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Introduction 
 
Friends Life has commissioned the PPI to undertake research into the potential 
impact on retirement income and assets of remaining in paid work for longer.  
Impacts are considered both at the point of, and during, retirement. 
 
The baseline scenario involves individuals stopping work and starting to 
withdraw assets at State Pension Age (SPA). The analysis considers how state 
and private pension outcomes might vary if individuals adopt one of four 
different scenarios: 
 

1. Continue to work full-time and save for 1, 3, or 5 years longer 

2. Continue to work part-time and save for 1, 3, or 5 years longer 

3. Work part-time ahead of SPA  

4. Save an extra 1%, 3%, 5% each year between now and SPA 
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The modelling 
 
The modelling is undertaken using the PPI’s Dynamic Model. The Dynamic 
Model is a dynamic micro-simulation model. This means that an initial 
population of individuals are projected forward from the base year, with each 
individual being modelled independently by increasing their age, uprating 
their earnings and modelling the growth in their pension savings as they 
progress toward retirement.  
 
This project uses individuals in the English Longitudinal Study of Ageing 
(ELSA) as the dataset from which the individuals modelled are taken. ELSA is 
an on-going longitudinal study of a range of socio-economic and demographic 
indicators of households with an individual aged over 50 in England. The 
results in this paper present aggregated analysis of deterministic projections 
based on current earnings and savings levels in the ELSA Wave 5 dataset (2010) 
uprated to the baseline year of 2014/15.  
 
The individuals considered in the modelling work are those in the 2010 ELSA 
Wave 5 dataset, aged between 50 and SPA who are either currently a member 
of a pension scheme, have some pension savings or who are in employment and 
would be eligible to be auto enrolled. Automatic enrolment is assumed to occur 
in 2014 for all employees, however in reality there is staging of the automatic 
enrolment process between 2012 and 2017 for existing employers, based on the 
size of the employer’s workforce. 
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Scenario 1 - Continue to work full-time and save for 
1, 3, or 5 years longer 
 
Table 1.1 sets out the distribution of DC private pension pots in terms of quintile 
points, for a subset of people aged between 60 and 65 in 2014-15. The results 
allow for four scenarios; if individuals were to retire at: 

i. Their State Pension Age (SPA) 
ii. One year after state pension age (SPA + 1) 
iii. Three years after state pension age (SPA + 3) 
iv. 5 years after state pension age (SPA + 5). 

 
All pension pots are expressed in 2014/15 earnings terms in order to allow them 
to be directly compared. 
 
Table 1.1: Distribution of DC pension fund values by retirement date 
 Percentile point 
Retire at: 25% 50% 75% 
SPA £2,400 £15,000 £42,000 
SPA + 1 £3,400 £17,800 £44,100 
SPA + 3 £5,400 £19,200 £49,000 
SPA + 5 £6,300 £20,800 £52,400 

 
Table 1.1 sets out total fund values.  If we wish to consider the income that these 
pension pots would produce in retirement we need to convert the fund into an 
income.  In Budget 2014, the Chancellor introduced changes to the way in which 
pension savings may be taken at retirement. However for the sake of simplicity 
and to illustrate impact on working longer, the analysis in this note assumes 
that 25% of the fund is taken as a cash lump sum, and that the remainder is used 
to purchase an annuity. 
 
Table 1.2 sets out the distribution of pension income that could be taken from 
the pension funds in Table 1.1 using annuity rates obtained from the Money 
Advice Service.  The analysis assumes that a single-life, level annuity is taken, 
and that 25% of the fund is taken as a tax-free cash sum. The amounts are 
expressed in weekly income, in 2014/15 earnings terms. 
 
Table 1.2: Distribution of weekly private pension income by retirement date 
(£pw) 
 Percentile point 
Retire at: 25% 50% 75% 
SPA £1.90 £12.20 £34.00 
SPA + 1 £2.80 £14.80 £36.70 
SPA + 3 £4.80 £16.90 £43.30 
SPA + 5 £5.90 £19.60 £49.30 
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The 25% of the pension fund taken as a lump sum is assumed to be spent and 
play no further part in the retirement income.  However it is an element of 
pension savings, so should not be ignored. Table 1.3 sets out the lump sum that 
could be taken alongside the income above. 
 
