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With public debt rising so high, how can we meet the fiscal costs of
an ageing population?

Executive Summary

The recent public debate1 has focused on the medium-term challenge of getting UK
public debt back under control, but there is also a longer term challenge of meeting
the potential costs to the taxpayer of an ageing population. The latest Treasury long-
term public finance projections of these costs were published in March 2008, but
should still provide a reasonable guide to long-term trends even if the medium-term
picture is now very different.

These Treasury projections suggested that total UK public spending might rise by
around 4% of GDP over the next 50 years due in particular to increasing pension and
healthcare costs associated with an ageing population. This estimate already allows
for a significant offsetting reduction in non-age-related spending as a share of GDP
and a gradual rise in working lives associated with an increasing state pension age.

To avoid an unsustainably large rise in public debt, a further significant fiscal
tightening (through higher taxes or lower public spending than the Treasury projects)
will therefore be needed in the long run over and above the measures needed to halt
the rise in public debt in the medium term up to 2017/18. But to wait until age-related
public spending actually rises significantly before making this additional fiscal
adjustment would impose a heavier burden on future generations of workers in order
to pay the healthcare and pension costs of the current generation of workers. This does
not seem particularly consistent with the principle of intergenerational equity and it
also appears relatively imprudent: if you know that you will face large liabilities in the
future, shouldn’t you start providing for them sooner rather than later?

We have therefore developed a model that updates the Treasury’s long-term
projections from March 2008 to allow for subsequent events and the new medium-
term Treasury fiscal projections up to 2017/18 as set out in the April 2009 Budget Red
Book. This allows us to investigate different options for meeting alternative public
debt reduction targets given these future costs of ageing.

As summarised in Table 1, our analysis suggests that, depending on the particular debt
target and timescale adopted, an additional fiscal tightening by 2018 of the order of
1.7-3% of GDP would be needed to cover the costs of ageing, which translates to
around £25-43 billion per annum at 2009 GDP values or around £1,000-£1,700 on
average per household.

As the results in the bottom half of Table 1 show, this is over and above the
cumulative 6.3% of GDP discretionary fiscal tightening already set out in the 2008
PBR and 2009 Budget in order to return the current budget to balance by 2017/18,
which is the Treasury’s new medium term operating rule.

1
Including PwC’s own ‘Dealing with Debt’ report in March 2009 (available from www.psrc-

pwc.com), which we build on in the present paper.
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In total, therefore, the cumulative fiscal tightening required between 2010/11 and
2017/18 will be of the order of 8-9.3% of GDP according to this analysis, depending
on the long-term debt target adopted. This equates to a fiscal squeeze of around £115-
133 billion per annum at 2009 GDP values, or around £4,600-5,300 on average per
household

Table 1: Estimated additional fiscal tightening by 2018 needed to meet
alternative public sector net debt targets (% of GDP) in long term and existing
plans for fiscal tightening up to 2017/18

Additional fiscal tightening
required by 2018 to meet
long-term costs of ageing

% of GDP £ billion per
annum

at 2009 GDP
values

£ per annum
per household
(at 2009 values)

Reduce debt to 50% GDP by
2047/48

1.7 25 1,000

Reduce debt to 40% GDP by
2047/48

2.0 29 1,150

Reduce debt to 40% GDP by
2030/31

3.0 43 1,700

Range of estimates for
additional tightening
required

1.7-3.0 25-43 1,000-1,700

Existing plans:

PBR 2008: fiscal tightening up
to 2017/18

2.6 37 1,480

Budget 2009: fiscal tightening
up to 2017/18

3.7 53 2,120

Total: existing plans 6.3 90 3,600

Overall required fiscal
tightening

8.0-9.3 115-133 4,600-5,300

Source: PwC analysis based on HM Treasury projections (see main text of report for details). Final column based

on ONS estimate that there are around 25 million households in the UK. Cash figures are all expressed at 2009

GDP values. Final column is rounded to avoid spurious accuracy.

