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Decumulation is a process where assets that have been built up earlier in life are converted into 
incomes to last throughout retirement. Not only are growing numbers of people entering this 
phase but decumulation decisions are becoming more important. 

Changes in longevity mean people can expect to spend longer in retirement – a person who retires 
at 65 in 2035 will have a one-in-four chance of retirement lasting three decades – and so they must 
make even more of the financial and housing assets they have accumulated. Retirees will need 
to understand and manage financial products’ risks with the end result that pension choice will 
be even more important. Retirees will also need to look to housing wealth to improve outcomes, 
which makes decisions around downsizing and the use of equity release critical. These changes 
create a need for industry and government to raise their game.

Key figures in this report

 The over 65 population is expected to increase by 64 per cent (6.6m people) between 2010  
and 2035.

 The share of voters over 65 is expected to increase from around one-in-four in 2010 to one-in-
three by 2050.

 A person who retires at 65 in 2010 has an 85 per cent chance of a decade in retirement, 60 per 
cent chance of two decades and 16 per cent chance of three decades.

 A person who retires at 65 in 2035 has an 89 per cent chance of a decade in retirement, 68 per 
cent chance of two decades and 26 per cent chance of three decades.

 NEST estimates 1.2m private sector and not-for-profit employers will have to automatically enrol 
their workers into a workplace pension by 1 February 2018. These firms employ 11m eligible but 
unpensioned workers.

 The Pensions Income Choice Association estimates only one-in-three people approaching 
retirement move their pension fund to improve their income. Oxford Economics estimates that 
encouraging defined contribution pension scheme members to review their options would have 
increased pensioner incomes by £13.9m in 2010, equivalent to £169 per policyholder.

 The McKinsey Global Institute estimates that if investors retiring in the next 10 years maintain 
the equity allocations of today’s retirees, equities will fall from 42 per cent of US household 
portfolios to 40 per cent in 2020—and to 38 per cent by 2030.

 The Equity Release Council estimates that house price growth has been 91 per cent while 
pensioner income growth has been 46 per cent since 1997.

 If dwelling numbers increase at the rate of the past 20 years, growth in household numbers 
up to 2035 (22 per cent) will outstrip growth in dwellings (17 per cent). This will increase the 
importance of addressing regional and other mismatches between demand and supply.

 Savills estimates that half of over-55s have a bigger house than they need.

 Oxford Economics estimates equity release could potentially raise around 1m pensioner 
households out of poverty for a year between 2012 and 2040.
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A growing political issue

Debates on how to improve pensioners’ incomes 
often focus on the ways in which people can 
be encouraged to set aside income during 
their working lives. Yet this accumulation of 
assets is only just the beginning. On retirement 
any assets that have been built up need to be 
converted into incomes that will last until death. 
This process – known as decumulation – raises 
complex challenges for retirees, including how to 
account for longevity, inflation and investment 
risks. Further, as increasing proportions of the 
population move into this decumulation phase the 
nature of political debate is being transformed.

Corrie and Nolan (2013) highlighted the potential 
impact of demographic change on politics through 
projecting the distribution of voters by age. As they 
argued: ‘While public support for the welfare state 
reflects more than narrow “self-interested political 
calculation” (eg the level of direct financial benefit 
from programmes), increased receipt means that 
the group of ‘potential losers’ from a reform is 
likely to be larger and the perceived electoral 
benefit from protecting or increasing entitlements 
may increase. The changing distribution of voters 
by age is thus a useful indicator of likely political 
barriers to reform.’1 As they went on to illustrate:

• In the five years to 2010 the number of voters 
in the 65-plus age group increased by 8.3 
percentage points, or by around 600,000 voters.

• When projected forward to 2050, the share of 
voters that people aged 65 and above account 
for will increase by 9.9 percentage points, from 
around 25 per cent of voters in 2010 to 35 per 
cent in 2050.

• In other words, in 2010 around one-in-four 
voters was aged over 65, but by 2050 this will be 
around one-in-three.

These changes have implications for the public 
pillar of retirement income support – such as 
publicly provided programmes like the State 
Pension and other pensioner benefits. But this is 
just the beginning. Attention should also be given 
to changes to the environment for the private 
pillar too (eg, private savings to smooth incomes 
over time, insurance to spread risk across the 
population and policies that can release the equity 
tied up in assets). Indeed, as Corrie and Nolan 
(2013) noted, the best welfare states have strong 

private pillars as well as a public one. These mixed 
model systems can provide a number of benefits.2 

• By reducing pressure on the public system they 
can mean programmes are more affordable for 
governments in the long-run (although this may 
be undermined by policies like poorly designed 
tax-breaks).

