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Introduction 

It is too often assumed that retirement is a one-off event, rather than a process. Yet there is 

increasing evidence that we are moving towards a process of ‘gradual retirement’ (Vickerstaff 2007; 

Vickerstaff et al, 2005). Notions of ‘winding down’ and ‘semi-retirement’ have been with us for a long 

time, yet seem to obscure more than they explain about what the retirement process is really like. 

Gradual retirement, on the other hand, is associated with a wide range of opportunities that may be 

available to older workers, including downshifting within their current employment, moving into new 

forms of flexible and part-time work, or indeed even moving into self-employment in later life.  

Whichever path is chosen, gradual retirement is not simply winding down, but rather a way for older 

workers to develop sustainable ways of engaging in the labour market. As such, at its best, gradual 

retirement would enable older people to stay in work for longer rather than leaving the labour market 

altogether. 

However, it seems that various barriers to gradual retirement remain. This report is focused on the 

role that pension provision may play in constraining and enabling gradual retirement. In terms of 

both workplace/employer pensions, and especially state pensions, are the incentives to defer 

payments strong enough? Are the procedures for combining work and pension receipt adequate? 

Pension provision may therefore hamper gradual retirement options even where demand exists. 

This report draws upon the results of an original survey commissioned by ILC-UK in September 

2011, undertaken by GfK NOP, designed principally to assess whether individuals themselves 

perceive of certain aspects of the pensions system as barriers to both gradual retirement and 

working for longer. It also draws upon two other main sources of evidence: 

• Existing evidence contained in Aviva’s Real Retirement reports and data from the Labour Force 

Survey published by the Office for National Statistics. 

• A roundtable meeting held in the House of Commons on 24 October 2011, attended by a large 

number of experts and stakeholder representatives (see appendix). 

The report begins by briefly surveying the existing evidence on retirement and employment in later 

life, noting the discrepancy between expectations of retirement and actual practice. The remainder 

of the report presents the results of ILC-UK’s survey. The second section presents evidence on the 

circumstances in which individuals would consider delaying their retirement. The third section 

focuses on the state pension, presenting evidence on state pension deferral and the possibility of a 

‘graduated state pension’. The fourth section presents evidence on individuals’ awareness of the 

possibility of combining income from employment and a workplace/employer pension, and the final 

section looks at the issue of National Insurance contributions by older workers.  
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Survey highlights 

 

� 40 per cent of people would consider delaying their retirement if they 

could defer the state pension in return for higher payments later; yet 59 

per cent are unaware that this option is already available. 

 

� 42 per cent of people would consider delaying their retirement if they 

could combine income from a work-based/employer pension and their 

current job; yet 66 per cent are unaware that this option is already 

available to many employees. 

 

� 46 per cent of people would consider delaying their retirement if their 

employer offered greater support for reducing their working hours, or 

flexible working arrangements. 

 

� A lower proportion of people, 36 per cent, would consider delaying their 

retirement if the state pension age is increased further than already 

planned; however, this proportion rises to 53 per cent among part-time 

workers. 

 

� 55 per cent of people would support a system whereby individuals could 

access part of their state pension early, in return for a lower pension when 

they retire in full; support rises to 63 per cent for people aged between 35 

and 54. 

 

� The majority of people – 67 per cent – do not support the idea that people 

above state pension age, yet still in employment, should continue to pay 

National Insurance contributions. 
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1. Evidence on work and retirement 

Aviva’s Real Retirement research shows that 68 per cent of individuals aged 16 or over intend to 

work beyond the state pension age. This is more likely to be reported by younger age groups, but 

nevertheless 64 per cent of those aged 55 or over intend to stay in work beyond state pension age. 

The main benefits of working beyond state pension age reported by individuals are: 

• Increased income (59 per cent); 

• Keeps me from getting under my partner’s feet (54 per cent); 

• Keeps my mind active (44 per cent); and 

• Interaction with others (43 per cent) (Aviva, 2010a). 

However, evidence on actual behaviour by older workers – which of course is influenced by 

economic conditions as well as individual decisions – suggests that working beyond state pension 

age is not yet a reality for the overwhelming majority of older people, as table 1 shows. Employment 

rates drop after the age of 50, and fall significantly further after the age of 65. 