Table 1 assumes that the additional fiscal adjustment occurs immediately in 2017/18.
The longer this adjustment is postponed beyond this date, the larger it would need to
be. The scale of the fiscal adjustment could be reduced if working lives and state
pension ages were increased more rapidly than current government policy and
Treasury projections assume2, but whether the majority of voters would prefer
working longer in return for paying somewhat lower taxes remains to be seen.

In summary, meeting the long-term costs of ageing will require a significant further
fiscal squeeze, although not as large as the planned tightening already announced by
the government to deal with the huge build up of debt in the medium term. In total the
overall fiscal tightening required over the next decade looks set to be around 8-9.3%
of national income, which is around £115-133 billion at today’s GDP values.

2
We have not modelled this ourselves, although recent National Institute estimates (R. Barrell,

I. Hurst and S. Kirby, How to Pay for the Crisis?, NIESR, May 2009) suggest that a 1 year
increase in working lives could reduce the budget deficit by around 1% of GDP after 10 years,
which if maintained would reduce public debt by around 20% of GDP after 30 years.
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With public debt rising so high, how can we meet the fiscal costs of
an ageing population?

Introduction

Much of the post-Budget debate has focused on the plausibility of the Treasury’s
economic growth and public borrowing forecasts and whether the Chancellor’s plans
for getting the public finances back on track after the recession are credible enough to
prevent an eventual adverse reaction by government bond markets.

While these are clearly very important questions, there are also longer term issues of
fiscal sustainability in the face of an ageing population that have been mentioned by
key commentators like the IMF, the NIESR and the IFS, but have generally not be
analysed in great detail for the UK. The Budget itself gave only cursory consideration
to these issues, deferring more serious analysis until the promised publication of a
new Long-Term Public Finance Report by the Treasury later in 2009.

In this paper, we present the results of some analysis we have done of how the fiscal
costs of ageing might be met. The structure of the rest of the paper is as follows:

 Section 1 assesses the Treasury’s long-term public finance projections and
updates them to allow for the new information in the Budget 2009 Red Book up to
2017/18;

 Section 2 considers the implications for public sector net debt if there are no tax
and spending policy changes after 2017/18 beyond those outlined in the 2008 PBR
and 2009 Budget; this scenario shows a steadily rising debt to GDP ratio once the
projected costs of ageing are taken into account;

 Section 3 presents our model estimates of the scale of the additional fiscal
tightening needed from 2017/18 to achieve alternative long-term targets for debt
sustainability after allowing for the costs of ageing; and

 Section 4 presents the results of some sensitivity analysis on key assumptions and
concludes.
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1. Assessing and updating the Treasury’s long-term public finance projections

In parallel with last year’s Budget in March 2008, the Treasury published its latest
report on the long-term outlook for the public finances to 2057/58 (the next report is
due later in 2009). As in previous years, the report highlighted that, based on a
continuation of current and firmly announced future policies (e.g. for state pensions),
a significant increase was likely in age-related spending on health, long-term care and
pensions as a share of national income (see Table 2 below for details).

The Treasury argued that this would be offset in part by a gradual decline in other
spending (particularly price-indexed social security benefits other than pensions) but,
nonetheless, the Treasury projections still implied that total public spending,
excluding debt interest payments, might rise from 40.5% of GDP in 2007/8 to around
44.5% of GDP in 2057/58. This 4% of GDP public spending rise would be equivalent
to around £58 billion at 2009 GDP values.

