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Introduction 
The benefit levels of the Basic 
State Pension (BSP) and the sec-
ond state pension (SERPS for 
people retiring now) increase 
each year at least in line with the 
retail price index.  There is also a 
means-tested top-up income 
available, the Guarantee Credit 
(GC), which has replaced the 
Minimum Income Guarantee 
(MIG), and a Saving Credit (SC) 
which rewards saving above the 
BSP.  GC is expected to increase 
each year at least in line with av-
erage earnings, although this is 
not a statutory requirement.  It is 
assumed to do so in all recent 
government long-term projec-
tions.   
 
Because BSP is currently lower 
than the GC limit, many pen-
sioners have to claim GC.  Be-
cause earnings tend to grow 1.5 
to 2 percentage points faster 
than prices, the gap between 
BSP and GC is widening over 
time, so that an increasing num-
ber of pensioners will fall back 
on the means-tested GC, or be 
entitled to SC. 
 
The Conservative Party has put 
forward new proposals aimed at 
stopping the spread of means-
testing1.  They propose to re-
verse the index-linking practice: 
index the BSP to earnings, and 
the GC to prices2.  This note 
compares the outcome of this 
proposal to the outcome of con-
tinuing current policy. 
 
 

 
The individuals tested 
The PPI has modelled the im-
pact of the proposed indexation 
changes on individuals that 
represent typical profiles of 
pensioners today (Table 1)3,4. 
 
The ‘average man’ is represen-
tative of the average male pen-
sioner.  He receives slightly less 
than a full BSP (around 95%), 
and a small amount of SERPS / 
S2P.  On top of this he receives 
a reasonable sum from occupa-
tional and private pensions.   
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The ‘average woman’ is repre-
sentative of the average female 
pensioner.  She receives consid-
erably less than the full BSP, 
and little SERPS.  Her private 
pension income is just over half 
that of the average man. 
 
The ‘higher earner’ is someone 
who has a full BSP, full SERPS 
and a private pension income of 
£100 a week.  While this might 
sound like the expected out-
come from the pension system, 
it is in fact representative of 
someone in the richest one-third 
of single pensioners5. 
 
 

Table 1:
Weekly  
Income 

Basic State 
Pension 

SERPS/S2P Private  
Pension 

 

Average 
man 

£73 £21 £70 

Average 
woman 

£60 £8 £39 

Higher 
earner 

Full £77 Full £67 £100 Constructed  
example 

 
Actual  
Averages  

Chart 1: The average man would see little 
change in retirement income
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The impact on individuals 
The income for the average man 
will be little different under the 
Conservative policy compared 
to current policy (Chart 1).  
Once he becomes entitled to SC 
under current policy, some in-
dexation to earnings is main-
tained. 
 
The average woman will lose 
under the proposed policy, as 
part of her income will be in-
dexed to prices.  Under current 
policy she becomes eligible for 
the GC, so in effect all of her in-
come is earnings-linked (Chart 
2).   
 
High earners who remain well 
above the GC limit for the dura-
tion of their retirement gain 
from the policy as the full effect 
of the increase in state pensions 
feeds through directly (Chart 3). 
 
Discussion 
Most pensioners will become 
eligible for SC, and many will 
also be eligible for the safety net 
of the GC, at some point in their 
retirement.  It is for this reason 
that the new Conservative pol-
icy on indexing has been pro-
posed.  But as the GC limit 
would be indexed to prices, in-
stead of earnings, the relative 
value of the safety-net would 
fall.  This means that the finan-
cial position of most pensioners 
would worsen relative to a con-
tinuation of current indexing 
policy. 
 

 

There are two groups who 
would gain financially from the 
proposed Conservative policy.  
The first are higher earners who 
would see the full impact of the 
faster increase of state pensions.  
The second are those poorer pen-
sioners who do not claim their 
GC now, although these people  
would be worse off compared to 
their situation if they did claim 
GC now.  A third group of pen- 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

sioners, who would not have the 
hassle of claiming GC or SC be-
cause their higher state pension 
takes them above the limit, may 
have no or little financial gain.  
 
1 Willetts D., Yeo S., A Fair Deal for everyone on Pensions, Avail-
able www.conservatives.com  
2 The Conservative Party also propose to scrap the state 
second pension in the longer-term, and increase incentives 
for private pension saving.  This note does not look at the 
impact of these proposals. 
3 The RPI is assumed to increase at 2.5% each year and aver-
age earnings at 4.5% each year.  Private pension income is 
assumed to increase each year in line with the RPI. 
4 BSP and SERPS figures derived from DWP (2003) State 
Pension (SP) Summary of Statistics March 2003.  Private pen-
sion income derived from DWP (2003) Pensioners’ Income 
Series 2001/2. 
5 PPI estimates based on DWP (2003) Pensioners’ Income Series 
2001/2 
Charts 1-3: PPI calculations 
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Chart 2: The average woman loses 
under the proposed changes
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Chart 3: The higher income pensioner 
gains from the proposed changes
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