10.7 13.9

2023 22.6 12.9 11.3 14.7

2033 23.7 13.5 11.9 154

2043 248 14.1 12.4 16.1

2053 259 14.8 13.0 16.8

* Healthy life expectancy figures are based on the assumption that approximately 57% of life

after 65 is spent in good health

Source: PPI analysis of ONS, Health expectancies in the United Kingdom and ONS population projections

34 | PENSION SECTION NEWS

Although period measures of life expec-
tancy are likely to underestimate future life
expectancy, the period measures for life ex-
pectancy and healthy life expectancy at age
65 provide an estimate of the proportion
of life after 65 spent in good or very good
health. Chart 3 on page 2, shows measures
of period life expectancy and healthy life
expectancy at age 65 by country and sex,
using ONS figures. These figures suggest
that approximately 57% of life after age
65 is spent in good or very good health.

If it is assumed that the proportion of life
spent in good or very good health will not
change in the future, this proportion can be
used in conjunction with cohort measures
of life expectancy to give an indication of
potential healthy life expectancy—in effect
keeping constant the proportion of time
spent over the age of 65 in good or very
good health.

Chart 4 shows cohort measures of life ex-
pectancy and healthy life expectancy of
males aged 65 in 2013 and 10-year intervals
to 2053, based on applying the assumption
that approximately 57% of life after age 65
is spent in good or very good health and that
the proportion remains constant over time.
Chart 5 shows the same measures for wom-
en aged 65 in 2013 and selected years.

However, the proportion of life spent in
good or very good health after age 65 might
decrease as life expectancy increases if, be-
yond a certain age, very few people expe-
rience good health. Similarly, other factors
such as medical advances or lifestyle im-
provements might increase the proportion
of life spent in good health after age 65. To
reflect this uncertainty, Charts 4 and 5 also
show estimates of healthy life expectancy if
the proportion of years spent in good health
after age 65 reduces to 50% or increases to
65%.



ESTIMATES AROUND LIFE
EXPECTANCY

Chart 6, provides estimates of the year in
which a third of adult life would be spent
in retirement for the given State Pension
Age (SPA). This indicates the trigger year,
for each SPA, where future life expectan-
cy would be a third of total adult lifetime
(assumed to start at age 20). For instance,
if these estimates are accurate and the prin-
ciple is applied, we might expect the SPA
in the United Kingdom (UK) to rise to 68
in 2033, provided no allowance is made for
regional variations or other factors. These
figures are based on PPI analysis of ONS
cohort life expectancies.

The indication by the Government that SPA
might increase to 68 by the mid 2030s and
to 69 by the late 2040s is consistent with
these estimates. The trigger year in which
the SPA would need to increase to 68 to
avoid more than a third of adult life being
spent in retirement is 2033. The trigger
year in which the SPA would need to in-
crease to 69 to avoid more than a third of
adult life being spent in retirement is 2046.

These figures mask differences between the
sexes; for instance, for women the trigger
year in which the SPA would need to increase
to 67 to avoid more than a third of adult life
being spent in retirement is 2010, while the
equivalent year for men would be 2032.

In addition, these figures apply to the UK
as a whole, and there are significant differ-
ences in estimates of life expectancy with-
in the UK. While for England, 2032 is the
trigger year in which the SPA would need
to increase to 68 to avoid more than a third
of adult life being spent in retirement, the
first year in which this would happen in
Scotland is 2045. For Wales and North-
ern Ireland, the trigger year in which the
SPA would need to increase to 68 to avoid
more than a third of adult life being spent
in retirement is 2036 and 2037 respectively.

Chart 5: Estimates of female healthy life expectancy based

on cohort measure of life expectancy

Life expectancy and healthy life expectancy*(years) of female aged 65 in
the given year
Year Life Healthy life expectancy with different assumptions
expectancy regarding proportion of life over 65 spent in good

health
57% 50% 65%

2013 240 137 120 15.6

2023 252 144 126 l6.4

2033 263 15.0 132 17.1

2043 273 15.6 137 17.7

2053 284 16.2 142 185

* Healthy life expectancy figures are based on the assumption that approximately 57% of life

after 65 is spent in good health

Source: PPI analysis of ONS, Health expectancies in the United Kingdom and ONS population projections

Chart 6: Year in which SPA would increase if the principle

were applied

First year in which 33% of adult life* would be spend in retirement
New SPA United England | Scotland | Wales Northern
Kingdom Ireland
66 2010 2009 2020 2012 2012
67 2021 2019 2033 2023 2024
68 2033 2032 2045 2036 2037
69 2046 2045 2057 2049 2050

* Adult life starts at age 20
Source: PPI analysis of ONS population projections

The trigger year in which the SPA would need
to increase to 69 to avoid more than a third
of adult life being spent in retirement rang-
es from 2045 (England) to 2057 (Scotland).

