
 

HC 1068-II  
Published on 22 July 2006 

by authority of the House of Commons 
London: The Stationery Office Limited 

House of Commons 

Work and Pensions Committee  

Pension Reform  

Fourth Report of Session 2005–06  

Volume II  

Oral and written evidence   

Ordered by The House of Commons 
to be printed 13 July 2006  
 

£32.00   



 

 

The Work and Pensions Committee  

The Work and Pensions Committee is appointed by the House of Commons to 
examine the expenditure, administration, and policy of the Department for 
Work and Pensions and its associated public bodies. 

Current membership 

Terry Rooney MP (Labour, Bradford) (Chairman) 
Anne Begg MP (Labour, Aberdeen South) 
Harry Cohen MP (Labour, Leyton and Wanstead) 
Philip Dunne MP (Conservative, Ludlow) 
Natascha Engel MP (Labour, North East Derbyshire) 
Michael Jabez Foster MP (Labour, Hastings and Rye) 
Justine Greening MP (Conservative, Putney) 
Joan Humble MP (Labour, Blackpool North and Fleetwood) 
Greg Mulholland MP (Liberal Democrat, Leeds North West) 
John Penrose MP (Conservative, Weston-Super-Mare) 
Jenny Willott MP (Liberal Democrat, Cardiff Central) 

Powers 

The Committee is one of the departmental select committees, the powers of 
which are set out in House of Commons Standing Orders, principally in SO No 
152. These are available on the Internet via www.parliament.uk. 

Publications 

The Reports and evidence of the Committee are published by The Stationery 
Office by Order of the House. All publications of the Committee (including press 
notices) are on the Internet at  
www.parliament.uk/parliamentary_committees/work_and_pensions_committee.c
fm. A list of Reports of the Committee in the present Parliament is at the back of 
this volume. 

Committee staff 

The current staff of the Committee are Sarah Davies (Clerk), Gosia McBride 
(Second Clerk), Maxine Hill and Djuna Thurley (Committee Specialists), Luke 
Robinson (Committee Media Advisor), Louise Whitley (Committee Assistant), 
Sarah Verrinder (Committee Secretary) and John Kittle (Senior Office Clerk).  

Contacts 

All correspondence should be addressed to the Clerks of the Work and Pensions 
Committee, House of Commons, 7 Millbank, London SW1P 3JA. The telephone 
number for general enquiries is 020 7219 5833; the Committee’s email address is 
workpencom@parliament.uk. 

 
 
 
 



 

 

Witnesses 

Monday 24 April 2006 Page 

Ms Alison O’Connell, Director, Pensions Policy Institute, and Professor David Miles, 
Managing Director and Chief UK Economist at Morgan Stanley and visiting Professor of 
Financial Economics, Imperial College, University of London Ev 1
Professor Nicholas Barr, Professor of Public Economics, London School of Economics, 
and Professor Philip Davis, Professor of Finance and Economics, Brunel Business 
School Ev 13
 
Wednesday 3 May 2006 

Ms Sally West, Policy Manager for the Income, Consumer and Housing Team, Age 
Concern, Mr Mervyn Kohler, Head of Public Affairs, Help the Aged, and Ms Christina 
Barnes, Pension Policy Manager Equal Opportunities Commission Ev 24
Rt Hon Frank Field MP, Chairman of the Pensions Reform Group, and Mr Howard 
Reed, Director of Research, Institute of Public Policy Research (IPPR) Ev 34
 
Wednesday 17 May 2006 

Ms Deborah Cooper, Actuarial Profession, and Mr Adrian Waddingham, Association 
of Consulting Actuaries Ev 43
Mr Richard Willets, Actuarial Profession, and Professor Carol Jagger, Leicester 
Nuffield Research Unit Ev 51
 
Wednesday 7 June 2006 

Rt Hon John Hutton MP, Secretary of State for Work and Pensions Ev 59
 
Monday 12 June 2006 

Ms Kay Carberry, Assistant General Secretary, Mr Nigel Stanley, Head of Campaigns 
and Communications, and Ms Michelle Lewis, Pensions Officer, TUC Ev 79
Mr David Yeandle, Deputy Director of Employment Policy, EEF, the manufacturers’ 
association; Ms Susan Anderson, Director of Human Resources Policy, CBI; and Mr 
Mike Cherry, National Spokesperson, Federation of Small Businesses Ev 87
 

Monday 19 June 2006 

Ms Christine Farnish, Chief Executive, National Association of Pension Funds; Mr 
Stephen Haddrill, Director General, Association of British Insurers; and Mr Richard 
Saunders, Chief Executive, Investment Management Association Ev 100
Ms Teresa Perchard, Director of Policy, Citizens Advice, and Mr Doug Taylor, 
Personal Finance Campaign Team Leader Ev 111
 



 

 

List of written evidence 

John Grieve Smith Ev 122 

Equal Opportunities Commission Ev 123 

Equal Opportunities Commission (following the publication of the Pensions 

 White Paper) Ev 131 

National Pensioners Convention Ev 135 

Pensions Reform Group Ev 142 

British Australian Pensioner Association Inc Ev 144 

British Australian Pensioner Association Inc (following the publication of  

the Pensions White Paper) Ev 150 

Which? Ev 151 

Help the Aged Ev 163 

Help the Aged (following the publication of the Pensions White Paper) Ev 167 

Society of Pension Consultants Ev 169 

Counsel and Care Ev 172 

Tomorrow’s Company Ev 173 

Carers UK Ev 186 

Croydon Retired People’s Campaign Ev 189 

Croydon Retired People’s Campaign (following the publication of  

the Pensions White Paper) Ev 190 

Standard Life Assurance Ev 190 

TUC Ev 196 

W M Fraser Ev 201 

W M Fraser Ev 202 

Virgin Money Ev 203 

EEF Ev 207 

Independent Pensions Research Group/ Northern Pensions Research Group Ev 211 

Bradford and Bingley Ev 215 

British Bankers’ Association Ev 217 

Fidelity International Ev 220 

Royal London Group Ev 222 

J P Morgan Ev 224 

Association of British Insurers Ev 226 

Association of British Insurers (following the publication of the Pensions  

White Paper) Ev 229 

Investment Management Association Ev 232 

Investment Management Association (following the publication of  

the Pensions White Paper) Ev 234 

Norwich Union Ev 238 

Norwich Union (following the publication of the Pensions White Paper) Ev 243 

Social Market Foundation Ev 246 

National Heart Forum Ev 250 

Citizens Advice Ev 253 



 

 

Actuarial Profession Ev 265 

B&CE Benefit Schemes Ev 268 

Resolution Foundation Ev 271 

UK Social Investment Forum Ev 275 

UK Social Investment Forum(following the publication of  

the Pensions White Paper) Ev 276 

Scottish Widows Ev 276 

Scottish Widows (following the publication of the Pensions White Paper) Ev 278 

Institute for Public Policy Research Ev 280 

Royal College of Nursing Ev 285 

National Assembly of Women Ev 287 

UNITE Ev 289 

UNITE (following the publication of the Pensions White Paper) Ev 293 

National Association of Pension Funds Ev 295 

Age Concern England Ev 316 

Age Concern England (following the publication of the Pensions White Paper) Ev 325 

Public and Commercial Services Union Ev 328 

Chartered Institute of Personnel and Development (CIPD) Ev 337 

Re-connect Retired Members Association Ev 340 

Tony Lynes Ev 344 

Tony Lynes (following the publication of the Pensions White Paper) Ev 351 

Federation of Small Businesses Ev 353 

CBI Ev 354 

Department for Work and Pensions Ev 364 

Department for Work and Pensions (following oral evidence) Ev 374 

Forum of Private Business Ev 383 

Pensions Policy Institute Ev 389 

Pensions Policy Institute (following oral evidence) Ev 402 

National Institute of Economic and Social Research (following PPI’s oral evidence) Ev 405 

Pensions Policy Institute Ev 405 

Intelligent Money Ev 413 

NASUWT Ev 416 

Occupational Pensioners’ Alliance (following the publication of the Pensions  

White Paper) Ev 418 

Harry Shutt (following the publication of the Pensions White Paper) Ev 418 

John Hunt (following the publication of the Pensions White Paper) Ev 419 

History and Policy (following the publication of the Pensions White Paper) Ev 421 

Ronnie Sloan Ev 425 

Brenda Lecand-Harwood Ev 425 

Ian Hopkin Ev 431 

Swedish Orange Envelope Ev 432 

You & Yours Ev 437 

Mayor of London Ev 443 

 





3367123001 Page Type [SO] 17-07-06 14:08:18 Pag Table: COENEW PPSysB Unit: PAG1

Work and Pensions Committee: Evidence Ev 1

Oral evidence

Taken before the Work and Pensions Committee

on Monday 24 April 2006

Members present:

Mr Terry Rooney, in the Chair

Miss Anne Begg Justine Greening
Harry Cohen Mrs Joan Humble
Mr Philip Dunne John Penrose
Natascha Engel Jenny Willott
Michael Jabez Foster

Memorandum submitted by Pensions Policy Institute Ev 383–405

Witnesses: Ms Alison O’Connell, Director of the Pensions Policy Institute; and Professor David Miles,
Managing Director and Chief UK Economist at Morgan Stanley and visiting Professor of Financial
Economics, Imperial College, University of London; gave evidence.

Q1 Chairman: Good afternoon, and welcome the reception the Report has had, what do you see as
the key obstacles to getting consensus and betweeneverybody to this the first evidence session of our

Pensions Reform inquiry; a particular welcome to whom do you think there should be consensus?
Alison and Professor Miles. If I can kick oV, do you Ms O’Connell: Obviously within the Government
feel the Pensions Commission got it broadly right in would be good, also the political parties more
terms of their proposed framework of reform? generally so that future governments will keep and
Professor Miles: I do. I think they have done a very sustain any pensions solution over the longer term.
impressive job, both in analysing the current I think the particular concerns are the ones I gave in
situation and the problems with the continuation of the previous answer really, around the complexity of
the current regime and in outlining a coherent the system and the particular impact that the very
package of changes which I think will address some complicated proposals will have.
of the real problems we have. Personally, although I Professor Miles: I think the key element of
agree with the majority of the recommendations in consensus is one to which Alison just alluded
the Report, there are some areas where I think the namely, consensus with future decision-makers, and
analysis was not wholly convincing, and I am sure with future generations. What one wants is a system
we will come on to those in due course. But as an which can endure in a way which has not been true
overall analysis of where we are, and as a set of of past regimes, where there have been so many
recommendations I think it is a very impressive piece changes, which makes it so diYcult for people to
of work. plan ahead. Many of our problems, I think, with
Ms O’Connell: I think that the overall construct of pensions stem from the uncertainty people have
the proposal is very much in line with that of about what the regime will be even 3 or 4 years
practically every other pensions expert, that we ahead, let alone 15, 20 or 25 years ahead, which is the
should have a simpler system, a better state pension horizon over which really people need to plan. But it
and less means-testing, but—and it is quite a big is diYcult to assess the degree of consensus with
‘but’—the proposed solution that the Pensions unborn generations and future generations of
Commission put forward actually is very politicians. Yet that is more important probably
complicated, which raises a lot of problems for than the degree of consensus between a group of
whether it is going to be sustainable over the very pensions experts today.
long transition period that the Commission
envisage. There is still a very high degree of means-

Q3 Chairman: Probably most of the changes, Itesting left in the system and, like David, we have
would say, over the last 25 years, generally have beensome concerns about the analysis, particularly about
to the detriment of the individual. To what extentthe distributional impact and the cost of the
could education change that, so that even if peopleproposals, also quite a lot of issues, which perhaps
were made worse oV at least they would know whywe will get on to, about the NPSS and tax incentives
and how they were made worse oV? Do you thinkas well.
there is any role for that?
Ms O’Connell: Improving the financial education of
individuals; yes, clearly there is room to do a lot
better, in terms of giving individuals more
information and helping them to make financialQ2 Chairman: The Pensions Commission laid great
decisions in a more informed way, but it is veryemphasis on the importance of consensus, without

actually defining consensus amongst whom. Given diYcult to find evidence that spending a lot more on
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financial education will lead to better decisions. In is a good proposal, because it should help and be the
most practical way of helping people in thatother words, people will always make what appears

to be the economically irrational decision because situation. I think the problem is seeing that the
pensions system cannot really be where you sort outfinancial decisions are made for a whole host of

psychological and seemingly irrational reasons. this problem, there has to be a continued focus on
tackling health inequalities, which is really at theWhile improving financial education would clearly

be a good thing, it is very diYcult to say how far root of the problem.Given the fact that there is some
socio-economic gap in life expectancy, albeit that weactually that would improve outcomes.
do not know exactly how much or how much it willProfessor Miles: I am a bit more optimistic than
be in future, I think the Pensions Commissionthat, and I did not used to be. Part of the reason for
proposals, as a package, met that concern as well asbecoming more optimistic is some of the initiatives
any pensions system ever could.that the Financial Services Authority are taking a

lead with. The Financial Services Authority are Professor Miles: I agree with what Alison has just
said. I think there is an overpowering logic to linkingtaking the lead on enhancing financial capability in

the UK and are putting quite a lot of resources into the state pension age in some way to future
movements in life expectancy. There may even be anit. One of the things they have done over the last six

months or so, is on their website try to give people advantage in linking it in a somewhat mechanistic
way, which would avoid the problem oftools for making decisions. On of their website is

called ‘mortgages laid bare’, which tries to cut governments then needing to do something which is
always unpopular, which is, at a particular point, tothrough most of the jargon and give people the kind

of information that they need to make decisions say “Well, we’re now going to change the rules a bit
so that, so many years down the road, you need toabout mortgages. The number of people who have

hit these website is astonishing. I think I am right in work an extra year before you get the state pension.”
Having a quasi-independent body play a role, notsaying that within the first few months 500,000

people have hit the FSA website, a far greater dissimilar perhaps from the Monetary Policy
Committee on interest rate-setting, I think can benumber than people thought in the FSA. I am more

optimistic about the ability of a concerted eVort by rather helpful. I agree that it is rather a sensible
strategy to have an element of means-testing, maybethe public sector- and I think of the FSA as part of

the public sector- to improve financial literacy in even extend means-testing to some extent, to allow
those who have really very low resources short of thethe UK.
age at which they will get the state pension to receive
some benefits. One way of doing that is to have the

Q4 Chairman: Obviously, one of the most Guarantee Credit available from an age
controversial aspects of Turner is the prospect of an considerably earlier than the state pension age. That
increased state retirement age. How do you think seems tome to be an example of goodmeans-testing.
those concerns can be best addressed and do you As a general comment, I think that much of the
think that any increase should be linked to the popular discussion about means-testing is slightly
increased life span of those with the shortest lives, if misleading. I am sure it is something we may come
you like, the lower socio-economic groups; do you back to later. I think there is a tendency for people to
think it should be linked to that or to society in consider means-testing as self-evidently an evil and a
general? bad thing, and to some extent I think the Pensions
Ms O’Connell: The logic of raising state pension age Commission Report falls slightly into that fault, but
is clearly there, when we look at the data on how this is a slightly diVerent issue.
much both the average life expectancy and the life
expectancy of all socio-economic groups has

Q5 Chairman: There has been much debate aboutimproved over the last decades, let alone the
the costs of the various aspects of Turner, but oneprojected increases in future. I think there is a great
thing the Commission did say was that the upperdeal of agreement with the general principle that
limit they foresaw for state spending was 8% ofstate pension age should go up and in some way
GDP. Do you think that is about right, too low,should be linked to actual increases in life
too high?expectancy. The socio-economic gap is often

exaggerated in concerns about state pension age, Ms O’Connell: I think, firstly, there is a definitional
point. The Pensions Commission looked at thebecause the data we have on it is historic, it is out of

date, it is not good data and it is very easy to create percentage of GDP spent on pensioners, and we
think that the right definition should be thea kind of doom scenario, when actually if we had

better data not on the historic but actually what the percentage of GDP spent on pensions, which means
that the way in which you take account ofsocio-economic gap will be when the change in state

pension age takes eVect in future then it would look, contracting out and tax relief should also be
included. We can leave that for another timeI think, a great deal better. The Pensions

Commission proposed keeping Guarantee Credit perhaps. I think, generally speaking, what the
Pensions Commission was saying was that as theavailable at a few years younger than any state

pension age in future, as a way of meeting the number of pensioners increases, because of
longevity, the percentage of GDP should rise, asconcerns about lower socio-economic groups having

lower life expectancy or worse health outcomes and opposed to what has been Government policy, of
keeping the percentage of GDP spent on pensionsnot being able to work right up to the state pension

age. The PPI proposed this, so naturally we think it constant, which means obviously, with the rising
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number of pensioners, a falling amount spent per countries, where spending has been way higher than
the UK, actually it is moving down slightly. If youpensioner. There are two extremes, really. One is

that you keep the level of spending per pensioner project forward, I think the gap between the two is
likely to be much lower a few years from now thanconstant and as the number of pensioners increases

therefore that means a higher share of GDP; or you it has been, on average, over the last 20 years or so.
say, “No,we’re going to keep the share flat andwe’re
going to raise the state pension age,” in order to Q7 Michael Jabez Foster: I do not want to press you
make sure that for a smaller number of pensioners but why should that be, because their public
they get the same spent on them, on average. The expenditure also has to take account of ageing, just
Pensions Commission proposal is essentially a as ours does?
middle way, so it raises state pension age a bit, to 67 ProfessorMiles: It does, but I think pension reforms
or 68, and then it does not have to increase the share in various countries- I am thinking particularly of
of GDP to what you would have to do in the absence Italy-, is capping some of their spending. I think the
of no changes to state pension age. From the trend in many other continental European countries
numbers we have done on diVerent scenarios and all is to try to cap and bring down pensions spending,
the diVerent definitions, and so on, I think we would partly because their demographics are less
say that the Pensions Commission got it about right. favourable than ours. If my memory is correct, on
Wewould be looking at the higher end of their range OECD projections and UK Government
rather than the lower end of the range, but I think projections, the gap between tax revenue as a
general agreement would have it that somehow the percentage of GDP in the UK and the average for
percentage of GDP on pensions or pensioners has to Europe is shrinking as you look into the future.
go up in future.
Professor Miles: To be honest, I am not sure it is

Q8 Miss Begg: I have got some questions on the rolesensible to try to answer the question “What is the
of the state. The Pensions Commission concludedright percentage of GDP that the state should spend
that the state should concentrate on providing “ason pensions?” because it depends on two things that
generous and as non-means-tested, flat-rateyou have to specify. First, for any given amount that
pensions as possible” rather than attempt to providethe state spends, how much private sector savings is
earnings-related pensions. Do you agree with that?going on. And second what is the distribution of the
Ms O’Connell:We have done a lot of work trying tostate spending. Just to focus in isolation on the
see what pension experts think about this and therequestion “Is 8% the right number?” (or 7%, or 9%), is
is a very strong consensus, we feel, that the prioritynot I think terribly helpful. Another reason I do not
role of the state has to be prettymuch as the Pensionsthink it is terribly helpful is that the appropriate level
Commission said, except that I would add deliverof spending depends on what is happening to other
the basic income with as much certainty and as littlepressures on the state and other levels of spending.
fuss as possible, in other words, at the lowestMy understanding of the current Treasury, or
administrative cost, and with as much certainty ofGovernment, projections of spending is that overall
outcome for the individual. Only the state can dopublic spending currently round about 40% of
this redistribution and give that guarantee ofGDP’s projected to go up to 42 or 43%. Therefore,
poverty prevention, which means a minimum, in thethe overall tax take of the public sector will continue
UK context, of somewhere around 21 to 25% ofto rise from where it is now. That tax take will reach
National Average Earnings, because that is whatclose to 40% of GDP a couple of years from now,
Pension Credit is at the moment, but there wouldagain on the Treasury projections. It may no longer
always be a debate about exactly where that levelbe the case that the UK is a relatively low-tax
falls. What the Pensions Commission go on to say iscountry in Europe, If one starts adding one, or one
that the state should intervene fairly heavily inand a half, or two percentage points to government
second-tier provision, the earnings-relatedspending down the road, that really would take the
provision, and their proposals include actually aUK not into uncharted territory but to levels of
very strong role for government in some type ofpublic spending that are close to as high as they have
earnings-related provision for some time becausebeen outside of war-time. I think there is a real issue
they carry on with S2P for some time. The realhere about the burden of taxation and the overall
debate now is whether or not that is the right model,impact that has on incentives and economic
or whether or not we can go much quicker to adecisions.
simple, single, flat state pension, in other words, to
get the Government out of earnings-related

Q6 Michael Jabez Foster: I am surprised at the provision delivery much quicker than the Pensions
figures you gave, because I understood that France Commission envisaged, still being very interested in
is already at 45%, Sweden is at 53%, or those sorts earnings-related provision through the private
of figures, much, much higher than taxation in this sector and incentivising and enabling, etc. If the
country; why do you say that we are so close? Government intervenes too much in the second tier
Professor Miles: Maybe I should qualify that the problem is often that has been to the detriment
slightly. It was the case, probably four or five years of adequacy in the first tier, and that has tended to
ago, that UK government expenditure and the act in the best interests of higher-income people and
overall tax take of GDP was well beneath the in the worst interests of lower-income people, so
European average. It is still beneath the European there is a real cost-benefit trade-oV in where you

draw the line where the state delivers. If we movedaverage but it is moving up. In some of these other
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quickly to a flat single tier, the outcomes could be better-oV people, who will find that they will receive
more state pension than otherwise they would if youbetter for the people whom probably we are all

worried about most, who are the lower-income stick to a more means-tested system. For these
people the incentives to save and work go in exactlypeople.
the opposite direction. If you do not take account of
the disincentives to save and work amongst theseQ9 Miss Begg: If I can explore that, basically the
people who would otherwise receive much lowerCommission is saying that it would be too risky to
state pensions then it is a very partial analysis. Theremove the Second State Pension because it is the
only really convincing analysis of this I have seenexisting element of earnings-related compulsion
was some work done, I understand, for thewhich presently is in the system. What do you say to
Department for Work and Pensions by Martintheir analysis, that to remove it completely or too
Weale and James Sefton of the National Institute.quickly is very risky at the very time when voluntary
This is a very careful analysis of the pros and cons ofprovision is declining?
increasing substantially flat-rate pensions across theMs O’Connell: There was not an analysis in the
board so as to reduce the number of people onPensions Commission Report of the riskiness, there
means-tested benefit. I think their conclusion is anwas an assertion that it would be risky.Many people
interesting one, and it is this that if you goinvolved in Defined Benefit provision, which is the
substantially down that road you will find, quitetype of provision that they were worried about
likely, that the overall level of pensions savings in thecreating problems for, actually believe that it would
economy may well be lower and the age at whichbe better to move to a single tier quicker and get rid
people retire could also be somewhat lower. This isof contracting out and stop the second tier, etc.
quite contrary to the conventional wisdom thatThere are simply diVerent views on this and the
more means-testing has to mean fewer incentives toPensions Commission analysis did not provide a
save and fewer incentives to work and it is becausecompelling reason for doing that. People involved in
there are these diVerent impacts on people atearnings-related provision actually would say the
diVerent levels of economic resources. My mainopposite, to move as quickly as possible to a single
point of criticism of the Pensions Commissiontier.
Report is that it does sign up too readily, I think, to
this view that the more means-testing there is, the

Q10 Miss Begg: Professor Miles, will you agree that more distortions there are to economic decisions, the
a flat-rate, first-tier pension is absolutely essential less saving will go on, and the less incentive people
for the Government but whether the Government will have to work and save. That is absolutely not
should be involved in a second-tier pension or not? self-evident, and the most convincing piece of
Professor Miles: I think the dominant view is that research on this actually says something quite
increasing the flat-rate pension is a good way of diVerent.
reducing the number of people on means-tested
benefits and that this would be a good thing. I think,

Q11 Miss Begg: Why do you think that has becomeas a statement of what the overwhelming consensus
a given and accepted bymost people? That somehowis, that is correct. Indeed I think it is the view which
means-testing results in disincentives?comes across fairly strongly in the Pensions
ProfessorMiles: I think people focus very heavily onCommission Report and its recommendations. I
those people who, as a result of means-tested andhave to say, I think that it is too simplistic a view
taper rates, do indeed face some disincentive on theactually, and I would not sign up to the proposition
first piece of saving. That is the easy bit tothat is put forward in the Pensions Commission
understand about the negative impact of means-Report that the core function of the state should be
testing. The other element of what means-testingto provide as generous and as non-means-tested a
does, or rather the other element of what higher flat-flat-rate pensions as is possible. Maybe I can explain
rate pensions for everybody does, is, increasewhy I think this. I believe there is a tendency for
pensions to those who have quite adequate resourcespeople to focus on the number of people whomay be
and reduces their incentives to save and to work. Itin receipt ofmeans-tested benefits and to take that as
is a mistake not to take that second factor intosome kind of obvious indicator of how well or badly
account. It is that second point which has got lost,a system is running, almost as if it were comparable
I think.to, say, a crime rate in a society. I think that is a

slightly dangerous thing to do. I think also that it is
misleading to think that it is unambiguously a good Q12 Miss Begg: I think Alison wants to come in on

that. I will come back to you, ProfessorMiles, aboutthing to reduce the number of people on means-
testing by increasing the flat-rate element of the Second State Pension.

MsO’Connell:We looked very closely at the work ofpensions and that this must generate less distortion.
Perhaps I can spend just a moment explaining why I the National Institute, Martin Weale work, that

David referred to, and we think that the work has athink this. If one’s strategy is to increase rather
substantially flat-rate benefits, so as to reduce the bit of a flaw in it which means that the conclusion

that David outlined is not actually valid. What thenumber of people onmeans-tested benefits, youmay
well increase the incentives of people at the lower paper suggests is that replacing the Pension Credit

system with a single-tier, flat-rate pension wouldend of the income distribution to save and may
increase their incentives to work somewhat longer as encourage saving and working for lower-income

households. It also suggests that, for higher-incomewell. There is a group of other people, who are
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households, they would save and work less, but that Ms O’Connell: S2P is more redistributive than was
SERPS, but it is not more redistributive than a flat-is based on an analysis which suggests that the flat-
rate pension of the same amount would be. In S2Prate system gives more to higher earners, whereas
there is still an element of earnings-related provision,actually the proposals that are being considered
so the level of redistribution in S2P is not anwould give less to higher earners. The incentive that
argument to have two tiers or one tier, the questionDavid explained would act for higher earners is the
really is how redistributive do you want the stateother way round, so that a flat-rate pension would
pension system to be overall. While two stateactually provide an incentive to save and work for
pensions, two tiers, does give the Treasury, or thepeople on both lower and higher incomes.
Department for Work and Pensions, a lot ofChairman: This fire alarm is getting impossible. Can
flexibility to design diVerent entitlement, eligibilitywe suspend for just a few minutes and hopefully this
criteria for the two diVerent pensions, diVerentwill be sorted out. (There followed a short break
pension ages or diVerent indexations, the trade-oVfrom 5.12 pm to 5.15 pm.) I am sorry about that.
with that is a lot of complexity for people to try to
understand what they will get from the state in

Q13 Miss Begg: I have got a question predominantly future. It simply doubles up on the number of
on the State Second Pension and this time I will go parameters, and the Pensions Commission
to Professor Miles. The Commission proposes to proposal, by making the Basic State Pension and
retain a two-tier, flat-rate state pension system. It State Second Pension diVerent again fromwhat they
argues that this has a number of advantages; it are, doubled up those numbers of parameters. It is a
allows the flexibility of having a diVerent pension trade-oV between complexity and flexibility and the
age and a diVerent basis of accrual for the Basic State one thing that we hear again and again is that people
Pension and the State Second Pension. How want simplicity from the system, not more
important do you think those factors are? complexity.
Professor Miles: I think the flexibility thing is rather
important and helpful to allow payment at diVerent Q16 Justine Greening: I think probably you haveages, I thought that was a valid point tomake. There already answered a couple of the questions that I
was not any kind of detailed economic analysis of was planning to ask, but one of the other
the incentives and how that would all play out, but redistributive eVects of possibly moving to the sort
I think the point of principle that was made was a of system you proposed, which was sort of a Basic
good one. State Pension approach, was potentially between

self-employed people and employed people, the self-
employed people possibly having paid more in theirQ14 Miss Begg: Do you think that the S2P should
NI than others and then getting just a flat rate. Doremain and should the state still have a role in that
you think that is a fair comment, or not?second-tier pension?
Ms O’Connell: The self-employed at the momentProfessor Miles: I think it is a question of the
pay lower National Insurance contributions and dotransition really, because, as I understand the
not get the State Second Pension. If there were asystem, ultimately it will become essentially a flat-
single tier then they would be included, presumably,rate system at some point. I think the policy debate
along with everyone else, paying the same rate ofis less about philosophically whether the state
National Insurance contributions and having theshould be involved in a second pillar that is earnings-
same rate of state pension. That makes it simpler, itrelated or not. I think the question is more about
means also perhaps that it is fairer. Given that therewhat is the right way of getting through a transition
are concerns about self-employed people having lessto a system that is almost completely flat-rate. As I
pension and being one of the under-pensionedunderstand the Pensions Commission Report
groups, I think there is a general consensus to try toanalysis, it is that there are transitional diYculties in
move towards including the self-employed into thetrying to do that overnight and that it might be
state pension system more than they have been inadvantageous to have the transition over some
the past.period. As I say, I think it is not so much a

philosophical discussion about whether there is any
Q17 Justine Greening: I will sort of just indulgerole for the state, it is more how do you get from here
myself in a blue-sky question, if it is okay, aroundto there in the least distorting, complicating way and
the challenges of ever moving to a fully-funded statewithout eVectively reneging on promises that have
system, and what logic gap you think that we havebeen made in the past.
got in this country, of transitioning to a system
which would probably address that? At themoment,

Q15 Miss Begg: One of the key elements of the S2P the current generation of workers pays obviously for
as it stands at the moment is the fact that it has an the current generation of pensioners and it is out of
element which is very redistributive, and would that that relationship that a lot of the uncertainty and
go, because there is no way that the private sector demographic challenges arise. Is it just
itself would ever have that as one of its main aims as fundamentally overly nominally expensive for us
any kind of second-tier pension policy? ever to be able to move to a system where actually I
Professor Miles: That is certainly true. The paid for my future pension possibly with some
redistribution element can be done really only by the provision for Basic State Pension, but in the

meantime we are left with a gap of existingstate; that is right.
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generations that would move to pensionable age not gap in your revenue and expenditure. You could do
that, and in some sense it would cost little but be ahaving paid for themselves but still needing to be

protected by the state with a minimum income? Has waste of time. Let me explain what I mean. The
Government could take all the money coming in aseither of your organisations done any work to look

at what sort of funding gap that would provide the revenue and National Insurance contributions,
which currently gets paid out as pensions, use it tonation with?
buy government bonds, which it issues itself, and sitMs O’Connell: If one looks at the kind of
it in some fund somewhere. So there would be a fundinternational work that has been done by all the
and it would hold government bonds. But the overallaugust bodies, I think they all come to the same
macroeconomic impact of that, I think, would beconclusion, that every country needs a balance of
zero.‘pay as you go’ and funded provision, that there has

to be, at some level that will always be debated, a
basic state pensionwhich the state provides on a ‘pay Q19 Justine Greening: The macroeconomic impact
as you go’ system, which at the very least guarantees might be that individual taxpayers would know how
against poverty. Then you can imagine all diVerent much they had paid into a state pension pot for them
vehicles to have funded provision on top of that, in their retirement, in a way that they just do not
whether it is compulsory or voluntary, whether it is know at the moment?
pooled or individual, or whatever. I see the question Professor Miles: That is true.
really not being what is the gap, in terms of how Ms O’Connell: They would know what they paid in;
much money do we need to get there, I think there is they will not know what they will get paid out
a prior question, which is, given that basic structure, because they will be at the mercy of investment
what level of state pension do we want and how can returns.
we encourage people to save so that they have as
much funded provision as they want for their Q20 Justine Greening: True; and, coming back to
retirement in future. The Pensions Commission your idea earlier on, that is why it might be that you
Report has a proposal to take some steps towards would need some sort of independent audit style
that and I think that, givenwhere we are, in amature alongside a budget statement which would say, “In
economy, with the pension system that we have got, relation to the portfolio that we have, these are the
the important issue is how do we transition from risks”?
where we are to a coherent state pension system Ms O’Connell: Is it worth saying, you said it was a
which delivers poverty prevention and adequate blue-sky proposal, really this is not on the radar
basic income, with as little fuss as possible and as anywhere; it was in 1997 but that did not get very far.
great a guarantee as possible, and then encourages
private provision above that in a variety of forms.

Q21 John Penrose: I want just to pick up Alison, if IProfessor Miles: I am not quite sure I fully
could, on one of the ideas which I think PPI has beenunderstood the question. Was the question:
putting across as an alternative to a slow phase-outsupposing you wanted to make the Basic State
of S2P, which is, I think, you are proposing thePension in the future, rather than being run on a ‘pay
oVset system?as you go’ basis, actually being backed by an
Ms O’Connell: Yes.accumulated fund of assets. Was that the question?

Q22 John Penrose: I think the Pensions Commission
Q18 Justine Greening:Yes. It was posing an entirely considered that basically and said no. They are
diVerent hypothesis, which is that we know, based saying, I think, that it is perhaps desirable but too
on the current population, how many people will complicated. I just wondered if you had done any
reach 65. When I get to 65, broadly we might have a analysis on the complexity of going to an oVset
few assumptions around that, the working versus system and how manageable that would be,
non-working element and the National Insurance presumably because that is the quid pro quo of
contributions we might all have paid, I may have a shortening the phase-out times?
proposal where I pay into my pot and as soon as I Ms O’Connell: Yes. The oVset allows a quick
have paid enough to assure myself a basic pension transition. If you do not like the oVset you can
then I can contribute a voluntary amount. The choose a longer transition, so it is by no means you
amount I might have to pay in to assure myself a have to have it in order to have a single flat-rate state
basic pensionmay be structured actually to cover the pension, but it is one of the ways in which it makes a
people whom we know will not be able to have quick transition aVordable and fair distributionally.
worked enough. Basically that was my question. The Pensions Commission said that it was quite
That actually poses us with a real budget issue in the possible to do but it would be complicated. We did
meantime as to how we protect people who do not not have a discussion with the Pensions Commission
have that? about this and I think we did two diVerent sets of
Professor Miles: You could take the National analysis and it would have been useful to have
Insurance contributions, and other forms of general swapped notes and see where they thought the
revenue which come into the Government and are complexity lies. What we did was talk to oYcials in
paid out now as Basic State Pensions, and put them the Inland Revenue who administer this stuV and we
into a fund possibly invested in government bonds; felt that it was quite straightforward, because all the
at the same time, issue the same amount of information exists. At the point of transition it

would be a case of crystallising the amount ofgovernment bonds because otherwise you have got a
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accrued rights for every individual, holding them under the Pensions Commission’s proposals, where
the pensions consensus, if there is one in thisuntil they reached state pension age and then, from

state pension age onwards, doing a calculation country, could fray and change?
MsO’Connell:Yes. Also, because the point of doinginvolving the indexation of the value of the benefits

and comparing it with the new system. That seemed this would be to have a better state pension paid
automatically, rather then Pension Credit whichto us perfectly straightforward and not complicated

administratively at all. people have to claim individually, the overall
complexity of the administrative cost of the system
would change, there would be less of the means-Q23 John Penrose: It seems to be rather similar to
testing-type administration.the problem of private pensions’ proliferation, with

peoplewho havemultiple private pensions which are
Q27 John Penrose: Professor Miles, do you have agoing into a paid-up basis because they have moved
view on that at all?on into new jobs, and when then they reach
Professor Miles: I must admit, I do not understandretirement age they may have five or six diVerent
the full complexity of the oVset system and I willpension schemes which then are activated and start
leave it to Alison to comment on that one.to pay out. In this case I think you are suggesting

that people would have two or three state pension
schemes which then would be activated and start Q28 John Penrose: Can I move on then to whether
paying out and you are saying that is no more or not one takes up the PPI’s proposal for oVset or
complicated, eVectively? one of the various other hybrids of getting one’s
MsO’Connell:No, it would be only one pension that hands on the money that is currently being used for
was paid out. The calculation that is done— SERPS or S2P. The question seems to be whether or

not that money is used to supplement state pensions
today or whether or not it is used to reduce stateQ24 John Penrose: Would marry two or three
pension liabilities at some point in future, anddiVerent schemes together?
obviously that changes the profile of state pensionMsO’Connell:Yes, but only for aminority of people
liabilities over the next 10 or 15 years, depending onwould their previously accrued rights be higher than
what balance one achieves on those two things.the new pension that came along, and therefore they
What is the risk of moving from the existing system,would run on the old system, if you like, for some
which says we will pay money today to reduce stateyears. Most people would move immediately onto
obligation in 10, 15 years’ time, to something whichthe new system and therefore you do not need to
says we will just use it to supplement state pensionskeep records for them as to what theywere on the old
today?system. It is a time-limited complexity, if it is a
Ms O’Connell: You are talking about using thecomplexity.
contracted-out rebates, whether they should be
available to fund more private pensions or whether

Q25 John Penrose: Under this oVset scheme, would they should be used to pay for better state pensions?
there be any groups of current or future pensioners
who would be worse oV tomorrow than they are Q29 John Penrose: Yes, or indeed the Pensions
today if you introduced it? Commission’s proposals to use them to subsidise
Ms O’Connell:No, because all accrued rights would slightly the proposed NPSS, for example?
be honoured. There would be some people for whom Ms O’Connell: To start with, I think it is worth
their prospects under the future systemwould be less saying that the argument for not having contracting
favourable than their prospects if one assumes the out seems to have moved on a stage with the
current system is going to go on unchanged. It is a Pensions Commission Report, because the Pensions
kind of contingent comparison, of course, because Commission proposed abolishing contracting out
we do not know that the future system would carry immediately for Defined Contribution and later on
on unchanged. For example, because their for Defined Benefit. There has not been a lot of kick-
contracted-out private pensions have not performed back on that, so I am going to answer this assuming
well, there are some peoplewhowould be getting less that contracting out is abolished and it is a question
from them than if they had stayed contracted in. of what you do with the rebates. The arguments
Under the oVset method that disparity becomes against using contracted-out rebates to pay for
more obvious, but the disparity is one that is present better state pensions, it is really an opinion that
anyway, so it is an unfairness of the current system, makes that argument and the Pensions Commission
if you like, it is a consequence of the choice their had this opinion that contracted-out rebates should
employer made to become contracted out. It is not be used for funded provision rather than for
a new unfairness that is brought about by the oVset improving ‘pay as you go’ pensions. Although a
mechanism. couple of organisations have said that, we have seen

no evidence put forward for why this argument
should hold. Contracting out was not ever intendedQ26 John Penrose: Presumably, even if there was an

increased administrative complexity of doing these to be an encouragement for funded provision; it was
intended to protect the existing Defined Benefitcalculations, it would avoid some of the problems

which Professor Miles was talking about earlier on, schemes when SERPS was set up. Now to say that
contracted-out rebates ought not to be used in awhich is of there being a large amount of time,many,

many years, while the system was being phased out certain way, or in order to support funded provision,
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sounds a bit odd. Also it assumes that we have the government debt, generally not be noticed. I think
right mixture of ‘pay as you go’ versus funded everyone involved in pensions really should be
provision today, so if you take some money out of hanging on to them and using them for pensions in
funded somehow you have to put it back into funded whatever way we can.
to preserve the right level of ‘pay as you go’ versus
funded.

Q31 John Penrose: Maybe even establishing a
funded fund?

Q30 John Penrose: I thought that one of the reasons Professor Miles: I think probably one should use it
for introducing contracting out was to reduce the to run down the national debt, because if suddenly
state’s future pension liabilities. I thought that was a you get an influx of money because the contracted-
fundamental part of it? out rebates have been removed you also have an
Ms O’Connell: No. In 1975, when SERPS was equivalent extra obligation to pay pensions in the
introduced, because SERPS was going to be set up future. Therefore the natural and neutral thing to do
running alongside Defined Benefit schemes, there would be to run down the debt now so that you can
had to be a way of protecting Defined Benefit then pay in the future, by issuing more debt in the
schemes, so they were allowed to be an alternative to future, so that in the long run you have exactly the
SERPS. In the 1980s, then it was another argument. same level of national debt as you had otherwise
In saying that contracted-out rebates should be used planned. I think doing anything other than that is
for funded provision, that is kind of going alongwith trying to spend the money twice.
the fact that we have somehow the correct level of Ms O’Connell: No, it is not trying to spend the
funded provision at the moment, but there is no money twice.
evidence to say that we do and no evidence to say
what the right mixture should be. If you wanted to

Q32 John Penrose: That was my startinghave more funded provision in the system there are
assumption. Can you explain where we are diVeringother ways of going about it. Arguably, contracted-
on this?out rebates are one of the most complicated ways of
Ms O’Connell: There is a flawed piece of logic intrying to get more funded provision. For example,
here. In all the projections of future state pensionyou could set up a buVer fund, make some
cost it has been taken into account that S2P will beinvestment within the National Insurance fund,
run down, or whatever is happening to S2P, butsomething like that, as other countries do, just to get
nowhere is the fact that there is this short-termsome investment in there. The argument that the
change in the contracted-out rebates taken intocontracted-out rebates should be used somehow to
account. That is why the PPI says we should look atsupport the NPSS, perhaps by supporting small
the cost of paying pensions, including contracted-businesses who are going to find the contributions
out rebates, appropriately, both in the short termdiYcult, there are £11 billion of contracted-out
and the long term, because the way in which therebates but the total cost to employers of the NPSS

is going to be something like £2.3 billion, so clearly Pensions Commission and others look at it at the
that would be for only a portion of the contracted- moment is to include the liabilities in the long term
out rebates. I think the arguments for using but not include the costs in the short term. TheDWP
contracted-out rebates for better state pensions recently have started to take note of this and when
really have not been properly debated, the debate they are talking about costs of the pension system in
has been around an assertion of opinion. If you future have also started talking about the changes in
think about it, using the contracted-out rebates to the cost of contracted-out rebates in the short term.
improve state pensions today, clearly it frees up There is some muddled thinking about this out
money that the Treasury can use to help finance the there.
short-term improvement in the pension systemwhile
putting the state pension system on a better long-

Q33 John Penrose: I am sorry, I am going to need toterm footing by simplifying it and doing all the good
ask you to have onemore go at that, because are youthings we have been talking about. It is a kind of
saying, for example, the Turner’s Commission’swin-win really. Current older people win because the
projections of government spending, going forwardstate pension system can be improved straightaway
to the year 2050, under the various diVerentfor them and generally they are people who do not
scenarios that it has got for state pension agehave good private provision, but also current
changing, those make what assumption aboutworking-age people will be helped because by
contracting out and how does that not match upputting the state pension system on a better footing
with what Professor Miles was saying?they will be able to save free from the means-testing
Ms O’Connell: They make an assumption thatuncertainties that are a problem today. Overall,
contracting out is abolished and that there is adespite the money on contracting out going in to
commensurate change in the liabilities for Stateimprove the state pension, that could lead on to an
Second Pension, but in their projections of the costimprovement in funded provision. I think the other
they take into account the long-term change in theargument is that if contracted-out rebates are not
liabilities for State Second Pension but they do notused to help pensions what will happen to themoney
take into account anywhere the commensuratethat is suddenly freed up by abolishing contracting
change in the money for contracted-out rebates thatout; the most likely thing is it will just fall into

general government spending, be used to pay down is freed up; that is left unaccounted for.
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Q34 John Penrose: Presumably they are including it overall, fairer, flatter distribution then means-
in their total calculation of the percentage of GDP testing does not have to be a part of that. It is not the
over the next 10 years? case that means-testing is always a good method of
Ms O’Connell: Yes.1 targeting. You could have a system which, at the

extreme, gave money only to lower-income people
and eVectively took money away from higher-

Q35 John Penrose:Actually they have overstated the income people, so the income gradient was reversed,
amount of money being spent on pensions over the but that would be fairly diYcult, I think, in thisnext 10 years by the value of the contracted-out country where, generally speaking, people want torebates?

feel included in the system and taxpayers want to beMs O’Connell: They look at the amount of GDP
included rather than excluded. A flat-rate systemspent on pensioners, not the percentage of GDP
which gives the same to everybody, regardless ofspent on pensions. If what the PPI believes and what
income, is the most fair, most redistributive system,our work is based on is that we should look at the
if you were designing it from scratch.percentage of GDP spent on pensions, and deal
ProfessorMiles: I think of means-testing as a type ofconsistently with—
targeting, where the target is defined in terms of how
much wealth or saving or private income people

Q36 John Penrose: Why is Gordon Brown so have, and they are the criteria on which you base
unhappywith it then; he should be rubbing his hands how much they get of a certain benefit. I suppose, if
in glee? That was a nod. I was surprised by this as you want to draw a distinction between means-
well. testing as a type of targeting and other types of
Professor Miles: I would be surprised if the targeting then you need to think what other criteria
Treasury, in its own projections of government you would use. If you are not going to use private
spending and revenues and debt levels into the future income or private wealth or saving, what are the
and debt to GDP ratios, somehow had made a other criteria you use for paying diVerent benefits?
mistake and missed out a whopping great chunk of You could use age, for example, so that you could
money. I would be surprised if that were true. It have pension benefits disproportionately going to
would be nice if it were true, actually, because we are people as they get above 70 or 75, or such. Whether
a richer country than we thought. or not using age, for example, as the criterion for
Ms O’Connell: They think of it diVerently. They benefits rising actually gets what you want is very
have not missed it, of course but consider it comes unclear. Since the well-oV, on average, live a little bit
through in diVerent ways. When one is doing an longer than the less well-oV, arguably that is not a
analysis of the money being spent on pensions one very good method of targeting. I think actually it is
should look at it consistently, and the danger in quite diYcult to think of a type of targeting benefits
looking at only bits of the systems is that you are not which does not create some of the distortions which
comparing apples with apples. It is not clear and it means-testing does. The question, I think, is what is
should be clearer. the right trade-oV, between the costs of means-

testing, in terms of disincentives for certain groups
to save and to work, versus the benefits of usingQ37 Jenny Willott: I am afraid we are going to go
public money most eVectively to direct it at thoseback to the area of means-testing, but I do not want
people who really have the least resources. That is ato rehearse some of the debates that were going on
profoundly diYcult question. I think it comes backearlier because we are rapidly running out of time, so
to my view that a lot of the discussion about means-if you could be concise and brief that would be very
testing is not very satisfactory because it has nothelpful. The first thing I want to ask about is
tried to set up a way of answering that profoundlyactually, rather than means-testing, if the key aim of

state policy on pensions is poverty alleviation rather diYcult question. Certainly you do not get very far
than earnings replacement, if that is what it would be by saying “In the future, if we carry on as we are,
designed to do, are there ways of achieving that such and such a proportion of the population will be
through targeting rather than through means- on means-tested benefits and that self-evidently, is a
testing? If so, are there advantages to that approach, bad thing. That is not a very good answer.
or would there be advantages?
Ms O’Connell: Means-testing is often described as

Q38 Jenny Willott: Can I come back to that in athe best way of targeting, so targeting and means-
minute. You have argued, Professor Miles, thattesting have often become synonymous. That is
means-testing is not necessarily a bad thing and thatbecause means-testing was a good way of targeting
an optimal pension systemwould, or should, includemoney to lower-income pensioners at a time when
means-testing but with a substantially lower taperthere is a very strong income gradient in the state
than currently. I think you have mentioned underpension system. The state pension system gives quite
20%. Would not that result in more people beinga lot to higher earners, so if you have got incremental
means-tested, and if that is the case I have got twomoney every year and you want to target it, quite
follow-ups from that. The first one is, does not thatrightly, to lower-income pensioners,means-testing is
then take the cost of the administration of that typea good, short-term way of doing that. If though you
of system much higher, given the payouts, theare looking at changing the system to have an
balance between the two, and also, given that earlier
you were quoting research which you said showed1 The liabilities not in contracting- out rebates.
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that means-testing acted as a disincentive to middle- argument that if it is only small amounts of means-
testing and people are missing out on that, if there isincome households, would not that undermine the

argument that we should have more means-testing a low take-up rate, I think is a very diYcult one,
because firstly there is a kind of moral argumentfor more people?
about it. If there is a certain amount of money thatProfessor Miles: I think there is a tricky trade-oV

people should be getting from a benefit then 100% ofhere.You can have a very high taper rate, as was true
people should be getting that money, whether it is aunder the old, pre-Pension Credit system, where we
small or large amount. Secondly, the particularhad a 100% taper rate, so you had extremely strong
problem with Savings Credit at the moment is thatdisincentives for a relatively small number of people.
you can be ineligible one year but then the next yearAt the other end of the extreme you can have a very
you can become eligible but not know that you arelow taper rate, so that lots of people are on means-
eligible and that situation can then go on for yearstested benefits, but if the taper rate is very low the
and you have got nothing to tell you that you areeconomic distortion or disincentives that it
eligible. That is why Savings Credit has a take-up ofgenerates for any one individual are relatively small.
less than 50%. I think that everything we hear fromHow you get the right balance, if you are going to
people involved in pensions, with very fewhave some means-testing, between having very
exceptions, is that it is not the amount of moneystrong disincentives for a small number or weak
being left on the table that is the issue, it is thedisincentives for amuch larger number is, I think, an
number of people that are in that zone of uncertaintyextremely diYcult issue. But it is one which does not
and may be in the in the future but there is nothingtend to get an awful lot of analysis. The very
to tell them that they will or not. I think that means-simplistic work I have done with James Sefton, to
testing is a real problem.which you refer, suggested that a taper rate of

somewhere between 20 and 30, i.e., somewhat lower
than the 40% you get on Pension Credit at the Q41 Jenny Willott: There are issues, as you said,
moment, looked about right. That is a very abstract about the proportion of people, the number of
piece of research and I would not want to, without a people who are eligible for Pension Credit and
lot more work, take it as a real, immediate guide to Savings Credit but do not take it up. Has there been
what policy should be. any research done to show whether it is a consistent

proportion, and therefore the actual numbers are
likely to increase if the number of people who areQ39 Jenny Willott:Are you planning on doing more
eligible for Pension Credit increases? Is it awork on that?
consistent proportion, therefore more numbers notProfessor Miles: Possibly, if I get time in the
getting what they are eligible for, or is it a consistentfuture, yes.
number and therefore it would be a falling
proportion?
Ms O’Connell: For Guarantee Credit only, whereQ40 Jenny Willott: The Pensions Commission
generally there is a fairly high benefit to be claimed,argued that although around a third of pensioners
that has the highest take-up rate. People who arewould still be entitled to Pension Credit in 2050
eligible for Savings Credit only, where generally it isunder its proposals, it would be across a small
a small amount, the take-up rate is much lower,element of their pension income. Is that a good
below 50%. For those people in the middle, who arething, is that a bad thing, how concerned should
eligible for some Savings Credit and somewe be?
Guarantee Credit, the take-up rates are somewhereMs O’Connell: If we look where the consensus for
in the middle. If that were to be the case, movingchange is, it is very much around having a better
forward, then the number of people on Savingsstate pension and less means-testing, and I think
Credit increases most rapidly, so the overallDavid is a little bit in the minority for pushing for
proportion of people not taking up would actuallymeans-testing being a good thing. Most people
increase.would say that the critical measure of pension

reform is that the number of people who are at risk
of being on Pension Credit in future is minimised. Q42 Jenny Willott: This is specifically about PPI’s
The reason for that, it is not a mathematical work. The Pensions Commission estimated that
argument, it is not that if you sit down and do your around a third of pensioners would still be entitled
economically rational calculations you can work out in 2050 under their proposals. PPI’s estimate is that
exactly what your rate of return will be on Pension it would be closer to 45%. Can you explain just what
Credit and work out whether it is a good thing to the diVerence in opinion is and what response you
save or not, because, of course, nobody does that. have had to your arguments from both the Pensions
The problem is around the uncertainty of what you Commission and DWP?
are going to get from the state in future and just the Ms O’Connell: Firstly, the Pensions Commission
uncertainty of what the value of your saving will be. Report contains some mislabelling of their data, on
Themore that Pension Credit extends up the income Pensions Credit, so we have had to talk with the
distribution the more people are in that zone of Secretariat and really understand what was behind
uncertainty, and these are peoplewho probably have their numbers, so we feel we have gone through it
not been means-tested for any benefit in their life, so fairly closely with them. I think there are two
suddenly to have to be claiming a means-tested diVerences. One is the starting-point of the

percentage now eligible for Pension Credit and thebenefit in later life comes as a bit of a shock. The
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Pensions Commission had a lower number than the Q45 Mrs Humble: Is the auto-enrolment into the
NPSS the right answer, especially given theDWP statistics which came out just after the
Chairman’s question there?Pensions Commission Report was published, so the
Ms O’Connell: There is some evidence that auto-Pensions Commission starting number was lower
enrolment improves participation in employer-than actual. The work we have done on the starting
based schemes in the US and the UK. There is noposition is consistent with both the DWP statistics
evidence at all that auto-enrolment would work onand other estimates, for example, from the Institute
a national scale because it has been totally untested,of Fiscal Studies, so I think we are fairly confident
this is a new step. The only other place wherethat we are right in starting from a higher position.
national auto-enrolment is being considered is inWhen you try to project that forward to saywhat the
New Zealand, where it is a totally diVerent policyproportion eligible will be in future then obviously it
environment and approach. In particular, it has notis a very complicated economic model that you are
been tested whether auto-enrolment nationallyusing with hundreds of diVerent assumptions.When
would work where the employer has a contingentwe plug the Pensions Commission proposals into
compulsion to contribute, because it may well beour model, we get a very similar shape of the change
that for some employers to limit their costs theyof people eligible for Pension Credit to the Pensions
would rather people did not join and opted out.Commission, but obviously because we are starting
Whereas in all the samples that have been tested infrom a higher level that explains most of the
these schemes in the US and the UK the employerdiVerence. We have also spoken to the DWP has been a willing participant in the auto-enrolmentanalysts to make sure that we understand the and may well have been encouraging employees to

diVerences in themodelling and the diVerences in the join. It is unknown.
starting position, so we are fairly confident that the
overall picture of our work is correct, based on the
later data.

Q46 Mrs Humble: Can I ask you, Professor Miles, aQ43 Mrs Humble: Can I move on to the issue of the
question from the opposite angle; what about theNational Pension Savings Scheme. How many
people who cannot aVord, or feel that they cannotpeople do you think there are who are not saving in
aVord, to pay? This has always been part of thea private pension and who should be saving and is
debate about compulsion, that at diVerent stages inauto-enrolment into the NPSS the right way to
our lives we have diVerent financial pressures; whataddress the issue?
are the issues for those people, if we have auto-MsO’Connell: I do not know the answer to your first
enrolment?question, Joan. I think, how many people ‘should’
Professor Miles: To my mind, auto-enrolment isbe saving obviously requires you to have a starting
hugely preferable to compulsion, for exactly theposition as to what you think people ‘should’ have
reason that you say, there may be people for whom,as a final pension income and I think people will
at certain points in their life, it would be completelyhave just very diVerent opinions on that. The
against their own interests to be saving. The greatPensions Commission took a fairly strong view that advantage, of course, of auto-enrolment is that those

policy actually should intervene quite heavily to get people who recognise they are in such a situation,
people to a replacement rate of 45%. There are other even though there may be some employer
views, which are that policy should intervene to contribution which makes the rate of return look
absolutely guarantee poverty and then have freer very favourable, nonetheless those people who are in
choice over that. a position where saving even a small amount is very

costly for them under auto-enrolment will be able to
opt out. It is only those people who are very strapped

Q44 Chairman: On this, do we know how many for cash right now and who, in a sense, should not
people work for an employer who has an save but who do not notice that and through inertia
occupational scheme and they do not join? stay in under auto-enrolment who are severely
Ms O’Connell: The only figure that I have seen is a disadvantaged. I think auto-enrolment is rather a
DWP figure, which is a bit old now, which was good idea, because I suspect that there is a significant
something like 4.6 million people. If you consider amount of inertia/myopia and that there will be a
that the Pensions Commission expect that seven significant number of people who under the auto-
million people would join the NPSS or an approved enrolment system will end up doing what arguably
alternative, clearly if that 4.6 million figure is right they should do in their own interests. It will help
and those people joined the occupational scheme overcome the dual impact of inertia and myopia. I
rather than the NPSS you would be left with fewer think it is pretty diYcult to quantify, for the reasons
than three million, actually, in the NPSS itself. We that Alison very clearly stated. But if you had a
asked the Pensions Commission what their choice between the default being that you are opted
assumptionswere around this and they did not really out, and you have to tick the box to go in, or the
consider it because they were looking at the other way round, I think there is an argument for the
aggregate rather than where people would actually recommendation of the Pensions Commission. I
end up. The second part of your question, Joan, I think auto-enrolment is the better of those two

options.am sorry?
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Q47 Mrs Humble: If auto-enrolment is an Q50 Mrs Humble: Can I ask you a further question
advantage, what do you see as disadvantages? What about impact upon means-testing; we have had a lot
do you think about the scheme overall, the NPSS? of discussion about means-testing. How do you
Professor Miles: I think it is a good scheme overall. think the means-testing in the Pensions Commission
I think it has many advantages. As I said, the auto- recommendations will impact upon the NPSS and
enrolment element of it, which is not necessarily the its success or otherwise?
most important part of it, is a good counter to the Ms O’Connell: There will still be enough
impact of inertia andmyopia on some proportion of inadequacies in the state pension system after the
the population. I think the matching, actually not Pensions Commission proposals and insuYcient
quite matching but the 3% contribution which saving in the NPSS or other vehicles to bring down
comes from the employer, makes the chance that the proportion of older people eligible for Pension
people will do something against their interests by Credit to what many pension experts see as
opting in much lower than it would be without it. acceptable levels. In other words, the decision of
Clearly it boosts the eVective rate of return on the whether or not to save in the NPSS will have an
contribution made by the worker. I think that is an impact on whether you are eligible for Pension
absolutely crucial element of it. I see auto-enrolment Credit in the future, maybe.
and the employer contribution as two powerful
positive aspects of this scheme.

Q51 Mrs Humble: Should it be disregarded, the
Q48 Mrs Humble: What do you think, Alison? volume?
Ms O’Connell: There are a number of concerns Ms O’Connell: It would be impossible, I think, to
about the NPSS. It is a very risky proposal because disregard savings in the NPSS for means-testing
everything about it is so new and untested. It is a without also disregarding savings in all the other
very prescriptivemodel. You have to take themoney vehicles that are alternatives to the NPSS. That
as a pension and it has got this kind of single would be a very diYcult policy. If you are really
provider approach, which has obviously caused a worried about getting over means-testing and not
great deal of problemwith alternative providers and getting into additional problems with the NPSS, I
that is why there have been alternative proposals think the only policy really is to have that state
from the insurers and from the pension funds. There pension at a high enough level, with a wide-enoughare concerns over the impact on existing provision.

coverage, so that the proportion of people in thatThere will be more regulation on existing provision
zone of uncertainty is reduced right down to aand it might be that employers decide to throw in the
minimum.There is a diYcult area, because theNPSStowel on Defined Benefit schemes because it will
is envisaged for people on lower incomes who areactually be easier just to go for a smaller NPSS.
not saving at the moment, so there is an overlapThere are concerns about the contingent employer
between the people most liable to be on means-compulsion. The Pensions Commission are quite
testing and the target market for the NPSS, I think.explicit that is in order to make savings worthwhile

because we have means-testing in the system; in
other words, it is the compulsory contribution that
makes sure that it takes people out of the means- Q52 Mrs Humble: Can I ask then for your comment
testing trap. If you think that there is something on a point that David mentioned, which was the
wrong with the means-testing policy, it seems rather impact of the NPSS on the employees who might
strange that you should ask employers to put it right, choose to opt out because of particular financial
so I am not surprised that employers are finding that pressures, lifestyles that they have or circumstances
rather diYcult. at the time, because, in eVect, they will be losing then

3% of their earnings? It will be a diYcult balance for
those people who choose to opt out; we have heardQ49 Mrs Humble: Are there any ways in which
a lot about the impact upon employers but there isemployers can get round the additional costs, to
an impact on employees as well?reduce the additional costs?
Ms O’Connell: Yes, there is, and that exists at theMs O’Connell: Only by bargaining around pay and
moment. There are many employees, as we havemembership of the NPSS or otherwise. I think there
talked about, who are leaving money on the tableis a real danger that it sets up some diYcult
because if they did join their pension scheme theirbehaviour around that. It is quite diYcult to justify
employer would make a contribution, in many casesthe compulsory employer contribution if you believe
far higher than the 3% envisaged on the NPSS.in competitive labour markets. The National
Auto-enrolment forces them to make the decision, ifMinimum Wage was a diVerent policy; that was
you like, and a lotwill depend onwhat kind of adviceabout preventing poverty and about having the
there is generally in the newspapers or fromabsolute basic minimum. Compelling pension
Government, or what the advice generally availablecontributions is saying that there should be a certain
is to help make that decision. For an awful lot ofbalance between pay and pensions that has always
people, the main reason for not saving is simply thatbeen a discretionary choice in competitive labour
they do not have the money and auto-enrolmentmarkets, so with this we are going into uncharted
does not help that, it just makes the decision morewaters, which is a diVerent set of issues than around

the National Minimum Wage. acute for them.
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Q53 Michael Jabez Foster:Many believe that the tax taxed, because it gets taxed only once. If you think
that is a distortion and discourages savings then yourelief which is already available is just far too

generous and does not really havemuch eVect.What view the tax breaks on pension savings in a
completely diVerent light. I am not convinced thatdo you say to that?

Ms O’Connell: It always strikes me as very ironic the right way to run a system is that you tax savings
twice but that you tax consumption only once.that we spend nearly £18 billion on tax relief and yet

we have a commentary about how high the savings Therefore, there is an argument to giving pension tax
relief, you could call it a tax break if you like or yougap is. It does seem quite diYcult to reconcile the

two. I think that all the academic evidence shows could say it is simply removing double taxation of
savings. There is a separate question about onethat there is no evidence that tax incentives work to

increase saving. What they do is point saving in the particular form of the tax break on savings which is
not unimportant, which is the 25% lump sum bit.direction where there is themost tax incentive, so the

story around pensions is that it is a generous tax But at the higher level of analysis I think you need to
start with the question what is the right way to taxincentive, and save in a pension rather than

anywhere else. As the Pensions Commission and consumption today against consumption in the
future.others have shown, that is just not very well

understood, so there is a real question aboutwhether
it can actually work very well. I think the real Q56 Michael Jabez Foster: That is a social question

but really I was asking about the incentive element.problem that most commentators have with it is that
it is very regressive, that the higher-rate taxpayers Is there an incentive element in the tax relief

particularly at the higher rates?not only are richer and have more pounds to save
but for every pound they save they get more tax MsO’Connell:Yes; there are three incentives. One is

that for everybody it defers your taxation, so if yourelief, and that is the problem that most people are
trying to solve with any change in the tax relief put your contributions in they are not taxed but you

are taxed when you actually get the income at thesystem.
other end, so in terms of the time value of that
deferral there is some incentive. That is the thing thatQ54 Michael Jabez Foster: Are you saying that at

the lower end people do not even know they are avoids double taxation, so it is not very much of a
benefit but at least you are not being taxed at thegetting tax relief so it does not make much

diVerence; are you going so far as to say that? beginning, but you are at the end. There are two
other actually pure incentives; one is the tax-freeMs O’Connell:No. At the lower rate they do get tax

relief but they get less than higher-rate taxpayers do, lump sum, which David mentioned. The other one
is, if you are in the situation of being a higher-rateso richer people gain more from the system than less

well-oV people. taxpayer when you are saving and then a lower-rate
taxpayer when you are a pensioner, when you are
receiving your pension income, because you areQ55 Michael Jabez Foster: Where is the incentive,

perhaps I can ask David, is it a greater incentive at getting your tax relief at 40% on the way in but you
are being taxed at only 22% on the way out, so thethe higher end, because we know that, in fact, the

rich put awaymost, and indeed since A-day they can diVerence between the two is a pure advantage. It is
that element which people are generally looking toavoid their tax bill completely?

Professor Miles: I think the way to put the question change. For example, if you go to a matched
contribution approach then eVectively you wouldis what is the right way to tax savings? Is it obvious

you should tax savings twice, i.e., tax the labour keep the incentive of the deferral but you would not
have the additional incentive that higher-rateincome that people earn, and out of which then they

save and it tax again when they get it back as a rate taxpayers have, of the diVerence in tax rates on the
way in and on the way out.of return on the savings. If you believe that is

obviously the right way to run a tax system, i.e. have Michael Jabez Foster: That is a fair point. Thank
you.double taxation of savings, then you should get rid

of tax breaks on savings, of which one of the very big Chairman: Thank you very much. There are some
challenging thoughts there. We may return to them.ones is tax relief on contributions to private

pensions. If, on the other hand, you say that double I may be writing to you, apart from anything else.
Thank you verymuch; we do appreciate the time youtaxation is a distortion because it taxes savings in a

way that consumption that you make today is not have given us and your expertise. Thank you.

Witnesses: Professor Nicholas Barr, Professor of Public Economics, London School of Economics; and
Professor Philip Davis, Professor of Finance and Economics, Brunel Business School; gave evidence.

Q57 Chairman: Good evening and welcome. Thank Professor Barr: Nicholas Barr, Professor of Public
Economics at the London School of Economics. Iyou for being here. I know you have had to make a
have been writing about pensions for a long time,special eVort and you have had to deal with other
much of it arguing with the World Bank.commitments to get here, so we do appreciate your

time. I wonder if you could both say just a fewwords
about where you stand on all this, before we start Q58 Chairman: That is no bad thing.
interrogating you? Professor Barr: Absolutely. I have spent time at the
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World Bank and have many good friends there but Professor Davis: I am a little concerned at the
amount ofmeans-testing that theremay still be, eventhey are wrong on some important things. I have
with the proposals, if they are introduced. As Iargued for a long time that any solution to pensions
mentioned, I would like at least more considerationwhich does not include action on the retirement age
of the possibility of compulsory funding. I agree onis a waste of time. Therefore I support at a strategic
the education issue, and in that regard I amlevel what the Pensions Commission has been
concerned in particular about investment issues,saying, because it holds together as a strategy-
that individuals will not understand whatthrough there is much to be discussed on the details.
investments they are undertaking and what will beProfessor Davis: I am Philip Davis from Brunel
appropriate. I agree also on the annuities point.University. I worked with the World Bank actually
Other points that I would add to that are, broadlyon the projects for pension funding, in fact the
speaking, the issue of the impact on funded schemes,original case study “averting the old age crisis”, but
which I think is one of the questions you are goingmy expertise is more on the financial markets side, I
to pose, and also this broad, long-term issue whichwould say, than on the broadly labour economics
is not an economic one but how do we in the UK getaspects, though I am definitely going to give you
a political consensus over the long term in terms ofsome comments on those as well. In terms of the
pension financing, and obviously that is notproposals, I find them sensible. I would like to raise
something that an economist necessarily can helpsome issues whether funding should be compulsory
with, but I see it as an issue, something creatingor not but, broadly speaking, I think it is a move in uncertainty over the long term. Finally, some issuesthe right direction and I agree with Nick as well on I think also about economic benefits of funding

the retirement age point. perhaps, whichwemay have a debate on later, if that
Chairman: Thank you for that. is something you want to talk about.

Q60 Natascha Engel: Thank you. From your pointQ59 Natascha Engel: It goes straight in from what
of view, do you think there are any specific obstaclesyou have just said, actually. We just wanted to get a
to having the proposed reforms implemented, I ambroad outline and an idea of whether you think,
talking of Government obstacles?broadly speaking, that the Pensions Commission
Professor Barr: To an economist in many ways theReport sets the right framework for reform, or do
proposals are a no-brainer but, as a politicalyou think that there are any significant issues in the
colleague said to me, politically they are also a no-Report which have not been addressed?
brainer. The political bit is the diYcult part,Professor Barr: Where I am coming from, higher persuading people that they need to save more willpensions are essential I think the present level is not necessarily be as easy as academic economists

unsustainably low, to put it in polite, Select might think it. Separately, pensionable age is
Committee terms. It is also right that public something where there is a really good, powerful
spending should go up. Even if it goes up to 8%, we story to tell about howpeople can retire later but still
would still be the envy of most of the rest of Europe, have longer periods of more generous retirement
so I think the expenditure proposals are eminently than people have today, but that case needs to be
sensible. Raising state pensionable age I could talk made politically. I would say the obstacles are less
about at greater length, I think that that is essential economic than political but the political ones are
and absolutely right; and raising savings, is also surmountable.
right. There are two bits where the Pensions Professor Davis: I would agree with that, and
Commission might have done more. The first is obviously there is also an issue of what the
public education. I think there is much complexity Treasury thinks.
that is unnecessary and that the core issues are very
simple more public education would help people to Q61 Natascha Engel: The Pensions Commissionunderstand what the issues are that pensions involve argue quite strongly that the main purpose of the
not piles of money, but national resources and that state pension system should be to provide as
people are living longer, which has implications for generous and as non-means-tested a flat-rate
retirement age. That is one area where I think more pension as possible, and this is something that we
could be done. The second is more technical, namely discussed with the previous witnesses. Would you
annuities. There are problems in annuities markets. agree with that?
Annuities work best where we know what people’s Professor Barr: Yes, is the short answer. What are
life expectancy is. Increasingly, the funnel of doubt the purposes of pensions? First it is poverty relief,
about how long people are going to live is getting secondly it allows us to redistribute from our middle
larger, so it is more an uncertainty than a risk, and years to our retirement years, and thirdly it is
that creates problems in annuities markets. insurance. There is a strong argument for saying that
Alongside the savings element of the National the state pension, whatever else it does, should
Pension Savings Scheme I think there needs to be provide poverty relief. You can then argue whether
more thought about how people can buy simple, it should also provide some redistribution over the
cheaply administered annuities where the costs of lifetime, but at a minimum it should provide poverty
the risk and the uncertainty are divided between the relief. The world we aremoving into is one where the
insurance company and the taxpayer in a rational social invention of retirement—meaning you finish

work on Friday and on Monday you are pruningway.
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your roses—is a world that has gone: what we want target according to age, would that hit more wealthy
to see is a world where people move from full-time pensioners or more poorer pensioners, or a
work to full retirement over a phased time-path of combination of the two?
their choosing. But then you need to have Professor Davis: I can see the argument, and
institutions that support those choices, which are presumably this is something we will debate at some
necessary both economically and in social policy point, about the sort of poorer people having poorer
terms. That means avoiding things like income- health and dying younger, and clearly that is an
testing, or too much income-testing, which distorts issue. In terms of whether the older people are more
people’s choices as theymove from full-time work to wealthy, I would have thought at the moment
full retirement. That is one strategic answer. The probably they are not because it is a question ofwhat
other strategic answer, if we are saying people ought trajectory they have taken through the social
to be saving more is that means-testing creates security and through the private pensions. A lot of
impediments to saving. We heard from an earlier the people in their eighties are the ones who did not
witness about uncertainty; that applies both to get good private pensions and their social security
labour supply, moving from full-time to part-time probably is not very good either. If we think of those
work, and to saving. So in my view there is an who will be eighty, in 20 years’ time it might be
overwhelmingly strong case for reducing means- diVerent.
testing as much as possible. Professor Barr: I would agree with that.
Professor Davis: I am particularly concerned about
the saving side of that, that it spreads not only to the
individuals concerned but also the financial Q64 Justine Greening: We have touched briefly on
institutions which are starting to worry about selling the 8% of national income as an upper limit which
people these products, even up to a reasonable the Pensions Commission talked about as being or
income level, because they fear in future being might see as government spending on a state
accused of misselling because they should have pension. Do you agree with that? I think I
thought that the Pension Credit will cover these understood, Professor Barr, that you said 8%
people at a later stage. I am much attracted to the seemed reasonable; perhaps you will want to add to
idea of a sort of non-means-tested flat-rate pension, that and then we may hear from Professor Davis
which has already been discussed by the previous as well?
witnesses. Professor Barr: I just observe that the Pensions

Commission baseline case talked of public pension
spending increasing from 6.5% ofGDP to about 8%,Q62 Natascha Engel: Do you think that the
on one of their main scenarios. That is 8% by 2050,proposals for reforming the state pension system go
when things are about at their worst. Today, Francefar enough in reducing means-testing?
and Germany are spending about 12% of GDP, soProfessor Barr: I would be very happy if the
if we are proposing, when things get to their worst,Treasury were to agree to a compromise that
spending 8%, the German and FrenchGovernmentsinvolved less means-testing. I think the argument I

would put to them, apart from the work incentive would bite someone’s arm oV to get their spending
argument and the savings incentive argument, starts down that low. The only point I was making was
from the observation that macroeconomists tend to that you can argue until the cows come home
think that if something is notmeans-tested it is badly whether 8% is right: but there are numbers that are
targeted. Now there are a lot of cases where that is silly and there are numbers that are sensible, and 8%
not true. If you target not on a person’s income but is a very sensible number around which to discuss
on a characteristic that is highly correlated with what public spending might be.
poverty, like lots of young children in the family or Professor Davis:My reading of the Turner proposal
being old, the benefit will not be perfectly targeted was that it was a sort of politically astute way of
but it will be pretty well targeted. In my view, saying, “Well, look, if we track the current system
reducing income-testing further would not involve a it’s going to get to seven, seven and a half, by 2050
lot of expenditure on badly targeted benefits and it anyway,” so saying, “Look, within the envelope of
would assist with incentive eVects, as I have 8% you can do this,” but I still do not think there is
mentioned. anything holy about 8% and it could be a bit higher.
Professor Davis: There are other countries which
have experience that these things, although they are
a tradition in the UK, are not necessary, if you like, Q65 Justine Greening: In other words, if, for
for a reasonably wealthy and well-functioning example, there was a more generous state pension
pension system. which made people feel that privately they needed to

save less then the overall eVect would still be
suYcient provision for people, which would meanQ63 Jenny Willott: One of our previous witnesses
that perhaps going over 8%would be fine; object stillsaid that if you targeted not by means-testing but
achieved, in other words?you targeted extra pension resources on older
Professor Barr: I think going slightly over 8% wouldpensioners actually you would hit more wealthy
be fine. You could say, maybe people would savepensioners, as those who have higher incomes tend
more. If we said there is an element of risk in theto live longer. My understanding had always been
National Pension Savings Scheme, the more solid athat actually older pensioners tend to be the poorest

in society rather than the otherway round. If you did person’s foundation is the easier it is for them to take
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some risk. It is not necessarily the case that higher may give us some lessons that we can learn, do you
think? I realise that is actually a very big question, sostate pension means lower saving; actually they
apologies for such a broad question.could move in parallel.
Professor Barr: A small number of countries haveProfessor Davis: I think that is a very good point. In
done what I regard as the essential thing, and that isa sense, we are worrying, or people worry at some
action on retirement age.We have done that to sometimes, about savings gaps and the fact that people
extent for women and now there is a discussion ofare not saving suYcient, so that might well be a good
raising retirement age for women and men. The USbasis, together with a good scheme which would
has raised their normal retirement age to 67. Theyencourage people who are not saving to do so, or
did that a long time ago, and announced it a longhelp them to do so.
time ago, and so gave people plenty of warning: and
it is happening without a murmur. I believe Norway

Q66 Justine Greening: In terms of this gradual and Iceland have done something similar. Other
increase you might see in state spending on pensions countries have not done so and I think that is the
as a proportion of income, one of the things the elephant in the room that nobody talks about. What
Turner Report, the Pensions Commission, talked Sweden has done, is interesting. I am not knocking
about was the fact that in the short term we will see their system, what they have is a system where, in
the state pension age forwomen rising, and therefore essence—I am oversimplifying—they are capping
that will provide some respite, in terms of delayed their public spending on pensions in such a way that
spending on women’s pensions and that will set if people live longer, other things being equal,
against that cost, largely, as it rises in 2010, 2020. Do pensions will fall. That is an automatic way of doing
you think that is correct, or do you think they are what successive governments of this country have
being overoptimistic, to say that will just plug the done through discretionary action such as under-
short-term gap? indexation and the like. Sweden has got the makings
Professor Barr: I think it is the way you couch the of the right mechanism but the one thing it has left
public accounts. It is a matter for Government how out is action on pensionable age. You can retire in
much it chooses to spend on pensions and how it Sweden, I believe, at 62 and the pension you get at
balances the level of the pensionwith retirement age. 62 gets smaller the longer the life expectancy of your
The fact that women’s retirement age is going up cohort. If people were rational, if they get a lower
gives additional resources which the Government pension at 62, theymight choose to work longer, but
could choose to spend on pensions or on something there is a lot of evidence that that is pushing
else. If the question one is asking is what could we rationality a step too far. The missing bit in Sweden
do for pensioners within broadly the present funding is that the minimum pensionable age of 62 ought to
envelope, or increasing spending very slightly, you rise with rising life expectancy. If they did that, they
get the Pensions Commission answer, which, as I would have a complete package; at the moment I
have said, is a very sensible one. would say it is an incomplete package.
Professor Davis: I think my understanding is that is Professor Davis: Other aspects of the Swedish

system that are interesting, I think, arewhat they calla sort of transitional thing, that thewomen’s pension
the Notional Defined Contribution, ‘pay as you go’thing does not aVect the 2050 level in either case,
scheme, where they try to make sure that you getwhether we change the policy or not. Yes, that could
back what you have paid in, obviously subject to thebe disposed towards pensions, if politically the
adjustment for the demographics. Also, the thingGovernment chose to do so, clearly.
that the Turner Commission have taken on board,
which is the Government monopsony buying of

Q67 Justine Greening: Obviously, the other fund management services which should reduce the
alternative is that they get the money from the cost quite a lot, but maybe that will come up later.
taxpayer through tax rises, so you feel that Other advanced countries I think are interesting are
potentially it is a way inwhich tax increasesmight be Switzerland and Australia, which have
deferred by drawing on that in the short term? compulsorily-funded elements, also they have ‘pay
Professor Barr: If you are spending less on pensions as you go’. It is always a question of balance but
because women get their pension only later, that those countries would seem to me certainly to be
gives you resources, and the question is whether you ahead of the countries which have themost diYculty
use those resources for pensions or use them for in continental Europe: Germany, France and Italy.
something else, which is a political decision. The Equally, the United States even, we often think of
Pensions Commission were sketching out the way it the United States as being very similar to us but
would look if you spent them on pensions, which I actually their ‘pay as you go’ scheme is more
think is a sensible way of doing it, but it is a generous than the UK one by a considerable way.
political decision. We may not want to go that far but I think everyone

is arguing that the ‘pay as you go’ should get more
generous.

Q68 Justine Greening: Obviously, we are not the
only country facing some of the economic but also
demographic pressures, in terms of the mismatch Q69 Mrs Humble: Can I move the debate in a
between today’s workers paying for today’s diVerent direction, to look at trends in occupational
pensioners. What are the sorts of things that other pension schemes. How do you see occupational

pension provision evolving over the next 10 years,countries, for example, Sweden, have done which
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and in particular do you see any problems for what long pause and she said, “Actually, I don’t think I
could be.” If a Professor of Finance, or anseems now to be a trend of closure ofDefined Benefit
economist, like me, does not feel they could monitorschemes and the growth of Defined Contribution
whether their pension fund is well run, it does callschemes with smaller contributions from employers?
into question the benefits of competition and howProfessor Davis: That is definitely the way things are
far education about investment can go. That is onegoing. We seem to be almost on the way to the only
strategic area. I can be more brief about a secondfunded Defined Benefit schemes being in the public
area-- administrative costs. If your fund managersector, while the private sector is not only closing
charges 1% of your accumulation (which does notDefined Benefit schemes to new members but at the
sound like a huge amount) over a full working life itmargin they are starting to close them oV altogether
means that the pot you end up with is about 20%to the existing workers as well. Equally, as you point
smaller than it would be without that 1%out, this decline in contribution rate seems to be
contribution. Then you think about some countriesquite well established and it is something that I am
where average administrative costs are 3% and youvery surprised has not had more research done on it
see how little of the workers’ contribution comes outas to exactly what is going on here. My suspicion is
at the other end as pension. If we are movingthat maybe a small part of that might relate to
towards a Defined Contribution world, the sort ofshifting from contracting out to contracting in,
thoughtfulness about administrative costs which thewhich naturally would reduce the employers’
Pensions Commission Report has put in is essentialcontribution, but generally there just seems to be a
and I think should be thought about for otherstraight cut in what is eVectively labour
Defined Contribution schemes.remuneration and one is surprised that there is not

more pressure from workers as well, in respect of
that. It may relate to its invisibility somehow; it is Q70 Mrs Humble: If the existing system is as
something that mystifies me. complex as you have outlined, how do you think
Professor Barr: The great advantage of employer that the Pension Commission recommendations on
Defined Benefit schemes, from the point of view of contracting out will aVect the situation? Assuming
the worker, is that the employer bears the risk and that employees can make the choices that you are
pays the administrative costs. While I can see the talking about, and the choices available seem to be
arguments that some types of Defined Benefit getting more restricted, the Pensions Commission,
schemes, particularly final salary ones, cause as I understand it, is recommending abolishing
distortions in the labour market in today’s world, I contracted-out rebates for DC schemes, retaining
mourn their passing. I recognise the pressures which them for DB schemes for the foreseeable future but
have brought it about. I can see that, increasingly, I think abolishing them by about 2030. Of course,
employers are reluctant to take on the risks of there are other recommendations for contracted-out
making pension promises when people are living rebates, so what impact do you think that all of those
longer and longer. I would be delighted to be proved measures will have on the situation?

Professor Davis: I was slightly puzzled by the DBwrong but I think that that pressure is all in the
thing, because I read their latest contribution, of thedirection of moving to Defined Contribution
Pensions Commission, and they just said, “We wantpensions. If that is where we end up, I have two
to keep them.” They said, for various reasons, theystrategic sets of concerns which I would like to see
might go down, because of economic and financialdiscussed further, and which I think are very much
changes, but maybe there is something that I did notan agenda for public policy. The first is the issue of
catch up with. To the extent that they retained onindividual choice about investment, “Which pension
DB and reduced onDC then that would increase thefund do I join?” Economists tend to argue that
disparity, I guess, in there, in contributions whichchoice and competition are wonderful, and that is
would be occurring. On the other hand, there is atrue where people are well informed, so having
thought I have, which is that supposing aDC schemecompetitive food, clothing, computers, automobiles,
is contracted out and are cutting contributions to anis great stuV. Where people are systematically badly
absolute minimum, is that necessarily a good thing,informed, competition ismuchmore problematic. In
will you really get what the contracting out isthe case of healthcare we are not well-informed
supposed to give you, which is a replacement for theconsumers. I would say, in the case of pension
state earnings-related pension. That is just aproducts most people are badly informed and, what
question which concerns me about these very lowis more, could not become very well informed. There
contribution rates that we are seeing from DCis a survey in the United States which the Chairman
schemes.of the Securities and Exchange Commission is fond

of quoting, that only 50% of Americans know the
diVerence between an equity and a bond. Now this, Q71 Mrs Humble: I am feeling a bit like the
in the most financially savvy country in the world, Professor you mentioned earlier; who is going to
makes a powerful point. As another example, after understand all of this, at the end of the day?
the Goode Committee reported, I was talking at a Professor Barr: The argument, where you have
conference to a former LSE colleague who had gone badly-informed consumers, is deliberately to
on to be Professor of Finance at another university, constrain the choices they are asked to make. The
and I said, “Are you a well-informed consumer of US has a pension scheme for its federal civil servants
our University Teachers pension scheme?” She said, called the Thrift Savings Plan. The scheme is

voluntary. Initially there was only one portfolio, so“No; I don’t have the time.” Then there was a very
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it was take it or leave it. Now they have a choice of in terms of their investments. Certainly I agree about
the massive proliferation of funds; that is just goingfive where, like the National Pension Savings
to mislead people and lead to bad choices.Scheme, the administration is centralised, so

administrative costs are ludicrously low (they are so
low that I suspect that some of it appears in other

Q73 Mr Dunne:We will come on to, in a moment, ifaccounts). The argument is that, where consumers we may, the concept of a government guarantee, toare not well informed, you deliberately give them a which you have just referred. Following on from the
small range of simple choices, for example, slightly issue we have just been talking about, do you think
more risk in the stock market, or no risk at all via that there is a risk with levelling down? What eVect
government bonds, choices which, by and large, will that have on existing occupational pensions; do
people are equipped to make and then you leave the you see these as becoming an endangered species?
fund management and the choice of fund managers Professor Davis: I would say that, the level they have
to people who do have the expertise. I realise that chosen, there is a possibility of that, but in a sense it
leads to questions about who are the right people is almost going with the grain of the way employers
and does this imply a government guarantee, but I are cutting contributions anyway. Certainly it is
regard the argument that ‘themore choice the better’ desirable that they do not get levelled down, but
when applied to pensions is profoundly mistaken, there is a risk of that. I think some of the suggestions
because most people—including me—do not know that the latest Turner Report has made, about
enough to make those choices sensibly. emphasising it is aminimum, etc., etc., may help, but

that is a concern I have. I see it as aVecting mainly
Defined Contribution schemes, because I think that

Q72 Mrs Humble: Consumers, of course, are being for companies with DB schemes, so long as they can
given information now increasingly on the aVord them, they will see them as establishing their
projections for their pensions and some people are position in the labour market as an attractive
shocked at how little they are projected to get on employment aspect, and that simple, levelling-down
retirement. Perhaps that might come into the argument would not apply to someone switching
equation when they are looking at whether or not from DB to DC, they would have to do it for some
they themselves are contributing enough and other reason. There is a risk that DC schemes might
whether they are in the right pension scheme? get levelled down, but really again it is a question of
Professor Barr: The Guardian Money website has a where bargaining leads, in a way, whether workers
calculation where you enter your age now, when you are suYciently aware of these issues. Tomymind, we

were talking earlier about contribution rates andwant to retire, how much you want in retirement,
how little you may get when you see the projections,how much you are saving now, etc. hit the ‘go’
one thing I think we should bear in mind is that thebutton, and are then appalled by how much more
younger you start the more pension you get for ayou need to be saving to get that target. That is
given percentage contribution. That is an importantexactly the sort of thing that consumers should be
issue people need to learn about. Sorry, that waseducated into doing. The question in a world of
deviating slightly from the question.Defined Contribution schemes is, “I have got to
Professor Barr: I would agree with that. In the shortchoose from one of thousands of funds, and onwhat
run, some employers might contribute less. But inbasis do I make that choice?” Most people have this
the long run, it is a matter of labour marketuneasy feeling that they ought to be saving, but are
competition. To deviate slightly, there is a piece oflike rabbits in a car headlight: they just do not know
economic theory which says that if you makewhich fund to choose, and therefore they do not
something cheaper, depending on what the demandchoose. There is evidence from Sweden, where there
looks like, people might buy so much more at theare 700 funds from which people may choose: if a
lower price that themanufacturermakes vastlymoreperson does not choose then his or her savings go
money (I suspect iTunes is going to be somethinginto a default fund: and last year 90% of new
like that). The cheaper the commodity gets, themoreworkers went into the default fund because they
in total people spend. If you oVer people simple,simply did not exercise their choice.
cheap, kite-marked pension savings, one responseProfessor Davis: I think there is one element where
could be that all these rabbits in car headlightssome informed investment evolution might be
suddenly say, “Wow, yes, I really can do this and Inecessary, and this is the idea that as you get near to
should be doing it,” and the demand for pensionretirement you should probably take a more safe
savings will go up. That would then createportfolio than when you are young; when you are
competitive labour market pressures to whichyoung you should have an aggressive portfolio
employers would respond. There is no reason tobecause then it can grow. The big risk with Defined
think that this would be a real body-blow toContribution is that the stock market collapses and
employer contributions; there might be a short-runyou are all in equities when you are in your fifties or dip but there are good reasons for thinking that in

early sixties. There is an issue whether some sort of, the medium term, if not earlier, it could pick up.
they call it, lifestyle investing, really it is just lifetime
investing, basically, is something that people should
be helped with, and that is an issue that raises with Q74 Mr Dunne: There is nothing you can think of
the NPSS as well, whether somehow people should which could be introduced into this scheme to

reduce that impact?get guidance as to what is appropriate for their age,
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Professor Barr: That then gets into the issue of Professor Barr: If you look at the brouhaha over
employer schemes which are currently havingvoluntarism versus compulsion. There are good

arguments on both sides. I tend to prefer problems, the Government is always going to cop
political flak when pension schemes get into trouble.voluntarism. The idea of auto-enrolment is that it

creates a very strong steer, it nudges people who are I think that is inherent in the nature of democratic
politics. Whether that would be stronger with NPSSnot well informed to do what experts think they

ought to do and what, deep down, most of them I do not know; it might give Government an interest
in making darn sure that the thing was robust. Youknow they ought to do. The great advantage is it

gives them the choice to save more, whereas, if could say that if you have a robust scheme it should
not need Government intervention and if things getcontributions are compulsory you tend to have to set

limits, reducing people’s choice, not only over so bad that even a robust scheme runs into trouble
maybe it is right that Government uses taxpayerwhether they save, but how much they save. My
money, because governments have flexibility whichpreference is for voluntarism but leaning on people
citizens do not, which is one of the most importantthrough auto-enrolment.
reasons why we have government.
Professor Davis: That would be a time when

Q75 Mr Dunne:We have had some evidence that the financial markets were collapsing globally,
NPSS is an inferior alternative to revamped SERPS presumably, and other kinds of funded schemes
and some other suggestions that perhaps we should would also be in trouble. I would find it hard to think
be looking not at a pension savings scheme but a that NPSS could be in diYculty and the other
national savings scheme, like a lifetime savings schemes could not, so that would be amore systemic
account. Do you think that either of those models thing that inevitably would be something that
might be more beneficial and would the individual Government would want to consider.
take more responsibility and more ownership if they
had more control perhaps over the outcome?

