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Synopsis: The Policy Exchange think tank’s set of proposals for the forthcoming
Budget, which adopt a radically different approach from the likes of the IFS and
Resolution Foundation.

Date published: 23.10.2025

Policy Exchange is a right of centre think tank founded in 2002 with Michael Gove
as its first Chairman. It has just published the sixth part of its Policy Programme for
Prosperity, entitled ‘Beyond Our Means'.

While the new paper is not as explicitly a Budget primer as the recent works from
the Institute of Fiscal Studies (IFS), Demos and Resolution Foundation, it does set
out a range of proposed spending cuts that it reckons would produce £115bn a
year savings by 2030.

Although it is extremely unlikely Rachel Reeves will adopt any of these proposals in
full, diluted versions of some of the Policy Exchange ideas listed below might
emerge on 26 November...

1. State pension reform (£22.5 billion savings by 2030). Freeze the state
pension for three years, after which increases are limited to CPl inflation.
The state pension age should also be increased to 69 in 2035 and to 70 in
2040, ultimately generating at least an additional £20 billion a year of
savings (in 2024 prices).

2. Means-test pensioner benefits (£3.4 billion). Pensioner benefits that are
not currently means-tested — including free bus passes and prescriptions —
should be means-tested and restricted to only those pensioners in receipt of
pension credit.

Those benefits which are means-tested using a different threshold should
also be restricted to those in receipt of pension credit. Age eligibility should
be harmonised with the state pension age.

3. Welfare (£30 billion). Most working age benefits should also be frozen for
three years and thereafter rise by CPI inflation. Broader systemic reforms on
eligibility should be introduced to begin reducing number of people
claiming out of work benefits and PIP back to their pre-pandemic levels.

4. Healthcare and the NHS (£11 billion). Introduce a small charge for GP
appointments, end national pay bargaining, charge for better hospital
accommodation and make various administrative savings. Policy Exchange
accepts that this will require a complete redesign of the NHS, shifting to a
social insurance system with universal coverage of the sort that exists
elsewhere in Europe.


https://policyexchange.org.uk/
https://policyexchange.org.uk/publication/beyond-our-means/
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Reducing the size and cost of the Civil Service (£2 billion). A 25%
reduction in administrative costs, primarily through reductions in the
number of staff and better deployment of technology.

Public sector pensions (N/A). From 2031, all public sector pensions (other
than for the armed forces) should be moved to a funded defined
contribution basis, with a standardised employer contribution rate of 10%
and a third of the headline savings spent on pay.

On Policy Exchange’s calculations, this move would save £22 billion
annually. However, it would create a short-term increase in public sector
liabilities, due to the need to fund the 10% employer contribution.

Green subsidies (£6 billion). Abolish Great British Energy, end EV and
boiler upgrade subsidies and abolish the public sector decarbonisation
scheme, as part of a slower approach to Net Zero.

International development (£7 billion). Reduce overseas development
assistance to 0.1% of GDP.

Universal infant free school meals (£0.7 billion). Do not extend eligibility
for free school meals in September 2026. End universal entitlement for
infant free school meals and restrict eligibility to children from families with
low income.

Post-18 education (£1.4 billion). Reduce the number of university places
by 30%, with half of the savings to be reinvested into further education and
apprenticeships.

Childcare (£4.8 billion). End ‘free’ childcare scheme and replace it with a
flexible voucher scheme for three-four-year-olds and disadvantaged two-
year-olds. Create a new £1 billion Sure Start programme targeted at the
most vulnerable and disadvantaged.

Special Educational Needs and Disability (SEND) (£6.2 billion).
Education, Health and Care Plans should be restricted to those at special
schools, with schools and local authorities given greater flexibility to meet
identified need. The system should transition from the current demand-led
model to a budget-led model based on the locally available resources.

Small boats and asylum (£3 billion). Halve spending annually on asylum
hotels and associated costs.

Housing benefit (£11 billion). Reduce the housing benefit bill by just under
a third, by tightening eligibility and by reducing the level at which Local
Housing Allowance rates are set.

Barnett consequentials (£5.8 billion). Barnett consequentials are to be
applied to savings in devolved areas, including childcare, SEND, healthcare
and the NHS, free school meals, agricultural subsidies, some welfare
reforms and pensioner benefits.
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Summary

Figure 1: Annual Savings by 2030, £ billion (2030 prices)
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Source: Policy Exchange analysis

Comment

The Policy Exchange paper is not a prescription which the current Government
would swallow, but it does provide an interesting illustration of what might
eventually emerge in a Conservative or Reform manifesto.
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