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Foreword

Britain is strongest when each generation keeps faith with the next. Those who have worked hard
and contributed all their lives deserve dignity and security in their old age. But those who are
starting out or in the middle of their working lives must not be asked to fund a system that will not
be there to provide for them in their turn. That is the challenge that this report confronts, with
honesty, boldness, and a refusal to pit young against old.

It is widely understood in Westminster that our current pension settlement is under huge pressure
and that this pressure is increasing. Our population is getting older, people are having fewer
children, and the ratio of pensioners to working age people is deteriorating. The political choice to
retain the Triple Lock adds huge cost and a volatile dynamic to this precarious situation.

What happens when younger workers are asked to fund ever mounting costs while, correctly,
doubting that the same system will keep them secure in old age? It is a social experiment we should
be unwilling to run. At the same time, ending the Triple Lock is likely to be politically very
challenging. And so there is cross-party paralysis regarding a policy that is unsustainable and is
increasing our national indebtedness, but that is dauntingly difficult to assail. This has become a
moral question: we must not allow ourselves to forget that the growing national debt is a claim on
the labour, enterprise and earnings of people who do not yet vote and who in some cases have not
yet been born. This is yet another reason that getting spending under control and prioritising
growth are so vital, not only for us, now. But for them, tomorrow.

Even though reform of the current system will not be painless and must be radical, the answer is
not to abandon pensioners. It is to move from a system of unpredictable and ratcheting costs to
one based on clear, fair and durable rules, and this report lays out one vision for doing so.

Onward should also be commended in treating pensions policy and family policy as deeply
intertwined. That is the reality of our pay-as-you-go system, in which today’s children are
tomorrow’s contributors. Making it easier for people to start and raise families is desirable not only
because for personal, social and moral reasons we want our country to be a place where good lives
can flourish, but because families are central to the long-term sustainability of the state and the
support we want to be able to offer at certain times of life.

Establishing a new settlement, that is financially sustainable into the future, that protects the old
while commanding the confidence of the young and allowing them to move their lives forward, is
a great and necessary task for policymakers in the coming decade. But not an easy one.

Rt Hon Sir Jeremy Hunt MP
Chancellor of the Exchequer 2022-2024
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1Introduction

If society is indeed a contract between the living, the dead, and the unborn, then that contract
depends on each generation receiving consideration from those who came before and then
themselves making provision for those who will come after. Today in Britain, that balance is under
mounting strain.

Young people find it increasingly difficult to reach the milestones that have traditionally marked a
secure adult life: earning enough to live independently, buying a home, starting a family, and raising
children without persistent financial anxiety. Most young people still want children, but many are
delaying parenthood or having fewer children than they would like, with financial pressure one of
the most important reasons. At the same time, Britain’s population is ageing, the ratio of workers
to pensioners is deteriorating, and the cost of old-age entitlements is rising. The result is a growing
gulf between the support older generations expect and what younger and future generations will
be able to afford.

This is not a zero-sum conflict between young and old and should not be portrayed as such. Older
people have contributed throughout their lives and deserve security, dignity and predictability in
retirement. Younger people want to start families because children and family life are valuable in
themselves, not a mere national socio-economic consideration. But the current settlement
compromises both sides of the intergenerational bargain. The State Pension is protected by the
Triple Lock, politically attractive but fiscally volatile, increasingly expensive, and difficult for both
households and governments to plan around. Pension spending is already one of the largest items
in the public budget, and it will rise significantly as the population ages. Under less favourable
demographic assumptions, the pressure could be greater still. Meanwhile, government support for
families is often poorly timed, too weakly connected to the early years when costs are highest, and
insufficiently responsive to the realities of childcare, parental earnings and household financial
pressure.

In seeking to address these two problems together, this report from the think tank Onward and
the Konrad Adenauer Foundation in the UK also seeks to more tightly bind the fortunes of older
and younger people together. It proposes reforms that form the basis of a new intergenerational
contract, that sees older people receive the support they need while helping younger people to get
a fair start in life. It looks to honour social obligations to those who have contributed to our society
and economy all their lives, and make sure that today’s young adults are able to contribute in their
turn. Because if we do not fix our fraying social contract, the only certainty is that everyone will
lose out.
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2 Reforming the State Pension
system

One in three working-age people say they do not believe that the State Pension will exist in thirty
years’ time.' In our pay-as-you-go system, wherein those now in work support those now drawing
down their pension, that means a large number of people who are paying into the system do not
expect to be able to benefit from it in turn.

As difficult as it might be to imagine a world with no pensions or social security for the aged, our
current state pension system is indeed threatened by spiralling costs caused by demographic
pressures, low growth, and policy choices. The UK's state pension is the second-largest item in the
government budget after health, and the system is so unaffordable that major reforms will be
necessary to save it. Though it has become somewhat more common in Westminster to hear this
admitted, reform itself has not been forthcoming, with politicians understandably very nervous
about floating changes that will make the system less generous for older voters.

But getting ahead of the trends that are making our pension system unsustainable needs action
which will take decades to work. That is why the time to act, and to clearly communicate to the
public the need for action, is now, even if the problem appears to belong to tomorrow. This section
of the report lays out why it is that the State Pension system has become so unsustainable and
recommends a package of measures which can help governments to correct our course. Not only
will such reforms help to ensure sustainable support for the old far into the UK’s future, over time
they can lessen the fiscal burden on governments and help fund the policies we recommend in
Chapter 3 to make it easier for more people to start and raise young families.

2.1 Spiralling costs

Older people, who have contributed much in taxes and in other ways throughout their working
lives, represent a significant expense to the government, primarily in terms of health, social care,
and pension costs. The expense of an older population makes it important that there is a
proportionally larger working-age population, working and paying into the system now, and
enabling the government to give older people the entitlements and the care that they need.

But as Chart 1 below shows, the UK has a rapidly increasing old-age dependency ratio, meaning
the ratio of working-age people to those aged over 65. The old-age dependency ratio is by no
means a perfect measure, particularly as more of us work later in life. Nevertheless, the very

! Cribb, Emmerson, and Barker, “The Pensions Review”, Institute for Fiscal Studies (2023). https:/ /ifs.org.uk /sites /default /files /2023-
12 /TFS-R291-The-future-of-the-state-pension.pdf
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significant increase of the UK’s older population as a proportion of the working-age population
does represent a fundamental challenge to the government, particularly in terms of maintaining
old age social security.

Chart 1: Pension age persons per 1,000 persons of working age, 2024-80*

Dependency ratio: pension-age per 1,000 working-age, 2024 to 2080
Brief dips coincide with rises in the State Pension Age; the underlying trend resumes upward.

Per 1,000 working-age

Source: ONS, 2024-based National Population Projections, UK Summary Table 3 (principal projection).

As discussed above, this is because the UK has a pay-as-you-go pension system, so that the taxes
of people working now are used to cover the costs of the State Pension for those who are retired.
Fewer working-age people means fewer people paying in to support pensioners who are relying
on their State Pension payments.

In 2025 projections based on current policy, the OBR expects spending on the State Pension to rise
from 5% of GDP today to 7.7% in the early 2070s.? At the current size of the economy, that would
see the State Pension costing £213 billion in today’s money, around £75 billion more a year than it
does now.* That is equivalent to, respectively, more than the entire annual defence budget, more
than half of the education budget, and around a third of what we spend on health. This projection

2 UK Summary Table 3 from the “National population projections: 2024-based”, ONS,

https: //www.ons.gov.uk /peoplepopulationandcommunity /populationandmigration /populationprojections /bulletins /nationalpopul
ationprojections /2024based (2026).

3 “Fiscal risks and sustainability — July 2025”, Office for Budget Responsibility, https:/ /obr.uk /frs /fiscal-risks-and-sustainability-july-
2025/ (2025).

4 “Welfare spending: pensioner benefits”, Office for Budget Responsibility, https://obr.uk /forecasts-in-depth /tax-by-tax-spend-by-
spend /welfare-spending-pensioner-benefits / (2023); Cash figures are Onward calculations applying the OBR’s projected GDP shares
to the current spending of £138 billion.
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assumes that the number of adults of working-age to those above State Pension age declines from
3.4 today to 2.7 by the 2070s, meaning a smaller base of working people supporting higher pension
costs. That is the kind of fiscal pressure that will absolutely necessitate some one or combination
of significant tax rises, major spending cuts, or even greater levels of borrowing (assuming the
latter is even feasible).

However, in making this projection, the OBR must make assumptions about the future, some of
which are arguably highly optimistic. In particular, it assumes a TFR of 1.59 births per woman by
mid-2045 which then remains at that level.> The ONS'’s latest 2024 based population projections
are already less optimistic, projecting that UK TFR declines to 1.38 by 2029 and then rises to 1.42
by 2049.° Since 2010, the ONS’s long term fertility projections have been consistently too high and
required revision downward. The UK’s TFR is currently 1.39 and there is no guarantee fertility is
about to rebound.” As numerous international examples show, it is possible for developed nations
to decrease in TFR far below this point and for extended periods of time.

Similarly, and again in line with the ONS at the time in 2024, the OBR assumed net migration of
315,000 a year into the UK in forming its central projection.® Already, the ONS has revised this
projection down to 230,000 a year from mid-2027.° However, much political will exists in the UK,
across the political spectrum, for net migration to be much lower.

The ONS itself publishes an ‘old age structure’ of its demographic projections that combines lower
fertility, lower migration, and higher life expectancy. In the most recent version of that variant,
from 2024, fertility is projected to fall to 1.22 in 2049 and net migration settles at 105,000 a year
from 2027.1°

A simple stress test of the OBR central projection using the ONS’s ‘old age structure variant’
projection shows how State Pension costs could significantly rise under this plausible scenario.
Using this official variant, the UK is projected to have just 1.85 working adults per pension-age
person by 2073, compared with 2.7 in the OBR’s central projection.

Mechanically scaling the OBR’s projection by that weaker support ratio could push spending from
7.7% of GDP to 11.2%. In today’s money, that would mean a State Pension bill of roughly £310 billion

5w

National population projections, fertility assumptions: 2020-based interim”, ONS,
https: / /www.ons.gov.uk /peoplepopulationandcommunit opulationandmigration /populationprojections /methodologies /nationa

Ipopulationprojectionsfertilityassumptions2020basedinterim (2022).

6 “National population projections, fertility assumptions: 2024-based”, ONS,
: opulationandmigration /populationprojections /methodologies /nationa

lDoDulat1onDrO]ectlonsfertlhtvassumptlon52024based (2026).

"“Births in England and Wales: 2025", ONS,

https: / /www.ons.gov.uk /peoplepopulationandcommunity /birthsdeathsandmarriages /livebirths /bulletins /birthsummarytablesengl
andandwales /2025, (2026).

8 “Net migration forecast and its impact on the economy”, OBR, https://obr.uk /box /net-migration-forecast-and-its-impact-on-the-

economy/ (2024).
o “Natlonal population projections: 2024-based”, ONS,

opulationprojections /bulletins /nationalpopul

ationprojections /2024based (2026).
10 “Dataset - Old age structure variant - UK summary”, ONS,
https: / /www.ons.gov.uk /peoplepopulationandcommunity /populationandmigration /populationprojections /datasets /tablellloldage

structurevariantuksummary (2024).
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a year, nearing £100 billion more than that in the OBR central projection. That is the equivalent of
a government having to find the money to hire an additional two million nurses, or build the
Elizabeth Line five times over, every single year.