Interestingly around 6 in 10 of people aged 55 or over would not want to continue working for their 

current employer past their firm’s normal retirement age (Aviva, 2010a; 2010b). This does not 

necessarily mean they would leave the labour market – older workers are not averse to career 

change in later life. When asked about the type of work most suitable to those above state pension 

age, 61 per cent of over-55s said self-employment, with retail (44 per cent), volunteering (32 per 

cent) and leisure/hospitality (27 per cent) also popular choices (Aviva, 2010a). However, again, 

evidence on actual behaviour is less encouraging. As figure 2 shows, most people working beyond 

the age of 65 have been in continuous employment for a significant length of time. 

The majority of people wanting to work beyond state pension age would want to work part-time 

rather than full-time. This underlines the importance of gradual retirement. In fact, 58 per cent of 

over-55s intend to ‘downshift’ before retiring in full, starting from an average age of 57. While 1 in 4 

would not want to reduce their working hours, a further 17 per cent said that downshifting was not 

possible in their circumstances (in explaining this constraint, most people referred to the nature of 

their job, but many also referred to financial considerations) (Aviva, 2010b). 

Yet the proportion of older workers currently in part-time employment is relatively small. At the end  

 

Table 1: Employment rates for older workers 

 Proportion in employment (%) 

  
All aged 16-64 

 
50-64 

 
65+ 

 
Women 

 
65.4 

 
59.6 

 
5.8 

Men 75.4 70.6 11.0 

All 70.4 65.0 8.2 

  

Source: Labour Force Survey, June-August 2011 

Note: Male and female state pension ages have not yet been equalised. 
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Fig 2: Length of time in continuous employment, for employees aged 65+ 

 
 

Source: Labour Force Survey, October-December 2010 

 

of 2010, although people aged 65 or over were far more likely to be in part-time than full-time 

employment (6.1 per cent and 2.7 per cent, respectively), part-time work is nevertheless undertaken 

by only a small minority.1 Furthermore, people aged 50-64 were only marginally more likely to be in 

part-time employment than people aged 25-49 (the proportions were 18.2 per cent and 17.4 per 

cent, respectively), despite being significantly less likely  to be in full-time employment (46.4 per 

cent for the 50-64 age group, compared to 62.6 per cent for the 25-49 age group) (see ONS, 2011). 

  

                                                
1
 It is worth noting, however, that the number of people aged 65 or over in part-time employment has been rising steadily for around a decade, despite 

the fact that the proportion in full-time employment has also risen. 
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2. Extending working lives? 

As section 1 outlines, through the Real Retirement research we know that a gradual approach to 

retirement would be attractive to many people. But would it lead to later retirements? The evidence 

suggests that working beyond state pension age would be dependent on options for part-time 

employment and new forms of work, and that many people would be prevented from undertaking a 

gradual approach to retirement. 

ILC-UK’s survey reveals, however, that significant numbers of people would consider delaying 

retirement, when presented with various possibilities relevant to enabling gradual retirement (see 

figure 3):  

• 46 per cent of both men and women reported that they would consider delaying retirement if 

their employer offered more support to enable reduced working hours, or more flexible working 

arrangements; 

• 41 per cent of men and 39 per cent of women would consider delaying retirement if they could 

postpone their state pension in return for higher payments eventually; and  

• 43 per cent of men and 41 per cent of women would consider doing so if they could begin 

receiving their occupational pension while remaining in their job.  

The fact that these options are already available, to some extent, within the UK pensions system 

suggests a lack of awareness among individuals regarding pension arrangements and the 

retirement process. Perhaps most remarkably, only 2 per cent of men and 3 per cent of women 

reported that nothing would encourage them to consider delaying retirement – indicating the 

willingness of most people to delay retirement, assuming conditions are amenable. 

 

Fig 3: Circumstances in which delaying retirement would be considered 

 

Respondents were asked ‘In which of the following circumstances, if any, would you consider delaying in retirement and staying in 

work for longer?’ 