Q77 Mr Dunne: We have been in that situationProfessor Barr: I was a great fan of SERPS when it
relatively recently though?first came out, and in a way I like the idea, but if that

is all you have got then people cannot choose Professor Davis: We are getting out of it. The
question is one of cool judgment. I guess one issuewhether to contribute more or less, which is the one

of the advantages of the National Pension Savings which one might raise here is, it is a question of not
building expectations about too high rates of returnScheme. Another argument is that SERPS is

vulnerable to government decision. It is not that as well. That was the big diYculty, as probably you
are aware, of the 1980s and 1990s, that all theprivate savings are invulnerable—you can always

change the tax concessions—but you could say that pension schemes started assuming double-digit rates
of return were normal, whereas if they had looked atthere is an element of robustness, people’s savings

are people’s savings and if you are thinking of the the data back to 1870 they would have seen that
equities return about 6% real, and that is it, whereaslong term there might be advantages in having part

that is genuinely private property. The issue of they got used to 19, or something. If one canmanage
expectations on this new pension scheme, and I noteNational Pension Savings Scheme versus saving

schemes generally boils down to whether it is that Turner are talking about things like three and a
half, which sound pretty sensible, then it is muchcompulsory for people to annuitise, or whether they

are allowed access to their pension savings earlier, better to have pleasant surprises perhaps than the
opposite.and possibly not to annuities. Here I think there is a

profound cultural diVerence across countries. To Professor Barr: If I could just emphasise that point.
any American, it is obvious that you do not make If you get people’s expectations such that the reality
annuitisation compulsory, and here we do. It is not is likely to be better, then you have got happy
an area on which I have any particularly strong citizens, a well-run country and no political
views. problems; get it the other way round, and you have

big problems.Professor Davis: I tend to take the view that if we are
giving people tax subsidies we should get them to
annuitise, because otherwise they can just dissipate

Q78 Miss Begg: I have a number of questions aboutthemoney and it is no longer available for retirement
raising the state pension age, and I think, Professorincome, which is what it was originally designed for.
Barr, you said you could talk a great deal on this.I would agree with the point that was made that a
When the Turner Commission reported, manybalance between ‘pay as you go’ and funding is a
people did not understand all the minutiae of whatquestion of risks. With ‘pay as you go’ you have got
was proposed, but the one thing they did understandyour political risk that the Government abrogates
was that there was a proposal to raise the statethe scheme; with funding you have got market risk,
pension age and it was the one thing they did notless political risk, as you say, a little bit perhaps. To
like. You will not be surprised that a number ofmy mind, the NPSS is pretty reasonable, in terms of
organisations which submitted evidence to us,the sorts of objectives which it is being set, as a
particularly those which represent employees, suchcomplement to other private, funded schemes.
as the TUC or pensions groups, have said that is the
one part of theReport that they are least happywith,
or in fact are against. Both of you have said that youQ76 Mr Dunne:Do you think there is a risk that the

Government will be seen to be underwriting NPSS? support the rise in the state pension age. Presumably
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therefore you expect the Government to sell it. How Professor Barr: If what people hear is that the
does it sell it when the vast majority of people retirement age will rise from 60 to 65, they think,
actually think that is the wrong way to go? “I’m going to have to work 5 years longer; we are all

going to have to work 5 years longer”. If you do itProfessor Barr: I think this is an area where you need
public education. When old age pensions were first right, as we did it for raisingwomen’s retirement age,
introduced with a retirement age of 65, I think life you announce the change a long time in advance so
expectancy was in the high forties. Very few people nobody is aVected in the short run. Thus you do not
reached 65 and if they got there they were absolutely give people nasty, short-run surprises, but phase in
finished The motivation for early old age pension the change gradually. Thus if you have two women
schemes was not so much to be kind to cuddly whose birthdays are a month apart their retirement
pensioners but to get unproductive dodderers oV the might be a month apart but not a year apart. Doing
factory floor and the farmyard, where they were the same thing for state pensionable age, which is
lowering the productivity of younger workers. That what the Turner Commission rightly recommends,
was the original motivation. Today, we can and puts in place a gradual process which starts a long
should do much better. Of course people should time in the future. That is the right way to do it. If
have a generously-financed retirement; the question you say to people, “Bad luck, we’ve changed the
is where it should be pitched. If life expectancy gets rules, you thought you were going to retire at 60, but
longer and longer and all goes into people’s next year it’s going to be 65; instead of onemore year
retirement years, in the limit people are going to you’ve got six more years,” that is bad politics, bad
work for 40 years and be retired for 40 years, or even economics, bad social policy, but that is the way it
longer, so something has to give. I think the way to has been allowed to be presented. I think that is the
explain it to people is simply to give them the figures. real problem.
I have done this for Britain. A British man who Professor Davis: It is worth mentioning that the
retired in 1950 retired, on average, at age 67 and had Americans have pushed the state retirement age up
10 years left. Not manymen made it to retirement in to 67, in exactly the way I think you have been
1950 but those who did had contributed for over 50 describing, a long way ahead, and basically people
years and had an average 10 years of retirement. A have accepted it, so there is experience that these
British man who retired last year retired at 63 and things can work. In a way, it is natural that people
had 20 years of life expectancy left, so twice as many object to adverse changes to their conditions, like the
as his grandfather. What the Pensions Commission French train-drivers who retire at 50 and theywill go
is proposing is that, in the future the retirement age crazy if it is proposed that is changed, but one can
is set in such a way that people retiring in 2050 have still think things are economically inappropriate.
a longer period of retirement than people today, but
work a bit longer as well, so sharing the gains. I think
the point to get across is the great, untold, political, Q80 Miss Begg: Could we not reach a case where
good news story, namely that people are living really we have got a two-tier retirement force, if you
longer, something that most people do not realise. like? There are those who have had good
You could say the great welfare gain of the 20th occupational pensions, whether it is in the public
century was that people are living longer and that sector or indeed in the private sector. They have been
longer, healthy lives is unambiguously good news. on a good salary and therefore have been able to pay
Governments in all countries are simply not making large contributions and so can retire at 55 on quite
the point. They should remind people that what they a good pension, because they do not need the state
get for a longer working life is a higher pension, and element and they will never need the state element to
a final point, ideally also greater flexibility between make up their income because they have got quite a
work and retirement. The bad political news is you good income. Those who are on lower wages will
have got to work longer; the good news is you have depend to make ends meet on the state element and
the option of moving from full-time to part-time in therefore they are the ones who have to work the
muchmore flexible ways than you do at themoment. longest?
I think that that is a package which is good in Professor Barr: With people living longer and
economic and social policy terms and also longer, private occupational schemes will
politically saleable. increasingly find it unaVordable to oVer generous

retirement at 55. I think that with Defined
Contribution schemes, in the private sector thingsQ79 Miss Begg: That does not take account of the
will work themselves out, possibly fairly quickly;reality with the general population. We have just
The issue is more problematical in public sectorseen Unison on strike, 3 weeks ago, because of the
schemes, where ultimately it is the taxpayer whothreats to take away the Rule of 85 from local
picks up the bill. If one were to say to teachers,government pension schemes, which means
“Well, yes, alright, you can keep your retirementeVectively that people can retire at 55 on a full
age, but on an actuarial basis the contribution you’repension. I am an ex-teacher and my colleagues were
going to have to pay to get it is a lot higher thanincandescent with rage when it was suggested that
now,” then you will have a diVerent politicalthe male teacher should teach beyond 60 and not get
problem. At the moment you could say it is thetheir full pension. If that is the mood of the nation,
taxpayer who is bailing out a lot of these schemes,how on earth does the Government build up a

consensus around raising the retirement age? and the Government is solving a tricky political
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problemwith taxpayermoney. It is not clear for how Q83 Miss Begg: Can you see anything in what the
Turner Commission is proposing which wouldmuch longer that will be sustainable, nor that that is

necessarily the best use of taxpayer money. actually allow that to happen?
Professor Barr: The National Pension Savings
Scheme would do that, because your pot belongs to

Q81 Miss Begg: You mentioned previously that you, you take it from job to job, and the pension you
some of those people do not do what you would get out of it depends on how much you have put in.
expect to be the logical thing, that if they worked Thus if you leave one job at 55 and work for 10 years
longer they would have a higher pension. I think you in another you carry on adding to your saving pot.
have written an article recently which says “evidence What you then get out is a double whammy: the
suggests that many people who retire at the earliest pension is larger because you have put more into the
permissible age, even at a pension that is low and pot and larger because you are starting to draw it
which would be larger if they delayed retirement.” down at a later age. I agree completely with your
You say “incentives to encourage delayed retirement implied point that merely raising pensionable age is
in Sweden have had little eVect.” Why is that, why not enough: you need to do a lot more.
are people not taking that rational decision about Professor Davis: In that context, in a sense this is one
working longer if they are going to have a bigger advantage of Defined Contribution schemes. If
pension? Defined Contribution schemes were making 16%
Professor Barr:Economics is a wonderful discipline. contributions, like Defined Benefit schemes were,
It explains certain important things very well, but it then probably we could say the employees were
does not explain everything People are not all getting a good deal, without the reduction, because,
rational with a long time horizon. Some people do as was said, the Defined Contribution scheme does
not really understand the arithmetic; others will not not have this back-loading element whereby it is
save because they have other pressing needs. Yet your final salary which determines everything. There
others would like to save, like many people would are other types of Defined Benefit scheme which it is
like not to smoke, or to drink less, and they know probably too late to introduce in this country, like
that is what they want to do but somehow it never career average Defined Benefit schemes, which
quite happens. partly would get over that and enable more

flexibility, but I am not sure that we are in that state
of the game to make such a structural change inQ82 Miss Begg: Can I give you perhaps a rational
Defined Benefit, unfortunately.explanation as to why they do that and why it may

be the case perhaps in the public sector. If you have
Q84 Justine Greening:Youhave talked about peoplebeen in a job for 30 years and you are 55, you are
living longer, but there is some evidence whichactually fed-up with that job, but at the moment
suggests, for perhaps the young generations now,there is no incentive for you then to move on to
actually for the first time life expectancy could beanother job, which youmight enjoy, because there is
falling. Do you think maybe there is a danger that inno incentive in your pension, you can get that solid
the dim and distant future, which possibly none of uspension at 55 but to go oV and do a lower-paid job or
here may be around to see, there will be a lot ofsomething youmight enjoy has no payback. Is that a
people who were working for longer, with a laterreasonable explanation and, if so, what can we do to
state retirement age, thinking suddenly, “Hold on amake sure that people do not make the irrational
second, I thought we were doing this because wedecision, which is to retire completely, rather than
would have longer in retirement, and actually all thekeeping in the workforce?
evidence now suggests that the burgers I have eatenProfessor Barr: In my view people do not always
means that I won’t,” and they will feel a bit cheated?make rational choices and you therefore need to
Professor Barr: If I were made dictator of a brand-nudge their decisions, for example, by raising state
new country in some peculiar parallel universe, Ipensionable age. But that is only the start. Then you
would want to have a default retirement age whichneed to have pension institutions which support
bore some rational relationship to life expectancy, solater and more flexible retirement. Final salary
that as people lived longer retirement agewould driftschemes are death to people moving from full-time
upwards slowly, in a predictable way, and if lifeto part-time work, so you need pension institutions
expectancy started to fall, it would drift downwards.which allow people to move from full-time to part-
I do not think there is any technical reason why thattime, or to another job, and you need labour market
could not be done.institutions which do that as well. The moment you

have a fixed cost of employing someone the incentive
to employers is to have as few workers as possible Q85 Harry Cohen: Professor Barr, you wrote in
and work them for as many hours as possible. You Prospectmagazine in January, and I quote: “Poorer
need to avoid charges like that making it easier for people start work earlier and have lower life
employers to take on people part-time. Then, I expectancy, they thus contribute longer than richer
agree, somebody who is fed-up with arguing with people and enjoy fewer years of retirement.” Then
stroppy youngsters after 30 years may well want to you went on to say: “This cannot be grounds for
move to another job, and pension arrangements and keeping the current retirement age for ever.” I
labour market arrangements ought to make that as almost wanted to ask, well, what is it grounds for
easy as possible for them. I agree, that is another then, but at this late stage that would be an

enormously long answer, I presume. Is it not the caseessential part of the package.
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that those who support the raising of the retirement spring short-run surprises on you.” I think, if it is
presented right, there is a very powerful case—butage tend to underestimate the importance of that
then I am not a politician.factor?

Professor Barr: I certainly do not underestimate its
importance. If you say raising the state pensionable Q87 Miss Begg: It is a diYcult one for all of us. If I
age harms those with a shorter life expectancy and can move on to the two-tier retirement system,
therefore we cannot do anything, then state because Turner proposes keeping the Basic State
pensionable age is 65 in perpetuity.Ultimately, as we Pension and the State Second Pension and he does
have seen, that puts costs on all the other pensioners make some suggestions that we could have possibly
in the form of a lower pension. There is a real issue diVerent retirement ages for each of these but then
of where the costs should lie and my answer is two- obviously that would make the thing more complex.
fold. You gradually raise state pensionable age: I What are your views on that; is it worth the
strongly support the Pensions Commission that you complexity, is there a trade-oV, or should we have
do not do anything in a hurry: and one of the things just one state retirement age for everyone?
you do in the short run is start to attack the factors Professor Barr: I am a simple-minded person.
that cause some people have a shorter life Complexity bamboozles me. I think it bamboozles a
expectancy. The inequality in health outcomes is a lot of other people. I think it is one of the sources of
huge area that, quite rightly, public policy is tackling the savings problem. I think, having something
in terms of occupational safety, retraining for older which is fairly easily explained to people is helpful to
workers, and making it easier for older workers with public policy. The present system is completely
health problems to move into less-demanding work unintelligible. I have got a book on the Economics of
or into part-time work. There is a whole lot of things the Welfare State, in which I studiously avoid
which can and should be done, so I am absolutely describing the current system because I could not
not ignoring it. But saying that because of this very really understand it. In an ideal world, I think you
real problemwe cannot do anything is immobilising, should have a state pension available from some age,

which I would prefer to be higher than 65, and sayand I think that is the wrong way to go.
to people, “You can get that flat-rate pension at thisProfessor Davis: Just one thought I have had is that
age, and if you work longer it will rise by X per centthe annuities industry has generated a product called
a year.” That should be the starting-point, becauseImpaired Life Annuities, which actually does give
that is simple and people would understand it: if thepeople a better pension when, in some detectable
increase was fair actuarially they would regard it asway, they are clearly not going to live a long time. I
a fair system, and the more people can understandam sure it is probably too radical for the state
the system and the simpler the saving schemes thesystem, but in principle could not the state somehow
easier it is for them to act in ways that are rationalmeasure whether there is an impaired life; it would
and in their own self-interest.probably take only a certain proportion of these
Professor Davis: I am agreeing with what you arepeople, but that is something which private industry
implicitly saying, which is a flat-rate pension ratherat least has made a handle on.
than flat-rate plus earnings-related is probably best,
in the long run anyway.

Q86 Miss Begg: Just to pick up on Harry’s point, Professor Barr: It is partly a question of what a
again, looking at the people out there, are they not country is used to. The US has had an earnings-
going to just turn round and say, “It’s alright for related pension since the 1935 Social Security Act. It
these academics who have got jobs, or indeed for is embedded in their culture and it would be daft to
politicians, who have got a nice cushy life,” we can change it. On the other hand, our tradition and the
work until we are 70, but, in reality, in the real world, evolution of our pension is diVerent, and therefore,

for us, I suspect simple, flat-rate but more generousthere are people who are working in heavy industry,
than now would be the way to go.doing very heavy jobs, who simply are not physically

fit by the time they are 55, rather than 60 or 67?
Professor Barr: All the evidence suggests that the Q88 Miss Begg:Youmentioned theUS andNorway
longer life is healthy life. Heavy, physically- and Iceland, which have all raised the state pension
demanding manual jobs are getting fewer and fewer. age above 65 and you said for the other countries it
The need for greater flexibility and careers where was the elephant in the room. Is there anything that
people do not do the same job all their working life is we can learn from what has happened in those
growing, and I have talked about the need for labour countries, the ones which actually have raised the
market institutions to support that. I think it gets state retirement age?
back to public education and saying, “Look, there Professor Barr: I am afraid I do not know about
are hard choices. If we keep a retirement age of 65 Norway. The US, got it right, in the same way as we
and people live longer and longer, the downward did with women’s retirement age. It made the
pressure on pensions, and hence the living standards decision and announced it a long time in advance, so
of our elderly, is inexorable, and, as an electorate, nobody was going to be aVected for a very long time,
how do you want to get out of this? You can have it was not a large increase, and it was phased in. That
lower pensions at 65 or higher taxes which workers is what the Pensions Commission has suggested and
won’t like and which may in the limit impede I think that is essential. Large, short-run step
national competitiveness, or you can have generous changes are bad economics, bad politics, bad social

policy.pensions but a bit later, but we promise we won’t
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Q89 Chairman: If I can address this mainly to Philip, Professor Barr: I agree with that, but there is an issue
about annuitisation: at what age do you make itI think Turner spends about 108 pages on the
compulsory; at the moment it is up to 75. You willcomplexities of the state system and how to resolve
tell a story which says there are three stages inthem, but in three paragraphs he dismisses reform of
retirement: I used to think there were two, alive ortax relief as complicated, and I think that says
dead: but there are three, alive and able to look aftersomething. We have had many submissions which
yourself, alive and needing care, and dead:-- and thesuggest that the current structure of tax relief could
middle one is ferociously expensive. In an idealbe much better targeted. Do you have a view on
world, people ought to have a mechanism forthat?
enjoying a good level of pension when they are ableProfessorDavis: I think I will not repeat what he said
to look after themselves but having a way of keepingbut I would agree pretty much with David Miles,
something up their sleeve to annuitise later than 75,that the taxation of saving should appropriately be
if at that stage it turns out they need long-term care.an expenditure tax treatment. Expenditure taxes like
We bought an annuity for my wife’s then 97 year oldon pensions are ones that are right and the treatment
great uncle to help pay for long- term care and theof the other forms of saving are the ones that are
annuity you can get for someone aged 97 is splendid,wrong because they have dual taxation. Having said
so the issue of whether 75 is the right age at whichthat, so I will not go into detail because you heard
to make annuitisation compulsory is an area whichwhat he said anyway, I also think there is a case for
should be considered.a relative tax benefit for pensions, because pensions
Professor Davis: That is not an argument for a tax-are exceptionally illiquid, they are things that people
free lump sum, necessarily.cannot touch for many years, unlike, say, ISAs,
Professor Barr: That is right.whichmove part of the way towards the appropriate
Professor Davis: In a way, what I guess people aretax treatment, but everything else basically is
doing is using their houses partly for that, which isdouble-taxed. I would tend to take that point of
also tax-privileged, of course. Just one other pointview.
on annuitisation, I guess there is a lot of argumentProfessor Barr: I would agree, yes.
about the low annuity rates at present, but that is
partly a question of what I said earlier about lifestyle

Q90 Chairman:Do you have any particular views on investment. If people switch appropriately to bonds
the merits or equity of the tax-free lump sum? well before they retire then there is not any interest
Professor Davis: I think the tax-free lump sum is an rate risk when you annuitise. The interest rate risk is
anomaly and I do not really think it is appropriate. because you are in equities and you switch to bonds,
In a sense, it is the Exchequer giving away money; it and the relative rates are inappropriate because an
will otherwise get the tax back on the pension, annuity is basically a bond, so that also would be
instead it just gives it away. Furthermore, further to covered.
my earlier point, we are not annuitising the asset, so Chairman: That concludes this session. Can I thank
it is not being used for retirement income. I do not you both for what has been a very illuminating
think, if we were inventing a pension system, we contribution. I am sure it will influence our final
would invent a tax-free lump sum, at least not report. I am certainly going to get a copy of The
against the background of the argument that Welfare State as Piggy Bank. I think I might be able

to understand that. Thank you very much.annuitisation is appropriate.
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Q91 Chairman:Goodmorning everybody.Welcome these issues at once, and to just pick out some at the
expense of others would be foolish. For example,to this evidence session of our pensions reform

inquiry, and particularly welcome to our three there was a suggestion we ought to increase the state
pension age. Without actually supporting it with awitnesses. Can I kick things oV by asking generally,

did you think the Pensions Commission got the better state pension, we would have lost the balance
of the elements within the package.issues broadly right in terms of their proposed

framework for reform? MsWest: A decent basic state pension, both to help
to tackle poverty amongst current pensioners butMr Kohler: Yes, Chairman. I think our shared

feeling would be that the Pensions Commission has also as a platform for saving, is essential. For
example, the NPSS would have diYculty running asset out a logical suite of ideas which will ultimately

provide a decent level of state pension payments envisaged unless there was that decent state pension
as the platform.which gives a genuine opportunity to people on

lower earnings to save to enhance their pensions.We
have diVerences of view partly between ourselves Q93 Jenny Willott: I am going to ask a couple of
and partly with the Pensions Commission over some questions about means-testing and reform.
of the details where some of the proposals seem to be Although there is some dispute about the figures, the
over fussy and over complicated, but it is heading in Pension Commission estimates that around a third
the right direction and it is aiming for the same of pensioners would still be entitled to pension credit
outcomes, and to that the extent I think we have an in 2050. The Pensions Policy Institute estimates it
aVection for the packages proposed. will be about 45%, so still a high proportion, though
Ms Barnes: I would support what Mervyn has said. the Pensions Commission says this would only be a
We are particularly pleased, as the Equal small element of their pension income. Howworried
Opportunities Commission, to see the focus that the should we be about the proportion still dependent
Pensions Commission has given to the needs of on means-tested benefits?
women and carers in achieving fair outcomes for MsWest: Like the Pensions Commission, I think all
women and carers. of us want to see a system that has less means-testing
MsWest: I would agree. We very much support the than would otherwise be if we carried on with the
broad approach of the Pensions Commission. One current policies. Ideally, we would like to see means-
area that is not covered, and this is probably because testing reduced as far as possible for a range of
it was not part of their specific remit, is looking at the reasons, of which I am sure you are well aware,
position of current pensioners, because most of the about problems of take-up, the complexities of
proposals are really looking to the future, but in systems, but also about providing that incentive to
terms of the Pensions Commission remit and save. I think, ideally, we would like to see a system
looking at a long-term settlement, we are very where less than a third of pensioners were on pension
supportive and we would very much like to see the credit, and, of course in addition to that, there will be
Government bring forward proposals that will put other people who receive means-tested help through
this into place. council tax benefit and housing benefit, and that is

not always taken into account in the discussions.
Q92 Chairman: You have all expressed concerns
about the possibility of the proposals being watered Q94 Jenny Willott: You have pre-empted my next

question.down. Do you have any feeling that that may be the
case and do you think that this is package and it Ms Barnes: I think we would want to see the figures

going below that, a third of people having pensionshould stand as a package or do you think elements
could be cherry-picked? credit, particularly given the fact that women are

more likely to need pension credit. We want to see aMr Kohler: There is no sense in which one can
cherry-pick between the elements. I think they have system set out from the outset that would enable all

of those spending their lives on lower earnings orgot to remain a coherent package addressing all of
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doing unpaid work, such as parenting or caring for MrKohler: It is hard to make much sense out of that
link, but if it was, indeed, trying to point in thatothers, to have a reasonable chance of achieving an
direction, that would be fair enough as an indicatorincome above the poverty threshold in their own
of the intention of where the Government wants toright that would stay above that level throughout
go in the long run.their retirement and eventually reducing the need for
MsWest: I think it is important to be aware of whatpension credit below those figures set by the
the Pensions Commission is actually proposing.Pensions Commission.
They are suggesting nothing happens until 2010 atMr Kohler: I agree on all of those, but also it is an
the earliest, after which the basic pension will beunacceptably high level for means-testing to be at
linked with increases in earnings, and by that time2050. Part of the purpose of the NPSS is to give
they suggest that in current earnings terms thepeople with low earnings a genuine opportunity to
pension will be worth £75.00, and so, when you talksave, and, if we are still going to have a third retiring
about a more or less generous system, we have to beand finding themselves in the means-tested system,
aware that we are not talking about a very high levelthen we have rather lost the plot and what we have
of basic pension or a very generous pension, so thatgot an NPSS for.
anything that would reduce that relative generosity
by delaying the introduction of the earnings link or
phasing it inwill produce something that really is notQ95 Jenny Willott:Going back to the issue that Sally going to be a very high basis for the platform forWest raised, when people are talking about means- saving.

testing and pensioners, as you said, the focus does Ms Barnes: I would agree with what both Mervyn
tend to be on pension credit, and, in particular, the and Sally say. The time is right now for radical
40% taper on the savings credit.What about housing reform and the longer we leave it themore confusion
benefit, which is a 65% taper, and council tax benefit and uncertainty we are going to have, so I think it is
and the disability addition to pension credit? time to do something bold.
MsWest:When you add all those things together, if
you have someone who is entitled to both savings

Q98 Jenny Willott: Is it possible for there to be somecredit, housing benefit and council tax benefit, the
sort of compromise whereby a clear commitment istaper is more like 90%, and it is an inevitable
made to up-rate non means-tested state pensionproblem with means-tested benefit. You make the
entitlement at the same time as accommodatingsystemmore generous, you bringmore people into it
concerns about future aVordability?and, if you have a steeper taper, then you have a Ms West: I suppose, from our point of view, somebigger diVerence between people entitled to benefit kind of compromise would be better than keeping

and not. We recognise that pension credit and other the current system,where we have the pension linked
benefits have done a lot to improve the income of to prices and it continues to lose its relative value,
current pensioners, but wewould like to see less need but I think I would go back to being cautious about
for these benefits in the future, not because pension watering down what is being proposed in case it is
credit and other benefits are made less generous but not going to fulfil the role that the Pensions
because we have a higher level of state pension and Commission and everybody else wants to see in
people have better savings opportunities, so there is providing a decent income for everybody in
reduced reliance because there is less need formeans- retirement.
tested top-ups. Ms Barnes: The compromise that we think would

work is to be very clear and very targeted in where
the state is giving its support. A model that the EOC

Q96 Jenny Willott: How would you respond if the has been proposing is one of a basic state pension for
Government took a less ambitious approach to state everyone but being very clear and very targeted in
pension reform, for example by phasing the earnings what the second state pension is there to achieve and
link in more gradually than was proposed by the using the second state pension to be really focused
pensioners? upon low earners and those undertaking unpaid

work, such as parents and carers, and using that toMr Kohler: I would take a rather dim view of that.
be very targeted and to deliver that greater level ofInsofar as this package is aimed at trying to save
income, and then we can aVord to have the index-lives and improve our pensions system for the future,
linking on both of those pensions by using targetingit inevitably does not do very much for pensioners
as the compromise for aVordability.today, but the speed with which it is implemented

would actually help, eventually, to benefit
pensioners today; so slowing down the proposed Q99 Jenny Willott: This kind of goes over a little of
timetable beyond its current rather leisurely what you have all already said, but the Government
appearance would seem to be going totally in the is committed to up-rating the guarantee credit in line
wrong direction. with earnings up to 2008. What would be the

implications of a decision to have less generous up-
rating arrangements after that?

Q97 Jenny Willott: Would you be supportive of Ms Barnes: I think the guarantee credit element of
what seems like a leap over the weekend about the pension credit is there as a safety-net to ensure
Government considering introducing an earnings people do not end up in poverty, and I think, if we

lose the earnings up-rating on that, we are losing thatlink for those over 75 at a much earlier stage?
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safety-net and we are losing that ultimate floor, if Government’s tests for pension reform because it is
much simpler and it is more likely to be sustainable.you like, in what people can expect as an absolute

minimum, and I think that is one area where we How do you trade-oV the need for flexibility and the
need to have simplicity. What is that trade-oV andcannot aVord to lose that earnings link, in that

safety-net. on which side do your organisations come down?
Ms Barnes: The overall focus has to be upon theMrKohler: I do not think it just applies to the safety-

net. I think that the link with earnings for pension outcome, and outcome has to be enabling people to
have a good chance of achieving an income abovepayments is fundamentally important. The bulk of

what pensioners spend their fairly limited incomes poverty thresholds, not just reaching that poverty
threshold but getting beyond that, and the EOC hasupon are things which are service related—things

like council tax, things like decorators, and so on taken the decision that what we think would work
best is to have those two tiers: to have that basic tierand so forth. They are not conspicuous consumers of

iPods and computers and other equipment, which that would ensure everybody has access to some
form of income in their own right, but accepting thattends to be reducing in price all the time, and so the

logic for a linkwith earnings across frompensioners’ that may have to be below the poverty threshold,
and to then use the second state pension to give thatincomes, from whatever source, is a very powerful

one, I think. bit of flexibility to enable the Government to be very
clear and very targeted inwhere it is giving its highestMsWest: Pensioner poverty has been reducing over

recent years and we would agree with the Pensions level of support. We want to see some of the basic
state pension and the full second state pension beingCommission’s assessment that if you break that link

there is a danger that you will start seeing poverty way beyond the poverty threshold, perhaps reaching
levels as high as £160 per week, but for that level ofrising again.
income to not be for everyone, for it to be very clear
that the state is using that to be targeted particularlyQ100 Jenny Willott: Finally, do you think that the
towards those who spend their life in lifelong lowsavings credit has a role to play in the future?
earnings, those who spend their lives caring forMr Kohler: If we get to a position where the basic
others unpaid or raising children, and to be clearstate pension or pensions are providing an income
when the state needs to support people and when itwhich is pretty close to the guaranteed credit, then
is up to individuals to take the responsibilityclearly there is no logic for a savings credit at all; in
themselves. That is why the two-tier route reallyfact that would be a good move.
appeals to us at the moment.MsBarnes:But over the short term it is important to

ensure that those peoplewho are in receipt of savings
credit now do not see a drop in income very quickly, Q103 Miss Begg: Do you see that second state
because those people are still not on a great income pension as being applicable to those who would not
even if they are entitled to the full savings credit. be in the NPSS, for instance, because they are not in
Ms West: Savings credit is one of those incredibly work or not in the conventional pay bracket that you
complicated things that people can’t understand but would recognise?
it was introduced with a legitimate role to try to Ms Barnes: I think, again, going back to some of the
provide extra income to the many older people who earlier questions, what Turner proposes and what
felt they had not gained anything from a small we would want to sit inside is that whole package
amount of savings. As Mervyn says, if we have a that would say throughout somebody’s lifetime they
system where people have higher state pensions, would all go through the three diVerent states, and
have been able to save more, then there should be no so everybody would be building up that basic tier.
need for the savings credit. However, I guess it is the When you are able to save, when you are earning
transitional provision, so that, if the intention is to enough to save, you should be saving within the
phase out the savings credit, that needs to be done NPSS, but at those times in your life when perhaps
carefully to ensure that people are not losing out in you are not able to save, perhaps you are out of work
the meantime. raising your children or caring for others, for

example, or on very low-paid work and not able to
save within the NPSS, then at that point the stateQ101 Jenny Willott: Basically, the answer to the
should be helping you through greater contributionsquestion, “Has savings credit got a future?” is,
towards your second state pension and, for those“No”?
able to save, theremay be a bridging pointwhere youMs West: It should be unnecessary as people have
have some contributions from the state into yourmost private savings on top of their pension.
second state pension and you are able to save a small
amount into your NPSS, but aiming for that overallQ102 Miss Begg: Christina, you just touched on the
outcome if you are either undertaking paid orstate second pension. I have got some questions on
unpaid work to enable you to achieve greater thanwhether the state should be responsible for just two
the poverty threshold.tiers of pensioner or one. The Pensions Commission

argues that a two-tier pension has the advantage of
flexibility, because you can have diVerent pension Q104 Miss Begg: But if you make the second state

pension the contributory element, as, obviously, youage and diVerent bases of accrual for the basic state
pension and the state second pension. However, the have got the first tier as a universal pension, are you

not just building in the inherent inequalities thatPensions Policy Institute argues that a single-tier
state pension is better because it scores higher on the exist in the present state pension where it is the very
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group you are describing that should be helped by the future because it is going to be universal and it is
the second state pension, i.e. the ones that are going to be based on residence and, if you have
outside the basic state pension because they have not chosen to go and live in a Commonwealth country,
worked or have not earned? then you are not going to get it anyway.” It is
MsBarnes:What we want to see for the second state interesting that MPs have signed that even though
pension is keeping that contributory element but that is what they think their actual party policy is.
having a very clearly redefined contributory Obviously, there are people who feel very strongly
principle, not just one that recognises paid work but about the contributory principle; they have paid
one that really does go out to recognise unpaidwork, their dues and it does not matter where they are in
and to recognise those unpaid contributions that the world, they want it back, and that must be only
people make and to give them something more and true of people who are living in the UK.While it has
to really use that as a targeted way of delivering state been nice and everybody is agreeing we should have
support. Rather than trying to deliver a lower level a universal state pension, when it is introduced you
of income to everybody, actually achieving more for may suddenly have waves of resentment coming
those peoplewho are in greatest need, and in greatest from people: “I have paid for this. Why am I not
need of extra support from the state. getting this anymore?Why is he down the road, who

has paid nothing, getting just the same as I am?”
Q105 Miss Begg: I will not explore whether you MrKohler:Your initial questionwas how important
could do that to the others, because I think there is do the groups that we seek to represent see the
a set of questions on that, but I will come to the other contributory principle? I have been asking this
organisations as to how you balance the need for regularly at various meetings of older people’s
simplicity and flexibility in this field? forums or pensioner groups that I have been to, and
MrKohler:Help theAged has taken the view thatwe you generally get the impression that the
are on the same side as the PPI (Pensions Policy contributory principle is important for men and you
Institute) here, and we prefer the simplicity of a very seldom get it from women.
straightforward citizen’s pension, but I do not want
to turn that into a theological dispute. The proposal
on the twin-pension approach actually is getting us Q107 Miss Begg: That is because women are going
to much the same end objective of giving everybody to gain the most from this?
the opportunity to earn or be entitled to a state MsWest: I think it is a really diYcult issue.Whenwe
pension or pensions at a reasonable level, and, if we talk to older people there is a very strong feeling that
get to that stage, it is not beyond the bounds of they have paid in and therefore they have a sense ofpossibility that we may want to call it a “citizens’ ownership about the state pension that they perhapspension” and pay it diVerently in the future, but we

do not have about, for example, pension credit. Iare heading in the same direction.
note that in the national pensions debate the DWPMs West: There are obviously advantages and
ran, there seemed to be more people in favour of adisadvantages of having one tier or two. On balance
residence-based pension than a contributorywe probably favour keeping a two-tier approach,
pension, but I wonder whether it is slightly diVerentpartly because of the additional flexibility it gives,
when you get to the age where you start drawing theand, as Christina says, you could have a system
pension and you see what you are getting and youwhere the state enables certain groups, such as
think about what you have contributed. In terms ofcarers, to have more out of the state second pension
women,we have hadmany,manywomen contactingthan somebody who had worked and had an
us who are not getting the full pension, and often itopportunity to save into a private pension. There is
is because they have paid the married woman’salso the issue of how you get from two pensions to
stamp or because they are carers, and, in general,one, and, however you do it, there are complexities,
they are not saying, “Everybody ought to get aas there are in the whole of the pension system. On
pension”, but they are saying, “I have contributed,balance we support the two-tier system, but I think,
either by working, paying a lower stamp, or as alikeMervyn and Christina have both said, it is really
carer”, and they feel that they should be gettingthe outcome that is most important for us.
something in return for what they have paid in,
albeit not as paid work. I think few people fullyQ106 Miss Begg: I wonder whether you have done
understand how their contributory system works. Iany questioning of your own groups, Help the Aged
think the other issue, talking about peoplemoving toand Age Concern, as to how important they think
and fro from abroad, is important. At the momentthe contributory principle is.While there has been all
we do not have a register of who is resident in thisthis discussion about going for the universal pension
country. One of my concerns with a residenceand its simplicity, have you asked people how they
pension would be that it could be a long time towill feel when the contributory principle has gone. I
actually set up that register, and then you have toask the question in the light that probably all of us
decide how we deal with people who retire abroad.round this table have been inundated with emails
My understanding is that anybody who is afrom people living abroad who have made
European citizen would have to be able to exportcontributions to a basic state pension, are living in
their pension, but, of course, there would be issuesCommonwealth countries, and so it has not been up-
for people living abroad in countries where there arerated. Essentially we are saying, and your proposals

are saying, “Tough, you are not getting anything in not those agreements.
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Q108 Miss Begg: Is that why your organisation has possible that, if you reduce the number of years for a
pension, you could do that sooner than introducingcome up with the element of the second-tier, that the

state should be responsible for this, to answer some benefits for current pensioners under a residence
test.of those questions?

MsWest:Our feeling is very much the outcome, and
so, in terms of the basic pension, we want to see a Q111 Justine Greening: Do you think it is desirable
system that has much greater coverage and does not we should work towards some sort of a residence test
penalise women in the same way that the current for entitlement?
system does. It could be through residence and it Ms West: We are really interested in the outcome
could be through contribution. We probably feel and, if we can produce a near universal pension
that a reformed contributory system is going to be system, that is the important thing rather than how
the most practical way forward, but we would see it is done. Our inclination is that it is likely that we
quite significant reforms needed, for example, will have to do it through a reformed contributory
reducing the number of years of contributions, to get system.
a good pension. Ms Barnes: I think to follow on from Sally, we are,

again, very clear that we want to achieve the
outcome of a near universal pension, and the reasonQ109 Miss Begg: My final question is to Mervyn.

When you said that men tend to be unhappy about why we have come down in favour of a residence-
based system, particularly for the basic tier, is ourany suggestion of taking away the contributory

pension, a number of pensioners’ organisations are concern with elements such as retrospectivity. We
can see how you can perhaps improve crediting,run by men and they are very vocal and have a great

deal of public sympathy, and if they are on the streets particularly for younger women, but how can we
improve the current scandal of women’s pensions,demonstrating, “They are going to take away our

contributory pension”, with your own organisation which has been very often recognised, with so few of
today’s women pensioners being entitled to a fulland, indeed, the Government, if they suggest that, it

is diYcult political territory? basic state pension? We feel that moving towards
some sort of residency or universality could reallyMr Kohler: I think it is diYcult, but it is a nettle that

one has to grasp. Although you hear from an awful help the generation of women who are already
retired, and those older women still in the work forcelot of pensioner organisations dominated bymen the

importance of the contributory principle, it is also as and still missing contribution years, to achieve at
least that full basic state pension, and that is why weplain as a pike staV that they have been contributing

all their lives to what the governments successively have come down in favour of residency-based, but
we would be interested to hear about otherhave allowed to become a diminishing payment. Is

the contributory principle, the importance of mechanisms of crediting and things, such as Sally
was suggesting, of reducing the number of qualifyingactually having put your money with your name on

it into a fund somewhere, really worth maintaining? years, which potentially could be done
retrospectively and could help not just futureIt seems to me a fiction?
pensioners but today’s pensioners.
Mr Kohler: I cannot add to that. I am very much inQ110 Justine Greening: I have a few questions on
favour of seeing a residency element, and I just doresidency, but I guess many people would say that
not understand, why it is impossible, for someyou are right, it is a fiction at the moment because
reason or another, to devise a residency test out ofyou are not contributing to your pot at all, you are
the various bits of oYcial bureaucracy that we haveactually just paying for pensioners today, and there
got at the moment.will be people who pay for my pension when I reach

pensionable age. In terms of going into a bit more
detail on the residency test, all of you, do you think Q112 Justine Greening: Obviously the Secretary of

State has commented on the residency test and, Ithat is something (a) that is even possible in the short
to medium term as a way of increasing and ensuring think it is fair to say, has expressed some scepticism

about how practical and how quickly it would helpentitlement and (b) do you think it is something that
is desirable as well? Perhaps I could start with Age the people it is intended to help. He has said that he

wants a system that better recognises socialConcern.
Ms West: I think I started to answer. I am sorry, I contributions as well as purely financial ones. Do

you think that if we go down that route there is riskpre-empted your question a little bit. It is clearly
possible to have a residence test, because other that we end up with a more universal system but, on

the other hand, it could be an extremely complicatedcountries do it, but we have not got anything like
that at the moment, so it will take some time to set one to manage? Is that something that you would be

concerned about?up, and, as I said earlier, there would be diYculties.
I think it is also interesting to think, does that stop Ms West: We already have a complicated system

and we would like to see it simplified as much asdoing anything retrospectively for current
pensioners. The Pensions Commission, I think, say possible. In the context of a contributory pension,

we would like to see the home responsibilitiesit is diYcult or possibly impossible to introduce a
residence test retrospectively. One of the things we protection being replaced by credit, and that would

simplify the system to a certain extent. We wouldwould like to see in pensions reform is to start
addressing some of the problems, particularly also, as I said earlier, like to see the number of years

of contributions reduced, because that would givewomen who have not got a full pension, and it is
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people some flexibility to be doing other things, Q115 Justine Greening: The Pension Commission
did talk about enabling those with earnings underperhaps the kind of caring for a few hours for a
the lower earnings limit to still be captured in termsnumber of people that it would be almost impossible
of their contribution, but they have said you couldto cover in a contribution system. If you do not have
not do that without “significant system changes”.to have the full 40 years or so for a pension, then it
Do you think that is perhaps over-dramatising howmight be easier for people to build up their full
diYcult it is to do that?pension.
MsWest: I think probably any change in our current
system is diYcult to do. It does not seem to be
beyond the realms of possibility to reduce the levelQ113 Justine Greening: If we did reduce the number
at which people are in the system. It probably wouldof qualifying years, has Age Concern looked at
add complexity, but there are a lot of people, as I say,whether there would still be a few people left out in
600,000 women, who are working but not earningthe cold not getting a pension, and who would those
enough to reach the lower earnings limit, and so it ispeople be?
quite a significant problem.Ms West: It is very diYcult to do that without

detailed knowledgeable analysis so that we know at
Q116 Chairman: On that 600,000 figure, do youany point in timewho is out of the system, but we are
know how many of those have two or more jobsnot clearwhether it is the same peoplewho are on the
where the total earnings would take them over themargins and out of the system for a number of years
LEL, but because it is separated it does not?or whether it is a lot of people who each have a few
Ms West: That figure came from the DWP Womenyears out of the system. I think that is the kind of
and Pensions Report.analysis that we are not in a position to do, but I
Ms Barnes: It was under 50,000 were in the positionthink in any system, whether it is based on residence
of the two jobs issue.or contributions, there will be some people who are

excluded, and I think it is important to have that
detailed analysis to try and pick out who those Q117 Mrs Humble: I want to ask you some questions
people are so we can discover the best way forward. about current pensioners. Sally, you mentioned

earlier that current pensioners are not part of the
Pension Commission remit, but, nevertheless, there

Q114 Justine Greening:Do you have any comments are lots of current pensioners and I want to know
how any changes will aVect them. Several of theabout a potentially more complicated contributory
questions I wanted to ask have already been coveredsystem based on social contribution as well as purely
in answers to earlier questions, so I just want tofinancial contribution?
clarify some of the answers that you have given. FirstMs Barnes: I think it is really important to recognise
of all, we have just had some discussion with Justinethose social contributions and particularly the work
Greening on the residency test. There is an existingof women in caring for others and raising children,
category D pension that has a residency test. Veryand that is very much where our position comes
few people get it. As far as I understand it, it is afrom. As Sally says, we already have a very complex
fairly simple test. You do mention it in yoursystem and what is important is that we work to
submission, Sally, so perhaps you could elaboratesimplify the outcomes and simplify people’s
on what happens now for these category Dinteractions with that system so that an individual
pensioners and whether or not you think thatknows that if they work or care they will be building
residency test could be expanded or altered to satisfyup a full basic state pension, and at the moment the
the future requirements under the Pensionsystem of credits and HRP and those sorts of issues
Commission proposals?is so very complicated that people do not know how
MsWest: The current category D pension is paid toto interact with it and do not know, with any
pensioners of 80 or over who, broadly speaking,certainty, what their outcome will be, andwe need to have lived in this country for at least 10 out of 20move, whether through residency or improved years since the age of 60. As you say, very few people

crediting, to a system where people can understand actually receive it because most people are receiving
and rely upon the fact that, if they play by the rules some kind of other state pension, and it overlaps
and either work or do social work for the with the contributory state pension. My
community, they will come out with a full basic state understanding is that there is not a huge amount of
pension. That is the really important outcome we checking up on whether people are actually resident
need to focus on. for those 10 years, and I think we described it as a
Mr Kohler: I agree with both Christina and Sally. I sort of light residency test. If it was going to be
think the Secretary of State’s altruism is expanded to cover, for example, everybody over 75,
commendable, but if you start trying to classify what as the Pensions Commission would ideally like to
sort of voluntary work should earn what credit for see, or, indeed, the basis for a residency test for
you to go towards a future pension, we are into a everyone, I suspect that the Government would
mine-field here. We have got 35 hours already as a want to make sure it was a bit tighter and to have a
relatively arbitrary figure for people who are looking more detailed check of residence. However, I would
for attendance allowance and things like that. We not put that forward as an argument for not trying
will just create massive confusion if we go down to do something for the current population of people

who are 75 and over. If it was felt that the residencethat road.
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test that is currently used is not suYciently rigorous lesser pension, could, under these proposals, end up
with the same state pension as them. What is yourto extend to a much wider population, perhaps the

solution would be to say that everybody with some answer?
Ms Barnes: I think the issue of the married woman’sentitlement to a state pension, who is 75 and over,

should receive the full pension. We are very stamp is a very complex one, and there are letters
that you get from both sides of the table.We also getsupportive of the Pensions Commission’s proposals

to try to do something for people of 75 and over, and them coming into us at the Equal Opportunities
Commission from the women that you are talkingit would be particularly women who would benefit

from getting a full pension. about who have paid that full stamp and feel
aggrieved that women who chose to pay the lower
rate stamp, and also vice versa, from women whoQ118 Mrs Humble:Howwould that proposal fit into
paid the lower rate stamp but did not understandthe overall pension scheme, and would you see that
why, did not understand the implications and haveas being purely transitional, the 75 and above age?
found themselves with a much lower pension, and,Do you see it coming down in the future?
of course, those women, who have been makingMs West: If, as I think all of us would like to see in
social contributions rather than paid contributionsthe future, however the basic pension is built up,
and who have not got that full basic state pension. Imore and more people are getting the full pension,
think we need to work past those issues and stopand that should be the case under a residence
them lagging on for as long as they have and to findpension or a suYciently reformed contributory
a way through, to find a compromise between thesystem, then it would be transitional in that there
two that can sweep away the history.would be less need for it in the future. Hopefully, we

will have a system where the vast majority of people
are getting a full pension in their own right based on Q121 Mrs Humble: How many women are we

talking about? The married women’s stamp youwhatever the qualifying conditions are, so there
should be a much more limited need to give special could pay up until the mid seventies?

Ms Barnes: I think it was 1978, the option to elect totreatment to the group aged 75 plus.
pay the married women’s stamp ended. There are
still some women out there currently working andQ119 Mrs Humble: That brings me on to the issue of
still paying the married women’s stamp. I think thatwomen that Anne Begg referred to in her questions
number is now down to 30-40,000 women who arealso. Some of the evidence that we have received
still working and paying the married women’sindicates that the main beneficiaries of introducing
stamp, but obviously, as with everything inthe universal basic state pension for people aged
pensions, there is a huge tail of women who are nowover 75 are married women whose partners receive a
retired and who are receiving pensions based uponrelatively high income. Do you have any comments
those diVerential rates of contribution, and I am noton that? Maybe, Christina, you have a comment
sure exactly what the numbers are there.on that?

Ms Barnes: I think what we will see with the
universal basic state pension for 75 plus is that the Q122 Mrs Humble: Mervyn, do you have any

further comment?most important group that will receive it are those
women who currently do not get a full basic state Mr Kohler: I think you have heard from the experts.

My feeling is that, if there are these diVerences withpension and are not claiming their Pension Credit. It
also sends out the important message that all women people feeling they have got diVerent levels of

entitlement, if we were able to level down then theseshould get a full basic state pension in their own right
rather that being dependent upon their husbands for would be terribly important, but if we are actually

trying to level people up, they would become oftheir income in retirement, and, yes, there is the risk
that some of it will go to people who perhaps have a perhaps second order of importance. My

overwhelming worry here is not the few specialistpartner in receipt of a full basic state pension and
more, but it is important that we have that cases where people will appear to be gaining

“improperly”, perhaps, but the concentration ofprecedent, that women are getting at least a full basic
state pension in their own right. poverty that we do have in our older population

today, and that is primarily a female phenomenon,
and so there is a trade-oV here and I feel that theQ120 Mrs Humble:One of the questions Anne asked
benefits far outweigh the odd little argument that weon this issue was to do with the contributory
are going to have about entitlement.principle. As well as getting letters from overseas

pensioners, I have certainly been receiving letters
from married women who chose to pay the full Q123 Greg Mulholland: Turning to the issue of the

state pension age, first of all, a fairly generalstamp, and, when you choose to pay the full stamp,
you had a leaflet that explained: “Pay the full stamp, question. Do you think there are any specific

commitments the Government could make to helpget a full pension.” Due to the married women’s
reduced rate, you got a reduced pension. The letters render a future increase in the state pension agemore

widely acceptable?I get are not just from men with contributory
principles but from women who are angry that they Mr Kohler: Yes, I certainly do. I am fairly relaxed

about increasing the state pension age if what we arechose to pay more and now women who chose not
to pay that same amount, who chose the lesser doing is making the world of work more accessible

and more attractive to more older people; so aamount on the understanding that they would get a
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movement to try and persuade people to work their old-age. That is where one needs to think about
retraining, opening up new job opportunities andlonger needs to be an initiative which goes across
things of that nature.governments departments; it is not just an

instrument of pension policy.Wemust, for example,
attack the health inequalities issue, and that is going

Q125 Greg Mulholland: Do you think there is ato be a health-led campaign, I would hope, not a
danger in keeping the guaranteed credit age belowpension legislated campaign. We need to look at the
state pension age and that will actually counter thewhole shape and structure of the world of work. We objective of increasing the retirement age?need to look at the training opportunities. There are
Mr Kohler: It would presumably have that eVect, atdamn few training opportunities for people over the least in somemeasure, yes, it would, but it may be an

age of about 40, but if we are going tomake working important transitionalmeasure when we see the final
longer a reality, we are going to have to find a way shape of the whole package, and by “the whole
of upping our game on training; we are going to have package” I do mean all the other labour market
to find how to organise packages of work in initiatives as well.
appropriate part-time and variable sorts of ways; we Ms West: Can I support what has been said about
are going to have to look at the way in which we are health inequalities, because although life
remunerating, what sort of fringe benefits, and expectation is increasing for all socio-economic
things like that, might be attractive for older people; groups, it appears that the diVerence between the
we are going to have to incentivise, persuade, or higher and lower level groups is extending rather
cajole a lot of employers, who currently do not, to than narrowing; so it is going to be essential to have
actually think positively about employing older a major eVort to try and start reducing those health
people; so there is a massive amount of work to do inequalities.
there.My anxiety about the way in which raising the
pension age has been discussed in this context is that,

Q126 Greg Mulholland:One bold suggestion that theso long as the pensions discussion is led by actuaries
Pensions Commission came up with was allowingand economists and people like that, you just see the
people to take part of their pension whilstidea of getting more people into the workplace as a
continuing to work part-time. Do you expect that toway of balancing the books. It is actually a much
be eVective?bigger task than that.
Mr Kohler: I think the whole area of incentivisingMs Barnes: I would support exactly what Mervyn
people to work longer has got to run a little bithas just been saying. Raising the state pension age
longer before we actually know what really works.needs to go hand in hand with other measures to
We have changed the rules about getting enhancedensure that older people have a good opportunity to
basic state pensions just a year or so ago. We haveget decent work but they want to work. Also, one of
not really started to publicise that, we cannot judgethe issues that we are concerned about is ensuring
whether that is helping or not helping, but thisthere is greater flexibility in the workplace,
suggestion from the Pensions Commission certainlyparticularly for older workers, to enable them to
sounds as if it ought to be in place and I cannot seebalance their caring commitments with their
any reason why it might be counter-productive; soworking commitments.We have done some research
let us go for it.into flexible working at older ages that identified a
Ms Barnes: The most important thing, of course, ispotential missing million of 50-plus workers who
to ensure that people have suYcient pensions to bewould like to return to work if they could find
able to take them flexibly and to be able to use themsuitable and flexible work to fit around their caring
as they wish, and that is the first step along the way,commitments and enable them to keep working for
ensuring that people have enough of a pension tolonger.
make it worthwhile doing these diVerent things
with it.
MsWest:Of course, the tax changes now mean thatQ124 Greg Mulholland: In terms of the issue of lower
you can draw private pensions and continuesocio-economic groups, which is clearly one of the
working for the same company. That is a changeconcerns, the Pensions Committee is suggesting they
that has been recently introduced. The moremight help protect the incomes of those from lower
generous increases for people who defer their statesocio-economics groups as the state pension age
pension, all these need to be evaluated as to what areincreases, and these include making it possible to
the best ways to enable and encourage people toclaim the guaranteed credit at an earlier age than the
work longer. I guess we need to be careful aboutstate pension or limiting it to the number of years
making systems more complicated, but the principlesince leaving formal education. Do you think these of seeing what works to improve people’s options tomeasures are appropriate? work longer and encourage them to do so is

Mr Kohler: I think measures like that will inevitably obviously a good one.
be helpful, but I am not quite so convinced about the
second one. The main point is actually to try and
create the opportunities for people to carry on Q127 Greg Mulholland: The Commission
working. I am not going to ask somebody who has acknowledges that few people have taken up the
been standing in front of a steel converter for 35 opportunity to defer their retirement pension. Very

briefly, why do you think this is? Do you think thereyears or more to actually carry on doing that into
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is a need for more aggressive promotion of the leave the scheme. Of course, it is very diYcult for
people to understand fully what will be theopportunities to increase the take up of this and do

you feel that would help? implications, and, although people will not need
formal financial advice in order to decide whether toMr Kohler: I think there is room for much more

promotion than we have seen so far. I am sorry to join the NPSS or not, in most cases it does point out
the need for the much better financial capability andsound like a scratchy old gramophone record, but I

do think that we have not even begun to make the for access to good information and generic advice. I
think if the NPSS is going to work, we also need toworld of working longer look attractive to older

people yet, and that would be the greatest incentive look at giving people better tools and better
information so that they can understand their ownof all.

Ms Barnes: I would support Mervyn in that, and we position and I think it is important to do very clear
monitoring of who is joining and who is not. Weneed to be creating those opportunities, ensuring

that when the age discrimination legislation comes would be very concerned if employers were putting
pressure on people to opt out because it would bein it doeswhat it should be doing and, if it needs to be

strengthened, it is strengthened to ensure that older cheaper more them. It is going to be an important
role for the Government to set up some system ofpeople have the opportunity to work and have the

opportunities to work that they want to take up. monitoring and making sure that people are joining
when appropriate.Greg Mulholland: I would agree with you there,

Mervyn. My father is 73 this month and is still MsBarnes:We are very supportive of the idea of the
NPSS, for the reasons Sally has set out, because itworking, through choice!
gives everybody, regardless of the size of employer,
regardless of the set they are working in, to have theQ128 Chairman:Going back to the incentive side, in
opportunity to save at a very low-cost with supportterms of working longer, do you think the incentives
from their employers; and we know that women areshould be more around an increase in the tax
more likely to be working for smaller employers,thresholds for people who work beyond retirement
who are less likely to be providing big pensionage, or do you think it is more to with adjusting the
schemes which oVer the good value savings that arestate pension and the incentives around that, or do
out there at moment, so from women’s perspectiveyou not want to answer?
we think the NPSS is a fantastic opportunity to giveMr Kohler:No, I am willing to have a shot. I do not
everyone the chance to save. We are very interestedthink we want to mess around with the taxation
in ways of increasing flexibility within the NPSS, inrates, and so on, in this particular context. It already
particular ways of putting money into the leakyseems to me to create a number of anomalies that we
bucket rather than leaking it out, and ensuring it canhave the diVerent levels of tax thresholds as you go
fit in properly with women’s lives, recognising thatthrough the later years of older age. I do not know
women may take breaks and allowing them towhether we are going to discuss the tax system this
accrue money perhaps up-front. So, rather than anmorning—I suspect not—so it is better, I guess, to
annual limit on how much you can pay, perhaps weincentivise on the way in which you can enhance
can look to ideas about tax relief and have a lifetimeyour pension entitlements rather than use tax.
limit to enable women to accrue money at times
when they are working and to enable their partners

Q129 Harry Cohen: Can I ask you about the to pay into those schemes, all those issue that can
National Pension Savings Scheme. Is it practical and make paying into the NPSS an easy, simple and
can it work, or is it more like a leaky bucket? For relevant way for them to save for their pension to
example, is it appropriate for those on low incomes enable everybody to accrue a decent, private pension
for most of their life and with periods of in their own right.
unemployment? I am also mindful that a number of MrKohler:Can I endorse all of that and pick up one
people are arguing for flexibility that the savings other issue that you raised, the question of should it
could be accessed at an earlier stage perhaps, and always be a pension scheme or should it be a more
that could create problems. Also, when is it flexible saving scheme like the KiwiSaver that is
appropriate to opt out or should people be opting proposed, and so on and so forth? I think whilst the
back in, and would they know when to do that? The NPSS proposal stays with an employee contribution
way that is designed seems to me to be moving more of 5, which becomes 4% after tax relief, it is
towards the leaky bucket, but I am interested in reasonable to ask even low earnings people to be
your opinion? thinking about putting that much money into a
MsWest:Weare supportive of theNational Pension pension scheme. If we were talking about ten or 12%
Savings Scheme as proposed by the Pensions of income, then I think we would be talking a
Commission, because what it does is oVer a savings diVerent kind of debate, but we have got to start it
option that many people on modest earnings, somewhere and let us start it where the Commission
including many women, do not have at the moment. has suggested. Of course, we will have, if it is picked
The soft compulsion that is being proposed, the up, this on-going, independent Pensions
option to opt out, seems to us the right way forward Commission which is going to produce a
because it overcomes the inertia of people thinking: quinquennial review, or something like that, of how
“Shall I join the scheme or not”, without compelling the various legs within this whole equation are
people to save, and the very point that you are functioning and I would hope that, within its
making, that there will be some people for whom it deliberations, they would look at ways of changing

the NPSS once we have experience of it working.will not be worth saving, they do have the option to
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Q130 Harry Cohen: There are an awful lot of Q131 Harry Cohen: Can I pick up another point
with mainly EOC and Age Concern because youinteresting points there and food for thought, but

can I just pick up on one that Sally made that some both made the point that the Government could
make contributions on behalf of the lower paid andemployers may encourage people to opt out

inappropriately for their own benefit, and you then carers into this savings fund, and I have a lot of
sympathy with that point of view. It has been put tosaid that that is why there has got to be improved

monitoring. Really, that does not strike me as being us by the Pensions Policy Institute that there really
should be a clearer distinction between the role ofsuYcient; has there not got to be some greater

control or compulsion if you like—I know the the state and the private sector in savings: the state
should just be concerned with poverty preventionscheme is not about compulsion—on employers to

do the right thing? and then incentivise the private sector to do the rest
in terms of savings. They say by makingMs West: We would not want to see people being

penalised, not having saving options, because their contributions in the way that you are suggesting
muddies the waters; is that water we should beemployers were trying to persuade them not to be in

a pension. Part of it goes back to understanding and muddying?
MsBarnes:To go back to the theme of what we haveensuring that employees value pensions; one of the

reasons why employers have been able to run down been saying, that what matters most is the outcome,
we would say that for certain people the state has apensions, particularly in the past, is because people

have not really understood the value of the role beyond just poverty prevention and they do
have a role in helping and enabling them to build upcontribution they would get and actually if

employees think more about is my employer going an income above the poverty threshold for their
retirement, be that through a strengthened secondto oVer a good pension when they take a job, that is

quite a good incentive for employers to be doing state pension or contributions to the NPSS. I do not
think it necessarily matters which route you take, sosomething that supports their employees’

retirement. long as the outcome is there of trying to exceed the
poverty threshold for those people who do notMs Barnes: We also need to look at ways of

supporting employers. Other organisations have put necessarily have the opportunity in their lifetime to
save.forward ideas about ways in which the Government

can support particularly small and medium Ms West: I agree, it is about outcome, and
particularly if you are looking to include people whoenterprises in helping and supporting them in paying

their pension contributions. There are other ideas have spent a lot of their time caring, we need to
question whether the state should be doing more toglobally about this; some of the American schemes

have systems of divesting their pension schemes recognise that that is a very valuable role for society.
The Pensions Commission suggest that if theirwhereby the top brass management can only receive

their pension and can only receive tax breaks on proposals are introduced by 2050 the two state
pensions together will produce something like £128their pensions if they get certain participating rates

amongst the lower ranks of their staV, and those are a week; that is fine if you also have the opportunity
to make private saving on top of that, and that hasthe models that really make it beneficial and

worthwhile for an employer to actually be the makings of a reasonable income in retirement,
but if through a large proportion of your workingencouraging and enabling their staV to save.

Mr Kohler: Yes, you can never regulate against the life you have been in unpaid work—very valuable
caring for example—we would like to see people inrogue employer but I would be very, very worried if

we saw employers on a large scale trying to evade an that position end up with more than £128, and
probably the way to do that is either through theimportant role which the NPSS is inviting them to

take, in particular because of the low-earning group state second pension or through some other option
where the state is having a role in providing thatof people that we were talking about a few minutes

ago. Without the employer contribution they have additional second pension to people who are not
able to save but indeed are performing a verynot even got a half respectable chance of actually

building up a decent pension entitlement. important role.
Harry Cohen: Thank you very much.
Chairman: Thank you, that has been an excellent
session, thank you for your contribution.
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Q132 Chairman: Good morning and welcome, Q133 Chairman:WehadNick Barr fromLSE giving
evidence last week and he alluded to the equalisationparticularly Frank, you have spent more time in

these chairs than you have sat down there, but it is of state pension age as having been foretold for
about 20 years, as if it is going to happenwithout anygood to have you with us and we recognise you have

something diVerent to say. If I can just kick oV, do particular diYculty or any comment. Could the
same be said about any proposed increase in theyou think the Pensions Commission got things

broadly right in terms of the proposed framework basic state retirement age from 65 up to whatever, if
it is announced 20 or 30 years in advance? Does thatof reform?
then become a non-issue or do you think it would
still be controversial?

Mr Field: It got it right in one sense, Chairman, in Mr Reed: The fact that Turner says that increases in
that it emphasised that if we are going to help the the state pension age have to be announced at least
poorest pensioners in this country and lay the basis 15 years in advance is a good thing in that it means
for security for other reforms as well, then we need that you are not saying to somebody who is aged,
to get reform of the basic state pension right; there is say, 55 or 60, “Excuse me, you thought you were
no way that we are going to deliver decent pensions going to be able to retire at 65, but in fact it is 66 or
to the poorest pensioners by emphasising the role 67”; you are not putting them in a position that close
that the National Pension Savings Scheme might to retirement where they have to make a big rethink
play. Where they have it wrong is that they are about their state pension eligibility. There is a broad
proposing that there should be a tax-financed reform consensus that because of increases in longevity, the
of the basic state pension, and if we look at the state pension system has now got to a point where it
record of tax-financed reforms, they do not last. is financing people for far longer periods of
Indeed, if the PrimeMinister went down the route of retirement than the original designers of the system
implementing fully the Turner proposals he would in the 1940s would have thought possible or, indeed,
be telling the House of Commons and the country desirable. We do not exactly know what life
that in fact here is a reform that will last, but by the expectancywill be, say, 40 or 50 years into the future,
way boys and girls I am actually winding up the state but in terms of creating a system which keeps the
second pension which I introduced only four years ratio between years of working life and years of
previously. It hardly lays down the basis of retirement roughly stable, the implication of that is
confidence that the next set of tax-financed reforms obviously that the state pension age is going to need
will work and that is why the Pensions Reform to rise. It can rise very gradually, but it is going to
Group has emphasised the importance of an need to rise by, say, one year every 20 years or one
investment-led reform, making the very most of this year every 15 years or so. That bit of the Turner
unique opportunity the Chancellor has given us by analysis is correct and basically unproblematic,
decoupling how we help the poorest pensioners, although selling it to the population does create
which the Chancellor has done through Pension certain issues.
Credit, and separately thinking of long-term reforms Mr Field:Chairman, I think there is a real diVerence
to the basic state pension which take decades to between a “getting awaywith it” approachwhen you
come into eVect. are dealing with women and when you are dealing

with the whole host population which includes men.
I do not think it would have been so easy to raise theMr Reed: Our view on the Turner proposals would
retirement age by five years if we had hadmen in thatbe that the Pensions Commission report is really
group, and it is one of the factors of our politics thatgood in terms of identifying the basic problems with
the interests of women are still less eVectivelythe current system as it stands—over-complexity,
represented than those of men. I do not think,lack of private pension saving amongst a huge
therefore, that it is natural to assume that becauseproportion of the population and a growing trend
the Government got away with it for women theytowards means-testing, with all the problems that
will get away with it when they actually put men intoentails. We think that Turner gets things broadly
that equation. Secondly, there is clearly a case forright in one sense, in terms of the National Pension
over time raising the retirement age, given thatSavings Scheme, but on the more important
people are living longer. After all, when Lloydquestion of how to amend the state pension system
George introduced a means-tested pension for theto secure getting as many people as possible out of
over 70s life expectancy was 48 years and it wasthemeans test and reaching a sustainable settlement,
easier then, Chairman. I do think, representing awe think it leaves toomuch of the current complexity
seat with large numbers of people who have workedin place and we would have preferred to see reforms
hard manually, we do have to accept that many,to the flat rate basic state pension, a big up-rating to
women are literally burnt out long before the age ofthe pension credit guarantee level as soon as
65 now and, therefore, this reformof raising the statepossible, and then a commitment to up-rate with
retirement pension must necessarily be consideredearnings. I do not agree with Frank that that would
with the Government’s reform of incapacity benefit;be an unsustainable settlement, it actually would be

a fairly straightforward and sustainable settlement. if we are going to successfully raise the retirement
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age, we must have a benefit which people who expenditure is actually taken up, so there is a lot not
being taken up at the moment. Pension credit hascannot continue working know that they can draw

and they are not penalised. therefore only been partially successful as it stands in
eradicating pensioner poverty and I think we can do
better by using the basic state pension directly at thatQ134 Chairman: The Secretary of State has been
higher level.fairly blunt on this issue—the need, as he sees it, to
MrField: I do not accept the point, Chairman, aboutraise the retirement age possibly from 2020—and on
pension credit; it has beenmuchmore successful andthat basis one assumes that something will be in the
I would be very surprised if members of theforthcoming White Paper. In the light of that is the
Committee in their own constituency work haveGovernment’s policy on public sector pensions still
foundmany of their constituents eligible for pensionsustainable, ofmaintaining a retirement age of 60 for
credit for any length of time who are not claiming.all current members of the scheme. Do you think
There may be a real problem with very frail, verythat is still sustainable in the light of the broad
elderly pensioners whom we have less chance ofarchitecture?
meeting, and they also have less contact with theMr Field: No, I do not, and I do think one of the
outside world, but I think pensioners rightly thinkareas the Government will have to attend to after it
that their savings are no business of Government sohas done its White Paper is to seriously begin a
that when they fill in the family resources survey theyreview about public sector pensions and their
do not actually complete that part of the data. Itfinancing, the diVerent ways that they are financed
looks therefore as thoughmanymore pensioners areand the impact on taxation and council taxation as
eligible for pension credit than they are, but Iwell. I also think that in that review our own
certainly have not found them in Birkenhead. Whatpensions, as part of the public sector, have to be put
we do know is that Turner, if fully implemented, isinto the equation, and one of the questions voters
not acceptable to the Conservative Party. The onewill want answered is that certainly in the past the
clear statement thatDavid Cameron has so farmadepublic sector rightly got what was thought to be
is that he wishes to decrease the numbers on means-more generous pensions because they had a worse
testing and therefore to have a Turner objective,pay deal. Is that currently true, has relative pay in the
when the whole thing is rolled out in 50 years time,public sector caught up or in some instances
with the same proportion on means-testing asadvanced over the private sector? If that is so then it
currently, that is clearly not acceptable as Iseems reasonable one looks at the other side of the
understand what David Cameron has said andequation as well. Given this is an area where people’s
therefore we would be expecting the Opposition toprejudices can be paraded about quite easily, it
come up with proposals in addition to Turner towould be very, very useful for the Government to
achieve that objective. The proposals of the Pensionsstart collecting the data so that we can have an
Reform Group diVer in two respects from Turner:informed discussion rather thanmerely shuZing our
one is that it is investment-financed rather than tax-prejudices.
financed reform and, secondly, unlike Turner where
most of the £128 in today’s money is to be found

Q135 Greg Mulholland: Turning to means-testing, from the state second pension or accrued rights in
the Pensions Commission estimates that around a SERPS, PRG says that that £130 should be achieved
third of pensioners would still be entitled to pension through the basic state pension itself. That
credit in 2050 once its proposals were implemented, necessarily benefits most the poorest, therefore our
but that this would only be across a “small element scheme does have redistribution within it and we
of their pension income.”Howworried should we be believe that the investment way can be won in that
about this? higher paid people proportionately pay more for a
Mr Reed: I would say that ideally we would want as universal protected pension, as we call it, or the basic
few people on the means-test for pension credit as state pension—whatever you want to call it—of
possible, and I do not think the Turner proposals go between 25 to 30% of average earnings. That is a
far enough in letting that happen. IPPR’s preferred guarantee they could never buy on their own; that is
approach simplifies what Turner is trying to do; it is the guarantee a community can oVer but most
slightly more costly than the Turner people would not have the resources to buy that in
recommendations: we recommend raising the basic the private market. It is therefore heavily in favour
state pension to the pension credit guarantee level. of the very poorest who are always the most diYcult
This means that anybody who has the necessary to get into a successful pension reform, but it is one
contribution record will be taken oV the means test which is paid for by redistribution but is sold on the
entirely; they may still have to be means-tested for basis that everybody gets something out of this that
housing benefit and council tax benefit, but that they have not got before.
main part of the means test they will be exempt from
entirely. 30% of the pensioner problem is still going

Q136 Greg Mulholland: Are you not worried thatto be quite a lot of pensioners that far out and the
those pensioners will still be on pension credit?sheer hassle of pensioners having to fill in a means-
MrField:Because our reform is about the basic statetest form of several pages and the sheer rigmarole
pension, leaving aside all the business about thethat goes along with that I do not think is very
National Pension Savings Scheme and the rest of it,dignifying for a lot of pensioners. The current
and that everybody is in this and contributions haveexpenditure information fromDWP shows that only

about 65% of expenditure out of the total eligible to be paid that year for those people who are doing
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services to the wider society like caring, then fewer actually put up with large numbers of pensioners
being put in prison for refusing to pay the council taxare going to be on means-tested benefits at the end
which they feel is unfair.of the day than any other proposal that you are

considering.

Q138 Harry Cohen: Can I pick up on your earlier
point about David Cameron and means-testing in

Q137 Greg Mulholland: Howard, you mentioned association with Turner. Although it is not for me to
council tax and housing benefit. Again, I probably put details on the Tory policy, we have presumably
know the answer to this, but when we talk about members who could do that if they wanted to, but
means-testing the focus is sometimes exclusively on one thing Turner did say is that there is declining
pension credits—or that is how the argument comes spending on contracted out rebates, partly as a result
across. Why do you think that is and do you think of people contracting back in. He says that will
we really need to broaden this discussion to housing “produce very significant increased cash flows for
benefit, council tax benefit and also to the disability government”. Could that not be applied to
addition to pension credit. increasing the basic state pension here and now?

That would ease the way for reform and alsoMrReed:The reason that the focus recently has been
perhaps have a little less means-testing as a result ofon means-testing specifically in pension credits is
that. Could that not be done?because that is the area where you have seen the huge
MrField:TheChancellor was understandably angryincrease in means-testing. There has always been a
with the Commission in that it presupposed thatlarge proportion of pensioners also on housing
extra monies coming into the Exchequer, which hadbenefit and also on council tax benefit, but the main
long ago been financed into the general level ofchange that has happened recently is the big
monies available for public expenditure, were now inexpansion in the generosity of pension credit and so
a sense being diverted to pension reform. I do notyou are drawing a lot more pensioners into the
think any of us will get anywhere by suggesting tomeans-test. It would be nice to be able to reduce the
the Chancellor that monies that he has long since inamount of means-testing on council tax benefit or
his head put down for other reforms should now bewhatever if the Lyons review or the follow-up to that
diverted into reforming pensions. He has obviouslydoes come up with a replacement system, and it
made a calculation because this is a long term trendwould be nice if it could be designed in some way as
of monies coming back into the Exchequer from theto means-test less pensioners. One of the most
contracted out rebate; similarly, long ago he putobvious examples of a system that would means-test
raising the retirement age into the general pool ofless pensioners for local tax would be local income
monies available for his public expenditure planstax, but there are other problems with that local and I do not believe that he is going to give up thoseincome tax system, so I am not going to say that I easily. We therefore have to look at other ways and

would recommend it per se, but it is an option that we propose, using the contracted out rebate which is
could be looked at, and there are other options currently in existence to be brought into the scheme
around property taxes and so forth and youmight be that we propose as the first tranche of contributions
able to get away with less means-testing on them. On in an investment strategy to take very significant
housing benefit it is very diYcult because you have numbers of people above means-tested eligibility. I
one section of the population who are owner- think it is reasonable to say to the Chancellor that if
occupiers and another section who are renters, and he raises the retirement age further over the 65 point,
renters on low income are always going to need some the monies thereby gained simultaneously should be
kind of means-testing support, whether it is flat rate used as ways of building pension reform. I would
or related to the rent they pay. Successive cohorts of also hope it would be something the Committee
pensioners are going to have less and less renters in might consider in that if one looks at the tax
that cohort, simply due to the expansion of owner concessions to pension savings, which
occupation, so that issue will decrease over time as overwhelmingly benefit the richest—we have
well. On disability benefits, there are a number of something like 5% of the population gaining over
things you could do; you could move them all half of all the tax revenue lost through tax
towards a non-means-tested system—you could concessions on pension savings –to allow all of that

at the standard rate again would give us veryexpand attendance allowance for example, and there
substantial sums of money to play with. In a senseare similar benefits to that. Although that has a cost,
the crunch point is that if wewant better pensions weif you are really serious about wanting to get
actually have got to put more money towardspensioners out of every form of means-testing there
pensions and not less.are a number of reforms you can make which could

be sold as part of the general pensions reform
package. Q139 Harry Cohen: I hear that point and I agree
Mr Field: I think we will see reform of council tax with it, but I am still a little alarmed. Turner says
shortly. If I was running a campaign for pensioners I that this extra flow of money should be used for
would try and ensure there were 100 supporters who future pensions; a lot of other organisations say it
were not members of political parties who refused to should be used for the current basic state pension.
pay and were put in prison, and if that view has You are in eVect saying the Chancellor has put it
occurred to me then I am sure it will have occurred away for reforms somewhere else and it has just got

lost in the system, but surely money that can beto campaigners. I just do not think the public will
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generatedwithin the pension account should be used Mr Field: It is going to be group accounts. This is an
eVort by the Community to guarantee thatfor pensions one way or another, either the basic
everybody has a basic pension which takes most ofstate pension increase or for future pensions. I
them oV means-tested benefits. It diVers from thewonder if you could explain your thinking a little
existing pay as you go system in two ways, in thatbit further.
money is actually being invested, so politically itMr Field:They are being used for future pensions. If
would be more diYcult to tamper with it and also weyou look at the expenditure growth on the state
have a set of governance because we build on thesecond pension it begins to rise very significantly
Chancellor’s idea of the monetary policy committeeindeed, and my guess is that the Treasury line is this
as a way of ensuring independence and thereforeis a very useful way, the additional monies coming in
meeting what the Chancellor sees as two of thefrom people contracting back in to the state second
requirements of pension reform: one is, does itpension, to reallocate those resources to meet an
counter the lack of trust that voters have inincreasing bill on second state pensions. More
politicians and, secondly, is it aVordable? We aremoney is therefore going on pensions, but I do not
arguing: get the structure right; let people see what itthink it is free money to use for additional reform.
is and then over time raise the contributions.We have to think outside the system if we wish to
Although for this level it is a collective scheme, theachieve that objective, and it is one reason why I
financing done by the government actuary for usthink at some stage a governmentmight question the
pre-supposes that if you die before retirement age—role of the state second pension, but that is another
and generally speaking they are the poorer people inmatter.
that category, who are least likely anyway to drawMr Reed: If I could just add something on that, one
their pension for long periods of time—they wouldof the key elements of the IPPRpackage is to abolish
gain the whole of their contribution plus thethe contracted out rebate completely which gives
investment gains of that contribution back. It is ayou an extra 0.9% of GDP which you can divert into
hybrid scheme in many senses of the term.higher basic state pension; that actually goes a long

way towards meeting the initial costs of the reform.
Q141 John Penrose: Presumably, therefore, that potOne of the weaker aspects of Turner is the way that
of investment would be growing over time. Howthe report says we do not accept that money raised
large a benefit do you see it as being for somebodyby abolishing the contracted out rebate should be
who is within five or ten years of retirement ageused to increase basic state pension in this way, but
today as opposed to someone who is 20 or 30 yearsit does not really provide a rationale for saying that.
away from retirement?He [Turner] is worried about reductions in national
Mr Field: I would be very surprised if we had anysavings rates, but I would argue that the reduction
reform of any nature in which the governmentin complexity of the system and the establishment of
included people in the last ten years of their workingNPSS or a closely similar system will provide the
life, but in the submission that we made—and weimpetus to incentivise private saving, will drive that
will make sure the Committee has copies—we doforward and will increase the savings rate without
two things: one is what proportion of that totaltheGovernment really having to domuch else. Also,
would people get if they come in at 35 and 45, andFrank’s point about tax incentives is quite correct,
those coming in at around 35 would be expected tothey are overwhelmingly skewed towards higher
pick up something like three-quarters of the £130earning individuals. There are certain fiddly things
guarantee in today’s money, but of course the olderwhich theTurner Report goes through in terms of the
the contributor is the more they will be bringing indiVerence between defined benefit and defined
contributions from SERPS and the second statecontribution schemes andwhy it is diYcult to reform
pension. Very quickly you would find, therefore,tax relief, but certainly a reform focusing specifically
that most of the population would be on course foron key elements like NPSS, making tax support for
a pension of at least £130 in today’s terms, if notthatmore progressive, more weighted towards lower
slightly more.earners, would I think be a very good idea andwould

incentivise savings for people on low to medium
Q142 John Penrose: Thank you for that, thatincomes.
clarifies some details. Therefore, presumably, as
time went on the quantity of the eventual pension

Q140 John Penrose: Can I just pick up on some of drawn, provided by this top-up funded scheme,
the details of the universal protected pension which would grow relative to the straightforward original
your group is proposing? We had a brief discussion basic state pension which is eroding as a proportion
before the start of this morning’s meeting and there over time. Do you see that erosion process having
was a degree of uncertainty as to some of the details, any logical end point or would you be happy to see
so perhaps we can get some of them on the record. it erode away to nothing over many, many years?
Just picking up on the last discussion you were Mr Field: We tried to put forward a reform which
having with Harry, you are proposing to create a continues on from where the Chancellor has taken
funded scheme to top-up the basic state pension and pension policy rather than saywewould like to begin
that is, to start oV with, going to be funded by the in a diVerent position. We started on the basis that
contracted out rebates going into a pot. Is that the basic state pension would be linked to prices and
funded scheme going to be individual accounts or therefore as a proportion of the total guaranteed

pension over time will fall, as you rightly say. Theregroup accounts, how do you envisage that working?
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are two parts to this scheme: there is the pay as you think it prudent, but they would not be governed in
the same way that small private schemes arego element which relatively declines and the
currently governed.investment funded side which grows, and the

trustees would be set by law the duty of achieving a
minimum of 25 but not more than 30% of average

Q145 John Penrose: A final question, and then I amearnings. The aim of this scheme is not to try and
going to ask Howard to comment on some of thecrowd out the private sector; we in a sense are points you have been making as well. The Pensionsdefining what the role of government is and that is Commission looked at those proposals you have just

trying to get a minimum in place. I do not think it is been outlining for us and said they were unhappy
the role of the Government, as it was in SERPS, with the notion of providing an independent body
somehow to think it could replace the private sector modelled on the governor of the Bank of England
by giving wage-related pensions right up the with such a large set of potentially political
income scale. decisions. What was your response to that?

