Funding the Future

It's not public sector pensions that are the problem - ...

Published: January 13, 2026, 1:46 am

| published this blog last September when The Finance for the Future, in which | am a
partner, published its report, Making Pensions Work,

Today we're being told that public pensions don't work.

As the following detailed calculations show, however, the much bigger problem is that
in practice private pensions are the sector that is not working: every single penny of
private sector pension paid right now is covered by subsidies given to that sector by the
state. This is the real pension crisis.

The truth is that right now there is no alternative to state pensions - and we need to
recognise it. Unless private sector pension funds are reformed it is they that are failing -
and that crisis is not being addressed.

The data on which | base this conclusion is as follows:

In the financial year 2009/10 UK state pensions cost the Exchequer £66.8 billionl[il. In
combination that was 54.1% of all benefits administered by the Department for Work
and Pensions (totaling £123.3 billion)Liil and amounted to almost exactly 10.0% of all
government spendingliii]l and 4.8% of UK estimated GDPLiv]. The equivalent figure for
old age pensions in 2007/08 was £57.6 bnlvl. This however, is not the whole story when
it comes to the cost to the state of pension provision. When the full story is told the
situation is much more complex.

To put this in context, in 2007/08 (the latest year for which comprehensive data is
currently available) HM Revenue & Customs record that income from all “other
pensions” (i.e. pensions other than state old age pensions) declared on tax returns
amounted to £60 billionLvil. This figure is somewhat bigger than the figure calculated
by National Statistics for total pension fund payments in that year, which amounted to
£35 billion (plus an additional £6 billion of very largely tax free lump sum payments
made on retirement which are therefore not reflected on tax returns)Lviil.

The reconciliation between total “other” pension income of £60 billion and the sum paid
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by private pension funds must, of course, be made up of the unfunded, pay as you go,
state pensions paid as a result of accrued employment rights. These arise, for example,
for members of the civil service who work for the state and who nominally contribute
part of their salary to a pension fund as a consequence, but where the state does not
actually invest these funds but does instead use them to pay the pensions of those
already in retirement — hence the term a€3A, A2pay as you go’. The total of these
pension payments, by deduction, amounted to approximately £25 billion in 2007/08. As
a proportion of GDP this is 1.7%, a number confirmed to be correct by the National
Audit Officelviii].

A summary of pensions paid in 2007/08 is, therefore, as follows (within reasonable
parameters of calculation):

Type of pension

Sum paid £'bn

State old age pensions

57.6

Private sector pensions

35.0

State employment related pensions

25.0

Sub-total, pensions paid

117.6
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Private sector, lump sums

6.0

Total pension returns, including lump sums
123.6

Of this sum £82.6 billion appears to be paid directly by the state and £41 billion by the
private sector of which £6 billion is not treated as income for tax purposes.

It may also be worth noting that National Statistics additionally calculated that pension
funds spent £5 billion on administration and costs in 2007/08, bringing the total cost of
paying taxable pensions of £35 billion to £46 billion in the yearlix].

It is then important to note that in the same year, 2007/08, the total sum paid by
companies and individuals into pension funds amounted to £83.1 billion[x]. The total
tax relief given on these contributions cost HM Revenue & Customs £37.6 billion in the
year in question[xil. This is made up as follows[xiil:

2007-08

Relief for £ billions
Occupational Scheme Contributions
By Employees 4.4
By Employers 13.2
Personal Pension Scheme Contributions
By Employees b
By Employers 2.0
PP and RAC Contributions by self employed 1.3
Mational Insurance rebates to PPs 0.1
Tax free investment income of funds 5.9
Lump sum payments from unfunded schemes 0.4
National Insurance relief on employer
contributions 8.2
Total 37.6

As is clear from this data — a belief in private pensions as the basis for future provision
looks forlorn because even in their good years (which may now be over) they appear to
have supplied only £35 billion of ongoing pension payments (at most) out of a total of
£117.6 billion of total pension payments, or less than one third of pension payments.
And they did so at a total cost to the state for pension tax relief of £37.6 billion.

Putting this data together does suggest that the total cost to the state of paying
pensions is:

Page 3/5


http://www.taxresearch.org.uk/Blog/2010/09/26/making-pensions-work-the-facts/#_edn9
http://www.taxresearch.org.uk/Blog/2010/09/26/making-pensions-work-the-facts/#_edn10
http://www.taxresearch.org.uk/Blog/2010/09/26/making-pensions-work-the-facts/#_edn11
http://www.taxresearch.org.uk/Blog/2010/09/26/making-pensions-work-the-facts/#_edn12

Cost

Sum paid £'bn

State old age pensions

57.6

State employment related pensions

25.0

Cost of pension tax relief in addition to the above

37.6

Total
120.2

In other words, and allowing for inevitable rounding in all estimates of this sort and the
fact that these ratios are bound to change a little from year to year, every single
pension payment made in 2007/08, totalling £117.6 billion in all (if lump sums are
ignored) was made at eventual direct cost to the UK government, even if not paid
directly by it. The private sector did not, in effect, bear any of the burden in that year of
paying pensions to members of private sector pension funds. Those private pensions
were, in effect, paid entirely out of the state subsidies that the pension industry or
those making pension contributions (whether as employer or as employee) received,
directly or indirectly.

[i] http://www.official-documents.gov.uk/document/hc1011/hc02/0296/0296.pdf note 15
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[ii] http://www.official-documents.gov.uk/document/hc1011/hc02/0296/0296.pdf page
49

[iii] HM treasury budget data
[ivl HM Treasury

[v] http://www.dwp.gov.uk/docs/report-2007-08.pdf note 16a

[vi] http://www.hmrc.gov.uk/stats/income_distribution/3-6table-jan2010.pdf

[viil
http://www.statistics.gov.uk/downloads/theme_compendia/pensiontrends/Pension_Trend
s _ch09.pdf

[viii]
http://www.nao.org.uk/idoc.ashx?docld=2fadc187-720d-49a0-a290-442e7e67454e&am
p:version=-1

[ix] ibid

[x] http://www.statistics.gov.uk/cci/nugget.asp?id=1283

[xi] http://www.tuc.org.uk/pensions/tuc-16929-f0.cfm, Note the ratio is more than 40%

because of the combination of income tax, corporation tax and national insurance
reliefs.

[xii] http://www.hmrc.gov.uk/stats/pensions/table7-9.pdf
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