• From a national-economy perspective, a 
stronger private pillar can also make the welfare 
state more efficient by increasing the range of 
tools available for smoothing income, spreading 
risk and releasing equity.

• And, mixed models have important political 
effects, with a stronger private pillar helping 
build consensus that funding the welfare state is 
not just the job of the government.

Yet the private pillar is too often overlooked. Take 
the example of downsizing. This, along with equity 
release, could be an important tool for improving 
living standards in retirement through releasing 
equity tied up in a family home. This may also help 
achieve other government goals (eg, improving 
utilisation of housing stock by reducing the extent 
to which people remain in homes that are too 
large for them). Yet a major barrier to downsizing 
is supply – there is concern that there are too 
few suitable homes for people to downsize to.3 In 
contrast to the attention and support given to first 
time buyers this aspect of the housing market has 
received relatively little attention.

The result is that policymakers need to think hard 
about the role they can play in helping people 
better prepare for decumulation. Any policy 
response must be based on a clear understanding of 
the opportunities and challenges this process poses. 
In particular, as the key figures in the introduction to 
this article show it is necessary to recognise that:

• Decisions must reflect increasing longevity: not 
only is the population over 65 growing,4 but 
longevity is increasing too.5 This paper estimates 
that with a retirement age of 65 a person who 
retires in 2035 would have a 26 per cent chance 
of spending three decades in retirement. This 
is up from around 16 per cent now. While the 
official retirement age will increase over this 
period, the proposed increases will not be 
enough to offset these increases in longevity.

• Retirees will increasingly need to understand and 
manage financial products’ risks: the introduction 
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of automatic enrolment will bring a more diverse 
audience into the pensions market. This will take 
place as risk continues to move towards individual 
savers. This shift is significant given the ‘demise of 
yield,’ which reflects decreasing real interest rates, 
falls in the value of annuities and changes in asset 
allocation. The result is to make pension choice 
even more important.

• Retirees will increasingly need to look to housing 
wealth to improve incomes: people over 65 own 
29 per cent of owner occupied homes in England, 
93 per cent of which are owned outright without 
a mortgage. The housing market reflects a wide 
range of factors, but demographic changes could 
put further pressure on housing supply and make 
decisions around downsizing and the use of 
equity release more important.

Affecting more people

ONS projections for the changing age profile 
in the UK are summarised in table 1 below. 
These data are based on important assumptions 
regarding death rates, birth rates and factors like 
migration. Given the timeframes involved in these 
projections the choice of assumptions regarding 
these factors can have a material impact on the 
results produced.6 Nonetheless, while bearing 
these caveats in mind, these data show that there 
were 10.3m people over 65 in 2010. These data 
can then be used to follow this cohort as they age 
and this shows that there will be 8.1m people aged 
over 70 five years later (in 2015), 6.2m aged over 

75 in 2020, 4.4m aged over 80 in 2025, and so 
on.7 This can be compared to cohorts with later 
start years. With a start year of 2015, there will be 
11.6m people over 65 (in this year), 9.4m over 70 
five years later (in 2020), 7.4m people over 75 in 
2025, and so on.

These data illustrate the growing numbers of people 
65 and above and for whom decumulation will be 
a factor in shaping their living standards. Indeed, 
between 2010 and 2035 the size of the population 
over 65 will grow by 6.6m or around 64 per cent. 
The rate of growth in this population will broadly 
increase with age, so that the population aged over 
90 will roughly double (albeit from smaller bases).

These data can also be used to calculate the 
survival rates of people who turn 65 in a particular 
year. These rates are calculated by comparing the 
number of people who are 65 in a start year (such 
as 2010), with the number of people who are 66 
in the following year, 67 in the year after that, and 
so on. Note that the ONS data available grouped 
some of the older population into bands (90 to 94, 
95 to 99, 100 and above), and so the estimates 
assume that people are evenly distributed within 
these bands (eg, the number of people aged 90 to 
94 is distributed evenly over these five years). These 
data show that someone who turned 65 in 2010 
had a 93.1 per cent chance of reaching 70. Over 
time the chance of surviving naturally falls and so 
it can be expected that 85 per cent of these people 
would live to 75, 74 per cent would live to 80, 60 
per cent to 85, a third to 90 and 16 per cent to 95. 