Mr Field: It could have been a valid point if we had
not had the experience of the Monetary PolicyQ143 John Penrose: Sorry, that was not quite the
Committee. Supposing the American economy goesquestion I was asking, what I was asking was the
sour and the Monetary Policy Committee has toprice-related pay as you go part of your guaranteed
raise interest rates by one percentage point, that willpension reduces; do you see any minimum level
have an immediate and quite devastating eVect onbelow which it should not fall, or in however many
many people’s household budgets, and therefore weyears time in the distant future would you be happy
have already got a body that can have a much moreto see that completely replaced by the funded part of
immediate impact on people’s living standards andyour guaranteed scheme?
the viability of their arrangements than ever wouldMr Field: The primary issue is the level of pension,
be given to this body, which literally will beit is secondarywhether that is made up of a large or a
reporting over decades, looking at whethersmall part pay as you go and a larger or smaller part
investments and the investment returns are going tofunded. I happen to think, given what has happened
actually match the commitment. I do not for oneto the basic state pension over its long life, there is
moment try and say that this is not a very, veryless chance of political interference if the community
important and significant reform; I think theknows that there is both independent governance of
Monetary Policy Committee advance was the mostthis scheme, with a duty to deliver a pension of a
important constitutional change this Labourcertainminimum level, and there are the investments
Government has made and the historians willthere to actually back up that promise. It would be
actually bill that as the big change, not our fiddlingmuch harder for the politicians to get their sticky
around with the changing of the House of Lords.fingers on the assets than it is for somebody to stand
This would be a similar constitutional change ofup and as they did with SERPS, not once but twice, equal dimension and it meets what the Chancellorto hack at what the guaranteed promise was under says he wants from pension reform: one is can we

that scheme. pay for it, is it prudent to do it, but secondly he
accepts that there is a huge trust factor here and that
increasingly over the next decade we as politicians, ifQ144 John Penrose: The logical end-point of that is
we want to take voters with us to part with theirthat in an ideal world you would like to see the whole
money, are going to have to surrender some of ourthing being funded in many, many years time—that
sovereignty over how we as politicians spend thatwould be a superior position.
money. The proposals that we are putting forward inMr Field: It would be a superior position if we could
time will fit into a whole pattern of constitutionalhave a scheme which the Government was happy
changes.with. This is too important an issue to exclude the

Government so they have to have some interest in it,
and we see them having an interest because they Q146 John Penrose: I was surprised to see their
would appoint the governors, but over very long response to that saying it was an inherently political
periods of time—15 years, like the Federal Reserve decision, because some of the points they aremaking
for example. The voters do not believe if only the about persistence and stability of the system dovetail
Government were involved the scheme would with the ones you are making about trying to reduce
actually survive and therefore the governors have a political risk over the next 20 or 30 years and
role of appointing trustees which the membership therefore achieving a political consensus. Surely,
have to approve and the trustees then have the duty what you are proposing here is one way of building
laid on them, of laying those investments to the best more solidity and stability into that system?
possible advantage of themembership. Because, in a Mr Field: Precisely. They also did comment by
sense, it is a very simple, limited company scheme for saying that they thought that by raising the level of
the whole country you do not have to get in at the investment youmight also, verymarginally, increase
end of the day to buying annuities for those who the underlying growth rate of the British economy,
come to retire, because it will be paid from the fund, and if you did that even by a quarter of a percentage
nor as cohorts of pensioners age do you necessarily point we know from the Thatcher years that has
have to move proportionately into bonds. The cumulative very, very huge impacts later down the

line and therefore makes it easier to pay pensionstrustees may want to do those things because they
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from that. Maybe we made the error of proposing objective. Secondly, is it a tax? All the surveys
governments have done show that people do makethis rather than the Pensions Commission

proposing it. a distinction between national insurance and tax—
whether they are wise to is another matter, but they
do—and it was noticeable that when the ChancellorQ147 John Penrose: Howard, you have a new set of
increased national insurance contributions by 1% toideas looking in this direction.
add additional funds for the NHS he called it aMr Reed: I have two main points to make on the
contribution and not a tax. Let us also on that pointUPP as Frank has outlined it. One point is that from
be absolutely clear that this is a scheme thatreading the Pensions Reform Group material it
redistributes. Any fool can propose a nationalseems to me that they are not totally up front about
pension scheme which covers 75% of the populationthe fact that any system which invests in equity
and many fools have actually proposed suchmarkets involves risk. You can diversify by investing
schemes. This is actually a serious scheme trying toaround the world, but we know that stock markets
cover 100%, which includes the poorest, whicharound the world are correlated and we know that
means that their contributions have to be paid,big crashes such as in 1929, the mid-Seventies, 1999-
knowing that sometimes, given their life cycle of2000 aVect markets pretty much across the board. It
earnings, they will be paying more in because theysays it is a protected pension, but I am not clear
now have got better opportunities; therefore theyexactly if there is a huge crash in the stock markets
continue to save because they have now got 20 yearsand the fund finds it cannot provide 25 to 30% of
of non-saving to make up. There are, therefore, allearnings without big borrowing or whatever, the
the eVects on behaviour that will actually come fromGovernment will have to underwrite the system
this, but in setting up the scheme the Government issomehow, either by borrowing or by raising taxes.
clearly going to say to the nation, if they went downThere is risk in moving from a tax-financed basic
this course, do you approve of setting up a schemestate pension system to something like the universal
where everybodywho is contributingwill actually beprotected pension and we need to be clear about
in the scheme that we are seriously going to cover—that. The second thing is I think the analogy Frank
for example, carers. It would not be something wehas drawn with the Monetary Policy Committee is
want to foist on people in a deceitful way, I think onedefective in the key sense that the MPC set one
of the attractions is that people would like to seevariable interest rate and the Government can
that, knowing that at the end of the day if you getchange its target if it wants and get it to set, say, an
this in place we abolish pensioner welfare as weemployment target as well as an inflation target if it
know it, loosening up huge tranches of revenue, towanted. This body, the kind of arms-length pension
cut taxes, do whatever you want to, because hugemanagement body that Frank is proposing, will be
numbers of people are not on means-testedrunning a redistributive scheme, using national
assistance. The last point, Chairman, was about theinsurance contributions which eVectively are an
crash and I disagree with Howard because there is aincome tax; the Government says that they are not
historical factor here in that if you have a crashwhenan income tax but they are 99% like a tax—they are
national income is quite low, the consequences ofa tax on earnings and other forms of income so if it
that crash are much more severe. If you take 1929walks like a tax it basically is a tax as far as we are
and you compare it with the Thatcher crash and youconcerned. Therefore, they are going to be making
compare it with the crash in equity prices just afterredistributive decisions on contribution levels and
we came in, the fall in equity prices under the earlywe feel that it is the Government’s direct role to do
years of this Government was similar to the onesthat, and we are not sure that people will actually
under the Thatcher years but national income was aaccept an arms’ length body which is not
lot higher. It is easier to ride those crashes. I am notaccountable to government in so direct a way doing
saying that a lot of people were not hurt and so on,that, and we feel that could lead to problems and
but I think it is wrong in modern economies, givenresentment. The third thing, a more minor point, is
how rich they are, to think somehow that dramaticthat 25 to 30% is higher than what we are
falls in the stock market automatically result in therecommending as a percentage of median earnings
sort of consequences we saw in 1929. I do not believefor, say, the guaranteed credit. If it is a completely
the evidence supports that.compulsory scheme there is a danger that some

people who might want to make pension provision
through other means, via other savings vehicles, Q149 Mr Dunne: Just for the last ten minutes or so I
housing, for example, could be being forced to over- would like to take us on to theNPSS specifically and
save, and that is an issue that has not really been address some of the criticisms you have of that. To
addressed. pick up one of the questions that Harry was asking

the previous witnesses, do you regard it as
appropriate that this savings scheme should focusQ148 John Penrose: I should probably allow you a
solely on pensions, or should it be a broader andchance to respond to that.
more flexible savings programme such as kiwi-saveMr Field: That last point answers Greg’s point in
(?) or a savings account. Howard, perhaps youthat we actually do think one of the aims of the basic
would like to address that?pension you put in place is seriously tomake inroads
Mr Reed: The Pensions Commission was right toin the numbers on means-testing, so we make no
suggest that the primary objective is to increaseapology that we are proposing a higher pension than

IPPR—we actually think that should be an private pensions saving; we know that most of the
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evidence shows that there is a big gap there and in Secondly, we know, from the report recently of the
Ombudsman over the Government issuing a leafletterms of increasing that theNPSS proposal is a good

way of doing it. Yes, we may disagree about the saying how safe pensions were in occupational
schemes, the furore that resulted in people claimingexact contribution rate, about the exact types of

funds the money should be invested in but it is a that the Government had misinformed them. Now,
I am quite interested, for some reason that I do notgood first step. As to whether that kind of approach

should be used for saving along the lines of schemes fully understand, in pensions and I have never seen
that leaflet. I think the only person in Parliamentthat the Government has introduced such as ISAs—

shorter term saving—one of the great advantages of who has seen it was the Chairman. Now if we can
have a huge fuss over a leaflet which almost nobodyNPSS is that it has very low annual management

charges, 0.3% of fund value per year as opposed to has seen which is the Government telling us to save
in occupational schemes, what are the charges goingthe stakeholder cap, for example, of 1.5%. That is a

very, very big diVerence over the long run and a very to be of a scheme that is set up by the Government
and which, to some extent, the Government isbig increase in the amount of funds available for

people to put their money in those kinds of schemes. regulating, given that Lord Turner says there will be
three funds in this scheme and, therefore, at any oneIt seems tome that a similar point could carry across

to savings schemes like ISAs, so youmight be able to time the funds are bound to be performing
diVerently? So the charges that “I was misinformed”use a parallel system to NPSS to fund shorter term

saving. It might lead to an additional complexity in are going to be great, but they are going to say:
“Well, there wasn’t any money there for giving youthat people are then free to take the money in and

out whenever they want, so you might want a advice”. So already it begins to look slightly diYcult
for the Government on that one. I think puttingslightly higher annual management charge. I think

that would be a useful thing for the Government to forward a scheme where you set a minimum
contribution by employers for this scheme will veryconsider, if you like, alongside NPSS but it should

not be allowed to detract from the primary thing quickly become the maximum contribution of most
employers, and I do not accept that the move wewhich is to get NPSS up and running as quickly as

they can so that we can actually go about the have seen from final salary to defined contribution is
the end of the movement in company pensionbusiness of trying to improve savings rates in the

country. provision; I think there is a further stage to go and I
think many employers pushed for costs from
international competition will seize on this

Q150 Mr Dunne: Just to pick you up on that opportunity to cut their pension contributions and
management charge, have you assessed whether this they will say it is the Government recommended
is a realistic and feasible management charge when level. Therefore, under the Government’s watch we
you compare it with rates in other countries? will see yet a further closure of company pension
Mr Reed: I think it is reasonable and realistic. It schemes as we know them today. I think the political
compares well with largemanaged pension funds for impact of that will be very serious. So, if I was
companies. It is actually higher than some of the advising theGovernment, I would say: “It is a lovely
annual management charges that some of the idea”, and to the private sector “set it up yourself
foreign countries that the Turner Commission and run it but we are not having our fingerprints on
looked at in their report charge, so I think 0.3% it one iota”.
sounds very low but it is the economies of scale that
come from running a big fund, using a lot of the

Q151 Mr Dunne: You have managed to address, Ipayment mechanisms that are already in place—for
think, three of the subsequent questions I was goingexample the National Insurance contributions
to ask in that answer. You and I have talked in thepayment mechanism, or even PAYE, could be used.
past about the risk of mis-selling from this proposalIt comes across from the fact that you do not have
and I tend to share your view about that. Picking uplegions of financial advisers and salesmen from small
on a couple of the specifics, we are all well aware ofprivate pension companies trying to go to people
the risks of government-run, national schemessaying: “Please put your savings in this pot”. It
which require a national database covering theremoves that competition which, in fact, drives up
whole spectrum of diVerent interests, and the trackthe costs that the companies have to bear because
record—at least on the IT side—is not good. Whatthey are competing with each other for a slice of the

savings pie. Putting that all into a single pot actually are the risks, do you think, from trying to set up a
new build here rather than using the very substantialhas big eYciency gains and that is why you see the

lower annual management charge. systems that exist within the private sector, and the
public sector?MrField: If I was theGovernment I would not touch

this proposal with a bargepole, and I would not do Mr Reed: I think it is not a new build, in the sense
that the mechanisms for collecting, say, Nationalit, actually, for a number of reasons. First of all, any

proposal like this cannot come into force unless Insurance contributions or PAYE already exist in
the scheme. I think the NPSS could be grafted on tothere has been a successful settlement to how we

reform the basic State Pension and oVer people that that fairly easily, and that is one of the reasons why
the annual management charges could be so low.first tier which takes them out of means testing. If we

do not do that then in setting this up the likelihood You might want to contract out some of the IT
management to the private sector on a standardis that people will be saving here when they should

not be saving but depending on means testing. competitive tendering basis, but just to come back
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on one of the previous points that Frankmade about afterwards and asked the punters what they thought,
this, I would be surprised if the Government found and all the punters said: “We would like one fund;
itself open to serious mis-selling charges if it was we do not want all this choice”. If you were just
quite upfront that: “These are the funds; you have a going for one fund the body that has confidence
choice of these funds and performance is not amongst lots of people in this country is theNational
guaranteed in anything other than the lowest risk Savings movement, and it seems to me you just use
fund”. Basic economics suggest that if you want a them to have a single product, tracker linked, saying
higher return you accept more risk, and lots of to people that sometimes you will draw your money
private companies sell products similar to this at far out in a bonus time and at other times you will be
less favourable terms to the individual, far higher drawing out in a lean time. Again, it brings us back
annual management charges, and we still see these to this essential point: it is fine for people to take that
products being sold, so it cannot be the case that fear personal risk over savings, and they should if we
of being prosecuted for mis-selling drives out have in place a basic pension which is aiming to take
completely the market. people oV means testing. The risks involved in

investing and all the rest of it should be one which is
collectively shared to deliver that minimum. AboveQ152 Mr Dunne: There seems to be an inference
the minimum, people must take the individual risks.there that advice is given in those circumstances so,
However, it seems to me, given that they all say theyat least, the individual is sat down with somebody
want one scheme, we should just build where wewho is professionally qualified.
know it could be successful, and that is in NationalMr Reed: I think advice could be given in these
Savings.circumstances.

Q153 Mr Dunne: But that is not proposed by the Q154 Mr Dunne: I have a final question for you,
NPSS by Turner; advice is specifically ruled out. Frank, in relation to your proposal for an
There is no charge for it. independent board to monitor or manage the UPP.
Mr Reed: I think, certainly, adequate information The Chancellor, as we have been discussing earlier
should be disseminated to people at the point at on, is unhappy about, we are led to believe, the
which this scheme is announced. I think it should be implications for that group having responsibility
announced as part of a package. Frank is right that over contribution setting, because in eVect it is
we need to sort out the State Pension and the means taxation by another name—or it would be perceived
testing problem either before or at the same time that as such—which goes rather beyond the remit of the
we introduceNPSS, but then the IPPRproposals are MPC. How do you address the criticism that this is
an attempt to sort out the means testing problem politically unlikely to be realistic and to be accepted
immediately or as soon as possible. So I am viewing by the Chancellor, and would it be better if that
NPSS very much as a good thing to introduce aspect of setting contributions was ignored, and then
alongside a big up-rating of the basic State Pension. would the idea of having an independent body to
Finally, the point on 3% becoming the default rather give the people that were contributing confidence
than the minimum, to me it is like saying if you that this is not going to be gerrymandered by the
establish a minimum wage then all employers will Government be enough?start paying their employees at the minimum wage.

Mr Field: I am not sure 50% is a good substitute forNobody thinks that so why should we think that
the punters out there who understand that theseemployers will suddenly reduce their pension
issues are too big for the Government not to becontribution to 3%? If they want to reduce costs the
involved but are now deeply suspicious ofincentives are already there in the current
governments of all parties. I have had conversationsframework for them to do so, and all the NPSS does
with the Chancellor and hope to, shortly, have moreis say: “We think this is a sensible minimum level. If
conversations with him, and this is not an issue heyour employer already provides a better scheme
raised. Our conversations centred on two keythan this you can go into that one instead”. So the
questions: one was that he has a track record ofincentive is there for “good employers” to do
being responsible with public finances. Is anybodyprecisely that. There is the issue of whether
proposing reforms which might actually ditch thatemployees value pension benefits in the same way as
record? He is obviously going to defend his cornerdirect wage benefits, but I think that is a quite
very eVectively on that. The second one was that heseparate issue. I do not see that the NPSS will lead
accepts, and he has done it in public speeches, thatto any kind of collapse in the generosity of employer
there is a huge gap between politicians and voters aspension provision beyond what has actually already
far as trust goes, and that increasingly over the nextoccurred, frankly, and is occurring at the moment.
decades politicians are going to have to surrenderMr Field: I do disagree with that. If you look at final
some of what they thought in the past as theirsalary schemes, contributions between 12 and 14%
sovereignty back to voters. I think we will see a lothave been cut to defined contributions of between 7
more referenda on specific points of changing policyand 8, and I would have thought that process will
to try and mobilise public support behind whatcontinue if you give them this opportunity of saying:
Parliament wants to do. It is clearly a big issue,“The employer contribution is 3%”. The National
changing contribution rates, but I do believe it is aAssociation of Pension Funds was proposing, I
smaller issue than changing interest rates whichthink, 20 funds, was it not, for the Turner National

Pension Saving Scheme, and then went out could have a much more immediate and detrimental
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impact on living standards. The Chancellor had the However, I do not deny that it is not a very, very
large, significant constitutional reform, but I am upbenefit of us not debating that proposal before he

announced it and enacted it, but I am sure those for radical constitutional reform.
would have been the very arguments which would
have been put forward to him not to do it. People Q155 Chairman: Frank, challenging and

controversial as ever. Thank you very much. Thankwill not be prepared to allow other people to change
their living standards when it is the Chancellor of the you, Howard, for your contribution today and we

will see how it turns out.Exchequer that will stand up and say: “I changed
interest rates, I have had this impact”. I think the Mr Field: Thank you, Chairman.

Mr Reed: Thank you very much.same actually applies on pension contributions.
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Witnesses: Ms Deborah Cooper, Actuarial Profession, and Mr Adrian Waddingham, Association of
Consulting Actuaries, gave evidence.

Q156 Chairman: Good morning everybody. Mr Waddingham: Yes, consulting actuaries very
much led the implementation of workplaceWelcome to this further evidence session into our

pensions inquiry, and a particular welcome to our pensions, typically final salary pensions, in the
sixties and seventies. We were, at that time,two witnesses. Could I start by asking you to briefly

introduce yourselves? converting poorly performing money purchase
pension schemes into these better final salaryMr Waddingham: Yes, Chairman. My name is
schemes.We are very sad atwhat is happening. FinalAdrian Waddingham. I am Chairman of the
salary schemes became very expensive, but that didAssociation ofConsultingActuaries.We have about
not make them bad. We do not see that the NPSS1,600 members, all Fellows of the Institute or
does anything to replace pensions for those millionsFaculty of Actuaries, and we are primarily involved
of people who are getting good workplace pensions,in advising on all aspects of workplace pension
and we would very much like to see encouragement,schemes.
support, help for new types of schemes, rather betterMs Cooper: I am Deborah Cooper. I am Deputy
thanNPSS, whichwould allow the employee and theChair of the Actuarial Professional and Social
employer to share the retirement risks. There arePolicy Board, I am a Member of the Institute of
new schemes that we can help devise, hybrid schemesActuaries but the Profession represents both the
theymight be called, whichwould bemuch better forinstitute, which operates out in England and Wales,
many people than NPSS.and the faculty in Scotland.

Q159 Chairman:Have you had any discussions with
Q157 Chairman: Thank you very much. Can I start employers about those types of arrangements,
by asking: what is your overall view of the Pensions because they are just retreating at a rapid rate of
Commission’s proposals for state pension reform? knots from DB schemes?
MsCooper:The overall thrust of the proposalsmade Mr Waddingham: Yes, we would have discussions.
in the report published by the Pensions Commission,
I think we generally support, but something needs to

Q160 Chairman: Have you had any already?be done about the level and the design of the current
Mr Waddingham: Yes.state pension and its value relative to means-testing.

Whether or not the detail of the proposal is correct,
Q161 Chairman: What has been the reaction?because of its complexity, is a little bit harder. We
MrWaddingham:Yes, there are already signs. Therewould also support the proposed increases to the
are some companies who didmove from the old finalstate pension age that have been suggested and link
salary schemes to simple money purchase schemes,the basic state pension to earnings.
but there are signs that a few now are switching to anMr Waddingham:We are very happy. We think the
in-between scheme, a risk sharing scheme. Forhigher state pension age is an acceptable price to pay
example, I do not think it will be easy or we wouldfor better pensions. We would actually have liked to
expect to get back to the sixties’ final salary scheme,see the Commission go further. We think the
but an aVordable scheme which employers would bereforms are too timid, and I say that because we
willing to support would be a career average salarythink it is very important for the state pension to be
scheme where the pension is perhaps 1% of theirsimple, easily understood, and that will be the
salary for each year of their working time, not theirbuilding block on which people can then add their
final salary, and such a scheme could be aVorded byfurther personal or workplace pension. Simplicity is
the old traditional 10% from the employer and 5%important. We are not quite there.
from the employee. The final salary schemes have
got too expensive, that is the problem, but we can
design good schemes to fit the old cost levels.Q158 Chairman: In that event, how do you see the

work of the Actuarial Profession contributing to the Ms Cooper: I think the Actuarial Profession has a
diVerent role, because it covers a wider range ofreform agenda, including simplicity and, in

particular, do you have a role in rebuilding trust in actuarial work and does not deal specificallywith the
advice that our members would give to their clients,pension systems?
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but we do try and contribute to the debate by it is odd that if you provide a risk-sharing scheme
you are obliged to oVer pension increases. Pensioncontributing to government consultations, for

example, andwe have taken part in the consultations increases are desirable, but it would be better,
perhaps, if they were provided on a discretionaryon various green papers that have been published in

the Pensions Commission’s report. We also try and basis. Second, people are living longer. That is not
the employers fault, but they should be able to reactpublish general research, both by our members,

often on a voluntary basis, but also by sponsoring to it in the same way that the state is proposing. The
state is reacting to improved longevity with higherresearching universities to look at the likely eVects of

diVerent sorts of pension arrangements, diVerent retirement ages and, retrospectively, albeit giving
people lots of notice of the change, but that optionfinancing arrangements for existing sorts of pension

schemes, and so on. Generally, we have been is denied to the private sector. British companies are
not permitted to tell their employers under 50, “Weconcerned about the reduction in the level of the

state pension relative to earnings, because we see want to keep your pension benefits, but we just want
you to wait one or two years longer before drawingthat it creates diYculties for our members in giving

advice to their clients, and sowe have commented on them.” We do need changes to legislation if we are
going to encourage employers to support risk-that, but in a general way rather than a specific,

“This is what you should do”, sort of way, because sharing schemes.
that seems to be more a question for government
than it is for the Profession.

Q164 Mrs Humble: Are you saying that employers
cannot tell employees or the trustees of the scheme

Q162 Mrs Humble: The area that I want to explore cannot tell employees that, if they retire on X date,
further with you is occupational pension provision. their pension entitlement is likely to be X and, if they
MrWaddingham, you have already touched on this, retire a year later, it will be X plus quite a
and you said that you are sad that there has been a considerable amount? Are they not allowed to give
move from defined benefit to defined contribution that information to employees?
schemes, but to what extent is this really Mr Waddingham: It is not a matter of information.
problematic? Is the concern less the move from DB The law at present prevents retrospective changes to
to DC schemes but rather that in that move pension promises. That is the point I am making.
employers, and indeed employees, especially
employers, are paying less? If employers were to

Q165 Mrs Humble: The point that I wanted to makemaintain their level of contribution or only reduce it
was that it is, surely, important that employees areslightly, would there still be concerns and a move to
aware of the risks of defined contribution schemesDC schemes?
and, therefore, can plan accordingly and also makeMr Waddingham: Both of those points. Certainly
informed decisions about when they are going toone of the concerns about money purchase schemes
retire and when they are going to drawdown theiris that, looking at them, less money is going in, and
pensions?so that will lead to lower benefits. When I say “sad”,
Mr Waddingham: Indeed.I think it will be sad if 100% of employees have to
MsCooper: I wanted to point out about risk-sharingcarry 100% of the investment risk and 100% of the
that there is certain risk-sharing between the statelongevity risk, which is what they would have to do
and the private sector in so far as the state providesin a money purchase scheme such as NPSS. NPSS is
on our basic state pension S2P, and large employeesfairly low-level, and I am particularly worried that a
can contract out of S2P if they have adequatelow-level money purchase scheme, with employees
schemes. A lot of employers are diYcult-placed tocarrying all the risk, is not best suited to many
find benefit schemes with defined contributionpeople, particularly the lower paidwho cannot stand
schemes and have actually contracted in thosethose risks. It would be sad if the millions already in
defined contribution schemes, and so they havegood pensions end up, as a result of the reforms we
passed some of the risk that they bore back to theare now taking through, with all that is on oVer is the
state, but because the state scheme is basically alow-level NPSS.
defined benefit scheme, individuals have not had to
take on board that risk. So, there is a risk-sharing

Q163 Mrs Humble: How could we better share that that happens that way, but, because the contract has
risk between employee and employer? Is there any changed very much since when SERPS was first
possibility of making that risk-sharing introduced to the way it looks now, the distribution
retrospective? Could that be implemented? risk has perhaps changed slightly, so it is not
Mr Waddingham: Yes, I think employers do need perceived as such a good deal by employers as it used
help, but they would be willing to share these risks. to be.
Wewill need some important reforms, because those
good employers who have set up these defined
benefit schemes have had no help or encouragement Q166 John Penrose: Mr Waddingham, I wanted to

follow up a little bit on your preference for definedfrom recent legislation, and they could be forgiven
for thinking that they are not being encouraged to benefit as opposed to defined contribution. Are you

saying that if the levels of contribution to a definedset up risk-sharing schemes; but if we could make
simple changes to pensions legislation, the prospects contribution scheme were the same as to a defined

benefit scheme, that would be, in your view, not aof getting the good employers to support these
schemes would be much better. Examples would be: problem, or are you saying that there is still
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something which is structurally inferior about a 20-plus per cent in terms of pension paying assets at
the end of one’s working life. Does that not meandefined contribution scheme compared to a defined

benefit scheme? that something which is bigger is going to have a
substantially superior eVect, even if the distributionMr Waddingham: It would still be better for the

employee to have the option of a risk-sharing around the mesne is as narrow as Lord Turner
suggests or as wide as perhaps you are suggesting?scheme. Yes, the same amount of contributions over

time for a group of people will lead to similar MrWaddingham:No, I do not think so. Turner does
concentrate very much on reducing expenses, whichamounts of benefits, but the trouble with the money

purchase is their volatility, this 100% of the is clearly a good thing, but I think, of course, he has
left out any provision for advice for those concerned,investment risk. We have read of the pensions crisis

in defined benefit schemes, but that has only aVected and it is the low-paid people who do need advice,
particularly bearing in mind the recenta very small percentage of those schemes. Actually,

there is an unreported crisis in money purchase Parliamentary ombudsman’s review of the pensions
situation, and, if means-tested benefits are to surviveschemes: because of the poor recent investment

returns and the apparently ever-increasing cost of a in a substantial form, advice is needed and that is
missing; but actually I would say that workplacepension, the amount of benefits that are coming out

of money purchase schemes of all other like-for-like pension schemes are very cost-eYcient; they do have
low expense levels.contribution rates have fallen to less than a third of

what they were only 10-years ago.
Q169 John Penrose: What sort of expense levels are
we talking about? They are a couple of per cent, areQ167 John Penrose: Let me press you on this, if I
they not, one and a bit per cent, or something likecan. You were criticising NPSS earlier on, which is,
that?of course, a defined contribution scheme. Surely, one
Mr Waddingham: I think you are thinking ofof the things that NPSS seeks to do, by limiting the
possibly individual personal pensions throughnumber of funds that are available and pooling the
insurance arrangements; but, no, the cost of runningrisks by pooling a large number of contributions, is
a workplace pension scheme by a medium or large-to significantly reduce the potential distribution of
sized British company would be, I think, in the orderinvestment returns just simply by saying 80% of the
of half a per cent.variation is caused by asset allocation decisions in

the first place. Does that not solve most of the issue
that you are talking about? Q170 John Penrose: So 50 basis points?

Mr Waddingham: So, actually, workplace pensionMr Waddingham: Those are helpful features, but
they do not solve them. Lord Turner reported a schemes have the merit of low cost and, of course,

they help overcome another problem Turnerpossible range of outcomes for NPSS for the average
member of 13-18% of salary. We believe that the identified: apathy.
outcome, the range, is much wider than that because
of stock market volatility and will often be lower. Q171 John Penrose: In terms of your profession’s
For the avoidance of doubt, I am not unhappy with slice of that 50%, or whatever it might be, am I right
the NPSS proposals, but I just want it to be seen for in saying, would you get most of your income from
what it is. NPSS is a good idea for broadening the defined benefit schemes or do you also get advisory
scope of pension provision because there were fees from defined contribution schemes of one sort
always many employees who were never pensioned. or another?
What I am saying is that NPSS can in no way be an Mr Waddingham: We earn fees from advice to all
adequate replacement for those many millions of pensions schemes, but, yes, more on the defined
people in current occupational pension schemes, benefit, the risk-sharing schemes. Of course, the two
who are doing rather better at the moment, but the major items in the half per cent cost that I identified
next generation will do very much worse in would be administration costs and investment
retirement terms. management charges. The actual area of

consultancy would be a small part of that half per
cent.Q168 John Penrose: Forgive me for pressing you a

little further, but surely one of the advantages of a
scheme like NPSS—and I am not particularly Q172 Miss Begg: Deborah Cooper, you mentioned

contracting out. One of the recommendations of thecarrying a brief for that at all—(one of its strengths)
is that because it will be pooling very large amounts Pensions Commission is the abolition of the

contracted out rebate for DCS schemes in the short-of contributions into a comparatively limited
number of funds, themanagements cost which it will term and for DB schemes in the longer-term, and I

think you were proposing around 2030. Whatincur over the period of someone’s pensionable
pension accumulation part of their life will be much impact do you expect these measures to have?

Ms Cooper: Nothing particularly major. I think, iflower. It will be very significantly lower than
equivalent smaller schemes and it will be massively anything, the Profession would have no objection to

contracting out being phased over a shorter periodlower than equivalent company schemes because of
its size. Certainly the figures that we have seen from, of time. Currently, there are existing schemes that

are contracted out. I understand, particularly infor example, the Swedish experience, say that over
30 odd years a diVerence of 40 or 50 basis points per view of the recent review of the rebate, that far more

employers with contracted out schemes are likely toyear in management costs can make a diVerence of
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consider contracting them back in, so I think it is a Mr Waddingham: There has been no help, not even
words of encouragement, for employers to providenatural progress that is happening anyway. The view

is that the rebates do not compensate employers for anything better than NPSS, and if in the White
Paper we learn that “NPSS is to go ahead, and bearthe costs they have to take on by contracting out

their pension schemes, and so the thought that there with us, we might help employers do better in
future”, I fear employers will not wait and insteadis any incentive in the rebates that encourages

employers to keep those schemes open, I think, is not will say that, “If we have decided we will have a
revised state pension and an NPSS, then that is it,well-founded, so that phasing the rebate out seems

pretty sensible. that is all it will be.”

Q173 Miss Begg: You agree. It seems that people Q178 Miss Begg: We have just come back from
agree that is a sensible prediction? Sweden, where they have an equivalent of the NPSS,
Ms Cooper: Yes. their premier pension, and that is on top of a much
Mr Waddingham: When we said earlier that we wider state pension as well. There is no evidence that
would have a liked the state arrangement to be more the occupational pension, on top of the premier
simple, this is a case point. Lord Turner was wary of pension, has diminished at all; in fact you have got
abolishing contracting out for defined benefit very good state provision. They have their basic state
schemes quickly lest it would lead to amajor revision pension plus their premier pension and there are still
of the remaining DB schemes. I do not think he a lot of occupational pensions on top of that. Why is
needed have worried, because that revision will now their experience diVerent from what you think is
happen anyway because of the introduction ofNPSS going to happen in the UK?
and, asmentioned amoment ago, because the rebate MrWaddingham: It is diVerent because, yes, Sweden
for contracting out is no longer attractive. The is quite diVerent. I am not an expert, on Sweden, but
recent announcement by Government has, for the more generous state benefits, and, yes, there is
first time, set the rebate at a figure lower than that occupational provision, but it is not aswidespread as
recommended by the Government Actuary. it has been in Britain. Europe has looked on in envy

at the British habit of saving for pensions, and not
only has it helped that object of providing employedQ174 Miss Begg: Can you do it a lot faster then?
people with good pensions—Turner pays tribute toMr Waddingham: Yes. Well, contracting out is past
that—but it is no coincidence that we also have theits sell-by date.
strongest by far financial and capital markets in
the UK.Q175 Miss Begg: The Commission also

recommended that the upper earnings limit for S2P
accrual should be frozen in cash terms, and that will Q179 Miss Begg: But Sweden is already paying
significantly reduce contracting out rebates paid. 18.5% into the state element of the pension and they
What impact should we expect this to have on the are then contributing more into either private
defined benefit scheme, on the freezing of the accrual equities or occupational pensions. We have not even
rate for S2P? reached the 18%, in most cases, with occupational
Ms Cooper: I think it is part of the same answer pensions, even less the state pension, so they are
really. There is nothing very significant. Those already investing more in their state pensions and
defined benefit schemes that have contracted out they are still doing more than we are. Surely, the
using the reference scheme test, so for whom the Turner Commission proposal is trying to get the
upper earnings limit matters, normally provide----. maximum number of British people to be investing
It is not inherent in their structure. anything like what is going into the present

occupational system?
MrWaddingham: Yes. NPSS is not a bad idea. As IQ176 Miss Begg: As a profession, the existing
said a moment ago, there were many employedassumptions are that you will still have the rebate.
people who never got a look into pensions, and itDo you have to redo your assumptions (a) if the unit
will, therefore, widen pensions, NPSS will be a milehas gone in and, similarly, (b) if S2P accruals are
wide, but it is only going to be a few inches deep, andfrozen?
there is nothing in the reforms that we have seen thatMr Waddingham: Yes, we would redesign pension
does anything to help encourage replace theschemes wholesale, but that is going to happen
traditional better level of risk-sharing pensions thatimmediately this current review is completed. We
we have enjoyed.will see theWhite Paper next week, but that will lead

to a wholesale revision and, I fear, a levelling down
of pension provision that already exists. That is our Q180 Chairman: The maximum penetration of DB
main concern. schemes was about 58%. There has always been a

huge percentage of people, but if you take out the
public sector it plummets. You are certainly givingQ177 Miss Begg: It is the levelling down. What you

have said in answer to previous question is that you the impression that there was a golden age when
everyone was in something, but in fact they were not.are saying that people will opt out of the whole

occupational pension scheme completely and put all The thing about Turner, which is most startling, is
the utter involvement, so everybody will be in, and,their eggs in the NPSS basket. Is that your fear or is

that your prediction? therefore, you are getting a much wider coverage.
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MrWaddingham: I agree, at its best British pensions contributions towards a pension scheme that there is
only reached, let us say, half the workforce, and I a mechanism for them to continue to provide that
have said NPSS is a good idea, it will broaden level of coverage, even if it becomes very diYcult for
pension provision, but that half, and we are talking them within their own scheme.
millions of people, do enjoy a good level of pensions. Mr Waddingham: Yes; agreed. I do not think there
Let us not throw that away. Turner has paid tribute is much diVerence between us. NPSS is a good idea,
to it in his report but done nothing to say how we it will help many people, but I am terribly worried
might replace it. I accept the point you make, and that we might see a public sector with very good
NPSS has a role, but there are still good employers salary-related pensions and a private sector just with
who are willing to do more. a relatively low-level money purchase NPSS, and I

am saying, “Please, could we not have help to
encourage the good employers to do something inQ181 Miss Begg: I have never seen the two as
the middle?” I think there will be politicalmutually exclusive, which is why I am confused by

what you are saying. As the Chairman says, I had resentment in future if we do have the “them” in the
always assumed that NPSS would be on an auto- public sector and the “us” in the private sector with
enrolment basis, but part of the negotiating of the this huge disparity. We have not addressed giving
trade unions with their employer is for a good support and encouragement to the good employers.
pension scheme. I cannot see the public sector It is diYcult for them to oVer risk-sharing schemes
unions in this country saying, “That’s all right, as a consequence of recent pensions legislation. They
chaps, we only want NPSS. You can reduce our need help.
contributions to NPSS levels and we will do away
with our defined benefit schemes.” At the moment

Q184 Miss Begg: Can I put one final thing to you.they are striking to conserve what they have got, and
The Pensions Policy Institute have argued that theI cannot imagine that somehow there will not be an
money saved from the abolition of the contracted-incentive for them from the employee’s side and,
out rebates for DC schemes should be used to fundindeed, from the employer’s side who want to keep
better state pensions. Do you agree with that?good staV to keep good occupational pensions
Mr Waddingham: It is tempting to see any moneyschemes going as well?
saved in abolishing contracting out to be used nowMs Cooper: Can I make two points? First, on the
to spend on the current pensioners, but actually thatquestion of occupational scheme coverage, it is
would be a mistake, in my view. It is a generationalcorrect that probably at any one time only about
thing. We would be transferring money from onehalf the workforce has been in an occupational
generation to another. My concern is easier topension scheme, but coverage is wider than that

because people move between jobs and sometimes understand if you suppose all the occupational
they are in pensionable employment and sometimes pension schemes bought all their members back into
they are not. Whilst this means that probably only a the state pension system, so there were many, many
few people retire on two-thirds of their final salary, billions passing back to the state. Clearly, it would
nonetheless, probably closer to 70% of people retire not be appropriate to spend that apparent windfall
with some occupational provision. On the other on an increase to today’s pensions. I would be
point that you are making about the position of unhappy at that proposal.
government employed public sector workers, I think Ms Cooper: Saving is a misnomer. The money is
we take that point, and there will be also be private being put aside at the moment for future generations
sector industries that are unlikely to change their of pensioners and just because it is not having to be
existing arrangements because of the NPSS; indeed put aside by employers does notmean it has to be put
the Commission proposes that some schemes will be aside somewhere.
able to opt out by having a new contracting out Mr Waddingham: National Insurance incentives
system so that their employers do not have to be all have proved very helpful in the past; indeed, in years
too involved; but for small to medium employers, gone by it was National Insurance incentives that
some of whom already make occupational pension encouragedmany workplace schemes into existence.provision at levels above what the NPSS is

It would be much more beneficial, I think, to useproposing, if they also have to engage with the
some of that rebate to oVer the good employers, say,NPSS, the incentives for them to continue providing
a 1% reduction in their National Insurance if theytheir own provision are not very strong and their
were willing to introduce a risk-sharing scheme toemployers are not very strongly immunised either;
which they were contributing, say, 10%. That wouldand so there are groups that are getting more
be a boost and an encouragement for long-termvulnerable to the provision that they have been
saving.undermined.

Q182 Miss Begg: The consequence of that is not to Q185 Natascha Engel: I want tomove on to the issue
down load the NPSS? of tax relief. We have had a lot of contributions and
Ms Cooper:Which neither of us intend to do. submissions to the inquiry which say that tax relief

on pension savings could be better targeted. At the
moment the Government gives tax relief on pensionQ183 Miss Begg:There needs to be some recognition
contributions and tax pension income when it isfor smaller employers who are already doing the

right thing by the workforce and providing received. Do you think that is fair?
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Mr Waddingham: Yes, it is called EET. The Mr Waddingham: We have had rather a lot of
reviews in pensions in recent years. It is not a badcontributions are exempt (the first E), the roll-up is

exempt (the second E) and then you tax (T) the thing. I do not have a great deal of enthusiasm to
encourage it, but certainly, if there was one, webenefits when they come out. It has stood the test of

time, and it is seen in many, many other countries, would be very happy to participate.
and, yes, I think it remains appropriate. The fact is, Ms Cooper:We share Adrian’s views. I do not think
human nature being what it is, people do need that there is anything intrinsicallywrongwith the tax
encouragement to lock savings away for retirement, relief given to pensions. Pensions are relatively
and the tax system does this very well. lightly taxed compared to some other forms of

savings, and there are reasons for doing that. There
are obviously social benefits and cost benefits to the

Q186 Natascha Engel: Do you agree? Government if people make savings in this
Ms Cooper: Largely, yes. The tax incentive, as particular way, but per se it is hard to see that they
Adrian has described it, is not so much an incentive need further incentive. Employers perhaps need
as a tax deferral. If you remain in the same tax some incentive to do something because that is
bracket throughout, as a working person and as a where the better provision tends to come from.
pensioner, it is more or less completely neutral,
except for the tax-free lump sum which you can take
at retirement. That is the incentive. Sometimes Q189 Justine Greening: We have just talked about
people think that 40% taxpayers get a really good the tax relief system. It sounds like in some areas you
deal out of it because they end up being pensioners think it is working adequately. Are there any other
on 22% tax, and so they are getting relief at 40% and areas where you do feel that we need fundamental
only paying tax at 22%, but in a sense they are in the reform of tax relief? For example, other parts of the
middle (you can regard that as charging tax over pension system or on savings as a whole. Do you
their lifetime) and so that also seems equitable. The think that is something that, although it may be
real incentive for individual is in the tax-free lump complicated, it is necessary to do?
sum, and arguably, if you are 40% taxpayer, that is MrWaddingham: I think it should always be the case
a lot more valuable to you than if you are a 22% that tax relief on retirement savings is more generous
taxpayer. That, arguably, is a weakness, but I think than any relief on other savings—for example, on
taking it away would take away any individual ISAs—because people are being asked to commit
incentive to save at all and would certainly have to those savings long-term for retirement. I think it has
be replaced by something else. to be that way. As Deborah indicated, the tax-free

lump sum in a pension scheme is arguably an
anomaly. It is much loved, but it is an anomaly, andQ187 Natascha Engel: The Pensions Commission
I would not be averse to the idea of reviewing it. Iargued that the complexities created by the DB
would be keen to encourage employers to provideschemes mean that there is no practical way to
risk-sharing schemes, and if a price that they had toredesign the tax relief in the foreseeable future. Do
pay for such encouragement, say to get a Nationalyou think that this is an insurmountable barrier to
Insurance rebate, was to drop the tax-free lump sum,reform?
I would find that an acceptable price to pay.Mr Waddingham: I am not quite sure where Lord
Ms Cooper: Again, I agree largely with Adrian. ITurner was coming from, and his suggestion that we
think employers take on large regulatory as well asmight give tax relief to NPSS in a slightly diVerent
fiscal and financial costs when they provide someway strikes me as being more complication than is
sort of defined benefit provision, and, as thenecessary.
Government has found recently, but as employersMs Cooper: I think it is diYcult to reform tax relief
have also found, it is diYcult to cut those costs backin DB schemes because the relief has to be given in
once your employer had entered into a commitmentan individual way, and individuals inDB schemes do
tomeet them, and that is big burden for an employernot have individual pots of money and so it is very
to carry, and a lot of employers are now carryingdiYcult to allocate. Also, the employer pays a
that burden in a way that they never anticipatedcontribution that does not relate directly to
when they first set up pension schemes, and newindividual members, so it is diYcult to relate what
employers or employers that do not have thosesort of tax an individual should be paying on a
burdens immediately are more competitive, so itcontribution that the employer is paying on their
makes an unequal market, and for employers tobehalf, so it would be very diYcult to reform tax
continue their commitment to those sorts of definedrelief in a DB context. It is far simpler in a DC
benefit schemes I think does need an incentive.context because everything is so much more easily
Currently they get national savings, they do not haveidentified. To have a third, a new, tax relief system
to pay national savings on their contributions tojust seems an additional complexity and is hard to
schemes, and that is a very valuable saving, but thereunderstand why.
is an argument for the schemes Adrian refers to as
risk-sharing. They need to be encouraged, I think.

Q188 Natascha Engel: The Pension Policy Institute
when we had them in suggested that a group of DB

Q190 Justine Greening: Do you think that isscheme practitioners should be pulled together look
something that should be changed as part and parcelat alternatives to the current system of tax relief. Do

you think that is a good idea? of any pension reform coming, or do you think we
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should get through the latest pension proposals, a proportion of salary throughout working life or
whether the proportion should change according towhenever we see what they finally are, and then look

at this kind of tax relief change?. lifestyle and people’s individual needs?
Ms Cooper: As an industry, we are going through Mr Waddingham: There is a good strong actuarial
one set of pension reforms that have not bedded case for contribution rates which rise with age, for
down already, so there have been all the A-day the very simple reason that, as you get nearer to
changes that we are still trying to completely retirement, each part of your pension will cost more,
comprehend. I think if there were further reforms and so there would be an actuarial reason for that to
without new incentives for employers, they are happen, but, of course, there would be some
moving on industry changes quite quickly, and it is wariness, particularly for the smaller employers, if
hard to believe that the reforms such as the Turner they perceived any diYculty or extra expense in
Commission has proposed could come into eVect employing older employees. That would be
possibly even by 2010, which is what he proposes. If worrying.
we wait until 2010 for those proposals to come into Ms Cooper: The Actuarial Profession has done
force, let us say, and then further for another round research on saving over a life cycle, which does
of incentives to suddenly come around the corner, I suggest that, from an individual’s point of view,
think we would be waiting far too long. there are periods in their lifetime where they would

be better oV not to be saving. It is clear to see that if
you have a large amount of debt, for example, unlessQ191 Justine Greening: We do need to put this
you have a lot of confidence that your investmentstogether so that employers have a very clear
are going to be giving you a better return than whatunderstanding of the impact of any state pension
your debt is costing you, it is better to pay oV yourchanges on them.
debt than it is to save. So, younger people, peopleMr Waddingham: It would be disastrous not to do
with family, for example, would often be betterso. If there were no reforms to help good employers
advised, and I think most of my FAs would adviseprovide workplace pensions, I do believe they would
them, to think about paying down debt beforefold their tents and we would end up with everybody
saving, particularly in something quite semi-liquidin the NPSS.
as a pension, because once you have put yourmoney
into a pension you cannot get it out, and so, ifQ192 Justine Greening: You mentioned the tax-free
something unforeseeable happened—your rooflump sum as being one aspect that might need to be
caves in or whatever—if all your savings are in achanged. Are there any other anomalies or
pension you do have to borrow in order to get thatsignificant aspects that you think would have to be
right and over your life cycle that can make youaddressed as part and parcel of any changes that you
worse oV. Sure, retirement saving makes you betterfeel are worthwhile flagging up to us?
oV in retirement, but only at a cost during yourMrWaddingham:No, I do not think so.We have, of
working lifetime.course, on 6 April seen the start of the new pension

tax regime, which is more flexible and is appreciated.
Unfortunately, it is not the simple regime we were
hoping for, but it does address some of the old
anomalies; so there is nothing I would want to
mention. Q195 Mr Dunne: Do you think Lord Turner was

right to say that people are capable of making those
sorts of decisions without advice?Q193 Mr Dunne: I was going to ask some questions

about the NPSS, a lot of which we have covered MsCooper: It is diYcult to knowwhether people are
already, so can we turn to some of the actuarial making the right decisions or not. The impression
assumptions that Turner introduced and your views that comes away from not just the Pensions
on those. In particular, do you think that his Commission but a lot of economic research is that
assumptions about opt-out rates and participation people behave irrationally by not saving, but I think
in the NPSS are reasonable? often we underestimate them. Whether or not they
MrWaddingham:Weare all guessing, of course, and are doing it consciously, they have sat done down
our own association surveys, just asking smaller and done the mathematics, which maybe they have
employers—and by that I mean employers with 250 not, or whether they just have a gut feeling that for
employees or less, that is a very big sector of the UK them it is not the right time to put money away when
economy—what they think the opt-out rates might they cannot get their hands on it, I do not know, but
be, about a quarter of them think it could be as high I think often people are making quite rational
as 40%. We simply do not know. The fear is that it decisions by not saving, particularly low-income
will be quite high amongst the low-paid because of families with children. Why would you want to put
the pressures, the low-paid do not have the money into a pension scheme if you are in that
disposable income. There are other pressing needs situation? You are worse oV already because of your
for them and their families which will still make children and your level of pay is possibly quite low,
pension provision a luxury. particularly if you are a single parent often, perhaps

you would like to have that 3% and the 4% that your
employer is contributing through a pension scheme,Q194 Mr Dunne:Have you looked at the propensity
you would rather have that now than wait until youto save over a lifetime in particular and whether it is

right to be thinking about a flat-rate contribution as are 65.
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Q196 Mr Dunne: You would not be faced with that Ms Cooper: No.
choice, would you? The decision would be, “Do I
make my 3% contribution and forego the employer Q200 John Penrose: I want to ask a few questions
contribution or pay oV my credit card debt?” There about the decumulation phase of pensions, i.e. once
is not the option to get the 4%. you have saved it and you have retiredwhat you then
Ms Cooper: Unfortunately not. Essentially that is do with your wonderful pot of money that you have
saying for this group of people retirement saving is accumulated over time. The big question is how
more worthwhile the employer paying that person in much choice and flexibility do you think people
one way rather than another, and that is quite a should have when they reach the glorious day and
diYcult thing, I think, for anybody to determine. All are faced with a life of wonderful ease and leisure in
the employee can do is say, “I have more pressing how they dispose of the assets that they have
needs, and so I am going to have to give up that 4%.” accumulated?
I would not like to legislate for that. Ms Cooper: I guess you are referring to the short
MrWaddingham: It is a worrying area. It is subject, report we submitted. I think there is a fairly wide
of course, to how we reform the state benefits and consensus now, that has partly been addressed
dependence onmeans testing, but it would seem that through the A-day reforms, that there is a limited
some people could be advised not to join NPSS. The extent to which you would want people to annuitise
Government is saying, “We are not the sponsor of or do something similar to prevent people from
NPSS”, but I think care is needed: because of auto- falling into the arms of the state by spending down
enrolment theGovernment will be seen by the public too quickly on their assets, but beyond that there
as the sponsor of this new arrangement, so, yes, Lord does not seem a lot that is gained by compelling
Turner’s views are worrying. people into early annuitisation. Arguably, annuities

were never meant to be products that paid income
streams for 40 years, if somebody retires now at 60Q197 Mr Dunne: Do you think, therefore, that the
and can expect to live, obviously not as long as 100,Government is exposing itself to a mis-selling risk if
but a remarkable number of people now are; theyit does not insist on there being some advice
were meant to be short-term products.available to individuals to make these decisions,
Annuitisation at a later age seems quite supportable,particularly in the light of the comment you have just
but at younger ages I think people should be allowedmade about means-tested benefits being available
a lot more flexibility about how they spend downfor a number of people later in life?
their assets, assuming they have those assets in theMr Waddingham: Yes, I think that is a danger.
first place. There is a diYcult balance to make,Ms Cooper: I think if all we get of the Pensions
obviously, between the risk of complete flexibilityCommission’s recommendations is an NPSS and
and very good benefits that annuities bring by takingnothing is done to state provision, particularly the
away the longevity risk.relationship between pensions credit and the state

pension for up and coming entire generations, then
that would not be a positive move. Q201 John Penrose: So, flexibility over the date of

annuitisation and a minimum flaw to prevent falling
on the state?Q198 Mr Dunne: You talked about encouragement
Ms Cooper: That is right; yes.for employers to continue existing occupational

schemes. We talked a lot about the impact of
levelling down and clearly the jury is out as to how Q202 John Penrose: Would you agree with that?
that is going to work. What sort of specific things do Mr Waddingham: Yes, I would indeed.
you have in mind for encouragement?
Mr Waddingham: I would like risk-sharing schemes

Q203 John Penrose: Do you agree with the Turnerto be allowed to provide pension increases on a
proposals that retirement should not be a hard datediscretionary basis rather than, as at present, under
but should be a soft date, in other words that youcompulsion. Money purchase and NPSS are not
encourage people to wind down over a period ofobliged to give pension increases, and it is odd that
years and continue working part-time as they easeone compels the good employers to provide that if
into retirement, as a way of achieving this greaterthey oVer risk-sharing. I would like the sponsors of
flexibility?workplace pension schemes to be able to do what the
Ms Cooper: Yes. A lot of the so-called crisis thatstate itself does in terms of raising retirement ages to
people are worried about is a longer life, and I thinkreflect the realities of longevity, albeit subject to
we cannot expect to spend all of our longer lifetimecontrols, suitable periods of notice, but what is right
in retirement. It is not financially possible.for the state must be right for the private sector. I
Consequently, you have to spend longer in workingwould like to see a National Insurance rebate
life, but we are more of an aZuent society and so itincentive, not just 1%, perhaps 1.7 billion a year, to
would be nice if the perpetual grind could ease oVactually make the point to these employers that,
slightly as you reached your older age when you“Yes, we want you to provide something better than
genuinely want to withdraw completely fromNPSS for your people if you will do so.”
working.
Mr Waddingham: I agree with Turner on this, and,
indeed, the tax changes introduced this April do giveQ199 Mr Dunne: Do you have any specific

suggestion? us flexibility to cope with these patterns.
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Q204 John Penrose: Picking up on a point about Q205 John Penrose: Which brings me on to my last
question which is about equity release or what otherfinancial advice, which my colleague was making

earlier on, how do you believe the Government examples you can see to avoid the problem which I
am sure we have all faced of someone facing long-should go about ensuring there is adequate financial

advice for someone approaching retirement, or the term care costs which are not currently necessarily
provided for, and one of the only ways theyretirement either date or phase, because quite a lot

of evidence which we have seen seems to suggest that currently have to do that is to sell their home, which
causes a great deal of grief and ill-feeling in manypeople do not necessarilymake financially intelligent

decisions at that stage of their life in the same way cases? How do you see a way round that particular
knot of problems?that they may not necessarily make financially

intelligent decisions at earlier stages of their life, they Ms Cooper: Selling your home is obviously an
emotional thing, but often I think it is the right thingmaybe making them for other reasons, as you say,

for non financial reasons. How important is it to to do. Certainly if a financial adviser were to sit
down with you and you were still living in the familyhave good advice and what sort of advice do you

think would be appropriate at that point? home and all your children had left it and you are
now a single person because your spouse has died,Mr Waddingham: It is very important and it is a

tough nut to crack because advice is seen as the obvious thing is to sell that large home, if you are
lucky enough to have one, andmaybe have a smallerexpensive and many people would not know where

to go for the advice, and even if they did they would one and release capital to pay for long-term care for
you. The best advice might not be what you want toprobably find the cost of it unacceptable. It is a

tough nut to crack, which is another reason why take. It is that emotional connection that people
have with their homes that is going to be a veryworkplace pension schemes and a willing sponsor

and trustees helping where they can play such an diYcult thing to overcome. One of the studies we
used in that paper suggested that about 30% ofimportant role.

Ms Cooper: I would agree. I think people do need people are going to be paying inheritance tax in 30
or 40 years’ time, and that is largely because of theadvice both at the accumulation and decumulation

phase. People tend, for example—and I do not know assets they have got tied up in their home. I think
most people would find that wrong. That does notif this is what you are referring to—buy flat

annuities, and again that is accused of being seem to me to be the purpose of inheritance tax,
although it is not an area of specialism obviously,irrational because you are not protecting yourself

against influence. Given the market currently quite and I think that people should be able to access that
money. That is maybe less a problem of financialpossibly it is not irrational but people, particularly

people who are not going to buy automatically advice and more a problem of deconnecting the
aspect of ‘an Englishman’s home is his castle’. Aannuities, need help. We would like to see a better

market develop around equity release products, for family home has a lot of emotional ties to it rather
than anything economically rational.example, because a lot of people’s capital is tied up

in houses, and that is very illiquid. It is a very Mr Waddingham: Lord Turner told us that in his
view investments in housing are not the answer toemotional thing because it is your home and you do

not want to treat it as an investment, but it seems the shortage of pension provision because housing
investment is not universal, it is not evenly spread. Iludicrous that you get to retirement and all of your

savings are tied up in assets that you cannot access agree with him on that.
John Penrose: Thank you very much.except in very narrow ways, so you might have a lot

of assets but you just cannot get your hands on them Chairman: Thank you very much for sharing with us
some very diYcult areas. We are going to suspendbecause they are either a pension or a house, somore

flexible products are needed to be developed. for a couple of minutes while we switch witnesses.

Witnesses: Mr Richard Willets, Actuarial Profession Ev 265–268, and Professor Carol Jagger, Leicester
NuYeld Research Unit, gave evidence.

Q206 Chairman: Good morning and welcome. Mortality Investigation which is the research group
Thank you for joining us today. Could you briefly of the Actuarial Profession that analyses the
introduce yourselves and then we will move into the mortality of people with life assurance policies and
question session. pensions.
Professor Jagger: I am Carol Jagger, Professor of Chairman: Very good. Justine Greening?
Epidemiology at the University of Leicester. My
research area is broadly the epidemiology of aging
and particularly healthy active life expectancy. I am
amember of anEU task force on health expectancies

Q207 Justine Greening: I have had a look throughwhich is supporting the new EU structural indicator
the papers that you wrote for the Committee, butHealthy Life Years.
can you tell me how the predictions of total lifeMrWillets: I amRichardWillets and I am amember
expectancy in the UK have changed in the past 30of the Actuarial Profession. I was chair of a working
years and how do you expect them to change goingparty the Profession set up recently to analyse trends

in longevity. I am also a member of the Continuous forward?
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Mr Willets: Certainly over the past 30 years Q209 Justine Greening: Okay. In terms of this
projections have changed considerably and in fact at diVerential between healthy life expectancy and
the moment mortality rates for people aged 65-plus disability free life expectancy, how is that expected
are improving at a far faster rate than they have ever to change? I was interested to see that there was a
done in the past. In fact, if you takemen aged in their diVerence between male and female in terms of the
60s and 70s, the pace of change is about 10 times as changes we have seen. I was obviously reassured to
rapid as it was during the first seven decades of the see that for women it seemed that the increase in life
20th century, so we have seen a real step up in the expectancy was significantly a healthy life
pace of improvement. That has been driven expectancy. Is that correct and how will it change in
primarily by huge reductions in heart disease the future?
mortality. For instance, we have seen reductions of Professor Jagger:Yes, I think the current trends for
up to 50% at some ages over the last 10 years, driven health expectancies are based either on self-rated
by changes in lifestyle such as reduced smoking and health, which is called healthy life expectancy, or on
improved treatments for heart disease. At the same limited long-standing illness, which is disability free
time we have also seen accelerating improvements in life expectancy, but we also have some figures on
other main causes of death, stroke and cancer disability free life expectancy measured as the ability
mortality, as well. Layered on top of these changes to self care, and that is particularly important when
we have seen the eVect whereby people born in a we are looking at long-term care needs. Dependingparticular generation, the 1925 to 1945 generation, on whichmeasure you use, you get diVerent trends. Iexperience much more rapid improvements

think that the healthy life expectancy and the limitedthroughout their adult life than generations born
long-standing illness ones are suggesting that the gapeither before that time or after that time. That has
is widening rather than narrowing so the extra yearsbeen partly driven by changes in smoking prevalence
lived are not, in general, years lived healthy, but iffrom one generation to the next but other factors
you look at the ability to self care, that seems to bewhereby that generation has perhaps benefited from
going at the same sort of rate as life expectancy sobetter diet in the post-War years and benefited more
that the ability to self care seems to be fairlyfrom thewelfare state than the preceding generation.
constant.These have been some of the factors driving

mortality change in recent years and that has caused
life expectancy to increase very sharply at age 65

Q210 Justine Greening:Youmean the proportion offrom about 13 or 14 years 30 years ago to about 19
their life they are able to self care remains constantyears for men and about 22 years for women for
but because life itself is extending there are morepeople aged 65 now. Going forward I think the
years they can do it?factors which have caused the very recent rapid
Professor Jagger:The gap in terms of the years spentimprovements in life expectancy are likely to still be
able to self care is remaining the same as lifethere over the next couple of decades and we are
expectancy is increasing. So severe disability doesgoing to see continuing rapid improvements,
not seem to be increasing but milder levels ofespecially for the generation born 1925 to 1945.
disability may be.After that period of time, most mortality

projections, including the ones that have been used
in the Pensions Commission report, assume that the

Q211 Justine Greening: In terms of the spread of thepace of change is going to decline from its current
bell curve rather than the average, can we talk a littlevery rapid pace to something more in line with the
bit about the socio-economic spread and whetherlong-term average pace of improvement. The
that is increasing or declining over time.generation born after the Second World War
Professor Jagger: There is certainly very goodespecially are not going to experience such rapid
evidence that the diVerentials in healthy lifeimprovements.
expectancy are greater than the diVerentials in life
expectancy for the diVerent socio-economic groups.

Q208 Justine Greening: Do you think that is a Whether that is changing over time we do not have
reasonable assumption to make? good data to show that.
MrWillets: I think it is a reasonable “best estimate”
assumption to make. There are particular reasons
which have driven the very rapid improvements that Q212 Justine Greening: What about the Actuarial
we are seeing at the moment such as heart disease Profession?
prevalence which can only be substantially reduced Mr Willets: In terms of life expectancy, the data
once and smoking prevalence which can only be would suggest that the diVerentials by socio-
substantially reduced once. I think it is reasonable economic class are widening and have done so for
and it is common practice to assume a deceleration the last 30 or 40 years, which is similar to other
in the pace of improvement, but I think it is very European countries.
important to stress that once you go out 10, 15 or 20
years into the future the actual course of life

Q213 Justine Greening: Can you explain exactlyexpectancy improvements is very uncertain. This is
what that means practically? Are you saying that forsomething that the Pensions Commission report
people from some socio-economic classes there is astresses and it is very important to understand there

is considerable uncertainty. widening gap as to their life expectancy?
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Mr Willets: That is right. The life expectancy of all very significant diVerences of at least five years
between professionals and unskilled workers, and itsocio-economic groups has improved quite

substantially but it has improved, in relative terms, is that gap that is widening at age 65.
more for people in higher socio-economic class
groups.

Q219 Justine Greening: Obviously making
predictions is a fine art to some extent. Howmuch ofQ214 Justine Greening: Is there any hypothesis as to a finger in the air do they represent? How certain can

why that has been the case? we be? Do you think there is any evidence that there
Mr Willets: Part of the reason has been if you look is a track record, for example, of the actuarial
at the causes of death that have driven that change it profession of getting these things right in the past
has mainly been heart disease improvements. Heart which means that now we have got these latest
disease has improved much more rapidly for people projections that we can rely on those?
in professional and managerial occupations. That MrWillets: If you went back 20 years and looked athas been partly due to the fact that more people in what was projected as a central estimate of lifethose professions have given up smoking over the expectancy changes and then look to see whatpast 30 or 40 years but there are other factors as well. happened, then there is no track record of it being in

line with projections, but obviously in some ways
Q215 Justine Greening: In terms of ethnic groups, is what you do when you make a projection generally
there any data to suggest a diVerent level of life is you say what is the most likely thing to happen,
expectancy between diVerent ethnic groups or do we then something inevitably will happen that is
not have data on that? diVerent from that, and it does not necessarily mean
Mr Willets: There is not as much data on that as that your projection in the first place was wrong.
there is on the socio-economic classes. That has not
been a particularly well-researched area but there

Q220 Justine Greening: Do you ever find that youare some indications that there are diVerences.
are out by a consistent factor of say 5% that you
could then consider refactoring in?Q216 Justine Greening: What sort of diVerences?
MrWillets:Generally what has happened in theUKMr Willets: They seem to be based on very small
and other developed countries over the past 20 or 30data sets but I have seen figures which indicate that
years is that demographers, actuaries andpeople who are born, say for instance, in Ireland and
statisticians have all tended to undershoot lifeScotland have shorter life expectancies than people
expectancy improvements quite consistently. Thatborn in England, and there is also some evidence
has not always been the case. If you go back furtherthat people born overseas in Asia and Africa also
in time there have been instances where that has notexperience slightly heavier mortality rates, but there
been the case, but in recent years it has definitelyis quite a high degree of uncertainty generally in
been the case that we have underestimated the extentstudies and there are not enough data sets that
of life expectancy improvements.analyse trends over time.

Q217 Justine Greening: Is that something that we Q221 Justine Greening: Have you anything to add
should look into more carefully or do you think it is to that?
just one of those things? Should we invest more Professor Jagger: In terms of life expectancy, the
money in investigating that cohort further? trends are very regular and so nothing is going to
Mr Willets: I am not sure that it adds that much change life expectancy dramatically. I think the
more to our analysis. It would be important if there projections are likely to remain on target because
were very big diVerences and it highlighted social they are tracking what has happened.We could look
issues and problems that needed to be addressed. at other countries within the EU which have got
Professor Jagger: I think we do need to address that longer life expectancies than ours because the big
because we have no evidence of what the levels of questions are whether we are reaching a plateau and
disability are.We know that people in theAsian sub- whether there is a natural limit to life? There is no
continent have a higher prevalence of particular evidence at the moment that we are anywhere near
diseases but we do not know from any good, large- that because most of the countries which have got
scale studies what the impact of that is on disability. high life expectancies are still increasing regularly.

Q218 Chairman: On this measurement of life
Q222 Justine Greening: Moving on then finally toexpectancy of socio-economic class, has anybody
disease and disease management, one of the thingsdone any work on what it is if you exclude deaths in
you have said that has driven the increased lifethe first year of life? I have seen somewhere that in
expectancy is changes in heart disease rates andthe lowest socio-economic groups first year death is
treatment of that. How do you think continuedvery high and if you take that out it tends to flatten
treatment of diseases will play out as we move intolife expectancy diVerences.
the future? Are there any particular diseases that forMr Willets: Yes, but there are still significant
example the Actuarial Profession or you asdiVerences. If you consider life expectancy for
epidemiologists are looking at and saying these arepeople who have reached aged 65, what is their
areas where we will see a similar improvement goingfurther life expectancy, which is the most important

measure in terms of pension provision, there still are forward as we did in the case of heart disease?



3367123003 Page Type [E] 17-07-06 14:08:18 Pag Table: COENEW PPSysB Unit: PAG1

Ev 54 Work and Pensions Committee: Evidence

17 May 2006 Mr Richard Willets and Professor Carol Jagger

MrWillets: In terms of heart disease, improvements far more eVective drug treatment and drug
development happens that we will see anotherhave accelerated over the past 20 years and the

question is will they continue to accelerate and will significant step change? The step change we have
experienced was due in the first beginnings toheart disease almost be eliminated as a cause of

premature death. Following on from that causes improved medical technology and a change from
manual labour to more oYce-based labour butsuch as cancer will cause a greater proportion of

deaths for people in their 60s and 70s and the perhaps the opening out of genomics-based targeted
drug treatment could see another radical, quitequestion there will be how quickly will cancer

mortality improve. Probably we will see a shift in important and huge increase in life expectancy as we
go forward as people are treated for conditions theyresources away from heart disease towards cancer.

Professor Jagger: In terms of healthy life have not had yet and who have a much earlier
medical intervention perhaps than they have had inexpectancy, the emphasis is really less on fatal

diseases than on non-fatal diseases, the disabling the past. For example, people might be able to be
screened far more eVectively for cancer than theydiseases like dementia, arthritis and so on extent

coronary heart disease and stroke. The prevalence of have ever been before. Is there anything that we are
able to factor in at all?dementia and arthritis is going to rise because of the

aging population.We do not have very good data on Mr Willets: I think the important thing is 30, 40 or
the disabling eVects of these diseases or how that 50 years out we just do not know how quickly
might change in the future. The work that I medical advances will be occurring and what impact
undertook for the Wanless Review showed that the they will be having on life expectancy and therefore
evidence for how eVective treatments were at our projections of life expectancy say for people
alleviating disability from disease rather than saving retiring in 2050 need to be seen as indicative. That is
lives is very scant. the word that is used in the Pensions Commission

report. There is a very wide degree of uncertainty
around that projection. I would say somewhere inQ223 Justine Greening: There are several angles on
the range of 20 to 30 years would be a range to putthis that I think are interesting, certainly to me. In
around life expectancy at 65 in 2050, and one of thethe past perhaps one of the causes of increases in
factors behind that uncertainty is just how quicklylongevity was associated with the switch of people
medical advances will occur and how they willwho were previously doing manual work to a more
influence life expectancy.oYce-based, service-based economy. That might

well be one of the reasons. However, as we move
forward we also see a greater prevalence of stress- Q225 Justine Greening:Do you think at the moment
related issues in the workplace. If you look at there is enough investment either at theGovernment
incapacity benefit, 40% of people going on to it now level or within the pharmaceutical profession in
have mental health illness associated with that. Is research into the aging process or is this very much
there any real understandingmedically of what long- a forgotten aspect of medical science?
term stress, for example in the work place or any Professor Jagger: I think it depends what you mean
other situation, can do to the aging process? Do we by the aging process really.
have a good understanding of how thatmay play out
going forward?

Q226 Justine Greening: For example, in terms of theProfessor Jagger: I do not think so at the moment.
extent to which people do not just survive but theyAnother factor that may impact as well is obesity so
are healthy and they are able to work or able toone of the other diseases we need to think about is
self care.diabetes.
Professor Jagger: I think there is probably quite a lotMr Willets: Certainly in terms of the changing life
of money in the pharmaceutical industry into that. Iexpectancy for diVerent generations there is a
think what there is not money in is the factorsconcern that the generation born after 1945 has been
around that in terms of individuals’ perceptions andsubject to things like diabetes and obesity for a
experiences of aging but also within the wider senselonger period of time and also greater stress in the
of what impact that has on family as well.workplace than the preceding generation, and that

may have an impact when they are reaching the ages
of 50, 60, 70 and so on.

Q227 Justine Greening: Have you anything to add?
Mr Willets: In terms of funding there is not much

Q224 Justine Greening: In terms of changes in funding for research into linking work on the aging
medical science around genetics and genomics, there process with projections of life expectancy and
is increasing understanding that you can look at healthy life expectancy. There is a relatively small
DNA to test and see if there is a genetic number of people working in the life expectancy and
predisposition for getting a particular disease. We healthy life expectancy areas.
now understand that and moving forward we may
well understand that although we give

Q228 Justine Greening: So that is a potential riskpharmaceuticals to a populous of people with a
that we do not really understand how these changesparticular condition, again there are some people for
will feed through into working life?whom the drugs will work more eVectively than for
Mr Willets: Yes.others. Do you think that as our understanding of

genomics and DNA and that opening of the door to Justine Greening: Okay, thank you.
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Q229 Harry Cohen: I want to ask a series of the practical application of how you go about setting
that. There is much more uncertainty about lifequestions on the mechanisms for linking the state

pension age with life expectancy, but before I do I expectancy for diVerent socio-economic class
groups. It is based on much scantier data and thejust want to follow up Justine Greening’s questions

and your answers on life expectancy generally. I was definition of the diVerent groups is subjective.
Healthy life expectancy again is based on much lessuncomfortable with your answers because it was

quite a rosy picture of increasing life expectancy. data. The actual measure of healthy life expectancy
is subjective in itself and some of the measures areTurner also seems to be the norm in the debate about

pensions at the moment. I nearly interjected at one subjective and projecting it into the future, again, is
much more diYcult. So I think in practical terms itpoint and said, “What about bird flu and if there was

a substantial increase in bird flu which wiped out a makes a lot of sense to link state pension age to
overall population life expectancy, but at the samelot of the population?” More than that, I am

reminded of the Russian experience where they went time obviously you need to address the issues that
life expectancy does vary by social class and alsothrough quite a sudden form of capitalism and their

life expectancy dropped dramatically. In fact, Putin trends in healthy life expectancy, and perhaps those
sorts of changes should be reflected in policy tomade a speech only last week about it. That was

clearly linked with AIDS, drinking, smoking, reduce those inequalities.
unhealthy lifestyles, and poverty as well in many
ways. Is that not the point? That this life expectancy Q231 Harry Cohen: Let us put it another way then:
increase and maintaining it at a high level is very should those in the social classes who have not got
much linked with maintaining economic prosperity good life expectancies pay far fewer contributions? If
and if that goes there is no guarantee of greater life you are going to have a good life expectancy should
expectancy? we compensate in that way?
Mr Willets: Yes, absolutely. I think one of the key Mr Willets: Again there is a definitional issue. I
learning points for the actuarial profession and for think also it is tempting to think of people in
demographers and statisticians looking at trends diVerent classes being quite similar in terms of their
over recent years is that life expectancy life expectancy but even within the diVerent social
improvements are not certain; they are subject to a class streams there is a wide degree of heterogeneity,
great deal of uncertainty because of some of the so for example if you took somebody in the
factors that you mentioned. In fact, I think the professional classes who smoked and drank heavily
Pensions Commission report probably downplays a and was overweight, they would probably have a
little bit of the uncertainty around the life shorter life expectancy than somebody in an
expectancy of people retiring now at age 65. There is unskilled occupation who did none of those things.
more uncertainty about their potential lifespan than There is a great degree of variation within those
is suggested in the report and going out to 2050 there classes as well.
are a huge number of factors such as the ones you
mentioned that could influence life expectancy. So I Q232 Harry Cohen: The point I am making here iswould agree with that. that it is all right to say right across the board we will
Professor Jagger: I think it would be a pretty increase the retirement age, and that is what Turner
catastrophic event like that whichwould change it so and the Government and all the political parties
suddenly. That is what I was saying. presumably are getting close to saying, but then we

are not reflecting this diVerence in life expectancy
amongst a whole range. Surely there must beQ230 Harry Cohen: Let me get on to what I was
approaches or practical measures that could bemeant to follow up and that is this mechanism
adopted by government that do recognisebetween the state pension and life expectancy, which
diVerences even within social classes that you talkis partly a follow-up anyway. Help the Aged said
about. The insurance industry does it in certainthat the idea of linking the state pension age to life
categories if you are a bigger risk so why cannotexpectancy is credible and the proposal is
government reflect that and measure life expectancyproportionate to do that, but we have heard in
almost for individuals but certainly for groups andanswer to Justine that there are diVerences in socio-
reflect it either in less contributions or bettereconomic classes and their life expectancy, and
pensions for the shorter life they have?Why can thatindeed Turner said the gap is not narrowing in his
not be done?report. There is not much information on ethnic
Mr Willets: I would say it boils down to theminorities, which is a bit of a shocker, but there
practicalities of it. How do you draw the lineseems to be a bit of a gap there, and indeed as to
between the diVerent groups and what measures dowhether the aging is healthy or not there is a
you use to define the peoplewho should receivemorediVerence. Is there any way that that can be
or less or pay more or less.recognised in practical measures? For example,

could we look at amongst classes or groups how
many healthy years they could expect in retirement Q233 Harry Cohen: But should we not be trying?
and work on that basis in the way the pension age is Should there not be some research done into that as
set? Could that be done? to whether that is a practical policy for government
Mr Willets: In practical terms I think it makes a lot rather than just a blunt instrument of increasing the
of sense to try and link the state pension age to life retirement age and the consequences can fall where

they fall?expectancy for the overall population just in terms of
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Mr Willets: It is certainly something that merits Committee on that basis or should we have that
Pensions Advisory Committee and get the properresearch but in terms of coming up with an idea as to

how to practically achieve that is quite a diYcult data before any decision ismade to increase the state
retirement age?issue.

Professor Jagger: I think there are other potential Mr Willets: At the moment the figure that is being
implications of the raising of the pension age as well. talked about is age 68 by 2050, but in reality when
The fastest-growing section of the population is we come to 2035 when that date is 15 years away we
those aged 85 and over and the main carers of that might find that we do not need to increase the
section of the population are women. Given the pension age at all or it might need to increase to 72.
mean age at first birth you are going to have women
of 60 caring for their elderly parents (and it is

Q237 Chairman: What!potentially parents now aswell). So if you are raising
Mr Willets: There is a huge range of possiblethe pension age then those women are potentially
outcomes and we will be able to tell a lot better in 30still in work and doing a fairly major caring role too.
years’ time where that path is going to go.
Professor Jagger: I think we should also be looking

Q234 Harry Cohen: That is a fair point and an at the wider implications of that around the family
interesting one to take into consideration. I also and work.
want to raise questions about the Pensions Advisory
Commission which Turner recommended should be
set up. It sounded to me that when you introduced Q238 Harry Cohen: So notwithstanding me arguing
yourselves youwere doing some of the work that this against myself there is a strong case you think for
advisory commission would do. Do you think that is setting this up?
so? Do you agree that it should be set up? We have Professor Jagger: Yes.
heard here of quite a paucity (not from yourselves)
of research into life expectancy and the implications

Q239 Jenny Willott: I want to ask briefly aboutof it for ethnic minority groups and for other
working in later life because there does seem to be acategories. Do you think it should be set up and it
consensus that for pensions to remain aVordableshould be concentrated to give us more information
people are going to need to work for longer in theon this? Do you think it would be worthwhile?
future. As Anne mentioned earlier, we were inMr Willets: Yes, very much so. I think an on-going
Sweden last week and one of the things they arebody to report on life expectancy and health
doing there is showing people if you retire at this ageexpectancy trends would be very useful and perhaps
this is how much you will get; if you work later andto co-ordinate research as well. The actuarial
retire at this age, this is howmuch you will get, to tryprofession’s view is that there should be an
and encourage people to plan rationally. We did notindependent body set up to be responsible for
see any evidence of it necessarily working yet but therecommending the changes in state pension age
idea seems to be a good one. One of the things thatwithin a defined framework in a similar way to the
the Pensions Commission in theUKhas suggested isMonetary Policy Committee recommending base
allowing people to take part of the state pensionrates.
whilst also working part time. How reasonable do
you think that is likely to be given the patterns of

Q235 Harry Cohen: Yes and what do you think it healthy life expectancy?
should concentrate on? You have given an Professor Jagger: I think that is amuch better optionindication there. What further information and than having a cut-oV: you work until this and thenresearch would it need and should it have a budget retirement. I think the possibility of phasing it in, asto initiate that sort of research? has already been spoken about, is a very good idea.Mr Willets: I think it would be helpful to have a I am not sure whether you are aware that althoughbudget or at least to be able to influence budgets Sweden has a higher life expectancy than us, it haselsewhere in terms of resources. also recently been shown that the disability levels areProfessor Jagger: There is research on-going but I rising, so it is not a completely happy picture there.think it would be good to have a central point for Yes, we need to see what the eVects of workingresearchers to be able to feed into but also for the longer, albeit part time, are because we do not reallyCommittee itself to be able to extend out and say this have good data on that.is what we need to know.

Q240 Jenny Willott: And do you think it is likely,Q236 Harry Cohen: That is helpful but let me just
given what we were talking about earlier with healthargue against myself then. Hearing you speak, it
levels and disability levels and so on, to becomestrikes me that what one is considering doing is
more or less reasonable or diYcult to do that inraising the state retirement age on the basis of saying
future, to have part-time working and taking part oflife expectancy is going up very generally with very
a pension?inadequate data about that. Once it has done that,
Professor Jagger: I would not have thought it wouldthen perhaps there is no need for this Pensions
be more diYcult. I would have thought many peopleAdvisory Committee or perhaps they would give it
would probably appreciate the ability to work partvery low priority because they have done all they
time rather than full time. I do not think it would behave wanted to do, which is increase the retirement

age. So what is the case for a Pensions Advisory more diYcult.
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Q241 Jenny Willott: How would the proposal Mr Willets: No.
impact on diVerent socio-economic groups? I would

Q246 Miss Begg: Just on a more fundamental point,ask about ethnic minority groups as well but I
do we need to have projections at all or should wesuspect that we do not have any idea. Has there been
work on real-time information and just adjust eachany research done on the impact it would have on the
year as that information comes in? That is certainlydiVerent socio-economic groups?
the way they operate within the state pensions sectorProfessor Jagger: I am certainly not an expert on the
in Sweden. They do not have actuaries. They justwork patterns of socio-economic groups. My guess
make their adjustments each year as it goes on andis their capacity to work part time might be less.
then of course the future takes care of itself.Mr Willets: I cannot add anything to that.
Mr Willets: There are two alternative ways you can
measure life expectancy. One is you just measureQ242 Jenny Willott: Finally, what would need to be
what the current situation is and the second way isdone tomake that policy future-proof? If healthy life
you try and project what life expectancy is going toexpectancy and disability free life expectancy does
be for people retiring now. Obviously the latterstart to reduce as a proportion and so on, what
approach involves some element of subjectivitywould need to be done to make the policy future-
because you are saying that people aged 65 now areproof? Is there anything that could be done?
going to live on average to age X, but that includesProfessor Jagger: I guess the Committee being able
future improvements so it is more subjective, and into have research to see how the healthy life
terms of the financial impact it is potentially moreexpectancy is tracking and to look at some of the
accurate. Or you could use a lower figure which ispossible scenarios of what you might do because of
what has been achieved so far. I believe that is thethat is all you can do to make it future-proof. As we
measure they use in Sweden, for example. So therehave said before, these projections are a bit finger in
are those two alternative approaches.the air at the moment and all you can do is try and

model some of that and see what might happen and
Q247 Miss Begg: I ask that in light of the fact thatsee how sensitive your predictions are to various
you never seem to get the projections right. You saidscenarios.
they are not wrong but they are not right either, so
why beat yourselves around the head for this? It

Q243 Jenny Willott: So keep revising and updating? would bemuch cheaper andmuch easier just towork
Professor Jagger: I think that is the thing thatmaybe on a year-by-year basis.
is not happening so much at the moment is that sort Mr Willets:We still have to make projections if we
of work. are basing the state pension age on the already

achieved life expectancy. You have to make a
Q244 Jenny Willott: On what sort of work? projection of where you expected that to be in 2050
Professor Jagger: Modelling work and looking at in order to plan what the pension age is going to be
diVerent scenarios and how they might pan out. It is then. You still have to do projections. It is just that
done in certain areas, presumably in life expectancy youwould not project them quite so far forward into
projections, but it is not in the wider family health the future.
scenarios. Chairman:Clear asmud! Can I thank you verymuch

for your attendance today in attempting to shed
Q245 Jenny Willott: Do you have anything to add some light on these complex issues and it will be

reflected in our report. Thank you very much.to that?
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Q248 Chairman: Good morning, and welcome to if there is a sense that it is going to be revisited five
years, ten years, fifteen years from now. The partythis fourth evidence session in our Pensions Inquiry
consensus around pensions reform is a fundamentalReport. Goodmorning, Secretary of State, it is good
building block to making sure that this system doesto see you with us. You have described the White
last. I agree with you also that we have a challengePaper as the most radical reform of pensions since
to address in terms of bringing the public with us onBeveridge. Do you think this is the biggest renewal
these reforms, and publishing a White Paper is notwe have seen in 50 years?
going to do that itself. I have said this before, WhiteMr Hutton: Yes, I do. I know politicians as a group
Papers do not magically implement themselves.are all prone to exaggeration, and I accept that, but
There is going to have to be a lot of work done init would be very diYcult to over-exaggerate the
government, and I hope with the support of peopleimportance of these reforms. I say that for two or
outside government, to make sure these reforms dothree reasons. Firstly, what we are trying to do is
communicate a simple and clear message to theattack a fundamental failure and a fundamental
public about it being worthwhile saving, that theproblem in our pensions system in that we have
State will support them when they save and willfailed to find the right means to encourage more
provide a proper platform for them, through thepeople to save for their retirement, and if we
State Pension system, to give them financial securitycontinue to fail in that regard we are going to store
in retirement. You askedmewhat we are going to doup a shed load of problems for the future. The policy
now in the post-publication phase of the Whiteis first and foremost tackling that weakness in our
Paper. We are going to go out and try to take thepensions system. The reforms on the State Pension
message of the White Paper to every part of theside are fundamentally designed to support the
United Kingdom. Ministers will be doing that andintroduction of the new low cost personal accounts.
we would very much like to involve other politicalFor that reason it is a significant shift and a
parties in that if they feel able to do that, and othersignificant change. Secondly, and by no immense
organisations as well involving those who representless importantly, what is significant about the
the needs of older people and more widely than thatreforms that we are proposing, which Lord Turner
too. It is a genuine oVer to try to establish aand his team did so much to help us with, is that we
consensus, and it is important for these reforms tohave the prospect of a genuine consensus across all
succeed if we can to do that. The work ofthe main political parties that this is the right
communicating the message of reform contained infoundation for the future. We will see to what extent
the White Paper to the public is one of our principalwe can hold the consensus together, but it is very
tasks as a Department because we all know thatimportant we do and we will be doing all we can to
pensions are fiendishly complicated. My briefingtry to secure it. If you put those prospects together,
here, which is only a summary of the 1,200 pages Itackling the fundamental failures and building a
had for this Committee, confirm to me all the timeconsensus for reform that will last not just this
just how complicated this policy is. It is not easy andParliament or the next but hopefully several others I am not underestimating how complicated theafter it, we are entitled to say that this is a radical fundamental task is going to be, but you are notreform and the most important since Beveridge. going to succeed unless you have a go at it so we are
going to broaden out the consultation. TheNational

Q249 Chairman: You made this point about Pensions Day I think was amodel of its kind. I know
consensus but it is more important to get a public a lot of people were very [odq]sniVy[cdq] about
consensus than a consensus in Parliament. What do spending a million pounds on it, which we did, but
you see as the main sticking points to achieving that rightly so because it did give us a very strong set of
consensus and what is the Government actually messages from the public about how they saw
doing to go out and promote it? pensions and what they were worried about. We can
Mr Hutton: I understand what you are saying on only build successful public policy against the
this, but fundamentally we have to get a consensus background of very secure knowledge about what
in Parliament about these reforms because otherwise the public feel, want and are looking for, and I think

the more we do of that the better.it will not stick. The main architecture will collapse
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Q250 Chairman:You stated in theWhite Paper there non-departmental public body or some kind of
quango organisation, particularly in relation to onewould be a number of reviews and policy statements

and then legislation in the second session of this aspect of the reforms that I think does trouble us and
was a concern to Lord Turner as well, which is theParliament. Can you give us an idea of the timetable

of those, and will there be pre-legislative scrutiny of increase in the State Pension age. The Pensions
Review Body that he wanted to set up was going tothe Bill?
be tasked principally with overseeing that aspect ofMr Hutton: We are not planning pre-legislative
the policy agenda. It is nearly 20 years before wescrutiny of the Bill at this stage for a number of
actually have to make those changes, and I do notreasons, first and foremost because of the work the
want to set up a quango that does not have much ofTurner Commission themselves have done over
a job to do for 20 years. I think our instinct here wasseveral years in presenting a package of reforms to
not to set up this new body but to learn from theus which we have then broadly carried forward.
success of the Turner Commission process and haveThere has been a very extensive programme of work
periodic reviews as a way of informing Parliament,in consultation and deliberation that preceded the
informing Government and the public about theWhite Paper, and we are very anxious to get on and
overall direction of travel rather than setting up ado the business now, get the legislation into
formal body.Parliament and through Parliament as quickly as we

can because then we can make and plan for the
changes for the medium and longer term. Q252 Chairman: People often say that pensions are
Timetabling legislation is not my job, I am glad to far too complicated and it is all a fog and they do not
say, but it will be done in the second session. The really want to know. It has long been promised the
debate, if I am honest with the Committee, is how combined pension forecasting system. Do you have
much of the reform we can do in one Bill and how any thoughts about how that might be presented,
much might need to take a second Bill maybe in the and particularly have you looked at the Swedish
third session. I do not know the answer to that model in the [odq]orange envelope[cdq].
question yet. I would like to do as much as possible MrHutton:We have looked at that and there is a lot
in a flagship Pensions Bill in the second session that of attraction to that. There is more work that we
I can, but obviously I think the big question mark is need to do, and the pensions service themselves are
about the personal accounts, the National Pension gearing up to do that, to be pro-active in terms of
Savings Scheme. That is an area where we have said pension forecasting, to make them more regular.
in the White Paper there is more consultation to be The system has got better in recent years but this is
done. We cannot rush the legislation ahead of the an area where we will be looking to improve the
consultation as that would be a mistake. A lot of it service we provide to the public.
does hinge on how much of that we could get
established as an agreed position, how much of it is

Q253 Chairman: Is there any timescale when youstill contested, and so on, before we can be clear
think that might be fully operational?about the precise parliamentary timetable for a Bill.
Mr Hutton: I can inform the Committee about that.Certainly on the reforms to the State Pension we
There are some changes coming up in this financialwould be looking to do that as quickly as possible.
year in terms of the regularity of pension forecasting.A lot of advance work has been done in the
If I am wrong on that, I will correct it. There is aDepartment, as you would expect, in getting to a
programme of work in place already to improve thepoint where we have most of that Bill in a
regularity of pension forecasting and I am happy toreasonable state.
keep the Committee up to date on that. Themore we
can do on that the better, because you are right that

Q251 Chairman: One of Turner’s recommendations one of the problems we have is the complexity of the
was the idea of a standing Pensions Review subject matter and how people often do not engage
Commission which you decided not to pursue. Can very proactively in looking at their pensions and
you set out your reasons for that? preparing for their financial situation in retirement.
MrHutton: I set them out on the 25May but maybe I am as guilty as anyone else of that, let memake that
I expressed myself rather crudely on that occasion. I quite clear. We have to work with some of the
said then I did not want to set up another quango, financial regulators, the FSA and others, the
and that is my view. One of the things looking back pensions regulator, and not just improve the
and reflecting on the Pensions Commission exercise forecasting but improve the level overall in our
itself is it added huge value to the process of trying country of understanding of pension issues and
to get the reforms right and building a consensus. I making people aware of the issues that they need to
and the Government are more attracted to the idea address. On the day we published the White Paper,
of perhaps doing periodic reviews of progress, rather the Prime Minister and I went to the City to visit
like we established with the Turner Commission Merrill Lynch who, as part of their corporate
itself, as a way of making sure that the direction of responsibility agenda, which is very impressive, sent
travel still remains the right one, that we have some of their people out into the local schools in the
covered all of the principal bases, that there are not East End of the capital to talk to young children, 13
things emerging, new trends and new information plus, about money and saving. It was very, very
that we need to reflect upon. I personally feel that is interesting to hear the messages that these young
more likely to be a successful process than going people had picked up. Theywanted to save forGucci

handbags, which is fine and I have no particularthrough the consuming eVort of setting up a new
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problem with that, but they were beginning to Paper. I was immediately interested in whether we
could not make the NPSS-type product a moreunderstand the language of saving and putting

money aside. That is so important because it flexible savings product so people could do exactly
what you suggested, but we have decided not to dounderpins a lot of what we are trying to in theWhite

Paper. TheGovernment needs to bemore pro-active that for a number of reasons. Probably the twomost
important reasons are that it would add to the costand agencies of the Government need to be more

helpful to the public. We will try to do that and and potentially the complexity of NPSS. One of the
key things we want to do with NPSS is keep thesupport companies like Merrill Lynch and others

who want to help young people in particular to plan overall cost of running these personal accounts as
low as possible. It is inevitable that if the savingsahead. The more we do on that, the more successful

our reforms will be. themselves were accessible ahead of retirement and
people could take money in and out it is bound to
make the administration scheme a little moreQ254 Mrs Humble: One major new radical way that
expensive. We do not know how much moreyou are looking at improving savings is the auto-
expensive but it would clearly add to the cost.enrolment into the new personal accounts, but have
Presumably you would then have to ring-fence theyou looked at how much of the under-saving is due
employer contributions and not allow those to beto inertia and how much is due to people making
accessible for early draw-down because theperfectly sensible decisions about their finances.
employer is making those contributions on the basisThey might not, at certain points in their life, be able
of retirement income and we would have to be clearto save because they have other pressures, a new
that is the purpose of the personal accounts.mortgage, a new family, or they may be choosing to
Secondly, there are other perfectly sensible, goodsave in personal pensions, private pensions or ISAs.
savings products out there now that people can useHave you looked at why people are not saving for
if they want to build for retirement but have sometheir long-term future for their pensions?
flexibility about easier access to their savings. NPSSMr Hutton:We have, and others have too, and it is
is not an attempt to grow, on the part of thequite diYcult to get into the hard and fast numbers
Government, a monopoly of savings products in thehere that would give you the direct answer you are
market-place, absolutely not. I think, therefore, forlooking for. My own sense, and the sense of the
those two reasons we have decided not to go downDepartment, is that it is a combination of these,
this path.some purely rational and some more opportunistic.

