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Fidelity only gives information about its own products and services and does not provide investment advice
based on individual circumstances. Unless otherwise stated, all views are those of the Fidelity organisation.

The value of investments and the income from them can go down as well as up and you may not get back as
much as you invest. The value of tax savings will depend on your individual circumstances and all tax rules may
change in the future. When you invest in a pension product, you cannot have access to your money until you are
50 (55 from 2010).



The government has signalled that it intends to
improve the state pensions system – it has said it will
be implementing many of the proposals put forward
by the Pensions Commission, such as raising the state
pension age.

At the same time, more and more people are beginning
to realise that they cannot rely on the state or their
employer to look after them in their later years, and
that they need to take action themselves.

But Fidelity’s research shows that, on the whole,
people are still not saving enough. Often this is
because there are everyday concerns and commitments
which seem more pressing than putting money aside
for the future. Sometimes, people may be slow to act
because they fear the problem is too serious for them
to have any impact on it.

This guide examines the retirement challenge in more
detail, so that you can see exactly how it affects you.
We will help you work out how much you might
need to live on after you retire and give you a way 
of deciding whether you are on track to be able to
generate this much income.

The retirement savings challenge

The pensions crisis is widely seen as one of the most serious issues currently facing the UK. In
the future retired people will almost certainly make up a much greater proportion of the
population than they do now, but it is not clear how many of them will have enough to live on.
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Why is there a problem?

We are living longer

A man celebrating his 65th birthday in 1981 could
reasonably expect to live for another 13 years, but if
he had reached this age in 2006, he was likely to
have had another 16.9 years ahead of him. This trend
is set to continue – the Government Actuaries
Department predicts that men reaching 65 in 2025
will live on average for another 21.1 years. The
figures for women increase in a similar way – a 
65-year-old could have expected another 16.9 years
in 1981 and 19.7 years in 2005, whereas a woman
who has her 65th birthday in 2025 can expect to live
for another 23.3 years.1

People are having fewer children

An increase in the number of people of retirement age
is not necessarily a problem. But when combined
with a drop in the fertility rate from 2.95 in 1964 to
1.84 in 20062 it has produced a significant fall in the
dependency ratio (the retired population relative to
the number of workers). In 2003 there were 3.3
workers for every retiree. By 2051, there will be 2.3.3

Pensioners will make up more of 
the population

Because we are living longer and having fewer
children, retired people will gradually account for 
a larger proportion of the population. In 2005 the
number of people aged 65 or more was 27% of those
aged between 20 and 64. By 2050, it will be 48%. 
So, at the moment the ratio of working-age people to
pensioners is four to one, but by 2050 it will be only
two to one.4

The value of the state pension has fallen

The basic state pension is now worth just 17.9% of
average earnings, but if it had risen in line with
increases in average earnings, as it did before 1980, 
it would be worth 25.6% of average earnings.5

Work patterns have changed

Fewer people now spend their whole career with a
single employer. Many people face periods of
redundancy between jobs and people may have to –
or may choose to – work on a contract or freelance
basis. These factors can make it more difficult to
build up significant pension savings.

The pension system is changing

The UK has historically had a strong private pension
system, the foundations of which were a range of
defined benefit schemes. These offered members a
pension related to their salary at the end of their
career. However, some of these schemes have
collapsed, and even financially strong companies are
increasingly unwilling to shoulder the expense and the
risk involved. It is estimated that six out of ten defined
benefit schemes are now closed to new members.6

The current trend is for defined contribution
schemes, where the eventual pension depends on the
amount paid in over the years and how well it is
invested. These schemes can be excellent, but do not
offer the guarantees that come with final salary
schemes. In addition, employers may make lower
contributions than they would to a defined benefit
scheme. And members may not appreciate how much
they need to pay in to ensure they receive the income
they are hoping for.

Many people have lost confidence in pensions

The respect that pensions used to command has been
dented by the failure of some final salary schemes,
mis-selling in the 80s and 90s, falling annuity rates
and the problems of Equitable Life.

Consumer culture has grown

Foreign holidays, new kitchens and second cars –
many things once considered luxuries are now
thought indispensable, even if we have to borrow to
pay for them. This inevitably restricts the amount that
can be put aside for the future.
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The savings gap in real terms

To find out what the pensions challenge meant to real individuals, Fidelity commissioned
extensive research into the retirement prospects of the UK population.