Base: 1000 adults aged 16+ (surveyed by GfK NOP between 30 September and 2 October 2011) 

0 5 10 15 20 25 30 35 40 45 50

Not relevant / already retired

Nothing would make me consider delaying retirement

None of these

Your employer offered more support for you to work fewer
hours or more flexibly

The state pension age was raised further than is already
planned

You could begin receiving your occupational pension while
remaining in your job

You could postpone receiving your state pension in return
for higher payments eventually

Proportion in agreement with the statement

Female

Male
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Interestingly, 37 per cent of men and 34 per cent of women reported that they would consider 

delaying retirement if the state pension age was raised further than is already planned. This is 

broadly consistent with what we already know, that is, that state pension age influences but does 

not determine retirement ages (see Berry, 2010), and the view of several roundtable participants 

that, while retiring later can have a positive impact on individuals’ well-being, the case in favour of 

raising the state pension has not yet been made strongly enough by the government. Raising the 

state pension age is the centrepiece of the government’s approach to extending working lives, yet 

clearly, if most people would not consider delaying retirement in these circumstances, it would be 

naïve to expect retirement ages to rise in line with the state pension age automatically. 

Disaggregating these results by age produces interesting results. The proportion in agreement with 

each of the four main statements is relatively constant across age groups, up to people aged 

between 55 and 64. This suggests that people’s retirement expectations become relatively fixed in 

their late-50s – up to this point, there remains a strong possibility that policy can influence 

retirement decisions. The main exception to this trend is the attitude of the 16-24 age group to 

further increases in the state pension age: only 33 per cent reported that this change would lead 

them to consider working for longer, roughly equivalent to the 55-64 age group (30 per cent). It is 

also worth noting that this circumstance also produces the biggest gap in agreement between the 

35-44 and 45-54 age groups (48 per cent and 38 per cent, respectively). 

The results can also be broken down by social class. While proportions in agreement are similar 

across most occupational groups, individuals in social class DE were significantly less likely to 

consider delaying their retirement when presented with the four main possibilities, and far more 

likely to say ‘none of these’.2 While our survey considered socio-economic grading rather than  

 

Table 4: Circumstances in which delaying retirement would be considered, by working status 

 Working status (%) 

Full-time Part-time Not-working 

 
You could postpone receiving your state pension in return 
for higher payments eventually 

 
48 

 
52 

 
28 

You could begin receiving your occupational pension 
while remaining in your job 

54 53 24 

The state pension age was raised further than is already 
planned 

44 53 21 

Your employer offered more support for you to work 
fewer hours or more flexibly 

58 60 27 

None of these 
 

14 3 19 

Nothing would make me consider delaying retirement 
 

3 4 2 

Not relevant / already retired 3 10 43 

 

Respondents were asked ‘In which of the following circumstances, if any, would you consider delaying in retirement and staying in 

work for longer?’ 

Base: 1000 adults aged 16+ (surveyed by GfK NOP between 30 September and 2 October 2011) 

                                                
2
 They were not, however, significantly more likely to report that ‘Nothing would make me consider delaying retirement’, suggesting that a targeted 

approach to extending working lives for the most disadvantaged individuals is most likely to succeed. 
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income, this seems to reinforce what we know about retirement decisions across the income 

distribution: people on low incomes feel compelled to stay in work due to financial necessity, and yet 

often retire earlier than expected due to the onset of ill-health (see Berry, 2010). 

Perhaps the most relevant demographic breakdown relates to working status (see table 4). The 

survey asked people to consider hypothetically whether they would consider delaying retirement, 

even if the issue was not ‘currently applicable’ to their circumstances. Understandably, those not 

currently working were significantly more likely to report that they would not consider delaying 

retirement in the circumstances presented, although the ‘already retired’ make up a significant 

portion of this group. There were, however, few differences between full-time and part-time workers. 