In many cases it is quite hard to save because maybe
your employer is not running an occupational Q256 Mrs Humble: Obviously people have the

opportunity to opt out of the system, but can I askpension scheme, people do put oV going to take
advice, they are worried about the cost of it, and so youwhere you get your estimate for the range of opt-

out rates? You say it is likely to be between 20 andon. There is a whole raft of reasons, some perfectly
reasonable rational ones, people maybe cannot 50%. How did you arrive at that figure?

Mr Hutton:We arrived at that figure by looking ataVord to save at that moment in their life, they have
young children and other pressures. Some people, in existing trends and existing practices, maybe in

companies that already oVer auto-enrolment, andmany cases mistakenly, think their property is their
pension, and that is not a very sensible way to look some of them do, and also in those companies that

do not oVer auto-enrolment but where people decideat these issues. We do know also that there is a wide
variety of diVerent numbers that explain the extent themselves not to join occupational pension

schemes. All of these figures have to come withof the problem of under-saving. Turner thought
there could be as many as 12 million people under- something of a health warning attached to them. It

is immensely diYcult to be absolutely precise aboutsaving. Other estimates some from the Department
ofWork and Pensions themselves, suggest the figure prophesying future behaviour. It is very diYcult

indeed. Our central estimate is that about 30% ofis lower than that. There is a spectrum in there,
maybe between 7 and 12 million people for sure, employees are likely to exercise, at some point

during their working lives, an opt out from NPSSwhere we know there is a problem, and in some cases
a very acute problem where people are not saving and low cost personal accounts. I very much hope

the figure turns out to be less because the lower theanything at all. I have not seen any figures that
indicate to me the breakdown of those reasons why figure is clearly the better it is for people planning for

financial security in retirement. The figures arepeople do not save into specifically hard and fast
areas. drawn from research that the Department has done,

and it is evidenced and footnoted in theWhite Paper
itself which we are very happy to provide moreQ255 Mrs Humble: Given that people’s lives are so
detailed information on to the Committee.complicated, do you think there should be an

opportunity to withdraw money from these new
personal accounts under very strictly controlled Q257 Mrs Humble: The White Paper gives a lot of

the evidence of research especially amongstcircumstances, for example to pay for a deposit on a
first home, or should the new accounts simply be a employers and employers’ attitudes towards the

proposed scheme. Most employers seem to be inpensions vehicle?
Mr Hutton: We have looked very carefully at this favour of it, but small employers, especially micro-

employers, seem to be the ones who are least induring the period between the publication of the
Turner Report and the publication of the White favour of it but it is their employees who are the ones
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you want to get at because they are the ones least existing employees. If we were to exempt small
likely to have any pension through their employer. business from personal accounts, we would be doing
How then are you going to be working with those something profoundly unhelpful for those
small employers? What sort of work are you going employees themselves. We have to find a way
to be doing with them? They will be oVered the forward on this. It is a major concern for the
opportunity to join one of these schemes, but Government, and has been all the way along, to
looking at the information that we have had from make sure we can introduce this in a way that does
these small employers they seem to think their not add unreasonably or unnecessarily to
employees are more interested in having a higher employment costs. Overall we think the impact on
wage packet than they are a pensions deal. Do you the UK wage bill will be 0.6% when it is up and
think that is the case? running fully, and that is a relatively modest cost for
Mr Hutton:No, I do not think that is the case. You what will be a very significant social gain in
are right to say that there are something like two and preparing millions more people adequately for their
a half million workers in this particular category, retirement.
that is working for micro-businesses, very small
businesses. I think they want to save, and I have not

Q258 Mrs Humble: Can I explore further with youseen any evidence to suggest that they are not
this issue of compulsory employer contributions?worried about their financial income in retirement.
You have said you have decided to phase in theMaybe there is that evidence but I have not seen it.
employer contributions, but given that you areI think small businesses, from my contact with them
allowing a lead-in time of four or five years surelyand my talking with them, are concerned primarily
that is suYcient to enable employers to make theabout the costs of operating the personal account
necessary adjustments.scheme with the matching employer contribution.
Mr Hutton: It may be, but this is what we need toWe have to address those concerns and we have
continue to explore and discuss with the businesssuggested in the White Paper a number of ways that
community themselves. The Government is verywe can do that. I do not want to see a Dutch auction
mindful of the need, if we are going to make thesegoing on in subsequent years about whether the 3%
changes, to do it in a way that has the least impactshould be 5% or 10%. We have to guarantee to
we can possibly engineer particularly for micro-business that it is going to be 3% and we are
businesses because they are going to feel the costs ofintending to have that on the face of the legislation
this more intensively than larger businesses. Wewhen it is introduced in Parliament. We would not
have to be aware and acknowledge that and do all webe advocating that it would be easy to change that
can to deal with that.unless a subsequent government wanted to come

back and take primary legislation through the
House. That would be for them to decide but we do

Q259 Mrs Humble: When you are having thesenot think it is necessary to do that. We are also
discussions with them, will you also be looking at theproposing, as you know, to phase in the employer
danger that if you are allowing them to phase in andcontributions as well. James Purnell was speaking to
you have this four or five year lead time, then somethe Engineering Employers’ Federation onMonday
of these small employers who are the most reluctantmaking this oVer to the business community to meet
to get involved will not want to get involved in theand to discuss with them their concerns about auto-
early days and will delay their entry into the newenrolment and the matching employer contribution
scheme and, therefore, delay the opportunities thatto see what further help wemight be able to provide,
their staV will have to enjoy the benefits?particularly the smallest businesses, to cope with
Mr Hutton: I do not envisage a situation wherewhat everyone would accept is a very, very radical
companies have the opportunity to defer or delay thechange in pension policy in the UK, requiring all
introduction of NPSS beyond the start date. This isemployers tomake these contributions if they do not
a matter that needs to be explored over the nextalready provide an occupational scheme themselves
months and then subsequently in the legislation.Ourthat is above the right sort of standard to examine
current thinking is 2012 will be the start date forfrom NPSS. The answer to your question is we will
NPSS, and the employer contributions and thebe talking extensively over the summer and into the
employee contributions will be phased in from thatautumn with the representatives of the business
time. I cannot make any section of the communitycommunity to try to find a way of reconciling and
engage with Government in a consultation exercise.resolving these concerns that they have about NPSS.
It is up to them to decide to what extent they wantWhat I am not in favour of, and let me make this
to engage with us. We are making it very clear to theabsolutely clear, is exempting small businesses from
business community that we want to engage and wepersonal accounts for a number of reasons, many of
will be consulting with them on what furtherthem those that you gave yourself. This is a very
transitional support might be necessary to soften theimportant target audience for the personal account
impact of the personal account scheme. It is ascheme. We know from a lot of the evidence and
genuine and open-ended consultation. I have notresearch that it is typically people in these sorts of
ruled anything in or out for consideration comingcompanies that probably are not saving for their
out of that consultation.We very much want to hearretirement, and very few of these small businesses
from the business community themselves what theywill be oVering anything like the personal accounts

or a low cost pensions savings scheme for their feel.
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Q260 Mrs Humble: You are still looking at the Q262 Harry Cohen: I picked up a key word in your
reply there when you talked about key staV. Thosepossibility of a subsidy as suggested by the Pensions

Commission. employers will pay to retain key staV, but they are
very small in number when we are looking atMr Hutton: That is one possibility, yes.
provision for pensions overall. What we have seen is
quite a savage reduction from the DB schemes down

Q261 Harry Cohen: I want to raise with you aspects to DC already which has meant a lot of employer
of existing provision which have weakened, and contribution has gone out of the system. Now they
there is concern they could weaken further. One you will have an opportunity to do it again with this 3%
have referred to is obviously savings. This is a minimum that has been suggested by Turner and
follow-up about employer contributions. Can I you are proposing to take up. Surely you need to do
quote you what Professor Philip Davis of Brunel more research to make sure that that is not the case.
University said to the Committee about the risk of I still think you are being very hopeful. We are not
levelling down. He said [odq]In a sense it is almost talking about key staV but we are talking the
going with the grain of the way employers are majority in these circumstances.
cutting contributions anyway. Certainly it is MrHutton: I do not think we are being hopeful. We
desirable that they do not get levelled down, but have just presented the evidence we have about what
there is a risk of that. I think some of the suggestions we anticipate at the moment the likely impact of
that the latest Turner Report has made about personal accounts to be. If the evidence was
emphasising it is a minimum may help, but that is a diVerent, we would have presented the evidence as it
concern I have[cdq], this levelling down in employer was. We are not manufacturing the evidence. The
contributions. You have said that your research evidence from the survey suggests that it is likely to
suggests this is likely to be limited. What research have a very small impact on existing Occupational
have you actually done? Is your research in this Pension Scheme provision. We all know is there is
regard not more hopeful assumption based on significant change going on in the pensions market-
nothing really other than what oYcials and place and there has been a significant shift from DB
Ministers want to be the case? to DC. That, in itself, is not necessarily a bad thing
MrHutton:No. We have not tortured the data until in terms of retirement income. I do not think you can
it confesses. The Department conducted a survey of make the automatic assumption that DB is always
over 2,500 employers, and those are employers better than DC because that is not true. There is
contributing 3% or more to the workplace scheme, change and we have got to monitor it very carefully.
and my information is only 1% said they might Turner himself looked at this. He was anxious and
consider levelling down. Obviously levelling down concerned about the impact of this as well, but I do
would be a bad thing and we have to guard against not think anyone is seriously suggesting that the way
it. That is one of the things that clearly the periodic to deal with it is to say that the matching employer
reviews of the policy would be able to help and contribution should be 10% or 12% because that
inform all of us in coming to a view about whether would be and over-the-top response to the problem
the policy is having the desired eVect or not. and very expensive for business as well. I think we
Rational economic theory would suggest there will have come to the view that about 8% contribution
have be some levelling down, but we have to be very overall in terms of the Personal Account
careful to look and study what the evidence tells us contribution is something that we think, subject to
about that. I am very happy to provide the stockmarket performance, asset liabilities, longevity
Committee with more detail of the survey. If you do and the whole range of caveats thatwe have tomake,
not have that already, we will make that available to will produce a decent replacement rate retirement
you. The evidence we have seen suggests that income for people when they retire. That is the
levelling down is likely to be small. Remember they sensible basis on which we should proceed. Then we
are not compelled to provide an Occupational have to look back and forward somehow
Pension Scheme now. They are not compelled to simultaneously about personal accounts to make
provide a scheme above 3%, they choose to, for a sure they are not having the negative impact that you
variety of reasons, one of them being the need to have alluded to. I can absolutely assure the
encourage recruitment and retention in their Committee there is no question at all of us being
businesses. They said to us very clearly they think simply hopeful. We have looked at the evidence that
their current pension schemes help them to do that. we have collected. We will continue to talk to
Very few employers are likely to do things that employers about all of this and we will continue to
would make it harder to recruit and retain the key monitor the situation very, very carefully.
staV they need. We have to look carefully at all of
this. We have not tried to manipulate any data or
intelligence on this. I can assure you that this was Q263 Harry Cohen: Can I come back to a point

made by my colleague, Joan Humble, aboutone of the principal concerns that ministers had
studying the Second Report of the Turner employers, most of them, excluding the key staV,

seeing very limited labour market advantage inCommission preparing ourselves for the White
Paper.We did look very, very carefully at the impact paying people via pensions other than just giving

cash wages. Has not the Government really in theof this and the evidence, such as it is, suggests that
it is small. This is something we have to watch very Department given up trying to encourage employers

to pay bigger pension contributions?carefully in the future.
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Mr Hutton: These are essentially judgments that your Department are looking into the practical
solutions to that kind of complex workforce foremployers themselves have to make about their own

pension schemes. We would like to see as much someone who is a small businessman.
saving as possible. We would like to see the value of MrHutton:Wewill certainly try to do that. It will be
people’s savings increase so they can look forward to very helpful to us to have that level of engagement
a decent level of income in retirement, but the from the Federation of Small Businesses, the British
question of howmuch both employers or employees Chambers of Commerce, and the CBI, all of the
are contributing to individual pension schemes have employers’ organisations. So far they are all saying
to be decisions that are made outside of to us they will come and work with us to try to make
Government. It is not the job of ministers to try and this succeed in the way we would like it to. We have
determine precisely those kinds of issues. Personal tried to solve some of those problems already. We
accounts are diVerent because they are an attempt to are saying in the White Paper that we are talking
plug what we know is a serious and acute problem in about employees over the age of 22 who will be
our pensions system in the UK at the moment. covered by the personal accounts. That is principally
Turner has done a lot of work on this and come designed to exclude some of the workers you have
forward with a perfectly sensible set of described, maybe students working in the summer
contributions, but even with NPSS if people want to holiday, and so on, maybe doing preliminary work
pay more into it they will be able to do that. before they go on their gap years to save a bit of

money. To be perfectly honest, those workers are
not the priority for personal accounts. The priorityQ264 Harry Cohen: Lord Turner told the Treasury
for personal accounts is people who have startedCommittee last month that the social priority is to
employment, and those are the people we shouldget people up to a minimum. If that is the case, why
think about in terms of assessing personal accounts.is the minimum so low in terms of the employers’
We tried to exempt that range of issues from thepart of it, the 3%? You said that figures of 10% from
hassle that employers are going to experience withemployers would not be beneficial to the economy,
NPSS, but we remain quite prepared to sit down andbut when the Committee visited Sweden actually the
talk to them about the operation of the scheme, howemployers’ contribution was around 11%. What
we can devise a way of administering personalmakes you think that we can run an eYcient pension
accounts that is least burdensome to employers.scheme for the future with employers only putting in
Those discussions will take place between now and3%, and even then with holes in it so employers can
the autumn and into the New Year.contract out?

Mr Hutton: Turner made the argument about this
and he got it right. The structure of personal Q266 Miss Begg:Hedid note in theWhite Paper that
accounts as proposed in the Second Report of the there was the age limit, but he was also concerned
Pensions Commission, again subject to the caveats I about the £5,000 a year as well. Once you are earning
said earlier, would provide someone with 30 years of more than £5,000 a year then you should have a
contributions a replacement rate of about 45%. That personal account. How can he track that if his
is a reasonable replacement rate and it is in the zone workers have multiple jobs or periodic terms of
where we need to be, but if people want to contribute employment. At what stage does the £5,000 kick in?
more or for longer they will clearly improve the level These are complicated things he was concerned
of income they will enjoy in retirement. There is a about. If I can move on to the design of the personal
science to this and the leg work was done by the accounts, one of the big issues is about keeping the
Pensions Commission Report itself where they set cost down. Turner suggested a 0.3% annual
out the arguments and the rationale behind personal management charge and whether that is deliverable
accounts which we have accepted as being the right or not. You have opted to go for a choice of
way to proceed. providers. Looking at the Swedish model, where

therewere over 700 diVerent providers and toomuch
choice eVectively meant no choice because peopleQ265 Miss Begg: I have some questions on the
were too confused. Is that not going to add to thepersonal accounts, and particularly on their design
cost of the scheme by having a plethora of providersand implementation, but I would like to build on the
and not just a simple scheme that people can optquestions that Joan Humble asked about small
into?businesses. I was lobbied last week by Andy Willox
Mr Hutton: Our basic instinct is to support theof the Scottish Federation of Small Businesses, who
proposal that Lord Turner made, the NPSS modelis also a constituent. He was not there to lobby me
outlined in the report of the Pensions Commission.to say that small businesses should be exempt but he
We still want to discuss, however, how the personalwas keen that you should be aware of the problems
account scheme would be administered and the roleof businesses like his. He runs a cleaning company
of individual providers in helping us do that. Ourand, therefore, does not have a stable staV, nor
basic instinct is to go for the Turner NPSS solutionindeed a full staV. Many of his workers are part-
because it holds out the prospect of producing thetime, seasonal, students who come in to do holiday
lowest overall running costs associated withrelief, sometimes it is people who have multiple jobs
personal accounts. That has got to be the principalwho perhaps work for him in the evening but have a
focus right now in getting the design detail right ofjob during the day. He envisages diYculties in
NPSS. The diVerence it can make to someone’sadministering such a scheme given the complexity of

his workforce. I amwondering whether yourself and savings is very significant. If we could get down to
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something like 30 basis points, maybe between 20 managing a new scheme like this that could have 6,
7 or 8million people paying into it on a regular basis.and 30% could be added to the value of a typical

person’s contribution and therefore their income in It is a major operational undertaking and comes
clearly with a risk of operational failure which weretirement. Can we get to 30 basis points? In the

long-term I hope we can, but these are discussions have to deal with. There is IT. Let us get that out on
the table now. That is why, as far as possible, if wethat are going to have to be centre stage as we work

with the pensions and insurance industry to design can use existing infrastructure and payment systems
that is obviously the intelligent thing to do, and thatthe details of the scheme itself.
is why we would be discussing all of those issues in
detail over the next few months. In relation to theQ267 Miss Begg: In the Government’s White Paper
other point youmade about guaranteeing the return,it says the NPSS is building on the existing
theWhite Paper is very clear: no government can doinfrastructure, is not the existing infrastructure part
that. There is a risk associated with all forms ofof the problem in charging? The way the charging
investment and we have made that absolutelyworks is that it is a proportion of the complete fund,
explicit in the White Paper. There is no question ofso while that may be quite small at the beginning of
any government underwriting the value of people’sa fund’s life, by the time someone has been paying in
savings in personal accounts. That simply is notfor 30 years then, in fact, the charging regime is
possible. There needs to be the appropriateprobably taking more out of the fund than an
regulatory arrangements in place, and there will be.individual is paying in by that stage. I wonder
There needs to be safeguards, and there will be.whether you have looked at, or will be looking at,
There will be legislation dealing with all of theseother means of structuring and charging such as a
matters in terms of governance, but in terms of theflat rate rather than the proportion of the whole
investment risk itself that is clearly there. It justfund. That does seem to take a huge amount of the
needs to be identified and people need to be clearfund, and that is why the 0.1% onto the charging is
about it. There are ways of managing that risk andsuch a huge amount of money and a huge amount
we will be exploring those, but there is no questionout of the fund.
at all of the Government underwriting the value ofMrHutton:We should look at all of these issues over
people’s savings in NPSS, none at all.the next few months as we prepare for the detail of

the personal account scheme. I am quite prepared to
look at all of those options, yes. Q270 Miss Begg: If one of the funds performs

particularly badly, you say clearly the Government
will not step in and make up any kind of shortfall,Q268 Miss Begg: Even if that means the existing
even though people believed they were investing inpension providers will not be pleased with that
something that would have a return.because obviously the charge is the profit they are
Mr Hutton: The funds will need to be properlygoing to make.
managed and there will be the proper GovernmentMr Hutton: I am not making any announcements
arrangements and regulatory oversight of thesetoday about how we are going to do this, but it is
investments. No government would ever, or couldperfectly sensible and reasonable, and we will be
ever, provide that sort of guarantee about what aredoing this, to look at all of the options around the
private savings. It is simply not possible to do that.charging arrangements for personal accounts. We
There is no such thing as a risk-free investment.want to do that in consultation with the industry

because they will be the ones, at the end of the day,
delivering these savings accounts. The Government Q271 Miss Begg: I can understand why you are
will not be doing it itself. The Department of Work saying that in the light of what has happened, but is
and Pensions will not be managing, delivering and there not a risk with any government saying that will
investing on people’s retirement income as the mean that people will not have the confidence to save
industry will be doing that.We should have a proper at the levels that we need them to save.
discussion with them about all these matters, and we Mr Hutton: It is important that these issues are
will be doing that. properly addressed as we develop the proposals and

we do talk to the public and communicate sensibly
with people about these issues. People are not daft.Q269 Miss Begg: Can I ask about the risks involved

in there being a national Government-backed They know there is risk involved in saving; they do
know that. What we have to do is to make sure wesystem. We have seen the whole issue with regard to

occupational pensions that have gone down the minimise the risk as far as we possibly can, and we
will be looking to do that, and provide what I thinktubes because the business has collapsed and the

problems of administering the FAS. To what extent is a hugely important opportunity for people to save
who currently do not have that opportunity becausedo you feel that the Government will automatically

be regarded as the underwriter or the payer of last of some of the diYculties than Joan was alluding to
earlier. We are going to make it much easier forresort should anything happen to the NPSS, or any

of the funds if there are a number of funds? people to save. They will have to decide not to save,
which is a complete turnaround in the currentMr Hutton: There are a number of risks around

personal accounts that need to be managed position. That is going to be a major breakthrough
and it will see millions more people saving. I do notintelligently and that is one of them. I will come back

to that in a second. There are the obvious see the point that you are making producing the
impact that you are suggesting, that somehowoperational risks associated with setting up and
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having made these changes and introduced these change, which is what some people have suggested,
we minimise the eVect of the change that we want topersonal accounts less people will save. I do not

think there is any suggestion from the evidence I make in 2010. In 2010 we will go from around 45%
to about 70% on April 6. On that one day it will behave seen, or the work that Turner has done, that

fewer people will save having introduced personal a huge change.We have looked very carefully of this,
I can assure you, and it is one of those occasionsaccounts than are saving at themoment; there will be

significantly more. The question for us is how much where there will have to be a line, and that is the line.
Of course, before April 6, 2010 women will still havemore and howmanymore people we can get to save.

This is going to be the acid test for these reforms, and the opportunity to retire at 60 but after that they will
not. The more generous contributory principle willI accept that. The whole balance between what we

were doing on personal accounts and then the kick in then, and will kick in at the same time the
State Pension age for women begins to rise. Is that acomplementary reforms for the State Pension are

designed fundamentally to generatemore savings, to perfect equilibrium? Maybe not, but I do not think
there is a way, if I am being absolutely candid withprovide people with the peace of mind to know that

it is worth their while to save. That is what we have the Committee, of phasing in and therefore
softening the change because that minimises itsto do.
impact, or, secondly, of being retrospective in
correcting every single injustice in the State PensionQ272 Jenny Willott: I want to move on to the issue
rules. There is no obvious way that we can do thatof State Pension provision. You have said about the
given the complexity and the uncertainty and theproposals that they mean that over 90% of women
diYculty of precisely working out how many yearsreaching State Pension age will get a full Basic State
someone was caring prior to 2010 when these newPension by 2025. Who are the remaining 10% who
reforms will come in. It will be a diYcult thing to dowill not?
so we have had to make a choice and a decision onMr Hutton: They will be women and men who, for
this and we decided to go for the big change onAprilwhatever reason, will not have the 30 years
6, 2010.contributions for a variety of reasons. There will be

some people, as now, who never make any payment
at all into the State Pension scheme because they do Q276 Jenny Willott: Are you not concerned about

the eVect that will have on the people who couldnot need to because they are incredibly wealthy and
do not work and do not have to do anything if they retire a matter of days before hand in comparison

with a matter of days afterwards?do not want to. There will be a combination of
people with a broken work pattern. There will be Mr Hutton: Of course.
much fewer of them but there will still be some who
will not get the benefit of the 30 years and the other Q277 Jenny Willott: You are not planning to do
credits we are introducing. It will be a million miles anything to alleviate that?
away from where we are now with only 30% of Mr Hutton:What would you like us to do?
women retiring with a full Basic State Pension.

Q278 Jenny Willott: You are Secretary of the State
Q273 Jenny Willott: Are you intending to do and are supposed to put proposals to us.
analysis to establish exactly who the people are and Mr Hutton: If you are saying to me there is a
what the balance is between those who are wealthy diVerent way of doing it, I would like to know what
enough not to worry about it and those who do not it is.We have looked at diVerent ways of doing it and
have it? we cannot find one.
Mr Hutton:We will do that.

Q279 Chairman: I understand what you are saying,
Q274 Jenny Willott: You will do that on an on- but any person with reduced contributions due to
going basis? retire 2008–2009 the best advice to them would be
Mr Hutton: Yes. defer requirement?

Mr Hutton: No, that will not impact on the
performance of the contributory principle becauseQ275 Jenny Willott: You talked about reducing the

number of qualifying years required to get a full they will kick in from that date, and from that date
it will be a 30 year requirement. It is from the dateBasic State Pension from 40 down to 30. Would it

apply retrospectively at all? you would have reached State Pension age that the
calculation would be made, so that is not aMr Hutton: It is 44 for men currently and 39 for

women so it will come down to 30 for both from possibility I am afraid. It is a nice idea. I can assure
you we have looked at all of these options about2010. We are not going to do it retrospectively, no.

It is not possible to do that, particularly if you look whether the deferral might work or whether we
couldmake it retrospective, but we cannot. The onlyat the issue around the new proposed carer’s credit.

You would have to do that on a self-certified basis thing I can say to the Committee is that it is
important to bear in mind that women retiring up tobecause there would be no other way of doing it and

that is not a very sensible thing to do. It is really April 6, 2010 do have the opportunity to go at 60 but
women retiring after that age do not. It is not adiYcult to approach this reform from the

perspective that we can necessarily correct every perfect match, I accept that, but I do not think there
is any other way that we can make these reformsprevious unfairness. We cannot do that. Looking at

it a diVerent way, if we were to somehow phase in the have the radical impact that we want if we did it any
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other way. Phasing the changes in by definition the connection between what you have contributed
to society and what you are entitled to when youwould minimise the impact of these changes, and

they are big. They are much more radical than retire. That fundamentally is a very important
connection to keep. The Committee might have aTurner proposed. Turner’s residency test would

have built up a new entitlement, a new pattern of diVerent view but that is the view of the
Government.accrual, but it would have taken 30 or 40 years from

now for that to havemade any diVerence at all to the
injustice that women and carers feel and experience

Q283 Jenny Willott:Given that one of the objectivesright now. We basically have a choice, and it is one
of the reforms is to ensure that more and moreof those cases where maybe we will not carry
people are entitled to a full Basic Pension rather thaneveryone with us on this but if we want to make the
relying on means-tested top-ups, you are tinkeringchange radical, to make it really bite and make a big
around with the system to try and ensure that morediVerence, then there is no other way than the way
and more people, whatever they have contributed,we are proposing. If the Committee have any other
are entitled to a full Basic Pension by reducing thealternatives, bring it on and let us have a look at it.
number of years, by increasing the number of creditsWe have looked at all of them and we cannot find
and things like that. If the ultimate aim is to get to atone.
least 90% of people entitled to a full Basic State
Pension, can you clarify what the big diVerences

Q280 Jenny Willott: Can I pick up on the point you between that versus having a residency-based system
raised about residency having to start from now to where you probably have around the same
build up a record. Surely for people who have a proportion of people eligible for a pension?
contributions history, you know how long they have Mr Hutton: Residency would take longer to get to
beenmaking contributions, you knowhow long they that result. There is no doubt at all about that. The
have been in the country. If they have been earning, trajectory is much more rapid by reforms to the
they will have tax records back over so many years. contributory principle than could ever be achieved
Mr Hutton: These are proxy indicators and they are by substituting a new residency test and that is
not as robust as many people would think. I do not acknowledged. Turner himself has welcomed the
want to rehearse all of the arguments about do we reforms we are making to the contributory principle
know who is in the country at any one moment in and believes they would have a more immediate and
time. That is fortunately for another Committee and radical impact on women and carers and has given
for another Minister. his support to them for that reason.

Q281 Jenny Willott: Obviously residency, and
Q284 Jenny Willott: He did also propose residency.whether or not it would be appropriate or possible
Mr Hutton: Yes, but if you look at what he said into base the State Pension on a residency indicator, is
response to the White Paper he has very broadlythe remit of this Committee.
welcomed the reforms we have made to theMr Hutton: If you think residency is better than the
contributory principle believing they would have acontributory principle, you better set out the reasons
muchmore immediate impact, and amore profoundfor that.
impact, than the changes he was proposing on the
grounds of a new residency test. He acknowledged

Q282 Jenny Willott: I am asking you about it. that could not be made retrospective and could only
Mr Hutton: I am telling you that it is not, and I am be worked on a future accrual basis because of the
telling you for one simple reason, and the same is operational diYculties of trying to use a variety of
true across the Benefits System as a whole. The very crude proxies as a measurement of previous
something-for-something principle is a very, very residency. I do not doubt that the argument on this
important principle. People earn the State Pension, will continue, I am sure it will, but I do not think,
and they earn it through their cash contributions and with great respect, it can be said these reforms are in
their work record, but more so now, and anyway a series of tinkeringwith the current system.
increasingly so, from their wider contributions to These are hugely radical changes to the contributory
society as a whole for the people they are caring for principle that keep the principle itself in tact, which
and the social responsibilities that they are is absolutely right for the reasons that I have given,
delivering. I believe very, very strongly, and the but transform the opportunities for women and
Government does, that the contributory principle, carers to retire in the comfort and security of
which has always been at the heart of the State knowing they will get a full Basic State Pension.
Pension system in this country, is the right one. It is People have asked us to do this for a long, long time
the one that commands overwhelming public and we have delivered it. You can query the means
support and we should stick with it. Of course there by which it is obtained, but I do not think you can
are alternatives and the residency proposal has some query the outcomes. The outcomes are better
supporters, but I think on balance we have come to through this route than through the residency test.
the view that it is not right to proceed down that
path. The reforms to the contributory principle we
are making have, firstly, a much bigger impact on Q285 Jenny Willott: Given that men and women’s

entitlement to a full basic pension, because ofcorrecting the injustices for women and carers than
the residency system would, and that is generally changing work patterns and so on, are starting to

come together at some point in the not too distantacknowledged now; and, secondly, it keeps in tact
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future anyway, can you say howmuch diVerence the how many years they are contributing to S2P, and I
think the reforms relate to the simplicity of thereduction of the number of contributory years

required is going to make to that convergence? system that needs to come through all this.
MrHutton: It makes a very substantial diVerence. If
you want a detailed break-down of the numbers, I Q291 Jenny Willott: In which case, if there is going
can certainly provide that to the Committee, but the to be a flat rate, presumably that means that there is
biggest change of all that accelerates that progress a certain number of years or a certain amount that
towards equalisation between men and women in you need to have contributed to it to be able to get
terms of full BSP entitlement is the reduction to 30 that flat rate?
years. That by far and away has the biggest eVect on Mr Hutton: You get a fixed amount for every year
outcomes of all of the changes. The carer’s credit is you have contributed to the State Second Pension.
a very significant change, but there is no doubt at all
it is the reduction to 30 years that has the biggest Q292 Jenny Willott: I will clarify with you
impact. If you would like to see a more detailed afterwards.
break-down of the numbers, we can certainly MrHutton: Jenny, if it is any comfort to you, I have
provide it, but I do not think we will. exactly the same problem when it comes to the State

Second Pension.

Q286 Jenny Willott: How many years of work or
Q293 Jenny Willott: I think we all do.credits will be required to build up entitlement to a
Mr Hutton: If you could park it there, it would befull State Second Pension?
very, very helpful.MrHutton:Ultimately it depends on howmuch you

put in. It is how many years you have got. There is
Q294 Jenny Willott: Maybe we can come back tono cap on it.
you with some questions if necessary.
Mr Hutton:Maybe I could write to you.

Q287 Jenny Willott: But how many years of work
until you get full entitlement? Q295 Jenny Willott: One of the things that is in the
Mr Hutton: The full entitlement depends on how White Paper as well is how we would deal with the
many years you have been paying in. It is as simple employment support allowance and the State
as that. There is not any other way of approaching Second Pension entitlement, and so on. One of the
it. For the basic State Pension, you have got to have proposals would be that you would only get State
your 30 years, but for the State Second Pension, it Second Pension entitlement credits towards it if you
literally depends on how many years you have been were on the new employment support allowance
contributing. That is what you get out. You can rather than the employment support element. What
contribute for 40 years, but for each of those years would be the rationale behind that and how would
you get more when it comes to your retirement. that help in any way towards simplification?

MrHutton:We have not made a decision to do that.
Q288 Jenny Willott: And there is no ultimate cap.
Mr Hutton: No. Q296 Jenny Willott: Sure.

Mr Hutton: I do not want to pre-empt the decision
that we are going tomake. At themoment, of course,

Q289 Jenny Willott: Do you not feel that it is going if you are on incapacity benefit, you get a State
to be quite complicated. People will be able to get Second Pension after 52 weeks. We might want to
diVerent entitlements over diVerent working periods continue with that policy. There is the other option
to be able to work out their ultimate pension? of introducing it at 30 weeks, after people have been
MrHutton: The State Second Pension is becoming a through the new personal capabilities assessment
flat-rated pension, so I think it will be absolutely and go on to the higher employment support
clear and transparent to people what they will be component as well, but there are options for us to
getting. look at, and that is why theWhite Paper said that we

would consult on this as we develop further our
proposals on entitlement to the State SecondQ290 Jenny Willott: That will not be until 25
Pension.years’ time?

Mr Hutton: That is the problem with the State
Second Pension, if I am being blunt about it, and its Q297 Jenny Willott: Which is why I asked, in the

conditional tense, what would the rationale be forpredecessors, SERPS and graduated retirement
benefit and everything else. You build up, once you that particular decision rather than another one, just

applying it to the support element rather than themake these reforms, a pattern of accrued rights. So,
I am afraid, when it comes to the State Second employment support element?

Mr Hutton: OV the top of my head, I do not thinkPension, as I have learnt, there is a built-in element
of complexity that no amount of reform is ever going there probably would be one, but it is one of the

things that we are looking at as a possible option,to remove, but, I think, moving to a flat rate more
quickly is going to speed up the simplification of the because it is there on the table in front of us if we

wanted to go down that road. I think we should try,State Pension system. That has got to be a good
thing. It will be more obvious to people what they as far as possible, to keep access to the State Second

Pension as broad and as wide as we possibly can, butwill be entitled to when they retire on the basis of



3367123004 Page Type [E] 17-07-06 14:08:18 Pag Table: COENEW PPSysB Unit: PAG1

Ev 68 Work and Pensions Committee: Evidence

7 June 2006 Rt Hon John Hutton MP

that obviously has to be subject to aVordability and MrHutton: It is a rationale that LordTurner himself
set out when he published his second report when heother public expenditure implications. It is very
recommended that we make this change. In essence,hard, and I feel I probably have already, but I do not
the abolition of the DC rebate in Turner’s view andwant to pre-empt the consultation on that; I
in our view will aid the simplicity in the system andgenuinely want there to be a response where people
take a layer of complexity out. Has the DC rebatecan tell us what they thinkwithout feeling that I have
worked as an incentive to save, which is partly whatalready made up my mind, which I genuinely have
it was designed to do? Probably not. It does createnot, about the hearsay. I think we should look at all
some space now, which is necessary, for the personalthe options though.
account scheme to be set up and to work. I think you
just need to look atwhat is happening on theDC side

Q298 Michael Foster: Before moving to an area that with more and more people contracting back into
I wanted to ask questions on, can I ask one more STP to realise that, I think, this change now is a
question on that. Is it the case that a man who retires necessary one. Turner’s analysis, and again it is one
in 2009 with 43 years contributions will actually with which we agree, is that DB reform needs to be
receive less than someonewho retires in 2010 with 30 slightly longer term. I think it would be too
years contributions? If that is so, and it appears to be destabilising for DB to take away the rebate at this
so, how do you justify the [odq]something for moment in time, and that is why Turner did not
something[cdq] argument, which I entirely agree recommend it and why we have agreed with him.
with?
Mr Hutton: It is hard, but I think it comes down to Q300 Michael Foster:What sort of timetable do you
one basic issue. There has got to be a line. If you are have in mind? Presumably you do except in the
going to make these changes, they are going to have longer term there will be no need to oVer this
to come in at a certain moment in time. We are incentive to defined benefit schemes if they are
giving people reasonable notice of what the change disappearing anyway?
is, but I do not think it could be argued that there Mr Hutton: I think he did not recommend we did
was any expectation, ahead of today’s anything before 2030 on this, and I think that is
announcement, that anything other than the current where we are.
laws would have continued to apply. I think that is
all I can say on that. There are very few men who do

Q301 Michael Foster: Is the Government whollynot qualify, I think it is 10 or 12%nowwho currently
committed to retaining, where possible, the defineddo not get the full basic State Pension, so we are benefit schemes, or do they have a neutral viewtalking about a very small number of people, and about these schemes? In Sweden we were amazed

certainly, if you have got 43 years, you are 99.5% of when we were told by the Government, employers
the way to the full pension, but it is a big change, I and employees that, generally speaking, defined
accept that. All I can do is repeat what I said earlier, benefit schemes were phased out and that everyone
and I do not want to keep doing this, but we have was happy with defined contributions?
looked at all these issues. We have looked to see MrHutton: I think, as I said earlier when Harry was
whether there is not a diVerent way to introduce this asking these questions, there has been a kind of
change to the contributory principle. There is not, assumption, and I have to say I think it is a lazy
and there are these cases that fall very close to the assumption, that DB is always better than DC. I do
line where people say, [odq]This is unfair.[cdq] I do not think you can say that, and therefore I think it
not personally think that is true; I think, as I said, would be wrong for Government to have a
there was no expectation of these changes ahead of preference in that respect. We have got, however, a
the White Paper and, for women in particular, prior separate set of responsibilities to those who work in
to 6 April 2010, they are able to retire at 60 and that the public sector who are in DB schemes, and we
is something thatwomen after that datewill not have have made it very clear that we are not going to
the opportunity to do. But it is a judgment call at the withdraw ourselves from those occupational
end of the day and I think it is important tomake the pension schemes that are DB schemes, we are going

to continue to support them. There are somechange as quickly as possible and make it as radical
changes being made to the nature of those accruedas possible if we are going to correct the injustices of
entitlements, and so on, but they are going to remainthe previous system. It will create these sorts of
broadly as they are. We have got a separatecases, but that is probably all I can oVer as a defence.
responsibility as employers to the public sector, and
we havemade a series of changes.We have increased

Q299 Michael Foster: We will have to work on it. I the normal pensionable age for new public sector
wanted to ask you more about the contracting out recruits, and so on, but we are not abandoning those
rebate, which successive governments always schemes. So, I think, when it comes to the wider
regarded as an incentive for employers and issue, DB verses DC, there is going to be continuing
employees to enter into pension arrangements in the change, there is going to be more DC and certainly
private sector generally. It now seems to be the it looks like there is going to be less DB in the private
suggestion that, so far as the White Paper is sector, and I really do not think that is an area where
concerned, those rebates will continue for defined the Government is likely to have any success at all if
benefit schemes but not for defined contribution it chose to intervene, and I think for that reason it is

probably best if it does not.schemes. What is the rationale for that?
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Q302 Michael Foster: If, indeed, it is the case that the Mr Hutton: It is certainly necessary to control the
spread of means-testing if we want to make it clearGovernment is sort of neutral, in the sense that you
to people that it is in their interests to save, andcannot judge in advance which is the best option for
reducing the spread of means-testing, I think, willsure, why is there a need to adopt Turner’s view that
make the system fundamentally simpler and easieryou continue to oVer the rebate in one scheme and
to understand so that they can make those kinds ofnot the other?
decisions. I think that we are going need (andTurnerMrHutton: It is because of the impact it would have
acknowledged this and we agree with him) for theon those schemes. I think it is for employers and
foreseeable future a measure of targeted additionalemployees to resolve these issues ultimately, and I
support for people in retirement who, for a varietythink if Government were to make those sorts of
of reasons, some of which we have covered thischanges to the contracted out rebate around DB, it
morning, are not going to retire with a full basiccould precipitate a particular type of pattern of
State Pension or a reasonable entitlement to a Statebehaviour, maybe less DB. Turner felt that it would
Second Pension: broken employment history and sonot be appropriate to make that type of intervention
on. If we were to take that out, we would clearly bebut to keep the situation under longer term review,
doing something damaging; so I think we will needbut with DC, given all the changes that are clearly
to keep Pension Credit going, and clearly that isthere taking place now, with the need to broadly get
explicit in the White Paper, as part of the waythe state of out of earnings-related pension provision
forward on pension reform, but it is important toitself and create the space for personal accounts to
restrict the growth of means-testing, to make sure itoperate, the changes to theDC rebatewere proposed
is properly targeted and in future better rewardsand we agreed, but I think there is a rationale for
voluntary savings. Those are why we are proposingpreserving the rebate in DB, moving away in DC,
the changes that we are making in the White Paperand it was very clearly set out in Turner.
and why we are proposing those changes to the
Savings Credit arrangements as well.

Q303 Michael Foster: Abolishing the contracting
out rebate for final contributions will in any event

Q306 Greg Mulholland: As you will be aware, theproduce for the Government in its estimate around
Pensions Policy Institute has identified this as anfour to five billion pounds a year. What are you
absolutely critical measure of the success of pensiondoing with that?
reform. One thing I found interesting is that AlisonMr Hutton: It creates extra revenue essentially for
O’Connell of the Institute has talked about a zone ofthe National Insurance fund. Essentially that is how
uncertainty where people are uncertain what theyit works. What Turner said was that it would be
are going to get from the state and, crucially, whatrational and sensible to use some of that to embed
the value of their savings will be. Do you accept thatand support a new pensions savings culture, and I
concept, and do you think it is likely that otherthink that is right. We are proposing, as you know,
groups could be sucked into that zone ofin the White Paper that there should be tax relief on
uncertainty?NP assessed contributions that employees make of
Mr Hutton: I do not think it is likely that that is1%. That is one potential way in which that
going to happen, no. I do not think we are going toinvestment, that saving, if you like, from scrapping
see more people sucked into what you call thethe DC rebate, can be reinvested in promoting and
[odq]zone of uncertainty[cdq], so quite the opposite.encouraging and embedding that savings culture,
The basic package on oVer—take full maturity, sayand I think that would be an entirely sensible thing
up to 2050, 2053—will see people retiring on a basicto do; but public spending matters, as you know, are
State Pension that will have doubled in value and onthe responsibility of the Treasury and theChancellor
a State Second Pension that, combined, will see themand ultimately this issue will have to be looked at in
maybe £20–25 plus above the standard Guaranteefuture spending rounds and in budget time, but I
Credit. That is essentially what the reforms arethink it would be entirely legitimate and sensible to
designed to do, and I think that is very, veryuse the saving that are generated from theDC rebate
important if we are to prevent people not being clearto support the introduction of the personal cap
aboutwhat their situation is, and so they will always,system.
in that situation, be comfortable about saving and
knowing that, if they save, it will be worth their while

Q304 Michael Foster: I take it that you will be to do so. That fundamentally, I agree with you, is
making a bid to keep the five billion within the right at the heart of the reforms we are proposing. If
pensions system one way or another. there is any uncertainty about that, then clearly, the
Mr Hutton: That would be my preference, yes. reforms are not going to have the eVect that I want

them to have.

Q305 Greg Mulholland: John, may I ask you, first of
all, talking about means-testing, a favourite subject Q307 Greg Mulholland: You proposed introducing
of mine, as you know, how central to the overall the link of the basic State Pension to earnings later
reform do you think the aim of reducing means- than the Pensions Commission two years later. Can
testing is, and that is in the wider context? Do you you explain how the calculation ended up at the
acknowledge that means-testing of pensioners is, same point in terms of reducing the number of

pensioners on Pension Credit by 2005?and will continue to be, a problem?
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Mr Hutton: I will do that, but it is 2012 when we are numbers getting the Guarantee Credit alone,
because thatwould clearly be a signal that the systemaiming to restore the earning link, and Turner said
was not delivering properly. I think the system ishe would like it to be 2010.He thought a delay of one
going to deliver a much better result, but I think, foror two years was not fatal to the policy. We have
all sorts of practical and very obvious reasons, it isdone 2012 for a number of reasons: on aVordability
going to need to have an element of targeted supportgrounds it saves extra money for the taxpayer, and
for the very obvious reasons we have been discussingwe should not discount that, and those who want to
this morning. Some will still be retiring, fewer indo it earlier will have to show where that money is
number, without a full basic State Pension. We havegoing to come from. Secondly, I think it does make
got to provide a proper decent floor for people insense, as far as possible, to tie the restoration of the
that situation. Taking means-tested support outearnings link with the introduction of the National
would be quite wrong, I think, for those people.Pension Saving Scheme, the personal accounts.

Turner thought we could do personal accounts in
2010. I think that is very optimistic.Wewill certainly Q308 Greg Mulholland:Broadly speaking, you think
need primary legislation to get it through. We are about a third is the right level, it should not be any
still consulting on aspects of that. It is a complicated lower, but youwould presumably agree that it would
operation andwe have got to get it right, and Iwould be a failure if it was notably higher than that?
rather take those extra couple of years to get the Mr Hutton: I think it would be a failure if it was
design architecture right and get the notably higher than that. Obviously, I think we
operationalisation of personal accounts absolutely would all like to see as less means-testing in the
sorted before you press that button and go ahead system as possible, and in future years I am sure it
with it, because we could not aVord a cock-up when will come down further, but we have got to deal with
it comes to personal accounts. For all of those the reality and the fact people are living longer, and
reasons, we have come down in favour of 2012, and people retiring now, or in the next decade or so, are
I think that is a perfectly sensible reason.Why it does going to be with us, I am very glad to say, 30,
not aVect the overall end point in terms of restricting sometimes 40 years from now, and many of those, I
the growth of means-testing is because we are am afraid, will still be retiring with the need for
looking to link earnings alongside Pension Credit means-tested additional financial support, and that
and also the changes we are making to the Savings will stay in the system for as long as those people are
Credit fix as well (which will start, I think, from in retirement and taking it out will be simply
2008) where we establish a link to earnings for the impossible.
saving credit and then put it on to prices at 2015,
freezing the real terms value of it. It is a combination

Q309 Greg Mulholland: If any more than a third willof things that leads us to the same destination point.
still be means-tested in 2050, and therefore that willIt is quite interesting to note this. We have done a lot
be a failure, do you acknowledge there is a problemof work, and I am happy to let the Committee
and confusion over the figures? The Department’smembers see this. People say that if you get down to
own figures suggest at the moment eligibility is30% of means-testing is that still too much in the
44–51% and yet the Pensions Commission estimatedpensions system? I think it is very important, before
39% as the starting point. The Pensions Policypeople come to a view about that, that they look at
Institute has suggested that that is wrong and that,who is that 30% and what sort of means-tested
therefore, instead of bringing it down to a third, it issupport are they getting. It is an estimate, and I just
more likely that it will only go down to 45%, whichwant to be clear about that. It is not absolute science,
would therefore be a failure. So, if the startingnothing ever is when you are looking 30, 40, 50 years
figures are wrong, are the calculations wrong andahead, but we have estimated, as far as we can, using
should we have any confidence in them at all?our own simulation models and so on, that of that
MrHutton: I know everyone wants to predict failureround about 30% who might still be means-tested in
before you have even started—it is a kind of British2050, only about 6% will be just receiving the
cultural habit—I just say to people that they shouldGuarantee Credit. The rest will be receiving a
not do that. The figures that we produce in theWhitemixture of Guarantee Credit and Savings Credit,
Paper are the figures that I attach premium value to.and I think that is broadly right, because then they
I think they are the right figures and they are ourare being rewarded for the savings that they have
current up-to-date assessment of where we are. Wemade. It is only a very small number of people who
think we will get to around 30%, 33%, somewhere inwill be getting just the Guarantee Credit alone, and
that area, 30–33%, by 2050. If it is less than that, Ithat is because of the reforms and the changes and
think it would be good, if it is more than that, I thinkthe restoration of the link and so on, the increased
it would be a concern, but I do not think it is sensiblevalue of the basic State Pension, but we are trying to
for people to start, aweek after the publication of thetakemore people out of thatmeans-tested threshold,
White Paper, already predicting failure. I think thatand the reforms, clearly, in the way we have is unjustified and unreasonable.engineered them, will definitely have that eVect. So,

when people rush to the judgment that there is still
too much means-testing in the system, they really Q310 Greg Mulholland: It is the question of saying
need to look at the numbers and the figures about the Department’s own figures are 44–51% and yet
what sort of means-tested help people are getting. I the starting point in the White Paper is 39%. You

have not justified that quite large discrepancy to givethink it would be a failure if there were large
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people confidence in the fact that we are starting at Mr Hutton:What question have I not answered?
the right point and will have a chance to get to the
right point. Surely you should be able to do that? Q315 Greg Mulholland: What the discrepancy is
MrHutton: I think what matters is where we end up, between the two figures?
and the direction of travel is the important thing to MrHutton:Clearly, if we do notmake these changes
focus on. There will be significantly less means- until 2012, there is going to be a diVerence in the
testing in the system than if we carried on the current starting point figures, of course, and, of course,
course, where we would see maybe three-quarters of Turner is looking at 2010, but what I am trying to
pensioners being means-tested by 2050. That is not say to you repeatedly, Greg, is that you have got to
going to happen now because of the reforms that we look at the whole package of reforms that we are
have outlined. The growth will be dramatically making to restrict the growth of means-testing,
reduced and we will not see that spread. So, that is including the additional change we are proposing on
the implication of the reforms that we have outlined the Savings Credit, which you do not seem to have

taken into account, as to why we get down toand that is fundamental to the promotion of a new
broadly the same end point in terms of restrictingsavings culture. If we get those things wrong, clearly
means-testing. If you would like me to spell it out inthe policy is not going to work in the way that we
writing to you, I am very happy to do that.intend it to work, but I am confident that the

analysis is sound and robust and the way forward
and the route to lessmeans-testing has been properly Q316 Greg Mulholland: That is a slightly diVerent
charted in the White Paper. question to the one I asked. That was a question I

asked previously, which you did answer, but let us
leave that. If you wish to get back to me in writing,Q311 Greg Mulholland: We all agree that the end that is up to you. One question I would like to ask is

figure is exactly what is important, but, if the starting that, accepting the target will be getting down to a
figure is in doubt, then it is not realistic to expect to third, which we all hope is achieved, what is the
get to an agreed end figure. What I am saying (and estimate of the percentage of actual claimants by
you still have not done this) is can you justifywhy the that stage? Of course, everyone knows with the
Department’s own figures say 44–51% and yet the Pension Credit, those who support and it and those
White paper is starting at 39%? I think that is an who do not particularly favour it as an idea agree,
issue of vital importance? that there is a problem thatmany pensioners who are
Mr Hutton: But it has already been taken into eligible do not claim, leaving many pensioners living
account in our own projections of how we get down below the poverty line. What is your estimate about
to a third by 2050, and I will just remind you of what people who claim as opposed to people who are
I said earlier about the changes. It is not just about eligible by that stage, because clearly that is a key
restoring the earnings link and matching that to a part of the success of the reform?
rise in Pension Credit, it is also about looking at the MrHutton:There is likely to be a diVerence between
changes that we are proposing to the Savings Credit the two. I think it would be very diYcult to work out
as well, and those two reforms together will get us precisely what that would be or whether it would be
down to that objective of around a third, hopefully significantly diVerent from what it is now, but we
less than third, around about 2050; so I think we will be doing all we can through the reforms and
have done the numbers alright. particularly making saving easier and more sensible

for people to do to continue to bear down on the
spread of means-testing. As I said, I think we will getQ312 Greg Mulholland: You have done nothing to down to about a third of those pensioners actually

convince me and, I suspect, the rest of the receiving some form of means-tested support, but,
Committee, and I would be interested if you could again, let me remind you that means-tested top-up
possibly justify that figure in writing? that we are talking about is a reward for saving. That
Mr Hutton: I would be interested to know how you is what you are calling means-tested top-up
can say I have not justified those figures to the rest additional support. I think it is a good and positive
of the Committee, unless you are telepathic. feature of our pension system that we reward people

for their saving. If you are saying that we should not
be doing that, say it, let us hear it, but I do not thinkQ313 Greg Mulholland: You have not justified it in
it is sensible to simply say there is a third of peoplethe session this morning. You have not answered the
being means-tested, how terrible that is, withoutquestion.
acknowledging the fact that there are diVerent sortsMr Hutton: I have not provided it to you, but I
of support being provided within the umbrella ofsuppose there is no way at all I could satisfy you on
Pension Credit, and I think it is a sensible policy toanything in relation to pensions policy today or on
reward people for their savings and that willany other day that the Committee ever met, so I am continue to be a part of our proposals.

not too worried about that.

Q317 Greg Mulholland: Do you understand the
Q314 Greg Mulholland: That is the purpose of the point I am making. There are estimates of over one
Committee, John. I will not ask you any further, million, up to a million and a half, pensioners
because clearly you are not going to answer the currently not receiving Pension Credit when they are

entitled to and, therefore, they are living below thequestion?
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poverty line, which is a matter of great concern to all Q322 Justine Greening:You said at the beginning of
of us. What I am saying to you explicitly and simply the evidence session today that these were the most
is what will the number of pensioners be in 2050? fundamental reforms since Beveridge. Turner has
What will be the percentage diVerence between said a longer delay in re-establishing the link of the
eligibility and claimants? Can you, please, provide basic State Pension with earnings past 2012 “could
estimates to the Committee, because I think that is a undermine the balance of the overall policy
crucial figure that is currently not in the White package”. If it is that important as a reform, the
Paper? biggest reform since Beveridge, Turner is saying a
Mr Hutton: If we have got it, we will provide it. longer delay could undermine the balance of the

package, why is the Government even
contemplating risking that by delaying any linkQ318 Greg Mulholland: If you have not, will you
past 2012?work it out?
Mr Hutton: We are not contemplating that, butMr Hutton:We will do some work on it.
what we have said is our ambition is to do it in 2012,
but it is only sensible and reasonable for the

Q319 Justine Greening:Wehave briefly talked about Chancellor, nearer the time, to make an express
the re-linking of the basic State Pension to earnings, judgment about the timing of this change, because I
and I think one of the parts of the White Paper that think that is the only sensible way that any
people were concerned about or expressed surprise government can manage public spending, looking
about was the uncertainty. You just made a very ahead over six years.compelling case for why that link should be restored
in 2012, how it would make a lot of sense, both
operationally and in terms of getting an uptake of Q323 Justine Greening: But you have said in the
people to the personal account.Why is there a doubt White Paper that in any event, by the end of the
in theGovernment about bringing it in in 2012?Why Parliament at the latest, youwould link earnings and
is there some uncertainty about when we might re- the basic State Pension. Is that correct?
link the State Pension with earnings? Mr Hutton: Yes.
Mr Hutton: We certainly want to do it then, and
Phillip Hammond was making the same point to me
the other day, and he was right to. It is six years Q324 Justine Greening: So if a doubt over its
away, and I think it is perfectly sensible for the aVordability persists, because as we know economic
Government to say, “That is our objective. That is cycles generally last longer than two to three years,
whenwe want to do it”, but the precise judgment call are you saying that the Government at the end of the
will have to be made nearer the time. I think it will Parliament would re-establish the link between
be aVordable to do it in 2012—that is what the earnings and the basic State Pension even if it
reforms are all designed to enable the Government continued to feel it was unaVordable?
to do—but there could be all sorts of unforeseen Mr Hutton: We believe it will be aVordable in the
circumstances. I cannot sit here and predict what next Parliament, and that is what we are saying.
any of them could be by definition. It is our ambition Otherwise we would not be making the commitment
to do this in 2012, but I think any reform that is six to do it in the next Parliament. The argument is
years away from being announced has to be made about 2012, and it is our aim and ambition to do it
subject to that sensible remark that it has to be in 2012, and we have alsomade it very clear that thatsubject to a judgment call nearer the time about

announcement will be confirmed, that it will beoverall aVordability at that moment in the
confirmed early in the new Parliament. I knowfinancial cycle.
people are endlessly nit-picking over the detail of
this particular announcement.

Q320 Justine Greening:Can I probe you a littlemore
on this. We are forever being told by the Chancellor

Q325 Justine Greening: I do not think Turner wouldthat we have had an end to boom and bust, so in
theory, if theChancellor is confidentwith the state of say that a delay that could undermine the balance of
the economy, we should be pretty happy about tax the overall package was nit-picking. What I am
revenues. Is the uncertainty in the Government trying to understand is whether there is any
around aVordability around public service coherence in this particular part of the White Paper.
expenditure? It seems to me that the policy is either aVordable or
Mr Hutton: No. it is not, and aVordability is the fundamental hurdle

that has to be got over. Why is it suddenly not
important at the end of the Parliament but in 2012,Q321 Justine Greening: So it is a general uncertainty
during a Parliament, it would be important enoughabout the economic situation we could be in in six
to stop re-establishing the link with earnings and theyears’ time?
basic State Pension?Mr Hutton: I think it is a sensible thing for any
MrHutton:Webelieve it will be aVordable to do thisgovernment, to say, “This is what we want to do in
in the next Parliament. We are aiming to do it insix years’ time, but we will make an announcement
2012, we believe we can do it in 2012, but the preciseearly in the new Parliament about the
decision on that will be made at the beginning of theimplementation of that policy”. I think that is a

sensible thing to do. next Parliament.
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Q326 Justine Greening: I want to be clear, because Q331 Justine Greening: But the White Paper does
say that you might do something that you perceivethis is a huge change and it is clearly a big item in
to be unaVordable because it has said that in anyterms of public expenditure as well as in terms of its
event, by the end of the Parliament at latest, and it isimportance to these reforms. I am just trying to get
talking about re-establishing this link. So, what I amclear what comes first: the aVordability question or
trying to understand is whether this is somethingthe importance of making sure these reforms are not
that the Government plan to go ahead with comeput at risk.
what may or not?Mr Hutton: The aVordability.
MrHutton:No,we believe it will be aVordable in the
next Parliament.We believe we can do it in 2012 and

Q327 Justine Greening: So if we get to the end of the by the end of the next Parliament it will be done, but
Parliament and the situation is still at the stage my view is, and my Department is working on the
where it is perceived to be fiscally unaVordable, we assumption, that we will be doing this from 2012.
will go ahead with this linking of earnings and the
basic State Pension anyway? Q332 Justine Greening: Are you willing to give a
MrHutton: If it is unaVordable. It is not going to be guarantee, as in the White Paper, that in any event,
unaVordable and we havemade it very clear, I think, by the end of the Parliament at the latest, you will re-
and the figures that we have produced on page 24 of link the up rating of the basic State Pension to
the Executive Summary spell out very clearly the average earnings? Will you give a guarantee or not?
long-term public expenditure implications of this Mr Hutton: That is what it says.
reform. We believe it is going to be aVordable in the
next Parliament; so the premise on which your Q333 Justine Greening: It seems to me then that
question is based simply does not arise. what you are saying is that as a government youmay

be unwilling to link earnings and the basic State
Pension whilst you are in power, but just as you areQ328 Justine Greening: It seems to me that, if your
possibly about to leave oYce you would take acalculations are so certain by the end of the
decision to do something that is still unaVordablefollowing Parliament, surely they would be certain
anyway?within that Parliament to be able to give some
MrHutton:We are not leaving oYce. I do not knowcertainty around the 2012 date?
where you got the idea that we were leaving oYce.Mr Hutton: We are aiming to do it in 2012, and I

believe we will be able to do it in 2012, but, as I keep
Q334 Justine Greening: I am making a perfectlysaying and theWhite Papermade clear, that decision
realistic hypothesis that we could end up in awill be made at the beginning of the next Parliament.
situation where a government has got to 2012 and
said, “The public finances do not permit us at this

Q329 Justine Greening: Do you agree with Lord point in time to re-establish the link between
Turner when he says that it could undermine the earnings and the basic State Pension”. The reasons
whole package if we delay linking earnings and the for that analysis could persist because the economic

cycle lasts longer generally than two years; so it isState Pension?
very possible, if a decision was taken on that basis inMr Hutton: It is not desirable. I clearly accept that.
2012, that the underlying reasons would still exist in,
say, 2015 when possibly there would be an election.

Q330 Justine Greening: Do you believe it is What I am trying to understand is whether the
undesirable to have uncertainty around the date of Government would at that stage be willing to take
when earnings and the State Pension will be linked? what it felt was presumably an irresponsible decision
MrHutton:Our aim is to do it in 2021, and I believe nevertheless to deliver this link between earnings
we can do it in 2012. The only reason we have added and the basic State Pension. I am trying to
those words into the White Paper is to do the understand, because it seems to me that the White
sensible, rational thing that any government would Paper is thoroughly incoherent in this, and what
do, and, as Philip Hammond himself acknowledged, would be helpful is if we could tie down whether or
was the right thing to do, which was to say that that not you would be willing to take the decision
decision will have to be made at the beginning of the irrespective of aVordability, as theWhite Paper says,
next Parliament. If you are saying to me that we at the end of the Parliament?
should not be making that judgment call now, I Mr Hutton: No Government is ever going to do
suspect that you might need to talk to your mate anything that is not aVordable. That is going to be
about that, but generally my sense is that there is a true for this Government and I suspect it will be true
sense across the political spectrum, as well as outside for any other government that is likely ever to be

elected.Parliament, that 2012 reflects the right balance
between satisfying ourselves on aVordability, which
we have got to do—no government is going to do Q335 Justine Greening: That contradicts your
anything that is unaVordable—and making sure White Paper?
that the pension reform proposals work in the way MrHutton:No, it does not. Wemade it very clear in
that I have outlined: providing an incentive to save, theWhite Paper that we will be doing this in the next
reducing means-testing, simpler and fairer, better Parliament, and that is because we believe it will be

aVordable in the next Parliament.for women.
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Q336 Justine Greening: So you will not do it if it is Q341 Justine Greening: Let us move on to the
SavingsCredit. Obviously there will be a transitionalnot aVordable in the next Parliament. Is that a fair

statement? Yes or no. period between when the new proposals are coming
in and are being implemented and where people areMr Hutton: I have made it very clear. No

government ever does anything that is not today. Do you see the Savings Credit as having a
long-term strategic role or do you see it just as a formaVordable, and this Government certainly will not

do that. I believe that it will be aVordable in the next of transitional protection to give benefit to people—
Mr Hutton: Are you talking about Pensions CreditParliament. That is the view not just of the

Department for Work and Pensions but the or Savings Credit?
Government as a whole, including the Treasury.

Q342 Justine Greening: Savings Credit.
Q337 Justine Greening: And if it is not aVordable, Mr Hutton: You are asking me what?
you would not ago ahead with re-linking the basic
State Pension and earnings? Q343 Justine Greening: Will you continue to have
Mr Hutton: It will be aVordable and we will do it in the Savings Credit there in the long-term or is it
the next Parliament. something that you will be phasing out?

Mr Hutton: No, it will be there for the long-term.
Q338 Justine Greening: I think we may as well move
on. I would finally say that the reason that I am Q344 Justine Greening: It will not be transitional?
probing is because the question of aVordability is Mr Hutton: No, it is going to be there for the long-
clearly located within the Treasury, and the term because it rewards saving, and that is a good
Chancellor could easily, as we all know, within a thing.
matter of months or years become the Prime
Minister. Therefore, the question of aVordability

Q345 Justine Greening: When you talk about “theand political consensus is absolutely bound up in
long-term”, what sort of timeframe do you have inthis particular part of the White Paper, and that is
mind?why it is so important and that is why, I think, for
Mr Hutton: That is always challenging, is it not?the Committee, I was trying to find out what the

underlying thinking is, but I appreciate that you
Q346 Justine Greening: Yes.have said now as much as you want to say.
MrHutton:We have done modelling on the basis ofMr Hutton: I would just add one thing. You should
2050 and beyond.not believe everything you read in the newspapers

about all these things. Governments do not publish
White Papers unless every minister in the Q347 Justine Greening:That is very helpful. In terms
Government, in the Cabinet, is content with the of what the White Paper says about the Savings
content of the White Paper. So, if you are trying to Credit, it clearly seems to gradually minimise its
make an argument that if and when the Prime potential importance to people saving it. You talk
Minister leaves, when he leaves, there is a change of about focusing the Savings Credit on the people with
leadership that then would compromise the delivery small savings. How do you see the changes in the
of this policy, I say: forget it; get real. This policy is White Paper delivering that? Of course, you are
agreed by the Government, including the going to gradually up-rate the Savings Credit in line
Chancellor, and this policy will be delivered in with earnings, but at the same time you will freeze it
exactly the way that we have suggested in the White in real terms after 2015.Once we get to 2015, how are
Paper in the next Parliament when a labour Prime you going to make sure it does reward the people
Minister re-establishes the link to earnings. saving—

Mr Hutton: By fixing it in line with prices from then
on. The 2008 change certainly slows the rate ofQ339 Justine Greening: To wrap up on this
growth of the Savings Credit, and the 2015 provisionparticular case, therefore, it seems that you are
will freeze the maximum Savings Credit in realsaying that, whatever the aVordability, you will re-
terms, so that the maximum rises in line with pricesestablish the link between earnings and the basic
beyond that date. The Savings Credit thresholdState Pension. Yes or no? That is what it says in the
basically would, therefore, rise above the level of theWhite Paper.
basic State Pension and stop the spread of means-Mr Hutton: I am making it very clear, the White
testing up the income distribution ladder. That isPaper does too, Justine, that we believe that this is
basically how the reforms are designed to work.aVordable in the next Parliament, and you just need

to look at Table 9 on page 24 to get to that point. I
know exactly what you are trying to do. Q348 Justine Greening:Do you think there will be a

risk that people will actually say, “This is unfair. I
believe my Savings Credit should continue to up-Q340 Justine Greening: I am trying to get a

straight answer. rate with earnings after 2015”?
Mr Hutton: I think that is a question for all of us toMr Hutton: No, I know exactly what you are trying

to do, and so does everyone else. I am saying to you address. I have just been pressed over here by
someone suggesting that we should continue toin express terms that this will be aVordable in the

next Parliament. We are aiming to do it in 2012 but, restrict the spread of means-testing, and I agree, we
should. This is what it means. This is how we do it.at the very latest, by the end of the next Parliament.
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You cannot query the means but then desire the Mr Hutton: If I have given that impression in my
answer, I am sorry. It was not my intention to sayoutcomes. There is no comfort blanket here, I am

afraid. that the problems were all ours, it was a problem for
civil servants. It is a problem of complexity that the
department would have to address, but it is

Q349 John Penrose: I want to pick up on the notion fundamentally a problem for people too in working
of continuing with a two-tier system for the State out entitlement and then working out how you
Pension, both the basic State Pension and the S2P. I would merge these two pension systems. It is a
think you are saying that the State Second Pension frighteningly complicated area, not just for civil
will become a completely flat rate by about 2030, or servants but formen and women out there who have
shortly thereafter. Have you given any thought of got a mixture of BSP, S2P, SERPS and so on. It is
combining the two at that point and simplifying it not a straightforward thing to do. There is always a
still further so that it becomes a single system? trade oV, always, in any set of reforms, and although
Mr Hutton: The problems do not end in 2030 in I do believe very strongly that these are radical, far-
terms of complexity of the system and the reaching reforms, of course there are compromises
relationship between the State Second Pension and within the White Paper. We have just spent the last
the basic State Pension, and even then there will be 15 minutes exploring one of them. When do you
a lot of people with accrued S2P rights, there will still start the restoration of the earnings link? It is a
be people with SERPS, and we have just got to compromise and it is a compromise driven to some
acknowledge that. I do not think this idea, this Holy extent by aVordability questions and they are always
Grail that people have searched for, of merging the going to be there. The citizen’s pension argument,
two is anything like as straightforward or as simple again Turner looked at that and ruled it out, largely
or necessarily as sensible as people suggest, and that on the grounds of aVordability. It is an horrendously
is why Turner did not propose it. He took a very expensive reform, which I think the Liberal
long, careful look at it and said, “Do not go there. It Democrats are still advocating, but which would
is too complicated”. The prize of simplicity is a very, cost at least another £10 billion a year. Again,
very important one in this reform programme, and someone is going to have to show us all where that
I do believe, although, yes, of course, if we were all money comes from. I do not want to provoke Greg,
starting from scratch probablywewould not want to because we have had our ritual encounter and I do
be here, we would start somewhere else, but we do not want to go back, but we probably both feel
not have that luxury either. We are where we are, better, or may be not, I do not know.
and I think flat-rating S2P on a slightly faster
trajectory, and, of course, that will start to make a Q351 Greg Mulholland: I do.
change from about 2012 onwards, is the right thing MrHutton:Good. I always enjoy it as well, actually,
to do to try and get the system to be more simple and because I always get the last word! In opposition, it
straightforward, and it does actually provide a very is easy to spend the same pound several times over,
important top up to the basic State Pension looking and for some parties it is much easier than others,
ahead over the next 20, 30 or 40 years, and so it is a but you cannot spend the same pound more than
very valuable addition to the basic State Pension once.
and, with the reforms that we have discussed earlier
on the carer’s credit and for women, the changes on

Q352 Greg Mulholland: Like you, I will get back toS2P crediting are very substantial too, particularly
you in writing with my answer!increasing the age at which one has care and
Mr Hutton: I welcome your learned script, but Iresponsibilities for children to 12 from six at the
think there is an emerging consensus actually, John.moment is a very, very substantial change and brings
If I can try and cut through it all, and I do not wanthundreds of thousands of women into what will be
to provoke any further argument on this, but this isa new entitlement to S2P rights, and that is a very
probably the right thing to do in relation to S2P. Iimportant change. think Lord Turner has very strongly welcomed this.
Fromwhat I gather, most of the parties in theHouse
accept that this is the right thing to do. I am not sureQ350 John Penrose: I take that point, but I would
if the Liberal Democrats do—that is for them—butlike to explore some of the reasoning behind your
looking at the issue of aVordability and complexity,decision there. You are saying it is tremendously
what I think we have done in flat-rating from 2030,complicated to look at any of the alternatives, and
gradually building up to that time over the next 20there are obviously other alternatives, including
years or so, is the right way to make sense of theassistance pensions and I think the PPI has come up
complexity of BSP and S2P and get the state out ofwith an oVset proposal which would basically level
the business of providing earnings-related Stateeverybody up over time. It just strikesme in your last
Pensions, which I think we have not done terriblyresponse that you are saying that it would be terribly
well and which I hope in future will essentially be thecomplicated for the department to work out what
space that personal accounts occupy.those alternatives are and to implement them but,

therefore, it is acceptable as a trade-oV to leave the
system as whole for the general public a bit more Q353 John Penrose: I completely applaud that
complicated. I am just interested in the trade-oV you intention as well. I was not trying to hold a brief for
clearly have been through and to understand your either up-rating or the oV-setting system that the PPI

is suggesting or, indeed, the citizen’s pension, but Ireasoning?
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am still intrigued as to the trade-oVs that you have consensus, is a recognition that some of these
changes will take longer than others to do. We havemade with some of the other possible systems for

simplification: because this is a decision which has a spent a long time talking about 2012, it is a very
important landmark and milestone in this process, Ivery long tail on it and it results in a system which

will persist for 20, 30, 40, 50 years in the future, and accept, but there are others too (2030 is one of them)
and I think it has got to be our responsibility asthere are other alternatives, like this oV-set system

which PPI is suggesting. politicians, if we are going to sign up to the package,
this is what the package means. There is a series ofMr Hutton: It is still very expensive.
changes over a long period of time that may well
eventually mature at some point in the future, andQ354 John Penrose: Is it? So cost is the reason for
that is when the system, hopefully, will be doing thethat one, rather than internal complexity for the
things that we want it to do, but if people want todepartment. Good.
talk the language of consensus, again, this is what itMrHutton:No, again, it is not a question of whether
means. It means that we will all have to sign up to awe find it too complex to do. I am sure it could be
programme of change that is going to last 20 years.done. It is still very expensive. Coming back to the

wider S2P point, if we were to take the advice of
some and merge the two, actually the biggest losers Q356 John Penrose: I take that point. What I was

driving at is that there are things that you could dowould be middle income. It will be middle Britain
that would take a real pounding if we were to do potentially, given the decision you are proposing in

the White Paper, to lock in that structure and makethat. We have got to make sure that our State
Pension system is fair right across the income if it harder for politicians to meddle over the course

of the next 20 to 30 years, whoever is in power,spectrum. It is hard to do that; I accept that. There
is a very strong redistributive element to S2P, and whoever is sitting in your seat or anywhere else.

Other countries have done similar things. Swedenrightly so, because it is in part trying to make sure
that the people at the lower end of the income scale has an automatic balancing mechanism, for

example. I think Frank Field has suggested ahave the opportunity of an initial top-up to the State
Pension, but scrapping S2P really would hit middle mechanism for setting up an independent trust to

manage certain aspects of this. Have you consideredBritain very hard indeed, and I do not think we
should propose such a policy because of its negative any of those institutional mechanisms for

strengthening these arrangements and for makingimpact for a very large number of people in our
country. them harder to change as those alterations flow

through?
Mr Hutton: We are not proposing any furtherQ355 John Penrose: You have clarified the
institutional changes to the pensions landscape, soreasoning for that; so thank you. The other bit which
we are not going to set up this Pensions Advisoryis potentially a diYculty with a long-tailed decision
Commission that was recommended in Turner. Welike this, something which will persist in a
have decided not to do that but to have insteadcomparatively complicated system, although I
periodic reviews, because I think the Turnerappreciate the reasons why you say that is better
Commission has shown its worth and shown thethan the alternative, is that it may undermine one of
value of what it can do in helping, not just in thethe points Terry was making at the start about
initial phase of its work in establishing a consensussimplicity and achieving a political consensus and a
but I think in the periodic reviews thereaftergeneral consensus in society which is going to last a
maintaining that consensus, and that is very muchgeneration, we all hope. If you have something
how I think we would like it to work. The otherwhich is going to change that slowly, is there not a
obvious way to lock in the reform process, you referrisk that that political consensus may erode or
to S2P changes, they will be have to be done inpolitical views may change over the course of the
primary legislation, quite obviously so, and ifnext 25 years or so before the State Second Pension
anyone wants to come back and change it they arebecomes flat rate? Therefore, is this not one of the
going to have to come back to the House ofmore potentially fragile areas of your proposals as a
Commons and say, “We want to change the deal”,result of that? Have you given any thought to how
and then justify and argue for it. No government,you might maintain that political consensus and
clearly, can bind its successors; it requires anensure its solidity?
agreement to be bound for any of this to beMr Hutton: If I am still here as a politician in 25
successful, and that is down to politicians andyears’ time, I would be absolutely amazed, so I do
political parties. I think the great service that Turnernot think it is likely to be my job then to try and
has given the country is to map out a sensible waymaintain the political consensus, it will be the job of
forward.We buy it, and I think if we have all got oneother younger, fresher members like you. I think,
thing to contribute maybe in our time as politiciansJohn, when it comes to the State Second Pension,
it is to cement this consensus around pensionsyou are right, it is a 20-year programme of change in
reform. It should be a non partisan issue. It shouldrelation to S2P, but I genuinely do not think there is
be. We are really trying to make it one.any alternative. Some change, the scrapping of S2P,

the merging of the basic State Pension, any other
proposal, it all has a very substantial immediate Q357 Philip Dunne: I apologise for missing the first

few minutes of your evidence, John. I was chairingfinancial impact for people, and I think what I hope
is part of the consensus, should be part of the an All-Party Group which was being addressed by
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Lord Turner on this subject; so I felt it was at least the reform package, but we have got to find a way of
funding it beyond, and in away that does not involverelevant. He confirmed that 90%, as he said publicly,

of the White Paper he goes along with, and I was the suggestion that taxes would have to rise to do it.
I think that is why the State Pension is soprobing him on the 10% that he did not so that I

could have some things to ask you. One of the things fundamental. It is right in principle; it is what most
other developed countries are now doing. I met thehe was touching on was the Pensions Advisory

Commission and he showed some disappointment Japanese ambassador recently. He was telling me
about the two-year increase in the State Pension agethat you do not propose one. You have said that

there will be periodic reviews, and the point he made in Japan. In Germany it has been increased by two
years on a much faster track than we are proposingthis morning was that he felt it would be important,

to establish confidence in the system, if periodic in the UK. Every developed country is having to
wrestle with this problem. The idea that we canreviews could at least be done to a specific timetable,

say once every four years or so. Is that something simply ignore what is happening on longevity and
continue to believe we can fund a pension system tothat you would be prepared to consider?
the extent that we would liked it to be done is for theMr Hutton: Yes.
birds. It cannot be done like that. The job of the
periodic reviews, coming back to your point about

Q358 Philip Dunne: Good. One of the purposes of the socio-economic impact and so on, will be to look
the Pensions Advisory Commission, if there were to at how we can, if it is possible, manage or mitigate
be one, on these reviews would be to look at some of the adverse impact of SPA rises for the lower socio-
the actuarial assumptions that have been made in economic groups, and I think it is absolutely right
relation to the increasing age requirements for the that we do that. Turner proposed one potential way
State Pension. You have set out in the White Paper forward, which is continuing to allow Pension
various aspects that you are intending to review, in Credit to be payable at 65. We do not have a view
relation in part to things like diVerent life about that yet. I do not think we need to have a view
expectancies for diVerent socio-economic groups about that, if I am being honest at this moment in
and diVerent ethnic groups. Can you give the time, because it is 20 years from now before the first
Committee any comfort as to what process you are change in the State Pension age for men and women,
going through to look at these issues, whether you after the current decade of equalisation, is likely to
anticipate introducing some targeting regime or take place, and sowe have got time, all of us, to think
some other regime to work to bring life expectancy about how we can deal with this problem. It is an
up for those groups that do not enjoy the average? issue, I accept that, but, as I said, I think it is essential
Mr Hutton: The Government has set out already that we go through with this change of raising the
some targets for tackling heath inequalities, which is State Pension age. If we do not, we will literally
the way that we have phrased it and the way that we create a funding problem for future generations in
would like to approach this problem, reducing our State Pension system, and I do not think we
variations in mortality between socio-economic should hand those problems on to our kids and
groups, if there are already public service agreement grandkids. It is our responsibility now to sort these
targets to do that, and I think the Department of problems out and this is the way to do it.
Health is making progress in that direction. I think
it is worth reminding ourselves that life expectancy is

Q359 Philip Dunne: The other fairness issue which Iincreasing for all socio-economic groups. However,
think is out there at the moment as a result ofhaving said that, this issue, I know, of increasing the
political decision is the question of fairness of publicState Pension age is a concern for many people,
sector workers being able to retire at 60 and privateparticularly members of this House who represent
sector workers increasingly having to put oVcommunities that do not have the same life
retirement to a later age. Do you see theexpectancy as others. I do not think there is a magic
Government being prepared to change its positionwand, however, for this problem. I am absolutely
on that?convinced that it is inevitable and absolutely
MrHutton:We are not going to change our positionessential that the State Pension age increases in the
on that. Other parties seem to be, if I can be direct.way that we have suggested in the White Paper, not
A year ago I think you were saying that there shouldonly because that is fair between the generations
not be any changes to the public sector pensionbecause it is simply just matching the increase in

longevity, it is not taking away years in retirement schemes; now you are all for change. We have
negotiated change to the public sector pensionfrom anyone. Even at 68, I think you are likely to

have the same length of time in retirement as you schemes and they are going to save the taxpayer
significant amounts of money over the next fewwould now at 65, so we are just trying to match the

increase in longevity, but it is fundamental too on decades, but, fundamentally, people tend to confuse
two quite diVerent things here. In relation to thethe aVordability side. The changes that we are

proposing generate literally tens of billions of public sector, we are talking about the normal
pensionable age in those schemes going up from 60pounds in the post 2020 period, where the costs of

this reform package become the most intense. We to 65, and for existing workers they will stay at 60
where that is the existing age—they will stay athave got to find a way of providing for aVordability

between now and 2020, but I think largely the whatever their existing age for the MPA is for those
schemes—but the changes we have been talkingincrease in the matching of State Pension age

between men and women does that, it broadly funds about this morning are about entitlement to the
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State Pension, which is a diVerent thing. They MrHutton: If you want to propose to the Police that
overlook the fact that, if, for example, you take the they retire at 65 you are welcome to make that
Civil Service, there is a huge amount of change and suggestion to them.
churn in employment in the Civil Service. I think last
year it changed by about 10%. So, by the time we get

Q361 Chairman: Secretary of State, can I thank youto 2026, when the first increase in the State Pension
for your usual combative performance today.age takes place, there will be, I think, only aminority
Mr Hutton: Combative! I thought this was myof people in the Civil Service who can still retire at
friendly face.60, and by the time we get to the end of the process

of increasing the State Pension age, I think it will
only be 3% of civil servants who will still have an

Q362 Chairman: There are further questions, butentitlement to retire at the age of 60.
perhaps we could write to you and you could
respond in the usual manner.Q360 Philip Dunne: But there are other categories in
Mr Hutton: Please.which it is much higher. In the Police, for example,

there is much less turn-over? Chairman: Thank you very much.
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Q363 Chairman: Good afternoon everybody. ensure some degree of protection against future
governments wanting to change elements of it, andWelcome to this further session of our pensions

inquiry, and a particular welcome to our three a Commission that would be charged with
continuing to advise, for example, on details of theguests. Can I start by asking you to introduce

yourselves and explain your roles, please? State Pension system and the level of the compulsory
contributions that would go into the NationalMs Lewis: I am Michelle Lewis. I am the Pensions

OYcer for the TUC. Pension Savings Scheme. That would have been one
mechanism that, we think, and, we will be arguing,Ms Carberry: I am Kay Carberry. I am the TUC

Assistant General Secretary. would help sustainability.
Mr Stanley: I am Nigel Stanley. I am Head of
Campaigns and Communications at the TUC.

Q366 Chairman: To be cruel, do you think a quango
can guarantee sustainability; because the standingQ364 Chairman: It is good to have you with us. If I Commission would be only a quango, it would notcan start, do you think the Government has got have any statutory powers, would it?things broadly right with its State Pension reforms,
Ms Carberry: I did not use the word ‘guarantee’ andas outlined in the White Paper?
a quango certainly could not guaranteeMsCarberry: I think, broadly right is howwe would
sustainability; but with the absence of anydescribe it. We have yet to discuss with our General
continuing machinery that would be separate fromCouncil their detailed response to the White Paper,
government you have less chance of ensuringbut the TUC has already given a broad welcome to
sustainability. It would be something which couldthe White Paper. Before it was published we had a
help.few notional tests that we wanted it to meet and one

was that the basic State Pension should be indexed
to earnings, so it passes that test. We wanted to see Q367 Chairman: What do you see as the role for
help given also to people who spend time out of the trade unions in ensuring sustainability?
labour market, and particularly, obviously, carers, Ms Carberry: One role of the trade unions,
and it passes that test. We wanted to see a particularly in the workplace, is to encourage people
continuation of special attention and special to save for their own retirement, and we would see a
assistance to poorer pensioners andwe do see that as very active role for trade unions in selling the notion
part of the proposals. Of course, also we wanted to of a new National Pension Savings Scheme and
see some element of employer compulsion in a encouraging their members to participate in it and
National Pension Savings Scheme, and we find that take advantage of it.
we have got that as well. Broadly speaking, yes, they Chairman: Thank you.
have got it right.

Q368 Mrs Humble: You asked a question about theQ365 Chairman: One of the key tests that
role of trade unions. I suppose I ought to put onGovernment set was that any system should be
record that I am a member of the Transport andsustainable. How do we ensure we get a sustainable
General Workers’ Union and draw attention to mysystem for future generations?
entry in the Declaration of Members’ Interest. IMs Carberry: One of the omissions from the White
want to talk to you about personal accounts, auto-Paper that we were disappointed at was the absence
enrolment and information. The Department forof a suggestion for any continuing machinery to
Work and Pensions estimates that opt-out rates willoversee the national pensions system in Britain, and
vary between 20 and 50%, people who will not beby that we mean both the state system and private
taking part in the NPSS. Do you think that there aresavings. One of the points that we made in response
particular groups of workers whose participation isto the Pensions Commission Report was that we
central to the success of the scheme and, if so, howwould want to see some continuation of a Pensions
can the Government ensure that those peopleCommission in another guise. It would have the

responsibility to continue to oversee the system and actually are within it?
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Mr Stanley: I think it is very hard, before we know keep it simple and think about the various obstacles
that groups might have and do what can be done toprecisely how the NPSS is going to work, to try to
overcome them.guess how many people are going to opt out of it.