We canvassed the views of 1,002 adults of working
age from all walks of life, and examined the
preparations they have made for retirement. The
picture that emerges from the Fidelity Retirement
Savings Survey is one of an uneven distribution of
wealth, with a minority on track for an affluent
retirement – and the rest woefully underprepared.

Our research showed that the typical household is set
to have a retirement income that is just 47% of their
expected final earnings. This includes their state
pensions. That's half the amount they have to live on.

What does this mean in cash terms? Take the case of a
man who is going to retire this year and earns the
national average salary of £26,300.7 Our calculations
suggest he will have an annual retirement income of
£12,361. This is equivalent to a weekly gross income
of £238 – barely above the national minimum wage of
£220.80 for a 40-hour week.8

These figures are averages, of course. They conceal a
sharp disparity between people belonging to different
types of occupational pension scheme. The average
member of a defined benefit scheme, where the
pension is usually based on how much someone is
earning at the end of their career, is likely to have a
retirement income that replaces 85% of the income
they had while in work. However, there is likely to be
an average replacement income of just 43% for people
who are in defined contribution schemes, where the
size of the pension depends on how much is paid in
and how it is invested over the years.

The Fidelity Retirement Savings Survey is intended
to give a realistic picture of the UK’s retirement
readiness. We used the results from the survey to
predict what each person’s retirement income might
be. In doing so we made the following assumptions
about the participants and their finances:

• their retirement age will be 65, although in
practice women born before 5 April 1955 will
retire earlier

• for the rest of their working lives their earnings
will rise by 3.6% a year (the current rate of
increase in national average earnings)

• they will have paid enough National Insurance
contributions to qualify for a full basic state
pension, plus SERPS or the State Second Pension
appropriate to their earnings over the years

There is more detailed information about how our
research was carried out and how our retirement
statistics were calculated on the back page.

OUR RESEARCH
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How much income will you need?

Step one … write down your current spending

Make a list of all your annual outgoings. You may
find the planner on the opposite page useful – there
is a version at fidelity.co.uk/budgetplanner which you
can download. Alternatively, you may want to make
your own list of your bills and direct debits and the
amounts you spend on items such as food and petrol.
It is important that you are as accurate as possible, so
remember to include everyday, out-of-pocket
spending. With items that you pay for monthly,
simply multiply the figure by 12. If you use an online
bank, you may be able to download a record of your
transactions direct from their site. You should add
amounts to cover one-off items that you may
normally pay for over a number of years, such as
replacing your car and maintenance on your house.

Step two … imagine you are retired

How will your expenses change when you retire? 
Go through your budget and decide how retirement
would affect it. Keep the prices in today’s values and
ask yourself if you would spend more or less on each
item if you were retired.

Many items may go down

• Your mortgage may be paid off

• If you plan to be living somewhere smaller, your
Council Tax bill could be lower

• You may feel that you no longer need to pay for 
life insurance

• If your children are grown up you will probably
have finished putting money aside to help them
through university

Other items may go up

• Your gas and electricity bills could go up because
you spend more time at home

• The amount you spend on leisure may go up – you
will have more time to travel, and hobbies such as
golf and sailing can involve expensive equipment
and membership fees

• If you have previously benefited from medical
insurance provided by your employer you may
want to continue paying the premiums yourself.
This could be a significant expense – for example, 
a married couple who are both aged 65 and both
non-smokers are likely to have to pay at least £100
a month9

• Your children may have left home, but if you have
grandchildren and you might want to put savings
aside for them, or at least give them the
occasional treat

When you are imagining what your expenses will be
in retirement, it is probably better to overestimate
rather than underestimate. This because your
expectations – in terms of cars and holidays, for
example – may increase as your salary goes up over
the rest of your career. There may also be items that
you simply can’t envisage yet, just as someone
planning their budget 25 years ago would not have
known about bills for mobile phones and broadband
connections. There is no need to adjust your
retirement spending for inflation – this will be
brought into the calculations later on.