Start 
year

65+ 70+ 75+ 80+ 85+ 90+ 95+ 100+

2010 10.3 8.1 6.2 4.4 2.8 1.6 0.7 0.2 

2015 11.6 9.4 7.4 5.4 3.6 2.0 0.9 0.3 

2020 12.7 10.4 8.2 6.0 3.9 2.2 1.0 0.3 

2025 13.9 11.5 9.0 6.6 4.3 2.4 1.1 0.4 

2030 15.5 12.8 10.1 7.4 4.9 2.9 1.4 0.5 

2035 16.9 13.9 11.0 8.1 5.5 3.2 1.6 0.6 

Change 
(2010 to 
2035)

6.6 5.8 4.8 3.7 2.6 1.7 0.9 0.4 

Table 1: People (millions) in age bands for cohorts with various start years

Source: Author’s calculations based on ONS (2009), 2008-based National Population Projections (principal projections)

You’re a long time retired
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Start year 70 75 80 85 90 95

2010 93.1% 85.0% 74.4% 60.3% 32.6% 16.3%

2015 93.9% 86.4% 76.3% 62.6% 39.0% 20.0%

2020 94.2% 87.1% 77.5% 64.2% 38.9% 20.6%

2025 94.6% 87.8% 78.6% 65.7% 39.3% 21.5%

2030 94.9% 88.5% 79.6% 67.1% 41.5% 23.3%

2035 95.1% 89.0% 80.4% 68.4% 45.9% 26.4%

Change (2010 
to 2035)

1.9% 3.9% 6.0% 8.1% 13.3% 10.1%

Table 2: Survival rate of people aged 65 in reference year

Source: Author’s calculations based on ONS (2009), 2008-based National Population Projections (principal projections)

This means that, if these people retired at 65, 85 
per cent could expect at least decade in retirement, 
60 per cent could expect two decades in retirement 
and 16 per cent could expect their retirement to last 
three decades.

To show how longevity can be expected to increase, 
table 2 also shows data on the survival rates for 
people who reach 65 in later years. Someone who 
reaches 65 in 2035, for example, is expected to 
have a 95.1 per cent chance of reaching 70, which 
is 1.9 percentage points higher than the chances of 
someone who reached 65 in 2010. This pattern of 
increasing longevity generally increases with age, 
so that the chance that a person who reaches 65 
in 2035 will live to 95 or above is 10.1 percentage 
points higher than the chance for someone who 
reaches 65 in 2010. If the retirement age was to 
remain at 65 then a much greater number of people 
would spend at least 30 years in retirement.8

The retirement age will not, however, remain at 65. 
Table 3 shows the proposed increases in the State 
Pension age under government policy. Note that 
the State Pension age and the effective retirement 
age differ and so the State Pension age is simply 
used here as a proxy for the actual age at which a 
person is likely to retire.9 Nonetheless, if the survival 
rates for 2035 are measured for those people who 
turn 67 in this year then the likelihood that a person 
in retirement lives for three decades in retirement 
still increases by 9.6 percentage points.10 Under 
current plans the increases in the retirement age are 
unlikely to be enough to offset increasing longevity.

Demographic changes are not only affecting 
decumulation in general but are stimulating 
important changes in key market segments. 
Financial assets are an obviously important source 
of retirement income and are likely to grow in 
importance with the introduction of automatic 
enrolment into defined contribution pensions. 
Housing assets can also make an important 
contribution to net wealth and potential income in 
retirement. These two asset classes are discussed in 
more detail below.

Birth Year Male Female

1950 65 60

1955 66 66

1960 66 66

1965 66 66

1970 67 67

1975 67 67

1980 68 68

Table 3: State Pension age (birthday 1 January in 
relevant year)

Source: DWP (2013), State Pension age timetables
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enrolment in the UK requires especially careful 
management. Unlike New Zealand, the existing 
strengths of the private pillar in the UK means 
there is a greater risk of employers levelling down 
and reducing their levels of savings to the level 
required through automatic enrolment only.16

New Zealand and Australia also illustrate how 
an increase in defined contribution pension 
savings makes decumulation more important.17 
The introduction of automatic enrolment in 
New Zealand, for example, highlighted a need to 
communicate with a new group of customers on 
the risks of defined contribution schemes (such as 
investment and inflation risks) and to understand 
their risk profiles.18 In Australia the more mature 
market in defined contribution pensions (with the 
compulsory Australian superannuation guarantee 
first introduced in 1992) means the baby boomer 
cohort is entering retirement with significant 
financial assets, and so questions such as the 
interaction of these savings with the tax and 
welfare systems are generating significant debate.