Clearly, it will be appropriate for some people to opt
out of the NPSS. If you are just coming up to

Q370 Mrs Humble: What about those workplacesretirement, probably there will not be much point in
where there is not a trade union representation; thathaving a couple of years in it. If you are low-paid and
occurs often in small workplaces where an awful lotthink that you are going to be low-paid for some of people are employed. How can we get thetime in your life, it may not be worth your while information out to them, especially if, as the

because of the intersection with means-testing. The evidence seems to show, small employers are the
real test is whether it gets in that vast group of ones who are the most reluctant to get involved in
workers who earn perhaps median income, a bit this scheme; how can we get at those employees?
below median income, to whom the personal Ms Carberry: There is obviously a role for
pensions industry has never been successful at selling Government in campaigning and providing
personal pensions, and who work for the employers information and advice; there is a role for employer
who do not have good occupational schemes. They organisations as well. The other ingredients in this,
are the real target audience for the NPSS, and the if I could suggest, lie in the technical design of the
real test is whether suYcient numbers of them join to scheme and the degree to which it is easy for people
make it a worthwhile public policy initiative. to opt out, or the degree to which there is a

disincentive to opt out. The other ingredient is
enforcement, because we know that someQ369 Mrs Humble: You have raised a very
employers, a minority of employers, are very likelyinteresting point, about the fact that for some
to find ways of encouraging people to opt out, andpeople, and certainly at particular times in their
so there is a role also, besides advertising andlives, it may be a perfectly rational decision not to
information directed at employees, for enforcemententer into a pension scheme. On the other hand, they
to prevent employers discouraging people frommight be the very people that you are talking about,
remaining in.people on median incomes but those who may have

family commitments, may be newly graduated and
have debts from university, and the like. How can Q371 Mrs Humble: One aspect of the design of this
they be convinced? Is there somewhere in the scheme which might actually make people more
workplace for giving out information and saying to reluctant to get involved is the fact that it is aDefined
these people, in spite of the pressures upon their Contribution scheme and a Defined Contribution
finances, “It is still a good idea to get involved in scheme has inherent risks in it. Do you think that

there should be information given about that, aboutsaving for your pension”? Of course, the NPSS will
the fact that there are risks in this as well as benefits?be running alongside other changes in the State
Mr Stanley: Ideally, we would like a nationalPension, which in the long term ought to be making
Defined Benefit scheme, but that is not going toit in their long-term best interests actually to sign up.
happen, that is not real politics, so we are going toMr Stanley: I think we would agree with that, and
have some kind of Defined Contribution scheme. Icertainly unions have got a role, and I think I would
think, again, the design of the scheme, there needs tobe quite enthusiastic about that, in persuading
be a simple default option, probably it needs to bepeople to join theNPSS.After all, theNPSS is a kind
lifestyled so that the risk of the investmentsof ‘buy one, get one free’ savings scheme; you put
decreases as people approach retirement. The idea ofsome money in and your employer puts some in too.
having one simple, single scheme, where there is aThat is an attractive deal for most people. I think
default choice that makes sense for most people, is athere are a number of things that can be done to
way of getting people in. Yes, of course, people havemake the NPSSmore attractive. I think the idea that
got to explain the risks; some will not be happy withit is as simple as possible but the same choices are on
those. If they want to, they should have the optionoVer in every workplace makes it easier for
instead to go for a much lower-risk investment,organisations like ours to promote it with national
although the evidence shows that over a lifetime thatmaterial, it makes it easier for the Government to
will produce a much smaller pension than one withencourage take-up and it will make it cheaper to run
some risk in it, but that choice has to be there. I thinkas well, which I think will make it attractive. I think
it has to be explained but I think people understandthere may be some other ideas as well. One idea
that investments may go up and down over a shortwhich has been put to us, which we have not
period of time, but over someone’s working lifetime,discussed properly but is interesting, and the White
that is a long period of time, there is a pretty goodPaper draws attention to this, is the experiments
chance that they are going to increase much morewhich have been done in the States, and now there
significantly than safe, low-risk, fixed interest rateare some pilots here, about letting people gradually investments.opt in at the individual level, so, in a sense, they are

committing part of their wage increases every year to
the NPSS, which might be a way as well of Q372 Jenny Willott: I want to go back to an issue
encouraging people to make the transition from not just raised, about enforcement, and so on, and about
saving to saving. I think there are a number of ideas the compulsory nature of employer contributions.

How much of the additional cost of the employerthat can be had, good education, good promotion,
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contributions do you expect to see absorbed through from a standing start. The idea that both the
employer’s and the employees’ contributions wouldlower wage increases and how much, do you think,

through lower profits? be phased in would be realistic, I think, but there
may be other employerswhowould not feel that theyMs Carberry: It is very hard to predict that now. It

does seem likely that, over time, some employers needed to phase in their contributions, possibly not
all employers will want to do that, and one assumeswould seek to recover the costs of their contributions

through lower wage increases. It seems likely that that employees would always have the option of
making greater contributions from the outset, if thatsome employees would accept that, particularly

when they can see and it becomes more obvious to was what they wanted to do.
themwhat the benefits of contributing to the scheme
are to them. It is impossible now to predict exactly Q376 Jenny Willott: Employees who opt out of the
how that is going to play out; it would be naı̈ve to scheme, if we accept that over time wage increases
expect that over the long term there would not be are likely to be smaller because of employer
some impact on wage increases. contributions, should we be concerned about the

impact on low wages due to the double whammy of
not opting into the scheme and having lower wageQ373 Jenny Willott: You expect it to be fairly
increases?gradual?
Ms Carberry: I think that the important thing for usMsCarberry:The schemewould be phased in, so the
all to do is to continue to put over the message toeVects, if there were to be any impact on wages,
people that they are going to be better oV opting innecessarily would occur over time with the phasing
and staying in the scheme, even if they see that thisin, but we would expect the impact to be much
is having an impact on their wages. It goes back tolonger-term beyond the phasing-in process. It is
Nigel’s ‘two for one’ phrase. We have to continue togoing to vary enormously between workplaces,
convince people that they stand to benefit if they staybetween industries, it will depend to an extent on the
in the scheme because they get “free money”.degree to which there is a trade union in the

workplace; there will be a huge number of variables.
Q377 Jenny Willott: Even for those who would not
benefit necessarily from being in the scheme?Q374 Jenny Willott: As you have just mentioned,
Ms Carberry: Those people that Nigel talked about,there is going to be a phasing in of the contributions
particularly very low earners, who will not benefitover a three-year period, possibly longer for small
from the scheme, were never going to benefit from aemployers. Since there is plenty of time between now
new national savings scheme. I see the crux of yourand when it actually kicks oV in the first place, do
question is that they would not be in the scheme andyou not feel that people have long enough to plan
also they would suVer from lower wage increases,what benefits there would then be from phasing it in
but again it is diYcult to generalise because it isafter that point?
going to depend so much on what happens inMs Carberry: It would be nice to think that in the
diVerent workplaces and in diVerent industries.period before the scheme was introduced people

would plan their finances so that there was not a
shock, but experience suggests that is just not going Q378 Jenny Willott: That is not a major concern of
to happen. Obviously, the pathway needs to be yours?
prepared so that people understand what the scheme MsCarberry: Itmay become a concern over time but
is going to be and what benefits they can derive from what is important to us is to see that this scheme is
it, but I do not think that it would be possible to put in place and that people understand how they
prepare people to the degree that we would not need are going to benefit, that those people who are not
any phasing in. I think that people, certainly who are saving for their retirement at the moment are able to
beginning from a standing start, would find it do so, and particularly those people who get no
diYcult, and that goes both for some employers and contribution at all from their employers to their
a lot of employees. future pension will be able to do so. That is the most

important thing from our point of view.
Q375 Jenny Willott: With the phasing in meaning
that the employers’ contributions are likely to be Q379 Jenny Willott: The level of the employer

contribution, it is proposed that it will be set at 3%,reduced significantly, at least in the first year or two,
would you not have concerns that it would make it in primary legislation; do you think this is sensible

because it is utterly predictable, or do you think thatless attractive for employees to participate right
from the start? it will be better to have some flexibility, so that if it

becomes clear over time that it is not the right levelMs Carberry: We are talking about a tranche of
employers who contribute nothing at the moment, it can be changed?

MsCarberry: Some of our trade unions have alreadyso that is a limited segment of the market. Clearly,
for employees, having a 1% contribution to their expressed disappointment at the intention to include

the level in primary legislation, and disappointmentpension scheme is less attractive than having a larger
contribution to their pension scheme, but many of also at the proposed 3%. One of the things that has

concentrated our minds though is the need for athe people thatNigel was talking about, in answer to
the first question about those who are going to opt national consensus on the way forward, and the only

way that we are going to achieve and maintain theout, themselves are going to find it problematic to
think about beginning to save, if they are starting degree of consensus that there is already, and that
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means particularly buy-in from employers and about it. In some senses, there are an awful lot of
employer organisations, may be to start oV with the medium-sized, smaller engineering companies which
level specified in primary legislation, but it will not I think exactly fall into that category. I take some
be widely welcomed by all of the TUC aYliates. hope from that. We have got to monitor it carefully

but there is no inherent reason why it should not
succeed.Q380 Jenny Willott: Moving on to the issues of

enforcement that you also mentioned earlier, the
TUC has raised concerns about employers

Q383 Jenny Willott: The final area is about thoseencouraging employees to opt out, so that they do
who have non-standard work patterns, so those whonot have to pay the contributions, and you ask that
do more than one job, part-time, lots of temporarythe Government put in place adequate safeguards to
contracts, and so on; how do you see it working inprevent employer abuse. What sorts of safeguards
reality for people like that?should those be?
Mr Stanley: It is another argument for keeping theMr Stanley: I think a very clear signal needs to be
scheme really simple so that the choices are the samesent, right from the start, that this is unacceptable
in every workplace, so that people who change jobsbehaviour. The comparison which is sometimes
frequently do not have to start going to a diVerentmade is with the Working Time regulations, in
provider, chosen by a diVerent employer, or have towhich employees can opt out of that. Frankly, the
make a new set of choices about where their savingsWorking Time regulations probably are the least
go. I think it is that absolute continuity. The ideal forunderstood, the least enforced, the most ineVective
us would be a scheme where, if people have opted in,bit of labour market regulation we have in the UK,
that information is held and the contributions areand this has to be the exact opposite, it has to be
collected eVectively in the same way that Nationalvery, very clear. The Minimum Wage is enforced
Insurance contributions are collected, becauseproperly, the Inland Revenue are very tough with
people understand that; it is simple, it is well-people who breach it; it does get breached, but
enforced, and the National Insurance system copes,clearly it is not acceptable, it is not something that if
on the whole, with people following atypicalfound out it is cracked down on. I think we need to

look at ways in which this can be done. There need working patterns. That is themodel thatmakesmost
to be ways in which employees can shop employers, sense for people who do not have steady jobs for
there need to be investigations, there needs to be long periods of time.
investigation of unusual patterns of opting out in
workplaces and there need to be eVective penalties

Q384 Jenny Willott: Do you see any particularagainst employers who are guilty of this. I think, in
enforcement issues around people with those sorts ofthe end, most employers will sign up to it, and
working patterns?actually, once people have got through the initial
Ms Carberry: If people have got brokenresistance, I think employers, and small employers in
employment or multiple employers, enforcementparticular, will welcome a scheme if it is simple, if it

is very easy for them to implement and the obviously is more diYcult. I think you were also
contributions are not actually that great at the end including in your question people who are self-
of the day. One would hope that it is not a problem, employed, or who might be self-employed for a
but, if it is, there should be a quite clear legal period. One of the advantages of the scheme would
response to it. be that theywould be able to opt in, in the first place,

and that if they had periods of self-employment and
periods of employment they would be able to remainQ381 Jenny Willott: Are there lessons from the
in the scheme and continue to make contributions.Working Time Directive that can be learned and

applied?
Mr Stanley: Yes; do not do it that way.

Q385 John Penrose: I want to ask some questions
about occupational schemes. I would like to start oVQ382 Jenny Willott: That sounds simple. Is there a
with a fairly fundamental question, coming back torisk that the key target group of this, which is those
a point which I think Nigel Stanley made in relationon lower earnings in small and medium enterprises,
to the NPSS. I think you said that you would haveare those that are most likely to end up outside it,
preferred it if that had been a Defined Benefitand what can be done to ensure that does not
scheme, rather thanDefinedContribution. I was nothappen?
clear whether or not you have a structural preferenceMr Stanley: In some senses, the scheme, as you say,
for a Defined Benefit scheme as opposed to Definedis designed for exactly this group, they are the
Contribution across the board, or not, so I supposeemployers that do not contribute to pensions, on the
I had better start by asking you that?whole. Our feeling is that actually a lot of employers
Ms Carberry: We have been very clear that wewill welcome it, if it is done well, it is not a huge
deeply regret the decline in Defined Benefit schemesobligation, I think the fact that it will be universal,
generally. As far as the NPSS, or whatever it is goingso there will be a level playing-field, to use the cliché,
to be called, is concerned, we are realistic, and that isand I think if it is sold well and marketed well. You
why we accept that it will be a Defined Contributionare hearing from the Engineering Employers
scheme and we can see that there are advantages inFederation in a later evidence session.Having talked

to them, their members are really rather enthusiastic that as well as disadvantages.
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Q386 John Penrose: When it comes to occupational presumably, rather than an outright Defined
Contribution scheme, as a sort of ‘not so bad’schemes in general, are you saying that you think

that Defined Benefit schemes are inherently superior alternative?
MsCarberry: This is what unions have been activelyto Defined Contributions, or simply that they tend

to have slightly higher contribution rates than doing. Unions have been talking to employers to try
to maintain DB schemes, or at least maintain themDefined Contribution schemes, and therefore they

pay out better? to existing members, where it is not possible to keep
them open to new accruals, and clearly it is better forMs Carberry: We know that there are some good

Defined Contribution schemes but also we know, some sort of hybrid scheme to replace a DB scheme
where there is a sharing of risk than to go completelybecause it is blindingly obvious, that where you have

Defined Benefit schemes closing and being replaced to a DC scheme where the employee is going to bear
all the risk.by Defined Contribution schemes, in most instances

the employer contribution goes down. Unions are
spending a lot of their time in workplaces now trying Q390 John Penrose:What would be your reaction to
to prevent that happening or, where they cannot people who are concerned that, because the labour
prevent the DB scheme closing down, trying to market is changing, it means it is very, very hard
ensure that the employer contribution to the DC nowadays to use a pension scheme, of whatever type,
scheme is maintained. Some unions have also been as a way of attracting and retaining good employees,
quite successful, where they see they cannot prevent it is less eVective as a way of bringing in talent than
the ending of the DB scheme in its present form, in perhaps it used to be, compared with cash, as part of
arguing for some sort of hybrid arrangement, where your salary? Is there a particular reaction to that, do
the risk is shared in a diVerent way between the you know?
employee and the employer. It is obvious, if you look Ms Carberry: The impression that we have is that it
around the pensions landscape, that people who are is rather going in the other direction, that up to now
inDB schemes, by and large are likely to end up with having a pension scheme has not been particularly
a better pension than those that are in DC schemes. attractive as a recruitment tool. It is only anecdotal,

of course, but we have heard more and more
employers say, particularly as there is a newQ387 John Penrose: I am sorry, the point I am trying

to drive at is, if you had an employer who wanted to consciousness abroad about the value of pensions,
that actually it is becomingmore useful to them. Justclose a DB scheme and replace it with a Defined

Contribution scheme without changing the rate of looking at the recruitment pages of newspapers, you
can see more employers mentioning that there is acontributions by the employer at all, would you

regard that as a step forward, a step backward, or contributory pension scheme. I would think the
trend is rather in the other direction.would you be indiVerent?

Ms Carberry: It changes the risk, does it not; if that
happens, the risk falls onto the shoulders of the Q391 John Penrose: I guess that is quite surprising,
employee, whereas they have got more security in a because I thought part of the reason usually cited for
DB scheme because the risk lies elsewhere. employers cutting their contributions is because they

reckon it is an increasingly ineVective way of
hanging on to talent. They would not have beenQ388 John Penrose: Are you saying, the employees

shouldering that risk, which potentially may result paying out all this money for all these years, in, as
you said, comparatively expensive Defined Benefitin some of them having higher returns than under a

DB scheme, that is a bad thing, in your view; there schemes, for the last 20, 30 or 40 years, if they did not
think it was sensible, or do you believe they haveis a structural advantage to a DB scheme that the

employer shoulders that risk, is that what you are been making a crashing mistake and now they are
heading in the wrong direction, just as it is gettingsaying?

Ms Carberry: If you are asking for our preference, important?
Ms Carberry: I think that there are other reasonswe would prefer people to be able to remain in good

quality DB schemes, and one of the reasons for that, why employers are cutting back their contributions
to DB schemes, or seeking to close them, either to allapart from the question of risk, is that the outcome

is more predictable than it has been up to now, members or just new entrants: the life expectancy
tables, the accounting requirements that havebefore the era that we are in, where schemes have

been cut back and benefits have had to be reduced. created, if I can put it like that, hugely greater deficits
than some employers expected to find in theirI think, for people at work, the element of

predictability in a DB scheme, the sense that they pension scheme. There are practical reasons why.
can have a degree of certainty about the replacement
rate for their salary once they retire, does mean that Q392 John Penrose: Forgive me; that is a reason for
DB schemes, by and large, are superior. I think that switching from aDB to aDC scheme, not for cutting
is demonstrable, particularly when you see some of your contribution rate?
the poor performance of some well-known DC Ms Carberry: Employers are reacting in diVerent
schemes. ways to the problem that many are up against, which

is increasing deficits in their pension schemes. When
you find yourself in that position there is a menu ofQ389 John Penrose: Are you arguing, therefore,

that, if somebody has got to come out of a DB options and employers are choosing from those
options. I think that is separate from whether or notscheme, you would prefer a hybrid scheme,
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having a pension scheme in your workplace into projected pension I will get. A statement from an
AVC will give me a nice, impressive sum of money,which you contribute is or is not a good recruitment

tool. I think what is driving the action that some but, in terms of what pension, it will depend on so
many things, like annuity rates at the time. It growsemployers are taking at the moment is less a

perception that it is not a useful benefit and more a and it looks good and I am impressed by it, but it
does not give me much of a basis for financialnecessity, because they have to find ways of possibly

sustaining those schemes or adapting those schemes planning because of all the uncertainties that there
are there. I think that Defined Contribution schemesin the face of deficits that have been driven by

outside factors. are clearly better than no scheme. Hybrid schemes
share the risk, which I think has great advantages,
although they tend to break the general preferenceQ393 John Penrose: Is there any argument at all to
everyone in the pensions world has for simplicity;say that one of the advantages of a Defined
explaining them can be quite hard, but they do haveContribution scheme is that people can see they have
their advantages, in terms of scheme design. If yougot an individual, personal pot and that may be a
are suggesting that there is an inherent advantage inmore eVective way of retaining quality staV,
Defined Contribution schemes because they arecompared to a Defined Benefit scheme where, by
more transparent and easier to understand, I do notdefinition, it is pooled and there is less of a sense of
think we would agree with that. There is anindividual ownership, in the end? Really you
advantage in them that you do own the pot ofsacrifice certainty but you gain other things instead,
money, and that has an advantage if there is aand you did not seem to be valuing those other
problem with your employer, that is an advantagethings above the certainty when I asked my earlier
for them.questions.

Ms Carberry: I am certainly not intending to sound
as though I am denigrating all Defined Contribution Q396 John Penrose: I was not expressing a
schemes, or those employers who have contributed; preference for either one. Because you guys startedon the contrary, where employers are contributing oV by saying that you felt Defined Benefits wasto DC schemes, that is better than not contributing better, I wanted to put the other side and see if it wasat all. Again, going back to I think the crux of your credible. Have you done any surveys of yourquestion, if you are asking us whether we have got a

members about their preferences for certainty versuspreference, it has always got to be preferable for
clarity of ownership of a pot of money and thesomebody to be able to assume that in their
various diVerent pros and cons of the two diVerentretirement their income will be a defined proportion
types of scheme?of what they have been earning, rather than
Mr Stanley: Not directly, in that way. I think thesomething which is more uncertain. Knowing what
best research that has been done into people’syour pension pot is going to be does have its
preferences is probably byWhich?. I think you haveattractions. Worrying about what it is going to be
got them at a future evidence session and you mightwhen you are into your sixties is not so attractive. It
want to ask for some of the details of what they havegoes back to DB schemes historically having a
done. I think, basically, the thing that comes outgreater degree of predictability, which people value.
from almost all the opinion research and discussions
is that people find pensions really frightening, they

Q394 John Penrose: You would not accept, do not really understand them and they do not trust
therefore, that schemes to reduce that uncertainty as very many people in the pensions debate. I think the
you near retirement age, for example, by switching advantage of the scheme put forward in the White
into more certain-value investments, fixed-income Paper and in the Pensions Commission, the idea of
investments, for example, would increase the a simple, default, National Pension Savings Scheme
amount of certainty in a Defined Contribution which is the same for everybody, is something which
scheme? In fact, if you are 5 or 10 years oV retirement I think people will welcome. That came out, I think,
age and you are in a Defined Benefit final salary also in the Government’s big pensions A Day
scheme, you still have not got much clue what your consultations, which we looked at quite carefully, as
final pension is going to be because you do not know we always ask hard questions about evidence likewhat your final salary is going to be until you get this, which I thought was a well-designed bit ofthere. I am just intrigued by the trade-oVs which you genuine public consultation.seem to put, all the assumptions you are making as
to why Defined Benefit is better?
Mr Stanley: You can reduce the risk. I think Q397 John Penrose: I am just intrigued, because if
something is either certain or it is not, really. I think you have not done any polling or questionnaires of
degrees of certainty is a rather interesting concept. your members, does theWhich? survey that you are

describing, for example, prove the point you are
trying to make about the preference of people forQ395 John Penrose: Getting closer to certainty,
certainty over owning their own pot of money andperhaps I should have said?
the benefits, or otherwise, of a DefinedMr Stanley: I get statements, good, well-written
Contribution scheme?statements, about the contributions in a Defined
Mr Stanley: I think certainty and ability toBenefit scheme and also in the AVCs I pay, and,
understand what is going on come through prettyfrankly, I find the Defined Benefit statement much

easier to understand because it can point to a clearly in most of the opinion research.
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Q398 Chairman: Can I just go back to DB/DC. Is it mixture of social policy, for example, in the Health
Service, and employment policies, so that we couldthe case that DB is fine if you are in an occupation

where you get a rise in salary for ever, whereas if you be looking to ways that we could design jobs
diVerently, even for people who are doing manualare a manual worker your earnings tend to decline,

particularly once you get over 60? Is it not actually work, so that it is easier for them to stay in the labour
market if they should choose. We could look atprejudicial to those that are in the heaviest

employment, no disrespect, it is fine for white-collar improving occupational health, so fewer people are
finding themselves taking ill-health retirement. Weworkers, it is fine for civil servants as a final salary

scheme, but where almost inevitably your earning could do more to make it easier for women
throughout their working lives to maintain theirpower declines in later life a DB scheme can actually

work against you? adherence to the labour market, and particularly as
they get older to remain in the labour market at theMr Stanley: It is certainly not the case for all DB
same level. Older women find themselves with caringschemes, because an ‘average salary’ scheme would
responsibilities and it is diYcult for them to get backstill be a Defined Benefit scheme but would take
into the labour market, if they have had to haveaccount of that. Certainly, unions have negotiated
some time oV. There is quite a lot that can be done‘average salary’ schemes and they do make sense,
there, and the Women and Work Commission hasparticularly in those sectors, like retail, where that
made some very good suggestions. We need to dokind of pattern of rather diVerent kinds of
more, focus more attention on the education andemployment can take place, people doing diVerent
training of older workers and improve their skills tojobs at diVerent stages of their life-cycle and perhaps
open up new opportunities for them, which may notearning diVerent amounts of money that can change
be there at the moment. We need to look a bit morea lot. There is an argument in some sectors for that
at flexibility within both the State Pension andbeing the best kind of pension. The answer to so
occupational pensions to see whether we canmake itmany of these questions is that it depends on so
easier for people to draw part of their pension whilemany other factors, and, yes, there are some people
continuing to work. There is a lot that can be done.who are not typical. There are not verymanymanual
It is also very probable that, as we go into what isworkers though in Defined Benefit schemes any
going to be characterisedmuchmore as aDCworld,more; the decline of Defined Benefit schemes means
what people have got as a pensions pot will becomethat they are confined rather largely now to people
more visible to them and there will be an incentivethey suit, I suppose.
for them to stay in the labour market, because
obviously the longer they stay the bigger their pot is

Q399 Harry Cohen: I would like to ask you some going to grow. We hope that the focus of the debate
questions about later working and the state about increasing or not increasing the State Pension
retirement age, particularly on the state retirement age can be more in that territory, increasing
age, to start with. It is very interesting that you are participation rates in the employment market.
amongst a select group, the TUC, who expressed
opposition to the core proposal, I think it is a core

Q400 Harry Cohen: That is an interesting list and Iproposal, of a state retirement age of 68, albeit in the
want to come back to some of those things; in a way,year 2046, Citizens’ Advice and the National
they amount to a new package, perhaps a newAssociation of Women and Age Concern, with
consensus, I do not know, but certainly a newprovisos, expressed concerns about it as well. You
package there. Before I do that, can I just pick yousaid in your opening remarks that you want a broad
up on life expectancy. One of the things that Turnerconsensus, that this is a package. Really I am trying
said, the Government said, was the retirement ageto gauge the strength of your opposition to this
can go up to 68 because life expectancy is increasingretirement age. Would you want other measures to
quite rapidly, they claim, and for all sectors. Do youmute your opposition?
think life expectancy should play any part inMs Carberry: You will be familiar with the
determiningwhat the state retirement age should be?arguments that the unions have made about this
Ms Carberry: I think it is diYcult for our colleaguesissue. Essentially, they boil down to the
in trade unions to look ahead and predict howdisproportionate impact on the lower
people in certain socioeconomic groups are going tosocioeconomic groups and also, they would argue,
find themselves in their later years. There is lifepeople who have worked in hard manual

occupations, who would find it more diYcult to expectancy and there is healthy life expectancy, and
at the moment it is very clear that diVerent membersremain in the labour market, for obvious reasons.

What we are concentrating on at the moment is of society have a diVerent experience of retirement
and older age, in terms of their levels of health letlooking at ways in which we can make the labour

market experiencemore conducive for olderworkers alone how long they are likely to live. Unions’ minds
are concentrated very much on the fact that if youand make it easier for older workers, and, by older

workers, I mean people from their late fifties up to are poorer not only are youmore likely to die sooner
but the quality of your life in your later years is likelythe retirement age where it is at the moment, make

it easier for them to stay in the labour market. We to be lower than if you are better oV. If you are
talking about life expectancy, I think we should nothave published suggestions about how we can do

that and increase the overall level of employment in do that without also talking about the quality of the
life of older people in diVerent groups. While therethat age group without defining it specifically as a

band of years. We have argued that we need a is a disproportionate disadvantage if you are poorer,
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it does seem unfair, to our unions, to have a business, from government, maybe even from the
unions, to break that down; are there any particularuniversal increase in the State Pension age. We are

talking about the State Pension age being raised sectors in the economy where it is particularly
diYcult for people to work longer?possibly at some point in the future and it may well

be that if we can see it being more conducive to Ms Lewis:We are almost due to publish a report on
this, looking really closely at the labour market andpeople in certain occupations to remain in the labour

market, if they are able to make choices about how older workers, the participation rates, how they vary
from region to region and what more can be done tothey remain in the labour market, if they are able to

work part-time, for example, and if people are overcome the barriers that exist. I think we could
circulate a copy of that to the Committee, if thatleading healthier lives into retirement, that view will

change. Very understandably, unions are worried, would be helpful.
when they look at theirmembers now, when they are
reaching theirmid sixties, andwhere it does not seem Q403 Harry Cohen: That would be very helpful. Is
immediately just, to expect somebody who has had there much work-based training for over-50s at the
a very hard working life to retire at the same age as moment, and is there much in relation to
somebody who has worked in a nice warm oYce. communicating options for people in this older age

group; should a lot more be done there? You talk
about the gradual transition rather than a great cut-Q401 Harry Cohen:That is a very interesting answer

and it echoes what a lot of other people have given oV between work and retirement; could more be
done in that field as well?evidence to us about, on the health inequality aspect

of some socioeconomic groups having lower life Ms Carberry: What we would like to see is people
having realistic optionswhen they are older. In orderexpectancy and being more ill if they do get to that

older age and in that way. As a constituency MP, for those options to be realistic, we are talking not
only about how jobs are designed and how work iscertainly I know, in deprived areas, a lot of my

constituents in those groupings suVer quite an early organised in the workplace but also about
individuals’ skills. You are right to imply that notburn-out really, so longer working is not that great

for them. Also, the evidence talked about some enough attention is being given to education and
training for older workers. There is a mixture ofworkers starting work a lot earlier, so doing very

many years, and a later retirement age is not of measures that we need to take, both in terms of
individuals’ skills capital and what is happening inbenefit to them particularly. We have

extraordinarily long working hours in this country, workplaces, and we have not mentioned age
discrimination. It is particularly diYcult for olderthey are the longest in Europe, and that also will

contribute to a problem, presumably, for people people who have been out of the labour market to
get back in, even if they have got the skills, becauseretiring late, that burn-out problem. I am interested

in what your reply is there, because do you think that there are still stereotypical attitudes about what
older people are capable of. There is a verythis new package you are talking about should

incorporate tackling those measures, or really are widespread view that they are not trainable and that
they will not be flexible and they will not beyou saying let us have a two-tier, or maybe a three-

tier, retirement age, and for certain groups no adaptable. We have tried, in organised workplaces,
to break down those stereotypes but, regrettably,increase in the retirement age?

Ms Carberry: We are talking about ways of they are still rather pervasive.
Harry Cohen: Thank you very much.improving working life and that includes giving

people more realistic options about whether they are
able to stay in work longer. A lot of people will want Q404 Natascha Engel: I want to ask you something
to do that, depending on what their employment about public sector pensions and, as you are very
conditions are like. A lot of people, as I say, when well aware, there are quite a large number of people
they are faced with a level of income in retirement who feel that it is unfair that the public sector
which depends on what they have accumulated in a pension seems to be more generous than private
DC scheme, will choose perforce to stay a bit longer sector pensions. I am assuming that you disagree
to increase their pension. Also we hope that the with that, but could you tell us why?
Government will look more closely at something Ms Carberry: If you look at the deal that was
that the Pensions Commission recommended, and reached, and of course, on individual schemes, there
the White Paper dismisses slightly, which is the idea is still a lot of detail to be decided, essentially what
of targeting help for poorer pensioners, in other that agreement amounted to was exactly the same as
words, if the basic State Pension age does go up there is happening in a lot of private sector occupational
may be a way, as the Pensions Commission schemes. Those who are already members of the
recommended, of allowing people who are poorer to schemes to whom a promise has beenmade will have
draw the Guarantee Credit from an earlier age. We that promise kept, so they will be able to draw their
hope that the Government will look more seriously pension at the age that was originally promised to
at that than the signs are that they intend to. them when they entered the service and entered the

scheme; new entrants will have to wait longer. That
is precisely one of the items on the menu of optionsQ402 Harry Cohen: That is a good point. Can I just

pick you up then on what barriers you see for older that I mentioned earlier that has been open to
private sector employers. Also you have to take intopeople having jobs in later life than there are at the

moment, and what more needs to be done, from account the degree of turnover in the public services,
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so anybody who leaves, if they leave and then come overall then it does weaken the case that you have
just outlined, about a more generous package forback, obviously will lose their right to the later

pension age. We have argued very strongly that it is public sector workers?
MsCarberry:You are talking about average figures,only right that the public sector should demonstrate

best practice and, as I said earlier, we regret the way which are very deceptive and they hide disparities
between diVerent occupations. I would not bethat many employers are retreating from their

pensions obligations with unnecessary haste. It confident in saying that throughout both sectors
there is an overall catch-up going on, because if youwould have been very regrettable if that had been the

case in the public sector, and we would like to see the looked more closely at the figures and broke them
down between diVerent industries and also diVerentpublic sector continuing to set a benchmark that we

would want private sector employers to try to reach. occupations you would find that was not the case. In
any case, fundamentally, the public sector pension
deal was about public authorities honouring anQ405 Natascha Engel: How does private sector pay

and public sector pay compare today? obligation and a promise that they had given to their
employees, and we would like to see all employersMs Carberry: You would have to be very specific

about which jobs you are talking about. If you are doing that.
Mr Stanley: Even if you accept that argument, thatcomparing similar occupations, in some areas in the

public sector you will find pay very much lower than public servants now are catching up, that may be
true, that may not be true, but it almost makes thecomparable jobs in the private sector; in other areas,

if you make direct comparisons, you may be seeing point, that pensions is about pensions they have
already built up in the past, when, on that argument,a bit of a catch-up. It is very, very diYcult to give an

all-encompassing answer to that, because obviously demonstrably they were getting lower pay than in
the private sector; so you can have that argumentit is going to vary hugely.
both ways.
Chairman: Thank you very much. It is good to haveQ406 Natascha Engel: What I am driving at is, and

you will be aware as well, there is data showing that had you with us today, and you will read your
comments in the final report, I have no doubt.the public sector actually is catching up with the

private sector, and if you are taking that as an Thank you.

Memoranda submitted by EEF Ev 207–211, CBI Ev 354–364 and
Federation of Small Businesses Ev 353–354

Witnesses: Mr David Yeandle, Deputy Director of Employment Policy, EEF, the manufacturers’
association;Ms Susan Anderson,Director of Human Resource Policy, CBI; andMr Mike Cherry,National
Spokesperson, Federation of Small Businesses; gave evidence.

Q407 Chairman:Good evening and welcome. Can I disappointment that the Government have decided
to move ahead with compulsory employerask you to introduce yourselves, just briefly, please?
contributions.Ms Anderson: I am Susan Anderson. I am Director

of Human Resource Policy at the CBI.
Mr Cherry: I am Mike Cherry. I am the Chairman

Q410 Chairman: Sorry; the question was on Stateof the Financial AVairs Committee at the
Pension reform, not NPSS?Federation of Small Businesses.
Ms Anderson: I am sorry. When you said StateMr Yeandle: David Yeandle, Deputy Director of Pension I was thinking of the whole package. I willEmployment Policy at the EEF. remember that for the future.
MrYeandle: I think, broadly, we very much support
the view which has been expressed to my immediateQ408 Chairman: It is good to have you with us. Can
left, that this is a comprehensive and, veryI ask you, to start with, if you think the Government
importantly, an interrelated package. We do nothas got it broadly right with its State Pension
think that aspects of it would work without areforms?
simplified State Pension system. We are particularlyMr Cherry: I think, generally, the package that has
pleased that the Government has retained thecome up is certainly a sensible way forward. I think
contributory system for determining eligibility forthat we all recognise, and that is all the employer
the basic State Pension but with reforms whichorganisations, that the Government has genuinely
properly reflect how today’s society has changedattempted to deal with the problem that we are all
from what it was 20 or 30 years ago. In particular,faced with; so, yes, the package, in broad terms, is
hopefully, this should provide the possibility forcertainly acceptable.
women, in their own right, to have the same
opportunity as men to earn the full entitlement to a

Q409 Chairman: Are you all happy with that? basic State Pension. This issue came out very
Ms Anderson: Just from the CBI perspective, we strongly when we were talking to our members; they
thought that the broad package was acceptable, but felt very strongly that this unfairness in the system

needed to be addressed and they are very pleasedyou will be aware that we have expressed
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that the Government has gone down this route. We Government’s need to contain costs, whether it is the
employers’ need also to examine costs, particularlyare, however, slightly concerned. We recognise that

the State Pension reform is a simpler process, with bearing in mind the burden on smaller firms, and
indeed employees’ acceptance of the need that theysimpler arrangements than currently we have;

hopefully that will enable people to be able to are going to have to save more and work longer. If
we look at the package, we have got the broad detailsdetermine with a greater degree of certainty what

their State Pension entitlement will be when they but there is a lot there where we need to work out
more detail, and obviously that is what we are goingcome to retire. We do have some reservations, that

frankly it is still quite complicated and indeed has to be doing with colleagues from the employer
community, with other stakeholders. I think we arequite a long transition period, and there is always the

danger that in a long transition period changes may at an early point, in a sense; we have got the broad
settlement, but there is quite a lot of detail to bebe made before eventually we get to where we hoped

wewere going to get; therefore, some reservations on worked out.
that but not of any great significance.

Q412 Chairman: I think it was entirely predictable,
from employer representatives and employeeQ411 Chairman: There will be specific questions on

these areas, but just sticking with the generality, one representatives, which bits of the package were
acceptable and which were not. I do not think thatof the main challenges that Government set was that

any revised pension system across the piece had to be anybody has been surprised by the responses. Can I
throw one thing at you. A very large group of peoplesustainable, particularly for future generations.

What role do you see for yourselves, as employers that are seriously under-pensioned are the self-
employed, I think, Mike, probably more in yourorganisations, in achieving that sustainability, and

what are the barriers? arena than the CBI and the EEF.What do you think
can be done to get this group into the pensionsMr Cherry: I think, from the smaller businesses
arena?point of view, and this is why the Federation does

diVer from my colleagues inasmuch as we would Mr Cherry: I think the basic problem is that, when
you are looking at a lot of the self-employed, you aredefine a small business very much as 20 or under,

which of course represents the vast majority of our looking at very, very small businesses indeed,
probably with one or two members; their turnovermembership and also it represents the vast majority

of businesses here in the UK and in Europe, there is may be incredibly low, compared with that of larger
colleagues. By that, I am talking of around maybea very distinct problem there which has to be

recognised. It is an issue that must be addressed, and only £50,000, £30,000 of turnover. Obviously, others
will have a much larger pot that they have been ablewhilst theGovernment is saying that there is an issue

there, I do not think they understand the full impact to go at, with their businesses doing a lot better and
in diVerent sectors. I think part of the problem is thatthat this is going to have on very small businesses.
the very word ‘pensions’ does not instil confidence inMr Yeandle: I share the view entirely that it is really
people these days. I think, particularly for the self-important that we try to ensure that there is some
employed, they have got to see some confidencedegree of long-term sustainability, and certainly we
restored into that word; they have also got to be ablesee it as an important role, as an organisation, to try
to have some incentive to be able to pay any surplusto ensure we achieve that. Pensions reform is a very
cash that theymay have, like everybodywho is eithercomplex area, it is an area where inevitably there
employed or self-employed. The diYculty is alwayshave to be some trade-oVs, there have to be some
paying yourmortgage, paying students’ fees for yourareas of compromise between diVerent stakeholders’
children, paying oV your debts and paying oV yourviews, even perhaps diVerent political views.
credit cards. I think it goes along with theTherefore, I think it is incumbent on us to try to take
generalisation on the whole problem that facesforward the debate in a sensible, practical way, to try
pensions, which is that people now have got to seeto identify solutions to some of the problems, and
the need actually to start taking more ownershipclearly there are problems, particularly for small
themselves; so the self-employed, I would say, dobusinesses. We think it is incumbent on all of us,
feel, to some extent, under that category. How youwhether we represent large companies or small
help them, we have yet ourselves to have that debate;businesses, to try to find solutions which ensure that
we have got to look at the detail and we are lookingwe get as much broad support as possible across the
to the technical papers that are due out in thepiece for all of theGovernment’s reformof pensions.
autumn, I believe, and certainly we shall beMsAnderson: I think Iwould say verymuch that this
contributing to that debate.is a package of measures, some of which need to be

worked out in more detail, such as the operation of Mr Yeandle: Chairman, I would like to make just a
couple of comments. First of all, I think we have tothe new personal accounts, (the NPSS), which

clearly needs to be worked out in a lot of detail. We recognise, and I am sure my colleagues would agree,
that the nature of self-employment has changedare still obviously a way oV, for example, from full

trade union movement acceptance of the need to quite a lot in the last 30 or 40 years, and I suspect,
looking forward, that when we look at the labourraise the State Pension age; some of the workforce

need to accept that this is going to happen. I thinkwe market we will find quite a lot of people, not all
people, will move between what people regard asneed to distinguish between in package of proposals

that we have got, between the needs and interests of conventional employment and self-employment for
periods of their working life. They will not spend theall the various parties, whether it is the
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whole of their life in self-employment, or the whole employer, employing 10 or 15 people, certainly those
amongst our membership, you do not really want toof their life in employment, but there will be a

movement back and forth between them. Therefore, get involved in recommending a scheme to your
employees. I think that is something which needs toI do think it is quite important that particularly

those people who are going to move back and forth be borne in mind. Obviously, if you are a larger
employer and you have an occupational schemebetween these diVerent types of employment have

the opportunity to contribute to the new Pension already, it is going to be relatively easy just to enrol
them into that scheme, and you are likely to want toSavings Scheme that is going to become available. I

think we do need to find mechanisms to encourage do that, so you are not really going to be involved
the self-employed to contribute to the new Pension too much in the NPSS. Although you might be, if
Savings Scheme so that they can contribute both perhaps you have got some sort of waiting period for
when they are in employment and when they are in your occupational scheme. I think you do have to
self-employment. bear in mind that many smaller firms do not feel

comfortable with making a choice. The other thing
I would say, to back up Mike, is that the system,Q413 Chairman: Do you think it is time to abolish
however it is introduced, needs to be very simple, soClass 4 contributions and have everybody inClass 1?
that it is very clear about the individual’s rights, soMr Cherry: Chairman, for my own part, that would
that employers can administer it properly, but alsobe down to our taxation Chair, or his committee,
so that individuals, if they feel, for example, theirand I am afraid I am not qualified to answer that
employer has coerced them into opting out, have aquestion here today. Certainly we will be
form of redress; we do recognise that could be ancontributing to the debate, and obviously that
issue. I think we need a simple system so it is veryquestion needs answering at some stage.
easy for employers to operate and also we need toChairman: Thank you.
ensure that individual rights are respected.

Q414 Miss Begg: I have got a few questions about
the NPSS and the personal accounts, and if we can Q416 Miss Begg: You have, essentially, actually
look first at auto-enrolment, because obviously that anticipated my next question, which was the point
is going to be a big issue for employers. Do you think about coercion. I will maybe come back to you for a
there is going to be a practical diYculty for practical look at it?
employers in managing the auto-enrolment of the Mr Yeandle: Can I raise just a couple of issues to do
NPSS? with it. Quite a lot of our members already have
Mr Cherry: I think, certainly for the smaller occupational pension schemes and I think one of the
employers, there are going to be some considerable things they will be looking for, and it is an area that
practical diYculties. I think those of us who use certainly I think the Government is going to consult
software to do our payrolls, or outside agencies to do on, is clarity about what types of schemes will be
our payrolls, which would be very, very few, do not exempt from the new pension system, and I think
have so much of a problem. Where you have got a that is going to be quite important. We want clarity
manual payroll and somebody is actually having to onwhether or not schemes are exempt or not; so that
work it out then you have got issues surrounding is the first thing. The second thing is, I do think there
that. You have also got problems, of course, where are going to be some really quite diYcult, practical
you have got an employee who may be working for issues about how soon individuals who are eligible,
two or three employers; it is then a question of, if one i.e. because they are of the right age or of the right
is a fairly low payer, or earnings, who actually pays salary level, should be auto-enrolled, particularly for
the pension contribution and at what stage that companies which employ people on short-term
pension contribution is paid. There are some very contracts. I think there are going to be some
considerable administrative and practical problems practical issues. I do not know what the answer is
which could arise. but, if you are employing quite a lot of people on

relatively short-term contracts, I think we need to
Q415 Miss Begg: Have you got any ideas of how strike the balance between making people join at an
some of these might be solved? early stage and then find they have left, with all the
Mr Cherry: Again, as I say, we are looking forward complications about that, and also not excluding
to enter fully into this debate; the practicalities and those individuals who perhaps have quite a lot of
the detail I believe have yet to be worked out short-term contracts with diVerent employers from
properly. being able to build up a pension for their retirement.
Ms Anderson: Certainly I agree with what Mike I think there is an important balance to be made. I
says, but I think, from our perspective and our do not know quite how we do it, but I think it is an
smaller firms, they are concerned as much about the issue that will need to be looked at in some detail
philosophy as the practicality, that They are uneasy with both small companies and large companies, as
themselves at appearing to choose between far as that is concerned.
providers, because they do not feel that they
themselves have that capability to choose. One of the

Q417 Miss Begg:At the Federation, do you actuallyattractions, certainly for employers without
have an idea of whether there should be some kindschemes, of the NPSSmodel is that they do not have
of time period before somebody becomes auto-to choose a provider, because they do not feel they

have that particular expertise. If you are a small enrolled on taking up a new job?
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Mr Cherry: Yes, we do. I think we have several the money is put into a holding fund, and then,
maybe two or three months later, the organisationquestions around this. The first one is, as I

mentioned earlier, we believe there should be more that is running the new pension scheme would
approach the individuals, without any involvementresponsibility taken by the individuals and we

question the opt-out option that is there, for of their employer whatsoever, and give them the
option of whether they want to invest that moneyindividuals to opt out if they do not have a pension

scheme that is of equal or better value to the actively or whether they want to have that invested
into a default fund. I think it is really important, ifproposed NPSS. We do have a question there, and

that may overcome what some people have we are going to get auto-enrolment to work, that we
minimise the choices people have to make at thatmentioned about coercion. I think we would be

naı̈ve if we said that coercion would not happen with particular juncture. It may well be that, later, people
can have choices, but also it is really important thatthe odd business, but theremay be very good reasons

possibly behind that, where the business quite the Government does a really big job, in terms of
financial education, well in advance of the newgenuinely could not aVord the extra contributions

required. I think, to overcome that, to some extent, it pension system coming in.
should be more incumbent on the individual to take
responsibility and for us to question the need for an Q420 Miss Begg: Are you arguing for a default
opt-out where there is no other provision available. scheme, which everybody goes into initially?

Mr Yeandle: Essentially, what I am suggesting is it
will just go into a holding fund for two or threeQ418 Miss Begg: Are there any practical steps then

that the Government can take that can help business months, and then, after two or three months, the
individual is approached by the organisation whichwith the administration, or indeed in protecting

individuals, that they are not coerced into opting is providing the pension scheme, to say, “Look, as an
individual, do you want to invest in these three orout?

Mr Cherry: I think, on the detail, we would rather four active funds, or do you want to go into a
balanced default?” and the individual, at that point,reserve our opinion on that. Also, we need to make

it quite clear, and we would all agree on this, I think, makes the decision. By that stage, they will have
already decided, made the first decision, that theyfirst of all that confidence has to be restored,

communication has to be extremely good to want to auto-enrol. If people are asked, at the time
they auto-enrol, “What type of investment do youconvince everybody that actually “You’ve got

something here which is worth contributing to,” want?” I think there is a real danger that people will
say, “Oh, it’s just too diYcult,” and put oV theand, as my colleague Susan has said, then it needs to

be very, very simple indeed. David also has decision, which is what we do not want. We want to
get people involved in saving and then, maybe a fewmentioned the fact that if it is confusing between

providers then that is going to put people oV weeks or months afterwards, they can make
decisions about how that money is invested,straightaway.
because, frankly, three or four months’ worth of
investment will not be missed in the long run.Q419 Miss Begg: Just picking up on the point about

providers, I think Susan has already indicated that
the CBI would prefer a single provider. Q421 Miss Begg: You said that it was very

important about education and making sure thatMs Anderson: No, I did not say that. I said some
smaller firms do not want to choose. I think we are employees, and employers, understood what was

involved, but the DWP attempted a workplaceagnostic, neutral, as to whether or not you have an
ABI model, or super-trust model, or NPSS model. advice pilot for small employers, oVering

information in one-to-one meetings withWhat I am saying is, whatever model is introduced,
the small company should not be asked to decide or stakeholder pension advisers, but very little interest

was shown by both employers and employees. Howto choose; that is somewhat diVerent.
Mr Yeandle: We have got a pretty clear position, I do we make sure that this does not happen?

Mr Yeandle: Employers do not want to be in thethink; we are very much in line with the
Government’s thinking. We very much support the business of giving advice; that is really important.

Our members feel very, very strongly that theapproach of the Pensions Commission, with
employers not being involved, in any respect, in provision of advice is not something that they should

be involved in, either directly or indirectly.making choices about a pension provider on behalf
of their employees. Indeed, actually we think it is Information is another matter; but the provision of

advice, either directly or indirectly, is something theyrather important that, at the point when individuals
decide whether or not to auto-enrol, the choices are extremely nervous about. I think they fear,

maybe they are worrying unnecessarily but they doplaced in front of them are kept to the absolute
minimum. We think the choices that individuals worry, that this will create a lot of additional

administration for them, but, perhaps morehave, at the very point when they make that decision
about whether to auto-enrol or not, should be kept importantly, they are worried about the employee

relations implications, because if they are seen orto aminimum. For example, what we are suggesting,
which is very much an initial thought, is that, at the perceived to have given advice to the employees and,

for some reason or other, the investment does not dopoint of making a decision whether or not to auto-
enrol, that is the only decision they have to make. quite as well as perhaps employees had hoped, they

will come knocking on the employer’s door. AsOnce they have decided that, we would suggest that
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employers, we do not want to be involved in giving they settle down.We find, for example, in retail, that
we have, and in hospitality and catering, very highadvice; information is another matter altogether.

We would be very happy, I think, to act as a conduit turnover rates in, say, the first year, a big churn, and
on average turnover rates in those sectors are aboutfor information that is put out by the Government

about the new pension scheme and how auto- 22% But this disguises what is happening in terms of
those workplaces, once people are through the firstenrolment would work.
year they tend to stay and stay for long periods. But
you have an awful lot of churn and the reality is thatQ422 Miss Begg: In terms of small businesses, one of
often it is amongst the younger workforce. Bythe issues, very often, if you have got a very small
having an age exclusion as well as a waiting periodbusiness, a micro business, is that the employer
you are not actually going to exclude those peoplereally does not have time to do anything other than
for ever, but you are going to say, in the early stageshis business, and perhaps he is working full time in
of somebody’s career, that you should exclude thosethe business and running the business. In that
people who are job-changing frequently andsituation, how do you think they are going to
probably who are not the appropriate individualswelcome the fact that this is an extra burden on
anyway to go in. What tends to happen is thenbusiness?
people tend to settle down and make not quite soMr Cherry: From the administrative point of view,
many changes, once they get a bit older.they do not want it, they cannot cope with anymore,

they have enough rules and regulations and
everything that goes with all of that as it is. If you Q426 Miss Begg: There is the age exclusion in the
look back at the stakeholder pension scheme, as White Paper anyway, I think it is 22. Also you have
employers we spent a lot of time inviting providers to be earningmore than £5,000 before you can enrol.
into our businesses, stopping our works, or Ms Anderson:We are comfortable with the earnings
whatever, giving time out for our employees to threshold, but I think we would want to be looking
receive the information; take-up from employees for a higher age for exclusion, as I say, because of
was abysmal, to be quite honest, it did not achieve this churn of younger people, with a succession of
what it was intended to. Certainly we would hope jobs. If you are expecting employers to do their bit,
that any future pension scheme, like the NPSS, I think we would expect this to be somewhat higher.
would get over that problem and make it very easy Similarly, we will be looking for probably a six-
and very simple for people to recognise that now month waiting period, at least.
they do need to take more ownership themselves for
future pensions. Coming back, if I may, to your

Q427 Mr Dunne:Can I take this on just a bit further,question about deferring, we do feel that there
on a similar tack, dealing with the issue ofshould be a six-month deferment, which would take
compulsion. As we have heard, you have takenout the short-term and seasonal workers and also
rather diVerent views on this. Some of the employerssave the small businesses some considerable
have argued that compulsion equates to a tax onadministrative and burdensome work to be done
jobs, which is certainly how it may be presented byon that.
opponents of this scheme. Could you explain to us
your diVerent positions on the question of

Q423 Miss Begg: Would you see that, after six compulsion into the NPSS, because I think, David,
months, eVectively a deferral, they would be your group is in favour of it?
backdated to the point when they were employed, or Mr Yeandle:We have no problems with the concept
would you see that it would just start six months in of auto-enrolment, with soft compulsion. Indeed,
for any employment? when we have surveyed our members on a number
Mr Cherry: I think, once you have had an employee of occasions over recent times they have shown
with you for six months, after they have been with growing support for amodest level of both employee
you for six months that is the time when they can be and employer compulsion. Indeed, our report, that
auto-enrolled. we submitted as evidence to the Pensions

Commission, did actually recommend amodest level
Q424 Miss Begg: But no back-dating? of both employer and employee compulsion; but we
MrCherry:Certainly no back-dating; that would be recognise the political realities and that it may have
a bureaucratic and administrative nightmare, to be been a diYcult call for theGovernment tomake, and
quite honest. indeed for the Pensions Commission to make.

Therefore, we very much support the policy of auto-
enrolment and soft compulsion, but we do think aQ425 Miss Begg: I am asking that because,

presumably, that means then if someone moves jobs fundamental point is that auto-enrolment will only
work really with three provisos. One is that we havequite regularly they are going continually to have

six-month gaps in their pension provision? a simplified State Pension system, so that people
have a better understanding of what they are goingMsAnderson: I think what happens typically is that,

while might say, “jobs for life are gone”, often we to get in retirement, and I think we are moving
towards that. We think that an employerfind, in an early stage of somebody’s career,--(which

is another reason that we might want to have some contribution rate is also fundamentally important,
and that came over very loud and clear to me whensort of age threshold as well as a waiting period)- is

that individuals change jobs frequently until they I had the pleasure of being involved in one of the
national pensions debate days, when it came overfind the right company or the right sector and then
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very clearly that an employer contribution was seen community with us and try to find what will work
best for them, to help them get over what is going toas an absolutely fundamental aspect that would

encourage people to auto-enrol. The third thing, be an additional cost for them.
which we think we do know and which we have
touched on already, is this educational awareness Q430 Mr Dunne: I will let Susan come in, because we
campaign. The three things go together and I think have had some specific ideas from the CBI on this?
we have a chance then of getting auto-enrolment to Ms Anderson: From the CBI perspective, obviously
work and getting a reasonable proportion of the we are representing both the larger firms and the
eligible workforce auto-enrolled. smaller firms, so a lot of what Mike and David have

been saying will resonate with us, it is the sort of
discussion that we have. Most of our members, inQ428 Mr Dunne: Mike, I think you were suggesting
fact, are smaller firms, and for them it is a question ofin your evidence that this will be seen as an
aVordability. They are not contributing, not becauseemployment tax and some of your members may
they do not think pensions are important butstruggle to pay?
because, of the costs, against a backgroundwhere, toMr Cherry: I think the vast majority of our
be frank, employees do not appreciate the value ofmembers, quite honestly, would struggle to pay. I
pensions. Even those companies with occupationalthink this is why very, very clearly we are saying that
schemes do not think their employees appreciate thethe onus should be on the individual, but there is
pension suYciently, so it was not something somenothing at all to stop that employer being able to
felt able to do. Also we have to recognise that, formake a contribution should he be able to make it. I
larger employers where take-up rates are not high,stress, the ability to make it, because very often the
cost is going to be an issue for them too, and againsmall businesses do not have spare cash around for
it is as much a political issue. Employers have gotthe directors or the owner-managers or their
only so much money they can put into pensions, soemployees even to enjoy a pension scheme. I do not
I think we have to face the fact that if you have gotthink it is a question of not wanting to, I think, quite
only a 50% take-up rate and you are contributing atgenuinely, they just cannot aVord to do it; either they
10%, you may well have to level down to 5% for all.are investing in the business, which takes any spare
It is as much a political decision; if it is felt thatcash, or they are trying to pay the bills, because they
compulsion is the right thing to do, then that is whatare not that profitable, they are just earning a basic
employers will have to do. There is another option,living. I think you have got to recognise, this has
of course, which is that employers might take thebeen a fundamental diVerence. There is some
opportunity to move down to 3%, on the basis theyevidence which points to a level of turnover above
have tomake haywhile the sun shines. The other keywhich then it is possible for them to consider this
fear of employers was that this was going to be sortaspect of things and make those sorts of
of the thin end of the wedge, and whilst 3%was whatcontributions; but for the vast majority of the small
the Government was suggesting and Adairbusiness sector it is not an option which they can
suggested, certainly the TUC is on the record asaVord.
suggesting 10%, so I think employers could take the
option to move down. I think we were concerned
about the future of occupational provision as well asQ429 Mr Dunne: You would be in favour of an
concerned about the cost burden on smaller firms,exemption based on turnover threshold?
and we took the view that it was more appropriate,-Mr Cherry: I think it is very, very diYcult to state
just as you were giving employees the opportunity tothat, because in diVerent sectors you can have very
opt out where they felt that they could not aVord tohigh turnovers for very low numbers of employees;
do so that the same stance should be taken forso, fundamentally, I think we would be against
employers. We felt, in the circumstances, where youtrying to put in any sort of artificial barriers like that.
had a small firm focused on survival, there wereMr Yeandle: I share that view. Certainly our
better things for them to spend their money on, justmembers have expressed the view very strongly to us
as it would make more sense for an individual, say,that they would not support an exemption for
with a large credit card bill to pay that oV before theysmaller businesses. However, they do think that we
started contributing to pensions.need to address the very real concerns of small

businesses. We think there are three things that can
be done, some the Government has done already. Q431 Mr Dunne:TheWhite Paper estimates the cost
One is that I think we need to have the minimum on business of employer contributions as 0.6%,
contribution rates set out in primary legislation; that about which you may have some views. Do you
will give people greater confidence about the future anticipate, whatever the percentage is, and I am
cost, and I think that is important. There is the interested in what you think about that number, that
phased implementation for all employers; but, in this will lead, over the phasing-in period, to lower
addition, I do think we need tangible, workable, wage increases while this is absorbed, or a reduction
additional support for small businesses and the in profit; how are businesses going to cope with this
Government really needs to engage with those small extra cost?
businesses and find out what will work best for them. Ms Anderson: I think there is a diVerence between
We have come up with some ideas. I am not saying the impact on total pay-bill from the impact on
necessarily that those are the only ideas that will individual companies. Obviously, for individual

companies, particularly in smaller firms, where thework. I think we do need to take the small business
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top of the earnings limit, £33,000, is likely to payments made, as deferred pay, into their pensions,
then that may well be a strategy we might beencompass the vast majority of the workforce, you

are going to find that a 3% contribution is a 3% suggesting to the LowPayCommission in the future.
contribution. Mr Yeandle: If I can make just a few comments, first

of all, I think, in terms of how organisations will
react. It is a bit diYcult to make a judgment at this

Q432 Mr Dunne: Is that an increase in your wage stage because I think a lot will depend on the state of
bill? the economic environment and the state of the
Ms Anderson: In your wage bill, I am sorry, yes. I labour market at the point that it comes into eVect.
think, if you look at it across the economy, you can I think that will be quite a critical issue. I think the
come down to a nice, lower-sounding figure, but for likelihood is that you will see companies adopting a
smaller firms, in many of which the workforce are range of diVerent strategies, and they will not all
going to be down in the middle of that earnings follow one particular route, so I think you will see
setting, that is going to be a 3% increase in pay-bill. some adopting lower pay increases, some passing on
I think, in terms of the action employers can take, costs to the consumers. I want to make another
and I am sure Mike will have views on this the key point. We keep talking about three per cent. I think
action that you can take, as I said, is to level down, we have to bear in mind, it is not 3% of earnings, it
either by a net increase in your total spend on is three per cent of a band of earnings. It is never
pensions, so where you have got a 10% contribution more than 2.5% of earnings for anybody, and for a
and only 50% take-up you may have to reduce down lot of people, part-time workers on £10,000 a year, it
to 5%, but also have levelling-down to reduce costs, is only 1.5% of their total earnings. I do think we
and we would be silly if we did not think that may have to put a bit of realism into this debate about the
happen. I think, obviously, you could oVset cost costs, and I think there has been toomuch talk about
against future pay increases, but in a large firm, at 3%, assuming it is 3% of all earnings; it is only 3% of
least, with heavy unionisation, the union is going to a band of earnings, never more than 2.5% and, in
be looking to the employer to make good the many instances, will be only be 1.5% of earnings. If
employee contribution, never mind accepting a pay we implement it on a phased basis, with some
reduction. Against a background where profits are financial support for smaller employers, I do think
very tight and companies are finding it very diYcult then it is something that we can achieve without
to increase profits on increase prices, I think equally causing major problems.
we would be foolish if we thought that somehow
companies were just going to be able to pass on the
costs to their customers; but I am sure Mike, at the Q434 Mr Dunne: I am glad you have raised that
sharp end, will give a view on that. because it takes us nicely on to the next question,

which is to do with financial support and phasing in.MrCherry: I have to say that it is incredibly diYcult
to get increases these days, particularly from larger What sorts of measures do you think the

Government should be encouraged to look at, tobusinesses, which may have a purchasing
department that has a remit that they will not accept ease the process of moving on to this new system?
an increase beyond X per cent on top of the Mr Yeandle: We have looked at one particular
substantial energy costs that small businesses and model, which is not by any means the only model,
others are facing at the moment. This is going to be but we have looked at a model which we think
yet another burden which, quite honestly, could be works, which is a phased level of support. What we
the straw that breaks the camel’s back. 3% does not are proposing is that the employer gets a recovery,
sound an awful lot, obviously, but I can assure you, on a phased basis, of the proportion of the monies
where it is a break-even line already, it could be the that he has paid into his employees’ pension scheme,
bit that just tips the business over. but with that support gradually being reduced over

a period of time, over, say, a seven-year period. The
mechanism and the costs, based on certain

Q433 Chairman: I am just playing devil’s advocate. assumptions, are set out in the paper that we
A lot of what you are saying resonates withwhat was produced for the Committee. I can go through that
said seven years ago about the National Minimum in some detail, but the details are there. We are not
Wage. Do you not think you are in danger of saying that is the only method that can be used, it is
defeating yourselves by going down that road again? a method, but we do think it is really important that
I am playing devil’s advocate. small businesses are consulted and it is discussed
Mr Cherry: I do not think that is the case, because I properly, because what we have come up with as an
think all the employer organisations genuinely idea may not be the best method for them.
welcomed a sensible National Minimum Wage. Therefore, I think it is really important that there is
What we have seen is very, very substantial increases an engagement with the small business community
over and above the level of inflation in those to try to ensure that what comes up works for them
increases, and what we are seeing from our own and works for the Government as well.
evidence, in our surveys, is the fact that in some
sectors, in some regions, that is now beginning to
have an adverse eVect. Q435 Mr Dunne: Have you had a response to your

proposals from the DWP?Ms Anderson: If we are going to see a reduction in
theNationalMinimumWage, to take account of the Mr Yeandle: Very great interest, I think. We have

discussed them also with the Chancellor.fact that individuals now are having increased
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MsAnderson: I thinkwe need to look at the principle lead to the business doing better and more
of whether there is going to be any support for aVordable wages or pensions contributions resulting
smaller firms, before we decide what it is going to from that. Initially, that usually is not an option,
look like. Certainly, we think there should be some between pensions and wages.
transitional relief. We think probably it should be Mr Yeandle:A comment I would make, again this is
diverted towards smaller firms, i.e. the smallest frommy personal experience, before I came to EEF,
firms, and we think there is money in the system to in a tight labour market an occupational pension
do it. We have been more concerned about the scheme can be a useful tool for employers to attract,
principle than the detail, because so far, whilst we motivate and retain employees. Where I think
have heard encouraging noises from the DWP, I perhaps we could do better as employers is ensuring
think it is fair to say that we have heard nothing at that employees really understand what a valuable
all from the Treasury and, given theTreasury appear benefit this is. It never ceases to amazemewhat a low
to hold the money-bags, we would be rather more level of value people place on their pension scheme,
reassured if we heard reassuring noises from the and yet often it is one of the most expensive benefits
Treasury. There is money available to spend. Adair which are provided to them by their employer. I do
Turner made it clear, in his final Report, that the think we have a job to do, those of us who provide
Government could use the money that eVectively occupational schemes, really to ensure that people
will be repatriated into the system through the loss understand the value of that scheme.
of the contracted-out rebate forDC schemes.Rather
than the Government just grabbing that as a

Q438 Chairman: Do you think your members,windfall, although some will be used to raise the
obviously they must do otherwise you would notState Pension over time, we do think the
provide them, but, in general, do you think there isGovernment can aVord to encourage small firms to
a labour market advantage in high wages or lowerremain in the system, going back to the earlier
wages with a pension?question about what we can do to ensure that

employers remain in and do not coerce their MrYeandle: It does depend on sector, it does depend
employees to come out again. We think that relief, on size and it does depend on history, I think.
as we called it, or incentives, as we used to call it, is Certainly, in our sector, we have a strong, long
a very important part of ensuring that smaller firms history of providing occupational pension schemes,
remain in the system, and there is money there. and that is seen, to a very large extent, I think, as an
Given the money is actually not going to the important part of the employment package which
employer, it is going to the employee, we think that manufacturing companies provide for their
the money should stay within the pension system, employees.
and the contracted-out rebate that will be Ms Anderson: I think we find that, even companies
disappearing from 2012 when the new system will be which are contributing to their employees’ pensions,
introduced should be used to help incentivise smaller and even where the employer is very committed to
firms to stay in the system. those occupational pension schemes, they are always

concerned about the low level of interest from
employees. Where they do contribute, employeesQ436 Mr Dunne: Susan and David have both
will often contribute at the lower rate on the lowestreferred to the level of the contribution rate being on
rate, so their employees are not taking advantage ofthe face of the bill in primary legislation is an
the fact, for example, in a DC scheme, that theimportant element of securing trust and confidence
employer may be prepared to match contributionsof employers and employees in the system. Mike, do

you share that view? of 10, 15%, but employees will still go in at only the
Mr Cherry: Indeed, I do share that view. I think lower level of contributions. I think we have to
primary legislation is the only way to take this recognise what employers are up against, in terms of
forward. Obviously, I have concerns, if you compare convincing employees that pensions are important;
it to some of the other countries that operate similar which, of course, is why we are where we are,
schemes, their percentages are far, far higher, so on because, actually, automatically opting in employees
the long-term basis I still have concerns that 3% will is a very successful strategy and overcomes that
not stay at 3%, but I think primary legislation is the employee apathy. Many employees (and we see it in
only way to instil some confidence in the pot. all our workplaces), particularly younger people,

would prefer the cash in hand, or the money in the
bank, to the pension contribution, so we have toQ437 Chairman: We have had some conflicting
recognise that. Of course, what the Turnerevidence on whether there is a labour market
Commission and the White Paper indicate is that isadvantage in providing pensions or higher wages.
not a situation we can continue with, but I think weDo you have a view?
have to recognise the reality.We talked earlier aboutMrCherry:Yes, I do have a view on that. I think, for
the workforce pilots, I have got an assessment of itthe smaller employer, pensions in many cases, as I
in front of me: “The dominant attitude to emergehave said already, is not an option; wages sometimes
amongst employees was of considerable, oftenis not an option, due to the sector or the competition
substantial apathy and indiVerence with respect tothat they are against. It is very much, for the smaller
pensions and retirement income as an issue.” That isemployers, the attitude of the employee that they are
the real reason it did not get very far, so I do notmost concerned with, if they have got the right

attitude they can be trained properly and that should think anything has changed there.
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Q439 Chairman: It has ever been the same. individual employees, and indeed sometimes quite
complex changes to be made. They are notMsAnderson:That said, I think it is changing a bit. I
something that I would expect many smallthink theTurner Report has helped change attitudes,

but probably it is at the margins. companies to be able to cope with, frankly.
Mr Yeandle: I was really quite surprised, having
spent a day in South Wales two or three months ago

Q441 Chairman: If we can move on to—and I hopeas part of the national pensions debate, to listen to
your eyes do not glaze over—contracted-outpeople, and it really did surprise me how people
rebates.from all walks of life, diVerent ages, diVerent sexes,
Ms Anderson: Very important.diVerent financial positions, their attitude changed

once they had had explained to them some of the
diYcult issues that we are having to face as a society, Q442 Chairman: There is, I think, a general
with an ageing society. I think my confidence in the recognition that these will be phased out for Defined
British public rose, that if we engage with them Contribution schemes. There is a debate on Defined
properly, as, I have to say, I think the DWP did Benefit schemes. Do you think they should happen
extremely well on that occasion, then I do think we early, late, phased, or never?
can get the message across that this is an important MsAnderson: I think, those people who suggest that
issue. It really did surpriseme, the sorts of comments somehow the Defined Benefit contracted-out rates
that I got at the end of the day; people were saying, are not really important and somehow it is all very
“I now realise how important an issue this is and I complex to administer, and therefore would it not be
really do need to take this seriously.” easier and simpler if we just abolished it, that is a

fanciful notion. The contracted-out rebate is quite a
significant rebate. Some of the figures suggest that,Q440 Chairman: To move back to Defined Benefit
for example, of the £45 billion a year put into fundedschemes, part of the reason for the decline in DB
schemes, £8 billion of that is through the contracted-schemes is the increased risk that employers are
out rebate; that is about a sixth of the funding. If wefacedwith carrying, or the unknown risk.Do you see
do not really care about DB schemes any more, thenany future for hybrid schemes, where there is a more
let us go away and abolish it. I think, if we care aboutequal share of that risk between employer and
DB schemes, against a background of ever-employee?
increasing costs for DB schemes through no fault ofMs Anderson: We pick up from our surveys some
employers, arising from increasing longevity,increase in interest, but I have to say I think it is
reduced returns from investment these have allalways going to be a minority sport. Probably what
driven up costs, and of course the benefits providedwe are looking for is a bit more understanding from
under DB schemes have been ratcheted up over theemployees of the need to rebalance risks. We have
longer term. I think it would be foolish to suggestseen some innovative schemes recently where, for
that abolishing the DB rate for employers would notexample, employees have taken on a commitment
have consequences, because I think it would. Wethat they will meet part of the risk equation, this was
know it would, we have spoken to our members.in the aerospace industry, so I think there have been

some innovations there. Perhaps, in those larger Mr Yeandle: I very much share that view. I think it
firms with unions, we need more of a recognition would be potentially a high-risk strategy, as far as
from the union that the employer cannot keep on the future of Defined Benefit schemes is concerned,
shovelling money, hand over fist, into a DB scheme. for the Government, at this stage, to make dramatic
For example, where we have got these schemes changes to contracted-out rebates. Like Susan, we
which focus more on a balancing of the risk, if the have asked our members, we did a survey recently of
unions were perhaps to look after the interests of all some of our larger member companies and asked
future employees, not just the existing staVwho tend them what would be the implications for their
to be all members of the DB scheme, and if we could businesses if their contracted-out rebate were to go,
see a little bit more flexibility amongst the trade and it was pretty clear, from the messages that they
unions (rather than seeking just to defend the DB sent back to us, that it would mean they would have
scheme at all costs), it may be that we would see a fundamental look at the type of pension structure
more movement to those sorts of schemes. and benefit systems that they had. I think a change
MrYeandle: I entirely share Susan’s view that this is would be just one further straw across the camel’s
very much a minority sport. I have certainly come back, if I can put it like that, for Defined Benefit
across a few, generally speaking larger companies, schemes, and it might just be the final straw that
that have gone down this route when faced with causes companies tomake the changewhich perhaps
diYculties with their Defined Benefit scheme. They they have been putting oV, for one reason or
have said, “Well, we’re not going to go down to another.
Defined Contribution, we’re going to try to find a
better way of sharing the risk,” and they have come

Q443 Chairman: I smile, but the White Paperup with, I think, some quite innovative ideas, but it
proposes a deregulatory review of pensions. I haveis relatively few and far between. They tend to be the
got a mirror smile there, I see. Is this possible? Islarger, more sophisticated companies, with a lot of
there further that can be gone on the regulatoryresources, both internally and externally, to
regime on pensions without destroying whatevercommunicate the change and to implement, because

these are quite complex messages to get across to trust is still left in them?
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Ms Anderson: I think probably more could be done, pension age of 60 and go at 55 with little or no
reduction in their pension benefits. If a companyand we are consulting with our members, because if

the Government is serious about it, then so should could say, eVectively retrospectively, knowing what
we know now about longevity, and I think there is awe be. I think really we have been waiting for that

signal to explore it with them, so we very much case that employers were not really aware of what
was going on around longevity, in thesewelcomed that commitment to deregulate and

simplify. Of course, we have to recognise that circumstances and if it was a choice between keeping
a DB scheme open or closing it for everybody, Isometimes simplification for simplification’s sake is

not a particularly eVective strategy, if this means think that it would be an interesting option that
some employers might want to share with theiremployers have to learn a whole new set of rules, so

we have to pick and choose. We have come up with workforce.
various proposals already, so, for example, under Mr Yeandle: I think Susan is absolutely right. These
the present rules employers have to provide early- are diYcult issues. I think also we have to remember
leavers statements or valuations, if anyone demands that the pensions promise that the company started
it, but very few people actually, in practice, take oV with, in terms of the promise that it made to its
early-leaver benefit. It is very costly for employers to employees when it set up the scheme, over time,
provide all these valuations and if you are a large sometimes by government intervention, sometimes
employer it can run into hundreds a year, but if only by things that the employer has done, has been
one or two people ever take the transfer value, really artificially inflated, so that the promise that is now
you are wasting your time. I think we do need to on oVer is very diVerent from the promise that was
have a close look at some of the things that have oVered many years ago. I do think we have to
been custom and practice for a long period but really recognise the reality of that situation and sometimes
are not adding very much value either for the face people up to some diYcult decisions about what
individual or for the employer, and take account of we do, “Do you want to keep on an ongoing basis
the realities of the situation, so on transfer values, your Defined Benefit scheme, or are there changes
companies oVer transfer values but employees do that we can make that are tackled in a sensitive
not take them up. The reality is employers are manner but it means that perhaps we can continue
spending an awful lot of money and time calculating to aVord the risks associated with maintaining our
transfer values for very little net benefit to anybody. Defined Benefit scheme?” This is not an easy issue
I am sure we can come up with more examples like but I think we do need to go into it, all of us, without
that. clear positions that we have to do this or something

cannot be done. I think we have to be much moreMr Yeandle: Like the CBI, we very much welcome
the clear statement in the Government’s White open about the debate about this and I am

encouraged that the Government appears to bePaper that they are going to take a long and serious
look at the better regulation of occupational pension opening up that debate.
schemes. It is not the first time we have heard that
message and we are hopeful on this occasion that we

Q445 Mrs Humble:Moving on to some questions onwill get some positive results. I think it is early days,
the State Pension age and later working; first of all,but, like the CBI, we will want to work and use the
State Pension age. You all agreed that it should gopractical experience that many of our companies
up but we have had evidence expressing concernhave got of running pension schemes, to find ways in
about the impact of a higher State Pension age onwhich we can do things better without the minutiae
people from lower socioeconomic groups, that theyof legislation surrounding it. On a specific, I thinkwe
may not enjoy the same sort of healthy longerare pleased that the Government seems to have
retirement. What can be done to protect them?indicated that we will be able to address the issue of
Ms Anderson: Things are changing, are they not?GMPs, Guaranteed Minimum Pensions, which has
There are still many physically-demanding jobs butbeen a thorn in the flesh of many pension scheme
I think the very physically-demanding jobs, that weadministrators for a long time. I think that is a
saw with workers who started in the fifties, arewelcome step but we need to go a lot further and, like
declining. Employers are also more aware of thethe CBI, we will be trying to come up with ideas so
need to have good occupational health and to havewe can make changes which will be helpful for the
rehabilitation. I think there is more that employersoccupational pension schemes.
are already doing to address those issues; a lot of
jobs have already redesigned and moves that have

Q444 Chairman: Just on that, the GMPs are a form already taken place in terms of work organisation
of accrued rights; do you think that this regulatory have ensured that some of the really extremely
review should look at other accrued rights, or do you physically-demanding jobs probably have
think they are sacrosanct? disappeared from the workplace. Also I think we

have to be aware that individuals can move to lessMs Anderson: I think it is a diYcult issue. It is not
something employers would do lightly. If it meant physically-demanding work and there are employers

who are very happy to employ, for example, over-the choice between no DB scheme and an ongoing
DB scheme, I think it is an option that some 65-year-olds. It may be that individuals will have to

change jobs. We need to encourage people to thinkemployers would like to have available to them. Not
that they would move from 60s to 80s, for example, “What can I do?” rather than “What can not I do”:

we have to encourage them to take advantage of thebut a lot of companies have generous early
retirement provision so that people might have a training opportunities that arise, we have to
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encourage employers perhaps to be more active in get them back to work. If you can get people back
into the workplace maybe even on a part-time basistheir rehabilitation policies. In the timescale upon
after they have been oVworkwith an injury, and onewhich we are working, I think that some of these
thing and another, that can be quite good, in termsissues will be addressed, that some have been
of getting their rehabilitation level up.addressed, and probably we do employees no great

service if we suggest that they are so worn out by the
time they are in their early sixties that they just ought Q446 Mrs Humble: The Committee completed a
to move gracefully outside the workplace, the report only recently into theWelfare toWorkGreen
workforce, and leave it to the younger people. Age Paper, which of course makes lots of references to
discrimination legislation is coming in, in October, exactly that as an issue. It is not just, of course,
employers are aware of the challenge; and as I say, traditional industries and heavy lifting; people from
we ought to focus more on what people can do lower socioeconomic groups also tend to start work
rather than what they cannot do. earlier, at 16, 17, 18, where others might go through
Mr Cherry: I think you have already got that further education and higher education and start
problem at themoment, and it is lessening as the jobs their employment much later. We are talking also
change with the global economy and with the about a group of people who may well be in the
decrease in what I would call very traditional, very workforce another five, six, seven years longer than
heavy manual work. I think though that there is, other people. Do you still think that, even given that,
again, a diVerence here with the self-employed and it should increase?
the director and the owner-managers, who very Ms Anderson: I do not think you can start dividing
often themselves actually now have to, and will up the workforce and saying whether on the basis of
continue to have to, go on beyond retirement age as time served people can retire, that you do your 30
it is at 65 at the moment, possibly because they have years and you get what the Italian system has got,
not been able to aVord a pension scheme for where you say, “Well, you have worked your 30
themselves to assist them in their retirement. There is years, or your 40 years, and then you can retire-
a possible issue around that. We are also very much earlier than somebody else, for example, who might
against getting rid of the default retirement age. have gone to university. We cannot do it. I do not
Whilst we accept that may indeed have to increase, think there is an equitable way of introducing the
and probably should increase, to get rid of it system that you have described. I think one of the
altogether would be a retrograde step, partly things that we can draw some comfort from, if we
because it is very, very diYcult and not very nice to look at what is going to happen in terms of raising
have to turn round to an employee who has been the female State Pension age, whichwill be phased in
with you for many years and say, “Well, I’m sorry, from 2010 to 2020, is that has been accepted, people
you’re on the scrapheap now; we don’t think you’re are aware of it, or they should be, but it did not cause
any good at doing your job.” I think having that a stir. EVectively, women are working an extra five
default retirement age is a help to both employee and years; goodness knows why they ever had five years
employer still. fewer than men, all sorts of strange justifications are

given now as to why it happened, but women haveMr Yeandle: If I may add a few points. First of all,
accepted that they should have the same pension agewe very much support the gradual rise in the State
as men. When we are starting to raise it from 2010,Pension age that has been announced, and
given the increase in longevity that we are allparticularly the fact that we are being given, as
experiencing, and from wherever we start oV, I doindividuals, plenty of advance notice that this is
not think this is going to be the hardest thing to getgoing to happen. The issues that you have raised are
employees to accept.very serious, of course, and I do think we have to
Mr Cherry: I think, after the default retirement age,address the underlying problems, which means that
it is important to recognise that people should stillwe have to get healthier workplaces and healthier
retain the option to work if both the employer andworkforces. I do think there is an onus clearly on
the employee agree to it. I do not see that as aemployers but equally on employees. I go around
problem and that works very well in a lot of smallfactories on a fairly regular basis and quite often I
businesses.see young men, in particular, not so much young

women, doing things in the workplace, lifting things,
pulling things, inways that they should not. They get Q447 Mrs Humble: I want to explore just a little
away with it when they are 20 and 30 but it comes further the issue of longer working. Coincidentally,
back to haunt them when they are 40 and 50, and I listened on the radio this morning to a report that
maybe they do it at home as well, so it is about has just been published, saying how an increasing
educating people to do things properly. If we were to number of employers are now trying to recruit older
encourage people to lift and when they have to do workers. Given that, what sorts of barriers do older
physical work in a way that is healthy when they are workers face, because it is very easy to say that there
young, the chances are they may have fewer ought to be more flexibility and people ought to be
problems when they become older. I do think there more willing to change jobs later in life but it is not
is a whole aspect that we need to look at. I think the always as easy as that. I remember Alan Pickering
point that was made about rehabilitation, we do giving evidence to the predecessor Select Committee
need to encourage a more flexible approach to before the last election and his report, if you
rehabilitation, because all the evidence is that the remember, said exactly the same; he was talking

about people making career changes during theirlonger people are away from work the harder it is to
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life. When we live in a society that ascribes a lot of is going to be of age discrimination legislation. I
think we need to reflect on that over the next threestatus depending upon your job, if you are a chief

executive, or you are somebody who is self- or four years, because, as I said, age discrimination
legislation is a step into the unknown for mostemployed running their own business, and then

cannot cope with the pressures any more, are you employers and we do not know quite how it is going
towork.Wemay find, I do not know, thatwemay bereally going to give that up to become an employee

working in a shop, I do not know, a job that able to look at a diVerent approachwhen that review
takes place in 2011. I do not know.traditionally does not give the same sort of status?

How can people work together, central government,
employers, employees, trade unions, to overcome
essentially the barrier to longer working but also
look at the complexity of changing career or

Q449 Mrs Humble: Given the employers who arechanging jobs later in life?
part of your organisation, do you think it might beMr Yeandle: I think they are huge issues that you
a sector issue, that there will be certain areas ofhave raised. I do think this sort of societal view that
employment where there could be problems withthe last job you do is the most senior job you do
people remaining in employment longer and othersprobably is going to have to change gradually and I
where it is not such a problem?think it is beginning to change, but I think that is
Mr Yeandle: I could conceive there could begoing to change. I was surprised, when we surveyed
diVerences, yes. Although, again, I was surprisedour members last year, to find how many of them
that, in a sector which has a history of fairly heavyhad people over the age of 65 working on either a
manual work, a relatively high proportion offull-time or part-time basis. Really I was pleasantly
companies have people working over the age of 65.surprised that a quarter of them had full-time

employees over the age of 65, not large numbers but
you would not expect that, and nearly a third of
them had part-time employees over the age of 65. I
think one of the things that is going to help is the

Q450 Mrs Humble: Is it an issue that you haverules that have just been changed, in terms of the fact
highlighted in the CBI?that people can draw an occupational pension and
Ms Anderson: You have to recognise there are somecontinue working for the same employer. I think
physically-demanding jobs and there can be limitedthat is going to make it a lot more attractive to move
capacity even in a larger firm to find less physically-from full-time to part-time work with the same
demanding work. I think it is an issue of whichemployer. I think you are going to find quite a lot of
employers are aware. If you are looking, though, atpeople exploring that type of flexibility. People are
what can change attitudes and at the barriers thatall diVerent and how they move from work to
need to be overcome, one of the key issues is skills;retirement I think people want to change, they do
we find older workers are less likely to have isnot want to do the same thing, I think people want
qualifications. It is important to encourageto have a variety of diVerent ways of doing that. I
employers to look beyond those qualifications to seethink the fact that the rules on the tax changes have
the levels of competence. For example, because ofbeen made actually is going to make it easier for
the failures of the education system in the past, olderpeople to adopt a more flexible approach, both
workers are less likely to have GSCEs, O Levels, oremployers and employees.
whatever, because they came out of school not
getting those qualifications. It may not be that they

Q448 Mrs Humble:Would you want to see a cut-oV are innumerate or illiterate, althoughwe have to face
date, because Mike earlier was expressing some the fact again that there is an issue here, that because
concern about a totally open-ended retirement age of the failings of the education system they are likely
and he was talking about if people were looking at to be slightly more innumerate or illiterate than their
working beyond the State Pension age then there younger colleagues. Things have got better in
might be circumstances where it should be an agreed education, but I think there is a need for
deal between the employer and the employee? Government to address, and indeed it is addressing,
Mr Yeandle: Certainly we have been very clear, and this whole issue of the shortfall in numeracy and
our members have been very clear, that they support literacy amongst the existing workforce but also
what we have got now, as far as age discrimination unemployed people on incapacity benefit. I think we
is concerned, which is a default retirement age of 65. have to commend those programmes and help the
I think they felt they needed that because we were incapacitated, who tend to be older people, get back
moving with age discrimination legislation into a into work, where they have gained skills and
totally new world. We know that there is going to be qualifications. Also we have to encourage employers
a review of that decision in about five years’ time. I to look behind qualifications, because if you are
do not know how our members are going to view using a qualifications recruitment system there can
that when that decision comes to be made. I do not be inadvertent age discrimination because older
know whether their view is going to be, “Yes, we workers are less likely to have those qualifications. I
must stick with 65,” “No, we must take it away think skills and upgrading skills need to be a key part
completely,” or, thirdly, that “We have to raise it in of the agenda, courses even that employers can do,
line with what is happening to the State Pension but also the Government needs to do as well, and it

is doing, through its Train to Gain system.age.” I do not know what their practical experience
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Q451 Mrs Humble: Is there an issue because Ms Anderson: I think those employers who have got
occupational schemes at the moment remain veryemployers believe that older people are untrainable,
committed to them. There might be some employersas was mentioned to us earlier, that when people
who felt that it was all getting too much and I thinkreach a certain age they are not willing to learn new
they would tend to be the smaller employers, whoskills or are not adaptable enough?
might decide to move into the NPSS and no longerMr Cherry: I think the whole point about small
have their own occupational scheme. Despite someemployers being a little bit more flexible perhaps in
of the concerns about the administrative burden andthis way is we come back to the whole basis onwhich
the cost, I think most employers would not want towe look to taking employees on, and that is their
walk away from their occupational provision.attitude, and very often you will find older
Moreover, despite their concerns about theemployees, to start with, have come up with a
regulation burden or the regulator, I think they arediVerent generation, diVerent attitudes toward the very much committed to their pension schemes and

environment from those which the youngsters of I do not see them moving away, or indeed wanting
today have perhaps, which is beneficial for the to, unless they have got a real problem with
employer to take on. I think there are two things. If employee apathy. I think it is something they feel
I can just refer to our survey, themajority would like they have to address rather than a signal for them to
to retire by the age of 65, but over 40% plan to carry raise the white flag and just move into the NPSS
onworking beyond that retirement age.We have not system.
actually trawled round to find out the reasons for Mr Yeandle: Certainly the information that I have
that. It may be they just love to bits the business picked up from talking to companies, large and
where they work, but somehow I suspect there is small, actually, amongst our membership, is that

what they are concerned about, of course they aremore behind that. On the issue of training, and this
concerned about the cost and the regulation butis something else that Lord Turner has focused on a
actually what is coming over very clearly is thelittle bit, I think that there is certainly the need for
amount of senior management time that is nowtraining to be based on the need of the employer, and
having to be spent on running the occupationalfor less emphasis to be put on the youngsters of
pension scheme. Once upon a time it was a relativelytoday perhaps. That means that for those workers
small amount of senior management time; now it iswho do need to change jobs, or do need to get
taking up an enormous amount of senioradditional skills, training should be available for
management time and, inevitably, that means theythem to do this, at whatever age, and it should be
are spending less time on other, equally importantbased on the need for them to get on and do it.
parts of the business. I think the message I pick up
from quite a lot of companies is “We’re not so much
worried about paying the cost,” they are quite happyQ452 Harry Cohen: Just one general question,
to pay whatever they are paying, eight, ten, 12, 15%,because clearly there is a lot of expertise amongst
or whatever it is, but they are concerned about theemployers for managing pensions, and some of the
management time, and indeed the associated riskspublic might say there is benefit for employers in
that go with it. Therefore, I think you will find thatmanaging pensions, for the senior executives and the
some companies, not all by any means, will say,directors, in the conditions of some of those
when the new pension system comes in, “No, we’reschemes. Also, there is an impression, from this
not just going to put in theminimum, but we will putmeeting, that there is, ‘dislike’ is not the right word, in whatwewere putting in previously but nowwe are

but a bit of a dislike in having to manage them and going to put it entirely into this new pension system,
worry about the cost burden and perhaps risks that and all then we have to do at the end of the month,
might be associated with that. Is there not a end of the year, is sign the cheque. We don’t have to
possibility that reform could say that employers worry about the management time and risk
should contribute maybe even a bit more than the associated with it.” I think that will actually be an
three per cent, but contribute, but not actually attractive feature of this new pension system for
manage employee pension funds? The NPSS is some employers, not all by any means but for some.
actually going down that route a little bit anyway. Chairman: Thank you very, very much for being
Should we not go more fully down that route; what with us this evening and for the contribution you

have made. It is very, very welcome. Thank you.would you say about that?