This should not be read as an alternative OBR forecast. It is a mechanical stress test. It holds
constant the OBR’s assumptions about pension generosity, earnings, employment and GDP, and
varies only the demographic support ratio." But the exercise is starkly revealing and illustrates how
under plausible future scenarios the fiscal burden on the UK from its State Pension as currently
designed could be far greater than is centrally projected.

In addition to this demographic pressure, the UK pension system is also strained by the ‘Triple
Lock’, a policy which began life in the Liberal Democrat manifesto for the 2010 election™ and was
adopted by the Coalition Government, likely as part of the horse trading of coalition negotiations.
The Triple Lock guarantees that the state pension will be increased each year by whichever of the
following metrics is highest: earnings growth; inflation (CPI); or 2.5%.

The Triple Lock in part arose as a reaction to what happened when the Thatcher Government
decided in 1980 to uprate the State Pension only by prices, breaking the earnings link."” This saved
successive governments money but meant that pensioners ceased to share in the rising living
standards the rest of the country enjoyed. As a result, the State Pension fell from around 26% of
average full-time earnings in 1979 to 16% between 2000 and 2010. This state of affairs and worries
about pensioner poverty then ushered in the political conditions for the Triple Lock.

Politicians can be forgiven for not having given much thought to the Triple Lock when it was
introduced. At the time, wages had persistently outstripped inflation in the past four decades - if
the triple lock had been in place for those years, it would have more or less amounted to an
earnings link. But a long period of sluggish earnings growth and, in more recent years, high
inflation, has made it absolutely unsustainable, leading to very significant jumps in value, as seen
in Chart 2 below.

Chart 2: The Triple Lock in action

" This is a mechanical stress test, not an alternative OBR forecast. The OBR’s central projection has State Pension spending reaching
7.7% of GDP in the early 2070s, with around 2.7 adults below State Pension age per pensioner. The ONS’s 2024-based old age structure
variant projects that, by 2073, the UK will have 35.7 million working-age people and 19.3 million pension-age people, equivalent to 1.85
working-age adults per pension-age person. Holding the OBR’s assumptions about pension generosity, earnings, employment,
productivity, GDP and policy constant, the State Pension cost is scaled by the deterioration in the support ratio: 7.7 x (2.7 / 1.85) = 11.2%
of GDP. Since the current State Pension bill of £138 billion is around 5% of GDP, 1% of GDP is approximately £27.6 billion; 11.2% of GDP
therefore implies a bill of roughly £310 billion in today’s money. The exercise is intended only to illustrate the sensitivity of a pay-as-
you-go pension system to adverse demographics.

2 “Liberal Democrat Manifesto 2010”, https: / /www.markpack.org.uk /files /2015 /01/Liberal-Democrat-manifesto-2010.pdf, p.19

3 Cribb, Emmerson, Johnson and Karjalainen, “The future of the state pension”, IFS. https://ifs.org.uk/publications /future-state-

pension (2023).
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The Triple Lock in action, 2012/13 to 2026/27
Annual uprating of the basic State Pension, with the binding metric shown by colour.
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The 2022/23 earnings element was suspended due to furlough-distorted wage data; CPI of 3.1% applied instead. Source: House of Commons
Library, Benefits Uprating briefings (CBP-10403).

As of
April 2025, the State Pension is now 16.5% higher in real terms than in 2011, while earnings across
the whole economy have only risen by 7.7% over the same period." The extent to which the value
of the State Pension has outpaced earnings growth can be seen in Chart 3 below: the gap between
the pensions and earnings line is the cumulative effect of the Triple Lock, well above what an
earnings link alone would have delivered.

4 Calculated using the following data sources: “Basic State Pension (Rate)”, Royal London, https: //adviser.royallondon.com /technical-
central /rates-and-factors /state-pension /basic-state-pension-rates /; “AWE, Whole Economy Level (£): Seasonally Adjusted Total Pay
Excluding Arrears”, ONS,
https: //www.ons.gov.uk /employmentandlabourmarket /peopleinwork /earningsandworkinghours /timeseries /kab9 /em (April
2026); “CPI Index 007, ONS, https: //www.ons.gov.uk /economy /inflationandpriceindices /timeseries /d7bt /mm23 (April 2026).
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Chart 3: Real Growth in the State Pension and workers’ earnings since 2011

Real growth in the State Pension and workers' earnings since 2011
Cumulative real-terms growth, April 2011 = 100. Adjusted for CPI inflation.
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Sources: State Pension cash amounts from Royal London, Basic State Pension (Rate); earnings from ONS series KAB9 (AWE whole-economy
total pay, seasonally adjusted); CPI from ONS series D7BT (CPI index, 2015=100). April values throughout.

In a further illustration of how serious the implications are for the UK public finances, in 2025, the
OBR reported that the cost of the Triple Lock is forecast to be three times higher by 2030 than
was modelled at the time of its introduction in 2011." The non-earnings linked element of the Triple
Lock had been triggered in eight of the 13 years to date, because inflation “has turned out to be
significantly more volatile” than had been expected.

The Triple Lock is a highly politically sensitive topic and politicians have been reluctant to discuss
reform, when ever growing numbers of voters are direct beneficiaries of the policy. Because Triple
Lock reform has been seen as politically challenging, governments have looked to another major
lever in their effort to control cost: raising the State Pension Age. As we live longer, we have to
work longer, and adjusting the pension age must play a role in calibrating the system. But there is
an argument that the State Pension Age lever is subject to a hard limit in a way that uprating is not.
This is because most people can try to do something about the level of their state pension, chiefly
saving more during their working lives. By contrast, we can do very little about our life expectancy
- it is essentially a fixed factor.

5 “Fiscal risks and sustainability - July 2025”, OBR, https: / /obr.uk /frs /fiscal-risks-and-sustainability-j (2025).
16 “UK’s pension triple lock to cost three times more”, BBC News, https: / /www.bbc.co.uk /news /articles /cy7nv3pdgrdo (2025).
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Arguably, the most important test for state-provided, non-means tested retirement income
(labelled ‘Pillar 1" in international pensions literature, with Pillar 2 being private pension saving, and
Pillar 3 being means tested help like Pension Credit) is to act as the ‘foundation’ income on which
to plan your retirement. Some people have big plans which require lots of money, others want to
wind down into a quiet, modest lifestyle. In both cases, knowing how much they need to be saving
to hit their retirement goals is mostly dependent on how much State Pension they can expect to
be getting. Under the Triple Lock, this is impossible to answer with any certainty.

Firstly, we cannot know with any certainty how long the policy will be in place. It is a political
commitment over which the main parties agonise over every five years. Secondly, even if we were
certain, the way it operates produces results which will always run ahead of earnings and inflation,
but it’s difficult to know how with much certainty. This makes ‘doing the right thing’ quite difficult
for savers.

The uncertainty of the Triple Lock also forces the government to be more pessimistic about the
cost of social security than potentially it should be, which is bad for the poorest pensioners. Long-
term planning is basically impossible under the Triple Lock not just for savers, but also
governments that have to administer it.” Arguably this means prudent governments have to be
very conservative when setting State Pension policy, whereas if the cost was more easily
predictable, the public debate around it would likely be on different terms.

2.2 A generational three-part pension reform package

2.2.1 Reforming the Triple Lock

Recommendation: State Pension should be uprated according to a Demographics-Adjusted
Earnings Link (DAEL)

As described above, the Triple Lock works by increasing the value of the State Pension each year
by earnings growth, inflation or 2.5%, whichever is higher. The policy helped to increase the value
of the State Pension after decades of erosion and has ensured that pensioners share in rising living
standards. However, it is also expensive and highly volatile.

In reforming the Triple Lock, two separate questions should be considered: first what the State
Pension should be worth when someone first reaches State Pension age, and second, how the
pension should be uprated once someone has retired.

One option for reform, which could control the cost of the earnings link in the long-term,
particularly given demographic pressures, would be to only apply it to the value of the State
Pension paid in the first year, and only uprate by inflation thereafter. After all, the State Pension is

" Heidi Karjalainen, “What are the effects of the ‘triple lock’ and how could it be reformed?”, IFS, https:/ /ifs.org.uk /articles /what-are-
effects-triple-lock-and-how-could-it-be-
reformed#:~:text=Contents&text=The%20level%200{%20the%20state,with%20average%20earnings%20since%202011 (2025).
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ultimately a benefit: when working-age benefits are uprated it is by inflation in order to protect
purchasing power.

However, there is a serious drawback with this reform, which is that over decades of receiving a
State Pension uprated only by inflation, pensioners’ living standards will fall further and further
behind the living standards of the rest of society. Particularly for those who rely heavily on their
State Pension payments, this will mean rising pensioner poverty. To avoid such an outcome, there
remains a strong case for retaining an earnings link in some form. The challenge is therefore not
to abolish the earnings link but to make it more sustainable.

To meet that challenge, this paper proposes that we retain the principle that the State Pension
should rise with living standards, but adjust that link to reflect demographic pressure. In other
words, the State Pension will rise in line with earnings but not automatically, or without reference
to the number of people who are currently paying for it, a vital consideration in the UK’s pay-as-
you-go system wherein today’s National Insurance contributors fund today’s pensioners.

The earnings link should therefore be adjusted or moderated by a demographic mechanism, which
would reduce the earnings linked uprating when the base of contributors is weakening or when
the number of pensioners is growing faster than the future workforce.

Not only would this demographic slide put State Pensions on a more stable financial footing for
the long term, but it would powerfully change the social contract that exists between older and
younger voters. Binding the value of the State Pension to earnings and the demographic pressures
the country is facing will also bind the fortunes and interests of earners and pensioners more
closely together. For example, older voters will be incentivised to support policies that make it
easier for young people to start families and be more focused on the barriers such young people
face to doing so, including housing shortages or the expense of childcare. Japan has used a similar
system since its 2004 pension reforms, using a macroeconomic slide that can respond to a decline
in the contributor base or increase in the number of older people.™

One way of designing a mechanism for Britain would be through a two-part Demographic Slide,
that subtracts measures of demographic pressure from the annual increase in the State Pension
generated by earnings growth. The two demographic measures could be:

1. Current Support Ratio - The percentage change in the ratio of National Insurance payers
to State Pension recipients, calculated over a three-year rolling average to avoid large
swings from year to year

2. Birth Cohort Ratio - The percentage change in the size of the future workforce relative to
the number of pensioners, which could be measured by looking at the number of live births
registered in the UK N years ago. For example, if people usually start paying National
Insurance at around the age of 21, births 20 years ago provide a rough indication of the size

B Jun Saito, “Macroeconomic Slide Mechanism of the Japanese Pension System”, Japan Center for Economic Research,
https: //www.jcer.or.jp /english /macroeconomic-slide-mechanism-of-the-japanese-pension-system (2023).
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of the new cohort entering the labour market, which can then be compared with the growth
in the number of pensioners.

The Demographic Slide formula could therefore work broadly as follows:

State Pension increase = earnings growth x (1 + weight on the change in the contributor-to-
recipient ratio + weight on the change in the new-workers-to-pensioners ratio).

Where the weight is 60 /40 in favour of the Current Support Ratio, to reflect its greater relevance
to the current fiscal pressures affecting uprating.

However, to prevent the demographic slide from eroding the State Pension to the point that it no
longer provides a sufficient foundation for retirement income, the formula should be subject to a
floor, so that the value of the State Pension never falls below 28% of average earnings. This allows
demographic pressures to moderate the generosity of the earnings link, but still gives people a
predictable foundation upon which to plan and save for their retirement.