Structural challenges facing the decumulation 
of financial assets

The growing importance of decumulation can be 
seen as part of a broader structural shift in the 
risk of ensuring adequate incomes in retirement. 
As the 2004 Pensions Commission noted, the 
‘declining level of pension right accumulation is 
being accompanied by a major shift in risk from 
the State, employer, and insurance companies 
to individuals.’19 The longer-term trend towards 
defined contribution pensions away from defined 
benefit ones has played a major role in shifting this 
investment return risk. This trend will accelerate 
with the roll-out of automatic enrolment and 
is likely to place a number of key debates more 
firmly on the policy agenda:

• Whether government policy is overly restrictive 
in limiting the levels and forms of drawdown 
(perhaps to reduce the ability of pensioners to 
manipulate their incomes to gain eligibility to 
means-tested benefits). A related point is the 
tax treatment of assets at drawdown, with the 
UK operating a complicated and expensive tax 
regime for pensions.20

• Whether families make the most of the financial 
assets they have built up, particularly whether 
households are shopping around for annuities  
at retirement.

Financial assets

The importance of financial assets to retirement 
incomes in the UK can be shown by OECD data on 
the sources of pensioner incomes. These data show 
that (in the mid-2000s) pensioners in the UK relied 
on capital for 38.3 per cent of their incomes, with 
the remainder coming from public transfers (49.8 
per cent) and work (11.9 per cent). This reliance 
on capital was above the average of the OECD 
30, where capital contributed 19.1 per cent, public 
transfers 59.6 per cent and work 21.4 per cent.11 The 
percentage for capital in the UK is also above that in 
Australia (where capital contributes 35.9 per cent of 
pensioner incomes), which is seen as a country with 
a very successful pillar of private savings.

There has, nonetheless, been concern over the 
build-up of financial assets in the UK over the last 
few decades. There has been particular concern 
regarding a decline of active membership of 
private sector pension funds (especially the fall 
in membership in defined benefit schemes).12 
Partly as a response to this concern the UK is 
introducing a programme of automatic enrolment 
into defined contribution pension schemes. As 
NEST has argued, automatic enrolment will have a 
significant effect on the pensions market:

• This will bring a more diverse audience into the 
market. This includes people from the 68 per cent 
of private sector workers who do not currently 
pay into a pension. These people tend to earn less 
and be younger than already-pensioned workers. 
Unpensioned eligible workers mostly work for 
organisations of less than 250 workers.13 

• There are approximately 1.2m private sector 
and not-for-profit employers who will have to 
automatically enrol their workers by the end 
of staging. These firms employ 11m eligible 
but unpensioned workers. The large majority 
of employers (97 per cent) have fewer than 50 
workers and so will only have a duty to enrol 
their workers sometime after June 2015.14 

Automatic enrolment in New Zealand (KiwiSaver) 
and compulsion in Australia (the Australian 
Superannuation Guarantee) are often seen 
as providing grounds for believing that these 
approaches can help address overly high discount 
rates that mean that people under-provide for 
their income in retirement (particularly where 
success is measured as high levels of participation 
in schemes and build-up of funds under 
management).15 Yet the introduction of automatic 

You’re a long time retired
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On this second issue the Pension Income Choice 
Association has noted that shopping around for 
a retirement income could potentially increase 
income in retirement by 30 per cent or more. They 
argue that this process costs nothing yet only 
around one in every three people approaching 
retirement take the trouble to move their pension 
fund to improve their retirement income.21 
Research by Oxford Economics has estimated 
that encouraging people who have invested in a 
defined contribution pension scheme to review 
their options prior to retirement would increase 
pensioner incomes by £13.9m in 2010 (equivalent 
to £169 per policyholder), and between 2010 and 
2030 would provide pensioners with an extra 
£3.3bn in income and increase consumer spending 
by £2.1bn in 2010 prices.22 

As McClymont and Tarrant noted, because 
automatic enrolment is a mass inertia-based 
system it is likely to increase the risk of people 
failing to choose the appropriate annuity at 
retirement.23 Further, while plans for insurance 
companies to provide more information about 
an ‘open market option’ may help this they may 
only provide a partial solution. It could be that 
the approach proposed by NEST, which requires 
competing annuity providers to make sealed-bid 
offers to people who save with them, should be 
replicated more widely. 