3367123006 Page Type [E] 17-07-06 14:08:18 Pag Table: COENEW PPSysB Unit: PAG1

Ev 100 Work and Pensions Committee: Evidence

Monday 19 June 2006

Members present:

Mr Terry Rooney, in the Chair

Miss Anne Begg Michael Jabez Foster
Harry Cohen Justine Greening
Mr Philip Dunne John Penrose
Natascha Engel Jenny Willott

Memoranda submitted by National Association of Pension Funds Ev 295–316, Association of
British Insurers Ev 226–232 and Investment Management Association Ev 232–238

Witnesses: Ms Christine Farnish, Chief Executive, National Association of Pension Funds; Mr Stephen
Haddrill, Director General, Association of British Insurers; and Mr Richard Saunders, Chief Executive,
Investment Management Association; gave evidence.

Q453 Chairman: Good afternoon, everybody, and things that are close to Government, it is quite
tempting sometimes for Government to interferewelcome to this our final evidence session on our

pensions inquiry report, and a particular welcome to with such creatures, so I guess that could be another
risk. A lot will depend on how the scheme isour three witnesses. Would you like to start by

introducing yourselves, please? governed, but I think having just one scheme which
is set up by the Government could be more riskyMs Farnish: I am Christine Farnish. I am Chief

Executive of the National Association of Pensions than having a number of providers which are seen to
be further removed from Government. That wouldFunds.

Mr Saunders: I am Dick Saunders. I am Chief be our position, I think.
Mr Haddrill: I think what Christine has said isExecutive of the Investment Management

Association. absolutely right. I will perhaps just amplify a couple
of points, rather than repeating it. I think that, onMr Haddrill: I am Stephen Haddrill, Director

General of the Association of British Insurers. this point about the liability that may rest on
Government and on the taxpayer, although we very
much agree with pretty well most of what both LordQ454 Chairman: It is good to have you with us.
Turner and theGovernment have put forward, thereSome have argued that there is a political risk to
is a risk of somebody retiring after, say, 25 years ofGovernment in establishing the NPSS or a similar
saving and getting an outcome, and someonemodel. What do you see as the risks and how can
retiring, having put in almost the same amount, onethey be mitigated?
year later and, because of the volatility in theMs Farnish: I would see several potential risks in a
market, getting a rather diVerent outcome.single National Pension Savings Scheme that was set

up and seen to be sponsored by Government. One is
that if it ended up that people were saving in that Q455 Chairman: Does that not happen already?

Mr Haddrill: It does happen already, but of coursescheme and perhaps did not achieve the sorts of
returns that they might have hoped for, or that happens in a private sectormarket where people

are taking that risk, they have made that choice, tosomethingwent wrongwith their investment, or they
came to retire in a period of economic downturn, save in that way; they are not saving through a

scheme which has been designed by the state, andthey may well feel that they had been quasi-
compulsorily forced to save, and I know auto- therefore they should not look to the state to cover

that liability in the future. I think there is a particularenrolment is another subject you will get on to but
this is a soft compulsion we are talking about, which risk there which needs to be thought about. I do not

think there is any very easy solution to it, not leastis new in this country. They would be saving in a DC
investment, which does put a lot of risk on the because smoothing the outcomes is an expensive

thing to do and if this is going to be low cost youshoulders of individuals; a very diVerent sort of
pension saving regime from the one which cannot oVer too much in that respect. That is one

issue. The other issue is that the provision of thetraditionally has taken place in this country. They
may well then feel aggrieved that they end up with collection and the administration of the services here

is actually quite a complicated thing to do. Theless than theywould like to have, and feel thatmaybe
they would like to come back to the Government British pension system is probably one of the most

complicated in the world. The people who run it atand complain about that, and there could be rather
large numbers of such people. I guess the more the moment find that; they need to have highly-

trained staV, they need a complex IT system,immediate risks are that a single national scheme,
however it is set up and governed, inevitably would computer system, to run it. Therefore, the state may

well find, as it has found in other projects, thatbe quite close to Government, because Government
would have to set it up, Government presumably setting it up, getting it running successfully and

getting oV to a good start with it is not as simple aswould have to appoint those responsible for running
the scheme and, again, we have seen before, with all that.
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Mr Saunders: Could I respond to a couple of those some independent body that can look at the system
as it is rolling out is very useful. Secondly, I thinkpoints first and then come on to what I see as the key

risks for Government in it. First, the issue of year- that having proper oversight, proper governance of
the system as a whole is important, and certainly weon-year volatility I do not think is a problem. I think

that can be managed by suitable asset allocation feel that the private sector can run this but there
ought to be eVective regulation and oversight of howstrategies, on behalf of the scheme managers. The

issue of year-on-year volatility I think is something it does it, to make sure that it delivers on the
promises that we are making on its behalf.that can be managed in a reasonably

straightforward manner, if there are schemes
already within the private sector and Defined Q457 Chairman: I am sorry: can we just clarify that:
Contribution schemes that do aim to reduce the this is the life insurance industry asking for more
exposure to the market of individuals as they regulation?
approach retirement; it is called lifestyling. It is a Mr Haddrill: Yes; surprising as it may seem.
relatively straightforward and commonplace
practice, so I think that is not amajor risk associated

Q458 Chairman: Right; okay. That is a novel one.with the NPSS. As to the set-up, I think it is a
MrHaddrill: The reason for that is, as I say, that wemistake to regard this as some giant, state-run
are going into a market which, although it has gotoperation; it will not be. There is nobody suggesting
some parallels with the existing market, is going tothat the state will run this. There are plenty of
be very diVerent from the existing market. Peopleproviders in the private sector who are already
want to know at what kind of level the life insuranceoVering administration services of the sort that will
can operate in this new market, and what we arebe required for this scheme; they already have the
saying is we should operate at a competitive and fairscale that is needed to run this, so there is no massive
level. Saying exactly what that is today, when we donew-build involved. I do not see that as a major risk
not know things like participation rates, and so on,for the Government either. I think there are two
is very hard, so you need a regulator to keep fairnessareas where I do see potential risk for Government.
in the system over time, particularly in the earlyThe first is if Government finds itself sucked into
years.investment issues, because that is a complete no-win
Mr Saunders: I do not think there is a need for a newsituation for Government, somehow to be seen to
regulator. What there is a need for is somebody whoassume responsibility for investment. Therefore, it is
is going to run the scheme, assuming that we arevery important, in the design of the scheme, to build
talking here about the Government’s preferredstrong governance arrangements, strong
model, which is the centralised administration asindependent governance arrangements, which will
recommended by the Pension Commission and asensure that the administration and management of
endorsed provisionally by the Government. There isthe scheme is at arm’s length fromGovernment. The
a need for a strong, independent board, which issecond major area of risk that I see for Government
going to oversee this and be accountable forin this is what onemight loosely call ‘advice’. If there
overseeing it. In terms of a standing Commission, Iis a question-mark over whether it makes sense for
would be a little bit cautious. I think one would haveindividuals to be auto-enrolled in the scheme or to
to define its function very carefully. One of theopt out then we are in a very diYcult situation,
dangers I see in having a standing Commission isbecause those individuals will need advice as to
that it might be tempted to tinker. I think it is verywhether to be in or out. This is primarily a question
important, going forward, that there is stability inabout the design of the state scheme and therefore it
this new regime, so that people can developis very important, in looking at the state scheme
confidence over a period of time. Having a standinggoing forward, to make sure that the circumstances
Commission, having lots of good ideas for changein which somebody would actually be worse oV by
being put to it all the time, I think might just be abeing enrolled in the NPSS are very, very rare, if not
source of instability, potentially.non-existent.
Mr Haddrill: I would say that there are always lots
of good ideas for change on pensions; having an

Q456 Chairman: Thank you for that. The independent body that can resist that is just as
Government has resisted the Pension Commission’s important.
suggestion for a standing successor body. Do you Ms Farnish: If I could add just one comment to the
think that is a good idea or a bad idea; are there any question of whether we need a standing, permanent,
tangible benefits to having a standing Commission? independent Commission to oversee the reform
Mr Haddrill: I do think it is important that there is process, there are lots of very big and very novel new
some sort of body that will review the success of the ideas in the Government’sWhite Paper andmany of
scheme, with the NPSS and other pension themwill take 20, 30, 40 years to roll out. I think one
arrangements, over time. I think that there is quite a of our concerns is about the political risk of
lot in the NPSSmodel that is relatively experimental continuing to see that reform process through, and I
for the UK.We do not know, for example, what the think that is one of the reasons why we would very
level of participation is going to be, for certain. We much like further consideration to be given to some
do not knowwhether people will be persistent savers sort of permanent, independent standing body. It
or not. The outcome there will aVect the level of cost does not need to be a new quango, it does not need
at which it is possible to run the system; so there are to have armies of staV working for it, but we do feel

we could really benefit in this country from havingquite a lot of unknown variables. I think having
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an independent expert voice making sure that the Mr Saunders: The functionality that you would
overall objectives of reform are stuck to and that require of the NPSS is pretty close to the
short-term needs do not drive out longer-term functionality you require in a large savings scheme. I
reform processes, as we have seen so often in the think it is important to remember first that the phase
past. duringwhich contributions are building up is neither

more nor less than an investment scheme. This is
already a major industry in the UK. Within the UKQ459 Chairman: To what extent would that overlap
mutual fund industry currently there are 18 millionwith the role of the pension regulator?
accounts and there are a number of very largeMs Farnish:We see the pension regulator more as a
providers of administration services to mutual fundday-to-day body, making sure that the system is
companies. The largest has, I believe, already morecomplying with the current rules. I do not believe the
than five million accounts. The functionality of thepension regulator currently has responsibility for
systems that these people use is very close to thatoverseeing the health and well-being of the overall
which will be required by the NPSS, so that, in thatpension system, nor advising Government on
situation, it would be logical for the board of thechanges to aVordability, longevity, stability and
NPSS to run a competition to find a provider offairness in the system, and I think those are the sorts
administration services. I can think of at least half aof things which an independent body could helpfully
dozen firms which might be interested in competingkeep under review.
for that business; in fact, I know of three who are
examining it actively, even today. I think that is

Q460 Chairman: I understand what you are saying important to bear in mind, when one looks at, for
and I am not for or against either way, but it just example, the ABI’s evidence to the Committee,
strikes me that an independent body giving advice to which talks about large-scale, public IT projects and
Government is, if you like, no diVerent from what state-run schemes. I do not recognise, from those
you three do regularly; you give advice regularly to terms, what those of us like the Government, the
Government, similar organisations do. It is not clear Pension Commission and the IMA really are talking
to me why we need to have a body of three, five, ten about here.We are not talking about setting up some
people, drawing expenses, and they will accrue staV, vast, new, public sector IT project; the resources to
they always do; we might sit here and say there is no provide this exist in the private sector already.
need to, but they always do. Yes, in ten years’ time
or 15 years’ time there will need to be a look at how
it is going and whether we need to do any other Q462 John Penrose: That is personally an extremely
things, but I just question the need for something reassuring answer, because otherwise people would
that is on an ongoing basis, from now, that for a few be concerned about that. You are focusing there on
years will have nothing to do. Therefore, it will find the payments and collections infrastructure. You
things for itself to do and, I forget which one of you were mentioning also, in your own answers, the
said you were against tinkering, they will start investment management part of the scheme?
tinkering; because they are there, they will think they Mr Saunders: The investment management is
have got to do something? probably the most straightforward part of this.
Mr Haddrill: I think probably there is quite a lot to There are many schemes of the sort of size that we
do in the short term, rather less in the medium term, are talking about for the NPSS, or the occupational
and possibly rather more in the longer term. I would pensions, institutional investment market; there are
not say that it would not have anything to do for a many fund managers who are geared up to provide
while. I think, in the set-up phase, it could be very investment management services to that market.
useful. I also feel, I would agree, that we should not Competition in the institutional market ensures that
have a proliferation of too many bodies. Christine is those services are provided very cheaply, in manyquite right; the role of the pensions regulator at the cases for significantly less than one-tenth of 1% amoment is not appropriate for this. I think there is a

year of funds under management. The key issueserious question about whether you would want two
around investment is not so much selection of thebodies here, or three, with other organisations
manager, because I think there are plenty there toaround, so perhaps we could have a joined-up
choose from; it is going to be the asset allocation,approach and join up some of the regulators.
how much of the fund is going to be in equities, UKChairman: Thank you. Let us move on: John
equities, global equities, how much is going to be inPenrose.
bonds, how much in other asset classes, and so on.
That is another reason why you need a competent,

Q461 John Penrose: We have already touched on professional body, sitting on top of this scheme,
political risks. I want to ask some questions about taking those kinds of decisions.
operational risks. I think some of your earlier
answers have touched on the issue of operational

Q463 John Penrose:You just mentioned an examplerisks already. To start withMr Saunders, I think you
of some fees, about 10 basis points, you said, for partwere implying that an awful lot of the operational
of the management costs. I think that the aim here isrisks of the NPSS can be reduced, or minimised, if
to get the fees down to sort of 30 basis points in total.large chunks of it are outsourced, or private sector
In your view, is that a feasible total level of fees toproviders are found, but I may be oversimplifying

what you were saying, or reading too much into it? aim for, or is that going to be diYcult to achieve?
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Mr Saunders: I think it is not unfeasible. I do not Q466 John Penrose: Therefore, how complicated is
know what the actual cost will be, at the end of the that, if we are starting from a presumption that we
day, but 30 basis points does not seem tome awholly use an existing industry, mutual fund piece of
fantastic aspiration. It may be 40 basis points, at the infrastructure, scaled up, presumably? This is an
end of the day, I do not know. Partly, it will depend; extra level of complexity which is going to have to be
there are two components to the cost. One is the added into that. How complicated is that?
administration, where the assumptions made in the Ms Farnish:We think that it is quite a big, complex
Turner Report seem to us to be quite conservative. new system that would need to be built to deal with
Turner does not seem to take a lot of credit for the up to 10 million diVerent individual accounts, where
extra scale benefits that will be available here. The payroll deductions are being made, the individuals
second is fund management. Where there used to be designating in which fund they want their money
a trade-oV between the types of assets that you invested, that it would be some new, central,
decide to invest in and the cost, simply going for the clearing-house system, which then will make sure
lowest-cost option may not necessarily give you the that money ends up in the right place, the right
best net return. While it is possible, for example, in amount of it, at the right time. It is an important
the institutional market, to buy UK index tracking thing to get right, obviously; we all know, with DC
for low single figures of basis points, other asset systems, that oftenwhereDC systems fall down is on
classes are more expensive, so what those who run poor administration, so really it is important that
the scheme would have to do would be to decide this is done well, and it is a big, new challenge, I
what the trade-oV is between getting the right think, for theGovernment tomake sure that is set up
allocation and getting low fees, and that, I suggest, is properly. I cannot see who else is going to set it up.
best done through a process of competition for fund Mr Saunders: I think, in an ideal world, one would
management mandates. want to piggy-back on PAYE and National

Insurance, because essentially they are in the
business of collecting and verifying contributionsQ464 John Penrose: Would either of the two of you
from employers. They also have the advantage thateither criticise or agree with any of that?
they reach into the whole of the market, they reachMs Farnish: I would like to make a couple of
all employers, including small employers. However,comments, if I may; firstly, on operational risk. I
as I understand it, from HMRC, I think there arethink there is an additional issue here that has not yet
quite significant technical issues in using the existingbeen touched on, and that is the one of how to
PAYE system for this purpose. I think the challengemanage the flow of money from the individual, and
is going to be, moving forward, how something istheGovernment is very clear that it wants individual
designed which does that and question if the PAYEworkers to have a choice of how their money is
National Insurance system is going to get updated soinvested. Also it is very clear that it does not want
that it no longer has these 18-month lags built intoemployers, particularly small employers, to have the
it, then can it be done in a way which makes itburden and the cost and the administrative hassle of

having tomanage shooting workers’ money oV in all compatible with this.
sorts of diVerent directions. Because of that, there is Mr Haddrill: I think the Government, and indeed
a new bit of the system that needs to be set up, I HMRC, have been very clear that they do not really
think, that does not exist at the moment, which is the want to get into this market, at least in the
thing that we have been calling the clearing-house, foreseeable future, and I think obviously there are
which is bolted on to the front end, if you like, and very good reasons for that, they have got a house to
whichmanages all these complicated flows of money sort out as it is, without taking on newwork. I do not
from individuals through to the ultimate end. think that is likely to happen in the timescale needed

to start something up on pensions, so we are looking
at starting up something new, and having done thatQ465 John Penrose: Forgive me; why is that
I do not see why you would go back to somethingdiVerent from an existing mutual fund, Fidelity, or
else. It does seem to me that, when the Governmentone of those, which collects money from thousands,
talks about an alternative to a clearing-house, thereif not millions, of contributors at the moment and
is an assumption there that there is somethingputs it into unit trusts, and so on?
monolithic on the front end of all that, rather thanMs Farnish: Because it will be going through the
using existing industry facilities. That is really whatemployer’s payroll system. At the moment, Fidelity
we have been concerned about, because we thinkwill be marketing direct to individuals and that is the
that the collection can be done by a combination ofway in which the money will flow from individuals
existing private sector facilities and a variant of theand then they will choose to buy that product.
BACS banking system. In a way, there is no realMrSaunders: I thinkChristine does have a fair point
diVerence between collectingmoney from employersthere. There is a collection function which does need
into a bank for payroll purposes and collectingto be examined, not least because any collection
money for pension purposes, if you have got thatfunction is going to have to contain within it a
kind of electronic interface.We feel we need that, butcompliance function to ensure, one, that employers
we feel that is a much lighter touch layout, on top ofare participating in the scheme, and, two, that the
the existing private sector system, than what somecontributions being paid do represent the statutory
people I think have been suggesting, which is theentitlements that the individuals have. There is going
creation of a new body there. I think the otherto be a need, all models have this need within them,

for an extra layer of compliance. concern we have is that, I would agree with Dick,
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there are a lot of organisations out there which and more eVective competition. If the fund
management and administration are bundledprovide outsourcing services to the existing financial

services industry, so there are people who can do it. together, you cannot fire your fund manager for
underperformance without also firing yourWhat we have got to be careful about though, I

think, is two things. Firstly, this new system is administrator and having to go through the whole
process of changing your administrative interface. Idesigned to reach people on relatively low incomes,

it is designed to reach people who may well be quite think it is very important to keep the two of these
separate and unbundled in this.financially illiterate, who are much more likely than

people playing in the current market to make Mr Haddrill: I would not necessarily criticise that,
mistakes, and all that will require reconciliation. just to be clear.
Also it needs to reach employers down to the corner Ms Farnish: I think the competition point is
shop level. It is a much harder task, I think, than absolutely crucial. If you are interested in costs and
reaching the current market, and there will be new keeping costs down, you need an environment where
problems that emerge. We should not be too quick there is competitive tension in the market for the
to say that there are outsourcers there, they can do future. I think it is one of the concerns we have about
it, and so on, we need people with a great deal of a single national scheme where there is just one
expertise and that expertise will need to be built up purchaser. We think, yes, you have got to have
over time. The other thing is, if the Government lets institutions of scale so you get costs down, so they
a mandate to an administrator, and so on, or lets a have got to be big, you need a few of them so they
number of mandates to an administrator, I think it can actually play oV each other, and they will not all
gets in the way of competition in the market and I be good at the same thing but they can learn from
think that competition is valuable, because I would each other. I think if we could get that sort of design
expect that the services provided to the employer, at into the new system it could be very benign and
least, would improve through that competition, very good.
through innovation. We have seen in the existing
market the costs of administering managing a

Q468 Mr Dunne: John has kicked oV in asking somepension fall really quite dramatically over the last 15
questions in the same area that I have. First of all, Iyears, because of the adoption of IT, and so on, and
should declare an interest, in that I am a director ofthat has come about through competitive pressures.
an investment management firm, in the private clientOur members have been saying, “Well, for small
rather than the pension area, so it is not that related.employers, we would need to oVer specialist
Can we just pursue this issue of competition costservices,” some would do that, some would oVer a
versus advice. I think one of the arguments thatdiVerent sort of service, and so on. We feel that it is
Turner was using, which seems to have beenimportant for the employer to have some authority
persuasive with the Government, was that if youin the choice of provider, so that better service can
introduce the element of choice you have to oVercome through a competitive pressure to them. You
advice to individuals to decide which type ofcannot cut out the employer, the employer is going
portfolio their savings should be invested in. Howto have to do some administrative things, because it
would you square that particular circle? If you all, Iis their money that is going to be flowing through
think, are advocating competition of an investmentinto whatever system is set up in the future.
management portfolio manager then how are we
going to cope with advice, and if you do have advice

Q467 John Penrose: Do you know of any trade-oV is not that going to ratchet up cost?
between the number of diVerent providers you have Mr Saunders: You have got to ask yourself the
competing and the scale which any one of those question where the competition bites. If competition
providers can achieve, and therefore the potential is going to be about brand, it is going to be about
basis points and cost that is going to be incurred? pension provider A versus pension provider B, the
Mr Haddrill: I think that is a very good point. individual has tomake their choice; most people find
Certainly you can achieve scale with more than one that a very diYcult choice to make and almost
provider; we feel that somewhere between 10, 20, certainly they are going to want advice. I think the
something like that, you can achieve scale. After all, Financial Services Authority are on record as having
having one big shed of a warehouse running this said they would be concerned about those kinds of
thing is not theway tomanage anything; youwant to choices beingmade without advice, and the reason is
break it down into smaller units anyway for eYcient that once you put that in place you have a sales
management, because it becomes a monolith which process as well, people are going to try to sell their
is not run eYciently. There is a trade-oV, and I do wares to the public. Where we would argue that
not think anyone is imagining that there are going to advice is going to be most eVective is in the choice of
be 100 players coming into this market. That does the actual managers and administrators which are
not mean to say that you cannot have really quite going to be running the scheme, and that
powerful competition with a few players in the competition becomes most eVective when it is made
market who will achieve this gain. by a competent and professional body which can get

people in, cross-question them and generally putMr Saunders: The point I would make about
competition is that it is important to unbundle them through the wringer. That is what we have seen

in the institutional investment management market,administration from fund management. If you hire
your fund managers separately from hiring your where fund management fees have fallen quite

dramatically, and indeed there has been aadministrators then, I would submit, you have better
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tremendous fostering of innovation as well. In that with commission in the system, and the market that
is envisaged by theGovernment, where you have gotmarket, competition has worked extraordinarily
automatic enrolment. I do think that changes theeVectively, whereas I thinkmany peoplemight argue
landscape entirely, it makes the selling propositionthat within the retail pensions market it has been
completely diVerent and does enable it to be doneperhaps less eVective, because of the absence of that
much more cheaply.really professional buyer of the services.

Ms Farnish: I think the whole question of choice is a
very, very interesting and important one. If you look Q469 Mr Dunne:Do you envisage that conventional
at what happens at the moment with the retail saving product for Defined Contribution schemes
savings market and Defined Contribution pensions, will start to become perceived to be very
most individuals are oVered a choice of fund; at least uncompetitive and that the conventional business
nine out of ten of them find themselves unable to will start to wither away as business migrates into
make that choice and will end up being defaulted the NPSS?
into whatever default fund is on oVer, which will be Mr Haddrill: The short answer to that is, no. The
either a lifestyle fund or a balanced managed fund, NPSS is there to serve a particular part of the
or something. They will not have any idea really market. At the core of it is the employer
where their money is being invested, and that is the contribution, which is to apply to a particular span
people currently who are opting to save, not those of salary, so I do not see that it can create necessarily
we are trying to reachwith this newmarket of people a huge competitive pressure from the market as a
who are not saving anything. I think the big choices whole. Frankly, I think it would be disappointing if
people have got to make are whether or not to stay it did, because the risk there is that what it would
opted in, which for most people should be an easy mean would be happening, I think, would be that
one, if there is a 3% employer contribution and if we employers were reducing their level of contribution
are going to see less means-testing in the system in order to take their employees into the NPSS. The
going forward. The second thing they will have to average employer contribution at themoment, in the

existing market, is 5.5%, the NPSS would be 3%;decide is whether they should top up their
obviously, we would not really see that as a win forcontributions and maybe save a bit more in
the White Paper.something that is decent value and low cost. I think

expecting ordinary people to go far beyond that is
quite a heroic task; so if we do recognise that 90% of Q470 Mr Dunne:On administration fees, it has been
people will not be able to decide on their personal suggested by some commentators that it would be
asset allocation strategy in the way maybe Adair much better to have a flat fee rather than a basis
Turner is able to then I think it all comes down to the point-based fee. From what you were saying, is that
way in which the thing they are opting into invests something you would welcome?
and whether you have expert people running the MrSaunders: I do not think it is something onwhich
investment and diversifying the fund on their behalf. I would have a strong view. At the moment, the
In other words, maybe we should be thinking along convention in the savings market is to charge all fees
the lines of auto-enrolment into pension saving and at a basis point level, but the reality obviously is that
then auto-enrolment into a decent, risk-managed, the costs of administering an investment account are
diversified investment fund, in which most people pretty much the same irrespective of the amount of
then would stay. They would have the choice to opt money in it, so that there is some logic to a flat fee.
out to something more exotic, if they wanted to, but I would see that as essentially a contractual issue to
the vastmajority would be on auto-pilot. I think that be settled at the time when the administrators are
is the sort of system that really could get us being hired and the competition is being run.
somewhere. Mr Haddrill: It is worth looking at, but I think it is
MrHaddrill: I think we pretty much agree with that. quite a diYcult proposition, because the annual
What we propose is that if the person wants to management charge approach basically subsidises
exercise choice, a wider choice of fund, then the the poor, or the lower contributor. If we are talking
system should enable them to do so. Actually, John about very low levels of contribution, I think that
Hutton has said he wants to promote personal cross-subsidy is probably going to be necessary, and

particularly in the early years. I think people couldresponsibility; personal responsibility and the
find the flat fee was actually going to come out atcomplete absence of choice I do not think go hand in
really quite a high level, so I am not sure it is goinghand. Where people do not want to exercise choice
to work, particularly at the beginning.then you have some kind of carousel system for

allocating a provider, also you have to have a default
fund that they can invest in. I think probably it is Q471 Mr Dunne: Christine, I think you were
necessary for that default fund to be pretty well suggesting that 40 basis points is the minimum level
standardised across the market, so that if they that is practical, in your view. Is that a view based on
happen to end up in one company versus another, or experience of other countries and could you all
one provider versus another, one fund manager comment on where you think the fees are likely to
versus another, the default fund will deliver much end up; the 30 basis points appears to be very low?
the same outcome. I think it is also important to Ms Farnish:Our figure of around 40, 45 basis points
understand the diVerence between the market that is based on actual experience of large employer-
operates now, without automatic enrolment, sponsored schemes, multi-employer schemes, in the

UK right now. If we are talking about being able totherefore with selling, as Dick said, being necessary,
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build those schemes and take in even more assets the issues about how valuable the pension will be that
costs might come down further. It is all a question of people will get from this system, though obviously it
scale. I thinkwe are quite confident about our figures will be better than having nothing at all. I come back
and the fact that sort of level of cost is doable, with to the point about this quite profound shift from a
quite decent arrangements. DB world to a DC world, because I do not think we
Mr Saunders: If one looks at international have really quite got our heads round how huge and
experience, probably the best example is Sweden. diVerent it is going to be in future for our children
Fees in Sweden are charged on a basis point basis but and younger generations, who will have very
they are not averaged over time, so there is not a 10- diVerent sorts of mechanisms for saving for their
year contract over which the fees are being spread. retirement. They will not have someone else, like the
By, I think, 2020, the Swedish authorities are employer or the state, necessarily, shouldering quite
claiming, with a fair degree of confidence, that the a large part of the risk in the system; instead, it is
fees will be less than 20 basis points, on average, going to be on their shoulders.We are going to be the
certainly for the default fund, and the arithmetic only country in the world that has a quasi-
looks quite persuasive there.Wherewill they end up? compulsory DC pension saving system, with
I think it depends on a whole host of issues that have compulsory annuitisation at the back end. All of
not yet been settled, so I would not like to predict. I those issues, I think, need very careful thought.
do not think 30 basis points is out of the question at
all, but I would leave the caveat that the board of the

Q473 Michael Foster:Would it not be fair to say thatscheme may want to have the flexibility to include at
the most important issue is how they perform? Theleast an element of active fund management within
Commission suggests that there should be a certainthe portfolio, which does come at a high cost, but
amount of investment risk, with the possiblehopefully a higher return, and there should not be an
exception that the default fund should be aartificial cap which prevents them from doing what
smoothing fund. How much risk do you think it isthey consider to be in the best interests of their

investors. realistic for people with modest contributions to
take?Mr Haddrill: I think, to some level, the fees will be

what the fees will be, and I say that because the fees Mr Saunders: I think the answer to that question is
will be driven to a large extent by the level of how much would people lose by not taking risk. I
participation, by the success of the scheme, so we think it is important to realise that one is investing
cannot say what they will be. Based on our over a 40-year time span here, and that, from the
experience of running the current market but taking point of view of the individual, if the investment goes
out things that will not exist, like commission, and down in value ten years into that, it does not matter,
so on, and taking account of the scale, we come up because there is plenty of time tomake that up again.
with a figure somewhere between 0.6 and 0.7%. We Historically, all the evidence is that higher returns
think that Adair’s model in fact would run on are generated over the long term by investing in
realistic assumptions that are closer to about 0.45. higher-risk assets. If, for the sake of argument, one
That gap represents, in terms of people’s savings compares investing over a 40-year period in risk-free
over a lifetime, something like £3,000 as against assets, say, government bonds, on the one hand,
£130,000worth of total saving pot. That is one of the with investing over that same period of time in
other reasons why we think that you do need equities, in the stock market, and assume that the
somebody, some regulator, or some organisation, stock market generates the kinds of returns that it
that can sort of take a view about what the market, has generated over the last 100 years, then the size of
or what any new organisation, what any system, is the pot that would be formed by investing in the
actually achieving, in the light of the circumstances stock market would be about two to three times
that pertain and then say is that fair and is that bigger than investing in risk-free assets, and, of
reasonable. I think, actually, that one of the worst course, the income which could then be got from
outcomes is that the Government promises, “Oh, that was two to three times more. However, risk
yes, we will do it at 0.3,” and then finds it cannot and needs to bemanaged; risk can never be taken out but
then everyone runs around and says, “Well, you it can be managed. It can be managed by
make up the diVerence, please.” diversification but also it can be managed by

diversification over time. This is where we get back
to this question of lifestyling, to which I referred aQ472 Michael Foster: At the very beginning you
few minutes ago, under which, as somebodytalked about the aspirations of the new personal
approaches retirement so you start to move theiraccount holders.Do you think that those aspirations
portfolio, over a period of time, away from high-riskrealistically can be met by such a scheme as is now
investments into lower-risk investments, so youproposed?
reduce the risk that they will get hit by a stockMs Farnish: I think, if only 8% of band earnings is
market crash six months before their retirementgoing to be saved, not many people are going to end
date. That is quite a widespread practice now, inup with very substantive incomes in retirement,
Defined Contribution schemes, and that is the wayunless we can still have a systemwhere employers are
to manage risk, but I would argue that it isproviding something on top. I think that is the
irresponsible not to put people into high-risk assetsposition that we have reached. The alternative
when they do not have to get at those assets forwould be to increase this 8% to something

significantly higher. I think there are some very real decades perhaps.
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Q474 Michael Foster: People understand direct MrHaddrill: I think the key thing is what happens to
the money if the contracted-out rebate is abolished.benefits; they understand that they are going to get

a percentage of their income in retirement. I guess Some people have found it complex. In the past,
however, certainly it has driven investment inpeople do not really understand the complexities of

diVerent investment options, and so on. Do you pensions. The Government is talking about
diverting that money into the pension system inthink that there is a case for the ABI and others

involved in the industry to create the education, or other ways and I think that one of the things
everyone needs to scrutinise is how much of thatdo you think that is a job for Government, to

educate investors as to what it really means to be money actually still remains in the pension system
and exactly how it is going to be used. For example,making these sorts of investments?
if it is used to make the introduction of the NPSSMr Haddrill: I think providers in the market and
easier for employers, is that leading actually to anGovernment both have a role to play there, so I
increase in the level of pension saving, or not, or isthink that is very important. Just picking up onwhat
it, in a sense, going into the employer’s pocket andDick was saying just now, it is absolutely right, that
being held there. We feel contracted-out rebatesyou can smooth the entry into safe investments, but
have worked, we have felt that they needed someyoumust avoid obviously locking in at a point when
reform, we regret that they are going, but we will bethe market is quite low; there is a risk though, it is
very, very disappointed indeed if that money doesnot a straightforward thing to do, and certainly that
not remain in the savings pot, and disappearhas happened to some people in the past. I think the
somewhere else, and I think that has to be looked at.other thing that the investing public need to
Ms Farnish:We think that contracting out is a hugeunderstand, but also it is important that the
source of complexity in our current pension system.Government does not use the wrong language, and I
It is one of the many reasons, but an important one,think this word ‘default’ fund sounds like something
why many people have no idea of what the deal isthat should be very safe, whereas actually it should
and what they are going to get from the state and thenot be that safe when you are a younger investor. It
diVerence between the state pension system and theis not in Sweden. In Sweden the default fund is
private state pension system. It is also a source ofheavily invested in equities; so I think that is
cost and complexity for people who run pensionsomething that we must do in the UK, but equally
schemes, particularly occupational pensionwe have got to avoid using language which gives
schemes. One of the things we are disappointed in, Ipeople the impression that they are heavily invested
think, in the White Paper, is that the Governmentin gold, or government bonds, actually gold is not
have not picked up the Pension Commission’svery safe, but government bonds.
recommendation that DB contracting out should
cease by a certain point in time. I thinkAdair Turner

Q475 Michael Foster: It is sometimes said that the recommended 2030, but we cannot see any point in
British disease now is short-termism, that people do future where theGovernment is committing actually
not actually want to think too far ahead. Perhaps to wind down and eliminate contracting out
from your experience, can you tell me, have people altogether, which we think would be a very good
been dropping out of existing schemes? There is a place to be.
perception that people do invest for short periods
and then they drop out; an example, I suppose,

Q477 Harry Cohen: That is helpful. I want to comewould be stakeholders by direct debit, or something,
on now to the Defined Benefit approach. Both thewhich is a sort of regular payment. Do you have
Government and the Pension Commission agreeexamples or any figures on how many people do
that immediate abolition of contracting out formaintain and continue with their direct debit
those schemes would more likely spur schemecontributions or actually actively jump ship?
closure and reduce national saving than stimulateMr Haddrill: People do move, certainly, after a few
saving, and the CBI said something similar to usyears, but quite often they are moving to another
when they came, that immediate abolition couldproduct and another provider, so they may be
lead to a serious shortfall in funding when they werecontinuing to save but they have moved their
already under pressure. I note that the ABI, on thispension elsewhere. That is one thing that the figures
point, talked of that as a misdiagnosis, and said ifshow. In a way, from a public policy perspective,
they were reshaped it could revitalise and the trendthat does not matter. I think it is true that, the
could be reversed. Which view is right and where isaverage persistency in saving, particularly in this
the evidence to support either view?part of the market, where people are much more
Mr Haddrill: I think it is a bit odd to do one thingexposed to shocks, they just do not have the level of
for DB and the other thing for DC. I do not reallyincome to bear a change in family circumstances,
understand the logic of that; so that was part of whatloss of job, and the rest of it, that one of the things
was lying behind there. We do recognise that thisthey will do, at that point, is turn oV their longer-
complexity has come in and that people cannot seeterm investment.
the benefit, but also that the level of the rebate has
come down to the point where it is not really
providing a real incentive. We felt there were issuesQ476 Harry Cohen: Would not the abolition of

contracted-out rebates for Defined Contribution to address on both of those counts, and if they were
done then you would continue to see them workingschemes significantly help reduce complexity in the

pension system? There is a lot of it, is there not? well for private saving.
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Q478 Harry Cohen: Just to pick up on your point, were made. Our position is one of looking at the
whole pension reform agenda and the pensionChristine Farnish, about the Government not

picking up on the Turner recommendation to phase system in the future. I think the feeling we have is
that DB pension schemes, in particular, have such aout by 2030 the contracted-out rebate. Is not that

proposal from Turner, notwithstanding the rigorous and onerous regulatory regime applied to
them, which actually, when you compare it with DCGovernment’s position, which we are not quite sure

of, clearly they are keeping their powder dry, really pensions, it is very hard to justify why you have
certain things in the DB world that you do not havejust a continuation of a tax perk anyway for those

well-oV pension savers, in the first place, and that in the DC world. We are the only country in the
world that regulates its DB pensions so harshly andmoney could be used better elsewhere in the

pension reform? severely and requires what were voluntary schemes
set up in good faith by private companies to have toMs Farnish: The NAPF’s position on contracted-
provide certain sorts of benefits. It does not leaveout rebates andDB schemes is that actually we think
that discretion to the individual company. As part ofit would be a good thing for most private sector DB
the overall reform package for the future, I hasten toschemes were the rebate to go and for the schemes
add, we think that some of those requirements, forthen to adjust the level of benefits so it was cost-
the future, ought to be revisited. The sorts of thingsneutral to them. That would actually help to de-risk
that we have suggested could be looked at arewhat is left of DB schemes in this country and make
exactly the same things that are in Chapter 2 of thethem more sustainable, and not less sustainable, in
Government’s White Paper. They are things likefuture, but also make the whole deal much simpler.
whether or not the scheme has to provideThe money that the Government would get in the
compulsory indexation for future accruals, what theshort term, we had thought, could help to bring
scheme has to do in future about normal retirementabout an improvement in the Basic State Pension
age in that scheme, if there has been a serious changerather more quickly than seems to be the case
in longevity and where obviously the costs to thatwithout that rebate money. Our preferred position
scheme are far, far more severe than ever waswould still be that; although, in the interests of
envisaged, going forward. The very, very tightbuilding a consensus, we are not lobbying strongly
restrictions imposed by Section 67, which means it ison that point at the moment.
impossible to modernise scheme benefits and
provide equivalent benefits in a way that fits with

Q479 Harry Cohen: I have sympathy with that view. that particular scheme, which might have been
One of the things that the Government talked about consolidated, merged, changed, over the years. It is
in the White Paper was a deregulatory review of things like that. We are not talking about robbing
pensions. I am concerned that what that might mean people and taking away their benefits, we are talking
is a worsening of pension provision actually for about trying to get back to a saner regime for the
ordinary workers. I want to raise with you, Christine future, because I fear, if we do not, these things are
Farnish, the article which appeared in the Mail on going to become of historic interest only. I think
Sunday, in the Financial Mail, yesterday, by Lisa there is a big issue as to whether we want a world in
Buckingham, where she quotes you directly, and future where the majority of people might be able to
your Association, as arguing, you will say whether benefit from a good pension scheme provided by
this is right or not, that employers should be able to their company, or whether just a tinyminority might
renege on their pension promises, and she says: get a wonderful pension benefit but everybody else
“FinancialMail is a great supporter of much that the gets nothing more than 8%.
NAPF strives to achieve. However, we break ranks
when it is argued that thousands of companies

Q480 Harry Cohen:Nobody wants that last thing toshould be allowed to break their pledges to their
happen, at the end. Lisa Buckingham, in her article,workers.” Whereas you are talking about bringing
made it clear that what you seemed to be saying wasflexibility back into the system, “What she means is
that existing benefits, which workers have alreadythat employers that benefited from extended
accrued, could be put in jeopardy. That is, I think,‘holidays’ from pensions contributions should now
what worries me. Then to take it on further frombe allowed to ask their workers to pick up the tab—
where I started, the Government is talking about aby sacrificing benefits they already have in the
deregulatory review of pensions. If it is to dowith thebank.” She goes on again that you argue: “At the

recent NAPF conference . . . that the Government structural thing and let companies have a structure
that suits them and their workers, in negotiation,should look again at the requirement that employers

should increase pensions in line with inflation . . . ” that is one thing; if it is to take away existing benefits,
that is another; and that I think is a matter ofYou know, in old Labour Party conferences, we had

a song about brewers watering the workers’ beer; concern, certainly to me?
this sounds very much, to me, like the pension fund Ms Farnish:Obviously, it is a matter of concern, but
contributors taking away the workers’ pension at the end of the day the strength of the benefits will
money. Would you like to comment? depend on the ability of the scheme sponsor to fund

them, and part of the diYculty we are going to faceMs Farnish: Yes, certainly I would. I am very
pleased you asked me the question, because it is the going forward is if we have large numbers of scheme

sponsors who cannot aVord to fund those benefits.sort of story that gets rather a head of steam and
ends up sounding very diVerent from what it At the moment, we have a regime where those

schemes fall into the Pension Protection Fund andsounded like over a week ago when those remarks



3367123006 Page Type [O] 17-07-06 14:08:18 Pag Table: COENEW PPSysB Unit: PAG1

Work and Pensions Committee: Evidence Ev 109

19 June 2006 Ms Christine Farnish, Mr Stephen Haddrill and Mr Richard Saunders

people get significantly less than they had been public policy is unclear on this point. I am also
pointing out that we are the only country in thepromised. That is what might happen, in some

schemes, if we continue having to accrue benefits world that requires it. If we are interested in keeping
some element of pensions in the system in thisand pay the sorts of levels of pension in future that

companies have been forced by statute to do in the country, where employers are prepared to take on
quite a bit of the cost and risk, we have got to getpast. I do come back to the requirement for DB

pensions to have statutory indexation of those back to a system where employers want to go on
doing it; that is my main point.benefits in pension. I am not talking about what has

been built up so far, I am talking about future
accruals here, but if we continue with that, it is a

Q486 Chairman: There has never been a pre-huge element of additional cost; we force DB
statutory indexation. There was not a single schemeschemes to do that, we do not force DC schemes to
in existence that did not have indexation; sodo that. No other country in the world forces
indexation per se has always been there. That is notcompany pension schemes to do that, it is left to the
the problem?scheme. It is just one of those issues where regulation
MsFarnish: It used to be a discretionary entitlement,has added quite a lot to the cost, and will do for the
did it not?future, which is fine, it is very nice for people to have

indexation of their pensions, but it is very expensive,
so it is one of those trade-oVs, I think, that needs Q487 Chairman: Yes, but it has never been a
looking at for the future. problem; it is a diVerent issue that is a problem?

Ms Farnish: It is one issue amongst many.
Q481 Chairman: Currently the indexation is 2.5%;
how far down do you think it should go?

Q488 Harry Cohen: Just the last part on this. Firstly,Ms Farnish: How far does it go with DC pensions?
I am not quite sure of the morality of some of these
corporations which took big pension holidays whenQ482 Chairman: Can you just answer the question:
the going was alright but then say they do not wantit is 2.5%; do you think it should go down to 1%, .5%,
to pay when it is not so rosy. Coming away fromor .25%?
that, this point about indexation and then inflation,Ms Farnish: The way they do this in The
if we had your approach, a completely discretionaryNetherlands, where they have incredibly successful
approach for employers, is it not likely that overallemployer-sponsored DB pensions still, that are
they would put in less than inflation if there wasalive, that are open, that are thriving, is not to
nothing to require them at least to put in inflation?require any indexation but instead leave it to
At the end result, you could have great damage towhether or not the scheme can aVord to do it, so it
our final aim, of people going with a decentis a discretionary entitlement. That is the way it used
occupational pension; is not that what you areto be in our occupational schemes in this country.
risking with your approach?
Ms Farnish: Possibly, but I think the alternative riskQ483 Chairman: In those days, the industry you face is that more company schemes will close tostandard was three per cent; now it is a statutory future accruals completely and there will be nomaximum 2.5%? opportunity for new workers coming into theMsFarnish: I think the choice we face in this country workforce ever to save in a DB scheme of any sort.is either having a future pensions world where we That is the opposite risk that I would just urge youhave some element of employers shouldering some to consider, because certainly from the intelligenceof the risk in the pension system orwe do not. I think in the market that we pick up it does seem that wethat is the big issue which lies behind the comments are heading quite fast towards that sort of world ifwe were making, that this needs looking at as part of we are not careful.the reform package.

Q489 Jenny Willott: I want to move on to a newQ484 Chairman: You think the 2.5% should go but
subject, which is state pension reform, and get yourpersonally, representing NAPF, you do not think

there is a figure that should be in? views on that. The White Paper says the proposed
Ms Farnish: I am not saying anything specifically reforms to the state pension system will make it
about what NAPF thinks on this at the moment, much simpler, or make it a much easier decision for
because we are working on all of those issues in the people about saving: do you agree?
White Paper andwewill be coming forwardwith our Mr Haddrill: I think they should do, yes. It is
very considerable, detailed proposals in September. absolutely vital that this decision to invest for

yourself, to save privately, versus relying upon the
state system, is a very clear-cut system. I do believeQ485 Chairman: You seem to be saying that the
the Government is trying to achieve that. Astatutory indexation should go, and that currently
reduction over time in means-testing has got to be ais 2.5%?
step in the right direction. I think certainly we wouldMs Farnish: I am saying it is one of the factors that
like to do some more research and investigation asis leading DB schemes to close, because it is making
to whether exactly the package produces that claritythem very expensive. Also I think it is strange that is
of result, but certainly I welcome the direction ina statutory requirement on theDB sector which does

not exist in the DC sector, so it seems to me that which the Government is going.
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Q490 Jenny Willott: It is the end result rather than MrHaddrill:Yes. If youwanted a sort of first, do the
thing which Dick advises me not to do, which is towhat they are actually proposing that you feel is
say now, it seems to us that the Government hasimportant?
probably gone just about far enough, but it is onlyMr Haddrill: Yes. There is a huge amount of
just about far enough, in terms of producing thatcomplexity here, and we are going to be testing that
claim; that is really why we want to test it.over the summer and seeingwhat it does for diVerent

sorts of individuals and diVerent circumstances and
whether people will have a clear decision in front of Q493 Jenny Willott:Ms Farnish, can I ask you, why
them or not, because that is going to be essential, I are you proposing a Citizen’s Pension?
think, particularly if we are going to achieve the Ms Farnish: This was our favoured scenario, and it
degree of participation in the NPSS that the still is, in theory, but clearly if the consensus is not
Government is looking for. with moving to a Citizen’s Pension at the moment it

is not something where we will cause diYculty. We
do see a Citizen’s Pension, in other words, a singleQ491 Jenny Willott: It is so complex that you need pension from the state rather than two, where prettyto do research to see whether it is simple? well everybody in this country can be certain of what

Mr Haddrill: I think we have just got to test these they are going to get when they reach state
things. I do not want to take aWhite Paper like that, retirement age, as a beautifully simple system, and
in this area, and say, yes, it is going to be okay, I we think also, if you did have a simple system like
think we need to test it. that, it would be quite diYcult for future
Ms Farnish: I fear we are still going to have a pretty governments to meddle with it, in the way perhaps
complicated pension system for quite a while yet. we have seen over the years with our current
Maybe by the time we get to 2050, before the plans complicated system. It could become a bit like the
are achieved, as intended at the moment, we could National Health Service, in terms of everyone
end up with a system with much less means-testing understanding the deal, and it being very, very
and where the two state pension systems are so strongly defended by people, in terms of public
similar and equivalent in type and they are both flat sentiment, as something that is part of being a
rate that they can be merged together into one that British citizen. We were less hung up on whether the
pretty well everyone gets. That would be a simple qualifying criterion was residency or a revamped
system people could understand. I think it is going contributory principle. I would think it was more
to take us quite a long time to get there. about just everybody knowing they would get a
Mr Saunders: I think it is quite hard to sit here today certain amount from the state and that would be it,
and say what the world will be like in 2020 or 2050, and that, we felt, really would incentivise people
or whatever. I think what is important, and I think then to want to make provision for themselves and
this is in part the achievement of the Pension help get the funded system to a healthier state than

it is in at the moment.Commission, is that there is a relatively clear
direction of travel there now, and I think an
important part of that direction of travel is Q494 Jenny Willott: The Government gave three
simplicity. Just to revert to the National Pension reasons, in opposition to the idea of a Citizen’s
Savings Scheme for a moment, I think, as Christine Pension. The first was that it would be complex to do
said a bit earlier on, the key decision that people the oVset method and people would not know what
have got to take is whether they opt out of the they could expect from the state. The second onewas
scheme. The trade-oV people have got to consider in that it was going to be very expensive, almost
that is, “Well, if I stay opted into the scheme, straightaway. The third one was about fairness and
eVectively I get a 3% pay increase, because my the fact that people would pay diVerent amounts
employer’s going to put 3% into my pension pot, into the pot but get the same amount out of the pot
which I wouldn’t otherwise have had; but, if I’m and how that would be seen. How would you
going to lose benefit at the end of the day, because I respond to those three criticisms?
haven’t actually got any other savings, will that loss Ms Farnish: On the last point, I think the

Government’s own consumer evidence, at itsmore than oVset the extra amount that the
National Pensions Day, showed that the majority ofemployer’s put in?” The more those interactions are
people who participated in that event preferred acomplicated and diYcult the more diYcult it is to set
simple system based on residency to a complicatedup something that will have the stability and
one based on contributions, but we have not hearddurability to form the basis of a really long-term
very much about those results since. Onsettlement. I would agree with both my colleagues
aVordability, I think the Government did not takethat simplification is absolutely critical in this and
into account the money from contracted-outwe do have to reverse the spread of means-testing in
rebates, and Adair Turner did not take that intothis area, but I think the good news is that we do
account either. We have published a set of proposalshave time, and I think we are now pointing in the
on how you could do it without any additional cost,right direction.
to get people to the level of Guarantee Credit quite
quickly. Clearly, there are transition issues and it

Q492 Jenny Willott: All quite qualified answers would be complicated to achieve, but I would set
then; the direction is right, but not necessarily there against that the huge risk and the complexity and

length of the transition that we are going to goyet. Is that an accurate summary?
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through now, in moving forward with the reforms MrHaddrill: I think I am going to rest on what I said
before. I think we need to see the detail of that.set out in the White Paper. I think it is some pain for

a very big gain, if you have more of a ‘big bang’
approach, but clearly these are political judgments Q497 Chairman: He is pleading the Fifth.

Mr Saunders: In terms of savings incentives, therethat politicians need to make.
Mr Haddrill: I think there are diYculties with are, of course, already very generous incentives to

save through pensions, which large numbers ofsomething based on residency. If we are looking
forward decades here, to a world in which there is people choose, for whatever reason, not to take up.

I think one of the key things that has come out of themuch more mobility of people, we have already got
it around Europe, it will extend beyond that, people Turner review is the idea of auto-enrolment, where I

think there is good evidence that it does increaseliving here for short periods of time, moving on,
coming back, and so on, I am not sure it is a concept saving. There is evidence from the United States,

where auto-enrolment into so-called 401(k) plans,that works very well in that kind of world. The area
we were concerned about there was what was going was showing after six months participation rates

between 86 and 96%, compared with rates of lessto happen to the pensions of women and carers and
whether the Government could do something else to than 50% before auto-enrolment was introduced.

There is relatively little evidence in Europe at thebenefit that group, and it seems to have done so by
improving their pension entitlement, so it does seem moment, but the one quite striking example I have

seen, which I think again shows the power of inertiato me that it has practically dealt with one of the
major problems. when it comes to auto-enrolment, is organ donation

rates. In those countries where organ donation
requires somebody to carry a donor card, orQ495 Jenny Willott: Do you think that by giving a

guaranteed level, that everybody knew what they whatever, organ donation rates are actually quite
low, typically less than 20%, in the UK about 17%;were going to get, it would encourage people to

save more? whereas in those other European countries, where
people are deemed to have given consent to donateMr Haddrill: Yes, I think it would, if you knew

exactly what you were going to get and you knew, organs and have not opted out, they are 98, 99%
rates. It is a diVerent example. I would not want tothe other half of the equation is, how your existing

savings were going to be treated. Yes, that would stretch the analogy too far, but it is European, and I
think that there is reason to think that auto-help, in that respect, unless it was very high, in which

case you would say no; but, yes. enrolment will help to increase saving.
Chairman: There were further questions that we
wanted to ask about tax relief but, in view of theQ496 Jenny Willott: That is never going to be the

case. Do you think that would overcome some of the time, we will write to you with those. Can I thank
you; that has been a very robust session, but I thinkdiYculties that you and Mr Saunders said in your

answer to the previous question, about it is the right it helps clarify the Committee’s mind on a number of
things, and we are very grateful for your attendance.direction of travel but there are still complications in

their proposals? Thank you very much.

Memoranda submitted by Citizens Advice Ev 253–265 and Which? Ev 150–151

Witnesses:Ms Teresa Perchard,Director of Policy, Citizens Advice; andMr Doug Taylor, Personal Finance
Campaign Team Leader,Which?; gave evidence.

Q498 Chairman: Good evening and welcome. Mr Taylor: From Which?’s perspective, we tend to
concentrate on that part of the pension system thatWould you introduce yourselves, briefly, please?
sits above the Basic State Pension, so issues, in
particular, in terms of the proposals around a

Ms Perchard: I am Teresa Perchard. I am Director National Pension Savings Scheme. Indeed, within
of Policy for Citizens Advice, which supports the our response to the Committee, we identify, in
work of Citizens Advice Bureaux in England and paragraphs 21 to 31, the principles that would

underpin for us a good pension system. I think itWales.
would be fair to say that the work of both the
Pension Commission and the White Paper strikes

Mr Taylor: I am Doug Taylor, the Campaign Team for us some very positive points, and particularly the
Leader in Personal Finance forWhich?. creation of a National Pension Savings Scheme,

which we think would be of great benefit to
consumers in the future. I think, in terms of our

Q499 Chairman: Thank you. It is good to see you, general view of the White Paper, it would be a very
and welcome. Thank you for finding the time to positive response.
come and bewith us today. TheWhite Paper, do you MsPerchard:Citizens Advice Bureaux, asMembers
think it sets out the right package of proposals and, will know, often are working with people who rely
if you do, do you think that those would deliver a heavily on welfare benefits and state pension for

their income, particularly disability benefits, or whosustainable solution?



3367123006 Page Type [E] 17-07-06 14:08:18 Pag Table: COENEW PPSysB Unit: PAG1

Ev 112 Work and Pensions Committee: Evidence

19 June 2006 Ms Teresa Perchard and Mr Doug Taylor

are deeply in debt and on low incomes, so our Ms Perchard: There are clearly in the White Paper a
great many things still to be consulted about andinterest lies predominantly in what this package
decided and also some things where we have yet tooVers for people on lower incomes, and particularly
learn how they are going, such as the DWPthose for whom the state retirement pension and
promising to tell us how the Informed ChoicePension Credit, means-tested benefits, are incredibly
programme, which is producing combined pensionimportant. Proposals to improve the lot of people
forecasts for people, is actually going and how thatwho rely heavily on Basic State Pension in the future
is working. What the Pension Commission and theare very welcome, and getting an early signal that is
Turner Report has enabled us to do is achieve aon the way is very important. Restoring the earnings
political and cross-sectoral consensus about thelink, improving the value of the state pension,
shape of reform. That has been astonishinglyhelping women who have missed out on
important; it has acted as a bridge between a wholeemployment opportunities by reducing the
variety of diVerent organisations with diVerentcontributions period down to 30 years, and
perspectives and Government and diVerentproposals to provide a universal entitlement to
government departments, in coming to the pointpension for over-75s really help the people like the
where we are nowwith theWhite Paper. There is stillpeople we are seeing today, who are very elderly and
business to do, policy to formulate, within thatwho are missing out on income to keep them at a
White Paper, and it would seem to us to be verydecent level in retirement. For those people who are
helpful to maintain the continuity of having adeeply in debt and living for today, not tomorrow,
successor body which will facilitate consensus onof whom there are many in our society, but
what can become quite detailed points aboutparticularly for those people on lower incomes,
implementation. Choices about when things willhaving an easy way of getting into some additional
actually happen and who will do them are yet to besaving early in their career, particularly if they have
made, and, as you have heard from your evidencea series of temporary employment, which is what the
session earlier today, there will be diVerent viewsPersonal Accounts proposals, and the NPSS
within certain sectors about particular issues orproposal, oVer, might help to prevent some ‘later in
where the lines should be drawn. To move thislife’ poverty problems for families. Those are the
simply into a single departmental policy-makingsorts of things that we are most interested in seeing
process might lose the advantages that we have hadwork well for our clients.
with having the Pension Commission process acting
as a bridge and getting consensus, and could result

Q500 Chairman: From your comments, is it fair to in some loss of momentum as well. We think it will
say that you think these proposals will start to be a good feature to continue with, in some shape
rebuild confidence, not necessarily do the whole job or form.
but it will be a start? Mr Taylor: We are very supportive of a long-term

successor to the Pension Commission, and whileMr Taylor: I think, in terms of the NPSS, then they
accepting that elected representatives, at the end ofcould, insofar as the legislation which is eventually
the day, must determine pensions policy in the UK,introduced and approved is one that takes the basic
we see some benefits from that being informed by anprinciples that underpin that. We would have
independent body, maybe along the lines of the Lowconcerns if the final structure that is created does not
Pay Commission. We believe that, for the benefit ofguarantee an independence of governance of such a
consumers, long-term planning rather than short-scheme, which we see as crucial to its performance
term decisions must be in their interests, and to doand has guaranteed, or insofar as practical
that we see some independent Pension Commissionguaranteed, low-cost charging as part of the
which could inform the work of Government, instructure.
terms of changing demographics, changingMs Perchard: I think the consumer confidence
economic situations, the impact of any new schemeaspect of this cannot be understated. Even with
and how that works in the next 20 years, or so. Theauto-enrolment, you need engagement and
implication of howNPSS is working, and also beingunderstanding, and so simplifying the range of
able to take views of stakeholders in the longer term,choices that people might face is one thing, but
we would see to be of help to Government in beinghelping people actively engage with those choices
able to make good decisions but also to ensure thoseand decisions will be critical to the success of this
decisions have got the best information beneathpolicy. What is around this policy is very important,
them.in terms of implementation, to inform, engage,
Ms Perchard: Within the policy package you haveeducate workers, employers and people in the
some proposals for reviewing pension legislationprivate sector and the public sector who are engaged
and regulation as well. The Pension Commissionin any way in issues to do with pension planning
process has been set up to find a solution to aadvice and welfare benefits.
problem of people not saving suYciently for their
retirement. People who work for the FSA,

Q501 Chairman: One of the Pension Commission’s regulating products and sales practices, are not
recommendations was for a successor body to them, necessarily having that goal in the front of their
and the Government have said they prefer periodic mind, and it is very important that we can test
reviews rather than a standing Commission. Do you changes in legislation and regulation for their impact

on likely take-up of savings products on oVer. Thehave any views on that?
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Pension Commission, or a successor to it, would awful lot of people who have debts and a whole host
have a diVerent goal from that of financial services of reasons why they particularly need Citizens
regulators, or perhaps departments which are in the Advice Bureaux and help, so thank you for all the
business of implementing policy based on consensus. work that you do. To get on to the questions I have
It would act as a very important champion for the to ask, you mentioned earlier restoring the earnings
social goal of ensuring that we end pensioner link; how important do you think that is, in terms of
poverty in the future and change the strategy, pensioner poverty, to all of the reforms that are
eVectively. taking place?

Ms Perchard: As we have highlighted in our
evidence to you, we are still coming across todayQ502 Chairman: Do you think they will be more
pensioners who are missing out on claiming PensioneVective than the CAB at that? The Commission, of

itself, would not do anything, other than comment Credit. Their state pension income is a long way
and report. Organisations like CAB, no disrespect, from the Pension Credit level and it can be quite a
you bombard Members of Parliament all the time challenge to get people to claim means-tested
with information and you have been doing it for a benefits, they feel a huge loss of dignity and that they
long time. are begging for charity by doing so, plus there are
Ms Perchard: For more than 65 years. quite a lot of administrative obstacles, even with the

eVorts that have been made to simplify the claiming
process for Pension Credit. Moving the Basic StateQ503 Chairman: I just question whether a group of
Pension into a place where its value will continue togood and worthy people, sitting in a room

somewhere, thinking “What shall we say next?” is keep pace with earnings should reduce the extent to
going to add anything that is not already there? which future pensioners need to call on the state for
Ms Perchard: I think the unique feature of this top-ups on their income through a means-tested
policy programme has been the way that it has system. Our welcome for that is based on the advice
gathered evidence and about issues actually, as said work we do today with people who are missing out
Doug, which might change, so improving life on income because of the barriers from claiming.
chances of people as they move, as they become Mr Taylor: I think that is more an area for Teresa’s
older, whether the employment opportunities really expertise than mine.
are there for older people. Whether initiatives to get
people to contract back in or defer actually work,
and how diVerent agents in the market are working Q505 Justine Greening: Of course, with any change,
towards the achievement of the policy goals is people wonder what on earth the change means for
something that an independent commission, like the them, and I think one of the roles that CAB and
Low Pay Commission, could really help with Which? have always played is giving people access to
bridging between the diVerent interests. The CAB information. What sort of new information and
service is seeing people who are having severe advice needs do you think people are going to have
problems today with their income, either because of when the reforms eventually get rolled out?
debts or inability to claim welfare benefits

Ms Perchard: Over a 20-year window, there areeVectively, or being refused by bureaucracy; that
going to be a wide range of changes to the system.gives us some contribution to make to that process
The reduction in contribution record down to 30but it is not the whole picture. Firms which currently
years, there will be people who win as a result of thatare selling pensions in the private sector, as I think
and they need to know about it. A new contributoryStephen Haddrill said earlier, are dealing largely
credit, how do you get that; new personal accountswith better-oV consumers, perhaps not those
coming in later, the link to earnings, stuV aboutconsumers who are intended to benefit from these
contracting out, women working longer, possiblypolicy moves. Everybody has a diVerent perspective
continually uprating their retirement and stateand a diVerent set of interests, and an independent
pension ages, and S2P moving into a flat rate over aCommission, I would suggest, could help
20-year window. At any time, people of diVerentGovernment to implement this policy. There is still
ages who are dealing with diVerent financiala lot of decision-making to do in the most eVective
challenges—having a baby, getting a divorce,way and maintain consensus and that is an
changing jobs, paying their student loan, thinkingimportant thing, moving forward.
about care costs—will need diVerent information toMr Taylor: I would agree with Teresa. This issue
make a long-term plan for their financial future. Byabout trying to establish and maintain consensus is
moving to perhaps a simpler system but taking 20 orvery important and we do see the ability of an

independent PensionCommission as an opportunity 20-plus years over it actually generates a greater
for that consensus to be continued and for bodies need for consumer information and advice
like CAB andWhich? to be able to continue to make throughout that process, and would need to be
our views known. targeted to people in diVerent circumstances, age,

income and other things they might want to spend
their money on. That is a really complex area of thisQ504 Justine Greening: It is very interesting, what
which is probably understated in the White Paperyou were saying about the sorts of customers you
and certainly will not be resolved through leafletshave, and certainly my experience working with the
andwhether they are in orange envelopes or not, andCitizens Advice Bureau in my constituency is that

you do a vital job and that actually there are an will require really a quite sophisticated strategy to
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ensure everybody gets the information they need to they aremarketed, the way they are sold and the way
that the governance works, but also to do with themake the choices that would aVect them, depending

on their age and their income. language in which that interaction takes place, and
clearly we will support that language being as simple
and straightforward and jargon-free as possible.Q506 Justine Greening:Youmean, farmore than the
Ms Perchard: When you spoke to Lord Turner, inclassic, Post OYce counter with a range of leaflets,
May, you discussed particularly the need perhapssomething that is actively targeted at the people who
for advice about the point of deciding to opt out ofneed to get a particular message so that they are
the personal account being oVered. He expressed theactually going to look at it a bit more closely than if
view that people who have high APR credit, ofthey get just a generic leaflet to X million pensioners
course, probably should not accept a personalwho may be in the country?
account, they should sort out their debts first. ThatMr Taylor: I think there are some general issues
is actually quite a complicated concept; what it is,about the provision of financial advice to people in
just the rate of interest you are paying, or the amountthe UK. For a long time, we have supported the idea
of debt you have got relative to your income,of the creation of some sort of national financial
whether it is secured or not, what other assets youadvice network, where individual consumers could
have got, whether you have got some insuranceget advice about diVerent issues relating to their
against the risk of not paying those debts. It is notfinancial circumstances. Within that there is a very
quite as simple as just putting out a leaflet saying, “Ifgood reason why issues around future pension
you have this amount of interest that you are payingplanning for an individual could be encountered in
on any credit card, or loan, you should not take thissuch an advice setting and that could be in terms of
out at the present time.” Towork with individuals toa face-to-face structure or it could be in terms of a
look at all of their financial circumstances and helptelephone advice line. Information, as such, has its
them make an informed choice to opt in, or not optplace, but I think, if we look at the level of financial
out, and also do something about sorting out theirliteracy in the UK, we have to be clear that there are
debts is going to be important for the long-termlimits to what that can achieve. Quite recently, the
success of the strategy, because we do have a nationFinancial Services Authority conducted a very large
which is borrowing and spending more than it isstudy of people’s financial literacy and found that
saving and that is one of the issues which is40% of people with an equity ISA did not realise that
underlying the Turner Report in the first place.could move up and down with movements in the

stock market and 15% of people with a cash ISA
thought that was invested in stocks and shares. In Q508 Justine Greening: How do you think we can
terms of an example of where people are at the actually change people’s behaviour, in terms of
moment, in terms of their knowledge, I think we encouraging them perhaps to borrow less and save
have to recognise that we are starting from a fairly more, in the first place?
low base generally in people’s awareness of financial Mr Taylor: I think one of the important things is
products, so if we move through to the creation, as that the National Pension Savings Scheme is seen by
we are doing here, of a new National Pension consumers as something they can trust and
Savings Scheme then there is some generic advice something which is simple, something which is
that could be facilitated through such a financial universal. Indeed, with the way that the contribution
advice network. rates are constructed so that the individual’s

contributions are matched by the employer and tax
benefit then, in terms of the return the individual isQ507 Justine Greening: Just to probe that a little bit
going to get for their saving, this can be quite good.more, is it that people do not bother to find out what
To us, that works only if the structure that is createdtheir money is being invested into, take the situation
is simple, universal and safeguarded, which is whyof the equity ISA, or is it actually that someone can
we support the NPSS model rather than the multi-say the word ‘equity’ to them and it is that bit they
channel model.do not understand, and actually they are
Ms Perchard:We have had quite a lot of experienceembarrassed to ask so they just think, “Well, I’m
in the CAB service but it is about developing newsaving my money; that’s a good thing and therefore
types of services, which is quite successful, deliveringI’ll just push the bit that I don’t understand to one
financial education to people on very low incomesside and get on with it”?
and it is improving their savings behaviour, so weMr Taylor: There are some well-rehearsed statistics
have just completed an evaluation of a collection ofon levels of literacy generally, and financial literacy
projects we have been running for three years. Weis probably even worse. We are talking about terms
have also been able to set up a pilot project givingthat, in fact, put most of us oV, and even if we feel
financial advice, using IFAs pro bono, to which wewe are quite literate in a general sense, quite often
have referred in our evidence to you, which is reallypeople are turned oV by the nature of the language
getting advice and education to people who are quitethat is used; indeed I have used it and you have used
diYcult to reach. It has helped, and helpedit, in terms of the word ‘equity’, for example. Clearly
particularly with financial education services, in athere are issues about language. There are also issues
way which has made a diVerence to their financialabout the way that products are constructed and
stability, and there was nobody else providing thatsold, and therefore the ability of having a safer way
kind of service in the community. In the debatefor consumers to interact with products is

important. That is partly to do with the way that about pensions, people talk about advice but they
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are talking about advice in order tomake the sale, or Mr Taylor: I do not think people necessarily are
well-equipped to make those sorts of judgments ata pension product, not advice in the round, about

you, your money, your future prospects, your the moment. When they are put in a position of
having to come to a view, and we have done thatfamily, how to manage that money eVectively and

then keeping that under review. I think that is where both with qualitative and quantitative research,
certainly in terms of pensions, people suggest thatwe need to shift to, to look at advice in the round for

individuals, which also helps people to deal with they prefer a low-risk, low-return product to a high-
risk, higher-return product, and, when tested, someconcepts and choices more eVectively than they have

done in the past. of the features of pensions that people valuemost are
the levels of guarantee and certainty that may exist.
In terms of when you take people through a process,

Q509 Justine Greening: Mr Taylor talked about a that is where they end. We believe that, in terms of
sort of financial assistance network, if you like; is any National Pension Savings Scheme, you need to
that something which Citizens Advice think is a create a situation with a managed level of choices
good idea? Do you have any other suggestions for and I think evidence from elsewhere suggests, if you
how we could actively give people an independent allow 600 or 700 diVerent fund options, that creates
assessment of their finances which they would feel confusion for people rather than help. I suspect my
able to trust? message would be choice is not what consumers
Ms Perchard: I think, in this debate, we are talking want in this particular case in that unfettered way. If
about providing new services which currently do not you are talking about a smaller number of products
exist, which are generic but personalised to the that have clear risk ratings within them, there needs
individual and may involve some general to be a process whereby consumers can understand
information, as well as face-to-face and advice over that. I think some of the work that the IMA has
the telephone.We do not have the resources to invest done, and to which Dick Saunders alluded in the
in setting up such a service, but we would be very earlier session, indicates the size and number of
keen to see that as part of our future and to work funds wemight be talking about, maybe six or seven,
with people who would like to help us move into an with an indication of risk and return, with a default
area of advice-giving which is more preventative fund, and we recognise and know that default funds
rather than the emergency room which we are in in other countries clearly become the choice of
currently. There are a number of people who are many people.
looking at whether or not there is a business case for
this, particularly the Resolution Foundation, who

Q511 Justine Greening: Do you think that peoplehave just published a piece of research on the
understand the relationship, the correlation betweenpotential demand for and use of a financial advice
high risk, higher return and low risk, lower return?service and what that might cost, but we are talking
Mr Taylor: I think, at one level, they do, but I thinkabout quite substantial funds, over £100 million, to
what needs to happen, in all of this process that weset up a service which involves any degree of face-to- are going through now, is that we have anface advice. It is very important that this is a opportunity to use this also to ensure thatcomprehensive information advice servicewhich can individuals making choices are making the choiceslook at debt commitments as well as savings, so that work for them and are not being befuddled by

borrowing and saving, short and long term. a myriad number of false choices which we see at the
Mr Taylor: I would just like to echo Teresa’s point moment within the market.
there. I think it is important that, if such a system
were to be set up, it was provided by trusted

Q512 Justine Greening:Youmentioned the pensionsintermediaries, clearly, Citizens Advice Bureau is
forecasts from the Department for Work andone such set of trusted intermediaries within theUK.
Pensions. I just wonder what your views are on that,It is important that the advice cannot be
to date; it sounded as though you were not entirelycontaminated by a direct sales process from an
clear about what was happening with it? I wonder ifindividual company, so the nature of the service
you could elaborate on that?provided, in terms of information, has got to be
Ms Perchard: The initiative to start introducingtrusted by the recipient so that they can act upon any
combined pension forecasts, combining stateadvice that they receive. We are very keen to see it
pension and private pension forecasting, wherechannelled through trusted intermediaries and, as I
obtainable, is an amazing initiative by DWP. In thesay, CAB is one of them.
White Paper they are going to publish some research
which shows how that is going, and it is a staggered

Q510 Justine Greening: Just continuing a bit with the programme of targeting combined forecasts first
level of understanding people have about pensions towards those people who are approaching
in general, how familiar do you think people arewith retirement. It is not an issue that people come
the fact that there is a risk and return trade-oV for marching in to CABs about in droves, I must say,
something like a Defined Contribution scheme, either to complain or to say “Well doneDWP.”Over
when the funds are actually being invested in the the past few years, we have had a number of
stock market and they have to decide whether they discussions with the DWP about this and related
want a high-risk plan or not? I have a feeling I know potential for providing financial advice, because, at
your answer already, but please do give it to me, for the point of getting your forecast, which says you are

either on track or not, then what are you going to dothe record?
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about it. As it combines a mixture of state and have got it at a diVerent time in their life, for an
private provision, it is more than just talking to your entirely diVerent reason? Do you think that is
pension provider, and some of the pension provision something for which it would be worthwhile having
you are getting a statement about may be with a a specific strategy, students and student debt and
previous employer as well. The initiative seems to be their pension provision?
one which needs to be built on. Some early research MsPerchard: In the context of the personal accounts
fromDWP did suggest that people who were getting and do you auto-enrol or opt out, certainly there will
them in the first wave certainly took some action, be individuals for whom the aVordability of not
took notice of them and reviewed their position, but opting out will be determined by diVerent things.
there were not a lot of people in the sample whowere For some it will be their student loan, for some it will
in serious diYculties, but who found it useful and be another type of debt, so looking, at that point, at
comforting and I think it will be a very important those people who have other commitments which
part of the strategy moving forward. Obviously, might make it diYcult for them to aVord to auto-
some people are not getting combined pension enrol, will be important, and perhaps making a
forecasts yet. I have had only my state one; perhaps judgment at that time about perhaps, if people do
I am not yet in the danger zone for anything else, or join a personal account and they have a student
cannot be found anywhere else. That is important, to loan, is there a need to reschedule that to make
stabilise it, so that people who are advising joining the personal account more aVordable for
individuals know what to expect as well, that there them. Do you see what I mean? The strategy at that
is not a wide variety of diVerent presentations being point may need to be diVerent for diVerent people.
distributed to individuals. That will be important for
the front line in the Pension Service, DWP, too,

Q516 Justine Greening: It would seem to me thatbecause its staV need to know, the fewer variants on
there is a real, potential danger for some studentstheir communications the better for quality of
maybe to defer starting their pension whilst theyinformation and advice, usually.
clear their debt and therefore we end upwith awhole
generation of people who start thinking about theirQ513 Justine Greening: John Hutton talked about
pensions not even in their early thirties but perhapsthe State Second Pension and, over time, it
as they get a bit older than that?becoming flat-rated, I think 2030 is the final date.
Mr Taylor: I think for all areas of debt then anCAB, you did refer, I think, in your evidence, to a
individual needs to look at the situation that they arelack of clarity about what people are actually going
in, and, of course, the extra 4% which I referred toto get from a State Second Pension. Based on what
earlier, in terms of the contribution thatwill be goingyou saw in the White Paper, has that provided any
into a National Pension Savings Scheme, has got toreassurance of what the situation will be which gives
be set against the interest that you will pay on debt.you comfort?
It might well be, for students, if their only debts wereMs Perchard: I think it is quite diYcult to make an
those that had been accrued through the studentassessment. It would be useful to see some scenarios
loan system, that the interest payable by them onof what the transitional change would mean for
their debt was far outweighed by the benefit of beingpeople of diVerent ages and contribution records
within a National Pension Savings Scheme. I think,between now and the move to flat rate. I think that
in terms of any level of debt, there is a calculation tois quite diYcult, for us to model the impact. As those
take place, but I suspect that, people with modestpeople come through the system, theywill be coming
levels of debt, then the issue of being in the systemout with diVerent things, so it will make advising
outweighs the benefits of not being within thepeople, either what to expect or whether what they
system.have got is right, quite challenging, because it will be

a moving level down to flat rate. It is an area that is
quite diYcult to advise people on now and it will

Q517 Miss Begg: Justine has asked quite a lot aboutbecome more diYcult because the rate will be
the reasons why people might not auto-enrol, or optchanging.
out of that enrolment. Have you got any sense of
what proportion you think thatmight be, what kinds

Q514 Justine Greening: Do you think it would have of numbers, or is that too diYcult to judge, from
been better just to move to a single-tier state pension your perspective?
and do that faster? Ms Perchard: I think that is diYcult to judge,
Ms Perchard: I think probably that depends which because part of it is the strategy towards employers
customers you are talking about and whether it is and how they are engaged to promote it.
people who are on very, very low incomes or people
who are higher earners. I do think there is one
answer to that. Q518 Miss Begg:Doyou think that some employers,

particularly the small employers, will coerce their
employees to opt out, because it is just much easierQ515 Justine Greening: In terms of students and
for them?student debt, do you see that particular group as
MsPerchard: I think that is being talked about sincemaybe a distinct group of people in the country for
the PensionCommissionReport was published, thatwhom perhaps we need to have a special strategy,
would be a very real risk. TheWhite Paper identifiesbecause actually they have debt which they will pay

oV in a diVerent way from most people, and they some ways of assisting employers and engaging
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them, but it is still a huge challenge to engage the market has features of quite a lot of people now who
shift employer on a more regular basis then thatwide number of employers who are small employers

in this. universality I think is a key issue.

Q521 Miss Begg: One reason why the PensionQ519 Miss Begg: I know it is hard to give
employment advice, because people do turn up; can Commission went for auto-enrolment, the hope was

that people would go with the flow, that it would beyou see that as being an area that you might get
involved in, advising people how to dig in their heels, too diYcult for them to opt out. If what you are

saying is that potentially there are a large number ofif you like, and resist their employers?
people who could opt out, how easy is it going to beMs Perchard: I think, yes, but I could not estimate
for them to opt in; if they have made the decisionhow many. We deal with half a million employment
once to opt out, is it easier then, the psychology, forenquiries a year at the moment, and predominantly
them to opt back in, or once they are out then eventhose concern unfair dismissals, a lot concerning
when their financial situation improves or changespregnant women. The more that we do in that area,
they are not going to opt in?and particularly the more we do on financial advice,

then we may come across people who are being Mr Taylor: I do not know if there is any specific
research around this particular issue, but intuitivelyoVered a buy-out, in order to opt out, and we would

always encourage people to look carefully at all of you would feel that once the decision was made to
opt out then a decision subsequently to opt in wouldtheir financial circumstances and whether or not it is

in their best interests. At the end of the day, we know become less clear. That may be dictated by the
reasons why people have chosen to opt out in thehalf the population live for today and do not plan for

tomorrow financially; money in your pocket in a job first place, if it is to do with a particular employer
influence, as opposed to a life-stage issue. I return tothat you are not expecting to stay in for very long

will be a very strong incentive to opt out, will it not? the point that I made earlier, the benefits of the four
per cent contribution from the employer and the
state to people’s long-term savings needs to be kept

Q520 Miss Begg: We have already mentioned those in the forefront of people’s minds when making a
with student debt, those with credit card debt, are decision. I think there is a responsibility for us to try
there any other groups which you think might be to ensure that is made clear and continuously
susceptible to the opt-out; the fact that it is dangled reasserted to individuals.
in front of them?
Ms Perchard: Anybody with very significant and
pressing financial commitments, so young families Q522 Miss Begg: From what you have said already,

I take it that both of you would agree with one of thewith children, childcare costs, which are eating up a
lot of their disposable income. Perhaps people in employers representative bodies that we had from

last week, that the model should be kept as simple asLondon and the South East who have very high
property, mortgage costs, and so if interest rates rise possible, to make it easier for both employers and

employees to engage. I am assuming that you agreesignificantly, or even at just 1 or 2% in a period, you
might see a higher level of opt-out as people do not that would be the case; and, if it is, we are still

looking perhaps at a number of things. Is that thethink they can aVord to tie up a proportion of their
income. Also people who face extra costs of caring sort of thing that Which? will do, as you have done

in the past, “Which fund this week?” how it goes upfor a disabled member of the family or an older
member of the family, and anybody who just is and down; in the same way as you used to tell us

which kettle to buy?needing to spend quite a bit of their disposable
income on something and feels that they need the Mr Taylor: I think the way that we would see it
flexibility and will not be rushing to reduce their working is that the individual hopefully wouldmake
flexibility to budget from month- to- month. the decision to remain opted in, and then there

would be a very small number of choices. It wouldMr Taylor: Clearly, some of the issues about
people’s individual life issues will have an eVect on not be practical, I think, to say “This is the

performance of this fund this week,” because clearly,the way that they themselves look at their own
circumstances, but I think the way that the system is I think, as Dick said, from the IMA, earlier, you are

talking about people being in funds for 30 years, orcreated and overseen will have an eVect as well. A
universal system that is clearly understood, with a so, therefore the short-term performance of a fund is

not necessarily the long-term indicator. I think,brand that is clearly identified, I think will help
people, like Teresa’s people, to be able to give clear along with other organisations, we would help to

provide information, through our magazine, aboutadvice, because the sort of system they will be
dealing with will be universal and therefore will not what the various funds mean, but I do think we are

talking about a situation that is not distinct fromchange from one place to another. For an individual
who is moving from one employer to another then somebody who is in a Defined Contribution scheme

currently with an employer, where they may have tothey will know what to expect, and so, I guess,
seasonal workers, people on short-term contracts, be faced with the possibility of there being diVerent

choices. For us, I think it is about trying to createand so on and so forth, will be more susceptible to
diYculties than those people who have a long-term clear and simple messages for individuals about

what the risk is and what the benefit is of them, but,relationship with a single employer. As the labour
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I think, at the end of the day, we will see the default Ms Perchard: I think it is very diYcult for us to give
a view on that. There have been bigger brainsfund being the fund of choice of the vast majority

of people. working on this, indeed the Pension Commission,
than I think most people come across in a lifetime. It
is about engaging people who are not in the long-Q523 Miss Begg: The Federation of Small
term savings market actually, at the moment, or notBusinesses suggested that auto-enrolment might
in satisfactorily. It is an untested concept.apply after a six-month period, when someone was

in a job for six months; the Pension Commission has
suggested four weeks. What do you think? Q526 Miss Begg:Has it got the potential to do that?
Mr Taylor: I think it should be as quickly as the Ms Perchard: Yes, depending on the choice of how
structure permits. Sitting here today, clearly there it is going to be delivered. The wider the variety of
are still debates about how the structurewill work, in products on oVer that people have to find their way
terms of money taken in, money processed, money through, whether they are employers or employees,
invested, so there has got to be an administrative will probably diminish the ease of take-up, and the
issue about how that happens. I think the danger of simpler the gateway is to it the better the take-up will
creating a long period from starting employment to be. There will be things to sort out, about individual
actually being in the system is that will exclude advice to help people deal with debts and other
people who are on a series of short-term contracts, it commitments, their entire financial circumstances,
will have problems for seasonal workers, and so on to get them to join in. It will not be just a matter of
and so forth. I think the answer is, people should be putting out some leaflets. Also reaching those
able to get into the system as quickly as practical, but employers who want nothing to do with it, and if
the actual period that amounts to will not be clear to they are the gateway to the workers it will be very
designate until the system’s structure is actually in important that there is a way round that, if
place. As a principle, I think getting into there as necessary, as well.
quickly as possible should be our objective. Mr Taylor: I think research suggests that people, in

terms of the adequacy part, overestimate what their
situation might be in a number of years’ time, so theQ524 Miss Begg: Something actually I picked up
number of people who aspire to retire at 50 but arewhen you were speaking about coercion and
making no savings at all is extremely high.employers, and I sort of put it onto the shoulders of
Adequacy, I think, becomes a diYcult issue to judge,CAB, that perhaps they could pick the pieces up or
and at the moment I think what the 8% total figure,help advise. I wonder if you think there is a role for
which the Pension Commission recommends in theGovernment in making sure that kind of coercion
White Paper, reflects is, I think, a pragmaticdoes not happen; that people are making rational,
judgment about what people will stand. Clearly, theproper choices, based on their individual
TUC have talked previously about 15% as the figurecircumstances and not those of their employer?
that they aim for, so adequacy becomes, at the endMs Perchard: A lot of the employment problems
of the day, what your aspiration is for the amount ofthat Citizens Advice deal with now are actually
money at the end. In terms of persistency, I thinkabout compliance with quite basic employment law;
that is going to be assisted by a simple system wherepeople who do not get any paid holidays, do not get
people are not confused, where people see thea written statement and then unfair dismissal for a
benefits and people are going to be able, when theyvariety of means and people feeling they do not have
change employer, easily to move from one employerany come-back. We tend to see, let us say, the worst
to another.end of the employment market, for whom “Yet

another thing I’ve got to do,” even if there is some
financial help, is not going to be flavour of themonth Q527 Miss Begg: Do you see the danger of levelling
with the employers. Certainly, a strategy here which down to the 8%, because that is certainly something
does not just encourage the employer to come in but we have raised with other witnesses, or they have
helps to ensure that all employers are fulfilling their suggestedmight be a problem, that, those who are in
basic obligations towards their workers in law is quite good occupational schemes, the employer will
going to be very important. At the moment, the not say, “That’s fine; I can now contribute a lot less”
employee has to go through a complaints process than the 10% they are contributing presently?
and then through a tribunal to enforce their rights, Mr Taylor: Currently there is some levelling down,
but a wider programme of compliance to get better in terms of employer contributions, and certainly the
employment practices may need to complement the transfer from DB to DC schemes has seen a
strategy on pension reform as well. I hope that does reduction in employer contributions. At the
not sound too vague. moment, there is no threshold, there is no base-line,

so the introduction of a base-line of three per cent
employer contribution hopefully would lever up theQ525 Miss Begg: Just a couple of questions on the

returns from the personal accounts. Do you believe situation for large numbers of employees. I would
hope we would get to a situation where employersthat the Personal Accounts scheme will deliver

adequate retirement income for the pensioners of the would be able to compete more for labour, on the
basis of their pension oVering. I think one of thefuture? How confident are you that people will stay

in the scheme for long enough, saving enough, in consequences of the increased debate around
pensions and the creation of a new scheme is that,order to make that diVerence when they reach

retirement age? hopefully, individuals will start to look at pensions
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as part of the employment contract that is more thing, so I think, on this point, probably I am
important than maybe has been considered in the reflecting the sort of answer you got from the three
recent past. Certainly I would hope that it is not witnesses prior to us.
levelled down, and I think there is some argument
that eVect would not happen on a large scale.

