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Summary

•	 Official estimates of public sector pension liabilities do not 
use sound accounting or actuarial methodology and, as such, 
they woefully underestimate the true liability that taxpayers 
owe to public sector workers in the form of future pensions.

•	 Private sector pension schemes now have to disclose their 
pension liabilities transparently. As shareholders increasingly 
understand the costs of final salary, defined-benefit pension 
schemes, companies are taking action to reduce costs by 
closing those schemes. In the public sector, the costs are still 
hidden and the incentives for action to be taken to reduce 
costs are limited. 

•	 While the official government estimate of public sector 
pension liabilities is £530 billion, an estimate using more 
realistic assumptions than the government uses would 
be £1,025 billion. This sum is over 80 per cent of GDP 
and over twice the size of the official national debt. These 
commitments must be honoured by government, and thus 
pension liabilities should be regarded in the same way as the 
official national debt. Little can be done about the size of 
liabilities accumulated to date.

•	 The government can take action to stop the liability growing. 
Each year, it makes £41 billion of new pension commitments 
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to its employees. Furthermore, public sector pay increases 
not only make future pension promises more expensive, 
they also add to the cost of meeting past pension promises 
because these were defined in terms of an employee’s salary at 
retirement.

•	 The annual cost of public sector pension promises already 
made will peak at nearly £90 billion in 2045. People who are 
currently too young to vote will bear the greatest burden.

•	 When calculated correctly, the cost of pensions in the public 
sector varies from 35 per cent of salary for male teachers to 72 
per cent of salary for policewomen. Public sector employers 
are charged much less than this.

•	 Governance in public sector pension schemes is very weak, 
leading to extremely high ill-health retirement rates – for 
example, 39 per cent for local government employees and 68 
per cent for fire service employees. 

•	 Government reforms of public sector pensions have been 
trivial and have not addressed the underlying problems.

•	 When public sector pension promises are made, they should 
be costed explicitly and properly funded using index-linked 
gilts. 

•	 The government should charge public sector employers 
(NHS trusts, schools, police authorities, etc.) the full cost of 
providing their employees’ pensions. Employers would then 
be free to negotiate with employees new pay packages that 
involved less pension provision and higher salaries. Public 
sector employees may well welcome this. 