Projections suggest that this policy, of a DAEL with a 28% of average earnings floor, implemented
in 2029 to reflect the current political commitment to maintain the Triple Lock until the end of
this Parliament, would lead to State Pension spending of 5.58% of GDP in 2060. This is significantly
below the 7.1% projected for 2060 with the Triple Lock in place and also below the projected cost
of a pure earnings-based uprating (6.14%). By 2060, this policy would save the government around
£30 billion a year in today’s money in comparison to a pure earnings link and £86 billion in
comparison to the Triple Lock. Crucially, it does so without eroding the amount that the
government spends on State Pensions as a percentage of GDP. In purchasing power terms, using
the OBR’s CPI projections, it also means a 2060 pensioner is in fact 49% better off than they would
have been in 2024.

State Pension cost as % of GDP — three regimes
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However, it is important to understand that these projections use the ONS'’s principal projection
for births, which as discussed in section 2.1, may prove optimistic. In these circumstances, the
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effect of the demographic slide would be to reduce the uprating of the State Pension, except in
circumstances where the 28% floor would kick in.

2.2.2 Automate increases in the State Pension Age.

Recommendation: The State Pension Age setting should cease to be a political decision taken
every few years and instead should be set automatically with reference to life expectancy, using
a smoothed mechanism that gives at least a decade’s notice of any change.

It is right that as we live longer, we work longer. We already know that our pay-as-you-go public
pension system works only as long as the ratio of payers to payees - all things being equal - remains
constant. Life expectancy is one of the key factors determining whether or not that is the case,
alongside other factors such as the relative sizes of generations.

This does not stop the pension age from being one of the most contested political issues a
developed economy with an ageing population can face. Italy’s 2011 Fornero reforms, introduced
during the eurozone debt crisis, among other labour law changes sharply increased retirement
ages and linked future rises to life expectancy.” Feeling against the reforms, the pension elements
of which were in part rolled back, ran so hot that the minister whose name they bear was for some
time not able to go outside without a guard of ten police officers.” Government spending on
pensions in Poland is already extremely high, estimated at over 11% of GDP,* but with little political
will to make cost saving changes like increasing the State Pension age. There is much to lose if
such systems buckle under the strain and go bankrupt: state pension payments are the only source
of income for 80% of EU pensioners.?” Variation in average life expectancy by socio-economic
characteristics and debates over life expectancy versus healthy life expectancy further muddy the
waters when reform is raised.

Today in the UK, setting the State Pension Age is a protracted political process which consumes a
huge amount of government bandwidth - it is almost as controversial as the Triple Lock. A key
reason for the controversy is because life expectancy rises are increasingly slower than the
previous setting cycle anticipated.?® This gives the Secretary of State for Work and Pensions two
options. Either commit to a setting cycle based on out of date life expectancy data (in recent years,
likely to have deteriorated) or insist on sticking to the ‘% of life spent in retirement’ commitment,
which likely means picking a fight with the Treasury. The end result is - much like with the Triple
Lock - that successive ministers are strongly motivated to kick the can down the road. For example,

19 Raitano and Jessoula, “Changes in the pension debate under the new government in Italy”, ESPN Flash Report 2018 /41, European
Commission (2018).

20 John Hooper and Phillip Inman, “Italy’s jobs minister fears for life as labour market shaken up”, The Guardian (2012),
https://www.theguardian.com /world /2012 /mar /23 /italy-jobs-minister-elsa-fornero.

2 Sawulski, Magda, Lewandowski, “Will the Polish pension system go bankrupt”, Instytut Badan Strukturalnych (2019)

https:/ /ibs.org.pl /app /uploads /2019 /06 /IBS_Policy_Paper_02_2019_en.pdf.

22 “Pensions timebomb: why Europe’s social contract is becoming unsustainable”, The Guardian (2025),
https://www.theguardian.com /money /2025 /dec /29 /pensions-timebomb-europe-social-contract-becoming-unsustainable.

23 “State Pension age Review 2023", Department for Work and Pensions (2023),

https://www.gov.uk /government /publications /state-pension-age-review-2023-government-report /state-pension-age-review-
2023.
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in 2023 the government declined to bring forward the State Pension age rise to 68 and instead left
the question for a further review, which was launched in 2025.* Yet in many other developed
countries, including Finland, Greece, Denmark, Portugal, and the Netherlands,® the pension age is
set more or less automatically with reference to life expectancy, avoiding major political
difficulties.

The UK should move to a similar automated system for setting the State Pension Age, doing so
according to a formula that is primarily driven by life expectancy but that also aims for every
generation to spend the same proportion of their life in retirement, which is currently around one-
third. These changes should be designed to be gradual, with plenty of notice given so that people
can plan and save accordingly.

While life expectancy generally is still increasing, those increases have slowed, and the public
debate around the last State Pension Age setting cycle centred around this exact fact. Some will
argue that the formula should take account of healthy life expectancy, not just life expectancy, as
the Tony Blair Institute recently proposed in the form of its ‘Lifespan Fund’ policy, which would
use individual characteristics to actuarially personalise access to the state pension.?® While the
concern is understandable, healthy life expectancy is too uncertain and subjective to serve as the
trigger for automatic changes to something as important as the State Pension age. Healthy life
expectancy varies significantly by region, income and occupation, and is much more difficult to
measure consistently than overall life expectancy, requiring unwieldy levels of complexity in any
policy that sought to include this measure fairly.

The better approach is to keep the pension-age formula simple and objective, while protecting
those who genuinely cannot work longer through other parts of the system. That could include
more flexible access to private pensions on health grounds, stronger disability and sickness
support, and targeted help for people in physically demanding occupations. The State Pension age
should be set by a clear demographic rule; hardship and ill health should be addressed directly, not
by making the whole formula less stable.

The government should commission an independent expert review to design a smoothed
automatic mechanism for setting the State Pension Age, with a guarantee of a minimum of a ten
years’ notice before any change takes place and using rolling averages of life expectancy
projections to prevent short-term shocks causing major swings in the timetable.

2.2.3 Automate the receipt of Pension Credit.

24 “UK launches review into raising state pension age”, Reuters (2025), https://www.reuters.com /world /uk /uk-launches-review-
into-raising-state-pension-age-2025-07-

21 /#:~text=LONDON%2C%20July%2021%20(Reuters),by%20workers%20towards%20their%20retirement.

% “Pensions at a Glance 2021”, OECD (2021), https://www.oecd.org/en /publications /pensions-at-a-glance-2021_ca40lebd-en /full-
report/component-6.html.

26 Browne and Smith, “The Lifespan Fund: Reforming the State Pension for a More Affordable, Flexible and Fair Future”, Tony Blair
Institute, https: .global /insights /economic-prosperity/the-lifespan-fund-reforming-the-state-pension-for-a-more-
affordable-flexible-and-fair-future (2026).
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A strong objection to Triple Lock reform flows from the desire to prevent increases in pensioner
poverty and protect the pensioners who depend the most on their State Pension. But this is
ultimately an argument for strengthening Pension Credit, not preserving the Triple Lock and all its
problems.

Pension Credit is the part of the pension system that is specifically designed and intended to
protect the poorest pensioners and played a very significant role in reducing pensioner poverty in
the 2000s.7 It is formed of two parts: Guarantee Credit, which is a means-tested element that tops
up pensioners’ weekly income; and Savings Credit, which is a smaller additional payment for some
pensioners who reached State Pension age before April 2026 and is not closed to newer
pensioners. Currently, the problem with Pension Credit is that it does not reach enough of the
people it is supposed to: in 2023 to 2024, only 62% of those entitled to the benefit received it,
leaving up to £2.5 billion unclaimed, on average around £2,600 per year per eligible family.?®

To fix this problem and make sure Pension Credit is working as it should, the government should
move towards automating Pension Credit awards. This can be done in two steps:

First, the capital rules should be simplified. Savings and investments above £10,000 reduce the
award. But this rule makes automation much harder, because DWP cannot determine a claimant’s
capital holdings without asking them what they are. Removing this requirement would be the
simplest reform and would mean that HMRC and DWP know everything they need to know about
whether someone is eligible for Pension Credit without a proactive application necessary. After all,
Pension Credit is aimed at pensioners with very low weekly incomes and those whose incomes are
low enough to qualify but have substantial liquid savings are unlikely to be a large group. However,
this can be tested using the Family Resources Survey and DWP administrative data.

Second, HMRC should automatically share an applicant’s income details with DWP when they apply
for the State Pension. This will enable DWP to automatically add Pension Credit to that applicant's
State Pension payment, thus removing the need for the eligible pensioner to apply.

Together, these measures can ensure that even as the Triple Lock is removed, more of the poorest
pensioners are receiving the help they need and are intended by the government to receive. Finally,
it is also the case that factors such as the introduction of pension auto-enrolment and the very
significant increase in female labour market participation mean that the number of people who
need to and will need to rely on Pension Credit is diminishing over time.?® This declining caseload
may mean that, in time, the government can consider simply withdrawing Pension Credit.

#7 Cribb, Henry, and Karjalainen, “How have pensioner incomes and poverty changed in recent years?”, IFS,

https:/ /ifs.org.uk /publications /how-have-pensioner-incomes-and-poverty-changed-recent-years (2024).

28 “Income-related benefits: estimates of take-up: financial year ending 2024”, Department for Work and Pensions (2025),

https: / /www.gov.uk /government /statistics /income-related-benefits-estimates-of-take-up-financial-year-ending-2024 /income-
related-benefits-estimates-of-take-up-financial-year-ending-2024.

29 “DWP benefits statistics: August 2025”, Department for Work and Pensions, https://www.gov.uk/government/statistics /dwp-
benefits-statistics-august-2025 /dwp-benefits-statistics-august-2025 (2025).
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2.3 A Pension Reserve Fund?

The three reforms laid out above are intended to stabilise and strengthen the UK’s existing pay-
as-you-go public pension system. A further question is whether the UK should supplement that
system by creating a pension reserve fund.

As laid out above, currently the UK system works by using National Insurance contributions and
wider tax revenues raised from the current working-age population to fund State Pension
payments to the current generation of pensioners. Workers do this on the implicit understanding
that the next generation will do the same for them. Now, because of people living longer, falling
birth rates, and a greater share of the population reaching retirement, this system has become
unstable.

The proposed response of this paper has been to adjust the pay-as-you-go system itself, by
automating the State Pension age and changing uprating policy. But a further reform that could be
introduced would be to build a reserve fund in advance, so that some of the cost of future pensions
is met not only by future workers, but also by investment returns accumulated over time. Around
the turn of the century, a number of developed economies established funds of this kind, including
France, Japan, Australia, New Zealand and Ireland. Their designs differ, but the core principle is
similar: set aside public money, invest it in a diversified portfolio of higher-return assets, and use
the proceeds at a future date to help support the public pension system during a period of
pressure, thus smoothing out the pressure on younger and future generations. The UK has not
taken this route, and an opportunity to establish a sovereign wealth fund was arguably missed in
the 1980s, when revenues from North Sea oil were at their height. Instead, the Thatcher
Government explicitly chose to return that revenue to the public in the form of tax cuts.

But a UK reserve fund does have an attractive intergenerational logic. It would allow the state to
convert a temporary fiscal windfall into a permanent asset, with the returns used to reduce future
pressure on taxpayers, workers and pensioners. It could also make the pension system less reliant
on repeated political adjustments to the triple lock, the pension age or National Insurance. If
created, such a fund should be managed independently, invested in a highly diversified manner,
probably best globally, and with strict governance to avoid political interference.