Table 1.3: Distribution of Tax-free Lump Sum by retirement date 
 Percentile point 
Retire at: 25% 50% 75% 
SPA £600 £3,750 £10,500 
SPA + 1 £850 £4,440 £11,030 
SPA + 3 £1,360 £4,790 £12,240 
SPA + 5 £1,570 £5,200 £13,100 

 
The total pension income in retirement is a combination of private and state 
pension. The Government is introducing a New State Pension (NSP) for all 
people who retire after 2016. For simplicity we have assumed that the 
individuals modelled will receive a full NSP (assumed to be £155 pw in 2014/15 
earnings terms), which is up-rated annually in line with the triple lock1.  
 
It is also assumed that when people remain in full-time work, they defer taking 
their NSP.  Deferring their NSP enables them to get an increase of 5.8% for each 
year they defer.  
 
 For multiple years this is calculated as a simple increase on that year’s NSP 
(which we have assumed is increased by the Triple Lock), e.g. for SPA + 3, the 
increase would be 3 times 5.8% of that year’s NSP.   It is this deferment which 
gives rise to the rapid increases shown in Table 1.4. 
 
Table 1.4: New State Pension (NSP) rate, for Scenario 1, by retirement date 
(£pw) 

Retire at: New State Pension 
SPA £155.00 
SPA + 1 £164.50 
SPA + 3 £183.50 
SPA + 5 £202.80 

 
The distribution of total pension income at retirement, allowing for the NSP, is 
therefore the sum of Table 1.2 and Table 1.4. This is set out in Table 1.5. 
 
  

 
1 A guarantee to increase the state pension every year by the higher of inflation, average earnings or a 
minimum of 2.5% 
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Table 1.5: Total pension income at retirement by retirement date (£pw) 
 Percentile point 
Retire at: 25% 50% 75% 
SPA £156.90 £167.20 £189.00 
SPA + 1 £167.30 £179.30 £201.20 
SPA + 3 £188.40 £200.50 £226.90 
SPA + 5 £208.80 £222.40 £252.20 

 
Table 1.6 sets out the impact of deferring retirement on the distribution of 
pension incomes between 60 - 65 year olds in terms of the pound amount 
increase on the pension income that would have been achieved if the 
individuals had retired at state pension age, and the percentage increase. 
 
Table 1.6: Impact on distribution of deferring pension in £pw and (percentage 
increase) at retirement 
 Percentile point 
Retire at: 25% 50% 75% 
SPA + 1 £10.30 

(7%) 
£12.10 
(7%) 

£12.20 
(6%) 

SPA + 3 £31.40 
(20%) 

£33.30 
(20%) 

£37.80 
(20%) 

SPA + 5 £51.80 
(33%) 

£55.30 
(33%) 

£63.20 
(33%) 

 
Pension income throughout retirement 
As the pensioner progresses through their retirement the amount of their 
retirement income may change, depending on the type of annuity they have 
purchased and the uprating of the state pension.  
 
A fixed or level pension may lose value over time because its relative worth is 
reduced by inflation. This paper presents figures in 2014/15 earnings terms, so 
as earnings growth is assumed to be positive, the relative value of a fixed 
pension is reduced (Table 1.7).  
 
Table 1.7: Private pension annuity income 15 years after SPA (£pw) 
 Percentile point 
Retire at: 25% 50% 75% 
SPA £1.00 £6.40 £17.80 
SPA + 1 £1.60 £8.10 £20.10 
SPA + 3 £2.90 £10.10 £25.80 
SPA + 5 £3.90 £12.70 £32.10 

 
The NSP is assumed to increase in line with the triple-lock.  It is therefore 
assumed never to be less than the growth in earnings, and in some 
circumstances may be higher.  The NSP would therefore be assumed to keep its 
value in earnings terms and may increase.  Table 1.8 sets out the NSP as in Table 



 

6 
 

PENSIONS POLICY INSTITUTE  

1.4, at a point 15 years after SPA and again includes the increase due to deferring 
taking the pension. 
 
Table 1.8: New State Pension rate 15 years after SPA, including deferred 
increase (£pw) 

Retire at New State Pension 
SPA £161.80 
SPA + 1 £171.20 
SPA + 3 £190.00 
SPA + 5 £208.70 

 
The distribution total pension income 15 years after SPA, allowing for full NSP 
is therefore the sum of Table 1.7 and Table 1.8.  This is set out in Table 1.9. 
 