Table 2 – Treasury long-term public spending projections (March 2008)

% of GDP 2007/8 2017/18 2027/28 2037/38 2047/48 2057/58

Health* 7.4 7.9 8.6 9.2 9.6 9.9
Long-term care** 1.2 1.2 1.4 1.7 1.8 2.0
State pensions*** 4.9 5.1 5.6 6.3 6.3 7.2
Education 5.0 5.6 5.8 5.6 5.5 5.6
Public service pensions 1.5 1.8 2.0 1.9 1.8 1.8
Total age-related
spending

20.1 21.7 23.4 24.7 25.0 26.6

Other spending 20.4 19.1 18.9 18.6 18.1 18.0
Total spending (excl.
debt interest)

40.5 40.8 42.3 43.3 43.1 44.5

*Gross NHS spending. **Excluding long-term care provided through the NHS.
***Defined as the sum of spending on the Basic State Pension, State Second Pension, Pension Credit,
Winter Fuel Payments, Over 75 TV licences and Christmas Bonus.
Source: HM Treasury, Long-term public finance report, March 2008 (Table 4.1)

There are, of course, a great many uncertainties surrounding any such long-term
projections. However, these uncertainties should not be taken as a reason to dismiss
the potential challenge of rising age-related spending as there are good reasons to
believe that the estimates in Table 2 could, if anything, prove to be too low given that:

 as the Treasury’s 2008 long-term public finance report acknowledges
(paragraph 4.12), it does not take into account non-demographic factors that
could have a significant upward impact on health spending in the long term,
such as rising obesity and the strong past trend for demand for health services
to rise more than proportionately with incomes (and so GDP) over time;
analysis by the OECD3, for example, suggests that these non-demographic

3
OECD (2006), ‘Projecting OECD Health and Long-term Care Expenditures: What are the

Main Drivers?’, OECD Economics Department Working Papers, No. 477, Paris. This study
projects increases in age-related public spending of around 7.2% of GDP for the UK between
2005 and 2050 (including health, long-term care and pensions).
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factors could add significantly more to health spending over the period to 2050
than the pure effects of ageing;

 following the Pension Commission report in 2006 the UK government has put
in place a long-term pension reform settlement that is intended to be lasting,
including a gradual increase in state pension age to 68 by 2046, with further
increases thereafter in line with rising life expectancy; the effects of this
higher state pension age and related rises in participation rates by older
workers are already factored into the Treasury projections, so going much
beyond this will not be easy (although it may well prove necessary as an
alternative to further large tax rises – see NIESR research referred to in
footnote 2 above);

 as the median age of the voting population increases, the political pressure for
additional age-related spending, over and above that implied by current
policies, seems likely to increase in future decades;

 areas of non-age-related spending where cuts could readily be made have
largely already been exploited (e.g. defence in the 1990s), so it will not be
easy to make further reductions beyond those already factored into the
Treasury projections in Table 2; indeed there are areas such as international
aid, measures aimed at child poverty reduction, childcare, transport
infrastructure development and social housing where the pressures are for
rising spending as a share of GDP in order to meet long-term policy objectives
and

 ongoing government efforts to improve public sector productivity through
initiatives such as the Operational Efficiency Programme and the Public Value
Programme are important and need to be embedded in a strong public sector
culture of continuous performance improvement backed by ministers and top
civil servants; but it is likely that such ongoing efficiency improvements are
implicitly already built into current government spending projections to a
significant degree.

Even if the possible downward bias to Treasury spending projections in areas like
health is discounted, however, which is the assumption adopted in this study, the fact
that the projections are uncertain only adds to the arguments for starting to make
provision for these potential costs earlier rather than later. Indeed making such
provisions could be seen in part as offering an insurance policy against these
uncertainties. If spending does not rise as far as projected, some of these insurance
‘premiums’ could be returned to future taxpayers or used to pay more generous
pensions or fund additional NHS spending in the future. But if spending rises further
than expected and no such insurance has been taken out, then very large tax increases
might need to be imposed on future generations of workers, with potentially much
more damaging economic consequences than if earlier provision had been made. If
delay leads to a rising public debt to GDP ratio, it could also lead to a higher risk
premium on government debt.
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Updating the Treasury projections

All of the above analysis is based on the projections in the Treasury’s March 2008
long-term public finance report. Clearly a great deal has changed since then: the credit
crunch has turned into the worst global financial crisis since the 1930s; there has been
a consequent and ongoing deep recession in both the world and UK economies; and
there has been a correspondingly large increase in projected levels of the UK budget
deficit and public debt stock stretching for many years into the future.

