Topic 11
The personal life cycle
Learning outcomes
After studying this topic, you will be able to:
■ outline the nature and stages of the personal life cycle and linked key
events; and
■ identify changes in attitude towards risk and responsibility throughout
the personal life cycle.

Introduction
Whatever the ups and downs of the economy or the foreign exchange rate,
and whatever government policies are set, it is where you are in your life
that determines a lot about your finances.
The personal life cycle is similar for everyone, in that we all pass through
the different stages of life from birth to death. The events that happen
during those years, however, are personal to each of us. Even though this
is true, there are a number of things that are likely to happen to most of
us, such as getting a job, learning to drive or getting married or moving in
with a partner. While not everyone chooses these options, the majority of
people in the UK do so.
Two things are, however, certain: we will get an income and we will spend
money. Our income (the amount of money that we receive) and our
expenditure (the amount of money that we spend) will be heavily influenced
by the stage at which we are in our lives, by our choices and by our
circumstances.
Because certain events are more likely to occur at different stages of the
life cycle, it is possible to plan for their financial impact. Leaving home, for
example, is most likely to occur between the ages of 18 and 25, and
retirement at some point after you turn 65. For most people, planning for
a far-distant event can be difficult: when you have just started your first fulltime job, it is hard to think about saving for a retirement that is more than
40 years away.
Your financial decisions are not only affected by how old you are and what
is happening in your life, but also by your attitude towards risk. For
example, do you want to buy shares in a company, risking the loss of all of
your money for the chance to make more of a return than you can get from
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a savings account? Your willingness to take risk changes depending on
various factors, such as getting older, having children or supporting others
financially. This is because the consequences of something going wrong
also change. If you are young and single, then you may feel able to bounce
back from any financial loss, because you have only yourself to worry about.
If you have children, you may feel more nervous about taking risks, because
you know that your family will suffer if you lose a lot of money. If you are
older, you may worry that you will not be able to bounce back so easily,
because you have few working years left in which to rebuild your savings.
These are some of the challenges of personal financial planning: to manage
your money for a range of events that will happen in the future – and for
some that may never happen.

11.1 The stages of the personal life cycle
The personal life cycle is made up of different life stages through which we
pass. These are usually described as:
■ birth and infanthood;
■ childhood (up to 12 years of age);
■ teenager (age 13–19);
■ young adulthood (age 18–25);
■ mature adulthood (age 26–40);
■ middle age (age 41–54) to late middle age (age 55–65);
■ old age / retirement (age 65 onwards); and
■ death.

UK population
The UK conducts a census – a detailed survey to find out
about the population – once every ten years. The 2011
Census showed that:
■ the population of the UK was 63.2 million (31 million men
and 32.2 million women);
■ 17.6% were aged 0–14;
■ 66.0% were aged 15–64; and
■ 16.4% were aged over 65.
(Source: ONS, 2012)
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Figure 11.1 Age of the UK population
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Source: ONS (2012)
The life stages mark different age groups and legal points in
our lives. You are legally a child, for example, until you
reach the age of 18 and there are some financial
actions that you cannot take until you are an adult,
such as borrowing money (Money Advice Service,
undated). Also, you cannot get a full-time job
until you are aged 18, until which age you
must be in some form of full-time education,
apprenticeship or traineeship. You are the
financial responsibility of your parents or
carers until at least that age. Depending on
your circumstances, you might not leave
home until you are in your 20s.
The specific age ranges for the different life
stages are more difficult to define as a person
becomes older, particularly given that ‘old
age’ does not mean nowadays what it used to
mean. These days, more people are living and
being active for longer than used to be the case
(see Topic 9 for more discussion of the ageing
population). This is having an impact on how older
people plan to pay for their retirement.
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Figure 11.2 illustrates the stages of the life cycle, with likely sources of
income and possible expenditure.
Figure 11.2 The life cycle
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Events in each life stage differ for every person. The examples shown in
Figure 11.2 are only one way in which life could take a person. Everyone
makes different decisions at different times, depending on their personal
circumstances:
I decided to get married earlier than my friends did.

My partner and I had children before we got married.

I’m single and don’t plan to get married.

My partner and I are civil partners.

Despite the differences between individuals, certain life events are more likely
at certain stages, for example you are more likely to get your first full-time
job and leave home when you are a young adult. At each life stage, the likely
patterns of your income, spending, charitable giving, saving and borrowing
change, as do your financial responsibilities for yourself and others.

Did you know?
Average ages for life events
The age at which life events happen is changing. Table 11.1
illustrates some of the differences between now and some
40 years ago.