Table 1.9: Total pension income 15 years after SPA by retirement date (£pw) 
 Percentile point 
Retire at 25% 50% 75% 
SPA £162.80 £168.20 £179.70 
SPA + 1 £172.80 £179.30 £191.30 
SPA + 3 £192.90 £200.10 £215.80 
SPA + 5 £212.60 £221.50 £240.80 

 
Table 1.10 sets out the impact of deferring retirement on the distribution of 
pension incomes between 60 - 65 year olds in terms of pound amount increase 
on the pension income, which would have been achieved if the individuals had 
retired at state pension age, and the percentage increase. 
 
Table 1.10: Impact on distribution of deferring pension in £pw and 
(percentage increase) 15 years after SPA 
 Percentile point 
Retire at 25% 50% 75% 
SPA + 1 £9.90 

(6%) 
£11.10 
(7%) 

£11.70 
(7%) 

SPA + 3 £30.00 
(18%) 

£31.90 
(19%) 

£36.20 
(20%) 

SPA + 5 £49.80 
(31%) 

£53.30 
(32%) 

£61.20 
(34%) 
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Scenario 2 - Continue to work part-time and save for 
1, 3, or 5 years longer 
 
Table 2.1 sets out the distribution of DC private pension pots in terms the median 
pot, and the 25th and 75th percentile points, for a subset of people aged between 
60 and 65 in 2014 - 15. This analysis considers what might happen if individuals 
were to transition from working full time at their SPA and to working part time 
capacity at 50% of their full time equivalent pay.  The results allow for four 
scenarios; if they were to retire at: 
 

i. Their State Pension Age 
ii. One year after state pension age, having worked part time for that 

one year 
iii. Three years after state pension age, having worked part time for 

those three years 
iv. Five years after state pension age, having worked part time for those 

five years. 
 
All pension pots are expressed in 2014/15 earnings terms in order to allow 
them to be directly compared. 
 
Table 2.1: Distribution of DC pension fund values by retirement date 
 Percentile point 
Work PT from SPA to:  25% 50% 75% 
SPA £2,400 £15,000 £42,000 
SPA + 1 £2,800 £16,200 £43,300 
SPA + 3 £4,000 £18,300 £47,900 
SPA + 5 £4,500 £19,100 £49,500 

 
Table 2.1 sets out total fund values. If we wish to consider the income that these 
pension pots would produce in retirement we must convert the fund into an 
income.  In Budget 2014, the Chancellor introduced changes to the way in which 
pension savings may be taken at retirement. However for the sake of simplicity 
and to illustrate impact on working longer, the analysis in this note assumes 
that 25% of the fund is taken as a cash lump sum, and that the remainder is used 
to purchase an annuity. 
 
Table 2.2 sets out the distribution of pension income that could be taken from 
the pension funds in Table 2.1 using annuity rates obtained from the Money 
Advice Service.  The analysis assumes that a single-life, level annuity is taken, 
and that 25% of the fund is taken as a tax-free cash sum. The amounts are 
expressed in weekly income, in 2014/15 earnings terms.  Although the absolute 
increases are small, in proportionate terms the increases can be large. 
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Table 2.2: Distribution of weekly private pension income by retirement date 
(£pw) 
 Percentile point 
Work PT from SPA to:  25% 50% 75% 
SPA £1.90 £12.20 £34.00 
SPA + 1 £2.30 £13.50 £36.10 
SPA + 3 £3.50 £16.20 £42.40 
SPA + 5 £4.30 £18.00 £46.60 

 
The 25% of the pension fund taken as a lump sum is assumed to be spent and 
play no further part in the retirement income. However it is an element of 
pension savings, so should not be ignored. Table 2.3 sets out the lump sum that 
could be taken alongside the income above. 
 
Table 2.3: Distribution of Tax-free Lump Sum by retirement date 
 Percentile point 
Work PT from SPA to:  25% 50% 75% 
SPA £600 £3,750 £10,500 
SPA + 1 £700 £4,060 £10,830 
SPA + 3 £990 £4,580 £11,970 
SPA + 5 £1,130 £4,790 £12,380 

 
The total pension income in retirement is a combination of private and state 
pension. The Government are introducing a NSP for all people who retire after 
2016. For simplicity we have assumed that the individuals modelled will receive 
a full NSP (assumed to be £155 pw in 2014/15 earnings terms), which is up-
rated annually in line with the triple lock.  
 