While the UK does have a National Insurance Fund that technically invests its surplus, it is obligated
to invest that surplus almost entirely in gilts.*® This means that in practice, this money is lent to
the government, at an interest rate near the Bank of England base rate, for general spending
purposes. Repurposing any part of that money, therefore, would amount to raising the
government’s borrowing requirement by that amount. In other words, the ‘surplus’ isn’t really a
surplus, because it already is being used for something. If the money were diverted from gilts into

30 “Great Britain National Insurance Fund Account for the year ended 31 March 2025”, HMRC,
https: / /www.gov.uk /government /publications /national-insurance-fund-accounts /great-britain-national-insurance-fund-
account-for-the-year-ended-31-march-2024 (2025).
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equities, infrastructure or other higher-return assets, the government would need to borrow more
elsewhere to replace it. This amounts to borrowing to invest.

Borrowing to invest is not automatically wrong. There are circumstances in which it can be
justified. But it creates a demanding test: the fund must be expected to earn more than the
government’s cost of borrowing, and by a sufficient margin to compensate for risk, volatility and
political constraints.

That is a difficult test today. With gilt yields elevated, the return hurdle for a new UK fund is much
higher than it would have been in the 2010s. If the Government can borrow at around 5%, and a
conservatively managed long-term fund might be expected to earn around 6% nominally, the
expected spread is thin. A one percentage point margin may not justify the risk of using scarce
fiscal capacity to invest in markets rather than reduce borrowing, cut taxes or fund public services.

This is why sovereign wealth funds and public pension reserve funds have traditionally been
thought most suitable for countries with budget surpluses, natural resource revenues or major
one-off windfalls. For countries with persistent deficits, the policy can look less like saving and
more like leveraged investment. In the words of Paul Goldsmith, New Zealand finance minister
arguing that payments to New Zealand Super Fund, the country’s PPRF, should be suspended
because the country cannot afford them: ‘If it was a slam dunk, we may as well borrow a half a
trillion dollars and give it to the Super Fund. It's not a slam dunk.” However, this has not stopped
several countries with large deficits from establishing such funds in recent years, including Ireland
and Canada.

A UK pension reserve fund would need to reach £300-£600 billion at maturity to deliver £15-£30
billion a year in drawdowns (roughly 10-20% of today's State Pension cost). Working backwards
from this with the sort of growth profile the model can produce - 6% annual return, 25 years of
accumulation - implies a present-value seed somewhere around £80-£200 billion, or a smaller
seed (£20-50 billion) plus very substantial annual contributions for more than 25 years.*

There are a number of ways a government could find the money to create such a fund, including
by using the National Insurance Fund surplus, though as discussed this is essentially funding
through borrowing. Perhaps the least painless way for a nation to seed its reserve fund is through
windfalls, such as might be generated via the selling of government assets such as land. This is
what the Trump Administration says it intends to do for its proposed Sovereign Wealth Fund.

3 “Paul Goldsmith on why using borrowed money to invest in the Super Fund is a bad idea, even if halting contributions would reduce
the size of the fund by $20 billion over 10 years”, Interest, https: //www.interest.co.nz/banking /107453 /paul-goldsmith-why-using-
borrowed-money-invest-super-fund-bad-idea-even-if-halting (2020).

% These figures are illustrative orders of magnitude rather than precise forecasts. The drawdown target is benchmarked to the current
State Pension bill of roughly £146 billion (DWP forecast, 2025-26): 10-20% of this is £15-30 billion a year. A fund able to sustain payouts
at that level — drawing down around 5% annually, broadly consistent with a diversified portfolio returning ~6% nominal while preserving
capital — would need to reach roughly twenty times its annual payout, or £300-600 billion, at maturity. Working backwards, a one-off
seed compounding at 6% a year for around 25 years grows by a factor of roughly 4.3, implying a present-value endowment of the order
of £80-200 billion. The same maturity value could instead be built from a smaller seed of £20-50 billion combined with sustained annual
contributions of several billion pounds over a period exceeding 25 years. All figures are nominal and deterministic, assuming returns
and contributions are realised exactly as specified; lower returns or a longer payout horizon would require correspondingly more
funding.
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Alternatively, the fund could be seeded through the levy of a new, hypothecated tax, though this
would raise questions from the many voters who believe their National Insurance contributions
are already going to fund their future retirement.

It may be the case that the specific conditions the UK currently faces, not least surging gilt yields
and a rapidly growing national debt, mean that there are simply too many opportunity costs to
allow a reserve fund to be established. However, when conditions permit, or in the event of
windfalls that could seed such a fund, it would be wise for the government to strongly consider
establishing one.
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3 Reforming Family Support

In this section, we propose three policies aimed specifically at making life better and easier for
new parents, through changes to the tax, social security, and childcare systems. These policies are
neither a ‘reward’ for people who have children nor a punishment for people who do not want to,
or cannot, start a family. They recognise the fact that children, every single one of whom is
important in their own right, are a contribution to our future national prosperity even as they are
expensive to raise. In other words, because we all benefit when people choose to have children
and so we all benefit when policy makes it easier for people to do so.

This is particularly a matter of concern because the Total Fertility Rate in England and Wales is
1.39 In Scotland - due to start depopulating in less than a decade’s time - it is just 1.25, on par with
famously low fertility Japan.****

As fertility falls and life expectancy rises, the ratio of retired to working-age people increases. This
places growing fiscal pressure on the working-age population, as a larger share of government
revenue is required to fund healthcare, pensions, and social care for an ageing population. Core
elements of Britain’s social infrastructure, including the NHS, were designed for a much younger
society. Without demographic renewal, their long-term sustainability is in question.

The immigration of working-age people mitigates an increasing old-age dependency ratio, more
quickly but less durably than more children being born. But even after the very high levels of
immigration the UK has experienced over the past decade, our old-age dependency ratio has
continued to increase. With increasing political and democratic consensus that immigration to the
UK must come down very sharply, we can expect the mitigating effect of working-age immigration
to lessen over the coming years.

Low fertility also constrains economic growth. An older population absorbs more public spending,
limiting investment and reducing disposable income through higher taxes. Over time, fewer births
mean fewer workers and lower output. And because innovation depends on people, demographic
decline ultimately weakens the ideas and dynamism on which growth depends: for there to be
ideas, there must be human beings.

Taken together, it is vital that the British government does not remain neutral on whether or not
people have children. Instead, policymakers must make life easier for British people to start, grow,
and support their families. Furthermore, there is strong evidence that British people are having
fewer children than they would like to have.

While the British state already supports parents, through universal provision like education and
targeted measures such as Child Benefit, children remain materially costly for individual families,

33 “Tackling Scotland’s population challenges”, Scottish Government, https://www.gov.scot/news /tackling-scotlands-population-

challenges-1/ (2024).

34 “Scotland’s birth rate falls to lowest level since 1855”, BBC News, https: / /www.bbc.co.uk /news /articles /c209en3zwyko (2025).
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even though they generate large social returns. The costs begin before birth: equipment such as
prams, cots, and car seats is expensive, while caring for young children significantly reduces
parents’ earning capacity. Mothers in particular are likely to take time out of the workforce in a
child’s first year, and even with the aid of government-subsidised childcare provision, parents face
constraints on working hours that persist well beyond infancy.

These pressures help explain why households with dependent children are much more likely to
experience financial difficulty than those without. Survey evidence® consistently shows that
financial insecurity is a major factor deterring people from having children they want, whether that
means postponing parenthood or deciding against another child.

Taken together, the policies proposed in this section focus on the period when children are
youngest. The financial pressures associated with parenthood are not evenly distributed across
childhood. They are heavily concentrated in the early years, when parents’ earning capacity is most
constrained and childcare costs are highest. The reforms outlined below aim to rebalance support
towards this phase of family life, reducing the upfront financial shock of having children while also
making it easier for parents to remain in work.

3.1 Child Tax Allowance

One way to recognise the social value of raising children is through the tax system. While the
government provides transfers to families through benefits and services, the structure of taxation
itself remains almost entirely individualised. This means that the tax system does little to recognise
that households raising children face higher costs while having lower effective earning capacity.

Should parents pay less tax? This paper argues that they should. Specifically, we propose that those
who are raising young children should pay less income tax, making it easier for these parents to
raise their young families.

3.1.1 The problem: high burdens on new parents

Despite the extra costs borne by parents, especially when children are young, the British tax
system takes no account of family responsibilities. Two adults earning the same income pay the
same tax, even if one is supporting children and the other has no dependents. This ignores both
the social value of children and parents’ reduced ability to pay tax.

3.1.2 Our proposal

% Berrington, Kuang and Perelli-Harris, “Economic uncertainty and intentions to remain childless: Macro-economic worries or
individual-level economic uncertainty”, Centre for Population Change,
https://eprints.soton.ac.uk /497235 /1/WP_109_Economic_uncertainty_and_intentions_to_remain_ childless.pdf (2024).
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In recognising this reality, a Child Tax Allowance could ease the financial burden of raising
children, making it easier for people to form and expand families in the first place.

We propose a basic rate Child Tax Allowance of £10,000 per child aged under five, £20,000 per two
children under five, and £30,000 per three or more children under five. This would effectively
increase the amount that parents of children aged under five keep of what they earn. This
Allowance would be worth up to: £2,000 for a household with one child aged under five; £4,000
for a household with two children aged under five; and £6,000 for households with three or more
children aged under five. Because the relief of the Allowance would only be applied to basic rate
income tax, the Allowance would function much like an increase of parents’ personal tax allowance.
Parents or primary caregivers would be able to choose to split the Allowance between themselves
or have it applied to one income only. We estimate this policy would cost £4.8 billion a year,
assuming that every two-parent household opts to split the Allowance between them in a tax
efficient manner.*

These hypothetical case studies illustrate how the Allowance would work for families:

1. Nicola is the single mother of a four year-old boy. She earns £40,000 and pays the basic
rate of income tax of 20% on her earned income above the personal tax allowance, which
amounts to £27,430. That means her income tax bill is £5,486. But the Child Tax Allowance
of £10,000 reduces the amount of income she has to pay income tax on to £10,000. That
makes her tax bill £3,486 rather than £5,486.

2. Adam and Amina have a daughter aged three and twin boys aged one. Amina is working
part-time and earns less than the personal tax allowance Adam earns £60,000 and so pays
income tax on £47,430, amounting to £9,486. Because Amina's earnings are currently low,
the couple decide Adam should claim the entire £30,000 Child Tax Allowance the family is
entitled to. The Allowance means that Adam’s income tax bill decreases from £9,486 to
£3,486.

3. Sarah and Ben have three daughters all aged under five. Their household is entitled to a
£30,000 Child Tax Allowance. Ben earns £35,000 and Sarah earns £28,000. If either of them
were to claim all the Allowance, they would miss out on some of the £6,000 they could save
in tax because neither of them is independently earning enough to make full use of it. They
split the Allowance in half between them, so that each removes £3,000 off each of their tax
bills. Now, Ben pays just £1,486 in income tax and Sarah just £86.

% Calculated using Family Resources Survey microdata, please see appended methodology note for a full explanation. Calculation
excludes Scotland, due to Scotland’s different income tax thresholds.
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Child Tax Allowance — illustrative case studies

How the proposed Child Tax Allowance reduces income tax bills for families with children
aged under six. Based on 2025/26 personal allowance of £12,570 and basic rate income tax

of 20%.
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Personal allowance: £12,570 (2025/26). Basic rate income tax: 20%. Figures are illustrative
and assume no other deductions or credits apply.
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It is important to note that the splitting element of our Child Tax Allowance policy would currently
be very complicated for HMRC to administer, because it lacks data on families. A version of the
policy that applies it only to one parent’s income would be significantly easier to administer with
data the government currently has access to, and would also be cheaper. However, it would also
mean more eligible parents keeping less of their earned income.