Table 11.1 Life events

Life event

Then

Now

Get married

In 1970, groom, 27.2 years
old; bride, 24.7 years old

Groom, 36.2 years old;
bride, 33.6 years old

When you
In 1971, 47% of babies born
have children in England and Wales had
mothers who were under
25 years old

Now, 25% of babies
have mothers under
25 years old

Life
expectancy

Men, 77.8 years;
women, 81.9 years

In 1970, men, 68.7 years;
women, 75 years

Source: McCarthy (2010)
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11.1.1 Income differences during the life cycle
We all have different levels of income over time. When we are young adults,
we are likely to earn less than mature adults do, because we have less
experience. The type of job that we do also affects how much we earn over
time. Part of the reason for this is that there are different career structures.
! A non-professional career (such as a job as a waiter), in which you might

get paid an hourly wage, has a flat pay structure. It starts off with quite a
low income and does not increase very much over time, unless you are
promoted to a supervisor or manager role.
In a professional career structure, such as teaching, nursing, accountancy
and the law, the starting salary can be reasonably high and tends to increase
over time. People may study for qualifications for years before they start
these careers.
Figure 11.3 offers a comparison of professional and non-professional pay
structures.

Figure 11.3! Comparison
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Although Figure 11.3 is greatly simplified, the main point illustrated is that
professional careers have a relatively high and steady income increase,
while non-professional careers are more likely to have a lower income and
to be more uncertain.
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Your income over time is important for two reasons, as follows.
■ It affects your ability to pay for certain goods and services. Suppose that
someone earns a relatively low income that is unlikely to increase: any
sudden and unexpected increases in costs (such as energy or food bills)
will be difficult for them to afford. People who earn more money and are
likely to get bigger pay rises will be able to afford rising costs more
easily.
■ It affects your ability to plan for financial events over the course of your
life. If your income is uncertain, it is difficult to know how much money you
will have in the future, when life events such as having children may occur.
Although our income will generally go up over the course of our lives, there
can also be times during which it may go down. We may be made redundant
(when a job that we are doing is no longer required), for example. This can
happen when employers need fewer staff during an economic downturn
(see Topic 9) or when organisations merge or are taken over.
It is the same scenario with pensions. Most people expect that their income
will go down when they retire. Knowing what that income will be helps us
to make financial plans for that time of life. This will involve saving, buying
insurance or investing for the future, and planning for the different types
of spending that we may need in retirement.
The government plays a role in how much income we have over the course
of our lives through the employment laws that it passes (in relation to the
National Minimum or Living Wage, for example, and workplace pensions) and
the benefits that it pays (such as Jobseeker’s Allowance and Income Support).

Jacob Baker’s career plans
Jacob
When I leave university, I hope to get a job in
computers. I’d like to be a software architect in
the future, so I’m looking for a company in
which I can start as a junior programmer and
work my way up. If I can’t get a promotion after
a few years, I may need to change jobs to get
more experience. My aim is to have a good
enough salary when I’m in my 30s so that I can
afford to buy a home of my own.
My partner and I will probably get married at
some point, but I don’t know when. We will
move in together first and rent a flat.
I want to save towards the future, although I’m
not sure when I’ll do what. The way I see it,
anything I can save now will come in useful later.
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The type of jobs that people do changes over time. The numbers of people
in different occupations also change. During a lifetime, an individual may
therefore change the type of work that they do and this may impact on the
income that they earn. The main reasons why people change their job types
include economic growth, consumer behaviour, demographics and
technology.
Economic growth means that people have more money to spend on goods
and services, and so businesses need more staff to meet demand. For
example, one of the industries that benefit from economic growth is travel,
with British people making day trips and staying overnight
within the UK. According to Visit England (no date),
more than £20 billion is spent by British people
on this type of travel in one year. This
generates jobs in businesses that offer
accommodation,
food,
attractions,
activities, and related goods and
services.
Consumer behaviour also has a big
impact on the jobs available.
‘Consumer behaviour’ refers to
what people want to buy and the
ways in which they want to buy it.
For example, coffee shops are very
popular, with one in five coffee
drinkers visiting one every day.
There are now an estimated 16,500
coffee shops in the UK, making sales
of around £6.2 billion (FDIN, 2014).
The growth of coffee shops makes
them one of the most successful
sectors in the economy. All of these
coffee shops need staff, and the
businesses that supply them also need
enough employees to meet demand.
The changes in demographics that we discussed in
Topic 9 increase the need for certain types of job. For
example, when more children are born, more teachers are
needed, and as the population ages, there is a greater need for healthcare
workers and retirement home staff. Another impact of the ageing
population is that, as older workers retire, organisations need to recruit
younger staff to do their jobs.
Technology affects the types of job that are available and the skills that
staff need, for example the growth of company websites pushes up the
demand for web page designers, graphics artists and programmers.
Technology is the driving force behind many of the new types of job
available.