It is assumed that when people are working part time, they start to take their 
NSP. They therefore do not defer their NSP and receive no deferment increase. 
Table 2.4 sets out the assumed state pension they would receive in the year that 
they start taking their private pension. But it should be noted that they do 
receive state pension in each of the years between SPA and retirement.  
 
Table 2.4: Full New State Pension rate, for Scenario 2, by retirement date 
(£pw) 

Retire at: New State Pension 
SPA £155.00 
SPA + 1 £155.50 
SPA + 3 £156.30 
SPA + 5 £157.20 

 
The distribution of total pension income at retirement, allowing for full state 
pension, is therefore the sum of Table 2.2 and Table 2.4. This is set out in Table 
2.5. 
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Table 2.5: Total pension income at retirement by retirement date (£pw) 
 Percentile point 
Work PT from SPA to:  25% 50% 75% 
SPA £156.90 £167.20 £189.00 
SPA + 1 £157.80 £1689.00 £191.50 
SPA + 3 £159.80 £172.50 £198.70 
SPA + 5 £161.50 £175.30 £203.90 

 
Table 2.6 sets out the impact of deferring retirement on the distribution of 
pension incomes between 60 - 65 year olds in terms of the pound amount 
increase on the pension income that would have been achieved if the 
individuals had retired at state pension age, and the percentage increase.  Part-
time working has limited impact upon private pension income; as the vast 
majority of total income is from the state pension the percentage increase on the 
total income is small. 
 
Table 2.6: Impact on distribution of individuals working part time after 
their SPA pension in £pw and (percentage increase) at retirement 
 Percentile point 
Work PT from SPA to:  25% 50% 75% 
SPA + 1 £0.80 

(1%) 
£1.80 
(1%) 

£2.50 
(1%) 

SPA + 3 £2.90 
(2%) 

£5.40 
(3%) 

£9.70 
(5%) 

SPA + 5 £4.50 
(3%) 

£8.10 
(5%) 

£14.90 
(8%) 

 
Pension income throughout retirement 
As the pensioner progresses through their retirement the amount of their 
retirement income may change, depending on the type of annuity they have 
purchased and the uprating of the state pension.  
 
A fixed or level pension may lose value over time because its relative worth is 
reduced by inflation. This paper presents figures in 2014/15 earnings terms, so 
as earnings growth is assumed to be positive, the relative value of a fixed 
pension is reduced (Table 2.7).  
 
Table 2.7: Private pension annuity income 15 years after SPA (£pw) 
 Percentile point 
Work PT from SPA to:  25% 50% 75% 
SPA £1.00 £6.40 £17.80 
SPA + 1 £1.30 £7.40 £19.70 
SPA + 3 £2.10 £9.70 £25.30 
SPA + 5 £2.80 £11.70 £30.30 
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The NSP is assumed to increase in line with the triple-lock.  It is therefore 
assumed never to be less than the growth in earnings, and in some 
circumstances may be higher. The NSP would therefore be assumed to keep its 
value in earnings terms and may increase, and 15 years after SPA would be 
£161.80 pw. 
 
The distribution total pension income 15 years after SPA, allowing for the NSP 
is therefore the sum of Table 2.7 and £161.80, and this is set out in Table 2.8. 
 
Table 2.8: Total pension income 15 years after SPA by retirement date (£pw) 
 Percentile point 
Work PT from SPA to:  25% 50% 75% 
SPA £162.80 £168.20 £179.70 
SPA + 1 £163.10 £169.20 £181.60 
SPA + 3 £163.90 £171.50 £187.10 
SPA + 5 £164.60 £173.50 £192.10 

 
Table 2.9 sets out the impact of deferring retirement on the distribution of 
pension incomes between 60 - 65 year olds in terms of pound amount increase 
on the pension income that would have been achieved if the individuals had 
retired at state pension age, and the percentage increase. 
 
Table 2.9: Impact on distribution of deferring pension in £pw and (percentage 
increase) 15 years after SPA 
 Percentile point 
Work PT from SPA to:  25% 50% 75% 
SPA + 1 £0.30 

(0%) 
£1.00 
(1%) 

£1.90 
(1%) 

SPA + 3 £1.10 
(1%) 

£3.30 
(2%) 

£7.40 
(4%) 

SPA + 5 £1.70 
(1%) 

£5.40 
(3%) 

£12.50 
(7%) 
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 Scenario 3 – Work part-time ahead of SPA  
 
Table 3.1 sets out the distribution of DC private pension pots in terms the 
median pot, and the 25th and 75th percentile points, for a subset of people aged 
between 60 and 65 in 2014-15. This analysis considers what might happen if 
individuals were to transition from working full time at their SPA and to 
working part time capacity at 50% of their full time equivalent pay. The results 
allow for two scenarios; if they were to retire at their State Pension Age having: 
 

i. Worked full time in the run up to their SPA 
ii. Worked part time for the final one year before their SPA 

 
All pension pots are expressed in 2014/15 earnings terms in order to allow them 
to be directly compared. 
 