Fortunately, however, this does not invalidate the main thrust of the Treasury analysis
summarised in Table 2 above, since recent events largely affect the profiles of
revenue, spending and borrowing between 2007/8 and 2017/18, rather than likely
spending and revenue trends after that date. This is because the Treasury assumes in
its 2009 Budget projections that the current budget will be restored to balance by
2017/18 and, extrapolating from the Red Book projections up to 2013/14, our analysis
suggests that this implies that the projected primary budget surplus in 2017/18 will
not be that different to the projection in the March 2008 long-term public finance
report. The big difference is that public sector net debt is now projected by the
Treasury to be around 80% of GDP4 in that year, rather than 40% of GDP in the
earlier report, so debt interest payments will be approximately double previous levels.

Our updated estimates of both primary public spending (excluding net debt interest
payments) and tax revenues are summarised in Figure 1 below. We can note here that
the Treasury argues that there would be a natural tendency for the tax share of GDP to
rise over time as participation rates rise, particularly for older workers due to planned
increases in the state pension age (and recent reforms to incapacity benefit).

Figure 1: Long-term public spending and revenue projections
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4
This is in the Treasury variant including a provision for estimated losses of £50 billion to the

Exchequer from financial interventions made in response to the recent crisis. While the scale
of any such losses is highly uncertain, making some provision for them seems prudent. We
include this provision in all of our modelling analysis in this paper.
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These projections imply that the primary budget deficit (excluding debt interest
payments) of around 0.9% of GDP in 2007/8 will see a reversal to a peak primary
budget surplus of around 0.7% of GDP in 2017/185. After this, however, the upward
pressures on public spending relating to health, long-term care and pensions dominate
the slight projected revenue increase and the primary balance is characterised by a
gradually increasing deficit, as shown in Figure 2 below.

Figure 2: Primary budget balance as % GDP with no policy changes after 2017
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Source: HMT, PwC

As discussed in the next section, this projected move back into increasing primary
budget deficit after around 2020 due to the costs of ageing poses a significant
potential challenge to the sustainability of the public finances in the long term.

5
The 2009 Budget Red Book (Table C2) projects the primary budget deficit to peak at 10.8%

of GDP in 2009/10 and then decline to 2.5% of GDP by 2013/14 as the economic recovery
proceeds and discretionary fiscal tightening has its effect. Allowing for the planned further
fiscal tightening of 3.2% of GDP over the four years after 2013/14 gives a projected primary
budget surplus of 0.7% of GDP in 2017/18 if the debt interest to GDP ratio is assumed to be
broadly constant over that four year period, which is consistent with the Treasury projections.
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2. Potential long-term implications for UK public debt of the costs of ageing

The Treasury’s 2008 long-term public finance report also presented a picture of a
gradually deteriorating long-term primary balance position after 2017/18 similar to
that shown in Figure 2, but the report argued that this would still be consistent with
the UK public finances remaining sustainable in the long term. Relative to other large
European Union countries (or indeed to Japan, Korea, Russia and China) that face
more rapidly ageing populations than the UK, this seems a reasonable conclusion,
although younger emerging economies like India, Brazil, Mexico and Turkey will be
less affected by these adverse trends until later in the century.

However, if fiscal sustainability is taken to mean no need for discretionary fiscal
tightening in the long term over and above the measures already announced in the
2008 PBR and the 2009 Budget, then the fiscal outlook appears much less sustainable.
We can demonstrate this by looking at what might happen to the public sector net debt
to GDP ratio on the updated Treasury projections shown in Figures 1 and 2 above
without any such additional fiscal policy tightening beyond 2017/18.

Figure 3 shows the implied path for net debt6 with and without the costs of ageing
being taken into account (in the variant without these costs of ageing, the primary
budget surplus remains constant at 0.7% of GDP from 2017/18 onwards).