The most interesting result in terms of working status concerns the impact of raising the state 

pension age: significantly higher proportions of those in employment would consider delaying 

retirement in these circumstances. This applies in particular to part-time workers, who would be 

more likely than not to consider delaying retirement if the state pension age was increased further 

than is already planned. 
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3. State pension reform 

Upon reaching state pension age, individuals are able to defer receipt of their state pension. For 

every 5 weeks that the commencement of payments is postponed, individuals receive an additional 

1 per cent in their state pension entitlement.3 Yet ILC-UK’s survey reveals that there is a widespread 

lack of awareness about the possibility of state pension deferral (see figure 5). The majority of 

people are not aware that they can postpone receipt of their state pension in order to qualify for 

higher payments at a later date – despite the fact that 40 per cent of people report that they would 

consider delaying retirement if such arrangements were available. Interestingly, there are more 

people ‘definitely aware’ of the possibility of deferral than there are people ‘somewhat aware’, 

indicating that there exists a divide between a minority with detailed knowledge of the state 

pensions system and a majority with no knowledge – with relatively few people in-between. It should 

be noted that there is some evidence of greater awareness among higher social classes. In terms of 

age, awareness increases as people get older.4 It should be noted, however, that there remains a 

significant lack of awareness among older age groups. 

The possibility of deferring entitlement to the state pension acts, in theory, as an incentive to work 

beyond the state pension age. Yet it does not act as a direct incentive for individuals to retire 

gradually, given that it merely postpones access to an individual’s full state pension award rather 

than allowing access to part of their entitlement while the remainder is deferred. However, the state 

 

Figure 5: Knowledge of state pension deferral 

 

Respondents were asked ‘Were you aware that a person can put off receiving their state pension in order 

to receive higher payments later on, or not?’. 

Base: 1000 adults aged 16+ (surveyed by GfK NOP between 30 September and 2 October 2011) 

 

                                                
3
 Alternatively, if receipt is postponed for 12 months or over, people can choose to accept a lump sum. It is worth noting, however, that the additional 

payments as a result of deferral are treated as ‘extra state pension’ and are not necessarily uprated at the same rate as other parts of the state 
pension. For instance, in 2011extra state pension was uprated by inflation, whereas basic state pension is now subject to the ‘triple lock’ of inflation, 
earnings or 2.5 per cent, whichever is highest. 
4
 This trend actually helps to partly explain the incongruous result noted above, that is, the higher score for ‘definitely aware’ than ‘somewhat aware’. 

Broadly, this finding is still correct when results are disaggregated by age, but only because the divide between aware and unaware is very 
pronounced after the age of 45, but not as striking among people aged 44 or under. 

0 10 20 30 40 50 60 70
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Table 6: Support for a graduated state pension 

 Age group (%) 

16-24 25-34 35-44 45-54 55-64 65+ TOTAL 

 
Yes 

 
57 

 
47 

 
63 

 
63 

 
55 

 
48 

 
55 

No 38 49 33 31 36 37 37 

Don’t know 6 4 4 6 8 15 8 

 

Respondents were asked ‘Do you think people approaching retirement should be able to begin receiving part of their state pension, so 

they can reduce the number of hours they work, but then likely receive lower payments when they fully retire?’ 

Base: 1000 adults aged 16+ (surveyed by GfK NOP between 30 September and 2 October 2011) 

 

could provide direct incentives for gradual retirement through state pensions by offering a 

‘graduated’ state pension.  This would allow individuals to begin receiving part of their state pension 

before a nominal state pension age, so they can reduce the number of hours they work, yet receive 

lower payments when they retire in full. ILC-UK’s survey reveals that a majority of people would be 

in favour of this change (see table 6). 

Furthermore, clear majorities exist in favour of the change among both men and women, in all social 

classes, and across most regions (only people from the West Midlands are more likely to oppose 

than support the idea). There were no significant differences in terms of marital status or working 

status. For a policy that is almost entirely untested, and which will mean that individuals will 

probably receive lower state pension payments when they retire in full, these results are clearly 

remarkable. If nothing else, they indicate again the strong support that exists for a gradual approach 

to retirement. 

As table 6 suggests, slightly more variation is evident when results are disaggregated by age. There 

is a relatively high ‘don’t know’ score for people aged 65 or over, and indeed more people are 

against the idea than in favour in the 25-34 age group. Yet there are clear majorities across all other 

age groups, including those closest to state pension age. As several roundtable participants pointed 

out, however, the introduction of a graduated state pension would entail the risk of increasing 

complexity within the pensions system, at a time when the government, with the support of virtually 

all stakeholders, has identified eliminating complexity as a key priority for pensions provision. Of 

course, the merging of the basic and second state pensions will help to simplify the state pension 

system, and at the individual level decisions around a graduated state pension would be relatively 

straightforward. It would be necessary, however, to avoid unintended consequences in terms of the 

interaction with other parts of the social security system. 
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4. Combining work and retirement 

Since April 2006 it has been possible for individuals to access their workplace/employer pension 

while remaining in employment with the same employer, if their pension scheme allows this option. 