Table 3.1: Distribution of DC pension fund values by retirement date 
 Percentile point 
Years worked PT prior to SPA: 25% 50% 75% 
0 years of part time £2,400 £15,000 £42,000 
1 year of part time £2,000 £14,300 £41,500 

 
Table 3.1 sets out total fund values. If we wish to consider the income that these 
pension pots would produce in retirement we must convert the fund into an 
income.  In Budget 2014, the Chancellor introduced changes to the way in which 
pension savings may be taken at retirement. However for the sake of simplicity 
and to illustrate impact on working longer, the analysis in this note assumes 
that 25% of the fund is taken as a cash lump sum, and that the remainder is used 
to purchase an annuity. 
 
Table 3.2 sets out the distribution of pension income that could be taken from 
the pension funds in Table 21 using annuity rates obtained from the Money 
Advice Service. The analysis assumes that a single-life, level annuity is taken, 
and that 25% of the fund is taken as a tax-free cash sum. The amounts are 
expressed in weekly income, in 2014/15 earnings terms. 
 
Table 3.2: Distribution of weekly private pension income by retirement date 
(£pw) 
 Percentile point 
Years worked PT prior to SPA: 25% 50% 75% 
0 years of part time £1.90 £12.20 £34.00 
1 year of part time £1.60 £11.60 £33.60 

 
The 25% of the pension fund taken as a lump sum is assumed to be spent and 
play no further part in the retirement income. However it is an element of 
pension saving, so should not be ignored. Table 3.3 sets out the lump sum that 
could be taken alongside the income above. 
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Table 3.3: Distribution of Tax-free Lump Sum by retirement date 
 Percentile point 
Years worked PT prior to SPA:  25% 50% 75% 
No years of part time £600 £3,750 £10,500 
1 year of part time £510 £3,570 £10,370 

 
The total pension income in retirement is a combination of private and state 
pension. The Government are introducing a NSP for all people who retire after 
2016.  For simplicity we have assumed that the individuals modelled will 
receive a full NSP (assumed to be £155 pw in 2014/15 earnings terms), which is 
up-rated annually in line with the triple lock.  
 
It is assumed that when people are working part time, they start to take their 
NSP of £155.00. As they are not deferring their State Pension they receive no 
deferment increase.  
 
The distribution of total pension income at retirement, allowing for full state 
pension, is therefore the sum of Table 3.2 and £155.00.  This is set out in Table 
3.4. 
 
Table 3.4: Total pension income at retirement by retirement date (£pw) 
 Percentile point 
Years worked PT prior to 
SPA: 

25% 50% 75% 

0 years of part time £156.90 £167.20 £189.00 
1 year of part time £156.60 £166.60 £188.60 

 
Table 3.5 sets out the impact of deferring retirement on the distribution of 
pension incomes between 60 - 65 year olds in terms of the pound amount 
increase on the pension income that would have been achieved if the 
individuals had retired at state pension age, and the percentage increase. 
 
Table 3.5: Impact on distribution of individuals working part time after their 
SPA pension in £pw and (percentage increase) at retirement 
 Percentile point 
Years worked PT prior to SPA: 25% 50% 75% 
1 year of part time -£0.30  

(0%) 
-£0.60  
(0%) 

-£0.40 
(0%) 

 
Pension income throughout retirement 
As the pensioner progresses through their retirement the amount of their 
retirement income may change, depending on the type of annuity they have 
purchased and the uprating of the state pension.  
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A fixed or level pension may lose value over time because its relative worth is 
reduced by inflation. This paper presents figures in 2014/15 earnings terms, so 
as earnings growth is assumed to be positive, the relative value of a fixed 
pension is reduced (Table 3.6).  
 