8
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Did you know?
Jobs change over time
The following are ten jobs that did not exist 20 years ago:
■ app developer;
■ social media
co-ordinator;
■ sustainability
expert;
■ offshore wind
farm engineer;
■ Zumba teacher;
■ digital marketing
specialist;
■ data protection
officer;
■ online trader;
■ solar panel sales
person; and
■ YouTube
blogger.
(Source: King, 2013)

The way in which people work also changes over time. About 15% of the
working population are now self-employed, including taxi drivers,
carpenters and joiners, and people who work in accommodation and food
services, finance and insurance, scientific roles, arts and entertainment
(ONS, 2014). People who are self-employed are more likely to have an
irregular income, and so need to plan their finances carefully to smooth out
the ‘peaks’ and ‘troughs’.
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Case study: Richard Baker’s income
Richard
Being a self-employed potter means that
I’m never sure what my income for the
next month will be. Some months, I earn
more than others. I exhibit at craft shows
during
the
summer
and
before
Christmas, for example, and I usually sell
well at these events and get some orders.
I’ve worked out that my average income
is £2,000 a month, so I keep my
expenses down to £1,500 a month if I
can. I try to keep three months’ income
(£6,000) in savings, so that I can top up
my income if I need to. This means
putting money into my savings when I
have really good months.
Saving for large-value items, such as a
new car [see Topic 8], is tricky, but I plan
ahead as much as possible. My monthly
expenses include paying into a personal
pension, for example, so that I’ll have an
income in retirement to add to my State
Pension.

11.1.2 Spending differences during the life cycle
Particular life events involve spending money, such as moving into a rented
flat or celebrating a wedding or civil partnership. Some events are more
predictable or more likely to happen than others. Retirement, for example,
is an event that we all expect to reach at some point in our lives and we can
plan for it in different ways. Buying a house is another example of
something for which many of us save.
However, some life events can happen without warning and can mean that
your finances may have to change in a way that you had not planned. If
someone were to have an unplanned pregnancy or lose their job, for
example, their disposable income will fall, either because they need to
spend more than they had planned or because they have lost their income.
Look again at Figure 11.2. It shows some of the main expenditure that you
will face at different times of your life. Some of it you will save for (such as
buying a car, or going on holiday, or putting a deposit on a house), while
you will have to buy other larger items on credit, ie by borrowing from a
lender (such as a mortgage for a house). Even if you do not pay for
something up-front, such as your house, your expenses will still go up,

10
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because you will have to make a monthly repayment on the money that you
borrow. The more you can try to predict the kinds of things on which you
are likely to spend money, the easier it will be to plan for those expenses.
What you spend your money on also changes significantly over your lifetime.
■ Children buy toys, sweets or other items of small value with their pocket
money or birthday money.
■ Working-age adults buy necessities, such as food, but may also make
large purchases, such as a car or house, may have children, or may move
in with a partner, get married or enter into a civil partnership.
■ Those in old age or retirement might have to plan for moving into a
retirement home, getting a home help, paying for medical bills (if they
want to get private medical care), and also saving for their leisure time
and holidays.
At each of these stages, you also have a different level of income. Even
though you may have no income in childhood or a low income in old age,
you still have expenses. Young people these days are also staying in formal
education for longer and often relying on family to support them, putting
an added strain on the finances of their parents or carers in the mid or later
parts of the life cycle.

Daniel and Sue Baker’s finances
Daniel and Sue are both in the middle to late age
group. As well as paying for their own expenses,
they are helping their son
Jacob to pay his expenses at
university
and
helping
Daniel’s parents, Philippe
and Lisa, with their expenses
as often as possible.
Sue and Daniel have decided
not to go on a family holiday
this year, so that they can
save and will be able to give
more money to the older and
younger generations. They
are planning some day trips
instead of travelling away.
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11.2 Planning for an uncertain future
So how can you make financial plans in life, when you cannot know what
will happen and when your income is likely to change? Although there is a
level of uncertainty, you can make some predictions based around what
might happen in life and what probably will happen.
Table 11.2 lists a range of things that might happen or that probably will
happen in a person’s life. The list will be different for each individual. For
example, a serious illness might happen – but is more likely to happen if
you have a history of such an illness in your family, which means that you
can plan for some loss of income in case it happens to you.