The amount of income you need in retirement is inevitably a personal and subjective issue. It
will depend largely on the lifestyle you are hoping for and will also be affected by your personal
circumstances, such as whether or not you still have a mortgage. One way to gauge how much
you will need is to adapt your current household budget – we’ll guide you through this process.
Alternatively you may want to go for a simple rule of thumb which tells you what you might
need if you aim for a retirement income that is two-thirds of what you could be earning towards
the end of your career – if so, skip to page 9
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Budget planner

Item Current spending Spending in retirement 
(£ per year) (£ per year)

Home
• Mortgage/rent

• Repayment vehicles (eg endowments/ISAs)

• Decorating, repairs, appliance replacement etc

Savings

Family
• Childcare/maintenance

• School fees

• Tuition/sports/clubs/gifts

Debt (Loans/credit cards)

Bills
• Council tax

• Water

• Gas

• Electricity

• Phone

• Mobile

• TV/satellite/broadband (including TV licence)

• Cleaner/gardener/other paid help

• Other

Insurance
• Life

• Medical

• Buildings and contents

• Car (including breakdown cover)

• Other

Day-to-day living
• Food and other household expenses

• Gardening

• Clothes

• Out-of-pocket spending

Transport
• Fares, season tickets etc

• Car ownership (eg depreciation/replacement cost)

• Car upkeep (servicing, repairs, MOT, tax etc)

• Petrol

Leisure
• Going out

• Eating out

• Hobbies

• Memberships/subscriptions

• Holidays

Charitable giving

Other

Totals



Step three … see how much income you 
will need

Now that you have an idea of what you will be
spending your money on after you retire, let’s see how
much difference there will be in your overall budget.

The question now is how big an income you should
aim for if you are going to support this level of
spending. This means bringing tax into the equation
– in other words, finding out how much income you
need to have before tax.

You could do this by adding tax onto your expected
level of spending. However, it is difficult to do this in
a way that will work for everyone, because tax
allowances account for a different proportion of your
income depending on how much you earn.

What we will do instead is see how much your
current income could be reduced by. To do this we
will “gross up” the change in your spending and
subtract this from your current income. If you expect
to be a higher-rate taxpayer in retirement, multiply
the figure from the “Change in spending” box above
by 1.67. This will allow for income tax at 40%.

If you don’t expect to be paying higher-rate tax when
you retire, use 1.28 rather than 1.67.

To find out how much income you may need
when you are retired, simply take the figure in
the “Change in income” box above from the
gross amount you currently earn. Remember to
include bonuses, child benefit and maintenance
payments in your current gross income, together
with any other amounts you receive regularly.
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Current 
spending

Spending in
retirement

Change in
spending

Minus
Change in
spending

Adjustment
for tax

Change in
income

Minus

Current 
gross income

Change in
income

Income you may
need in retirement

Minus

x 1.67
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The two-thirds rule of thumb

This will give you a very rough-and-ready idea of the
level of income you might need. It assumes that on
the whole you will need less money once you are
retired. This is likely to be true for many people,
since they will have paid off their mortgage and they
will no longer have to think about putting money
aside for the future.

Two-thirds is also the level of replacement income
that some defined benefit pension schemes aim to
pay their members.

The table below will help you see how much two-
thirds of your final salary might be. Take the column
closest to your age and the row closest to your current
income and find the figure where they intersect.

It may help to write the answer you come up
with in the box below.

Vital information

It is important to remember that the calculations and
tools we describe here are only intended to give you
an approximate indication of how much money you
will need in retirement and whether you are on track
to have this amount by the time you are 65. They are
not a substitute for financial advice. For an accurate
assessment of your situation you may want to speak
to a financial adviser.

Fidelity can give you information about products
and services to help you make decisions about your
investments but we cannot give advice on which
investments may be suitable for your particular
circumstances.

Another way of working out how much you might need to live on when you retire is to aim for
two-thirds of the amount you could expect to be earning at the end of your career.

Current Current age
income 25 35 45 55

£15,000 £17,961 £15,477 £13,336 £11,491

£25,000 £29,936 £25,795 £22,226 £19,152

£35,000 £41,910 £36,113 £31,117 £26,812

£50,000 £59,872 £51,589 £44,453 £38,304

£100,000 £119,743 £103,179 £88,906 £76,607

Source: Fidelity White paper - Improving Britain's Retirement Prospects - 
Feb 2006. The figures in this table are given in today•s values. They assume 
your income will increase by 1.5% a year in real terms and you will retire at 65.