Q530 Jenny Willott: Amazing consistency.Ms Perchard: We have a vibrant private sector
Mr Taylor: Unusual consensus of where we are, Iproviding pensions today, and this strategy is about
think.helping those people not currently in that market to

top up their income in retirement, and is something
which Stephen Haddrill highlighted earlier. Q531 Jenny Willott: TheWhite Paper has quite a lot
Providing a base-line, or a floor, a default system, of proposals to improve coverage of the Basic State
which is protective and which does not remove the Pension beyond the people that would be covered
potential for the private sector to compete with that under today’s system. When the Secretary of State
and to oVer better, and actually perhaps their was giving evidence to this Committee he accepted
market is enlarged by the fact that you have, that there would be a very sharp cliV-edge on 6 April
hopefully, more people in a pension in future, who 2010, so that if you retired the day before you got a
might be looking to develop that, or move into some very diVerent deal from if you retired the following
other pension oVerings as well. There are day. He also said that the measures would not, and
opportunities for the private sector to pull could not, be applied retrospectively, particularly
everything up through competition, rather than the reduction of the contributions to 30 years. Do
seeing it as pulling down. I think the other thing that you think it would be possible to reduce that
is very important here is that the Basic State Pension retrospectively, and, if so, how?
is underpinning this, eVectively, as well, for those Ms Perchard: Essentially, the policy has beenpeople for whom the personal account may not oVer announced, now, so it aVects particularly thosethema great deal, because the contributions they can people who, within the window before themake are quite diYcult for them to aVord; so the

implementation, actually have a contribution recordwhole package is very important for people on the
of more than 30 years but not enough to qualifylowest incomes.
themunder the current framework. It would be quite
helpful for the DWP to evaluate the people who will

Q528 Jenny Willott:Moving on fromwhat you were lose out in the next four years before 2010, so it is
saying to us just then, which is about the issue of people with more than 30 years but fewer than 39
state pension reform, can I ask you both the question years forwomen, or 44 formen. Itmight not actually
that I asked our previous witnesses, about whether be a huge number and it might be possible to take a
or not the proposed reforms will simplify the system view that actually you will protect these people,
or not, whether you agree with the Government? because we have decided this is the policy, we just
Ms Perchard: The end position is simpler, but the have not implemented it yet. Obviously then you
transitional phase is quite complicated and is quite a have got a new cut-oV period of the people before
long, complicated window of change. Some people 2006, and you do have to draw a line somewhere, but
who will win or will have changes which aVect their it is quite a big diVerence between 30 and 39 years
expectations, so some people who will need to work and 30 and 44 years, is it not, and particularly where
longer than perhaps today they were expecting, and people have had some caring responsibilities and
some peoplewhose contribution recordwill not need have not managed to get that sorted out, in terms of
to be as long as it is today, in order to get a Basic home responsibilities protection record, and that
State Pension, then a new system for dealing with aVects men and women; they may be a group of
protecting individuals who have care people who feel particularly unfairly treated. The
responsibilities. Anyone who is straddling both the costs to the economy are probably not going to be
current and the new, how does that get dealt with? much higher, because there will be the claim on
The end position may be simpler and cleaner, a sort Pension Credit throughmeans-tested benefits, so the
of flat-rate S2P, but the transition certainly is not. impact may not be any diVerent, but for the

individual it might be just simpler but it is their state
Q529 Jenny Willott: Do you think it is simple pension which is at a better level. I think it would be
enough? good to see some evaluation of who loses and what
Ms Perchard: I think it reflects the fact that we have the impact might be.
a legacy of structures and contributions records and Mr Taylor: This is not an area that we have taken a
probably it is the best that we are going to achieve at view upon.
the moment.
Mr Taylor: I tend to agree with Teresa. As I said at

Q532 Jenny Willott: Can I ask Teresa aboutthe beginning, we tend to concentrate on the NPSS
something that was in your submission, I thinkpart of this debate, but the success of that is
before the White Paper, which was that you talkedfacilitated by having as simple as possible a first-tier
about the need for interim measures for thosepension system; that makes it easier for consumers
women retiring up to 2010, what you were justto navigate their way through other parts of added
talking about, and before the universal residence-pension. To the extent that it can be as simple as
based pension was in place for over-75s. Since thepossible, that is a good thing, and anything that

makes it simpler I think we would see as a good Government is not going to introduce that and
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because there is going to be coverage, do you think circumstances. It is by no means proven that the
welfare reforms on Incapacity Benefit are indeedthat in the long term the proposals in the White

Paper will make up for what you were looking for? going to get amillion disabled people intowork, that
there are the employers who want to employ peopleMs Perchard: They do not conflict, so there are a

number of diVerent concepts there, one being is it a who have been long term receiving Incapacity
Benefit. It is a big challenge to get those jobs and toresidence-based entitlement or is it contributions-

based, and the Government has discussed in the get employers who are very understanding of people
with mental health problems or physical disabilities,White Paper its decision to continue with a

contributions-based approach but to reduce the very flexible employment environments. To penalise
themby reducing, or eliminating completely, a creditperiod. That will make a diVerence to people.

Moving forward, if it is a simpler system for towards their NI contributions seems very unfair.
contributory credit, dealing with people who have
had a care responsibility, but there are a lot of people Q535 Jenny Willott: I assume you are going to be
approaching retirement who need advice now on putting those views in for the consultation?
sorting out their home responsibilities protection Ms Perchard:We thought John Hutton said he was
record to ensure that actually they do get suYcient, thinking about this one for discussion.
as well as help with claiming Pension Credit, the
Government has made some estimates of the Q536 Jenny Willott: He did not really seem to have
reduction in means-testing, as a result of this whole a rationale; he just said they were considering
package of reforms. Perhaps if they had adopted a everything?
diVerent approach then they would get there faster, Ms Perchard:Well spotted.
but the persistence ofmeans-testing will continue for
those people whose Basic State Pension entitlement

Q537 Natascha Engel: I want to talk to you a bitis lower than the minimum.
about raising the state pension age and I am under
strict instructions only to ask what you have

Q533 Jenny Willott: Are you concerned about that? expressed an opinion on, and apparently you have
Ms Perchard: As our evidence said, we come across not really but if you wanted to append them, do.
people who are missing out onmeans-tested benefits What I wanted to ask you was, you have argued
to improve their income and relying on a very low quite strongly that there should not be any increase
level of Basic State Pension, so it means that the in the state pension age, unless, you have said, we
challenge of getting people up to a Minimum know that “health inequalities are reducing, the least
Income Guarantee will continue for some groups. I well oV are protected and there is a clear programme
think that will just continue to be a feature of our of action to facilitate later working.”Does thismean
work and the work of the DWP in future for certain that you just want to rule it out, or do you have some
individuals. kind of programme of action where you could meet

those three challenges that you have set out?
Ms Perchard: I think this is an anxiety across aQ534 Jenny Willott: One of the issues that was not
number of organisations, including Age Concern,completely clarified in theWhite Paper was the issue
who have articulated it, and a fear that there will beabout credits for the State Second Pension for
a group who are in limbo, really, between oneclaimants of the new Employment Support
financial state and another, for whom the option ofAllowance, and the consultation that the
continuing to work just might not be there. A lot ofGovernment is doing on that. One proposal that was
the people at current retirement age are not activelymentioned was that the Government would restrict
in employment, particularly people on low incomes;giving credits to claimants only of the support
a bit like the discussion we were having on people onelement rather than the employment support
Incapacity Benefit. Just to assume that everybodyelement. What do you think the rationale would be
can happily work longer, and particularly thosefor doing that and what are your views on that?
people who are now approaching retirement, seemsMs Perchard: It is diYcult to understand what the
rather brave and needs a bit more thinking aboutrationale for that is. Essentially, the Employment
how to assist those people for whom that just maySupport benefit is replacing Incapacity Benefit, so
not be a viable prospect at all because they havewe would expect individuals in the new benefit,
already, sometime before retirement, been out ofdelivered in a new way, to have equivalent
employment. The answer will be that they are relianttreatment, in terms of contribution record credits,
on means-tested benefits in that period. Theunder the new benefit. Recipients of both strands of
interconnection between the pension strategy andthe ESA should be credited and they certainly
welfare reform and tackling age discrimination asshould not have to wait 52 weeks for that credit to
well is evident and will need some very sophisticatedstart. That simply creates a new group of future
handling by the DWP to make it all happen.disadvantaged poor pensioners with an insuYcient

NI contributions record. If you had a residence-
based pension, that would not arise in future. If your Q538 Natascha Engel: Just to pick you up on a

couple of things, the idea of the reduction of healthpension entitlement depends on a contributions
record then why put one group back from the inequalities, what you are saying is that they are so

great that there can be no reduction. A lot of theposition they will be in currently under Incapacity
Benefit? The rationale for it does not stack up, in evidence that we have had, both written and oral,

has been all about the fact that health inequalitiesterms of treatment of individuals in particular
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are reducing, that even those people who are retiring change. Do you think that the implementation of the
age discrimination legislation in October 2006 willearlier, the more vulnerable people, are actually
make any diVerence?living much longer and that their quality of life is
Ms Perchard:We touched just now on our evidenceimproving. Do you dispute that?
base about employment problems and the veryMs Perchard: That is at a general level. I think
limited system there is at the moment formembers of the Committee will know, from the
enforcement of employment rights. It relies on thediVerences in diVerent constituencies, that you will
individual to take a complaint to their employer andfind places where life expectancy is extremely low.
then possibly to put that to a tribunal, and for aThat average picture was disguising the very
whole variety of reasons people will get put oV fromdiVerent life expectancies and life chances in some
doing that, and tribunal cases are not representative,very deprived areas, not just in England and Wales
necessarily, of the health of the employer base, inbut also in Scotland. We cannot deny that story, but
terms of compliance. I think eVectiveness of tacklingactually it may not fully take account of the
age discrimination depends on a number of things,experience of smaller groups in very deprived areas,
not least the impact of the new Commission onwhere the population is made up of people who are
Equality and Human Rights and how able it is toextremely ill following long-term employment in
take up cases, not just individual cases but tackleheavy engineering, or mining, the community is
systemic discrimination in certain sectors of themade up largely of people who are disabled in some
employment market. Also to engage employers inway or another, and for whom that strategy saying
seeing that older workers are not a drain, they are ajust, “Well, you will work longer,” is not going to be
benefit, and that having a mixed workforce is ofa viable one for them.
benefit to business, mixed in lots of diVerent ways,
not just age but ethnicity as well and cultural

Q539 Natascha Engel: You are talking about many diversity. That involves a lot of changing, making
people in our constituencies there. What I was employers, particularly employers who own their
interested really in finding out was that there were own business, want to see a mixed workforce and
ideas being floated of getting the means-tested planning a mixed workforce; so we need to do quite

a selling job about the benefits of older workers.benefit to kick in a bit earlier, in order to pick up
exactly those sorts of people. If you were confident

Q541 Natascha Engel: The legislation is going tothat would happen and that there were safety nets in
help though, is it not; it is better than not having it?place, just in principle, are you against the raising of
Ms Perchard:Yes. On the back of it, you get a lot ofthe retirement age, would you say, or not?
government promotion and that can only help.Ms Perchard: I think—I am going to get kicked in
Mr Taylor: I have enjoyed listening to Teresa,the back next from somebody—we are concerned
actually. We have expressed a view in the past thatabout protecting those people for whom that is not
we are not necessarily in favour of increasing thea realistic expectation and for whom the welfare
retirement age but we saw it as an inevitability.state is intended to work hardest. Perhaps the DWP
Indeed, looking at the work done by the Pensionshould have a look at modelling what it could mean
Commission, clearly the sums that add up infor the people we are talking about, where they are,
diVerent parts create a whole, and thereforehow many of them there are, and are they a big
unpicking part of it must have an impact on anotherenough group to justify within the system a more
part. I think some of the points made about ageflexible approach to early draw-down of Basic State
discrimination are important, because if there werePension perhaps, I do not know, actually to look at
to be continued expectations of people workinga more flexible approach.
longer then there needs to be protection for people
in the employment market.

Q540 Natascha Engel: To move on to age Chairman: That is the end, you will be glad to know.
discrimination, in your memorandum you said that Can I thank you for some very perceptive and
the voluntary approach to combating ageism in the thoughtful contributions and I am sure those will be

reflected in our final report. Thank you very much.workplace over the last eight years has achieved little
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Memorandum submitted by John Grieve Smith

THE SECOND TURNER REPORT

Summary

The Commission’s key proposal that the basic flat rate pension should be indexed to earnings, rather than
prices, should be welcomed. But the starting point should be to raise the basic pension to the Pension Credit
Guarantee level—while this level is still indexed to earnings—not delay earnings indexation until 2010 when
the BSP would be an even lower proportion of average earnings than it is today.

The aim should then be to achieve a cross party consensus to keep the BSP at a fixed and adequate
proportion of average earnings.

The proposal to make the BSP a universal Citizens’ Pension is also to be welcomed.

A state run earnings related scheme, open to all, is an essential feature of any reform. But the concept of
it consisting of defined contribution scheme, with a number of privately run funds, is dubious. A funded
state scheme with defined benefits, not dependent on stock market performance, would be preferable.

Such a scheme could be used to fund additional much needed investment in infrastructure and other
public sector assets, thus helping to ensure that the additional saving was put to good use.

1. The Second Turner Report covers two interrelated sets of issues: the future of the basic flat rate state
pension, and the earnings related pension schemes needed to supplement it. On the first point, they follow
what was becoming a general consensus—until the Treasury broke ranks—that we should reduce, rather
than increase, the role of means testing and ensure that the basic state pension (BSP) is adequate to keep
pensioners out of poverty, even if they have no other income. Under the present system of indexing the BSP
to prices, and the PensionGuarantee level to earnings, an increasing proportion of pensioners will be eligible
for means tested benefits. The Commission estimates that the proportion would be above 70% by 2050.

Basic State Pension

2. The Report accepts the case for linking the BSP to earnings rather than prices, but implicitly at a lower
proportion of average earnings than the present Guarantee level. This reduction is not highlighted in the
Report, but follows from the fact that they propose that we should not move over to the earnings link until
2010—with no suggestion of a once for all rise to the Guarantee level at the start of the changeover. This
would be less generous to pensioners than the nowwidely supported proposal to raise the BSP to the present
Guarantee level and adopt earnings indexation at the same time.Once the principle of indexation to earnings
is accepted, there needs to be agreement on the appropriate ratio of the BSP to average earnings—the fixed
point in such a system.

3. The Report comes down on the side of making the BSP universal, rather than contributory, subject to
a residential qualification. This is the simplest way of improving the position of women and dealing with the
diYculties of the contribution credit system.

4. A complicating factor is the future of the State Second Pension (SSP), which will eventually become
a second flat rate pension. The simplest approach would be to give up the idea of having two flat rate state
pensions, and admit no further entrants, but safeguard the accrued rights of present contributors with
provision for them to continue contributing if they wished to do so, or transfer to the proposed new earnings
related scheme. The Commission proposes, however, that in the long run there should be two flat rate
pensions (as would eventually be the case under existing arrangements); but that after someone has retired,
their BSP should be indexed to earnings, while their SSP should only be indexed to prices—as is the case
with occupational pensions. They do not discuss whether the BSP might also be indexed to prices, rather
than earnings, after someone retires. This would have the disadvantage that older pensioners would beworse
oV than younger ones, although their needs are greater—though this disadvantage might be oVset by age
related increases, say at 75 and 80. It is diYcult to see the case for perpetuating this dual structure when new
entrants are only contributing to a flat rate pension. In the longer run there should only be one contribution
and benefit system for flat rate state pensions.

Earnings Related Pensions

5. The two key issues on earnings related schemes are the respective roles of the state and private sectors
andwhether the norm should be defined benefit or defined contribution schemes. TheReport tacitly assumes
that defined benefit schemes are on the way out. It proposes that employees should be automatically enrolled
into a newNational Pensions Savings Scheme (NPSS), or an approved occupational pension—with the right
to opt out of joining either. The new scheme would involve minimum contributions of 4% of post tax
earnings from the employee, 3% from the employer, and 1% tax relief. Contributions to the scheme would
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be invested in a number of privately operated funds specially created for this purpose, and members could
choose which fund their contributionswere invested in. Therewould be a “default fund” for those whomade
no selection; this would probably be the most important, because only a minority of new entrants, just
starting work, would be in any position to make an informed choice. There is a case for explicitly making
the “default fund” the primary option, with a right to contract into other approved funds.

6. The Commission envisages that employees will be permitted to contract out the NPSS into defined
benefit occupational schemes, but makes no attempt to consider whether any new public scheme, such as
theNPSS, should have defined earnings related benefits, rather than leaving contributors’ eventual pensions
subject to the vagaries of the stock markets. This is a major weakness in their approach. In so far as the
public appreciate the diVerence between defined benefits and defined contributions, they would prefer the
former, and the general assumption would be that any new state scheme should provide benefits explicitly
related to previous earnings. This leaves open the question as to whether such pensions should be based on
lifetime earnings, or final salary as in most existing schemes. The former is fairer, because basing pensions
on final salary gives disproportionate benefits to those who get the most promotion. On the other hand, the
benefits of final salary schemes are easier to appreciate in advance, and people tend to measure the adequacy
of their pensions in relation to their incomes close to retirement.

7. With the introduction of the NPSS, a period of stock market decline would create great frustration
among those near retirement. Not only would this rebound on the Government of the day; but as people
of all income levels, rather than just those who are better oV, found themselves at the mercy of the financial
markets, there could be a strong backlash against the City as well. Financial institutions may feel that the
Turner proposals would be a good thing for them in the short run, but they could pay dearly in the longer
run. The whole idea of making the benefits, of what will be regarded as a state scheme, subject to the ups
and downs (particularly the downs) of the stock market could be a political time bomb. There is a strong
case for a state earnings related scheme investing purely in public sector debt and paying predictable defined
benefits. Such a scheme should have a straightforward relation between contributions and benefits, and not
be redistributive as the second state pension was.

Macro Economic Effects

8. One important factor ignored by the Commission is the eVect on demand, output and employment of
the increased saving they are advocating. It is important to distinguish between the need for private saving
to build up people’s pension entitlements, and the ability of the economy tomeet them.Unless this additional
saving is matched by increased investment in equipment or new building, it will be deflationary and depress
output and employment. Rather than increasing business investment, additional saving and the consequent
reduction in consumer expenditure are likely to reduce it—with adverse long term eVects on national output
and the ability to meet the needs of pensioners. Now that we are in an era where demand is in greater danger
of being too low, rather than too high, this a question that needs looking at very seriously. This problem
only arises on the proposed funded earnings related scheme, not the pay as you go universal basic pension.
But any earnings related scheme which relates individual’s eventual benefits to the contributions over their
lifetime is inevitably “funded” and new or improved schemes will have an initial surplus, raising total
savings. If the Treasury’s Budget were in chronic surplus, this demand eVect could be oVset by cutting taxes
or increasing public expenditure, but that is not the case at the moment. One advantage of a state funded
scheme could be to use it to finance additional investment in infrastructure or public services by making
loans to public authorities.

John Grieve Smith

February 2006

Memorandum submitted by Equal Opportunities Commission

Executive Summary

The Equal Opportunities Commission (EOC) welcomes the Committee’s focus on the under-pensioned,
many of whom are women. The Pensions Commission recommendations are firmly focused on achieving
independent provision for all and this is also to be welcomed. Any response to the current pensions debate
that fails to address the needs of women and the low paid will not be able to build consensus and find a truly
lasting solution.

We believe that pension policy, and in particular state pension policy, should aim to:

— eradicate gender inequalities in measured poverty among pensioners; and

— reduce gender inequalities in income among pensioners, with particular emphasis on low earners
and parents and carers.

The Pensions Commission’s proposals for: Basic State Pension reform
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— Universal accrual of the Basic State Pension (BSP) will ensure that younger women are able to be
confident in accruing a full basic state pension.

— Universal payment for the over 75s, a significant majority of whom are both women and poor, is
critical in ensuring that this generation, can at least achieve some income in their own right.

— Restoration of the earnings link is particularly important for womenwho are more likely thanmen
to be dependent on state pensions income in their retirement. It also ensures that working age
individuals can plan for the future with some certainty as to the future value of their state pension.

However, there is a missing generation of women, aged 45–75 whomay be at risk of not having a full BSP,
because they are too young to benefit from the universal pension at 75, or may have been unable to benefit
from the current crediting regime because their caring/parenting commitments occurred before it was
introduced. A universal basic state pension (UBSP) payable to all those over state pension age would ensure
that everyone got at least themost basic level of income in their own right, andwould ensure that therewould
be no uncertainty as to whether or not they would accrue a full BSP.

We strongly support the Pension Commission’s concept of maintaining and extending the second state
pension (S2P), because it helps low earners, and recognises the contribution to society made by parents
and carers.

— S2P needs to be linked to earnings in accrual and payment.

— Crediting for parents and carers needs to be strengthened.

The Pensions Commission proposal for aNational Pensions Savings Scheme (NPSS) oVersmany positive
benefits for women, and will do a great deal to start to close the gender income gap in retirement because it
oVers everyone the chance to save for their own pension, at low cost, and with the support of their employer.

However, EOC modelling (see summary at section 2, paras 60–65) demonstrates that through more
targeted provision it would be possible to achieve a higher level of state support for parents, carers and the
low paid, without exceeding the spending constraints set out by the Pensions Commission. This would
balance rights with responsibilities and ensure that everyone has a chance to accrue an income above the
poverty threshold in their own right.

We strongly support the proposed National Pension Savings Scheme (NPSS) which could give women in
particular access to a low cost pensions savings scheme, with employer support which can fit with women’s
more flexible and fragmented working lives.

Introduction

1. The Equal Opportunities Commission is the statutory organisation with responsibility for enforcing
the Sex Discrimination and Equal Pay Acts and promoting equality between men and women generally in
Great Britain. We very much welcome this opportunity to submit evidence to the Committee’s inquiry into
pensions reform, setting out our reaction to the excellent report of the Pensions Commission, and giving a
detailed response to the proposals contained with in it.

2. The Committee’s focus on the under-pensioned, and its specific desire to gain response on “The impact
of reform proposals on the pension incomes of diVerent groups, including the self-employed and those
currently at particular risk of being ‘under-pensioned’, such as women, disabled people, ethnic minorities
and people with varied work patterns” is particularly welcomed. Any response to the current pensions
debate that fails to address the needs of these groups, will not be able to build consensus and find a truly
lasting solution.

3. The pensions system was build around assumptions of family and working patterns in the 1940s that
no longer hold true for modern living. If we can build a solution that can fit the complexity and
unpredictability of women’s working lives, then it will be able to work for other groups with varied working
and earning patterns both today and in the future.

“If we get it right for women, then we will get it right for everyone”.

EOC’s twin aims for pensions reform:

4. We believe that pension policy, and in particular state pension policy should aim to:

— eradicate gender inequalities in measured poverty among pensioners; and

— reduce gender inequalities in income among pensioners, with particular emphasis on low earners
and parents and carers.

5. For this to happen we need to sweep away the outdated irrelevant patterns of work, family life and
dependency upon which the current system is founded. The Pensions Commission recommendations firmly
focused on achieving independent provision for all. This is to be welcomed.

6. Overall the package proposed by the Pensions Commission does deliver positive benefits for women,
a significant number of the under pensioned, but this is delivered by the entire package. Cherry picking
recommendations will not work and will not be able to deliver independent adequate pensions for all
women.
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Women’s Pension Network

7. The EOC also coordinates the Women and Pensions Network, which brings together a diverse group
of organisations—including NGOs, business groups and trade unions—who are all committed to achieve
pensions reform that will work for both men and women (full list of organisations in Annex A). We have
identified three building blocks for reform:

(i) A common entitlement to the basic state pension

8. This would recognise the “value” of each person’s contribution, whether through paid work or caring
for others. It would achieve certainty and simplicity in the state pension to ensure stability, simplification
and transparency in the pensions system as a whole, encouraging everyone to save and plan for retirement.
It would also deliver for those groups who are particularly under-represented in the pensions system eg black
and ethnic minority women.

(ii) Caring recognised and supported in all pension schemes

9. Both state and private pension arrangements need to properly recognise and reflect unpaid caring
work, to ensure that the pensions system delivers for all. They need to be flexible to take account of diVerent
working and caring patterns. Individuals should readily have access to advice and information, whether
from the private sector or the state, which would enable them to take up options that can cover periods of
care and resulting changes in working patterns.

(iii) A shared responsibility to save for a second pension

10. We need to close the pensions gap between women and men in state, private and occupational
schemes. Building on the existing contributory principle, individuals, employers and the state should all have
a responsibility for contributing to an individual’s pensions saving; parents and carers should not lose out.
Everyone who works or cares should be able to accrue pension income above the poverty threshold. The
unpaid work of parents and carers should be recognised and rewarded by state contributions to a second
pension. People in low-income employment also need state contributions toward pension savings.
Employers should recognise their responsibility to pay into pensions schemes for all their employees.

Section 1

The Pensions Commission proposals for reform of the Basic State Pension (BSP)—what will work for women?

11. Universal accrual of the BSP will ensure that younger women are able to be confident, accrue a full
BSP, and thus have a strong and secure platform upon which to build their private savings, confident that
every penny saved will be of benefit.

12. It will also be of particular benefit to Pakistani and Bangladeshi womenwho are less likely than white
women to be accruing any state pension. 23% of Pakistani and Bangladeshi women are not accruing any
BSP, compared with around 13% of White women and around 12% of Black women.

13. Universal payment for the over 75s is critical in ensuring that this generation, whowill have the lowest
entitlement to the BSP in their own right, can at least achieve some income in their own right. This cannot
be seen as an optional point of reform if the Government wants to end what Alan Johnson when Secretary
of State for Work and Pensions identified as the “National Scandal” of women’s pensions. We need a
solution that works for today’s as well as tomorrow’s women. While Pension Credit has done much to lift
many of these women out of absolute poverty, as a means tested benefit it is unlikely to reach all who need
it, with DWP estimating that only about 80% of those entitled to it are claiming.

14. Restoration of the earnings link is crucial for many reasons but particularly for women who are more
likely to be dependent on state pensions income in their retirement because of lower entitlement to private
pensions, so particularly feel the eVects of a pension that declines in value throughout their lifetime. It also
ensures that working age individuals can plan for the future with some certainty as to the future value of
their state pension and understand better how much they need to save.

15. We are however concerned that there is a missing generation of women, aged 45–75 who may be at
risk of not having a full BSP, because they are too young to benefit from the universal pension at 75, or may
have been unable to benefit from the current crediting regime because their caring/parenting commitments
occurred before it was introduced. The simplest way to overcome this would be a universal basic state
pension (UBSP) payable to all those over state pension age. This would ensure that everyone got at least
the most basic level of income in their own right, and would ensure that there would be no uncertainty as
to whether or not they would accrue a full BSP.

16. But individuals need to be confident that they will get a full BSP in order to simplify the decision to
save. The current system for calculating Pension Credit means that, if you have not got a full BSP (and only
30% of recently retired women are in receipt of full BSP), any private savings you make to take you up to
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this level serves only to reduce the amount of Pension Credit you may be entitled to. Without certainty of
entitlement to the BSP it becomes a far more complex decision to save, particularly for older women. This
needs to be considered particularly carefully for this groupwith the potential introduction of auto enrolment
to the NPSS and the risk of women being misadvised to not opt out.

17. An alternative method of increasing entitlement to the BSP would be a reduction in the number of
qualifying years required for a full BSP. This could be applied to those under and over state pension age
(SPA), without the need for complex retrospective crediting. A reduction to 30 qualifying years required for
a full BSP should significantly help many older women.

Pensions Commission propose keeping the Second State Pension—what will work for women?

18. We strongly support the concept of maintaining and extending the second state pension (S2P),
because S2P helps low earners and supports parents and carers.

19. A full BSP and S2P is proposed by the Pensions Commission to be worth over £130 per week at State
Pension Age (SPA). If the contribution that caring and parenting commitments make can be properly
recognised , this will oVer significant benefits over some alternativemodels. For example, a Citizen’s Pension
set at £109 per week (the poverty threshold) , means that those on life long low earnings have a chance to
reach this threshold, butmay get no further. Is a retirement at the poverty threshold really a suYcient reward
for those individuals who spend their lives caring for others or struggling on a very low income?

20. The Pensions Commission propose extending the age threshold for parents from its current limit of
children under six years old, up to children under 16 years old to give parity with the BSP. This will have a
positive benefit for many women and in particular ethnic minority women who are less likely than white
women to be accruing S2P. Around 22% of Pakistani and Bangladeshi women are accruing only BSP
compared with around 11% of White women and 11% of Black women, in part driven by extended time
spent caring for children.

21. Coverage for carers in state pension is also incomplete, inflexible and does not represent the reality
of many carer’s lives. Coverage for carers should be extended to cover:

— Caring of less than 35 hours per week. Currently only those undertaking caring of more than
35 hours perweek are covered, but an individual undertaking 25 hour perweek caring and 15 hours
per week paid employment at the minimum wage would be covered by neither her paid
employment nor her unpaid caring responsibilities whilst doing at 40 hour working week.

— Multiple caring responsibilities. Currently only caring for one individual can be counted. So for
example a woman looking after her mother for 20 hours per week and her mother-in-law for
20 hours per week would not be covered.

— Shared caring. Currently only one carer can get a credit per person being cared for. For example
if two sisters shared the care of their terminally ill mother, requiring round the clock care, only one
of them would be able to get the credit.

22. A self-certification mechanism could allow these diVerent types of caring to be recognised, perhaps
with a co-signature from a GP or social worker who can vouch for the individual’s caring commitments via
their knowledge of the carer and the individual(s) being cared for.

23. If accruals to the BSP were not on a universal basis, the same crediting changes to the BSP would
need to be made, as well as changing HRP into a positive weekly credit.

24. Linking S2P to earnings in accrual will mean that an individual can have greater certainty as what
their pension will be when they retire. However, we believe that S2P should be linked to earnings in accrual
and in payment to help ensure that women can get and stay above the poverty threshold throughout
retirement. Linking it only to prices in payment will mean that during retirement an individual dependent
on state pension provision will slowly slip into means tested provision. Hence the Pensions Commission
model will halt the increasing need for Pension Credit, but not reduce it.

25. The EOC has undertaken modelling which in particular looks at alternatives for the second state
pension to increase the element of redistribution (see section 2 below).

Pensions Commission propose a National Pension Savings Scheme: what will work for women?

For too long the debate on women and pensions has focused on entitlement to the BSP. But without
addressing the issues women face in accruing private pension income in their own right, we will not find a
solution that enables true gender equality in income in retirement. The Pensions Commission’s proposal for
a National Pensions Savings Scheme (NPSS) oVers many positive benefits for women and will do a great
deal to start to close the gender income gap in retirement.

26. LowCosts. Access to a low cost savings scheme, which as the Pensions Commission point out should
have low management charges (0.3%) are “today enjoyed only by employees of large firms, by public sector
employees or by high income individuals”. We know that women are less likely to fall into these categories
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— Women are more likely than men to be working for small employers (37% of women working for
employers of less than 25, vs 29% men).

— Seven-eighths of the very top income group (over £100,000 pa) are men.

27. Women’s concentration in public sector employment does give women better pension coverage than
would be achieved if they were working in the private sector. However, while this helps a wider number of
women, it does not necessarily increase the level of entitlement, as women are more likely to be in lower
paid roles.

28. Mandatory Employermatching contributionsmake saving better value and ensure that everyone will
have access to an employer contribution, currently more likely to be available to those working for larger
employers or the public sector. The introduction several years ago of mandatory stakeholder provision for
those employing five or more people, but with no need for an employer contribution, has led to more than
80% of them remaining empty boxes. Since women are more likely to work for small firms, they would
particularly benefit from mandatory matching contributions.

29. Auto enrolment has proved it can achieve far greater participation rates than other mechanisms,
without the diYculties of compulsion. We also support the proposal by the Pensions Commission that
employers oVering alternative schemes with greater benefit should auto enrol staV into their scheme.

30. We know that concerns have been raised about the risk of employers levelling down their
contributions were a default employer contribution introduced at 3% with auto enrolment. However, there
are two clear arguments against this scenario:

— Currently the floor on employers contributions is 0%. Yet many employers contribute a great deal
more than this.We have also seen, with the introduction of maternity and paternity provision, that
many employers are still prepared to contribute more than the statutory minimum.

— We need to achieve a greater national level of saving, but this needs to be focussed on getting those
who are not saving—or saving little—to save more. A wider distribution of savings is critical if we
are to avoid a considerable percentage of the population being significantly under pensioned, for
example:

— more than one-third of women working part time do not join an employer’s occupational
pension scheme, even though they are eligible; and

— 22% of women had made no private pension contributions in the last 10 years, compared to
only 6% of men.

31. To ensure the success of the NPSS, there needs to be maximum take up of this scheme. We do not
want to see a repeat of the empty box stakeholder scheme. Without compulsion, it is particularly important
to ensure there is enough high quality information and advice accessible to all. Incentives and support may
be necessary, particularly for smaller employers, perhaps via some form of tax incentive.

32. It maybe appropriate to have a starting age of 21 for auto enrolment, for example to exempt students
in part-time jobs. However, access to schemes should be facilitated for those younger than this. Women are
more likely to take time out of employment to raise children, so need to be able to make contributions for
the maximum number of years when they are in employment.

33. Portability and persistency.Having a single state run scheme would enable portability and so increase
its attraction for women because of their greater likelihood of changing jobs frequently and the resulting
problems of persistency in saving.

— 44% of men aged 25 to 59 and in work in 2001–02 had made contributions to a private pension in
each of the last 10 years. Yet only 26% of women had made pension contributions in every year.

34. A single government scheme would help prevent account proliferation and help with persistency as
there is less risk associated with changing jobs. Transfer of funds accrued in other schemes into the NPSS
should be made simple and easy.

35. It should be made easy for individuals to transfer other pension funds into an NPSS account, to
minimise the proliferation of funds that can come from regular job transfers. A single account number or
reference number such as your National Insurance number could help this.

36. Access proposed for the self employed is crucial, particularly for the low paid self employed, such as
young self employed men working in the construction industry. We need to ensure that the self-employed
can be include in and encouraged to join the NPSS.

37. The Pensions Commission proposed access to the NPSS for those in not in paid employment is
important. It would help so that parents and carers continue to accrue pensions whilst out of paid
employment if they are able to aVord the contributions.

38. 1% of government contribution for all is a simple re-badging of basic rate tax relief, but will also oVer
a 1% contribution for those not paying tax or on the 10%marginal rate. However, the Pensions Commission
still proposes that higher rate tax relief should remain in schemes outside the NPSS, which consequently
oVers greater support to those who are able to pay more into their pension scheme. Around 50% of all tax
relief goes to higher income groups (those earning over £35,000 per annum). Because of men’s dominance in
the higher income groups, around 10% of tax relief goers to highly paid women and 40% to highly paidmen.
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39. Greater redistribution could also be achieved through NPSS. We would urge the Government to
contribute more to NPSS for parents, carers and the low paid, beyond the 1% match. The tax relief system,
which costs the Government up to £21 billion each year, still gives far greater benefits to higher rate tax
payers. We would like to see greater redistribution, with the Government giving greatest support to those
least able to save more. For example the Government could pay full credits for parents and carers whose
contribution to the economy is inadequately recognised at present, while the low paid could operate with a
default minimum contribution. For example, if 3% of your wages, plus employer matching, does not take
you above a default minimum point, then the Government could make your contribution up to the default
minimum.

Greater flexibility on paying into the NPSS could help women:

40. Lump sum payments should be facilitated to help those with irregular income or unexpected money.
For example the women who gives up work to care for her elderly parent and then receives a small legacy,
she should be able to pay this into her NPSS.

41. Limits should be lifetime not annual—Women’s, and increasingly men’s working lives don’t follow
a regular pattern. A woman, who may expect to take time out of work to raise children should be able to
build up payments into her NPSS earlier in her working life, or be able to make up the short fall in later life,
without having to worry about whether she has reached her annual limit.

42. Payments should be accepted from partners—if your partner is at home raising your children, or
caring for your family, then an individual should be able to make regular, or one oV payments, into their
partner’s NPSS.

43. Facilitating pensions splitting on divorce or separation. The pensions architecture proposed by the
Pensions Commission is quite rightly based upon independent provision, but there needs to be consideration
on how the new architecture will deal with divorce and separation for private provision. There is currently
very little use of the legal provision to split pensions on divorce. The NPSS should facilitate easy splitting
of NPSS savings on divorce, and it should also enable those who do benefit from pensions splitting on
divorce to be able to invest their share into their own NPSS account.

44. Payment on earnings below the Lower Earnings Limit (LEL). The Pensions Commission proposes
contributions based on band earnings of between the LEL and theUpper earnings Limit (UEL). This would
therefore exclude those on earnings below the LELand only very low levels of contribution for those earning
just over the LEL. The EOC would like to see individuals allowed to opt to pay regular contributions on
earnings below this level.

45. Employer contributions whilst on maternity or paternity leave. The position of contributions whilst
on maternity leave into the NPSS needs to be clarified. Under current pensions schemes there is a diVerent
treatment depending on whether the scheme is a defined benefit (DB) or defined contribution (DC). Under
DB schemes, an individual’s contributions drop to reflect their reduced income, but they still continue to
accrue the full year. In DC schemes there is no obligation on the employer to maintain their full
contributions. The EOC would want to see employer contributions continue at the full rate.

46. Fund Choice. We suggest the choice of funds should oVer a balance between simplicity and choice.
Many women can be risk averse, the more so because of their generally lower level of savings. There needs
to be a risk averse choice. Also one of the funds oVered needs to be compliant with Sharia law to ensure that
Muslims can participate in the scheme.

47. Cradle to grave saving. Grounding the new NPSS within the financial cycles of an individual’s life
could help take up; for example, linking the NPSS to an individual’s Child Trust Fund (CTF) account,
encouraging individuals to perhaps use some of their CTF as the foundation for lifetime saving. Linking to
student loan payments is another possibility, starting low payments whilst individuals are still paying oV

their student loan, and then increasing payments to NPSS once student loans are paid oV.

Targeted information and advice

48. Information and advice for all income levels—Case studies show the benefits of saving with examples
including low, medium and high savers, with realistic scenarios, such as people taking career breaks etc. Not
many people nowadays can realistically expect a stable 40-year working life.

49. Information should not be provided just via employers since this would obviously exclude those not
in paid employment or the self-employed. There needs to be other routes to these groups so lessons could
be learnt for the New Zealand information campaign for example.

50. Encouraging payments greater than the default level. The default level proposed will not be enough
for some people, particularly those who expect to have gaps in their employment. This needs to be clearly
explained to all participants in the scheme.
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51. Employers, particularly those already providing schemes with higher rates of contributions, need to
be encouraged to also pay more than the default minimum. Individuals however, would need to value this
to make it worthwhile for an employer. Job advertisements should give greater detail on pensions
contributions—comparison between schemes should be easier with the NPSS and default contributions to
serve as a benchmark.

Paying out from the NPSS

52. Unisex vs sex specific rates. Annuity rates should continue to be sex based only if these up to date and
relevant actuarial data indicates such diVerences exist. There would need to be an independent regulatory
regime that can oVer consumers assurance that sex-based factors are only used in appropriate
circumstances.

53. Our research in 2004 indicated that there would be little overall impact for women of changing to
unisex rates as currently very few women have sizable annuities. We proposed that the research should be
repeated and that changes in the potential impact of moving to unisex rates monitored. Monitoring the
eVects of moving to unisex rate becomes more important now annuities are likely to start providing an
increasing share of income in retirement (as there are more DC schemes), and more women hopefully being
able to aVord larger annuities.

54. Women need to understand the eVects of sex diVerentiated annuity rates up front when they begin to
save so they understand they need to save more than men to deliver the same annual income in retirement.

55. Single vs joint life annuities. As more and more income in retirement will be derived from annuities,
the eVects of the decision to buy a single or joint life annuitywill becomemore important. TheEOCproposes
a signed waiver for married individuals or those in civil partnerships, who wish to purchase a single life
annuity.

Increasing State Pension Age (SPA)

56. The EOC has no objection to the principle of raising SPA which is a rational response to increasing
longevity in women and men. However, any increases in SPA needs to be linked to the life expectancy of
the lowest socio-economic groups. Any government savings made from increasing the SPA should be re-
invested in pensions. For example the savings identified in the Pensions Commission’s report from
increasing women’s SPA to 65 by 2020 should be reinvested to help women achieve greater entitlement to
the BSP.

57. Any increase in SPA needs to be linked with corresponding measures to remove age discrimination,
for example allowing the continuation of mandatory retirement age at 65 does not fit with the aim
encouraging working longer.

Measures to facilitate later working and flexible retirement

58. Regardless of any increase in SPA, working longer needs to be encouraged and enabled for all.
Greater flexibility of work options could help enable this particularly assisting those with caring
commitments. The EOC’s research report, “Older workers and options for flexible work”, last year revealed
that up to one million older workers want to return to work. However, too many are being prevented from
remaining in or returning to the workforce because of a lack of flexible working arrangements, such as
flexitime or job sharing. Less than one in six older (50!)men and only one in four olderwomen are currently
employed on a flexible working arrangement. This increases the burden of social security payments for
taxpayers and exacerbates the UK’s skills shortage.

59. The NPSS could also help facilitate working longer. There needs to be flexibility of payment out of
the NPSS, allowing partial withdrawal of funds, to supplement lower wages if an individual decides to
reduce their hours in the run up to retirement.

Section 2

EOC’s model for reform

(i) A universal basic level of state provision for all, based upon residency, either at the level of the
current BSP or higher, with rises linking to earnings.

Income beyond this level, to take individuals beyond the poverty threshold, could then be delivered
through:

(ii) Strengthened supplementary state provision that would deliver adequate pensions for low earners,
and those undertaking unpaid parenting and caring commitments, linked to earnings in payment
and accrual; and

(iii) Private savings for those able to save.
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60. We believe that this model oVers clear targeting of state spend, with a basic level of provision for all,
but more from the state only for those who have contributed through parenting or caring commitments or
spent time earning low wages. It also balances rights with responsibilities, with individuals knowing that
when they are earning suYciently they have to take responsibility for their own saving.

61. The EOC commissioned PPI to model costs of our suggestion for reform. The following options were
modelled:

— A fully Universal Basic State Pension available from 2010—set at the level of the current BSP or
slightly more (£82, £85 and £95).

— A revised and tightly targeted supplementary state pension, designed to deliver combined income
of up to £160 from BSP and S2P to those spending their lives in low employment paid (under the
middle threshold of £12,116 per annum) or in unpaid parenting or caring roles.

— Those earning over £18k per annum would not be included in the targeted supplementary state
pension, whilst those earring between £12,000 and £18,000 would receive a tapering amount that
would decline as earnings reach the £18,000 threshold.

— Both basic and second state pensions would be linked to earnings in accrual and payment,meaning
that an individual whose state pension income exceeds the poverty threshold on entering
retirement would remain above it throughout retirement and not slip on to Pension Credit.

— Private saving for the majority, including the NPSS.

62. Initial results from our modelling show that it is possible to achieve greater redistribution within the
state pension system without exceeding the Pensions Commission’s suggested spending envelope, but this
will cost more than the current pensions system in the long run.

63. The earnings figures and target income are figures that could be changed. But what the research
demonstrates is that greater redistribution can be achieved. Exactly how much redistribution would be for
public debate.

64. The EOC’s proposals would:

— be cost neutral in the short term if the UBSP were set at £85 a week or less, and if savings from
abolishing contracted-out rebates are used to finance transition. This is because it would take time
to accrue rights to the supplementary state pension;

— cost in the region of 7.9% of GDP to 8.3% of GDP (£250 to £265 billion) in 2050 with a SPA of
65, depending on the level of the UBSP;

— be slightly lower than the cost of a Citizen’s Pension at £109 a week (5.8% of GDP in 2010 rising
to 8.3% in 2050), particularly in the shorter term;

— cost about the same as the Pensions Commission’s preferred approach (5.6% ofGDP in 2010 rising
to 8.2% in 2050); but

— have reduced costs (in the range of 7.3% to 7.6 % GDP) if SPA were increased to 67.

For comparison, the Government’s current estimate of the cost of the pensions system, including
contracted-out rebates, is 5.6% of GDP in 2010, rising to anywhere between 5.8% and 7.5% by 2050
(depending on assumptions about Pension Credit level and take-up). The Government have just revised
their central assumption upwards to 6.6% of GDP (£210 billion) in 2050.

65. The EOC model would mean second tier state provision is more targeted. If it had been in place in
2003–04 around:

— 7.5 million fewer people would have qualified than accrued State Second Pension (S2P) under the
current system.

— 1.5 million more women would have qualified through caring or parental responsibilities because
of improved crediting, but around three million fewer women would have qualified through
earnings.

— 6 million fewer men would have qualified.

66. Achieving the adequate replacement rates set out by the Pensions Commission.

— Low earners would have to save significantly less than the current system or alternatives to achieve
the replacement rates set out by the Pensions Commission.

— Median and high earners would need to save slightly more privately if they want to make up for
the reduction in their state pension. This extra amount is likely to be relatively modest, compared
to the total amount of saving needed to reach the amount of income they are likely to want. For
example:

— The low earning woman would have to save up to 18% of her salary to achieve desired
replacement rate under the current system, 6% under the Pensions Commission model, and
9% under the NAPF model—but nothing under the EOC model.

— The high earning man might expect to save only 1–2% more income to achieve the desired
replacement rate under our system as compared to the other alternatives.
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Annex A

MEMBERS OF THE WOMEN AND PENSIONS NETWORK

Organisations:

Age Concern
Amicus
Association of British Insurers
Carers UK
Fawcett Society
GMB
Help the Aged
National Assembly of Women
National Association of Women
One Parent Families
Policy Research Institute on Ageing and Ethnicity
Public and Commercial Services Union
Transport & General Workers Union
TUC
USDAW
YWCA

Individuals:

Anne Begg MP
Baroness Gibson of Market Rasen
Baroness Harris of Richmond
Baroness Hollis, former Minister at the Department of Work and Pensions
Baroness Sarah Ludford MEP
Chris McCaVerty MP
David Chaytor MP
Helen Jackson, women’s pensions campaigner
Joan Ruddock MP
Lord Dholakia
Mary Honeyball, MEP
Rt Hon Baroness Dean of Thornton le Fylde
Seema Malhotra, Director, Fabian Women’s Network
Vera Baird QC MP

Equal Opportunities Commission

March 2006

Supplementary memorandum submitted by Equal Opportunities Commission
following the publication of the Pensions White Paper

Key Points

(i) The EOC is still studying theGovernment’s proposals and has yet to take the views of its Commission.
This response therefore sets out our initial reactions only. The EOC welcomes the overall thrust of the
Government’s proposals in the White Paper that adopt most—though not all—of the recommendations of
the Pensions Commission’s thorough report. In particular, we welcome the likely major increase in the
number of women who could in their own right receive a full basic state pension (BSP) and a second state
pension taking them above the poverty threshold and a safer and more predictable route to fulfilling their
own responsibilities for saving via a state run National Pensions savings scheme (NPSS).

(ii) Our test of the proposals will bewhether (a) they lift women out of poverty (ie reaching pensions credit
levels in their own right) and (b) whether they give women a fair chance to achieve an adequate income in
retirement. This is estimated to be £160 a week by Age Concern.

(iii) It is particularly important to understand which groups—whether women, ethnic minorities, the
lifetime low paid etc—might still be unable to achieve this. The White Paper suggests a striking 30% would
still be eligible for Pensions Credit even in 2050. The gender impact assessment, urged by the EOC to
complement the statutory race one, has been agreed to byDWPMinisters. It will help clarify these important
issues and will aVect our considered response to many of the details of the proposals.
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(iv) We very much welcome the proposed equal recognition of the contributions of paid and unpaid
caring work in the state pension system, although further work is needed on the definition of carers. Over
time this will significantly benefit women of working age. However, this equal recognition would not apply
retrospectively to those who have already undertaken their caring work. This will have greatest eVect on
those over state pension age, for whom no improvements at all to entitlement are proposed, or for primarily
women between 45 to state pension age (SPA) who will derive, at best, only a small improvement post
retirement.

(v) The EOC is therefore particularly concerned about older generations of women, both 45–60 and post
retirement age, and would like to see further action to address their needs. For women post retirement age,
a universal state pension would have provided particular benefits and was proposed by the Pensions
Commission for over 75s. Whilst 45–60 year olds may benefit in part from the proposals, they are still at
risk of not accruing a full BSP in their own right. Also they risk not receiving any benefit from their savings
for their retirement because the savings credit only recognises savings that take income over the level of the
basic state pension. Savings that take income up to the level of the basic state pension suVer 100%
withdrawal. We would urge transitional arrangements for this group to assist the most disadvantaged.

(vi) The restoration of the earnings link to the BSP and S2P in accrual means those under 45 can be
confident in accruing an income of £135 at State Pension Age. However, because S2P is not linked to
earnings in payment, an individual reliant on state pension income could slip below the poverty threshold
during retirement and need to claim pensions credit. Furthermore, parents and carers—who may not work
for significant periods and when they work often work part-time in low income jobs—may find it hard to
save for an adequate income in retirement and therefore may find it diYcult to achieve an adequate income
in retirement. The EOC would ideally like to see the S2P more targeted to support these groups than is
currently proposed.

(vii) The EOC welcomes the proposals for a simple, cheap, auto enrolment NPSS which will enable
everyone to take more responsibility for saving for their own retirement at low cost, with support from their
employer, and which can remain a constant throughmore variable current working patterns.We would like
to see the option of Government contributing credits for parents, carers and the low paid for periods when
they are not able—or barely able—to contribute to their accounts.

(viii) For those still dependent on pensions credit, mechanisms for make claiming it more automated
should also be investigated.

(ix) With the extension of the state retirement age, it is critical that steps are taken to open up flexible
working to older people. Our research suggests that many older people already want to work but are
prevented from doing so by the lack of these opportunities, including when they are carers. To help more
parents and carers save, it is also important to open up higher paid work to flexible working, as part-time
work is often only widely available at present in low paid jobs. We therefore recommend that the
Government extend the right to ask for flexible working to all employees: currently it only applies to parents
of children under six and is being extended to carers.

(x) The lack of any proposal for an on-going independent pensions body, supported by many
organisations, is a disappointment. Monitoring the outcomes of the reforms is critical to ensuring that
action is taken if they prove not to be achieving their aims.

Improving Entitlement to State Pensions for Women and Carers

1. The EOC welcomes the likely major extension of coverage of those with a full BSP in their own right,
particularly because of the proposed recognition of caring as a contribution equal to a paid job, this includes:

— Reduction in qualifying years to 30 for a full BSP for men and women which will ensure that all
younger (under 45) individuals will have a decent chance of accruing a full BSP and helps mitigate
complex issues such as retrospective crediting for older workers. It also means that those taking
time out of paid employment for eg caring, further education (18!) and retraining etc, will more
easily be able to build up at least the full BSP.

— Abolishing the initial 10-year contribution rule on BSP establishes the principle that even a short
period of paid work is a contribution to society and is as equitable as the welcome recognition of
carers’ unpaid contributions.

— Parity of parents/carers credits across BSP and S2P, giving greater simplicity. Parental coverage
for S2P and BSP for children up to age 12 means an extension of coverage for S2P and a reduction
of coverage for BSP (from 16). TheDWPWomen and Pensions report showed that BMEwomen’s
pensions coverage is worse for S2P than BSP, and the lower S2P children’s age threshold was key
for this. The combined package of a reduction of qualifying years in BSP and extended coverage
in S2P could produce a more generous overall package of state provision for BME women in
particular. We need to ensure that there is a program of on going monitoring of actual accruals to
both the BSP and S2P and that BME women’s entitlement is particularly closely monitored.
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— New contributory credit for those caring for severely disabled people for 20 hours per week gives
far greater flexibility to crediting. It will ensure that a full workingweek (36 hours!) of either work
or care or any combination should mean accrual of state pensions either through credits or paid
contributions, extending coverage.

— Individuals under SPA who have already accrued HRP will have this turned into a positive credit,
but only for HRP accrued under the old rules.

— The welcome restoration of the earnings link for BSP is vital for women because they are less likely
to have private savings and more likely to be dependent on state provision. Delaying the
restoration of the link will see the real value of the BSP fall even further below the poverty
threshold than it already is, disadvantaging women in particular. We believe the link should be
restored by 2012 at the latest.

2. Ideally we would have liked to see a universal state pension and a second state pension more targeted
on parents and carers and the low paid. A thorough gender impact assessment is needed but we still have
concerns about:

— The “missing generation”—those between 45 and SPA because they are still at risk of not accruing
a full BSP, as their caring or parenting may have occurred before the crediting regime was
introduced and reduction to 30 qualifying yearsmay not be enough. Because of the way the savings
credit element of Pensions Credit is calculated, they risk saving for their retirement and not
receiving any benefit because the savings credit only recognises savings that take income over the
level of the basic state pension. Savings that take income up to the level of the basic state pension
suVer 100% withdrawal. This means that women, particularly older ones, will be at greater risk of
suVering 100%withdrawal of their savings and seeing no benefit as compared to someone who has
not saved. The White Paper proposes extending the reach of the 100% withdrawal rate by
increasing the threshold at which the savings credit starts to be payable to above the level of the
BSP. Consideration needs to be given to ways of eradicating the 100% withdrawal rate and to
providing transitional support to this group eg extra help in the second state pension and/or in
relation to the NPSS.

— Women over 60 who would not benefit from receiving a pension in their own right, as they would
do if there were a universal state pension in place, as we proposed. The Pensions Commission had
proposed such a pension for over 75s. Only 23% of women aged 60 in 2004 were in receipt of the
full BSP (and only 17% of those on the basis of their own contributions). Many will be reliant on
pensions credit and, at the very least, ways of improving coverage still further need to be explored.

— All delay to the restoration of the earnings link means that the BSP falls even further below the
poverty threshold (£114.05 per week) than the 26% (£29.80 per week) it is now.We would urge the
Government to restore the earnings link in 2012—the earliest date proposed.

— S2P is only linked to earnings in accrual, not in payment, meaning its value declines in retirement.
If the earnings link were restored in 2012, the combined value of BSP and S2P would be £135 per
week, above the current poverty threshold. However the value of full state provision will decline
during retirement and will see those most dependent on state provision (women) slipping into the
Pensions Credit threshold more quickly. As set out in our previous response to the Committee
greater targeting of S2P could be used to achieve the aVordability of a link to earnings in payment
as well as accrual.

— S2P becoming flat rate by 2030 means that for the time being those who earn more will still receive
a greater income from the state in retirement, not just from the earnings related proportion of S2P,
but also from tax relief. The EOCwould like to see the state’s pension resources targeted evenmore
closely on those least able to save such as parents, carers and the low paid, rather than supporting
the savings of those most able to save.

— The strong link between the carer’s credit and the receipt of certain benefits by the person being
cared for may still exclude some carers. This leaves concerns about those caring for people with
less severe care needs, for example a woman caring for her mother, father in law and perhaps a
neighbour, all with low levels of care and not enough for any of them to qualify for the appropriate
benefit for the pension coverage for their carer. The DWPWomen and Pensions report identified
a possible 390,000 carers not accruing BSP, with 120,000 caring for 20 hours or more. The reforms
are anticipated to deliver pensions credits only to an additional 70,000 of these. A more flexible
method of crediting may be appropriate, or linking to receipt of a standard rate attendance
allowance not just higher/middle rate, may help bring in more of these missing carers.

Encouraging and Enabling Private Saving (NPSS)

3. The EOC welcomes:
— Contributions being shared between the individual (4%), the employer (3%), and the Government

(1%) for those earning between £5–£33k. Employer matching will be a huge benefit, particularly
for those women working for smaller employers and in sectors with poor pension provision. It is
critical to making the saving decision simple and for lowering the risk people will not benefit from
their savings.
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— The use of auto enrolment will capitalise on inertia, whilst still enabling those for whom saving is
not the correct decision to opt out (eg older woman with little state pension entitlement). But we
need monitoring (by an independent body) of opt-out rates and patterns eg small employers doing
deals to encourage staV to opt out, part timers opt out rates not significantly higher than full
timers, women’s not significantly diVerent to men’s etc to ensure the ensure the more vulnerable
are not being encouraged to opt out and that the system really does deliver more people with
adequate savings in retirement.

4. We have concerns about:

— The risks of delayed or phased implementation. Each year of delay post legislation in the
introduction of NPSS means another cohort of women and men, particularly the low paid, does
not have the opportunity to save at low cost, with support from their employer. We believe 2012
should be the latest date for the introduction of the NPSS with full rate contributions from
employers. Phasing in the matching contributions from employers starting with 1% a year from
2012 risks delaying benefits for individuals who will have to wait until 2015 for a full 3%
contribution. This increases risk in savings decision, particularly for older workers.While analysis
has shown that 3% is enough to protect most people from the risk of mis-selling, phasing the
increase of the employers’ contribution in over three years increases the interim risk of mis-selling
over this period.

— Additional state support for small business- possibly through tax deductions—would be very
preferable to the proposed extension of the phasing in of the 3% contribution for the smallest
employers. Workers—disproportionately women—in precisely these firms are the least likely now
to have access to a low cost eVective private saving scheme and would be most disadvantaged by
any delay.

— Those earning under or just over the £5k threshold. Whilst a threshold for auto- enrolment seems
sensible, we would like to see individuals able to opt into their NPSS on earnings under the £5k
threshold, with employers compelled to match their employees’ contributions. This would enable
even those on very low earnings to choose to make some contribution to their NPSS account.

— We would like to see the option of state credits to NPSS in the years when people are caring not
working, or on very low wages, explored. The key to making NPSS work is embedding a sense of
responsibility for regular saving throughout an individual’s working life. So some matching
Government credit when an individual saves something—however small—in the year(s) they are
least likely to be able to save themselves would help keep the savings habit embedded. For some
groups eg lifetime carers for severely disabled children/adults, a government contribution might
be appropriate even if they are unable to save anything for them selves.

— The risk of mis-selling for the “missing generation”. If nothing further is done to ensure that the
cohort of women aged 45-SPA can accrue a full BSP, then those women without a full BSP and
little private saving will need specialist advice to ensure that they are not being auto enrolled into
NPSS when saving will mean no greater income in retirement.

Extending Working Lives

5. Proposals to raise state pension age in phases over the coming decades reaching 68 in by 2044 seem a
pragmatic response to increasing life expectancy and maintaining aVordability of a decent state pension
through an ever lengthening retirement period. We would like the Government to consider still allowing the
Guarantee Credit element of pension credit remaining at age 65. This needs to be seriously considered in
relation to the lower life expectancy of the lowest socio-economic groups.

6. We strongly support measures to encourage and extend working lives. The EOC believes that flexible
working at all ages could enable individuals to remain in paid employment—whether full or part time—for
longer. EOC research last year suggested nearly a million older (50-SPA) workers would return to work if
the conditions were right; and flexible working was favoured by many. Currently, many people who work
part-time have to more jobs in order to do so and part-time work is often only available in low paid work.
We would like to see the current statutory right to request flexible working in an employee’s existing job
extended to all employees. It is currently only available to parents with children under 6, parents of older
disabled children. In the future, it is to be extended to carers. The EOC is currently undertaking an
investigation into the Transformation of Work which is focusing on working time and the changing needs
on individuals and employers. It will be working with employers and others to identify measures that may
open up more, higher paid work to flexible working. It will be producing an interim report in the autumn
and a final report next year.
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On-going Independent Pensions Body

7. We are disappointed to see that the Government has not progressed the idea, strongly supported by
many groups, of an on-going independent pensions body. Pensions require long-term policy stability, and
an on going independent body could help give this. The reforms proposed in the White Paper are not yet
proven—for example will auto enrolment produced the desired savings rates, or will we see a huge increase
in unpaid caring with an aging population which could have an increased impact on women? Monitoring
by an independent body is essential to ensure the reforms produced the desired outcomes, and if they prove
not to, to recommend remedial actions.

Equal Opportunities Commission

June 2006

Memorandum submitted by the National Pensioners Convention

Summary

— The recent Pensions Commission report makes no recommendations of immediate benefit to
existing pensioners. The priority of reform must redress this by focusing on the role and measures
the state must take in providing pensions both now and in the future.

— The level of the current basic state pension is totally inadequate, with millions of pensioners living
in poverty.

— Women have not been served well by the existing rules for entitlement and credits to the current
state pension system.

— The first-tier state pension should provide themeans for a standard of living that removes the need
for means-tested benefits. As an immediate step the existing basic state pension should be raised
to £114.05 a week and uprated annually in line with average earnings.

— The first-tier state pension should be paid to all men and women, based on a suitable residency
criteria, regardless of any other income they have secured.

— National Insurance should continue to provide the main basis of funding for the first and second-
tier state pensions, and should not be used to finance any other government objective.

— The upper earnings limit on contributions to the National Insurance fund should be abolished, the
availability of the Treasury grant should be reinstated and there should be compensation for the
loss of revenue through “green taxes”.

— The decline in availability and weakening of private occupational pension schemes underline the
necessity for the second-tier state pension to be strengthened and made more inclusive.

— Britain can aVord to hugely improve state pension provision, regardless of the decreasing ratio of
working age population to pensioners, due to modern technology and increasing productivity.

— Real choice in retirement comes from having financial security and raising the state pension
retirement age places an unfair burden on the poorest in society.

— Any meaningful consensus on pension reform must include older people.

1. Introduction

1.1 It is now widely accepted that the issue of pension reform will dominate political discussion for some
considerable time. With the Government’s policy on the issue likely to be influenced by the recent Pensions
Commission report, it is crucial to galvanise widespread public and political support for a system of modern
social insurance that can guarantee real financial security for all today’s pensioners, as well as generations
to come.

1.2 Confining the debate to the handful of proposals put forward by the Pensions Commission, none of
which have any immediate impact on existing pensioners, would be to simply accept the narrow parameters
of reform it has suggested and exclude any other more radical options that may be considered necessary.

1.3 Over the last few months, ministers have publicly stated that they want to see a genuine and
groundbreaking consensus on pension reform1—but despite this they have so far failed to include the needs
of today’s existing 11 million pensioners in any of their suggestions. Nevertheless, for any meaningful
consensus to be achieved, the needs of current pensioners must not be ignored.

1.4 Regrettably, the Pensions Commission’s failure to call for an immediate increase in the basic state
pension and instead opt for a restoration of the link with earnings in 2010, will only give those on a full basic
state pension approximately £1.36 a week more that year than they would receive anyway under the present

1 Principles for Reform: The National Pensions Debate. DWP Feb 2005.
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system.2 Lord Turner’s rather limited recommendations and in many cases, the lack of any timescale for
their implementation, therefore oVer very little to improve existing state pensions, and in particular, fail to
address the widely acknowledged scandal of low income amongst millions of existing women pensioners.

1.5 One of themain reasonswhy both the Pensions Commission and theGovernment have been reluctant
to make any immediate changes to the state pension system is because they contend that any improvements
can only be funded if reform includes increasing the age atwhich future generations draw their state pension.
Furthermore, throughout the debate so far, they have also stressed that the driving force for pension reform
is Britain’s ageing population; a so called “demographic time bomb” with unsustainable costs that require
a reduced role for the state in pension provision.

1.6 Although Britain, like most industrialised economies, has an ageing population, this is by no means
a new development. Since the early 20th century and improvements in medicine and public health, the
proportion of older people to younger has been steadily increasing. However, technological and economic
advances have raised both the employment rate of many, especially women, and the productivity of the
working population generally. As a result, the nation’s wealth, measured by the Gross Domestic Product,
and that of individuals, continues to increase.

1.7 In fact, if productivity were to grow by 1.75% a year, lower than recent trends, the average British
worker would produce twice as many goods and services in 2045 as now.3 To argue that a state pension
system is unaVordable by looking only at the age structure of the population is therefore simplistic and
historically inaccurate.

1.8 However, with Turner’s recommendations based largely upon this false premise, the main challenge
is to consider what the alternative priorities of pension reform should be and how to build a genuine
consensus around them.

1.9 An immediate aim must be to prevent poverty amongst all older people, by ending the need for
widespread means-testing and re-aYrming the role of the state in providing a decent pension income in
retirement for all that will last for decades.

1.10 Hence the next section considers the principles that should underpin any pension reform, while
section three outlines the changes needed to improve the state first and second-tier pension provision.
Section four considers the issue of state pension age and section five considers issues related to the national
insurance system. Finally section six contains a series of recommendations, with associated timescale, costs
and implications.

2. Principles for Reform

2.1 The UK pension system currently consists of three tiers. The first is the basic state pension (BSP), the
second is either a state second pension (S2P) or, for those who contract out of S2P, a private occupational
or personal pension. The third consists of voluntary contributions to a personal pension or other existing
scheme.

2.2 The Pensions Commission’s recommendations mainly focus on marginally improving the level of the
BSP by restoring its link to earnings in five years’ time, turning the S2P into a flat rate non-earnings related
pension and introducing a newNational Pensions Savings Scheme (NPSS) by 2010 for those employees who
are not covered by alternative pension arrangements, such as an occupational pension scheme. As a way of
funding these proposals, employees will have to either wait or work up to four additional years before they
can draw their state pension.4

2.3 In view of the vital role played by the state, the primary focus of this analysis is therefore on how
it can deliver first and second-tier pensions; in order that the immediate pension situation of today’s older
population can be improved. Essentially, this involves promoting a clear set of principles around which a
consensus for sustainable reform can be found, and once these fundamental principles have been agreed,
methods of implementation can be discussed.

Adequacy

2.4 The latest estimates show that well in excess of 2.5 million older people are living below the
Government’s adopted poverty level (60% of median population income before housing costs) equivalent
to £123 a week per pensioner in 2005.5 Both the BSP and means-tested income support (called Guarantee
Credit) provide an income well below that figure, and the state apparently sees no contradiction in
supporting people to live in poverty. Attempts to relieve poverty by expanding the use of means-testing has
failed to reach those in most need, with take-up figures showing around 1.8 million eligible pensioners have
yet tomake a claim.6 For reasons that have been well documented, such as complexity, inaccessibility, social
stigma and a reluctance to deal with oYcialdom, it is clear that means-testing and pensioners simply do
not mix.

2 NPC response to Pensions Commission Report. NPC Press Release Nov 2005.
3 The Ageing Population and Wealth Creation. Tomorrow’s Company Oct 2005.
4 Second Report. Pensions Commission Nov 2005.
5 Households Below Average Income statistics. DWP 2004.
6 Pension Credit Take-up Figures. DWP June 2005.
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2.5 It is essential therefore that any reform aims to provide every pensioner with a first-tier state pension
that is set above the oYcial poverty line.

2.6 Avoiding destitution or living just above the level of poverty is however not the same as having a
decent standard of living relative to your income during your working life. The purpose of a second-tier
pension, whether state or private, is to therefore provide an earnings-related addition to the first-tier state
pension that enables people to maintain living standards in retirement.

2.7 Yet a significant number of today’s pensioners, especially women, have little or no second-tier
pension, and the proportion of future pensioners with a final salary occupational pension is likely to fall.
The trend over the last few years has been to close down such schemes to new entrants, and even some
existing employees, oVering them a less generous defined contribution (DC) occupational scheme, with a
pension that depends on the fluctuations of the stock market. As a result, only 40% of today’s workers, 11.3
million, are members of an occupational scheme, with the proportion in final salary defined benefit (DB)
schemes declining.7

2.8 This recent development strengthens the argument for a stronger andmore inclusive second-tier state
scheme which can provide for the majority of the population who, for whatever reason, do not have access
to a good DB occupational pension or for whom the only alternative is a private money-purchase scheme.
By contrast, the Pensions Commission’s proposed NPSS would be unable to meet this challenge; being
limited to only those in paid work and oVering inadequate provision for women on low wages, with fewer
years in employment.

Gender Equality

2.9 The presentUKpension system has not servedwomenwell. 87% of existing women pensioners do not
qualify for a full basic state pension in their own right because they lack the 39 years of National Insurance
contributions or credits required.8 Furthermore, wives who rely on their husband’s contributions receive
just 60% of a full state pension; only receiving 100% if they are widowed.

2.10 The main reasons for these partial pensions are women’s typically low earnings, part-time work and
broken career patterns associated with domestic responsibilities. Unfortunately, these are inadequately
recognised in the current rules surrounding entitlement to the BSP and the inflexible Home Responsibilities
Protection (HRP) scheme, which reduces the number of years of contributions required for a full pension,
by excluding up to 20 years of caring for children or frail adults.

2.11 In addition, whilst the earnings-related S2P is generally favourable to women, boosting the
entitlements of the low paid, those with caring commitments can be excluded from receiving credits because
they have to provide care for a minimum of 35 hours a week in order to qualify.

2.12 In private (occupational or personal) pension schemes, women’s typically restricted careers place
them at an even greater disadvantage. While 71% of older men receive some private pension, only 43% of
older women do so, and among recipients, women’s pensions are on average 53% of their male
counterparts.9 Only improved state pensions can therefore reduce the gender gap in pension income.

2.13 In the 21st century there is no justification for a pension system that fails to take full account of
modern career patterns and domestic responsibilities, and in eVect penalises those who undertake family
caring roles.

Sustainability

2.14 Pension provision by the state must of course be economically sustainable, but no convincing case
has been made that improved provision would be unsustainable. In 2002 the Chancellor decided to raise an
additional £8 billion for the NHS by increasing National Insurance contributions by 1%. This was generally
accepted as necessary in order to raise more money for health care, and at the time, no one suggested that
it was fiscally impossible to raise additional funds or that the policy was unsustainable.

2.15 In this sense, state pension spending should be seen in the same light as health care spending—
essential to a civilised society and aVordable in a rich economy. The serious debate must therefore consider,
not simply the cost of providing decent pensions, but more importantly the political choices that society
must face in order to make such provision a reality.

7 Labour Market Trends and Labour Force Survey. Family Resources Survey 2003–04.
8 Women and Pensions Seminar: Fact Sheet. DWP March 2005.
9 Ageing and gender. Diversity and change. Social Trends Arber and Ginn 2004.
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3. Measures for Reform

The basic state pension

3.1 Today’s basic state pension (BSP) is widely acknowledged as being inadequate, set from April 2006
at just £84.25 a week for someone with a full National Insurance (NI) contribution record. For those who
have been unable to make suYcient contributions or who have no other retirement income, the state also
provides the means-tested Guarantee Credit, bringing the income of a lone pensioner to £114.05 per week
and additional help for those with modest savings, known as the Savings Credit. 2.67 million pensioner
households claim this combined Pension Credit (71% of those eligible)10 and two thirds of those are
women.11

3.2 At the heart of the debate about the basic state pension are two key elements: its level and annual
uprating; and the contributory basis on which entitlement depends.

3.3 The very existence of the Guarantee Credit set at £114.05 a week—around £30 higher than the BSP—
is an admission that the basic pension is too low. For most years since 1980 the BSP has risen annually in
line with inflation rather than average earnings, and each year the gap between the pension and the level of
means-tested benefits has grown. If this situation continues, the basic state pension will become a
diminishing fraction of income support and, by 2025, 60% of all pensioner households could be means-
tested.12

3.4 With 70% of average income of pensioners being provided by the state,13 it is clear that the most
eVective way of preventing poverty in older age is through increasing the level of theBSP.Only by eventually
raising this to above the poverty level (£123 per week in 2005) and ensuring that it rises annually in line with
earnings, will we eliminate pensioner poverty and oVer real financial security in retirement.

3.5 However, many pensioners, mainly women, do not receive the full amount of the basic pension.
Under a system of entitlement that was designed in an era when men were the sole breadwinners,
employment was less insecure and divorce still quite rare, the scheme required a long record of contributions
in order to qualify for a full pension. This was impossible for most of today’s older women, due to the
marriage bar in employment and the impact of their domestic roles.

3.6 Whilst the government and the Pensions Commission believe that in the future most women can
expect a full basic pension when they retire, due to the introduction of Home Responsibilities Protection
(HRP) in 1978, and higher rates of full-time paid employment and earnings above the lower earnings
threshold (LET), most older women were born too late to benefit from even this limited assistance.14

3.7 Whilst National Insurance (NI) rules could be made more inclusive of women in the future, for
example by reducing the number of qualifying years required, making credits throughHRPmore generous,
abolishing the minimum requirement for contributions and accepting part years’ payments—none of these
measures would benefit today’s women pensioners unless applied retrospectively and indeed they would be
irrelevant if an alternative system of universal entitlement were introduced.

3.8 A universal first state pension financed through both National Insurance (NI) contributions and
general taxation, paid to all those reaching pensionable age who can fulfil certain residency criteria (such as
a minimum of 25 years from the age of 18), would not only be of immediate benefit to today’s pensioners,
but would also ensure equal access to pensions for future generations of men and women. Furthermore, the
simplicity of a universal pension would make it easy for the public to understand and support.

3.9 The Pensions Commission has even accepted that a universal pension could be paid to all those aged
75 and over at some unspecified date in the future, and there is already a precedent in the CategoryDpension
of £49.15 a week which is currently paid to thousands of 80 year-olds who have no contributory entitlement
to a state pension, but have lived in the UK for at least 10 years in the last 20 before their 80th birthday.

3.10 A truly universal scheme would therefore oVer the most equitable way of providing security in
retirement for all, starting with a higher first state pension being paid to all existing pensioners as a matter
of urgency. This could be done by re-naming the basic state pension the first state pension, and making it
payable to each person over state pension age at the level of the Guarantee Credit.

The second state pension

3.11 Since 2002, the State Second Pension (S2P) has replaced SERPS as the second-tier state provision.
Under existing rules all employees (but not the self-employed) pay a proportion of their National Insurance
(NI) contributions towards S2P unless they are in a scheme which has contracted-out into a private
occupational or personal pension; in which case a rebate on their NI contributions is paid into their
private scheme.

10 Pension Credit Take-up Figures. DWP June 2005.
11 Women and Pensions Seminar: Fact Sheet. DWP March 2005.
12 Public Pension Reform in the UK. Emmerson and Disney 2005.
13 Family Resources Survey 2003–04.
14 Women and Pensions Report. DWP Nov 2005.
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3.12 In addition, tax relief is also currently available on second-tier private personal and occupational
pensions to the value of £19 billion a year,15 of which 2.5 million higher tax payers receive 55%, with 13
million sharing the remaining £9 billion between them. The average earner on £25,000 a year, paying 6%
into an occupational pension scheme, therefore gains around £330 per year of tax relief.

3.13 S2P on the other hand provides a pension related to the value of your earnings over your working
life, but redistributes towards the low paid by treating those with earnings below the lower earnings
threshold (LET) of £11,600 a year as having earned that amount. Carers of a child aged under six, who are
not employed, and those caring for frail adults who fulfil qualifying criteria, are also credited in S2P as
though they were earning £11,600 per annum.

3.14 Despite these advantages of the S2P in terms of compensating carers and helping the low paid, a
number of commentators, private pension providers and politicians see S2P as unnecessary and
complicated. What lies beneath this criticism is a desire to use the money currently spent on S2P, estimated
at £8 billionn a year,16 on other things. This would however leave second-tier pensions entirely to the private
sector, with all its inherent financial risks.

3.15 TheTurner Report has interestingly not called for S2P to be scrapped—preferring to see a narrowing
of the gap between the highest and lowest qualifying earnings, ultimately leading to a flat rate pension of
around £53 a week for someone with a full contribution and/or credit record.

3.16 In addition, the Commission suggests a new National Pensions Savings Scheme (NPSS) into which
workers would be automatically enrolled, but retain the right to opt-out. Employees would pay 4% of their
salary into theNPSS, employers 3% and there would be 1% tax relief. The average payment from the scheme
on retirement would be an estimated £4,400 a year depending on the performance of the financial markets
and annuity rates.17

3.17 However, there remains no guarantee that the benefits promised from private pensions, even in a
defined benefit (DB) final salary occupational pension scheme, will be paid, and it is predicted that within
a decade the number of traditional DB occupational pensions, particularly in the private sector, will have
fallen significantly. The less secure and less generous defined contribution (DC) money-purchase schemes
will not oVer retirees of the future the same level of second-tier pensions and the NPSS therefore appears
to be an attempt to try and fill this vacuum.

3.18 Nevertheless, the S2P remains important in ensuring that every individual can maintain living
standards in retirement and should continue to be available. To date around 18.7 million people have gained
from the introduction of S2P, 55% of which are women.18 The unique value of a state-run second-tier
pension lies in its ability to redistribute income to the low-paid and to recognise and protect those whomake
a wider contribution to society through raising children or caring for a dependent relative, as well as those
suVering a disability or unemployment.

4. Retirement and the State Pension Age

4.1 Retirement and the age at which the state pension can be drawn have come to the fore during the
current pension debate because with rising longevity, the average duration of retirement is increasing whilst
the working age population is falling. Forecasts show that the average life expectancy in 2050 will be 84 for
men and 88 for women.19

4.2 The Government, Pensions Commission and others all agree that the average age of retirement
should increase from the current level of 62, but they have yet to address any of the barriers to achieving
this, including:

— Age discrimination among employers.

— High unemployment among workers aged between 55 and 65, especially in certain regions and
among manual workers.

— Job creation to accommodate those wishing to continue working beyond state pension age.

— Manual workers suVering health problems at an earlier age than non-manual workers, and also
dying earlier.

— The unpaid caring and voluntary work undertaken by retired people which currently saves the
Exchequer an estimated £24.2 billion a year.20

4.3 Raising the state pension age as suggested by Lord Turner, to 66 in 2030 and then to 68 or 69 by 2050,
is seen as a way of encouraging later retirement and paying for very modest improvements in the state
pension system.21 Yet there is no public support for this, the majority of people being hostile to the idea of

15 Inland Revenue Estimates 2005.
16 UK National Strategy Report on the Future of Pension Systems. HM Government July 2005.
17 Second Report. Pensions Commission Nov 2005.
18 Women and Pensions Seminar: Fact Sheet. DWP March 2005.
19 Life Expectancy Projections. Government Actuary’s Department 2003.
20 Age Concern 2004.
21 Second Report. Pensions Commission Nov 2005.
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being forced to work longer to fund their retirement.22 Raising the state pension age would also bear hardest
on disadvantaged sections of the workforce and would reinforce the diYculties of women in their 60s with
caring responsibilities for parents or grandchildren. In eVect, today’s poorer workers would end up working
longer, drawing their pension for a shorter time and dying sooner.

4.4 A higher state pension age will therefore be diYcult to introduce without serious political
implications. Real choice about when to retire depends on having financial security and suYcient pension
income, as well as suitable job opportunities. Working beyond 65 then becomes an option rather than a
necessity. However, to achieve this requires both a first and second-tier pension at an adequate level.

5. National Insurance

5.1 The National Insurance scheme was established on 5 July 1948 to provide unemployment benefit,
sickness benefit, retirement pensions and other benefits in cases where individuals meet the contribution and
other qualifying conditions.

5.2 The existing basic and second state pensions are funded through the Pay-As-You-Go National
Insurance system, by those at work and their employers. Employees contribute 11% of income between £94
and £630 a week, and a further 1% on income above £630. Employers pay 12.8% on all income above £94.
The system currently raises around £83 billion a year23 and is used to fund both first and second-tier state
pensions, alongside other benefits and some NHS costs.

5.3 There is no financial crisis in the National Insurance (NI) system, which provides an eYcient way of
guaranteeing that both employees and employers fund the pensions of today’s retirees, with an annual cost
of delivering the pension to each individual of just £5.40 compared to that of the means-tested Pension
Credit of £53.70.24 In addition, the Government Actuary has predicted that the fund will have a surplus by
March 2006 of £34.6 billion, rising to £60 billion by 2010.25

5.4 NI must therefore continue to be the main source of funding for the first and second-tier state
pensions. However, there are a number of important issues surrounding the NI system that need to be
addressed.

5.5 Firstly, full NI contributions for pensions are not payable above the upper earnings limit (UEL) of
£630 per week. Thus lower and modest earners are paying a higher percentage of their wages into the fund
than those with higher earnings. The UEL should be abolished so that on earnings above £630 a week,
contributions would be raised from 1% to 11%, in line with other income.

5.6 Secondly, the Treasury and the Department for Work and Pensions confirm that the Government is
borrowing from the current NI fund surplus to finance expenditure for purposes unconnected with the
fund.26 By using the money in this way, the Treasury has consistently undermined the case for using the
surplus to improve state pensions.

5.7 Thirdly, Treasury ministers are required to have regard to changes in the general level of earnings,
the state of the NI fund and payments expected to be made from it in the future when determining the level
of state pensions and other benefits. Under the Social Security Act 1973 the Treasury is authorised to make
grants to the NI fund in order to secure its ability to pay benefits and maintain a minimum working surplus
of 16.7%.27 Yet despite reluctance on the part of the Government, the powers clearly exist to enable them
to use the surpluses in the NI fund, with an additional grant from the Treasury if necessary, to improve state
pensions. It is a lack of political will, rather than a legislative or economic obstacle that has prevented them
from doing so.

5.8 Finally, there is the issue of “green” taxes. The NI Fund’s income from employers’ contributions has
been deliberately and substantially reduced as a result of a series of “green” taxes: the landfill tax introduced
in 1996, the climate change levy in 2001 and the aggregates levy in 2002. The purpose of all these taxes was
to make companies pay for the environmental damage caused by their activities. The greater part of the
proceeds of each tax was to be returned to employers as a whole by a reduction in their NI contributions of
0.2% of earnings for the landfill tax, 0.3% for the climate change levy and 0.1% for the aggregates levy.28

5.9 However, if the Fund was to bear the cost of compensating employers, through the reductions in their
contributions, it should also have been credited with the proceeds of the taxes. Instead, the Treasury has
been allowed to pocket the proceeds, while the entire burden of the taxes has fallen on the Fund.

22 Working Later: Raising the eVective Age of Retirement. IPPR July 2005.
23 Budget Summary Leaflet. HM Treasury March 2005.
24 Tackling Pensioner Poverty: Encouraging Take-up of Benefits. Public Accounts Committee 2003.
25 Quinquennial Review of the National Insurance Fund. Government Actuary Department 2005.
26 Correspondence from Paymaster General to Barry Gardiner MP November 2005.
27 The Facts about National Insurance. NPC Briefing Paper No 34 2005.
28 Appendix to NPC submission to the first Pensions Commission Report. Lynes January 2005.
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5.10 As a result, over the whole period since they were introduced, the green taxes have cost the Fund at
least £13 billion, and are currently costing well over £2 billion a year in lost contributions. This is plainly
indefensible. The Fund should be fully compensated for the losses it has already sustained and an annual
payment should be made to compensate it for future losses of contribution income from employers.

6. Recommendations

Recommendation Timescale Costs Gainers Comment

The basic state April 2006 £10 billion in Those pensioners Those pensioners
pension shall be 2006–07 who currently already receiving the
renamed the First £66 billion in receive a state Guarantee Credit
State Pension (FSP), 2050 pension of less than would now receive a
set at £114.05 a week the Guarantee FSP of the same
and paid to every Credit value
individual of
pensionable age Entitlement rules for

council tax and other
means-tested benefits
will need to be
adjusted so as not to
penalise those who
are no longer in
receipt of Guarantee
Credit

Entitlement to the April 2006 The vast majority of Income support
FSP shall be based women pensioners, would have to
on a residency and some men, who remain for a very
requirement prior to do not currently small number of
retirement have suYcient pensioners who may

contributions or not meet any
credits to qualify for residence criteria for
a full state pension entitlement to the

universal FSP

The FSP shall April 2007 and £300 million per All pensioners
increase in line with annually until annum entitled to a FSP
average earnings April 2010

The FSP shall be set April 2010 and All pensioners
above the oYcial annually entitled to a FSP
poverty line (60% of thereafter
median population
income currently
£123 a week) and
increased in line with
average earnings

The Second State April 2006 £8 billion per All existing workers
Pension (S2P) shall annum
remain earnings
related and be
available to all those
of working age
without any
guaranteed second-
tier provision

The State Pension All existing workers Existing pensioners
Retirement Age shall due to retire after will not be aVected
remain at 65 for men 2020
and women from
2020 onwards
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7. Conclusion

7.1 Reforming the UK pension system was never going to be easy, with government trying to limit state
expenditure, private pension providers wanting to increase their role in second-tier provision and pensioner
organisations calling for immediate improvements in the basic pension to tackle poverty amongst today’s
retired. Meanwhile, the impact of an ageing population on pensions has been presented by some in an
alarmist way. It is clear that reaching a consensus will therefore be diYcult.

7.2 However, reaching an agreement on the issues that matter provides a basis for progress. Raising the
level of the basic state pension, reducing the scope of means-testing and addressing the inequalities faced by
many women have more support today than a few years ago.

7.3 The key task now is to agree on the principles and priorities of pension reform and find ways of
making those a reality.

National Pensioners Convention

March 2006

Memorandum submitted by Pension Reform Group

Introduction

1. Following the publication of the Pensions Commission’s Second Report on 30 November 2005, the
Government has launched a consultation process, leading to the publication of a White Paper, which it
hopes will “lay the the basis for a consensus on a lasting pension settlement.”29 The Department for Work
and Pensions Select Committee has invited contributions from interested organisations and individuals
prior to the White Paper’s publication.

2. The aim of this submission is to illustrate three structural weaknesses in the Pensions Commission’s
proposals for reform and how the implementation of the reforms will present serious dangers for pension
provision. The three weaknesses relate to: the adequacy of the proposed pension; the role of private savings;
and the role of employers.

3. If the reforms are implemented many employers may decide that they NPSS presents a golden
opportunity to move from company DC to 3% NPSS contribution thereby decreasing substantially their
contribution to their employees’ future income. The NPSS opens future governments to great political risks
on the grounds ofmiss-directing savings into schemes which performdiVerently formembers of each scheme
over time, depending when in the equity/bond cycle members draw out their savings, and performing
diVerently at any one time, depending on which scheme the members are in. The end result may be a
reduction in the overall level of savings going towards financing future pensions.

4. The success of the Pensions Credit claimed by 2.7 million pensioners who receive an average weekly
payment of £43.59,means that for the first time politicians and policymakers have the opportunity to deliver
a long-term and sustainable reform of pensions without simultaneously being concerned with a reform
which also helps today’s poorest pensioners. The Turner proposals shy away from this opportunity and
eVectively squander it by failing to achieve the long-term goal of taking practically all future pensioners oV

means-tested benefits.

5. PRG’s proposals are for a major new initiative between the public and private sectors aimed at
providing a universal adequate minimum pension. Its aim is to provide a Universal Protected Pension of
between 25 and 30% of average earnings at retirement with the real value of the pension maintained against
earnings throughout retirement. Trustees will set contribution rates which will deliver this guarantee. It is
our belief that a technocratic structure, such as theUPP, located outside of the political systemwould deliver
predictability and stability in a democratic society

Turner: the right way forward?

6. The Second Report of the Pensions Commission embodies three structural weaknesses. By opting for
a totally PAYG new basic state pension today’s workers are being asked to trust that future taxpayers, most
of whom are not yet born, to meet an enlarged tax bill.

7. Will a reform that aims to raise the basic pension significantly for all citizens, and which is funded on
a pay-as-you-go basis, last the course? Such a model was tried with the State Earnings Related Pension
Scheme and we all know that the supposed concensus underpinning it lasted for five years.

8. The Pension Commission’s proposals are in fact a solution looking for a problem. Roughly 30% of
pensioners will remain reliant on means-tested benefits even when the NPSS is fully operative.

29 HC Deb 6 Dec 2005 : Column 744.
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The role of private savings

9. The second weakness of the Pensions Commission’s proposals is that they leave future Governments
open to charges of mis-directing savings on a potentially massive scale. The government already faces
serious miss-information charges from aggrieved pensioners over producing a leaflet which suggested that
people should join an occupational pension.Whatwould be the scale of charges ofmis-advice frommembers
of the National Pensions Savings Scheme when members of the same scheme retiring over time at diVerent
points in the bond/equity cycle will gain substantially diVerent returns, while members at any one point of
time will experience diVerent returns between the diVerent schemes.

10. The PRG proposes a partnership with the private sector in carrying out its fund management duties.
The funds of the scheme are estimated to be peak at 10% of the British Stock Market—although trustees
will not be limited in their investment policies to British equities or gilts. They will have a duty to act in the
best interest of members as do all current pension trustees.

11. Up until now the private sector has been extremely wary of selling savings products to possibly 40%
of the workforce for fear ofmiss-selling charges. The introduction of aUniversal Protected Pensionwill oVer
private financial institutions the guarantee that they cannot miss-sell savings and pension products to clients
who could be better oV claiming means-tested welfare. Full members of the scheme will retire on a pension
guaranteed to lift every full contributor above means-tested help.

The future role of employers

12. The PRGbelieves that it is crucial to understand what it is in theGovernment’s power to do and what
is properly left to the private sector. Our view is that the Government can and should concentrate all its
attention on ensuring that there is a basic pension which has universal coverage. All additional pension
coverage should come from the private sector. But in making changes to the basic pension the Government
should be vigilant that its actions do not further weaken the role of occupational schemes.