3.2 Compensating Informal Childcare

Reducing the tax burden on parents addresses one dimension of the cost of raising children. But
financial transfers alone cannot resolve the practical constraints that many parents face when
attempting to combine work and family life. In particular, access to reliable childcare remains one
of the most significant barriers preventing parents from returning to work or increasing their
working hours. Addressing this constraint requires reforms not only to financial support, but also
to the childcare system itself.

Parents in England face restricted access to childcare in terms of both cost and availability. The
government’s free childcare offer expanded in September 2025 but there has not been the
necessary increase in spaces to be able to accommodate the ensuing increased demand, especially
as shortages existed before the expansion. At the same time, there is a long-running decline in the
number of childminders in the UK. Difficulties finding the right childcare makes it more difficult
for the parents of young children, especially mothers, to work or increase their hours. Yet, the
government does very little to encourage another, very popular type of care: the informal care
provided by trusted relatives like grandparents.

3.2.1 The problem: A shortage of childcare places

Under the government’s current free childcare offer,*” working parents with a child aged between
nine months and five years old are entitled to 15 free hours of childcare a week during school term
time. The parents of all three to four year olds are entitled to 15 hours of free childcare a week and
working parents to 30 hours a week during school term time. As of September 2025, the
government’s free childcare offer increased in generosity: now, 30 hours of free childcare a week
is available for eligible working parents with a child from nine months old up to school age, during
school term times.

But in 2024, before the offer expanded in generosity, less than half of English local authorities
reported® having enough childcare places to meet the entitlement. Only 45% said they had
sufficient provision to meet the current 15 hour entitlement for two year olds, and 62% said they
had enough provision to cover the 15 hour entitlement for three and four year olds. Between
December 2024 and December 2025, the number of registered childcare places in England

37 “Free Childcare for Working Parents”, Gov.UK, https: //www.gov.uk /free-childcare-if-working /check-youre-eligible.
38 “Childcare Survey”, Coram, https: //www.familyandchildcaretrust.org/sites /default /files /Childcare%20Survey%202024_5.pdf
(2024).
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increased by only 15,800, a far cry from the 85,000 new places that the Department for Education
estimated would be necessary by September 2025.3%4°

A contributing factor to the anaemic increase in places is the sharp decline in the number of
childminders. Between 2013 and 2023, the number of childminders in England declined* by over
50%. Between 2024 and 2025, over a thousand childminders left the sector.* The decline in
childminders also means available formal childcare has become less flexible, as childminders are
often able to be more flexible and offer services like wraparound care.

For parents, England’s childcare shortage places means long waiting lists** for places and long
journeys to settings that do have availability. Government analysis finds that access to childcare
has declined overall in England since 2020, but that the decline is regionally concentrated*, with
the North East, the East Midlands and Yorkshire and The Humber seeing the largest proportional
decrease in their childcare access over this period. However, there is also evidence that parents in
London are more likely to struggle to access childcare, with 65%* of mothers in London with a
child aged under ten struggling to find childcare, compared to 54% across the UK.

This matters because access to childcare is a key factor affecting the ability of parents to work:
more people enter the workforce where access to childcare improves. 2023 analysis* found that
the government’s introduction of 30 hours a week of free childcare for all working parents of three
and four year olds led to around 286,000 more people in employment a year on and an increase of
£22.3 billion in Gross Value Added. Equally, poor access to childcare has negative labour supply
effects and England’s childcare shortage is making it more difficult for the parents of young
children to work or increase their hours.

In England, there is a significant cohort of parents of young children who would prefer to work if
they had access to the right childcare. In 2023, 54% of non-working mothers with children aged 0
to 4 said” that if they could arrange good quality childcare that was convenient, reliable and
affordable, they would prefer to go out to work.

But this effect is not felt equally between parents, with mothers more likely than fathers to struggle
to return to work or increase their hours where there are difficulties finding childcare. Mothers

39 “Childcare and early years provider survey”, Department for Education,

https://dera.ioe.ac.uk/id /eprint /41798 /1/Childcare%20and%20early%20years%20provider%20survey%2C%20Reporting%20year
%202025%20-%20Explore%20education%20statistics%20-%20GOV.UK.pdf, (2025).

40 “Future rollout of new early years entitlements faces challenges”, National Audit Office, https://www.nao.org.uk /press-

releases /future-rollout-of-new-early-years-entitlements-faces-challenges, (2024).

4 “A focus on childminders”, Ofsted, https://www.gov.uk /government /publications /early-years-inspections-statistical-
commentaries-2022-to-2023 /a-focus-on-childminders (2023).

42 “Main findings: childcare providers and inspections as at 31 August 2025”, Ofsted,

https: //www.gov.uk /government /statistics /childcare-providers-and-inspections-as-at-31-august-2025 /main-findings-childcare-
providers-and-inspections-as-at-31-august-2025, (2025).

43 “Childcare shortage worsens as costs rise - report”, BBC News, https://www.bbc.co.uk/news/education-68580918 (2024).

“ "Commentary: Changes in access to childcare in England", ONS, https: / /www.gov.uk /government /publications /changes-to-
access-to-childcare-in-england /commentary-changes-in-access-to-childcare-in-england (2024).

4 https: / /www.progressive-policy.net/downloads /files /CPP_ Growing-Pains-Report-_March-2023_SP.pdf

6 https: / /www.pwc.co.uk /press-room /assets /impact-of-childcare-policy-in-the-uk.pdf

47 Department for Education, "Childcare and early years survey of parents”, https://explore-education-statistics.service.gov.uk /find-
statistics /childcare-and-early-years-survey-of-parents /2023 (2023).

26


https://dera.ioe.ac.uk/id/eprint/41798/1/Childcare%20and%20early%20years%20provider%20survey%2C%20Reporting%20year%202025%20-%20Explore%20education%20statistics%20-%20GOV.UK.pdf
https://dera.ioe.ac.uk/id/eprint/41798/1/Childcare%20and%20early%20years%20provider%20survey%2C%20Reporting%20year%202025%20-%20Explore%20education%20statistics%20-%20GOV.UK.pdf
https://www.nao.org.uk/press-releases/future-rollout-of-new-early-years-entitlements-faces-challenges/?utm_source=chatgpt.com
https://www.nao.org.uk/press-releases/future-rollout-of-new-early-years-entitlements-faces-challenges/?utm_source=chatgpt.com
https://www.gov.uk/government/publications/early-years-inspections-statistical-commentaries-2022-to-2023/a-focus-on-childminders
https://www.gov.uk/government/publications/early-years-inspections-statistical-commentaries-2022-to-2023/a-focus-on-childminders
https://www.gov.uk/government/statistics/childcare-providers-and-inspections-as-at-31-august-2025/main-findings-childcare-providers-and-inspections-as-at-31-august-2025
https://www.gov.uk/government/statistics/childcare-providers-and-inspections-as-at-31-august-2025/main-findings-childcare-providers-and-inspections-as-at-31-august-2025
https://www.bbc.co.uk/news/education-68580918
https://www.gov.uk/government/publications/changes-to-access-to-childcare-in-england/commentary-changes-in-access-to-childcare-in-england
https://www.gov.uk/government/publications/changes-to-access-to-childcare-in-england/commentary-changes-in-access-to-childcare-in-england
https://www.progressive-policy.net/downloads/files/CPP_Growing-Pains-Report-_March-2023_SP.pdf
https://www.pwc.co.uk/press-room/assets/impact-of-childcare-policy-in-the-uk.pdf
https://explore-education-statistics.service.gov.uk/find-statistics/childcare-and-early-years-survey-of-parents/2023
https://explore-education-statistics.service.gov.uk/find-statistics/childcare-and-early-years-survey-of-parents/2023

From triple lock to family support

themselves clearly identify this difficulty as making it harder to work. 2023 polling* of UK mothers
with at least one child aged under ten found that 46% of those who reported struggling to find
childcare said this challenge had prevented them from working more hours. 29% said they had
reduced their working hours as a result of struggling to find care.

Expanding formal childcare provision is one response to this challenge, but it is not the only one.
A large share of childcare in Britain already takes place outside formal settings, provided by
relatives and trusted adults. Yet this informal care receives almost no recognition in public policy,
despite playing a crucial role in enabling parents to work.

Currently the only government scheme to incentivise and support informal care allows
grandparents providing childcare to working parents to claim National Insurance credits in order
to help fill gaps in their National Insurance record. The scheme* is restrictive and uptake is low*’:
credits are only available to grandparents under state pension age and the value of the scheme is
limited to £6,000 over the entire course of retirement. There is zero government support for the
informal childcare provided by other trusted adults, such as aunts and cousins.

But the informal care provided by grandparents and other close relatives is an important form of
childcare that helps parents, especially mothers, go out to work. In England in 2023, 48%°' of
working mothers with pre-school children identified having relatives who can help with childcare
as a factor that helps them to work. Grandparents are the key providers of this informal care - 28%
of grandmothers and 16% of grandfathers report® caring for their grandchildren, at an average of
just over eight hours a week.

Beyond the reports of young mothers, evidence does show that access to grandparental childcare
helps mothers work. Cross-country European research shows> that when grandparents care for
young children they increase the likelihood that the mother of those children works by 13
percentage points, and that the effect is most significant for mothers of pre-school children.

But even as the number of young mothers returning to work has increased over the past few
decades, the average hours of childcare provided by grandparents and the proportion of

8 Franklin and Fogden, "Growing pains: the economic costs of a failing childcare system", Centre for Progressive Policy,

https: / /www.progressive-policy.net/downloads /files /CPP_ Growing-Pains-Report-_March-2023_ SP.pdf (2023).

49 HM Revenue & Customs, "Looking after the grandchildren? Make sure it counts towards your State Pension", GOV.UK,

https: //www.gov.uk /government /news /looking-after-the-grandchildren-make-sure-it-counts-towards-your-state-pension
(2013).

% This is Money, "Grandparents can boost state pension by £6,000 just by looking after grandchildren”,

https: / /www.thisismoney.co.uk /money /pensions /article-13568555 /Grandparents-boost-state-pension-6-000-just-looking-
grandchildren.html (2024).

5! Department for Education, "Childcare and early years survey of parents", https://explore-education-statistics.service.gov.uk /find-
statistics /childcare-and-early-years-survey-of-parents /2023 (2023).

52 Broome, Hale, and Slaughter, “An intergenerational audit for the UK: 2024”, Resolution Foundation,

https:/ /www.resolutionfoundation.org /app /uploads /2024 /11 /Intergenerationl-Audit-2024.pdf.

% Barslund and Schomaker, "Grandparental Childcare and Parent's Labour Supply: Evidence from Europe", Sozialer Fortschritt, Vol.
68, No. 4, https: //www.jstor.org/stable /45174929 (2019).
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grandparents providing such care has not increased®. There have been no policy attempts to
encourage more grandparents to provide more childcare.

3.2.2 Our proposal

Rather than relying exclusively on the expansion of formal childcare provision, government policy
should also recognise, support and incentivise the informal childcare that already underpins the
childcare system. By allowing parents to allocate part of their childcare entitlement to trusted
caregivers such as grandparents, the state could expand the effective supply of childcare quickly
and at relatively low cost.

We propose that working parents should be able to use their free childcare entitlement to
compensate the informal childcare provided by trusted adults like grandparents, which would
require an amendment to the Childcare Act 2016.

To be eligible for this expansion in the scope of the free childcare entitlement, parents would need
to meet the work and minimum earnings requirements of the 30 free hours childcare entitlement.
This would mean that both parents must be in work, and earning on average the equivalent of 26
hours a week at the national minimum or living wage. However, parents should not lose eligibility
if their income exceeds £100,000 - this is in order to protect incentives to work and maximise the
labour supply effects of the policy change.