Income you may need 
in retirement

TWO-THIRDS REPLACEMENT INCOME



State pensions

Thebasic state pension is currently £90.70 a week
for a single person (£145.05 for a married couple),
provided you have paid enough National Insurance
(NI) contributions. You may also receive an additional
state pension based on how much you have earned
over the years. This is now called the State Second
Pension (S2P) but until 2002 it was the State
Earnings-Related Pension Scheme (SERPS).Your
exact entitlement to additional state pensions is based
on complex calculations. In 2004/05 (the latest year for
which figures are available at the time of writing) the
most a person could receive was £140.44 a week.10 It is
possible to “contract out” of S2P and have some of
your NI contributions paid into a pension scheme of
your own.

The Pension Service will give you an accurate forecast
of what you can expect as a state pension.

• Pick up form BR19 from a social security office 

• Visit thepensionservice.gov.uk and enter BR19 in
the search window

• Call 0845 300 0168

Your forecast will show how much you can expect if
you make no more NI contributions, and how much
you can look forward to if you carry on contributing.

The Pensions Service will also tell you what you can
do to increase your state pension. This may be
important if you have any breaks in your NI
contributions that could mean you receive a reduced
state pension.

Other pensions

In addition to your state pensions you may be in line
to receive income from private pensions – either
work-based schemes or personal pensions. 

Work-based schemescan be a valuable option for
retirement saving, especially if your employer makes
contributions. There are two main types of scheme.

• With a defined benefit scheme (such as a final
salary plan) your pension is usually based on the
number of years you are in the scheme and how
much you are earning when you retire

• Defined contribution (or money purchase)
schemes invest your money, and your pension is
based on how well these investments perform
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Income you may receive

You have now worked out how much income you could need in retirement. The next thing to
look at is whether you already have arrangements in place that would help you generate this
income. This means you need to work out how much you can expect from any pensions you
have and any other sources of income, such as rent from property.

Pension forecasts are usually given in today’s prices so it is easy to see how any entitlement
you have built up so far compares with your target income. 



Personal pensionsare a type of defined
contribution pension and can be provided through an
employer or taken out by individuals. You can benefit
from tax relief even if you don’t pay any income tax.
Two types of personal pension are:

• Stakeholder pensions have capped management
charges and are intended to make sure everyone has
access to a low-cost way of saving for retirement

• Self-Invested Personal Pensions (SIPPs) are an
increasingly popular retirement option. They allow
you to choose a variety of different investments for
your pension savings – see the accompanying
brochure, Investing for retirement

Your most recent statement should give you a forecast
of how much pension income you could receive from
each scheme you belong to. If you do not have an 
up-to-date statement, the company running your
scheme should be able to send you one. If you have
lost track of a scheme you belonged to in the past,
the Pension Service may be able to help.

• Go to thepensionservice.gov.uk and click on
“Pension Tracing Service”

• Call 0845 600 2537

An income from property

In recent years there has been an increase in the
numbers of people buying property as an investment.
Many of them hope that the rents they receive will help
them pay off any mortgages they have taken out on the
properties. Once the mortgage is paid off, they will be
able to treat the rent as part of their overall income.

If you are considering a buy-to-let investment, it is
important to remember that property values and rents
can go down as well as up. You will also have to pay
for the upkeep of the property, and there may be
times when it is difficult to find tenants and you do
not receive any rent.

If you already have buy-to-let property, work out the
total rental income you can expect to receive once you
retire. Keep the figure in today’s values, so that it is
compatible with any pension forecasts you are using.

How much difference will your other 
incomes make?

The sum below will show how much income you still
need to generate, and on the next page we will bring
your lump-sum investments and the capital values of
your property into the equation.
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Income you may
need in

retirement

(from page 8 or 9)

Expected income
from pensions 
and property

Retirement
income gap

Minus



Before working out how much help this capital will
be, we need to convert the “retirement income gap”
figure from the previous page into a lump sum. This
will show how much capital you might need to have
if you want to generate this much income. A quick
way to do this is to multiply your income gap by 25.
We use the figure 25 because it equates to drawing on
your savings at the rate of 4%. We believe this is a
reasonably conservative rate, which makes it more
likely that your retirement pot will last into your 90s.