Figure 3: Alternative scenarios for public sector net debt using Treasury projections with and

without costs of ageing
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We can see from the lower line in Figure 3 that, without taking account of the costs of
ageing, continuation of the small primary budget surplus implied by the Treasury

6
Trend GDP growth is assumed to be broadly in line with Treasury assumptions, implying a

long-term average real growth rate of around 2.25% between 2017/18 and 2057/58. Real
interest rates on government debt are assumed to be slightly lower than this at 2% (relative to
the GDP deflator, which we assume to rise at 2.75% per annum in line with the Treasury).
This implies that a small primary budget deficit is consistent with long-run stabilisation of the
debt to GDP ratio and so is actually a relatively favourable assumption. We report the results
of a sensitivity test allowing for a higher real interest rate of 3% in Section 4 below.
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projections in 2017/18 would result in a progressive reduction in the ratio of public
sector net debt to GDP to only around 40% by 2040, with further declines thereafter.
This chimes with the broad conclusion of a post-Budget analysis by the IFS7 that
included a chart showing that the debt ratio would eventually fall back below 40% of
GDP based on the policy stance set out in the Budget, even if this took a generation to
occur.

In reality, however, the costs of ageing cannot be ignored in this way. If one accepts
the projections in Figures 1 and 2 above, which as noted above we have based on the
Treasury’s own latest projections for the period beyond 2017/18 as shown in Table 2
above, then we can see from the upper line in Figure 3 that the projected debt to GDP
ratio remains around 80% of GDP up to around 2030, but then resumes a progressive
upward trend to around 115% of GDP by the end of the projection period in 2057/58.

In practice, no government would allow this kind of unsustainable debt increase to
take place. Some further fiscal tightening will be required after 2017/18 to avoid this
outcome, whether through tax increases or through constraining longer term public
spending growth to rates below those projected by the Treasury in its 2008 report.

Pay As You Go vs Pre-emptive Action

An interesting issue arises here that has not yet been much debated in the UK: Should
the government introduce a pre-emptive fiscal tightening immediately in 2017/18 (or
very soon after this date) to protect long-term fiscal sustainability in the face of an
ageing population? Or should it continue to set fiscal policy on a ‘pay as you go’
(PAYG) basis as has been the norm in the past? There are arguments on both sides
here, for example:

 In favour of the PAYG approach is that the extent of any future fiscal
tightening needed to meet the costs of ageing is highly uncertain at this stage
and it is more flexible to deal with any such fiscal shortfall as and when it
occurs, rather than imposing a fiscal tightening now in a way that could be
damaging to the economy in the short to medium term.

 In favour of the Pre-emptive Action approach is the view that it is the
current generation of workers that will receive the benefits of future rises in
health, long-term care and pension spending, so it is fairer that they should
fund part of this through tighter fiscal policy now rather than requiring all of
the extra cost to be borne by future generations of workers. As noted earlier in
this section, the fact that the precise scale of future age-related spending
increases is uncertain actually provides a good reason to start to make some
prudent provision now in order to be better placed to deal with these
uncertainties as they arise. This precautionary principle is well established in

7
Carl Emmerson, ‘Public finances: two parliaments of pain’, IFS Budget briefing, 23 April

2009 (available to download from their website at www.ifs.org.uk ). Their analysis seems to
broadly match our ‘no costs of ageing’ case in assuming a constant primary budget balance
after 2017/18. Their real interest rate assumption is somewhat lower than our own at around
1.5% in real terms relative to the GDP deflator, which may explain why they project the debt
ratio to fall back below 40% of GDP during the early-to-mid-2030s, somewhat earlier than our
‘no costs of ageing’ case suggests. But the broad profile of debt in the two analyses is similar.
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relation, for example, to private pensions and insurance and public provision
for nuclear decommissioning costs. There is no obvious reason why it should
not also apply to age-related public spending costs given that there is now a
broad consensus across Treasury and independent projections that there are
likely to be significant increases in these costs as a share of GDP over the next
50 years.