To make use of this policy change, parents would continue to apply online to register for the
entitlement but will also be able to allocate some or all of their 30 hours to their named trusted
adult. Parents would need to apply with: the name and address of the trusted adult and their
relationship to them; and an enhanced DBS check with barred lists for the trusted adult.

We anticipate that the vast majority of trusted adults would be grandparents or other close
relatives. The hourly compensation rate provided by the government would reflect that this
informal care is not equivalent to that offered by EYFS-qualified nursery staff and childminders
and so will be set at a rate lower than that awarded to nurseries and childminders, initially at £5 an
hour. To protect high standards of care and reduce the chance of fraud, no one trusted adult will
be able to be registered as and receive compensation for caring for more than four children.

The compensation should be delivered via a tax credit for parents, who can then pass the
compensation on to the trusted adult. For employed parents, the tax credit would be administered
via PAYE, so that trusted adults may be compensated on a monthly basis. Self-employed parents
would need to claim the tax credit via their yearly self-assessment. The named trusted adult should
themselves receive regular email communications informing them when the compensation has
been issued to parents and how much has been issued.

% Broome, Hale and Slaughter, “An intergenerational audit for the UK: 2024”, Resolution Foundation,
https://www.resolutionfoundation.org /app /uploads /2024 /11 /Intergenerationl-Audit-2024.pdf (2024).
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This policy change would enable more grandparents to care for their grandchildren, and to do so
for more hours, by recognising the value of the childcare that they do and contributing to costs®
incurred in providing this care. This policy can also encourage other trusted adults, such as aunts,
uncles, cousins and close family friends, to increase the childcare support they give to parents
now.

Encouraging the highly flexible care that grandparents and other trusted adults can provide would
help to ameliorate England’s childcare shortage. This policy can also achieve these goals at a lower
cost to the Treasury than purely subsidising the formal care provided by nurseries and
childminders. This is because the care provided by grandparents and other such trusted adults is
informal and not equivalent to that offered by qualified nursery staff and childminders. To reflect
that, the hourly compensation rate should be below that awarded to formal settings.

Compensating grandparents for childcare can help address the childcare shortage by enabling
more grandparents to care for their grandchildren, for more hours, and at a lower cost to the
government than the formal care provided by nurseries and childminders.

The economic impact of this policy will be multifaceted. The main objective of the tax credit is to
incentivise grandparents or other trusted caregivers to provide additional childcare. But from an
economic standpoint, this could have effects through three different channels.

1. Providing additional informal childcare: the tax credit would incentivise parents to
arrange additional informal care with trusted caregivers, increasing the provision of
informal childcare and freeing them up to take on more hours at work or get back into
employment. This effect is likely to be particularly pronounced among parents who are:
starting from a low base of childcare provision; looking to increase their working hours; and
struggling to find formal childcare places. Some of these parents might then begin to use
their childcare entitlement. Although any parents entering the childcare system in this way
would produce a fiscal cost, this could produce positive labour supply effects.

2. Subsidising informal childcare that would have taken place already: there will be an
extent to which the tax credit subsidises informal childcare that would have taken place
anyway - for example, grandparents that were already willing and able to provide 5 hours
of childcare a week. While there is a moral argument for recognising this contribution, from
an economic standpoint this is a deadweight loss: using resources (in this case, taxpayer
money) to subsidise actions that would have happened anyway, without providing any
additional benefit.

3. Substituting formal childcare for informal childcare: a third possibility is that parents who
are already using the free childcare allowance reallocate some of this allowance from formal
childcare to informal childcare. While this would not provide additional childcare, since
childcare is simply being shifted to a different form, it would - because informal caregivers

% “Grandparents are saving families £96bn a year in equivalent childcare costs”, Sunlife, https://www.sunlife.co.uk /press-
office /news /grandparents-childcare-salary/ (2023).
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would be compensated at a lower rate than formal providers - represent a fiscal saving for
the government.

4 Frontloading child benefit

The reforms discussed so far focus on reducing the tax burden on parents and improving access
to childcare. But the structure of direct financial support for families also matters. In particular,
the timing of government support can influence family formation decisions and the financial
pressures experienced by parents when children are youngest.

Child Benefit is a means-tested payment that sees eligible parents receive payments every four
weeks, per child. Even after 2010 reforms that have limited eligibility, Child Benefit is an expensive
and generous benefit. But changes to how and when Child Benefit is received by families could
transform its impact and value to parents.

3.3 The problem

Child Benefit can only be claimed by one parent and is currently worth £26.05 a week for an eldest
child and £17.25 a week for an unlimited number of further children, paid out on a monthly basis.
A parent can claim Child Benefit until their child is 16, and until 18 if they stay in full-time education.
Child Benefit has been means-tested since 2010, through the High Income Child Benefit Charge
(HICBC). The form taken by HICBC today means that if anyone in a child’s household earns above
£60,000, Child Benefit payments begin to be tapered away, diminishing to zero once anyone in the
household is earning £80,000 or more. Onward has previously called for the abolition of HICBC,
which contributes to severe effective marginal tax rates for many families.>

Child Benefit is expensive, costing the government £13 billion a year, and it is worth a lot to parents.
For an eldest child who stays in education until they are eighteen, a household can expect to
receive over £24,000 in payments in total, and a little over £16,000 for a second child. That is a
significant sum of money, but spread out over a long period of time. That is despite the fact that
children are particularly expensive to their parents when they are pre-school age, because the
care they require impedes their parents’ ability to work and because of the cost of childcare.

The amount of financial support that new parents receive is particularly important to helping them
realise their desired number of children. Personal financial outlook and stability is a key factor that
influences when and how many children parents and prospective parents choose to have. That
means that support given around the time that these decisions are being made, particularly the
decision to have a second or third child, is disproportionately effective in helping parents to decide
to have wanted children.

% Phoebe Arslanagi¢-Little, “A New Deal for Parents”, Onward, https: / /ukonward.com /wp-content /uploads /2024 /08 /NEW-DEAL-
FOR-PARENTS-7-August-PM-PDF-1.pdf (2024).
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3.3.1 Our proposal: front-loading Child Benefit

In addition to giving Child Benefit payments piecemeal over a sixteen or eighteen year period, the
government should also allow eligible parents to opt into a new system that will see them receive
a smaller amount of money but concentrated over the much shorter period before their child starts
school.

We propose that, as an alternative to receiving £26.05 a week for an eldest child and £17.25 for any
subsequent child, parents opting for the new system instead receive £57.60 per week for all
children aged under five. Overall, this will mean that these parents receive £12,000 in Child Benefit
payments for each of their children, at a time in life when their children are particularly expensive
to them.

Chart 4: Child Benefit reform - proposed savings by family size

Child Benefit reform — proposed savings by family size

Comparing total lifetime payments under the current system vs. the proposed concentrated pre-school payment model

B Proposed system — total paid to parents Government saving vs current system

1 child

2 children

3 children

£0k £10k £20k £30k £40k £60k £60k

Current system totals assume all children remain in education to age 18, at 2025/26 rates (£26.05/week eldest; £17.25/week subsequent
children). Children spaced 2 years apart. Each child receives £12,000 at £57.60/week under the proposed system.

1 CHILD 2 CHILDREN 3 CHILDREN
£12,000 paid £24,000 paid £36,000 paid
saves £12,383 saves £16,529 saves £20,675
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The government would also save money for every parent who chose to take up this new system.
As the chart above shows, the government would save over £12,000 for every oldest child whose
parents opt into the new system, and a little over £4,000 for any second and subsequent children
who choose the new system.

This hypothetical case study illustrates how the new system could help young families.

George and Angela live in north London with their daughter, Millie, aged two. George works full time
and Angela works four days a week. Millie goes to nursery four days a week, from 8am to 6pm. As
eligible working parents, George and Angela benefit from 30 hours a week of government-funded
childcare. But they actually use 40 hours a week and the 30 free hours only apply to 38 weeks of the
year, during school term time. To cover those extra hours, they pay for 10 hours on top of the funded
entitlement and for the full 40 hours for 12 weeks of the year. That means that despite subsidised
childcare, George and Angela spend £796 a month on childcare, or £9,552 a year.*’

George and Angela opted into the new Child Benefit system when Millie was born and will receive
£3,000 a year in Child Benefit until Millie starts school. This money has been very helpful in making
their childcare bill more affordable and helped Angela to decide that it was worth her while to return
to work. Initially, she was not sure it would be as she only takes home £13,944 post tax from her salary
of £30,000, and nursery fees take up 68% of that. And during the first year of Millie’s life, the family
found the extra Child Benefit very helpful in meeting household expenses while Angela was only
receiving Statutory Maternity Pay.

The couple are aware that receiving the enhanced level of Child Benefit means they will not be eligible
for any Child Benefit at all once Millie is aged five. But they are not concerned about that because the
extra money is so helpful in meeting childcare costs which they know will not be an issue once Millie
starts school.

57 Childcare costs and hours are based on what a real family living in north London are paying, whose names have been changed.
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George & Angela
North London - Millie, aged 2

GA

HOUSEHOLD INCOME

George (full-time) Angela (4 days/wk) Combined take-home
£45,000 £30,000 £4,003
£34,088 take-home £13,944 take-home per month after tax

MILLIE'S NURSERY — 4 DAYS/WEEK, 8AM-6PM (40 HRS/WEEK)

Term time (38 weeks) School holidays (12 weeks)
30 hrs free + 10 hrs paid 40 hrs fully paid
Government funds 30 hrs during term time No government funding outside term time
only
Monthly nursery bill Annual nursery cost Nursery as share of
household take-home
£796 £9,652
: 20%
averaged across the year despite the funded
entitlement £796 of £4,003/month
Combined monthly take-home £4,003
—
Nursery as share of Angela's take-home 68%
. ]
Frontloaded Child Benefit
Annual payment (until Millie starts school) £3,000
Monthly equivalent £250

After age 5, no further Child Benefit — but nursery costs end too.

Itw

It should be clearly stated that though this reform would indeed save the government money over
time, it would have implications for the government’s near-term financing requirements, because
Child Benefit expenditure is being brought forward. This higher upfront spending is likely to raise
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gilt yields, thus putting up the cost of government borrowing. This is a real risk and should be
mitigated by proposing this policy alongside cost-saving measures, including those proposed in
Chapter 3 but also potentially wider reforms to the benefit system.
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5 Conclusion

This report has argued that pension reform and family support should be understood together as
part of the same agenda. The common principles that underpin that the proposals are reciprocity
and sustainability.

The pension reforms this paper proposes seek to protect pensioners from inflation and ensure
they share in rising living standards, while reflecting real demographic pressures. Increases to the
State Pension age would become significantly less politically fraught and more predictable,
allowing people to plan. And the poorest pensioners would be protected in a targeted way through
a strengthened Pension Credit system rather than through an expensive universal Triple Lock.
When fiscal conditions allow, a pension reserve fund could help future governments smooth the
costs of ageing across generations and further stabilise the State Pension system.

But Britain must also make it easier for people to start and raise families. The policies proposed in
this report are deliberately focused on the early years, when the financial shock of parenthood is
greatest and parents’ earning capacity is most constrained. A Child Tax Allowance would recognise
that parents of young children have a lower ability to pay tax than otherwise similar households
without dependents. Compensating informal childcare would make better use of the trusted care
already provided by grandparents and other relatives, while helping parents return to work or
increase their hours. Frontloading Child Benefit would give families more help when children are
young, without necessarily increasing the lifetime cost of support.