The review process outlined in the Pen-
sions Bill, currently being debated in Par-
liament, provides for regional differenc-
es to be taken into account. However, it is
unlikely that there would be different SPAs
for different areas of the UK as this may
be unpopular and would be difficult to ad-
minister. If there continues to be one SPA
throughout the UK, individuals in Scotland,
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Wales and Northern Ireland, who retire at
SPA, may experience shorter retirements
and may spend a greater proportion of their
retirement in ill health than individuals in
England. In addition, there may be signifi-
cant variation in life expectancy across re-
gions and localities within each country of
the UK as well as between the countries.
For example, ONS reported that healthy
life expectancy was higher in the South of
England than in the North of England.'

However, regional differences in life ex-
pectancy and healthy life expectancy are
themselves a significant issue that could be
addressed by other policies. For example,
organisations such as those that work in the
field of public health are responsible for de-
signing strategies to address health inequal-
ities that could also affect life expectancy.
Inequalities in life expectancy between dif-
ferent sections of the population could be
addressed alongside changes in SPA and are
not necessarily a reason not to increase SPA.
It is important that the public has confidence
in the review process for the SPA as this has
implications for a number of issues, such as
an individual’s payment of National Insur-
ance contributions and their eligibility for
other benefits such as Housing Benefit.

CONCLUSION

The White Paper outlined provisions for the
State Pension Age (SPA) to be reviewed on
a regular basis and, subject to Parliamentary
progress, this will be enacted in the Pensions
Act. The principle informing changes to the
SPA is that an individual should spend no
more than a third of their adult life in receipt
of the state pension. Other factors likely to
be taken into account include healthy life
expectancy, socioeconomic and regional
variations and economic concerns.

Two ways of measuring life expectancy are
often used- period and cohort life expectan-
cy. Cohort life expectancy recognises the
fact that younger cohorts will tend to have

greater life expectancies at a given age than
people who are currently that age if it is as-
sumed that survival probability continues
to increase. For this reason, the DWP states
that the cohort measure of life expectancy
should be used to calculate increases to SPA.
Period measures of life expectancy, such as
those often used to estimate healthy life ex-
pectancy or variations by region, are useful
in highlighting differences, for example in
health status or between regions. Howev-
er, as they make no allowances for future
changes, they tend to understate total life
expectancy compared to ONS cohort based
projections.

The indication by the Government that the
SPA might increase to 68 by the mid 2030s
and to 69 by the late 2040s is consistent with
PPI estimates of cohort life expectancy.

However, there are differences in terms of
life expectancy across countries within the
UK. For instance, while in England, 2032 is
the first year in which a third of adult life
would be spent in retirement for the SPA
of 68, this would not happen until 2045 in
Scotland.

The review process outlined in the White
Paper provides for regional differences to be
taken into account. However, it is unlikely
that there would be different SPAs for differ-
ent areas of the UK. If there continues to be
one SPA throughout the UK, individuals in
Scotland, Wales and Northern Ireland, who
retire at SPA, may spend a greater propor-
tion of their retirement in ill health than in-
dividuals in England. However, inequalities
in life expectancy between different sections
of the population could be addressed along-
side changes in SPA, and are not necessarily
a reason not to increase SPA.

The issues described above highlight the im-
portance of ensuring that the review process
for the SPA is independent and transparent
and has the confidence of the public. As well



as affecting an individual’s receipt of the
state pension, the SPA has implications for a
range of issues such as an individual’s pay-
ment of National Insurance contributions
and their eligibility for other benefits such
as Housing Benefit.

For more information on this topic, please
contact Melissa Echalier 020 78484245
melissa@pensionspolicyinstitute.org.uk
www.pensionspolicyinstitute.org.uk

This analysis has been funded by a grant
from the Nuffield Foundation, an endowed
charitable trust that aims to improve so-
cial well-being in the widest sense. It funds
research and innovation in education and
social policy and also works to build ca-
pacity in education, science and social sci-
ence research. The Nuffield Foundation has
funded this project, but the views expressed
are those of the authors and not necessarily
those of the Foundation. More information is
available at www.nuffieldfoundation.org. m
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