The demise of yield and implications for  
asset allocation

Shifting investment risk is particularly salient 
given the ‘demise of yield.’ This demise refers to 
the pressure on the returns from private pensions 
given decreasing real interest rates and falls in the 
values of annuities. To illustrate:24 

• Decreasing real interest rates: real interest  
rates (ie, after inflation) in the United Kingdom 
are negative (around -2.0 per cent), having  
fallen from a peak of 7.2 per cent in 1986. This 
has had a significant impact on investment 
and private pension income. At the same time 
returns are lower on fixed rate bonds which 
often form a large component of pensioner 
private pensions.

• Falls in the value of annuities: annuity rates 
have been falling in the United Kingdom over 
20 years and the change in macroeconomic 
policy in response to the global financial crisis 
and subsequent recessions (such as quantitative 

easing) has further deepened this trend (with 
rates falling by 20 per cent in the last three 
years). European Union gender legislation and the 
effects on insurance companies of Solvency II are 
expected to erode the value of annuities further.

Yet these changes may not necessarily fully 
translate into a fall in pensioners’ incomes. A  
change in asset allocation (say to higher yielding 
but more volatile assets, such as equities) could 
at least partly offset these declines. Yet the share 
of pension assets in equity investments between 
2001 and 2011 also fell, from 67 per cent to 45 per 
cent, while bond holdings increased to almost 40 
per cent of portfolios.25 This reflects both broader 
structural changes (ageing populations, growing 
interest in alternative investments and the move 
towards defined contribution pensions) and also 
specific government decisions (new financial 
regulations). As the McKinsey Global Institute  
has shown:26,27

• As investors shift from accumulation to 
decumulation they shift assets from equities to 
bank deposits and fixed-income instruments. As 
they argued ‘if investors retiring in the next 10 
years maintain the equity allocations of today’s 
retirees, equities will fall from 42 percent of US 
household portfolios to 40 percent in 2020 – 
and to 38 percent by 2030. In Europe, where 
ageing is even more pronounced, we see an even 
larger shift in household portfolios.’28

• Investor behaviour is also influenced by the shift 
to defined contribution retirement plans and 
rising allocations to alternative investments 
(such as private equity funds, hedge funds, real 
estate and infrastructure projects). Defined 
contribution plan account owners allocate 
significantly less to equities than managers of 
defined benefit plans. Further, as private pension 
funds close to new contributors, managers are 
shifting to fixed-income instruments to meet 
remaining liabilities.

• New capital requirements under Basel III will 
prompt banks to shed risky assets, including 
equities and corporate bonds. New rules known 
as Solvency II have also meant that European 
insurers have already reduced equity allocations 
and could lower them further. These rules for 
insurers assign capital charges based on the 
riskiness of assets, and the charge for holding 
equities and some types of corporate bonds will 
increase substantially in 2014.29 
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Overall the McKinsey Global Institute argued that 
this shift away from equities may create negative 
outcomes. Household wealth accumulation may 
slow, as ordinary investors would find it more 
challenging to meet savings goals.30 Economic 
growth may also be slower and more volatile as 
debt financing plays a greater role in the economy. 
The consequence is that the industry and 
government need to ‘do a better job educating 
investors about the financial implications of 
longer life spans, including the need to get higher 
returns over a longer period. [….] Target-date 
funds automatically change the asset allocation as 
investors near their expected retirement dates. But 
they may reduce or eliminate equities too early to 
meet the ongoing accumulation needs of clients 
today, given lengthening life expectancies.’31 

Housing assets

Housing wealth can also play a role in supporting 
retirement incomes. Releasing equity tied up in 
housing can, for example, lift living standards of 
income poor but asset rich families, increase the 
time that they can comfortably live in their own 
homes and fund care. The scale of housing wealth in 
the UK makes it an especially important source of 
potential income. People over 65 hold 29 per cent 
of owner occupied homes in England, 93 per cent 
of which are owned outright without a mortgage. 
As Just Retirement estimated in 2012, homeowners 
aged 65 or over own nearly £750bn in unmortgaged 
property.32 Further, as the Equity Release Council 
noted, since 1997 house prices have grown nearly 
twice as fast as retirees’ incomes (with house price 
growth over the last 15 years equalling 91 per cent, 
while pensioner income growth was 46 per cent).33,34 