ILC-UK’s survey reveals that there is a widespread lack of awareness about the possibility of 

combining income from both employment and an occupational pension (see figure 7) – despite the 

fact that a significant minority reported that such arrangements would encourage them to consider 

delaying retirement. This conclusion holds when the results are disaggregated by gender, social 

class, working status and marital status, and there are limited regional differences. 

Awareness tends to increase with age, but not significantly. In the 55-64 age group – which is most 

likely to have direct experience of this policy – 54 per cent of those surveyed were unaware of this 

possibility, and 38 per cent were definitely aware (compared to general population scores, 

respectively, of 66 per cent and 21 per cent). 

One of the outcomes of the roundtable meeting was that there needs to be far more promotion of 

the incentive structures that already exist around gradual retirement and working for longer. This 

applies to both the possibility of combining income from work and a workplace/employer pension, 

and state pension deferral (as discussed in the previous section).5 State pension deferral, in 

particular, can often be highly cost-effective for individuals – yet there exists a degree of cynicism 

about the government’s motives in offering people the opportunity to postpone their entitlements. 

Some participants advocated a greater role for employers in disseminating information around 

retirement options, and one noted the need to counter the misinformation that exists around gradual 

 

Fig 7: Knowledge of possibility of combining work and pension income 

 

Respondents were asked ‘Were you aware that a person could begin receiving their occupational pension 

while remaining in their job with the same employer, or not?’. 

Base: 1000 adults aged 16+ (surveyed by GfK NOP between 30 September and 2 October 2011)  

                                                
5
 One roundtable participant noted, for instance, that many decisions to defer are ‘accidental’, given that many people do not realise that state pension 

receipt is not automatic, but must instead be claimed upon reaching state pension age. 

0 10 20 30 40 50 60 70
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retirement, specifically the perception that reducing your working hours will have a negative impact 

on a final salary pension.6 This agenda is of course notwithstanding the possibility that existing 

arrangements for deferral and combining work and pension income should be strengthened or 

expanded, as well as better publicised. 

  

                                                
6
 Final salary pensions for workers that reduce their hours before retirement are generally calculated based on full time equivalent (FTE) salary – 

lower individual contributions are reflected instead in the number of contributing years. If one’s FTE rate is also reduced before retirement, 
entitlements can effectively be frozen at the higher rate, with only subsequent entitlements accrued at the lower rate. 
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5. Tax and National Insurance 

People above state pension age, yet still in employment, are not required to pay National Insurance 

contributions (NICs). This is in recognition of the fact that the National Insurance system is de jure a 

form of insurance rather than taxation. Individuals make contributions over their working life in 

return, principally, for state pension entitlements; they may be able to work beyond state pension 

age, but this should not affect the fact that previous NICs have already funded their state pension. 

Yet the question of whether employees aged above state pension should be exempt from NICs is 

an increasingly contentious issue. The exemption is arguably a form of subsidy for older workers, 

which impacts on employment opportunities for young people.7 Given that people are living much 

longer than anticipated by the architects of the National Insurance system, and in many cases are 

physically able to work significantly beyond state pension age, it may be that NICs should be paid 

by all employees, irrespective of age, reflecting the fact that we will be receiving the state pension 

for a much longer period of time. 

However, ILC-UK’s survey reveals that there is very strong opposition among the general public to 

the notion that people above state pension age, yet still in employment, should pay NICs (see figure 

8). Strong opposition is evident across all age groups, and is in fact strongest in the 25-34 category, 

where 74 per cent of people disagree that people in employment aged above state pension age 

should pay NICs (indeed, slightly more people aged 65+ than in any other age group – 33 per cent 

– believe that such individuals should pay NICs). 

 

Fig 8: Should older workers pay National Insurance contributions? 