Table 3.6: Private pension annuity income 15 years after SPA (£pw) 
 Percentile point 
Years worked PT prior to SPA: 25% 50% 75% 
0 years of part time £1.00 £6.40 £17.80 
1 year of part time £0.90 £6.10 £17.60 

 
The NSP is assumed to increase in line with the triple-lock.  It is therefore 
assumed never to be less than the growth in earnings, and in some 
circumstances may be higher. The NSP would therefore be assumed to keep its 
value in earnings terms and may increase.   The NSP rate 15 years after SPA is 
£161.80 pw. 
 
The distribution total pension income 15 years after SPA, allowing for full NSP 
is therefore the sum of Table 3.6 and £161.80 and is set out in Table 3.7. 
 
Table 3.7: Total pension income 15 years after SPA by retirement date (£pw) 
 Percentile point 
Years worked PT prior to SPA: 25% 50% 75% 
0 years of part time £162.80 £168.20 £179.70 
1 year of part time £162.70 £167.90 £179.40 

 
Table 3.8 sets out the impact of deferring retirement on the distribution of 
pension incomes between 60 - 65 year olds in terms of pound amount increase 
on the pension income that would have been achieved if the individuals had 
retired at state pension age, and the percentage increase. 
 
Table 3.8: Impact on distribution of deferring pension in £pw and (percentage 
increase) 15 years after SPA 
 Percentile point 
Years worked PT prior to SPA: 25% 50% 75% 
1 year of part time £-0.20 

(0%) 
£-0.30 
(0%) 

£-0.20 
(0%) 
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Scenario 4 - Save an extra 1%, 3%, 5% each year 
between now and SPA 
 
Table 4.1 sets out the distribution of DC private pension pots in terms the 
median pot, and the 25th and 75th percentile points, for a subset of people aged 
between 60 and 65 in 2014-15. This analysis considers what might happen if 
individuals were to make additional contributions to their pension savings 
between now and their SPA. The results allow for four scenarios; if they were 
to retire at their state pension age, having: 
 

i. Continued contributions in line with their currently forecast level of 
pension contributions, 

ii. An additional 1% of salary (or band salary for those who are 
automatically enrolled) 

iii. An additional 3% of salary (or band salary for those who are 
automatically enrolled) 

iv. An additional 5% of salary (or band salary for those who are 
automatically enrolled). 

 
All pension pots are expressed in 2014/15 earnings terms in order to allow 
them to be directly compared. 
 
Table 4.1: Distribution of DC pension fund values by retirement date 
 Percentile point 
Contributions definition: 25% 50% 75% 
Baseline contributions £2,400 £15,000 £42,000 
+ 1% additional conts £2,900 £15,800 £42,200 
+ 3% additional conts £3,700 £17,900 £43,300 
+ 5% additional conts £4,500 £19,300 £46,500 

 
Table 4.1 sets out total fund values. If we wish to consider the income that these 
pension pots would produce in retirement we must convert the fund into an 
income amount.  In Budget 2014, the Chancellor introduced changes to the way 
in which pension savings may be taken at retirement. However for the sake of 
simplicity and to illustrate impact on working longer, the analysis in this note 
assumes that 25% of the fund is taken as a cash lump sum, and that the 
remainder is used to purchase an annuity. 
 
Table 4.2 sets out the distribution of pension income that could be taken from 
the pension funds in Table 31 using annuity rates obtained from the Money 
Advice Service.  The analysis assumes that a single-life, level annuity is taken, 
and that 25% of the fund is taken as a tax-free cash sum. The amounts are 
expressed in weekly income, in 2014/15 earnings terms. 
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Table 4.2: Distribution of weekly private pension income at retirement date 
(£pw) 
 Percentile point 
Contributions definition: 25% 50% 75% 
Baseline contributions £1.90 £12.20 £34.00 
+ 1% additional conts £2.30 £12.80 £34.20 
+ 3% additional conts £3.00 £14.50 £35.10 
+ 5% additional conts £3.60 £15.70 £37.70 

 
The 25% of the pension fund taken as a lump sum is assumed to be spent and 
play no further part in the retirement income.  However it is an element of 
pension savings, so should not be ignored. Table 4.3 sets out the lump sum that 
could be taken alongside the income above. 
 