Yet the demand for the assets of older cohorts will 
likely change and their success in converting assets 
into suitable income streams will increasingly 
depend on making smart decisions. As Jackson 
noted in New Zealand: ‘An inconvenient truth 
about population ageing is that it is driven by 
declining birth cohorts at the younger end of the 
age structure, such that extended cohorts of older 
sellers will inevitably face diminishing cohorts 
of buyers – especially in the non-metropolitan 
regions [...]’35 

The changing market for housing assets can be 
shown by comparing the numbers of households 
in the accumulation phase with the numbers of 
people in the decumulation phase. Households 
in the decumulation phase are defined as those 
headed by a person over 60. To estimate the 
changing number of households, ONS data on the 
changing age profile of the individual population 
are multiplied by figures for the propensity for 
different age groups to form a household. Note 
that it is assumed that these propensity figures 
remain fixed at their 2009 levels.36 

Home ownership 
(% total)

Of which owned 
outright (%)

15-24 1 10

25-34 10 5

35-44 20 10

45-54 21 25

55-64 19 63

65 or over 29 93

Age Propensity to form a 
household

16-19 4.3%

20-24 18.4%

25-29 37.4%

30-44 57.0%

45-59 61.2%

60-64 58.7%

65-74 72.9%

75-84 55.0%

85+ 73.8%

Table 4: Home ownership in England by age group

Table 5: Propensity to form a household by age 
group (2009)

Sources: Department for Communities and Local Government 
(2011), ‘English Housing Survey 2009-10 Household Report’

Source: IPPR (2011), The good, the bad and the ugly: housing 
demand 2025, p. 9

These data show the changing composition of 
households. The total number of households is 
expected to increase by 21.7 per cent between 2010 
and 2035.37 Households aged 16 to 60 are expected 
to increase by 6.5 per cent while those over 60 are 
expected to approximately double (increase by 50.4 
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per cent) in number between 2010 and 2035. This 
means that the ratio of younger to older households 
(or of accumulators to decumulators) will worsen, 
so that for every older household in 2035 there will 
be 1.3 younger households, down from 1.9 now.

These projections for household numbers can then 
be compared with data on the housing market to 
indicate how the market may evolve in the future. 
The Office for National Statistics estimated that 
the total dwelling stock in the United Kingdom in 

2011 was 27.58m. This included owner-occupied, 
privately rented, rented from local authorities 
and other public sector dwellings. This figure had 
increased from 23.55m in 1991, which equates 
to an average annual growth rate of around 0.8 
per cent over these 20 years. Further, it has been 
estimated that there are 920,000 empty homes 
across the UK, 330,000 of which are long term 
empty.38 This translates into a rate of long-term 
empty homes of around 1.2 per cent.

Number of households

16 – 60 60+ Ratio

2010 17,200,427 9,083,633 1.9

2015 17,749,738 9,832,968 1.8

2020 18,096,797 10,696,473 1.7

2025 18,061,205 11,778,375 1.5

2030 18,024,614 12,909,030 1.4

2035 18,323,254 13,664,532 1.3

Percentage change in number of households

16 – 60 60+ All households

2010 0.0% 0.0% 0.0%

2015 3.2% 8.2% 4.9%

2020 5.2% 17.8% 9.5%

2025 5.0% 29.7% 13.5%

2030 4.8% 42.1% 17.7%

2035 6.5% 50.4% 21.7%

Composition of households

16 – 60 60+ All households

2010 65.4% 34.6% 100%

2015 64.4% 35.6% 100%

2020 62.9% 37.1% 100%

2025 60.5% 39.5% 100%

2030 58.3% 41.7% 100%

2035 57.3% 42.7% 100%

Table 6: Changing numbers of households (United Kingdom, including communal establishment population)

Source: Author’s calculations based on ONS (2009), 2008-based National Population Projections (principal projections) and 
IPPR (2011), The good, the bad and the ugly: housing demand 2025, p. 9



19

All dwellings Household 
numbers

Long term 
vacant

Communal 
establishment 
population 
(England and 
Wales)(1)