Table 11.2 Possible and likely events in a person’s life

Might happen in your life …

Will probably happen in your life …

You might suffer a serious
illness

You are likely to rent or buy a home
of your own

You might invent a product
that everyone wants

You are likely to buy a car

You might move overseas

You are likely to get married or enter
into a civil partnership

You might lose your job

You are likely to have children

You might get divorced

You are likely to retire

You might win the lottery

You are likely to look after an elderly
parent

Even the ‘will probably happen’ list has elements of uncertainty. For
example, you might think that you will probably have children, but you are
unlikely to know when that will happen. We will definitely all die one day,
but when it happens – and what the financial impact will be on our family
and dependants – is also uncertain. We make plans according to the
probability (likelihood) of these things happening. Some of the things in
Table 11.2 are also dependent on some of the others: your chance of
divorce is zero if you never actually get married in the first place!
So you can make financial plans based on predicting the amount of income
that you could earn (considering your job type and opportunities for
increases in income) and what big expenses are likely to happen in your
life.

12
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Questions from financial advisers: ‘know your
customer’
Despite events being difficult to predict, certain events in our
lives are more likely at different life stages. Financial advisers
can help you to plan how to pay for them. They ask you about
your current financial situation, the needs for which you must
pay now and what you want to be able to afford in the future.
They also ask you about life events for which you want to plan.
The following are some of the questions that advisers ask.
■ Do you want to have children?
■ If so, how many?
■ Do you plan to send them to private or public school?
■ Are you saving so that your children can go to university?
■ Do you have any current debt?
■ What is your current income?
■ What is your job?
■ What are the opportunities for promotion within your job?
These questions relate to the life events that we all need to
consider when planning our finances.

Discuss
Single parents
Of all UK families with dependent
children, 25% are lone parents
(Gingerbread, 2016). This means
that there are nearly 2 million lone
parents, 90% of whom are women.
Of these lone parents, 49% were
married when they had their
children and the average age of a
single parent is 38 years.
■ Why do you think that so many families have only one
parent?
■ What are the financial consequences for the lone parent?
■ Do you think that being married when you have children
matters these days?
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Figure 11.4 does not show what happens when a particular unplanned event
occurs; but Figure 11.5 shows what could happen if an emergency were to
happen. The example is an event that is rare, but it is one against which
people can protect themselves: the financial consequences of their home
burning down.
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have a
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% were% to burn
% down,
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%
sudden increase in expenditure – as illustrated by the
bulge in Figure 11.5. You would need to find
somewhere else to live while your house was
being repaired and you would need to replace
your belongings. When there is a sudden
increase in one area of expenditure (or a
decrease in income), you have to find money
from somewhere. This is one of the reasons
why people pay for insurance.
An insurance policy is a way of protecting
yourself from the financial costs of a risk
happening. In this example, the risk is your
house burning down. With an insurance
policy, you pay a sum of money called a
‘premium’ (usually paid monthly) to an
insurance company. If the risk event occurs, the
insurance company pays you money. In this
example, the right insurance policy would pay to
replace and / or repair your house and its contents.
Buying insurance is a way to plan and be prepared for
these situations.
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Did you know?
Types of insurance
There are many different types of insurance, which are used
to offer financial protection against possible events, including:
■ contents insurance, which covers accidental damage to,
or theft of, items in your home;
■ buildings insurance, which covers certain types of
damage to your home;
■ health insurance, which covers a range of treatments
from a private healthcare provider; and
■ car insurance, which is a legal requirement and covers
damage to another person or their vehicle in the course
of a crash (as a minimum), and damage to your own
vehicle or person (as an optional expense).
The buildings insurance that you have to take out when you buy a house
will cover some of the major rebuilding expenses that would result from a
house fire. However, the insurance company decides on how much money
to provide, based on its own assessment of the damage, and this may not
cover all repair costs. This means that although insurance can lessen the
financial burden of some of life’s major unexpected events, it is likely that
you will still have some unforeseen expenses.
Saving, investing and taking out insurance are all ways of preparing for
financial outlays. The aim will be to move the ‘expenditure’ line in Figure
11.5 to below the level of income. Although it is not always possible to do
this, good financial planning aims to keep the level of expenditure under
the level of income.

Discuss
■ Which of your belongings would you want to replace if
there were a fire in your home?
■ How much money would you need to replace them?

Setting priorities is a major part of financial planning over the life cycle, and
what you are saving for changes over the course of your life. It might be
that the young adult group are more likely to be saving for a house than
for retirement, because it is higher on their priority list, for example. The
closer we get to retirement, the more likely we are to begin saving for it.
This is because it becomes easier to see what our retirement income will
be like and how much money we are going to need.