The aim is not austerity for the old or unlimited subsidy for the young. Moving from Triple Lock to
family support must mean reform that is honest about our fiscal future if politicians fail to act to
solve the unaffordability of our current pension system or face the challenge of the demographic
pressures we are already experiencing.
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5 Methodology

Child Tax Allowance policy costing

The policy

The Child Tax Allowance is a basic-rate income tax allowance for parents of children aged under
five. It is structured as a per-child entitlement, capped at three children:

e £10,000 for households with one child aged under five — worth up to £2,000 per year;
e £20,000 for households with two children aged under five — worth up to £4,000 per year;

e £30,000 for households with three or more children aged under five — worth up to £6,000
per year.

Because relief is applied only to basic-rate income tax (20%), the Allowance functions in practice
as an uplift to the parents' personal tax allowance. Parents or primary caregivers may split the
entitlement between themselves in whatever ratio is most tax-efficient, or assign it entirely to one

income.

The headline costing assumes every two-parent household opts to split the Allowance in the most
tax-efficient way available to them.

Data and scope

The costing uses the Family Resources Survey (FRS) 2023-24 microdata, the standard source for UK
household income modelling. Three FRS tables are joined on SERNUM (the unique household

identifier): adult.csv, child.csv, and househol.csv.

The scope of the costing is restricted to England, Wales, and Northern Ireland. Scotland is
excluded because it operates a separate income tax schedule
(starter /basic/intermediate /higher /top rates of 19/20/21/42/47% with different thresholds),
and applying rest-of-UK bands would misstate Scottish tax liabilities. Including Scotland on its
own bands would raise the headline cost by approximately 8.5%.

The model uses 2023 /24 UK income tax parameters throughout: a Personal Allowance of £12,570,
tapered by £1 for every £2 of income above £100,000 (fully withdrawn at £125,140); a basic-rate
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band of £37,700 at 20%; a higher-rate band at 40% on taxable income between £37,700 and
£125,140; and an additional rate of 45% above £125,140.

Sample construction

Identifying parents of under 5s

Every child aged under 5in child.csv (using the AGE variable) carries two pointers: PARENT1 and
PARENT2, which reference the PERSON numbers of that child's parents within the same household.
Combined with SERNUY, this gives a complete list of (SERNUM, PERSON) pairs uniquely identifying
every parent of an under-5 in the FRS sample. Each adult is flagged is parent = 1 if their

identifier appears on this list, and 0 otherwise.

Adults flagged is parent = 0 in an under-5 household are typically grandparents or other
resident relatives. They are retained in the Adults sheet for transparency but excluded from the
household-level tax pool.

Filtering to the relevant sample

From the full FRS sample (16,754 households; 28,590 adults) we apply two filters: (i) retain only
households containing at least one child aged under 5; (ii) drop Scottish households (GVTREGN =
299999999 in househol.csv). This leaves 1,513 households containing 2,827 adults (of which 2,696
are flagged as parents of under-5) and 1,832 children aged under 5.

Working out income and tax for each adult

Yearly taxable income

For each of the 2,827 adults in the sample (parents and non-parents are both computed at this
stage), we construct yearly taxable income by summing six weekly income variables from
adult.csv and multiplying by 52. Negative values (FRS uses codes -9 to -1 for SPSS missing
data) are zeroed out before being summed.

FRS variable Definition

inearns Gross income from employment (PAYE earnings).
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seincam?

inpeninc

INRPINC

ininv

inrinc

Gross self-employment earnings — profit reported for the last

completed accounting period, expressed as a weekly figure.

Pension income from private and occupational pensions.

Retirement Pension plus Income Support / Minimum Income
Guarantee / Pension Credit. State Pension is the dominant
component; small non-taxable elements are bundled in.

Investment income — dividends and savings interest.

Remaining income (a catch-all dominated by rental and property

income).

Individual income tax

For each adult we apply the 2023 /24 income-tax schedule to yearly taxable income:

Component

Personal Allowance

(PA)

Taxable income

Basic-rate tax

Higher-rate tax

Formula

MAX(0, £12,570 - MAX(0, Income -
£100,000) / 2)

MAX(0, Income — PA)

MIN(Taxable income, £37,700) x 20%

MAX(O, MIN(Taxable income,
£125,140) - £37,700) x 40%

38

Notes

PA tapered £1 for every
£2 above £100k; fully
withdrawn at £125,140.

Income above the
Personal Allowance.

20% on the first £37,700
of taxable income.

40% on taxable income
between £37,700 and
£125,140.
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Additional-rate tax | MAX(0, Taxable income — £125,140) x = 45% on taxable income

above £125,140.
45%
Total income tax Sum of the three rate components | Per-adult annual income
above. tax liability.

Aggregating to the household and applying the Child Tax Allowance

Pooling parents’income tax

For each of the 1,513 under-5 households, we sum the income tax of every adult flagged is parent
= 1. Non-parents (is_parent = 0, typically resident grandparents) are excluded from this pool.

Counting children aged under 5

Using SERNUM and AGE from child.csv, we count the number of children aged under 5 in each
household. This count drives the per-child scaling of the Allowance.

Working out relief

For each household we calculate the maximum theoretical relief: 20% of the Allowance
entitlement, scaled by the number of children aged under 5. The household's actual relief is the
lesser of (i) this maximum and (ii) the pooled parental income tax bill. Households cannot receive
more relief than they pay in basic-rate-equivalent income tax. The policy as drafted caps the
entitlement at three children, but no household in the in-scope FRS sample has more than two
children under 5, so the cap is not binding in the model.

Formally, for a household with n children under 5 and pooled parental tax T:
Relief = MIN( 20% x £10,000 x n, T )

Pooling parents' tax at the household level is mathematically equivalent to allowing couples to split
the Allowance in any ratio they wish (50,/50, 30/70, 100 /0, or anything in between) and selecting
whichever split maximises relief. This is the policy assumption stated in the paper: every two-
parent household optimises its split.

Grossing up to a national total
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Each FRS household carries a population weight, gross4, calibrated by DWP to ONS population
and household control totals. gross4 indicates how many UK households each FRS row
represents. We multiply each household's modelled relief by its gross4 weight and sum across the
1,513 in-scope households to produce the national total.

Worked example: an FRS household receiving £1,000 of relief with a gross4 of 1,851 represents
roughly 1,851 real UK households of that type, contributing £1,000 = 1,851 = £1,851,000 to the
national total.

Headline results

Summing the modelled relief across all 1,513 in-scope households, weighted by gross4, gives a total
annual cost of approximately £4.8 billion per year in England, Wales and Northern Ireland.

Variant Annual cost (£) Avg. relief per HH
(£)
Per-child (headline) 4,800,625,949 1,704
Validation

As a reasonableness check on the FRS weights, the sum of gross4 across the 1,513 in-scope
households is 2,816,956. The ONS-derived target is 2,808,154 households — calculated as 8.2 million
UK households with dependent children (ONS, 2022) x 37.3% under-5 share (Census 2021) x 91.81%
non-Scotland share. The FRS weights agree with the ONS target to within 0.3%.

Caveats and modelling choices

1. Dividend and savings rates simplified. Dividends and savings interest are treated at
marginal income-tax rates (20,/40/45%) rather than the UK's specific dividend rates
(8.75/33.75/39.35%) with the £1,000 dividend allowance, and the Personal Savings
Allowance (£1,000/£500/£0). For households with children aged under 5, ininv
averages only ~£330 per household per year, so the resulting error on the headline is a
fraction of a percent.

2. INRPINC contains minor non-taxable elements. State Pension is taxable, but Income
Support, Minimum Income Guarantee, and Pension Credit (also bundled into INRPINC)
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are not. Average INRPINC for under-five households is ~£70 per year — negligible
impact.

Step-parents and non-resident parents not modelled separately. The model treats the
FRS PARENT1/PARENT2 linkages at face value and does not attempt to disaggregate

step-parent or non-resident parent arrangements.

Self-employment income is FRS "Option 2" gross. Last-accounting-period profit or loss
before tax, NICs, and pension contributions but after business expenses. The FRS does
not include an "Option 1" series in this release. Self-employment losses (genuine
negatives) are zeroed alongside SPSS missing codes — the model cannot credit a loss-
making household with negative tax.

Allowance assumed fully transferable between parents. The household-level cap uses
pooled parental income tax rather than each parent's individual bill, which is
mathematically equivalent to allowing couples to split the Allowance in any ratio (50 /50,
30/70,100/0, etc.) and pick whichever maximises relief. A stricter "individual taxation"
interpretation — restricting couples to a fixed menu — would produce a marginally
lower headline (under 0.5% in this dataset).

6. Scope is England, Wales, and Northern Ireland. Scotland is excluded because of its
separate income-tax schedule. Including Scotland on its own bands would raise the UK-
wide cost by approximately 8.5%.
Sources

Department for Work and Pensions and Office for National Statistics, Family Resources

Survey 2023-24(microdata accessed via UK Data Service).
Office for National Statistics, Families and households in the UK: 2022.

Office for National Statistics, Census 2021 (Dataset RM006) — age distribution of
dependent children.

DAEL State Pension uprating: cost projections to 2060

The policy

The Demography-Adjusted Earnings Link (DAEL) is a proposed replacement for the Triple Lock as

the indexation rule for the new State Pension. Each year, the pension grows in line with average
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earnings growth, adjusted by a small demographic factor reflecting the balance between
contributors and recipients. A 28% earnings-replacement floor prevents the pension from falling
below an adequacy threshold relative to working-age living standards. The model implements this
with the following central parameters:

e CSR weight (w;) = 0.6 — the weight on the Current Support Ratio component (the ratio
of National Insurance contributors to State Pension recipients, proxied by ONS
working-age and pension-age population).

e Birth Cohort Ratio lag (N) = 20 years — births 20 years prior to the year being uprated

define the BCR numerator.

e Smoothing window = 3 years — ACSR and ABCR are computed as a 3-year rolling
average of year-on-year changes, dampening transient distortions from legislated SPA
boundary shifts.

e Earnings-replacement floor = 28% of contemporaneous average earnings — the State
Pension cannot fall below this proportion of working-age earnings in any year.

Implementation start year = 2029 — DAEL takes effect from the April 2029 State Pension

uprating. The Triple Lock applies in 2026, 2027 and 2028, reflecting the current
government's manifesto commitment to maintain the Triple Lock for the duration of
this Parliament.

Formally, for years from 2029 onwards, the DAEL uprating rate is:
DAEL _t=(1+ Earnings growth_t) x (1 + wiACSR_t + (1-w1)-ABCR ) — 1

Subject to a level floor: the resulting State Pension is set to max(DAEL-uprated level, 28% x
contemporaneous average earnings). The State Pension Age follows the legislated UK path under
the Pensions Acts 2007 and 2014, with no automatic life-expectancy linkage applied in the headline
costing.

Data and scope

The model is calibrated to four sources, each at their most current published vintage at the time
of writing:

e OBR Long-Term Economic Determinants published 28 May 2026 alongside the OBR's
March 2026 EFO and subsequent forecast publications. This supplies year-by-year
projections for nominal earnings growth, CPI inflation, the Triple Lock figure, real and
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nominal GDP growth, productivity and the GDP deflator over fiscal years 2023-24 to
2075-76.

e  OBR Fiscal Risks and Sustainability Report (July 2025). This supplies the calibration
anchor of State Pension spending at 5.0% of GDP (£138 billion) in 2024-25, and the
projection of 7.7% of GDP in the early 2070s under the central Triple Lock scenario. The
next FRS publishes 7 July 2026.

e ONS 2024-based National Population Projections (PERSONS table, principal projection,
released January 2025; revised April 2026). Used for working-age and pension-age
population counts consistent with the legislated SPA path, and live births data with a
20-year lag from 2025 back to 2005.

e  ONS Annual Survey of Hours and Earnings 2024 revised (published 23 October 2025
alongside the ASHE 2025 provisional release). Median full-time gross annual earnings of
£37,349 used as the model's starting average earnings anchor.