Aggregate 
surplus

Surplus as 
percentage 
of all 
dwellings

2010  27,418  26,284 330 426  1,230 4.5%

2015  28,465  27,583  343  442  982 3.4%

2020  29,612  28,793  356  460  922 3.1%

2025  30,805  29,840  371  478  1,073 3.5%

2030  31,049  30,934  374  482  224 0.7%

2035  32,046  31,988  386  498  170 0.5%

Percentage 
change 
(2010 to 
2035)

17% 22%

Table 7: Indicative aggregate housing surpluses and shortages (United Kingdom, 000s)

(1): The Communal Establishment Population indicates all usual residents in communal establishments. The figure for England 
and Wales in the 2011 Census was 1,004,799. To indicate the potential reduction in household numbers if they are removed 
from estimates this number is divided by the average household size in 2011 of 2.36.

Source: Author’s calculations based on ONS (2009), 2008-based National Population Projections (principal projections); 
IPPR (2011), ‘The good, the bad and the ugly: housing demand 2025’, p.9; and ONS (2013), ‘Table 101: Dwelling stock: by tenure, 
United Kingdom (historical series)’.

Table 7 shows how the number for all dwellings 
will grow between 2010 and 2035 if it is assumed 
that the average annual rate of increase of total 
dwelling stock continues to grow at the rate of 
the last 20 years and the proportion of long-term 
empty homes remains at 1.2 per cent. Long-
term empty homes are excluded from these 
calculations as it is assumed that they remain 
outside the stock available for households. It is 
also assumed that the communal establishment 
population accounts for an unchanging share 
of the total household population. These 
assumptions mean these data should be seen 
as indicative only, but they do highlight how the 
current ‘surplus’ of dwellings will fall significantly 
by 2035. Indeed, if the communal establishment 
population is included in household numbers for 
these calculations then the surplus of 804,000 
dwellings (3.1 per cent) in 2010 becomes a deficit 
of 328,000 (or 1 per cent) in 2035.

These data should be seen as indicative only as 
they are sensitive to changes in assumptions 
– including the role of migration in population 
growth, the growth in the number of all dwellings 

and the ability to access long-term vacancies. It 
is also important to note that the price of assets 
such as housing is driven by a range of factors, 
not just population growth due to demographic 
changes (eg, house prices may be buoyed by rising 
wages as labour becomes more scarce).39 Further, 
the presence of a surplus does not necessarily 
indicate there is no housing shortage – as much 
of this could be explained by temporarily vacant 
properties, households with second homes 
and dwellings unfit for habitation. Aggregate 
figures also do not account for mismatches 
that may occur between the housing stock and 
the desirability of locations (eg, employment 
opportunities) and between the housing stock and 
household characteristics (eg, bedroom numbers, 
suitability for older residents).40 

Down-sizing and equity release

Although the equity located in housing wealth 
is significant, there are concerns that more of 
this equity needs to be unlocked during owners’ 
lifetimes. Two key routes for unlocking this equity 
are downsizing and the use of products like equity 
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release. Savills has shown that there is a surprising 
level of resistance to downsizing among older 
people ‘despite the fact that half of over-55s have 
a bigger home than they need. Those in their 
retirement years account for just 6.5 per cent of 
all home movers but just under 30 per cent of non 
home movers.’41 

One reason for this, identified by Pannell et al., is 
that there ‘is very limited choice for older person 
households moving home to accommodate their 
support needs (in terms of tenure, location, size, 
affordability and type of care and support).’ And, 
as they go on to note: ‘Interest in developing a 
wider range of housing options for older people in 
recent years is yet to produce a broader range of 
housing choices. There has been little progress in 
integrating a housing ‘offer’ for older people within 
mainstream new developments.’42 The Demos 
think tank and the Joseph Rowntree Foundation 
have raised similar concerns.43 

As Savills note, downsizing ‘tends to be triggered 
by a life event that highlights the need for a 
smaller home. [….] Potential financial benefits are 
not a key driver […] partly because across much of 
the country there’s not a great deal to be gained in 
monetary terms, taking into account the costs and 
sheer hassle of moving.’44 Nonetheless, downsizers 
now drive 22 per cent of prime London sales 
and 38 per cent in the prime regional market.45 
As Savills noted ‘around 55,000 homeowners 
currently downsize each year, releasing equity of 
around £7bn. Over five years we believe this will 
increase to 90,000 households, releasing equity of 
around £14.6bn.’46 