16
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11.2.2 Changing attitudes towards risk and responsibility
There are many different kinds of risk – physical, emotional, financial – and
the younger you are, the more risks you are likely to feel comfortable
taking.
For example, the little boy who wants to see what it is like to fly might be
tempted to jump off a high wall regardless of the hard ground below. Young
people may drive with less care than older drivers, because they focus on
getting somewhere quickly or having fun. Older people have more
experience of what can happen in accidents and are therefore more aware
of the dangers.
Most of the risks taken by young people are the result of their lack of
experience: they have not experienced a downside, so they can see only
the upside. When people can see the downside and they understand the
risk, it becomes a ‘measured risk’.
Some of this physical risk is measurable in financial terms. For example,
car insurance is much more expensive for young people and for first-time
drivers, because of their lack of experience. Statistics show that young
drivers are more likely to have an accident.

Case study: Jacob’s new car
Jacob
My parents helped me to buy a secondhand car, to allow me to get between
work and university more quickly. But I
wasn’t counting on the insurance being
so high.
I asked someone to explain why the
insurance is so much, and they said it’s
because I’m a young, new driver and
therefore at a bigger risk of crashing.
But I disagree – I’m a careful driver!

Did you know?
Crashes on the road are the biggest single killer of young
people – both in the UK and worldwide. One in four drivers
aged 18 to 24 is involved in a crash within two years of
passing their driving test (Brake, undated).
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Discuss
Given the statistics – which support the idea that young
drivers take greater risks on the road – do you agree with
providers charging more to insure young drivers?

Attitudes towards risk also impact on financial planning and values. Some
people are happy to put their money into an investment product that could
give them a large return or lose them all their money, for example buying
shares in a company and other investments that involve the stock market
(on which shares are bought and sold).
Attitudes towards risk are also likely to change when you have dependants
(ie a child or other person who depends on you), because risks going bad
can have a greater impact. If you lose a lot of money when you have children
to support, then you are harming their lives as well as your own.
Certain age groups are more likely to avoid taking risks (known as being
‘risk-averse’). For example, someone who is nearing retirement may not
want to risk all of their savings on an uncertain investment. If the
investment were to lose money, then they could lose their retirement
savings at a time when they will not easily be able to get another job. There
is therefore less appetite for risk as people get older, and the older age
group will often put money into safer options, such as savings accounts.

Summary
Finally, we can recap what we have learned in this topic.
■ As our lives change, so do our financial needs and wants. Each life stage
brings with it its own issues relating to income and expenditure, and
these can influence our personal financial planning. People find it much
easier to plan for the short term, so whatever needs are most immediate
tend to get dealt with first.
■ We make priorities about where is the best place to use our money. These
priorities also change as we move through the life cycle and our
circumstances change. Although you may not be thinking about saving
for a house now, there may come a time when you want to buy a property
– and what you can buy will depend on how much money you have.
■ Although it can be difficult to predict what will happen in our lives and
what we will need money for, there are events that are more likely at
different life stages, and we should take these into account in our
financial planning.
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Thinking points
■ Should the government make rules about how much
money people should save?
■ Should insurance companies be able to set different
prices for different age groups? Or is that simply age
discrimination?
■ How do insurance companies decide how much money to
pay out for a claim?
■ What are the biggest purchases or expenses that you are
likely to make in your lifetime? How do you think you will
pay for them?

Key terms
Consequences – the outcome or result of a given event or action.
Dependant – a child or other person who is financially dependent on you.
Expenditure – money that you spend.
Flat pay structure – income that does not increase by very much over
time and which can remain relatively stable.
Income – money that you receive.
Insurance – a system in which you regularly pay a company a particular
amount of money, in return for which the company agrees to provide
compensation for any loss or damage of possessions or property, or
expenses as a result of illness or death.
Life cycle – the age stages through which people pass.
Life expectancy – the average number of years for which a person is
expected to live.
Non-professional career – a career in which the worker is usually paid
hourly wages and for which they may not require any specific training.
Premium – a sum of money paid to an insurance company, usually
monthly, so that the company will provide financial cover if a risk happens.
Probability – the likelihood of an event happening.
Professional career – a career in which the worker is usually a graduate
(ie has a university degree) or has been trained for the job, and for which
they are usually paid a monthly salary.
Redundancy – the loss of a job when it is removed from the employment
structure of an organisation.
Risk – a situation involving a threat or danger.
Risk-averse – a characteristic describing someone who prefers not to
take risks.
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