While accepting that the pre-emptive approach raises some political difficulties, since
it involves immediate additional fiscal tightening in 2017/188 for longer term gain, it
appears to have clear attractions from the perspective of long-term fiscal prudence and
fairness across generations. We therefore focus on this approach in the analysis below,
assuming that the additional fiscal tightening occurs immediately in 2017/18 and that
the proceeds of this tightening are used to repay government debt9.

8
We assume that, since the government has already pencilled in large discretionary fiscal

tightening in every year from 2011/12 to 2017/18, it would not be possible to do more before
2017/18. Indeed the fiscal adjustments that we discuss below might be phased in up to, say,
2020 without changing the results in any material way. But longer delays would be more
costly in terms of the eventual scale of the fiscal tightening needed.
9

If public debt levels were still relatively stable at around 40% of GDP, then it would be worth
considering the alternative of putting the proceeds of further fiscal tightening into a ring-
fenced sovereign wealth fund with appropriate independent governance arrangements that
would use these funds to meet the eventual fiscal costs of ageing. This fund might invest in a
range of international bonds and equities, not just UK government debt, in the same way as
bodies such as is done by the Norwegian government global pension fund and other similar
funds around the world. But with UK public debt heading for 80% of GDP, paying down this
debt is likely to be the priority for the foreseeable future, so this idea of a UK sovereign wealth
fund does not seem to be a realistic one at present.
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3. Scale of fiscal tightening from 2017/18 needed to meet costs of ageing for
alternative public debt targets

In order to assess what fiscal tightening might be needed after 2017/18, we first need
to specify what target we are aiming for in terms of public sector net debt as a % of
GDP and how quickly this is to be achieved. There is likely to be a range of expert
opinion on both these issues, however, so we have looked at the implications of three
different targets to illustrate how this affects the results, as summarised in Figure 4
below. The costs of ageing are included in all cases, with the top line in this chart
being the same ‘no policy change after 2017/18’ case as in Figure 3 above.

Figure 4: Alternative scenarios for public sector net debt using Treasury projections
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Source: HMT; PwC estimates for fiscal tightening scenarios
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Our key conclusions from Figure 4 are that:

 to bring public debt back to the previous target level of 40% of GDP within the
following 30 years (i.e. by 2047/48) would require an immediate additional fiscal
tightening from 2017/18 of around 2% of GDP (around £29 billion at 2009 GDP
values) assuming that the Treasury’s Budget projections of medium-term GDP
growth prove accurate;

 if a less demanding target of reducing the debt ratio to 50% of GDP by 2047/48
was adopted, then the fiscal tightening required would be reduced from 2% to
1.7% of GDP, but this is quite a small change so the precise target does not seem
all that important (at least if the timescale for achieving this is relatively relaxed);
and

 if, however, a more demanding target of reducing the debt ratio to 40% of GDP by
2030 was pursued (probably the earliest realistic date in our view), then the
required additional fiscal tightening would increase to around 3% of GDP (around
£43 billion at 2009 GDP values), although half of this tightening could then be
reversed from 2031 so as to stabilise the debt ratio at just under 40% of GDP after
that date.
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As summarised in Table 3 below, our analysis therefore suggests that, depending on
the particular debt target adopted, an additional fiscal tightening by 2018 of the order
of 1.7-3% of GDP would be needed to cover the costs of ageing, which translates to
around £25-43 billion at 2009 GDP values, or around £1,000-1,700 per household.

Table 3: Estimated additional fiscal tightening by 2018 needed to meet
alternative public sector net debt targets (% of GDP) given costs of ageing

Debt targets % of GDP £ billion per annum
at 2009 GDP values

£ per annum per
household

(at 2009 values)
Reduce debt to 50%
GDP by 2047/48

1.7 25 1,000

Reduce debt to 40%
GDP by 2047/48

2.0 29 1,150

Reduce debt to 40%
GDP by 2030/31

3.0* 43* 1,700

Overall range 1.7-3.0 25-43 1,000-1,700
*Followed by a fiscal loosening of around 1.5% of GDP (£21.5 billion at 2009 GDP values)
in 2031 to stabilise debt at just under 40% of GDP after that date.
Source: PwC analysis based on HM Treasury projections (see main text for details). Final
column based on ONS estimate that there around 25 million households in the UK. All cash
amounts are expressed at 2009 GDP values.