The market for equity release in the UK also 
appears to have untapped potential. As Oxford 
Economics noted in 2011 there were 16,095 
pensioner households that took out equity 
release products and this was equivalent to 
28,166 individuals.47 Customer data from Just 
Retirement showed that around 80 per cent of 
these customers took out drawdown products and 
20 per cent took out lump sum products.48 Based 
on these data (and Just Retirement’s scenarios for 
future sales) Oxford Economics then estimated 
that that equity release could potentially raise 
around 1m pensioner households ‘out of poverty 
for a year between 2012 and 2040.’49 

Yet, as Berry identified, there are significant 
demand and supply barriers to the growth in the 
equity release market.50 In relation to private 
products, demand side barriers have been 
identified as holding back the growth in the equity 
release market. These include a lack of public 
understanding, attitudes towards housing equity 
(an unwillingness to sell homes), the reputation 
of equity release and internal constraints (limited 
market intelligence, limited flexibility and cost 
structures). Supply-side barriers have also been 
identified (including product innovation, funding, 
risk and capital).51 Nonetheless, the data on 
aggregate housing demand indicate a growing 
importance for equity release as it can allow people 
to remain in their homes for longer (important 
given the potential increase in constraints on the 
supply of suitable accommodation).

Downsize Average cash release (£) Proportion of locations 
to release £100k+

Proportion of locations 
to release £200k+

2 bed to 1 bed 55,049 7% 1%

3 bed to 2 bed 68,547 11% 1%

4 bed to 3 bed 145,666 78% 12%

5+ bed to 4 bed 306,070 94% 56%

3 bed to 1 bed 123,596 53% 8%

4 bed to 2 bed 214,213 100% 35%

5+ bed to 3 bed 451,736 100% 92%

Table 8: Average cash release from downsizing at a local authority level across the UK

Source: Hudson (2013), ‘Making use of housing wealth,’ Residential Property Focus, Q1, Savills
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Directions for government policy

There can be no doubt that governments are going 
to continue to face pressure to assess the value for 
money of age-related spending and tax breaks for 
savings or insurance. This means that many people 
will need to make a greater contribution to their 
own living standards during retirement through 
accumulating greater assets during their working 
lives and more effectively converting these assets 
to income at or during retirement (decumulation). 
Financial products and services demanded by 
individuals will continue to shift from those that 
accumulate savings during working lives to those 
that facilitate decumulation during ever-longer 
years of retirement and old age care.52 

However, both ‘demand’ and ‘supply’ barriers hold 
back the growth in the market for decumulation 
products. Key barriers were identified by Berry 
and the most serious ones are on the demand 
side (including the attitudes of the people who 
could potentially buy the products).53 As Lord 
German has noted in relation to equity release, 
for example, there is a perception that a ‘home 
is a family asset to be valued as a statement of 
personal freedom, and intended for passing on to 
other members of the family.’54 There needs to be 
a clear message that this perception cannot last 
given the need for welfare programmes to broaden 
their funding bases and the large amount of equity 
tied up in family homes.

On the supply side there is a need for the 
insurance industry to provide more and better 
products to fill the protection gap (more product 
innovation and better communication with 
customers). As Aviva noted in a recent Rethinking 
Retirement report there are a number of things 
that the industry could do better. These include:55 

• increasing customer protection

• personal, underwritten annuities for all

• providing the right advice, guidance and support 
at retirement

• meeting a social need for more retirement 
income sources.

But government has a role too. Governments 
must provide a certain and stable policy 
environment (based on a policy-making 
approach free from political whim and consistent 
with principle), set out clear messages on the 
responsibilities of the state and the individual,56 

and encourage a stronger relationship between 
private providers and the state. To do this, greater 
energy could go into:

• strengthened cross-departmental working

• simplified public programmes (such as the  
rules around state support for care costs) to  
help private products to integrate simply with 
state support

• coordinated efforts to make it easy for people  
to understand what funding and services they 
are entitled to and how and where they can 
access it.57,58 

There could also be benefits from an open process 
of consultation and robust scrutiny of policies. 
Decisions regarding savings and the purchase of 
private income support policies are by their nature 
long-term decisions. The more uncertain the 
decision making environment, the harder it will be 
for families to make the decisions that are in their 
longer-term interests and for private providers to 
complement state programmes.
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