 

Respondents were asked ‘People above state pension age who are still in employment pay income tax 

are not required to pay National Insurance contributions. Do you think that they should pay National 

Insurance or not?’. 

Base: 1000 adults aged 16+ (surveyed by GfK NOP between 30 September and 2 October 2011) 

                                                
7
 Of course, employers are still required to pay NICs on behalf of their employees, irrespective of age. To exempt employers from employer NICs for 

staff aged above state pension age would clearly unduly discriminate against younger people in the labour market. Nevertheless, exemption from 
NICs for older employees can be said to provide an incentive to work for older people that does not exist for younger people. 
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This suggests that young adults, perhaps more than other age groups, recognise the value and 

main features of the intergenerational contract, upon which the National Insurance system is based. 

The issue of whether employees aged above state pension age should pay NICs is, of course, not 

directly related to the incentive structure around gradual retirement. However, introducing a 

graduated state pension, as discussed in section 3, would probably have implications for the 

National Insurance system. It is likely that it would be necessary to retain a nominal state pension 

age, which would serve as a cut-off for employee NICs, even though state pension age would 

essentially be variable at the individual level. This would mean, however, that the NICs cut-off point 

could play a decisive role in the financial circumstances of individuals approaching retirement, which 

would undermine the value of a graduated state pension to some extent. In such circumstances it 

may be necessary to re-visit the issue of NICs for employees aged above state pension age. 
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Conclusion and recommendations 

There is strong support for gradual retirement – indeed, many people intend to retire gradually – but 

little evidence that it happens in practice on a large scale. Furthermore, it has yet to be established 

that gradual retirement will automatically lead to extended working lives. The policy architecture 

around retirement decisions clearly plays a crucial role. 

We have to realise, as the roundtable participants pointed out, that for many people the pull of full 

retirement gets stronger as they get older, even if they had intended to retire more gradually. Many 

will be affected by problems associated with ill-health and caring responsibilities that they had not 

fully anticipated. However, gradual retirement is not about compelling people to ‘work `til they drop’, 

but rather to make contributions to the economy in a more sustainable fashion in later life. In fact, 

gradual retirement may be an important means by which individuals are able to work up to state 

pension age, rather than retiring early. 

As the roundtable discussion made clear, there are many ways we could support gradual retirement 

and extended working lives. Pension provision is not the only barrier and therefore pension policy 

will not be the only solution. ILC-UK’s survey showed that, among the four main circumstances 

presented to individuals, the one most likely to encourage people to delay retirement concerned 

employer practice, not pension provision.  

However, it is undeniable that individuals’ pension provision has a strong influence on their 

retirement decision. Interestingly, one of the major themes of the survey results is the lack of 

awareness among all age groups about the existing system. Many people would consider working 

for longer if they could defer the state pension or combine income from work and an occupational 

pension – options that already exist. Of course, we would also need to question whether 

arrangements for deferral and work/pension combination are strong enough to meet individual 

demand for gradual retirement and working for longer. 

On pensions policy, this report recommends that the government should: 

• Make the positive case for extending working lives much more strongly. At present, many 

people feel that raising the state pension age is simply about deficit reduction. Many older 

people recognise the benefits of staying in work for longer, but nevertheless perceive the 

government’s current strategy as a threat to their hard-earned entitlements. 

• Consider the introduction of a graduated state pension. While the system may be difficult to 

administer, it would be relatively straightforward at the level of individual decision-making. There 

is strong support for graduated state pensions, and therefore the government should explore the 

possibility that it will lead to longer working lives. It may be possible to limit the graduated state 

pension to individuals in certain circumstances, that is, those in danger of leaving the labour 

market early. 

• Better promote aspects of the pensions system that encourage longer working lives. This 

applies, in particular, to state pension deferral. It seems many people would stay in work if they 

could defer their state pension, but are unaware that this option already exists. 
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• Consider strengthening the aspects of the pensions system that encourage longer 

working lives. This applies, in particular, to the possibility of combining income from 

employment and a workplace/employer pension. Raising awareness of this possibility is a key 

objective, but it may also be necessary to ensure that more employees have access to such 

arrangements through their pension scheme. 
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