It should be stressed that these amounts are over and above the combined 6.3% of
GDP fiscal tightening already set out10 in the 2008 PBR and 2009 Budget in order to
return the current budget to balance by 2017/18, which is the Treasury’s new medium
term operating rule. This equates to around £90 billion per annum at 2009 GDP values,
or around £3,600 on average per household.

Depending on the debt target and timescale adopted, the required cumulative fiscal
tightening by 2018 would therefore be of the order of 8-9.3% of GDP, which equates
to around £115-133 billion per annum at 2009 GDP values, or around £4,600-5,300
on average per household.

10
Slightly under half of this discretionary fiscal tightening (3.1% of GDP) is scheduled to occur

by 2013/14 through a mixture of net tax increases (0.7% of GDP), cuts in capital spending as
a share of GDP (1% of GDP) and shortfalls in current spending growth relative to assumed
trend GDP growth (1.4% of GDP). The remaining fiscal tightening of 3.2% of GDP is assumed
by Treasury to occur at a steady pace between 2014/15 and 2017/18 through a yet to be
specified mixture of further net tax increases and shortfalls in current spending growth relative
to trend GDP growth.



PricewaterhouseCoopers – May 2009 14

4. Sensitivity tests and concluding remarks

How robust are the estimates in Table 3 above? Clearly there are many uncertainties
surrounding any such long-term analysis, but if anything we see the risks to be on the
upside in relation to the scale of the additional fiscal tightening required.

Table 4 sets out the results of selected sensitivity tests to illustrate some of the key
risks and uncertainties. For illustration we focus here only on the intermediate case in
Table 3 above, with a 40% debt target to be achieved by 2047/48 (i.e. within 30 years
of the additional 2017/18 fiscal tightening in our base case).

Table 4: Sensitivity tests on estimated additional fiscal tightening to achieve 40%
target debt to GDP ratio by 2047/48 given costs of ageing

% of GDP Required additional
fiscal tightening

Change from base
case

Base case 2.0 -
Real interest rates average 3%
rather than 2% in long run

2.6 +0.6

Trend real GDP growth to
2017/18 averages 0.25% pa less
than Treasury assumption
(2.25% rather than 2.5% pa)

3.4 +1.4

Fiscal tightening delayed until
2030/31

3.6 +1.6

Source: PwC analysis

Of course some of these sensitivities could go the other way, but at present we would
assess the risks to our base case as being biased towards a higher fiscal tightening
being required due either to real interest rates being higher than trend GDP growth, or
the latter being lower, particularly in the recovery phase from the current recession.

The final sensitivity test is perhaps the most telling, however, showing that delaying
the additional fiscal tightening from 2017/18 to 2030/31 increases by around 80% the
required scale of the tightening (from just under £30 billion to around £53 billion at
2009 GDP values, implying an additional £23 billion burden on future taxpayers from
2030/31 onwards). Delaying the fiscal adjustment in this way seems neither prudent
nor fair and reinforces the argument for pre-emptive action to make provision for the
long-term costs of ageing as discussed at the end of Section 2 above.

In conclusion, then the cumulative fiscal tightening of over 6% of GDP pencilled in
by the Treasury in the PBR and the Budget is unlikely to be the end of the pain. A
further adjustment of the order of 2-3% of GDP seems likely to be required to get the
debt ratio back down to around 40% of GDP within the next 20-40 years given the
costs of an ageing population over this period. The earlier that this pre-emptive action
is taken, the lower will be the eventual additional burden on future generations of
taxpayers. But other policy measures, such as more rapid than planned increases in
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state pension ages after 2020 and other efforts to boost working lives, are also worthy
of consideration to minimise the scale of this fiscal burden on future generations11.

11
See Barrell et al. (NIESR, 2009) for more details on this issue – the full reference is given in

footnote 2 above.
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