Now that you have a figure to aim for we can look at
various ways you may be able to reduce it.

Trusting in bricks and mortar

Most people who have owned property in recent years
will realise that it can go up in value. So you may feel
that property would be a good investment for when
you retire. However, property prices can fall as well so
it may be wise to make sure that you do not have too
much of your overall wealth invested in property. In
addition to any properties that you plan to sell when
you retire, there are ways in which you can generate
capital lump sums from your main home.

• Downsizing – moving to a smaller home when
you retire allows you to release some of the capital
that is tied up in your property. Provided it is your
main home you are selling, you will probably not
be taxed on the money you make on the sale. But
make sure you are realistic about how much equity

you will be able to release, particularly if you do
not want to move to an area where house prices are
significantly lower. In addition, expenses such as
stamp duty, removal charges and fees for solicitors
and estate agents will eat into your lump sum

• Equity release – if you would rather not move
from the home and neighbourhood you have lived
in for years, you may want to consider equity
release. There are different types of schemes –
usually you either sell your home to a finance
company but carry on living in it, or you take out a
loan on the understanding it will only be repaid
when you die and your house is sold. The equity
release market is likely to change considerably in
the next decade or two and new types of product
should emerge. It is vital to take financial advice if
you are considering equity release

Counting on an inheritance

Inheriting a large amount would, of course, be a great
help in financing your retirement. However, it is
important to be realistic about how much you can
expect. You may have to pay inheritance tax and the
legacy may have to be shared with other people –
brothers and sisters, for example.

A more serious issue is that the capital you hope to
receive may be spent before you can inherit it.
Traditionally, people wanted to leave as much as
possible to their children. But for many people this is
no longer a priority. They may need to use everything
at their disposal to finance their own retirement,
particularly now that people are generally living
much longer. In addition, many retired people find
that selling their home is the only way to pay for
residential care in their later years.
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Capital you may have

Retirement
income gap

x 25
Capital sum

required

(from page 11)

If you have extra capital, it could help you generate an income in retirement. For example, you
may have other investments you can draw on, such as ISAs and company shares. You could be
hoping to release equity from property you own, or you might expect to receive an inheritance.



How much might your capital grow?

Before you work out how much your capital from
various sources could reduce the size of the
retirement pot you are aiming for, you may want to
adjust their value to allow for their growth potential.

The table on the right will help you make this
adjustment by showing what any capital could be
worth by the time you retire at 65. To use the table,
look along the top row for the column showing the
current value of your investment or asset in today’s
prices. This could be the amount of money you
might be able to release from your home by
downsizing, a sum that you are expecting in a will
or the value of an investment account.

Now look down the column until you reach the row
closest to your current age. The figure you find will
give you an indication of what the value might grow
to by the time you retire. If you are hoping to receive
capital from a number of sources, it might be easier
to add them all together before using the table – this
will mean you only have to use the table once.

The table assumes a 6% rate of growth. So that your
answer will be in today’s values we have deducted
inflation at a rate of 2%. And we have assumed that
annual management charges will be 1.5%. It is worth
remembering that different types of investments are
likely to grow at different rates. The Market Chronicle
tool on our website will show you how the main
types of investments have performed over the years.
You will find it at fidelity.co.uk/marketchronicle

It may help to write the answer you come up
with in the box below.
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Valuing your investments

Total projected value of
your capital

Current Present value of your investments and legacies
age £50,000 £100,000 £250,000 £500,000

25 £135,773 £271,546 £678,864 £1,357,728

30 £119,835 £239,669 £599,173 £1,198,346

35 £105,767 £211,535 £528,837 £1,057,675

40 £93,352 £186,703 £466,758 £933,516

45 £82,393 £164,786 £411,966 £823,932

50 £72,721 £145,442 £363,606 £727,212

55 £64,185 £128,369 £320,923 £641,846

Source: Fidelity White paper - Improving Britain's Retirement Prospects -
Feb 2006. The figures in this table are shown in today•s values. They assume
growth at 6% a year, a 1.5% annual management charge and 2% inflation.

PROJECTED INVESTMENT VALUES 
AT INTERMEDIATE GROWTH RATE