The projection horizon is 2024 to 2060. Calendar years are mapped to OBR fiscal years using a
one-year lag: calendar year Y reads OBR fiscal year (Y-1)—(Y). This reflects the fact that each April's

State Pension uprating is set in the preceding autumn using data ending in September of the year
before.

Vintage and presentation conventions

The model has two distinct base years that serve different purposes, and it is worth being explicit
about both.

Analytical baseline: 2024-25. All starting values are 2024-25 actuals: starting State Pension
£11,503 /year (the actual April 2024 new State Pension at £221.20/week x 52), starting GDP
£2,760bn (implied by the OBR FRS 2024-25 anchor of £138bn at 5.0% of GDP), and starting average
earnings £37,349 (ASHE 2024 revised median). The model's starting point is therefore the most
recent complete-year actual.

Presentational base: 2026 prices. Real-terms figures cited in the paper are expressed in 2026
prices — the prices of the year of publication. The conversion uses the cumulative OBR LTED CPI
path from 2027 to 2060 (a factor of 1.96%). The model itself runs in nominal terms throughout;
deflation is a post-processing layer applied only to selected headline figures.

These two conventions are kept distinct because they answer different questions. The first
determines what data the model uses (and therefore the precise nominal figures it produces). The
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second determines how those figures are described to readers. There is no contradiction in mixing
them, but they should be reported transparently.

Constructing the demographic ratios

Current Support Ratio (CSR)

The CSR for year t is the ratio of working-age population to pension-age population as published
by ONS:

CSR_t=WA_t / PA_t

The working-age and pension-age population totals are used as proxies for National Insurance
contributors and State Pension recipients respectively. The two pairs are close but not identical:
working-age includes some people who are not actually paying NICs (full-time students, the long-
term unemployed, full-time carers), and pension-age includes the small proportion of people
above SPA who are not drawing State Pension. The ONS series are the cleanest publicly-available
proxy for the contributor-recipient balance that DAEL aims to track. In the model's projection, the
CSR falls from 3.575 in 2024 to 2.678 in 2060.

ACSR is computed as a 3-year rolling average of the year-on-year proportional change in the CSR:

ACSR_t =mean of [CSR_/CSR_{t-1} — 1, CSR_{{-1}YCSR_{t-2} — 1, CSR_{t-2}/CSR_{t-3} - 1]

Birth Cohort Ratio (BCR)

The BCR is the ratio of live births 20 years before the year being uprated to the contemporaneous
pension-age population:

BCR_t = Births_{t-20}/ PA_t

Live births data come from ONS historical records (1990 to 2023) and the 2024-based NPP central
projection (2024 onwards). The 20-year lag reflects the period between birth and entry into the
workforce contributing to the State Pension system. ABCR is computed using the same 3-year
rolling-average construction as ACSR.

Applying the uprating rule each year

For each projection year from 2025 to 2060, the model computes three parallel State Pension level

series:
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Regime Annual uprating formula

Earnings-only SP_t = SP_{t-1} x (1 + Earnings growth_t)

Triple Lock SP_t = SP_{t-1} x OBR Triple Lock_t

DAEL (no floor) Before 2029: SP_t = Triple Lock value. From 2029: SP_t = SP_{t-1} x
(1 + Earnings growth_t) x (1 + wi-ACSR_t + (1-w1)-ABCR_{)

DAEL (with 28% floor)|SP_t = max [ DAEL-uprated level, 0.28 x average earnings_t ]

The OBR's pre-computed Triple Lock figure is used directly for the Triple Lock series rather than
reconstructed from underlying inflation and earnings figures. This embeds OBR's own judgement
on which gate (earnings, CPI, or 2.5% floor) binds in each year and is a more reliable basis for the
Triple Lock cost projection than a model-constructed alternative. In the March 2026 LTED, the
Triple Lock figure for 2025-26 is 4.10% (the value just observed) and for 2026-27 is 4.80% (also
observed by the time of publication). The long-run figure stabilises around 4.31% from the late
2030s onwards, reflecting an embedded ratchet premium of approximately 0.5 percentage points
above earnings growth in the steady state.

Average earnings are seeded at £37,349 in 2024 (ONS ASHE 2024 revised median full-time gross
earnings) and compounded forward each year by the OBR earnings growth path. The model's
implied 2025 average earnings of £39,429 compares to ASHE 2025 provisional of £39,039 — a 1%
gap reflecting that the OBR and ONS measure earnings using different methodologies. This is well
within acceptable tolerances. The 28% earnings-replacement floor therefore tracks
contemporaneous earnings rather than holding a fixed cash value; this matters because the floor's
real purchasing power needs to rise with working-age living standards in order to remain a genuine
adequacy guarantee.

Aggregating to the national cost
Annual State Pension spending for each regime is computed as:
Cost_t = SP_t x PA_t x take-up ratio

The take-up ratio is held constant at 96%, reflecting the proportion of the pension-age population
actually drawing State Pension. The remaining 4% comprises individuals with insufficient National
Insurance qualifying years, those who have deferred, and those resident overseas without UK
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entitlement. Note that this take-up ratio is conceptually distinct from the Current Support Ratio
(which is itself the dynamic core of the DAEL adjustment and varies year-by-year throughout the
projection). The take-up ratio scales the headcount of pension-age people down to the headcount
of actual recipients for cost calculation purposes only. Nominal GDP is anchored to £2,760 billion
in 2024-25 (implied by the OBR FRS figure of £138 billion in State Pension spending equal to 5.0%
of GDP) and compounded forward using the OBR nominal GDP growth path from the March 2026
LTED.

Headline results

Under the central DAEL design (w; = 0.6, N = 20, 3-year smoothing, 28% earnings-replacement
floor, 2029 implementation start), the model produces the following projections for 2060:

Regime % of GDP|Pension levellCost 2060 in 2026
(2060) (nominal £ /yr) prices (£bn)

Earnings-only 6.14% £40,459 £334.7

Triple Lock 7.16% £47,174 £390.2

DAEL with 28% floor  [5.58% £36,783 £304.3

Annual savings in 2060, expressed in 2026 prices using the OBR LTED CPI deflator:
e Approximately £30 billion per year versus pure earnings indexation.
e Approximately £86 billion per year versus the Triple Lock.

In purchasing-power terms, a 2060 pensioner under DAEL with the 28% floor receives a real-terms
State Pension approximately 49% higher than the 2026 starting level after deflating by the
cumulative OBR CPI path. The 2026 DAEL pension level is £12,549 /year (matching the April 2026
actual); the 2060 DAEL pension level is £36,783 /year nominal, or £18,760 in 2026 prices.

Validation against OBR central projections

Three further sense-checks confirm the model's consistency with OBR's own published long-run
projections.

Starting point. The model reproduces the OBR FRS July 2025 anchor of 5.0% of GDP for 2024-25
by construction. The £138bn / £2,760bn relationship is preserved exactly.
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Triple Lock trajectory. The model's Triple Lock projection reaches 7.16% of GDP in 2060, against
OBR's central projection of 7.7% in the early 2070s. The slight difference reflects the model's 2060
endpoint being a decade earlier than OBR's, plus minor revisions in OBR's long-run earnings
assumptions between the March 2025 and March 2026 LTEDs.

Earnings-only trajectory. The earnings-only projection reaches 6.14% of GDP in 2060 against

OBR's implied figure of approximately 6.1% in the early 2070s, again consistent with the slightly

earlier endpoint.

Caveats and modelling choices

1.

OBR LTED is a March/May 2026 snapshot. Macroeconomic projections are updated
with each EFO. The headline figures use the OBR LTED dated 28 May 2026 (published
with the March 2026 EFO and subsequent updates) throughout. The next FRS publishes
7 July 2026 and may produce marginally different long-run figures.

Implementation start year is 2029. This reflects the political reality that the current
government has committed to maintaining the Triple Lock for the duration of this
Parliament. April 2029 is the first April uprating that could realistically apply a new
indexation regime. Earlier or later start years produce broadly similar 2060 outcomes
when the floor is active, as the floor binds the long-run pension level regardless of
trajectory.

Take-up ratio held constant. The 96% State Pension take-up ratio is held flat across the
projection horizon. In practice this may drift as patterns of deferral, overseas residence,
and qualifying-years incompleteness change. A #1 percentage point variation in the
take-up ratio shifts the 2060 cost by approximately +£7 billion. This is conceptually
distinct from the Current Support Ratio, which is dynamic and varies year-by-year
throughout the projection.

SPA path is legislated current law. The model assumes the SPA rises to 67 by 2028 and
to 68 by 2046 as legislated under the Pensions Acts 2007 and 2014. Both the 2017
Cridland and 2022 Neville-Rolfe Reviews recommended bringing the 67-to-68 transition
forward, but neither was implemented. The model does not embed any speculative
future SPA acceleration.

Working-age and pension-age populations used as proxies. The model uses ONS
working-age and pension-age population totals as proxies for NIC contributors and
State Pension recipients respectively.
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6.

Starting average earnings calibrated to ASHE 2024 revised. The £37,349 figure is the
ONS Annual Survey of Hours and Earnings 2024 revised median full-time gross earnings,
published 23 October 2025 in the ASHE 2025 release. This is the most recent complete-
year actual at the time of writing. The model's implied 2025 earnings figure of £39,429
compares to ASHE 2025 provisional median of £39,039 — agreement within 1%.

BCR component is a long-leading indicator. The BCR contributes 40% to the DAEL
adjustment in the central design but with a 20-year lag responds slowly to changing
demographic conditions. Sensitivity tests with N =18 and N = 25 produce small variations
in the 2060 trajectory (within +0.2% of GDP), confirming that the BCR is a stabilising
rather than dominant force in the mechanism.

No behavioural response modelled. The costing assumes no behavioural response by
individuals (e.g. earlier retirement under DAEL, increased private saving in response to
expected lower State Pension growth) or by government (e.g. changes to passported
benefits, Pension Credit thresholds). All these would produce second-order adjustments
to the headline figures.

Sources

Office for National Statistics, 2024-based National Population Projections (released
January 2025; revised April 2026). PERSONS dataset: Tables 1 (births), 2 (population by
age), 3 (working-age and pension-age population), 22-23 (period expectation of life at
birth, male and female).

Office for National Statistics, Annual Survey of Hours and Earnings: 2025 provisional and
2024 revised results (released 23 October 2025). Median full-time gross annual earnings
used to calibrate the starting value of average earnings.

Office for Budget Responsibility, Long-Term Economic Determinants (dated 28 May 2026,

published alongside the March 2026 Economic and Fiscal Outlook and subsequent
updates). Annual fiscal-year projections for nominal earnings, CPI, Triple Lock, nominal
and real GDP growth, productivity and GDP deflator, fiscal years 2023-24 to 2075-76.

Office for Budget Responsibility, Fiscal Risks and Sustainability Report (July 2025). Central
long-run State Pension spending projection and 2024-25 calibration anchor (§1.10).

Department for Work and Pensions, State Pension uprating announcements: April 2025
(announced October 2024), April 2026 (announced November 2025), as published in the
Benefits Uprating series and Commons Library Briefings CBP-10403.
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e Pensions Act 2007 and Pensions Act 2014. Statutory basis for the legislated State Pension
Age trajectory used in the model.
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