Table 4.3: Distribution of Tax-free Lump Sum at retirement date 
 Percentile point 
Contributions definition: 25% 50% 75% 
Baseline contributions £600 £3,750 £10,500 
+ 1% additional conts £710 £3,960 £10,550 
+ 3% additional conts £930 £4,470 £10,840 
+ 5% additional conts £1,120 £4,840 £11,620 

 
The total pension income in retirement is a combination of private and state 
pension. The Government are introducing a NSP for all people who retire after 
2016.  For simplicity we have assumed that the individuals modelled will 
receive a full NSP (assumed to be £155 in 2014/15 earnings terms), which is up-
rated annually in line with the triple lock.  
 
It is assumed that they would receive £155.00 pw for the NSP in the year that 
they start taking their private pension.  
 
The distribution of total pension income at retirement, allowing for full state 
pension, is therefore the sum of Table 4.2 and £155.00pw.  This is set out in Table 
4.4. 
 
Table 4.4: Total pension income at retirement by retirement date (£pw) 
 Percentile point 
Contributions definition: 25% 50% 75% 
Baseline contributions £156.90 £167.20 £189.00 
+ 1% additional conts £157.30 £167.80 £189.20 
+ 3% additional conts £158.00 £169.50 £190.10 
+ 5% additional conts £158.60 £170.70 £192.70 

 
Table 4.5 sets out the impact of deferring retirement on the distribution of 
pension incomes between 60-65 year olds in terms of the pound amount 
increase on the pension income that would have been achieved if the 
individuals had retired at state pension age, and the percentage increase. 
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Table 4.5: Impact on distribution of individuals making additional 
contributions to their pension in £pw and (percentage increase) at retirement 
 Percentile point 
Contributions definition: 25% 50% 75% 
+ 1% additional conts £0.40 

(0%) 
£0.70 
(0%) 

£0.20 
(0%) 

+ 3% additional conts £1.10 
(1%) 

£2.30 
(1%) 

£1.10 
(1%) 

+ 5% additional conts £1.70 
(1%) 

£3.50 
(2%) 

£3.60 
(2%) 

 
Pension income throughout retirement 
As the pensioner progresses through their retirement the amount of their 
retirement income may change, depending on the type of annuity they have 
purchased and the uprating of the state pension.  
 
A fixed or level pension may lose value over time because its relative worth is 
reduced by inflation. This paper presents figures in 2014/15 earnings terms, so 
as earnings growth is assumed to be positive, the relative value of a fixed 
pension is reduced (Table 4.6).  
 
Table 4.6: Private pension annuity income 15 years after SPA (£pw) 
 Percentile point 
Contributions definition: 25% 50% 75% 
Baseline contributions £1.00 £6.40 £17.80 
+ 1% additional conts £1.20 £6.70 £17.90 
+ 3% additional conts £1.60 £7.60 £18.40 
+ 5% additional conts £1.90 £8.20 £19.70 

 
The NSP is assumed to increase in line with the triple-lock.  It is therefore 
assumed never to be less than the growth in earnings, and in some 
circumstances may be higher. The NSP would therefore be assumed to keep its 
value in earnings terms and may increase. The NSP at a point 15 years after SPA 
would be £161.80 pw. 
 
The distribution total pension income 15 years after SPA, allowing for full NSP 
is therefore the sum of Table 4.6 and £161.60, as set out in Table 4.7. 
 
Table 4.7: Total pension income 15 years after SPA by retirement date (£pw) 
 Percentile point 
Contributions definition: 25% 50% 75% 
Baseline contributions £162.80 £168.20 £179.60 
+ 1% additional conts £163.00 £168.50 £179.70 
+ 3% additional conts £163.40 £169.40 £180.20 
+ 5% additional conts £163.70 £170.00 £181.60 
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Table 4.8 sets out the impact of deferring retirement on the distribution of 
pension incomes between 60 - 65 year olds in terms of pound amount increase 
on the pension income that would have been achieved if the individuals had 
retired at state pension age, and the percentage increase. 
 
Table 4.8: Impact on distribution of deferring pension in £pw and (percentage 
increase) 15 years after SPA 
 Percentile point 
Contributions definition: 25% 50% 75% 
+ 1% additional conts £0.20 

(0%) 
£0.40 
(0%) 

£0.10 
(0%) 

+ 3% additional conts £0.60 
(0%) 

£1.20 
(1%) 

£0.60 
(0%) 

+ 5% additional conts £0.90 
(1%) 

£1.90 
(1%) 

£1.90 
(1%) 

 
 
 
 



 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Published by 
PENSIONS POLICY INSTITUTE 

www.pensionspolicyinstitute.org.uk 
  

http://www.pensionspolicyinstitute.org.uk

