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Understanding Pensions

With birth rates falling at the same time that average age is rising in the
developed world, the pensions time bomb is ticking more loudly than ever.
Understanding how pensions work, their history and their future is
absolutely essential.

This book thoroughly explains to readers the unique concepts and ter-
minology which underpin pensions. It focuses first on the rationale for
pensions and their evolution, before moving on to an explanation of the
latest controversies regarding pensions. The glossary of pensions terminol-
ogy in the final section of the book virtually ensures its place on many aca-
demic bookshelves.

This timely volume is an extremely useful contribution to this important
issue. Of use to policy-makers as much as to students and academics of
finance and public policy, Understanding Pensions should prove to be a
popular addition to the literature.
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Introduction

Benjamin Franklin once famously remarked that there were two certain-
ties in life, death and taxes. When Franklin made this observation, in the
eighteenth century, most people died young. We should not be surprised,
then, that he did not include living to a ripe old age in his list of life’s cer-
tainties. Living to a great age is not a certainty today. For growing
numbers of people, though, it is a distinct possibility. Children born in the
year 2000 in France, Germany, the UK and the USA can, on average,
expect to live for more than 77 years. Their Japanese counterparts have an
average life expectancy of over 80 years. In Britain, the number of con-
gratulatory messages the Queen sends each year to new centenarians has
quadrupled since she was crowned in 1953. What is more, life expectancy
is projected to go on rising in the coming decades.

Unlike longevity, the length of time people typically spend in paid
employment has not been increasing. In fact, the opposite has happened.
Since the 1970s, the average age at which people in Britain and many
other developed countries cease working for a living has been falling
steadily. In other words, there has been a significant increase in the pro-
portion of peoples’ lives spent in retirement. This has raised pensions to a
level of importance never seen before. In the past, pensions were a means
by which people insured against the unlikely event that they would
become too old to support themselves by working. Today, pensions act
more like retirement endowments, because most people can expect to stop
working long before they die.

Pensions have long been the subject of fierce controversy. Although
few would argue against the need for pensions, a debate has raged for
more than a century over the most appropriate way to provide them. This
is because pensions can be provided through a variety of mechanisms
which differ in their advantages and disadvantages. The debate is not just
about the pros and cons of one approach to pension provision compared
with another, but about whether, and how, different approaches can be
combined to produce an optimal retirement income system. Although the
intensity of the debate has ebbed and flowed over time, it has never been
stronger than it is at present.



2 Introduction

It is not the purpose of this book to enter directly into the current
debate about pensions. Rather, it aims to shed light on the issues being
debated by providing a clear and accessible guide to the unique language
and concepts of pensions. It is intended to be a source of information and
analysis which will be of interest to academics, students, pension industry
practitioners, journalists and those with a general interest in the subject of
pensions. Information is presented on the pension arrangements in various
countries, including Australia, Britain, Germany, Italy and the United
States. The constraints of time and space, however, make a comprehensive
analysis of different national pension systems impracticable. The British
pension system is described and analysed in the greatest depth. There are
two reasons for this. First, Britain is the country whose pension arrange-
ments the author knows most about. Second, lessons can be learned from
Britain’s recent pensions experience which have relevance for other coun-
tries.

The book is organised into three distinct parts. Part 1, Pensions: Prin-
ciples and Practice, considers the rationale for pension provision, describes
the evolution of public and private pensions and explores the ways in
which pensioners’ incomes have changed over time. It also outlines the
perceived demographic challenges to public pension schemes and consid-
ers different national responses to these challenges. Part 2, Pensions:
Issues and Controversies, provides analysis of a range of contemporary
issues in the areas of public and private pension provision. Uncertainty is a
major theme in the analysis of these issues. Section 2.1, for example, high-
lights the speculative nature of population projections and casts doubt on
the argument that public pension schemes will ultimately be blown apart
by a ‘demographic time bomb’. Other important themes running through
the analysis in Part 2 are paternalism, choice, fairness and the role of regu-
lation. Finally, Part 3 consists of an extensive glossary of pensions and
related terminology.