13. The third and final structural weaknesses embodied by the Pensions Commission proposal’s is that
it is likely to lead to the final demise of occupational pension schemes being major providers of income for
pensioners. Four-fifths of final salary occupational scheme have closed to new members over the past 10
years but around four-fifths of these closures have occurred since 2000. Many and perhaps most of the
occupational schemes open to existing members—both DC as well as DB—will use the opportunity to cut
the firm’s pension contribution rate opting instead for a 3% NPSS contribution. Far from the 3%
contribution becoming a floor the NPSS rate could quickly become a ceiling to employers’ contributions.

PRG’s reform plan

14. The PRG’s route to a long-term sustainable pensions reform utilises a public private partnership with
a significant addition to current practice. We are proposing a creation of a non-state universal pension
scheme. This status would have been easily recognised and understood before welfare was nationalised in
1948. Since then collective provision has been defined exclusively in state terms. The PRG’s proposal helps
redefine the meaning of public. The reform is built on the following moves:

— Maintaining the existing basic state pension linked to prices during a person’s working life.

— Building up a funded provision alongside the existing basic pensionwhich combinedwill guarantee
a minimum income of 25% of average earnings during retirement.

— The funded provision will cover the cost of uprating the BSP component of this guarantee in line
with earnings only at retirement while meeting the overall cost of a pension of not less than 25% of
average earnings andmaintaining this overall pension in line with earnings throughout retirement.

15. We reiterate that the UPP proposed core scheme is merely a proposal for others to adapt. However,
we have established five principles which define its strength andwhich should be immutable. These principles
are listed separately but, in reality, they are intimately inter-related:

— Guaranteed pension: based on a fixed minimum percentage of national average earnings for all
who contribute to society including carers. The payment would come in part from the existing price
indexed basic state pension (to which the Government would have to make a contractual
commitment) plus a centrally but independently administrated fund to top it up to achieve that
minimum national average earnings-related pension; this fund would use the Contracted Out
Rebate (COR) as part contribution to the scheme. The key is that the pension should be set at such
a level that the Government can, with absolute confidence, announced the phasing out of
Pension Credit.

— No new compulsion: the scheme would be compulsory for all in work, but there would be no new
form of compulsion. Contributions to the fund would be collected through the NIC system by the
Contributions Agency. Compulsion is essential in a scheme which is redistributive.

— Redistributive: this scheme is redistributive as is the basic state pension scheme—over the relevant
National Insurance bands, everyone puts in the same percentage of income for the samemonetary
pension at the end. This meets the key tests of fairness (“something for something”) and the more
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practicable one of aVordability. PRG does not see how one can establish an incentive scheme
which can honestly address the needs of those who most need to cover their retirement but cannot
aVord to do so, or that can guarantee take up by those who need it most—hence the need for
redistribution.

— Funded: it is a critical element of the proposal that the scheme should be funded—to distance it
from Government—“it is our/my money: they cannot fiddle with or expropriate it”. The fund
would be administered by independent trustees who would select private sector professional fund
managers to manage the money. The fund would be invested in a range of assets around the world
to diversify the investment risk.

— Independent: it is critical that there should be a governance structure that puts significant distance
between the scheme and politicians. We propose a governance model based on the Monetary
Policy Committee of the Bank of England. A court of governors charged by the Governor of the
Bank of England would appoint trustees. The trustees would be ratified by the present and future
pensioners. Apart from administering the fund (subcontracting day to day administration to
private sector managers), the trustees would determine the fixed minimum pension level, subject
to the minimum guaranteed amount, and the level of contributions.

The under-pensioned

16. The Department for Work and Pensions estimate that 1.8 million or 56% of all self-employed people
do not have any form of second-tier pension arrangements. There are an additional 6.7 million people who
are either carers or otherwise economically inactive who are also not covered.30 The proposed National
Pensions Savings Scheme will not cover these groups, who are most need of a decent basic pension.

17. The PRG’s proposals, in contrast, by increasing the level of existing state cover, include not just the
self-employed, but also those with caring responsibilities and the sick and disabled. These groups would
have their contributions paid for them.

18. PRG’s original proposals were costed by the Government Actuary and published in Universal
Protected Pension Modernising Pensions for the Millennium (Report by the Pensions Reform Group,
October 2001). There then followed a series of consultations through three working parties and the
membership of which are given as an appendix. The results of the consultations lead to a review of the UPP
proposals and these were published as Universal Protected Pension The Follow-Up Report (July 2002).
These proposals have undergone further revision and are currently being costed by theGovernmentActuary
and will be published in early March.

Pension Reform Group

February 2006

Memorandum submitted by British Australian Pensioner Association Incorporated

Overview

— Unstable past influenced too much by party politics.

— Need for stable pensions future leading to sound and predictable income in old age.

— The quantum of pension should be set at a level designed to minimize reliance on means tested
benefits.

— Quality of life at least as important as length of life after retirement.

— The Contributory Principle should not be abandoned.

— All sectors must accept rising retirement ages.

— System should be contributory with special credits for people not in the work force.

— The system of freezing state pensions is inequitable and demonstrably absurd. The opportunity
should be taken now to abolish it.

— Self employed people are required to pay contributions for which they receive no benefit.

— The proposed National Pension Savings Scheme must make provision for contributions by or on
behalf of people who spend timeout of the work force or out of the country.

30 HC Deb 20 Oct 2005 : Column 1199W.
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The Past—Instability

1. The history of Retirement Pensions in Britain has been one of slow, but not always steady, progress,
punctuated by many U-turns, when the prospects for the pensioner have been darkened by regressive
changes.

2. The most important aim of pension reform should be the establishment of a stable system, protected
against unpredictable change, and agreed across a wide variety of stakeholders, including cross-party
agreement.

3. The National Insurance Scheme was designed by Beveridge to be just such a scheme, building on the
experience of the 1925 contributory pension scheme, but extended to the whole population. In exchange for
a universal flat contribution there was payable a universal flat pension, subject only to the length of
qualifying membership. And qualification was signified by payment of contributions with crediting of
contributions in some special circumstances.

4. Since the introduction of the NIS there have been a number of changes, some of them being U-turns
rather than forward movement.

5. Graduated contributions and graduated benefits, firstly by the Graduated Retirement Benefit system
and later by the State Earnings Related Pension Scheme (SERPS), with a hiatus between legislation in 1975
and implementation in 1978.

6. 1982. Basic pension indexation changed from earnings to the lesser retail price index, a policy change
satisfying the Government but costing most pensioners today approximately £30 a week. This U-turn was
performed by the lady who said “You turn; the lady’s not for turning.”

7. Nevertheless the revaluation factors by which SERPS records were uprated each year were necessarily
tied to the index of earnings, with the rather curious result that prospective pensions and the required level
of contributions are eVectively uprated by the earnings index while pensions in payment are uprated by the
lower retail price index. This divergence has contributed to the huge and growing surplus of workers’
contributions in the NIF. Care must be exercised to ensure that the funds are only used for the purpose for
which they were collected.

8. Following the embarrassingly small rise of 75p in 2000, the basic pensionwas increased in the following
year by an out-of-line amount of £5. This was a response to the unpopularity of the 75p increase, and its
capacity to lose votes.

9. 1986. A change in the inherited, or reversionary, pension under the State Earnings Related Pension
Scheme. This reduction in the reversionary pension was supposed to be deferred until 2000 so that
pensioners with more than 14 years to go until the retirement date would be able to make alternative
arrangements.

10. Unfortunately the Department of Social Security sat on this information without notifying
prospective pensioners. A scathing report on this debacle was made by the National Audit OYce and major
changes recommended in the manner by which the public would be properly informed.

11. In the retirement pensions Guide NP46, 2001 issue, page 35, after the above problem had been
addressed by new legislation, the DSS was trying to restrict compensation to people who could produce
evidence that they were clearly misinformed.

12. In 1993,Mr IanMcCartney promised “Labour’s policy is to ensure equality of treatment to all British
pensioners who live abroad in countries outside the European community.” (Ian McCartney MP, 1993)

13. AfterMrMcCartney became pensions minister he ignored this promise. A huge change of policy, and
a great let-down for the Labour movement from the perspective of the pensioner.

14. The pensions system, if it is to be accepted and respected by the electorate, needs to be based on
principles and promises which will endure.

15. The Australian PrimeMinister,MrHoward, has come under fire for distinguishing between diVerent
promises made in election campaigns. Some are later designated “core promises” and some are discarded
as “non-core promises”.

16. Pensioners need core promises recognised and supported by all political parties and politicians.

We Must Now Turn our Eyes from the Past to the Future

Whether, when and by how much the State Pension Age should be increased

17. At the introduction of the Old Age Pension the standard retirement age was 70 but it was reduced to
65 on the introduction of the 1925 contributory scheme, and then to 60 for women in 1942. Now the retiring
age for women is being moved to 65 by gradual steps.

18. Reducing the age for women may have been seen as a worthy social reform, or it may have been a
more pragmatic move to reduce the number of women in the work force to make room for men who would
return from active service after the close of hostilities.
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19. In a case before the European Commission onHumanRights, ApplicationNo 4130/69, X against the
Netherlands, a group of Dutch women failed in their bid to secure a lower retirement age for single women,

20. One important criterion for judging what the retirement age should be is the “expectation of life”.

21. In looking at this statistic it is important to know at what stage of life the expectation is calculated,
and what influences will change it. At birth the expectation of life is strongly influenced by neo-natal and
infantile mortality; reduction in these elements has brought about increases in the average length of life. In
mid-life the conquest of infectious diseases is a major contributor, and in the case of women the reduction
in deaths in childbirth has had a significant eVect.

22. But when considering the retirement age, it is the expectation of life at retirement date that is the most
important figure to consider. This is aVected by advances in the treatment of the diseases of old age, which
will continue to grant greater longevity to older people.

23. One must also consider levels of morbidity among elderly people. If longevity were increased but at
the same time the quality of life for pensioners were reduced then there would be a good case for allowing
retirees to have a good few years of enjoyable retirement.

24. It is tempting to suggest that the gradual increase of retiring age for women should be followed by a
similar gradual rise for the retirement age for both sexes to 70. This could mean a gradual rise for those born
after March 1955 with the change completed in 2030 for those born in 1960 and later. This could be
politically unacceptable, as it would aVect people who are already within 15 years of their anticipated
retirement date.

25. It has been suggested that such a move would only be accepted by the public if it is linked to more
generous retirement benefits. To link these two changes would be a serious mistake; they are separate issues
and should be kept separate.

26. The recent troubles over the rise in pension age for public sector schemes illustrates how diYcult it
is to carry out such a move in an acceptable way. The populace at large will rightly be cynical at any move
to raise the general retirement age while retaining the lower retirement age for the favoured few.

27. One suggestion was that the retirement age should rise in line with rises in expectation of life. Account
might also be taken of the length of working life, since formal education is now extended to a much later
age than used to be the case.

Measures to facilitate later working and flexible retirement

28. Giving people the right to defer retirement in return for a bonus increase in pension may at first sight
address the link between pension age and quantum of pension. This will not solve, but only defer, the
question of increasing cost of state retirement pension.

29. Let’s illustrate this with an example.

30. Assume that the bonus for voluntary deferment is 10% per year, and that a pensioner defers his
entitlement for one year. Instead of a pension of £100 per week, he will now receive £110 per week, at a cost
of one year’s pension of £100. It will take him 10 years to catch up. With the expectation of life at age 65
being more than 10 years this is probably a strategy with minimal downside risk for the individual.

31. It does, however, impose a greater future burden on the National Insurance Fund, because the Fund
is not concerned with the length of life of the individual pensioner, but with the average length of life
(expectation of life) of the whole population of age pensioners.

Proposals for Reform of the State Pension System

Quantum of Pension

32. The quantum of basic retirement pension should be set at such a level that resort to means tested
benefits is minimised. Both the Minimum Income Guarantee and the Pensioner Tax Credit are eVectively
means tested benefits. The proportion of elderly people relying on means tested benefits is reported to be
increasing each year. But at the same time the proportion of eligible elderly people actually applying for such
benefits is disappointingly low.

33. The fact is that people feel it is demeaning to ask for what they regard as a hand-out, a species of
charity. The National Insurance Pension is, and should be regarded as, a benefit to which one is entitled by
virtue of one’s contributions. The pension arises from social insurance; means tested benefits arise from
social welfare. The dignity of the individual citizen is not enhanced by having to rely on state charity.
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Contributory principle

34. Among the proposals is one that the Basic State Pension should be residence based rather than
contribution based. But at the same time it is proposed that there should be A National Pension Savings
Scheme, whichwill be based on individual contributions and accounts. There is a fundamental inconsistency
between these two proposals.

35. It is a mistake to regard, or to encourage people to regard, National Insurance Contributions as a
form of tax. Pensions are not paid by the Government and should not be exposed to governmental whim.

36. Self-employed people pay a flat rate class 2 contribution plus a percentage of their profits (class 4).
The flat rate contribution pays for the flat rate basic pension, but Class 4 National Insurance Contributions
do not count for any form of benefit. The class 4 contribution is therefore just a tax and nothing more.

37. TheContributory Principle should not be abandoned. There aremerits in the proposals for aCitizens’
Pension, but there are flaws in such an approach.

38. The contribution record gives clear proof that a pensioner has the necessary number of qualifying
years; if the pension is based on residence then itmay be diYcult after a lapse ofmany years to provewhether
a pensioner did indeed reside in the UK for the period on which the pension claim is based.

39. There will always be special cases, such as students not in paid employment, and married woman
making an important contribution to society by rearing children.

40. In relation to the latter group, the existing Home Responsibilities Protection (HRP) uses a method
that deprives married women of some part of the pension they could receive if they were credited with
contribution years.

41. In the example on page 31 of the 2004 issue of NP46, a woman has 31 qualifying years, and is granted
a reduction in nominal “working life” of four years because of HRP. The calculation of her pension gives
her 31–35 or 89% of the basic pension. If instead she was credited with four years added to her qualifying
years instead of deducted from her nominal “working life”, her pension would be 35–39 or 90%.

42. It would be better to credit contributions for such groups and even to transfer funds from general
revenue into the National Insurance Fund for any person with a legitimate reason to be out of the paid
work force.

43. Another important group consists of people who spend a portion of their lives living overseas in the
service of the country, whether that service be military service, civil service, or economic service in British
enterprises.

44. Some provision for continuing contributions should be included to enable them to preserve the
continuity of their pension rights.

45. One of the causes of confusion in the existing SERPS (or S2P or Additional Pension) is the right to
contract out. It has made it more diYcult for a member to decide what to do, more diYcult for an employer
to make the best decision for members of the firm’s occupational scheme, and has in many cases signally
failed to provide an adequate replacement for the Additional Pension. Occupational schemes have not
always outperformed the State scheme, and some pensioners have been left with nothing or very little owing
to the collapse of a scheme, or even to highly unethical moves by an employer.

46. It would be better to make the SERPS or equivalent compulsory, with no provision for contracting
out. Occupational schemes could adjust their benefit scales to cope with this, much as they record the
Guaranteed Minimum Pension under the present regime. They have coped with such changes in the past,
and must have done so when the NIS was introduced in 1948.

Whether Proposals for Reform Adequately Address Inequalities in Pension Provision

Women

47. Some observations have been made above on the eVect on women of incomplete contribution or
qualification history. It has always been diYcult to provide for married couples an income that fairly
recognises the diVerence between a couple living together with shared economic resources and two single
people living independently of each other.

48. Some non-pension benefits are granted per couple or per household. And some observers regard the
pension paid to a married couple as the “married rate”, whereas in truth if husband and wife have both
reached retirement age the wife’s pension is paid to her independently albeit based on her husband’s
contribution history. (Category B pension).

49. This can give rise to strange anomalies, such as where a man has a divorced wife and a current wife,
and the rules seem to allow both of them to qualify for such a pension.

50. Another curiosity is the “composite pension” made up of a category A pension based on the wife’s
own contribution history plus a category B component based on the husband’s. The oddity does not arise
unless they both have incomplete contribution history.
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51. Consider for example a man with a contribution history of 20 years, entitling him to a basic pension
46% of the standard basic rate. His wife has a history of 14 years, giving her an entitlement to 36% of the
standard basic rate, and a category B pension 60% (almost) of her husband’s pension. Her total pension
would be 36% plus 60% of 46% (27%), ie 61%, but for a “cap” places on composite pensions equal to the
maximum category B pension, which is (almost) 60% of the standard basic rate.

52. So, with a shorter qualification period than her husband, she actually gets a higher pension—60% as
opposed to 46%.

53. Some provision needs to bemade for women not in the work force, so that contributions can bemade
to the National Pensions Saving Scheme.

Frozen pensions

54. Themost glaring cause of inequality in the current system of State Retirement Pensions is the pension
freezing regime. This needs to be addressed.

55. 92% of existing pensioners live in the UK and have their pensions adjusted every year, albeit by a
reduced index.

56. Roughly 4% of pensioners not living in the UK also have their pensions adjusted every year.

57. Roughly 4% of pensioners not living in the UK do not have their pensions adjusted every year.

58. The 4% who do have annual indexation live in a collection of diVerent countries with no apparent
rhyme nor reason for their selection, except that some of them are in the EuropeanUnion.USA, Philippines,
Israel and Turkey are among them. The reunification of Germany brought in residents of East Germany,
while the recent admission of additional countries extended indexation to expatriates living there.

59. The 4% who do not have annual indexation also live in a collection of diVerent countries with no
apparent rhyme nor reason for their selection. Surprisingly, the overwhelming majority of them live in the
old Commonwealth.

60. Formerminister (nowLord) JeVRooker has admitted that there is no logic in the distinction between
frozen and unfrozen countries. In a BBC program broadcast on 16 October 2000, he said: “There isn’t a
logical pattern. There is 130 countries where the pension is frozen and 40 countries where it’s uprated every
year. This is historical reasons. I don’t seek to defend the logic by the way. . .” (BBC Transcript).

61. He made a similar admission in a speech in the House of Commons OnMonday 13 November 2000,
the Pensions Minister, the Rt Hon JeV Rooker, in the course of his reply to a question in the House of
Commons about the Government’s policy in relation to “frozen” pensions, admitted: “I have already said
that I am not prepared to defend the logic of the present situation. It is illogical. There is no consistent
pattern.”

62. Among the illogical and absurd diVerences one might include the following:

63. On the island of St Martin, expatriate pensioners living in the French portion enjoy annual
indexation, while those living in the Dutch portion do not. Pensioners living in Andorra do not enjoy
indexation, even though it is in the border country between France and Spain and is administered jointly
by these two European countries.WhenGreenland became independent of Denmark, expatriate pensioners
living there lost their right to annual indexation.

64. In the Carson case in the House of Lords, Lord HoVman observed “There is nothing unfair or
irrational about according diVerent treatment to people who live abroad”. But the question must still be
asked “Is it fair and rational to make such diVerences between diVerent groups of people who live abroad?”

65. Perhaps an example needs to be given to illustrate the diVerence between irrationality and absurdity.
It would be perfectly rational for a householder to erect a fence round his garden, complete with a strong
gate. But if the gate was eight feet high while the fence was only six inches high, that would be considered
eccentric to the point of being absurd.

66. Among the absurd results of the pension freezing regime is the fact that the amount of pension can
vary quite substantially depending on the date at which the pension first started to be paid in the frozen
country.

67. B completed a full working life as a member of the National Insurance Fund, and was assured that
his pension would be 100% of the basic pension rate. He retired to Australia in 1990 just before his 65th
birthday. His pension is frozen at the 1990 rate of £46.90 per week.

68. D is nearly the same age as B, and also completed a full working life as a member of the National
Insurance Fund. After retiring, he lived in theUK for a fewmore years before deciding tomove toAustralia.
His first pension payment in Australia was received in 1997 and is at the 1997 rate of £62.45 per week.

69. Both pensions are frozen, but B’s pension is only 75% of D’s, despite their having almost identical
contribution records. It surely cannot be argued that during these seven years D made contributions to the
economy of the UK and thus “earned” his extra pension. The only contribution he made was in providing
employment for doctors and nurses and staV of the Department of Social Security (as it then was).
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70. A’s birthday is late in March and he lives in Australia. When he learned about the frozen pension
regime he decided to defer his retirement until after the new rates came into force. Unfortunately he made
a mistake regarding the dates and had his pension starting four days earlier than the new rates would apply.
As a result his pension is 2.5% less than it otherwise would be.

71. Many other examples could be given of the anomalous and absurd way that the freezing regime
impacts on expatriate pensioners.

72. In a judgment delivered in the House of Lords, Lord Nicholls of Birkenhead observed:

73. “The requirements of Community law must be complied with at all relevant times. A measure may
satisfy Community law when adopted, because at that stage theminister was reasonably entitled to consider
the measure was a suitable means for achieving a legitimate aim. But experience of the working of the
measure may tell a diVerent story. In the course of time the measure may be found to be unsuited for its
intended purpose. The benefits hoped for may not materialise. Then the retention in force of a measure
having a disparately adverse impact on women may no longer be objectively justifiable. In such a case a
measure, lawful when adopted, may become unlawful.”

74. “Accordingly, if the Government introduces a measure which proves to have a disparately adverse
impact on women, the Government is under a duty to take reasonable steps to monitor the working of the
measure. The Government must review the position periodically. The greater the disparity of impact, the
greater the diligencewhich can reasonably be expected of theGovernment.Depending on the circumstances,
the Government may become obliged to repeal or replace the unsuccessful measure.” (Judgments—Regina
v Secretary of State For Employment (Original Appellant and Cross-Respondent) Ex Parte Seymour Smith
(A P) and Another (Original Respondents and Cross-Appellants))

75. Although his observations were made in a case involving equality of the sexes they have equal
relevance to equality of pensioners.

76. The same Lord Nichols, in his judgment on the Carson case, observed that in certain circumstances
“the court’s scrutinymay best be directed at considering whether the diVerentiation has a legitimate aim and
whether themeans chosen to achieve the aim is appropriate and not disproportionate in its adverse impact.”

77. It is hard to discern a reason for the diVerential treatment between B and D in the example given
above.

78. The only excuse given by Government for refusing to index all pensions irrespective of place of
residence is that they have other priorities for use of the—frankly inconsiderable—sums that such a decision
would involve. The total, currently quoted at £400 million is a fraction of 1% of the total annual outlay on
pensions, and is very small indeed comparedwith the annual surplus of £2.5 billion ormore. It is insignificant
when compared with the various adjustments and errors due to misreporting, maladministration,
overpayments and fraud.

79. BAPA has collected a number of “myths” put forward as excuses for the continuation of the regime.
Among them is:

80. The United KingdomGovernment feels that its priority is to direct the limited resources available to
those pensioners in the United Kingdom who are in most need.

81. In our somewhat cynical view this is a myth, and should read:

82. The United KingdomGovernment feels that its priority is to direct the limited resources available to
buy votes, for the benefit of those marginal politicians who are in most need—of votes.

83. On 7 February 2000, JeV Rooker put it more crudely “Frankly, we have other and better ways of
spending £300 million.” In the Gaygusuz case, the Austrian government tried to justify its discriminatory
policies on the grounds that the money should be used for its own citizens; the Court was not prepared to
accept this proposition.

84. The £300 (now 400) million is not government money, nor even taxpayers’ money, except in the sense
that most contributors to the National Insurance Scheme are taxpayers. The Government should have no
other way of spending it than on members of the National Insurance Fund; and frozen pensioners have the
best claim on this money.

85. In a report by the Government Actuary on the drafts of the Social Security Benefits up-rating order
2006, forecasting errors of £466 millions in contributions and of £427 millions in payments are identified,
demonstrating that the cost of uprating pensions for this small residue of pensioners is within forecasting
errors in the Pensions Budget.

Self Employed Persons

86. Charging self-employed people a contribution composed of a flat rate plus a percentage of profits,
yet granting no benefit other than the flat rate pension is a gross inequality which needs to be addressed.

87. It would be better to provide the same flat rate pension as for the rest of the population, whether by
contributions or residence, and direct the balance of their contributions into the National Pension
Savings Scheme.
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The impact on saving behaviour of the reforms and of existing incentives (such as tax relief)

88. Any provision for pension that is left to individual whim is likely to result in postponement of the
decision to save for the future.

89. A telling advertisement by pension selling organisations shows a man at various stages of his life
contemplating the need to invest for the future. In the first he dismisses it as something to be attended to
later in life. As the stages proceed we find him still not acting, and then finding there is insuYcient time to
provide for a reasonable retirement income.

90. There needs therefore to be an element of compulsion.

91. Incentives in the form of tax relief would not be needed if the system could rely entirely on
compulsion. National Insurance Contributions are regarded by some as a form of taxation. This should be
resisted, especially if contributions are carried into individual or other accounts and invested in economic
activities. Besides, it would seem inconsistent to grant tax relief on taxes!

92. For these reasons contributions for pensions by employees should be tax deductible.

93. There would be merit in rules limiting the amount of money that may be taken out of current taxable
income and transferred to future taxable income in the form of pensions.

The future role of employers in pension provision and the impact on this of proposals for reform

94. Pension provision is one of the costs of employing people. Employers should therefore contribute for
the state pension in its various forms. If these contributions are regarded as a cost of doing business then
instead of tax relief there will be a legitimate deduction in calculating taxable income.

95. If it is accepted that the state pension system should have no provision for contracting out there will
be a major impact on existing employer sponsored pension schemes. Benefit scales will have to be adjusted,
especially DB schemes, and in many cases the scheme will wither and die a natural death over many years.

96. If employers find that pension schemes are no longer eVective in attracting and retaining staV,
occupational pensions will be provided only for highly paid employees.

97. Public sector schemes have in the past often led the way in the provision of pensions, particularly DB
or salary related pensions. There seems to be no reason why such privileges should continue.

Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so, how it
should work

98. The pension part of the Social Security System set up in response to the Beveridge Report was
supposed to be, in some respects, a National Pension Savings Scheme. It has evidently failed to encourage
people generally and employers to make additional provision for retirement incomes.

99. The provision for individual accounts with account holders being able to give some direction as to
the nature of the investments poses a potential danger. Perhaps it will work if the vast majority of members
do not exercise these rights but accept instead a “default” selection; otherwise there must be as many losers
as there are winners, or many will lose a little and a few will win a lot.

100. Maintenance of individual accounts requires keeping track of individual contributions. In this case
there seems little merit in abandoning the contributory principle for basic and other pensions.

101. It would still be necessary to make some provision for people who spend time out of the work force
or time out of the country.

James Nelson FFA, President
British Australian Pensioner Association Incorporated

March 2006

Supplementary memorandum submitted by British Australian Pensioner Association Incorporate
following the publication of the Pensions White Paper

One of the prominent changes proposed by the Government in the White Paper involves a substantial
change to the relationship between contributions and pension benefits. It is proposed that full entitlement
be granted after 30 years of contributions.

Unfortunately, this proposal takes the worst possible course between a contributory system and a
“citizens’ pension” based solely on residence.

The present rules confer a full basic pension if the pensioner qualifies for five years less than a full working
lifetime, for example if a male contributor ceases to contribute at age 60. This is probably based on the idea
that if a prospective pensioner has to retire early, he will still have to wait until pension age before claiming,
but will not suVer any diminution in benefit.
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This is a far cry from conferring full benefit after only 30 years. People like to get something for nothing,
but are not so ready to accept getting nothing for something.

Maybe the solution would be to divert all contributions after 30 years into a NPSS savings account.

Care also has to be taken in the gradual rise in basic pension until it absorbs existing graduated benefits
such as GRB and SERPS (S2P). Once again, people will feel they are getting nothing for something. After
a lifetime of contributing for their additional pension they will lose it.

Once more a solution may be found by transferring the S2P and GRB pensions into a NPSS account. Of
course, pensioners may be required to opt in or opt out of such an arrangement. Existing rules onMIG and
Pensioner Credit would probably cater for the position where a pensioner has the same basic pension as
those who have no other provision.

This may be a solution for those who have not yet retired but have accrued graduated benefits. For those
who have already retired and are receiving their graduated benefits it would seem to be unfair to subsume
their additional pensions into the higher basic pension.

James Nelson FFA, President
British Australian Pension Association Incorporated

June 2006

Memorandum submitted by Which?

Summary

The NPSS

1. Which? welcomed the Pensions Commission report. In particular, we believe the proposal for a
National Pension Savings Scheme (NPSS) represents the best model for reforming the private pensions
market to create a cost-eVective and trusted pension systemwhich provides consumers with the security and
opportunity to save with confidence for the future.

2. In relation to reforming second tier pensions, we developed a number of key features and criteria we
think are critical to successful reform. These are: cost; coverage; security and legal protection; regulation;
governance, accountability and representation; choice; advice, communication and information;
competition; investment risk; investment performance; consumer confidence and trust; and political risk
and sustainability. We have used these criteria to develop our own version of the NPSS outlined in the
Pensions Commission Second Report (see Annexe II of our submission) and to assess and compare the
models proposed by the IMA, NAPF and ABI.

3. Our conclusion is that, assessed against those consumer focused criteria, anNPSS style pension scheme
is by far the best solution to the pensions challenge the UK faces.

4. The evidence we have gathered suggests that the NPSSmodel would provide access to decent pensions
at a fraction of the cost of other models. For example, we believe that it would be two to three times more
cost-eVective than, say, the model proposed by the Association of British Insurers. The NPSS concept levels
the playing field between the consumer and the powerful financial services industry. The use of competitive
tendering and bulk buying of investment services makes the market work in the consumer interest unlike
the current system or the proposed ABI model which is designed to support the business models of
insurance firms.

5. The NPSS model removes many of the conflicts of interest which have plagued the sales of personal
pensions. The ABI’s proposals would still require the use of commission style incentives, and large
marketing and promotional spend if firms are to compete for market share. This leads to long term upward
pressure on distribution costs rather than downward pressure as we have seen in other countries such as the
USA which have adopted NPSS style schemes.

6. Business practices such as the use of commission style incentives are the root cause of much of the
misselling seen in the UK over the past two decades. Yet we understand that the ABI proposals would mean
that the sales process would be unregulated.

7. NPSS provides better opportunities for sharing risk for consumers. It also provides a sensible level of
choice rather than creating the illusion of choice.

8. It is much more secure in legal and governance terms as the assets would be ring fenced, and overseen
by independent trustees unlike insurance company personal pension schemes where the firm legally owns
the assets, not the consumer.

9. Our research shows that an NPSS type model is preferred by consumers, whereas the insurance
company model suVers from low levels of consumer trust and confidence. Indeed, one of the key causes of
the pensions crisis in the UK is this low trust and confidence in pensions. Therefore, strong independent
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governance is crucial to restoring confidence. Requiring consumers to save with the same insurance sector
which was responsible for some of the largest misselling scandals of the past two decades will be rejected by
consumers and would self-evidently undermine the sustainability of any pension reform.

10. The ABI model represents major political risk for the Government in our view not just because of the
unsustainability of the insurance company model. Ceding control to the insurance industry to run pensions
creates a hostage to fortune. The industry may come in with a low bid to run pensions. But the sector would
then be in a powerful position to raise charges significantly over time. By that time, it would be diYcult for
the Government to negotiate with the industry or start again with alternative reforms such as the NPSS
model.

11. We do not see how the existence of an economic regulator would protect the long-term interests of
consumers and taxpayers. We have been here before with stakeholder pensions. When first mooted in 1997,
the original concept of stakeholder pensions was closer to the Pensions Commissions recommendations but
the powerful insurance lobby undermined this andwe ended upwith a retail personal pension product which
the industry couldn’t sell to the Governments target market as shareholder expectations wouldn’t allow it.
However, the industry still lobbied for an increase in the stakeholder charges and indeed was successful in
persuadingHMT to raise the price cap from 1%per annum to 1.5% for the first 10 years (with 1% thereafter).
Yet that still wasn’t enough and the industry has been lobbying the FSA to remove the RU64 rule which
would allow charges on personal pensions to rise above the new stakeholder price cap.

12. The retail pensions industry already controls the financial futures of millions of consumers. We do
not think it prudent or wise for theGovernment to auto-enrol yetmoremillions of consumers into insurance
company schemes. The NPSS represents an ideal opportunity to create a viable and sustainable mixed
economy of pension provision consisting of state, employers, personal and collective schemes (NPSS).

13. Each of the main models being discussed face challenges over administration or collection of
contributions. No single scheme has a clear advantage on this score. However, the main issue is that we get
the reform of the pension system right rather than adopt the proposal which may appear at first glance to
be the “path of least resistance”.

Impact on saving behaviour and existing incentives

14. Our view is that the combination of soft complusion and the NPSSwould have a very positive impact
on savings behaviour. Our research suggests that an NPSS style scheme is trusted by consumers and it
creates the security and opportunity to save for the future by providing sensible choices.

15. The NPSS scheme is the most cost-eVective model which in turn ensures that each pound saved by
consumers works as hard as possible. This in our view should encourage saving.

16. We agree that some form of compulsion is necessary if we are to ensure that the UK saves enough
for the future. Compulsion shared between employers and individuals is the fairest, and most cost-eVective
way of funding pensions. HMRC estimate that the total cost of pension tax relief is £12.3 billion a year. In
addition, the cost of employers National Insurance tax relief amounts to £6.8 billion. Overall, the total cost
of tax relief in 2004–05 equated to 1.6% of GDP.31 This is meant to encourage pension provision yet just
under half of consumers are currently not contributing to any form of pension. Put bluntly, voluntarism has
been an expensive failure. Wewould have preferred full compulsion. However, we recognise that the “soft”-
compulsion proposed by the Pensions Commission represents a pragmatic way forward for their proposals.

17. However, it is critical that contributions are shared between employers and individuals to ensure that
is it worthwhile for people on lower incomes to save for the future.

Impact of proposals on pension inequalities and disadvantaged groups

18. However, we would point out that the cost-savings provided by compulsion and the use of the NPSS
would allow Government to focus tax-relief on people on lower incomes or to help small businesses.

19. Many groups are disadvantaged by the current pensionmodel but this tends tomanifest itself in lower
earnings or fragmented earnings paths. Our research suggests that voluntarism disproportionately aVects
consumers on lower incomes because of the distribution costs involved in selling pensions in a voluntary
system. The retail pensions industry is not able to sell pensions to consumers on low-average incomes on
terms which meet shareholders expectations with respect to return on capital while providing an incentive
for consumers to save for the long-term. The combination of soft compulsion with contributions shared
between employers and individuals coupled with the eYciencies of an NPSS style scheme works to the
advantage of low-average earners.

31 Pensions Commission Second Report, p325.
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Introduction and recommendations

20. Thank you for the opportunity to submit a contribution to the Work and Pensions Committee
inquiry “to consider whether the proposals contained in the Pensions Commission’s Second Report and the
forthcoming Government White Paper provide the basis for enduring pension reform”. In our evidence,
Which? have focused on the proposals for the National Pension Savings Scheme; impact on savings
behaviour; role of employers; and the impact of reforms on disadvantaged groups.

Principles for reform

21. In our policy report “Blueprint for a National Pensions Policy” and in our submissions to the
Pensions Commission we set out a number of key principles which we believe need to inform pensions
reform. Any decent pension system should:

22. Be universal in its coverage and provide an adequate retirement income for all.

23. Be aVordable and sustainable in the long-term, and have the confidence and trust of consumers.

24. Be flexible enough to accommodate changes in labour-market patterns and lifestyles.

25. Be designed to meet consumer needs rather than let the market determine needs.

26. Be eYcient, cost-eVective and oVer value-for-money.

27. Minimise and control risk within generations and between generations, reform should provide the
security and opportunity to plan for the future.

28. Be simple so that consumers can play an active role in planning for retirement.

29. Give consumers a sense of ownership of their pensions arrangements.

30. Promote accountability and responsibility in government, consumers and industry.

31. Be based on a supportive political framework for long-term pension provision and protect pensions
policy from short-term political intervention.

32. We note that there seems to be a degree of consensus developing around the necessary principles for
reform. This is to be welcomed of course. However, we should stress that the choice of model for reforming
second tier private pensions will very much determine whether these principles are met.

33. For example, we are convinced that if the Government chose the model proposed by the ABI, then
this would not deliver the necessary value-for-money for consumers or taxpayers; would not have the
confidence or trust of consumers, and therefore would not be sustainable.

Part I—Which? Views on the Pensions Commission Second Report

34. Which? welcomed the Pensions Commission report. It set out in clear terms the challenges facing the
UK if we are to provide a decent, secure, fair and sustainable pensions system for all—including future
generations who have no say over today’s pensions policy. The reasons why the UK faces a pensions crisis
are well documented in our Blueprint for A National Policy and in the authoritative work of the Pensions
Commission. As a nation we are not providing enough for the future, the retail pensions industry cannot
provide decent, aVordable, cost-eVective and secure pensions for ordinary consumers, and the pensions
system is vulnerable to political neglect and interference because of the mismatch in the political and
pensions cycles. Which?’s Blueprint for tackling head on the causes of the UK’s pension crisis echoes much
of the Pensions Commission recommendations.

35. TheGovernmentmust have a clear agenda. Itmust create pensions which give consumers the security
and opportunity to provide for the future—the market cannot do this on its own terms (NPSS is needed).
It should ensure that employers and individuals are making suYcient contributions to schemes.
Sustainability in political, not just economic, terms is critical so we need a pensions system which has the
trust and confidence of consumers, institutions which protect pensions from undue political interference.
We need to create a pension system and settlement which is secure enough and part of the fabric of society
so that future politicians and vested interests damage it at their peril.

36. In particular, we strongly support three key Pensions Commission recommendations which formed
the core of our Blueprint for A National Pensions policy:
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National Pension Savings Scheme

37. NPSS provides a cost-eVective, secure and trusted way for ordinary consumers and taxpayers to
provide for the future, and make the financial markets work in the consumer and national economic
interests.

38. The Government faces two main choices—a low cost eYcient collective NPSS or continue to rely on
the open-market personal pension model which is hugely more expensive and less secure. A huge transfer
of risk and responsibility is under way from state and employers to individuals who were expected to use
the markets to provide for the future—but consumers have shown they don’t want that risk. So new ways
of sharing risk are needed.

39. The NPSS model does that in a way the retail model can never do. It is a better way of sharing
investment risk, and is much more secure in legal terms, and corporate governance. International evidence
shows that collective pension schemes such as the NPSS also provide access to pensions at a fraction of the
cost or the retail model. Our research suggests strong support for the NPSS model.

40. If the Government relies on the existing market to provide pensions in future the value of consumers’
pensions could be reduced by around 30%.32

41. Vested interests are scaremongering that the NPSS would be vulnerable to Government raids in
future. This is nonsense as the NPSS assets would be ring fenced, overseen by independent trustees,
consumers would have property rights over their assets, and would receive regular statements telling them
how their pension was doing. Moreover, what is not often realised is that when consumers invest in
insurance company products the firm owns the assets not the consumer. It would be reckless to allow
insurance firms who owe a primary duty of care to their shareholders to control the financial futures of so
many millions of consumers.

42. Even with auto-enrolment the retail model is too expensive due to the huge marketing and
promotional costs industry would still need to spend to persuade consumers to select individual funds and
the need for statutory regulation. One of the main reasons regulation is needed is when sales people face
conflicts of interest between the firms who pay their wages and consumers. These conflicts just do not exist
with the NPSS model.

Compulsory contributions

43. As a nation we are not providing enough for the future. Voluntarism and “encouragement” simply
hasn’t and won’t work—it has been a huge, expensive failure. Some form of compulsion is needed to ensure
that employers and individuals put enough into pensions to ensure a decent retirement for all and avoid
landing future generations with a huge pensions bill. Compulsion is the fairest and most cost-eVective
method of ensuring that enough money goes into pensions. Soft compulsion has been proposed by the
Pensions Commission as a pragmatic way forward which will help to fund the pension crisis gap.
Contributions must be shared between employers and individuals to get buy in from consumers and to
ensure enough money is going into the system. Opponents of compulsion tend to fall into three camps—
those opposed on ideological grounds, those who instinctively believe that compulsion is more expensive
than voluntarism, and vested interests who know that voluntarism allows them to evade their
responsibilities. Some opponents of the Pensions Commission proposals argue that it will encourage
employers to reduce existing pension contributions to the rate proposed by the Pensions Commission. We
think it is perverse to argue that requiring employers to provide a minimum level of contribution is more
likely to cause them to reduce provision than the existing systemwhich has no real obligations on employers.
A key task will be to set up the most cost eVective administration system to direct contributions to the NPSS
using existing mechanisms.

The New Pension Commission33

44. Pensions are vulnerable to both political interference and neglect. There is a mismatch between the
short term political and long-term pensions cycle, plus the risk of intergenerational tension. We argue for
a new institution to try to take the politics out of pensions as far as possible. It is not possible to take the
politics out of pensions altogether as decisions on issues such as the level of the basic state pension and
therefore how much taxpayers money should be used to pay pensions are likely to remain the responsibility
of our elected representatives. However, it is possible to make the policymaking process more accountable
to current and future generations by creating an institution(s) with a combination of advisory and executive
powers. The best way to envisage this is a hybrid of the Low Pay Commission, National Audit OYce and
the Monetary Policy Committee. The New Pension Commission (NPC) should have clear lines of public
accountability and number of functions including: undertaking the necessary research and analysis to
monitor government pension targets; advising on issues such as value of state pension, state pension age,

32 Which? calculations based on estimated charges of 1.3% a year for the open market model.
33 Working title.
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contribution levels and so on. Each of these important functions could of course be done within the existing
government agencies and departments but given the importance of the pensions challenge to the UK we
think that this would be more eVective in a single coordinating authority.

Part II—Reforming Second Tier Pensions

45. In relation to reforming second tier pensions, we have set out a number of key features and criteria
we think are critical to successful reform. These are: cost; coverage; security and legal protection; regulation;
governance, accountability and representation; choice; advice, communication and information;
competition; investment risk; investment performance; consumer confidence and trust; and political risk
and sustainability.

46. We have used these criteria to develop our own version of the NPSS outlined in the Pensions
Commission Second Report and to assess and compare the models proposed by the IMA, NAPF and ABI.

47. The Pensions Commission Proposals

— All employees automatically enrolled into funded pensions with right to opt out. Combined 8%
contribution rate34 shared between employer and employee.

— Contributions into either high quality employers schemes or newly created National Pension
Savings Scheme (NPSS).

— Contributions would be collected via PAYE or new Pensions Payment System.

How Which? sees the NPSS working

48. Contributions directed to NPSS, and held in individual consumer retirement accounts, with property
rights, consumer would have choice from a range of funds (see below) to suit their attitude to rise.

49. NPSS would bulk buy investment management skills from the institutional investment industry—
with a target annual management charge of 0.3% a year—based on the US Federal Thrift Savings Plan
model.

50. NPSS would be governed by group of independent trustees, consumer, employee, and employer
representatives, legal duty to look after interests of scheme members.

51. Consumers would receive regular statements on how their pension was doing.

Assessing various models for delivering second tier pensions

52. It is our view that the IMAmodel represents the closest match to the concept set out in the Pensions
Commission Report and developed by Which? In relation to the NAPF model, we are of the view that this
much preferable to the ABI model. It scores much better than the ABI model on the features and criteria
set out above but does not quite match the benefits of the NPSS/IMA model.

53. We have included a summary of this assessment below which compares Which?’s model of NPSS
compared directly against the ABI’smodel.We would be happy to submit a similar summary of our analysis
of the NAPF model if it was helpful to the Committee.

54. Therefore, in rank order wewould argue that the models which oVer the best opportunity for creating
sustainable reform are:

1. NPSS/IMA

2. NAPF

3. ABI

55. The ABI model in our view is fundamentally unsuited to the challenge of providing value for money,
secure pensions that consumers have trust in. Based on UK and international evidence we think that the
ABI model would be two to three times as expensive to manage and operate as the NPSS/IMAmodel (and
this is before the additional legal and regulatory costs that would be needed if the ABI model was to be
anywhere near trusted by consumers—see below).

56. As the table inAnnexe A shows, our recent survey found only 11% of consumers would trust financial
services firms such as insurance companies most vis a vis other options to manage their pensions. This is
perhaps not surprising given the litany ofmisselling scandals the insurance industry has been responsible for.

57. However, we understand from the ABI’s proposals that the model envisages that the sales process
would be unregulated. This concerns us as the ABI model involves selling at the workplace to employers
and employees and to individuals. This raises the spectre of the contracting out episode where insurance
sales staV persuaded employers/employees to contract out into personal pensions. At least in the case of
contracting-out, consumers who have a legitimate claim for misselling (if they were missold) can claim
redress. Under the ABI’s proposals it is likely that consumers rights to redress would be severely curtailed

34 Employer 3%, employee 4%, 1% from state making 8% of earnings above the Primary Threshold.
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if the sales process was unregulated. This is in itself would be unacceptable but the critical point is that the
absence of a regulatory deterrent (in the form of redress) would encouragemore unscrupulous firms tomake
unsuitable sales. This is in turn would encourage the rest of industry to follow suit for fear of losing market
share to more aggressive firms.

58. One of the major weaknesses in the ABI’s proposals is that the very concept introduces the need for
regulated advice (and indeed unnecessary distribution costs). Competition for business and market share in
this open-market model will by its nature require significant incentives for sales staV, promotion and
marketing spend if individual firms are to attract the custom of employers and individuals. The use of
incentives by definition introduces conflicts of interest into the sales process between the interests of the firm
(and the sales representative) and the consumer. Conflicts of interest in our view are the root cause of much
of the misselling we have seen in the UK over the past two decades. This in turn requires regulation of some
form to try to ensure that the consumer interest is not overridden by the commercial interest of the firm/
sales person.

59. This conflict does not exist in the NPSS/IMA model as it fundamentally changes the nature of
competition and distribution for business. Using bulk-buying introduces huge economies of scale and,
critically, institutional investment managers would be competing directly to the NPSS thereby cutting out
the “middle man”.

60. We do not believe that the introduction of auto-enrolment would be suYcient to allow the insurance
sector to reduce costs to anywhere near the level possible under theNPSS/IMAmodel. Asmentioned above,
the ABI model will still require substantial incentives, marketing, and promotional costs if individual firms
are to compete successfully in what will be a very lucrative market.

Sustainability and long-term risk

61. This lack of trust and confidence must call into question the sustainability of the ABI proposals. The
ABI model poses significant long-term risks for consumers (and society in general) as the legal structure of
insurance based pension schemes means that the ultimate ownership of assets resides with the firm not with
the consumer. The insurance industry already controls the assets of millions of consumers. We do not think
it is prudent or wise for the Government to allow the insurance sector to control the long-term financial
futures of yet more millions of consumers.

62. Moreover, once consumers are made aware of the ownership implications of being auto-enrolled into
insurance company based pensions then this would exacerbate the trust and confidence problems. It is
perhaps not sensible for the Government to try to soft-compel consumers into insurance company pension
schemes which would further undermine sustainability.

63. It would of course be possible to address these legal ownership/ structural issues by introducingmajor
additional legislation and regulation. However, this would involve significant additional expense to add to
the cost ineYciencies built into the ABI model.

Political risks

64. Much has been made of the political risks attached to the various proposals for second-tier pensions.
Indeed, each of the models proposed do present risks and challenges in relation to set up costs and
implementation.

65. However, we see no particular advantage/disadvantage in any particular model in respect of these
issues. Each of the main proposals will involve some set up costs and will take some time to implement. It
is not possible to quantify with absolute accuracy what those costs are or the time taken to implement
reform. The Pensions Commission report contains the best independent estimate of set up costs based on
international experience. Moreover, we are persuaded by the IMA’s proposals for a centralised clearing
house.

66. The ABI’s contention that its proposals build on existing systems and therefore represent least risk
for Government are exaggerated in our view. Even if it was possible to create a BACs Plus system to collect
and administer contributions it would still require some form of centralised administration to verify
contributions.

67. The critical point is that the necessary time should be taken to implement the necessary
administration reforms properly.

68. However, we believe that the greatest political risk comes not from implementation or administration
but from allowing the insurance industry to gain control of long-term pensions assets. The ABI is arguing
that it can deliver low-cost pensions. Our research and other independent reports suggest that insurance
firms are unable to deliver pensions on low-cost basis. So, even it was able to drastically reduce total costs
from the existing level at the outset, this is likely to be on a loss leader basis. The sector would then be in a
powerful position to raise charges significantly over time. By that time, it would be diYcult for the
Government to negotiate with the industry or start again with alternative reforms such as the NPSS model.
In eVect, the Government would be creating a hostage to fortune.
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69. We do not see how the existence of an economic regulator would protect the long-term interests of
consumers and taxpayers. We have been here before with stakeholder pensions. When first mooted in 1997,
the original concept of stakeholder pensions was closer to the Pensions Commissions recommendations but
the powerful insurance lobby undermined this andwe ended upwith a retail personal pension product which
the industry couldn’t sell to the governments target market as shareholder expectations wouldn’t allow it.

70. However, the industry still lobbied for an increase in the stakeholder charges and indeed was
successful in persuading HMT to raise the price cap from 1% per annum to 1.5% for the first 10 years (with
1% thereafter). Yet that still wasn’t enough and the industry has been lobbying the FSA to remove theRU64
rule which would allow charges on personal pensions to rise above the new stakeholder price cap.

Part III—The Impact of Pension Commission Proposals on Savings Behaviour

71. As a nation we are not providing enough for the future. Voluntarism and “encouragement” simply
hasn’t and won’t work—this has been a huge, expensive failure. Some form of compulsion is needed to
ensure that employers and individuals put enough into pensions to ensure a decent retirement for all and
avoid landing future generations with a huge pensions bill.

The proposals

72. The Pensions Commission has proposed that employees be auto-enrolled into the NPSS unless they
have access to a decent employers scheme. However, they have the right to opt out if they choose to. The
Pensions Commission has recommended a contribution rate of 8%—with employers paying 3%, employees
paying 4% and a further 1% from the state. However, the additional cost to business will be under 1%—with
an average of 0.6%—not 3%.

73. It is crucial that contributions must be shared between employers and individuals to get buy in from
consumers, to ensure enough money is going into the system, and to make it worthwhile consumers saving
for the future—the employers contribution is needed so that even if consumers have debts to repay it would
still make financial sense in most cases to save through the NPSS.

Need for compulsion-consumer behaviour

74. Our programme of consumer research supports our view that the voluntary informed choice is
unlikely to work eVectively to persuade enough consumers to save for the future (see Which?: Choice and
Pensions, 2005). Indeed, the research contained in the Pensions Commission report confirms this view—
international evidence suggests that auto-enrolment increases participation rates in pension schemes.

Myths about compulsion

75. Opponents of compulsion tend to fall into three camps—those opposed on ideological grounds, those
whomistakenly believe that compulsion is more expensive than voluntarism, and vested interests who know
that voluntarism allows them to evade their responsibilities.

76. To address the pensions crisis, we must objectively assess what is best for the national economic
interest and importantly what is best for future generations of citizens who have no say in today’s pensions
policy and will pick up the bill for funding pensions in the future.

77. There are a number of myths put round by the opponents of compulsion which need to be dealt
with—it is too costly, it leads to a fall in savings, it takes money out of the economy, it would deprive the
Government of tax revenue, it would be wrong to force people on lower incomes to save, consumers are
against it.

78. Every single problem raised applies more so to the voluntary system we have. One thing that these
opponents conveniently forget is that it costs a given amount ofmoney to provide a given amount of pension
whether it is voluntary or compulsory.

Compulsion is less cost-eVective than voluntarism

79. Indeed, compulsion is cheaper in that we don’t need to use the billions of pounds in tax relief to
encourage people and firms to contribute to pensions, nor do we need to spend huge amounts of tax relief
which is wasted cross subsidising the marketing and distribution costs of the insurance industry. This has
been a huge failure and waste of taxpayers money which could be better spent elsewhere.

80. The fact is that the only way that voluntarism can be cheaper than compulsion is if insuYcient
contributions are being made into pension schemes in the voluntary systemwhich simply passes on the costs
to future generations. Similarly, the only way that compulsion can take more money out of the economy
than voluntarism is if voluntarism fails to deliver necessary level of contributions.
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EVect on savings

81. The evidence from Australia which is closest to our system is that compulsion has had an overall
positive eVect on savings. The savings rate did indeed fall in Australia but that was in the context of falling
global savings but in Australia the evidence suggests that it fell less than would be expected.

Impact on low income consumers

82. Similarly, the idea that you can’t have compulsion because it would hurt people on low incomes is
disingenuous. The compulsion we have in mind would be shared between employers and individuals and
could be set at a rate which would not impact on lower income groups. In fact, compulsion could allow the
Government to use the money saved in tax relief to pay contributions on behalf of the most disadvantaged.

83. Evidence that we have gathered from the US suggests that voluntarism hits vulnerable groups
hardest. Moreover, in the current voluntary system we have in the UK consumers on lower incomes are
being denied access to the benefits the stockmarket can bring because the insurance industry is too ineYcient
to sell pensions to these groups.

Impact on business

84. The costs to business have been exaggerated. Certain interests have been arguing that if we had
compulsory contributions, then firms would have to reduce wages or face higher business costs. However,
the Pensions Commission estimates that additional costs will be in the region of 0.6% a year.

85. Moreover, the key point is that (linked to the above points) if employers don’t contribute then
employees would have to contribute even more which would also lead to increase wage demands. It’s a zero
sum game in that a given pension takes a given amount of contributions—expect that we spend £billions a
year on a voluntary system that hasn’t worked.

86. The Government could also allow firms to oVset the costs of compulsion against corporation tax if
it believed the industry concerns about the costs of compulsion. Whatever the challenges compulsion works
out cheaper than voluntarism.

EYciency

87. Compulsion allows for huge eYciency gains and opponents of compulsion in the insurance industry
recognise that if we did have a compulsory pension system they would be bypassed and the money would
go straight to the big institutional pension fund managers who already run employers schemes at a fraction
of the cost of insurance based personal pensions.

88. But this must be accompanied by the other recommendations for a NPSS. Introducing auto-
enrolment but keeping the retail personal pensions model as some have argued for would not deliver the
same eYciency gains.

Impact on employers schemes

89. Some opponents of the Pensions Commission proposals argue that it will encourage employers to
reduce existing pension contributions to the rate proposed by the Pensions Commission. We think it is
perverse to argue that requiring employers to provide aminimum level of contribution ismore likely to cause
them to reduce provision than the existing system which has no real obligations on employers. Moreover,
employers are already reducing their commitments to pension provision ı the average contribution rate to
defined contribution schemes are lower than to final salary schemes.

90. So compulsionmakes sense and pound for pound provides better pensions than voluntarism ever can.
Our quantitative and qualitative research shows that consumers have a mature attitude about the need for
compulsion with most supporting it. We think that now politicians need to grasp the nettle of compulsion,
if we are to have a sustainable long-term pension system.
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Annex A

Table 1

TRUST IN PENSION SCHEMES
Organisation most trusted to manage pension savings
(base: 1,104 adults 15! working/seeking work)

Organisation Percentage of respondents

EITHER an independently-run financial organisation OR A non-profit 40%
making independent body
A non-profit making independent body 26%
The Government 20%
An independently-run financial organisation like National Savings and 14%
Investments
The Financial Services Industry (eg an insurance company) 11%
Would trust them all equally 6%
None—I wouldn’t trust any of them 13%
Don’t know 11%

Annex B

Table 2

COMPARISON OF FEATURES OF NPSS STYLE PENSION SCHEME AND
ABI/OPEN MARKET MODEL

Features NPSS Open market personal
pensions model

Cost
Access costs are crucial in The Pensions Commission More likely to be in region of
pensions. If consumers are to estimates that with bulk buying 1.3% a year. This would have
provide for the future then the and economies of scale costs will eVect of reducing value of
Government needs to look be in region of 0.3% a year. individual pension fund by 30%
objectively at which model The NPSS model, with a (all things being equal). Even
provides the most eYcient and coordinating independent body with auto-enrolment the retail
cost-eVective access. appointing the fund managers model is too expensive due to the
Unnecessary costs reduce the using bulk buying and huge marketing and promotional
final value of people’s pension competitive tendering, provides costs hundreds of financial firms
funds. huge economies of scale and would spend competing to
Choosing the right pension removes the need for marketing persuade millions of individual
vehicle is important for the and promotional costs. consumers to choose their
taxpayer as well as the consumer In addition, the NPSS model particular employers and
given the amount of tax relief we allows for centralised products and funds. Retail firms
spend in the UK encouraging administration of contributions. would still need to pay high
provision. Even under auto- commission to advisers to get
enrolment, the government will them to recommend their
retain tax-relief. Higher cost products. The retail model would
pensions would waste this tax be fragmented and would not
relief. achieve the necessary economies

of scale. And statutory regulation
of the sales process would still be
needed.
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Features NPSS Open market personal
pensions model

Security and legal protection
Pension security is crucial in its Vested interests are In contrast, the existing insurance
own right and if we are to create scaremongering that the NPSS company personal pension model
a sustainable long-term pensions would be vulnerable to leaves consumers vulnerable to
settlement. Importantly pensions government raids in future. This manipulation in the future. What
have to be seen to be secure to is nonsense as the NPSS assets is not often realised is that when
maintain confidence in the would be ring fenced and held in consumers invest in an insurance
system. trust, overseen by independent company product, then the legal

trustees with a legal duty to ownership of the assets resides
scheme members, consumers with the firm not the consumer—
would have property rights over in other words consumers don’t
their assets, and would receive even own their own assets
regular statements telling them anymore. This leaves funds
how their pension was doing. vulnerable.

Regulation
Whichever model is adopted for Under this model, there would Statutory regulation of the sales
investing contributions, need to be some form of process would still be needed.
regulation will be needed to regulation of the NPSS but it One of the main reasons
ensure consumers are protected. would remove the need for regulation is needed are the
It is diYcult to say what precise regulating the sales process we conflicts of interest sales people
form this will take at the moment. currently have. It would be closer face between the firms who pay
But the key diVerence is that the to the regime we have for the their wages and consumers. These
NPSS is likely to be closer to workplace and employers conflicts just do not exist with the
occupational pension regulation schemes. NPSS model.
with the retail model regulation
more or less same as it is.
Governance, accountability and
representation
Governance is all about ensuring As outlined above, the NPSS The retail pensions model has
that interests of all stakeholders would be managed by very weak systems of governance
are represented and people in independent board consisting of and major conflicts of interest.
position of power are held to consumer, employee, employer Under UK company law,
account if they abuse that representatives with an explicit directors of firms have a primary
position. legal duty to look after the legal duty to shareholders
We are in no doubt as to the interests of scheme members, and balanced with what we think is a
significant advantages in terms of legally accountable to the public. fairly weak regulatory duty to
governance oVered by the NPSS “treat customers fairly”.
model which uses collective force Shareholders also have legal
to put power in the hands of rights of access to information
consumers. which aVects their decisions ı

whereas ordinary consumers
don’t. Moreover, as mentioned
above, there are major concerns
about the legal ownership
structures of insurance funds. All
in all, the major conflicts of
interest and ownership issues
mean that it would be reckless in
our view to allow firms who owe
a primary duty of care to their
shareholders to control the
financial futures of so many
millions of consumers—especially
insurance firms.
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Features NPSS Open market personal
pensions model

Choice
There are two main stages in the Consumers would have a choice The main diVerence between the
“decision making process” when of a default fund,37 guaranteed NPSS and retail model appears to
selecting a pension scheme.35 fund,38 managed fund39 and be that individual consumers
First, is choosing type of assets/ higher risk fund.40 However, the would have a wider range of fund
fund(s) which suit attitude to risk, NPSS would appoint the and provider choices. But this
trade oV between risk/return. investment managers to run these choice is an illusion in our view.
Second, the actual investment funds using bulk buying and a The actual decision making
manager must be chosen. competitive tendering process— process is still more or less the
Evidence strongly suggests that so individual consumers wouldn’t same—the diVerence being that
too much choice is as detrimental have to choose the managers under the NPSS scheme the
as too little choice in undermining themselves. We think that the choice is intermediated while in
eVective decision making by NPSS model oVers consumers a the retail model consumers have
consumers in complex areas such sensible, managed choice— to choose from a wide range of
as pensions.36 providing security and individual funds and providers,

opportunity to maximise the and will probably need financial
potential of pension advice so adding to costs. The
contributions. crucial point is that this wider

choice comes at a much higher
cost because funds are
fragmented, economies of scale
are lost, and consumers end up
paying for marketing and
distribution costs out of charges
levied on the funds. But the
higher costs do not provide
consumers with any advantage in
return through higher
performance (see below).

Advice, communication and information
Whichever model is adopted, Questions have been raised about We take the view that advice
consumers will need regular how advice, communication and under the industry open-market
information and communication. information would be provided model would simply become a
But there are major diVerences under the NPSS model. We euphemism for selling
between the need for regulated believe the need for opportunities. Moreover, the very
financial advice because of the comprehensive advice would be nature of the open market model
conflicts of interest involved in very much reduced because of the proposed by the ABI introduces
the diVerent models. comparative simplicity of choices. conflicts of interest into the

The advice and communication selling process which would
received would be closer to that require additional consumer
available with employers protection measures to control
schemes. Moreover, critically, the the risk of massive misselling.
NPSS model does not prevent These conflicts of interest do not
consumers getting independent exist to the same degree with the
advice if they need. The diVerence NPSS model.
being that the choices and
therefore the need for expensive
advice is much reduced.

37 This would be either a lifestyle fund where investors are switched from equities to government bonds and cash the closer they
get to retirement, or a smoothed managed fund (a modern version of with-profits funds without any of the disadvantages).
Individuals could choose whichever type of fund suited them but if they didn’t make a choice, their contributions would go
into the default fund.

35 There is the decision on how much to contribute of course but we ignore this for now in an auto-enrolment system.
38 This would be invested in cash and government bonds.
39 A mix of UK and international equities, bonds and cash.
40 Probably an equity fund.
36 See Pensions Commission Second Report, p68–69.
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Features NPSS Open market personal
pensions model

Competition
The investment markets in the The NPSS model would have The UK retail model has been
UK are huge but there is a world beneficial eVect on competition in heavily criticised for ineVective
of diVerence in terms of the financial services industry. In competition. What competition
competition between the the USA, the use of a there is, is for distribution, not
institutional and retail investment coordinating body awarding the the consumer which pushes up
management sectors. In the tenders for large scale investment costs. Even with auto-enrolment,
institutional sector competition management contracts forced having large numbers of
works to make charges large institutional investment individual firms competing to
competitive while in the retail firms to compete fiercely for attract the custom of millions of
market more choice and business which drives costs down. consumers requires huge sales
competition puts upwards The essence of the NPSS is commissions, advertising and
pressure on costs. collective consumer power marketing budgets. Most people

making markets work in the now accept consumers have very
consumer interest. weak influence in retail pension

markets.

Investment risk
One of the major causes of the There is no real diVerence between the basic investment strategies (or
lack of trust and confidence in the asset allocations) the NPSS and retail model could oVer consumers—
pension system has been the lifestyle/smoothed managed, guaranteed, adventurous and so on. The
volatility of stockmarket based question is: which model is most eYcient at managing the risk?
pension schemes. Consumers risk Advocates of the retail model argue that advisers and sales staV

seeing their income in retirement would be able to advise consumers on choice of investment strategy.
reduced if they retire at the This is true—but this comes at a huge cost and there is no evidence
“wrong time”.41 The demise of that these advisers are more eVective at choosing appropriate long-
the final salary scheme transfers term investment strategies. Moreover, one of the key reasons the
risk to consumers—new ways of retail sales process needs to be regulated is to try to minimise the risk
sharing risk are needed to restore of advisers recommending products which don’t suit the consumers
confidence and trust. Our risk profile. Finally, we think the NPSS model allows more cost-
consumer research shows that eVective bulk buying of risk management techniques from the
consumers want a high degree of institutional fund manager sector so that consumers can have the
certainty about their pension greater degree of certainty they want.
returns.
Investment performance
As well as depending on the It is not possible to say with certainty that one particular model on
amount contributed, the value of average will deliver superior investment performance—past
pension funds depends on three performance is no guarantee of future performance etc. It may well
main factors—the asset be that given the wider range of individual retail funds, a small
allocation, charges and number of consumers from time to time will get a higher return than
investment performance of the the “average” NPSS saver. However, it is more likely that the
fund managers. majority of savers would do worse than they would do under the

NPSS model due to the eVect of charges.
All things being equal the NPSS should provide better net returns for
consumer due to the lower charges (see above).
Moreover, we think that even though past performance is no guide to
the future, the NPSS approach has a better change of delivering
superior returns than the retail model—primarily because the
competition to win the contracts for the assets will be so fierce that
major institutional investment firms will want to put their best fund
managers on the job. As well as economies of scale, this is another
advantage we see in the collective approach to pension provision. It
makes the markets work in the consumer interest.

Which?

March 2006

41 Figure from the Pensions Commission.
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Memorandum submitted by Help the Aged

Summary

— Help the Aged welcomes the contribution the Pensions Commission’s Second Report has made to
the national debate on the future of pensions.

— We welcome the proposed NPSS. It feels like the right way forward to address the inadequacy of
pensions savings. We are pleased that the Commission has turned around the widespread public
inertia, in relation to pension savings, via the principle of automatic enrolment.

— TheNPSS raises issues around risk and responsibility and how the balance is struck between state,
individual and employer. A key issue is the interaction of private savings andmeans tested benefits.
How easy this issue is to solve depends entirely on whether Government implements the whole
Turner package.

— We believe it would be sensible to look at more sophisticated schemes of tax relief and incentives
to save, which might start with matching Government contributions and gently, as income rose,
move to a more moderate form of tax relief.

— Employers must not exit from their contributory role in pensions provision and those who have
not hitherto contributed need to be drawn into the spectrum.

— The state pension should be an adequate and predictable platform on which further private
provision can be built with confidence.

— The Commissions proposals will deliver this basic platform, but do not deliver on another widely-
shared aspiration, which is to make simplicity and transparency central to the shape of pension
provision.

— Help the Aged would have much preferred the Citizen’s Pension model—the Enhanced State
Pension in the Commission’s report—to have found favour, but if there is no consensus around
that, then the Commission’s suggestions become the next best way forward, provided they are
implemented in full (ie including the residential eligibility test for a full basic state pension for
everyone at 75) and with due speed.

— Pensioners today see little in the report to cheer them, yet their situation demands to be addressed.

— The Commissions endorsement of the idea of universal entitlement to the state pensions is
welcome. On this point the Government really needs to grasp the nettle and pay people their basic
state pensions on a residency basis.

— Continuing health inequalities are the most legitimate argument against raising the state pension
age. But it seems to Help the Aged that this is not an appropriate issue to resolve by the design of
pension schemes. Rather it should be the centrepiece of a dynamic and vigorous campaign in its
own right.

— The task of developing a labour market which works better for older people is a major one, and
needs to be driven forward with much greater clarity and purpose.

1. Introduction

1.1 The Select Committee has called for papers to assess whether “the proposals contained in the
Pensions Commission’s SecondReport and the forthcomingGovernmentWhite Paper provide the basis for
enduring pension reform”. Help the Aged is delighted to respond.

1.2 In overview, the work of the Pensions Commission has served to identify the options for reform
against a baseline view of what the pensions landscape might look like, and proposes reforms which are
realistic and achievable.

1.3 The Commission has chosen to propose a state structure which is flat-rate, universal, and aspires only
to provide for the avoidance of pensioner poverty. It has not taken a view on what the flat rate level should
be, saying that it should largely raise pensioners’ incomes above the levels where means-tested benefits—the
current yardstick of a decent income—are triggered.

1.4 It has taken the view that the state should mainly vacate the area of earnings-related pension
provision, and that by complicit compulsion, could ensure that employees and employers co-operate in
building a respectable level of second tier pensions, through a defined contribution savings vehicle, which
would reflect their lifetime earnings.

1.5 This much is the proposed framework under review. It might be seen as a modest framework, but at
least it provides a context in which proposals can be debated, and even if modest it represents an advance
on the outcomes which our current structures are likely to deliver. To this extent, Help the Aged welcomes
the contribution the Pensions Commission’s Second Report has made, and our comments on the Select
Committee’s areas of interest are made in this spirit.
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1.6 Below we address the specific areas of the Committee’s inquiry.

2. Whether the Proposal for a National Pension Savings Scheme is the Right Way Forward, and

if so How it Should Work

2.1 The NPSS feels to be the right way forward as a vehicle to increase access to saving, and potential
contribution levels to a second tier pension scheme. The Commission has recognised that when it comes to
pensions saving there is widespread public inertia. It is pleasing that this negative tendency has been turned
round via the principle of automatic enrolment.

2.2 There are also three clear strengths in the recommendations as to who the NPSS would be delivered:

— it will not be run by any of the pension providers whose track record on delivery has become so
poorly regarded in recent years;

— it oVers to slash (unnecessary) costs, and therefore provide much better returns to low volume
savers; and

— its engagement of employers and Government with employee saving is an important reassertion
of the principle that pension formation is not the role for one player alone.

2.3 If adjustments suggested by the Investment Managers’ Association are incorporated, then the NPSS
begins to assume other advantages. A large, collective, cash-holding agency could outsource, to the best
available players in the private sector, the responsibility for its threemain functions, namely (i) the collection
of contributions, (ii) the proper administration of the personal accounts established by these contributions
(and the annual report back to scheme members about the progress on their accounts), and (iii) the
investment and management of the funds in the scheme. No longer need all these functions be the preserve
of one single pension provider, with a presumed competence to perform all of these tasks with exemplary
skill. Parliament could set goals for the delivery of these tasks—for example the achievement of a given level
of investment return, and the accommodation of all the functions within an annual management charge of
0.3%. Parliament could also set an accountability framework (for example an annual report to Parliament)
and a scrutiny process to check the annual report and recommend any approval required to change the
original goals. Undoubtedly this new agency would have to learn to fly, and not all the original targets can
be forecast with precision, but part of the appeal of starting with this fresh design is that if bits do not appear
to work, it is possible to re-tender that function in an open market situation.

2.4 The NPSS also raises issues around risk and responsibility and how the balance is struck between
state, individual and employer. How easy this issue is to solve depends entirely on whether Government
implements the whole Turner package. If the spread of means-testing is reduced by improvements to the
state pension then people will clearly benefit from saving in the NPSS even if they are only able to put away
small amounts. However, the situation is less clear if means-testing increases or remains widespread.

3. The Impact on Saving Behaviour of the Reforms and of Existing Incentives (such as Tax Relief)

3.1 Help the Aged has no empirical or original research to oVer the Committee about saving behaviour.
However the message we draw from other research is that clearly the motive to save is influenced by the
willingness of employers to be co-contributors, by knowledge of the tax-breaks which can enhance personal
savings, but above all by the feeling that saving will be worthwhile—that it will not be eroded by
management charges and not rendered foolish by the application of means-testing to potential benefit
entitlements in the future.

3.2 The Committee will need to ask other groups and representative organisations to help it forward in
this regard. But one area where Help the Aged has had conversations with others is over the existing tax
regime which is dramatically slewed in favour of higher rate tax-payers and those with seriously high
incomes. The tax relief available to the low-income earner is miserly, and so long as we live in a “voluntarist”
pension saving regime, the volition to save by low income earners will be only scarcely influenced by the
availability of tax relief.

3.3 It would be sensible to look at more sophisticated schemes, which might start with matching
Government contributions and gently, as income rose,move to amoremoderate formof tax relief. Certainly
this whole systemwhich we have inherited from the past is anachronistic as a way of promotingmass savings
across all income groups. If the Government wishes to increase savings amongst the target group for the
NPSS it ought to consider a more generous level of matching.

4. The Future Role of Employers in Pension Provision and the Impact on this of Proposals for

Reform

4.1 There are three areas where employers have a role in contributing to the pension reform agenda.
They are:

— to provide opportunities for older people to carry on working in paid employment and therefore
be capable of augmenting their pension funds;
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— to contribute to the pension pots which people are aspiring to build; and

— to be a source of information about savings, and to encourage and inform employees about the
options available to them.

4.2 The first of these points is dealt with inmore detail under section 7 below. The third is dealt with fairly
adequately in the Government’s proposals in the “Informed Choice” suite of documents. The second is one
where the CBI has launched a virulent rebuttal of the direction of travel outlined by the Pensions
Commission.

4.3 This CBI view is unacceptable. Employers must not exit from their contributory role and those who
have not hitherto contributed need to be drawn into the spectrum. The employer contribution is essential
if pension savings are to be adequate, since to require employees alone to save 8% of income (say 6% net of
tax), which is not a particularly impressive aspiration anyway, would be a serious imposition on the low paid
and intermittently waged who are at the centre of this proposal. There is also an important issue about
equity: employers seem quite content to secure large pension contributions for themselves whilst denying
the same opportunities to their lower paid staV.

4.4 However, it is of course important to minimise the administrative burdens on employers by ensuring
that contributions to any pension savings scheme are done via PAYE or BACS rather than expecting them
to act individually.

4.5 The evidence for employees being willing to make contributions when they are matched or
supplemented by employer contributions is compelling. Since the auto-enrolment approach under
consideration is still, fundamentally, a voluntary saving system, it is therefore vital that both parties should
be seen to play their parts—otherwise the scheme’s objective of spreading the savings habit significantly will
be in jeopardy.

5. Proposals for the Reform of the State Pension System

5.1 The principle is that the state pension should be an adequate and predictable platform on which
further private provision can be built with confidence. This proposal from the Pensions Commission is one
which appears to command near universal endorsement. The question is whether the proposed reformsmeet
that test, and in two respects they seem rather unambitious and unstretching.

5.2 The chosen route is to modify and accelerate the development of the two state pension schemes so
that they can deliver a flat rate pension payment. This would be nearly universal and would reach an
improved level of average incomes and certainly a level superior to the threshold for most means-tested
benefits.

5.3 However, this approach does not deliver on another widely-shared aspiration, which is to make
simplicity and transparency central to the shape of pension provision. The required change to S2P, with an
enlargement of the role of credits, and the possibility that the contributions records for both schemes could
be tweaked retrospectively in order to boost people’s pension payments, sounds like one of those
administrative challenges with a high probability of inaccuracy inbuilt.

5.4 Help the Aged would have much preferred the Citizen’s Pensionmodel—the Enhanced State Pension
in the Commission’s report—to have found favour, but if there is no consensus around that, then the
Commission’s suggestions become the next best way forward, provided they are implemented in full (ie
including the residential eligibility test for a full basic state pension for everyone at 75) and with due speed.

5.5 This last point is the nub of our second reservation. Pensioners today see little in the report to cheer
them, yet their situation demands to be addressed. There is both increasing dependence on means-tested
benefits and increasing vulnerability to the large price increases we have seen in basic living costs which are
spiralling far beyond the inflation-linked increases in pension and benefit levels.

5.6 Perhaps these concerns could be uncoupled from the reform of pensions for the longer term, but they
would still need urgent action. Far better that the Commission’s modest proposals are implemented with
real and rapid commitment. Indeed, we believe progress needs to be quicker than the Commission proposed
in relation to closing the gap between the state pension structure and the level of means tested benefits.

5.7 Aside from the level of pensions the Commission also made important recommendations that the
basic state pension should be paid on a universal basis. This is a crucial point as implementing this would
really help to simplify the system and provide a level of certainty to people regarding the level of income
they could expect in retirement.

5.8 Currently women and carers do badly out of the contributory system and although Home
Responsibilities Protection will improve the situation over the coming decades it will stop far short of
levelling out inequity. On this point the Government really needs to grasp the nettle and pay people their
basic state pensions on a residency basis. Further meddling with the system to improve credits or to remove
the number of contributory years may help improve things but would not provide for a simple and secure
base for additional savings.
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6. Whether, When and By How Much the State Pension Age should be Increased

6.1 The idea to link State Pension Age to life expectancy is credible and the proposal is proportionate.
Themost legitimate argument against this approach is the continuing level of health inequality, and the clear
observation that people with poorer working lives and poorer levels of savings die younger, and therefore
have fewer years to enjoy the fruits of any pension savings they may have accrued (part of which will have
been supported by state provision). But it seems to Help the Aged that this is not an appropriate issue to
resolve by the design of pension schemes. Rather it should be the centrepiece of a dynamic and vigorous
campaign in its own right, and it has already been identified in recent Department of Health and Social
Exclusion Unit reports but without clear milestones and resource commitments.

7. Measures to Facilitate Later Working and Flexible Retirement

7.1 Abolishing age discrimination in employment (insofar as the current proposals achieve this) is an
important step forward, but simply changing statute falls far short of delivering a policy on the ground.
Equally, increasing the State PensionAge does not in itself create the employment which people are expected
to be seeking. The task of developing a labour market which works better for older people is a major one,
and needs to be driven forward with much greater clarity and purpose.

7.2 A key issue is to enlarge the provision for retraining, which currently fails to engage most people over
about 35 years old. Refreshing job skills is crucial to someone remaining employable in the present, fast-
moving workplace, but older people are largely out of that milieu, either because of lack of enthusiasm, or
lack of opportunity and incentive. These deficiencies need to be addressed.

7.3 The development of part-time packages of work (part-time defined in terms of weekly hours, or
months worked per year, or other flexible arrangements) need to be encouraged, but employers—
particularly the Small andMediumEnterprise sector which provides the largest number of job opportunities
in the economy—find the provision of flexible packages onerous.

7.4 It could be that incentives need to be oVered to smaller employers to adjust to this new world: larger
employers, withmore sophisticatedHumanResources teams, are beginning to understand the coremessage.
The issues flagged in the Green Paper on Incapacity Benefit reform, particularly the success claimed for
Pathways to Work with all the support mechanisms which that programme has deployed, shows howmuch
support needs to be put into the labour market to improve the engagement of older people.

7.5 Other issues could be explored in order to promote a lengthening of the working life. For example
career breaks and sabbaticals can help to sustain an employee’s enthusiasm. The packages of employee
benefits could be tailored more flexibly, and take greater account of older employee’s needs.

8. The Impact ofReformProposals on thePension Incomes ofDifferentGroups, including the Self-
employed and those Currently at Particular Risk of Being “Under-pensioned”, such as Women,
Disabled People, Ethnic Minorities and People with Varied Work Patterns

8.1 The self-employed have changed. Once stereotyped as the independent shop-keeper, who could use
the capital value of his property as his pension fund, they are now far more likely to be the single person
window cleaner, or independent free-lancers: these workers have no similar capital pot to rely on, and must
be giver the opportunity to become more engaged with the proposed pension provisions.

8.2 Similar change is occurring, and will continue to occur, in other under-pensioned groups. In the
future we may see gender becoming a less important indicator of your likely pension pot, being overtaken
by an emphasis on your carer status, as men and women share caring roles more equally between them.
Similarly eVorts to break down the barriers of discrimination, may lead us to need a more fine-grained
analysis of who is in need of support.

8.3 Generally, however, those at risk of being “under-pensioned” will under-shoot on pension savings
because of a shortage of working years, a shortage of access to pension schemes, or because of their
concentration in low-paid parts of the economy. The Pensions Commission proposals will help to address
the second of these. The first and third will only improve with further changes in labour market strategies
and the supportive services which promote employment.

9. Whether Proposals for Reform Adequately Address Inequalities in Pension Provision

9.1 For people whowill have a long enoughworking life after the Pensions Commission reform proposals
have been implemented, there should be an appreciable improvement on the issue of pension inequality. In
that sense, the reforms could be seen as adequate if they are implemented as a package.

9.2 But the proposals do not provide for much improvement in the poverty of today’s pensioners (or
those likely to retire in the near future). The wide and growing gap between the top and bottom quintiles of
pensioner incomes is likely to remain a feature for some years to come.
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9.3 There are other areas where policy initiatives will have to be developed if the Commission’s proposals
are to work eVectively and deliver against its objectives. In that sense, the proposals for reform are
inadequate, or at least incomplete. Most conspicuously, if the labour market is to respond and provide the
opportunities for longer paid working careers, there must be much more state leadership to drive this
forward. The Commission noted the issue of health inequalities, but clearly this is another area where
energetic policy instruments are required. The Commission rejected the opportunity to address tax relief on
pension savings, but whilst our present regressive structure gives so little to less well paid employees and so
much to better-oV ones, there remains a substantial driver of inequality in the proposed package.

9.4 Last, and scarcely mentioned in the current pension debate, is the importance of service provision to
older people, particularly in the area of health and social care. Where these are means-tested, there is the
same disincentive to saving that the Commission identified (and with which most commentators agree) in
the area of means-tested income provision.

9.5 The future funding structure of services which promote independent living and provide appropriate
care and support need to be seen in relation to the debate about pensions. There would be little progress
towards the reduction of inequalities if pensions improved over time, only for the gains to disappear in
service charges levied on the support which an ageing population requires in the social care field. We would
have just shifted the inequalities around a bit, andmade poor health a more important trigger of inequality.

Help the Aged

March 2006

Supplementary memorandum submitted by Help the Aged
following the publication of the Pensions White Paper

TheCommittee has invited supplementary evidence to its Inquiry now that theGovernment has produced
itsWhite Paper. In Part I of this short note, Help the Aged reviews the evidence it tabled on the Committee’s
original eight questions, and in Part II adds a few general comments about the broad approach of the
Government to pension reform, which the Committee may wish to see as contextual. Our stance has always
been that, whilst the remit of the Pensions Commission was limited to examining future pensions provision,
the Government has a responsibility to all pensioners—both future and present. Indeed, the Chancellor
himself, in his Budget speech earlier this year, said “Further support for pensioners will be contained within
the forthcoming pensions White Paper”. We are therefore gravely disappointed that the Pensions White
Paper will do nothing to address pensioner poverty today.

Part I

Whether the proposals for a National Pension Saving Scheme is the right way forward, and if so how it
should work

TheGovernment has largely adopted the Pensions Commission approach, so our earlier comments stand.
The Government’s leisurely and unambitious target to reduce the proportion of the older population
dependent on means-tested benefits to one third by 2050 is worrying: the attractiveness and success of the
NPSS as a vehicle for below average income earners depends on setting a much more stretching target.

The impact on saving behaviour of the reforms and of existing incentives (such as tax relief)

Nothing to add.

The future role of employers in pension provision and the impact of this on proposals for reform

The earlier comments stand. The White Paper did not adequately link the objectives of the “Informed
Choice” agenda to the future role of employers. Good public information and education is essential to the
success of the new model system which, though simpler than the present one, remains quite hard to
understand in some respects. This role for employers in disseminating information needs to be considered
as part of the discussions the Government will be holding to identify ways to help SMEs with their initial
NPSS contributions. Thought needs to be given to managing a situation where employers persuade people
to opt-out of NPSS.

Proposals for the reform of the state pension system

The lack of speed of the reform proposals, which delays building the state pensions systems into the much
trumpeted “firm foundation for pension saving”, remains a problem. Given that, it is good to see that the
Pension Credit will remain as a safety net and remain indexed to earnings for the foreseeable future—good,
that is, from the perspective of meeting needs, but bad since it projects widespread means-testing into the
future. The reform of the credits into the basic state pension (and their read-across into S2P) are positive
and helpful, and the reduction in the contribution years to 30 is a realistic adjustment to the changing pattern



3367124017 Page Type [E] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Ev 168 Work and Pensions Committee: Evidence

of employment in a more global and flexible society—but what rationale is there for 30 years as against, say,
25? The Government claims that this will provide an entitlement to a full state pension for 70% of women
retiring in 2010 and 80% in 2025—not an ambitious target, and one which, because there is no transitional
arrangement nor retrospective calculation of contributing years, leaves us with a serious discontinuity
between the person who retires in 2009 against the person retiring in 2010. Clearly it does not help those
already retired, where in the oldest age groups we see the highest incidence of pensioner poverty, and thus
Help the Aged is disappointed to see the Government rule out the Pensions Commission proposal that a
full state pension should be paid to everybody on a residential basis after the age of 75. We are also
disappointed that current pensioners must wait another six or more years before the state pension is linked
to earnings. Bringing this in sooner would make a real diVerence not only to poorer pensioners today but
would also mean better pensions for future generations.

Whether, when and by how much the State Pension Age should be increased

Help theAged has been supportive of the approach the Pensions Commission took on this issue.Not only
has the Government accelerated the proposal, but it is setting the pension age for decades ahead, with very
little convincing evidence that these ages may have any validity in the context of future longevity trends. The
Pensions Commission advised that a 15 year notice period would be useful for balancing the individual’s
need to plan for retirement against the emerging data about longevity. Help the Aged agrees: giving notice
of a rise to 66 in 2024–26 is almost permissible, but setting out the framework for 2034 and 2044 seems a
foolish decision.

Measures to facilitate later working and flexible retirement

All of our original points still seem valid. There is a sense of suspended reality in the way in which
economists and academics factor in an extension of working lives in order to make the pensions arithmetic
look more palatable, but there is precious little action on the ground to support this paper exercise. The
Leitch Review is already showing how badly older workers fare as far as training and re-skilling is
concerned, and retraining is a key factor in extending eVective working lives.

The impact of reform proposals on the pension incomes of diVerent groups

The change to 30 contributing years for a basic state pension will obviously be modestly helpful.

Whether the proposals for reform adequately address inequalities in pension provision

Help the Aged stands by its previous evidence, particularly in respect of the need to address health
inequalities (as pension age rises) and the need to see cash pension incomes as part of the overall provision
of support for older people. The picture painted in the White Paper, which draws heavily on the outcome
by 2050, is very benign, but the beneficiaries are going to be people who are about 25 today and there is no
attempt to show whether the proposals will be half as adequate for people in higher age groups—it will
certainly be less adequate.

It also beggar’s belief that we can have any confidence forecasting the state of the planet in 2050, and it
is equally unlikely that we can forecast how pension provision will be managed between now and 2012 or
whenever the new proposals come into operation for the first time. All these uncertainties make stronger the
case for an ongoing pension commission/advisory board, which the Government has rejected in favour of
a number of ad hoc reviews at maybe five year intervals. This is not the right way forward to developing the
authoritative knowledge base on which long-term pension policy planning can be grounded.

Part II

The Pensions ReformWhite Paper was widely acclaimed by experts as an overdue but reasonable attempt
to rebuild Britain’s ailing pension system. It does address two of the key problems—the erosion of the state
pension as the foundation for personal saving, and the failure of the private pension industry to provide
decent pension schemes to people on low or average earnings. But it is taking a long term approach: the
principal changeswill only be implemented in 2012 and their impactwill slowly build up over time thereafter.
This lack of speed and the continuing high levels ofmeans-testing, could jeopardise the very ambitionswhich
the Pensions Commission cautiously charted, and which the Government has even more cautiously
embraced. It may be whimsical to recall the claim that “we are at our best when at our boldest”. For older
and retired people today, the White Paper holds precious little.

That is not to diminish the importance of the proposals for future pensioners and the shape of our pension
system looking ahead. Linking the basic state pension to earnings is a major step forward, and reforming
the state second pension so that together the state pensions will eventually deliver an income some £20 (in
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today’s money) above the Pension Credit level by 2050 is significant. The new National Pension Savings
Scheme, drawing in contributions from individuals, employers and the Government, could oVer even low
earners a real opportunity to save and build up further retirement income.

But more needs to be done for pensioners today. There needs to be a concerted eVort to address pensioner
poverty by the use of other policy instruments, if it cannot be tackled by pension reform. The Government
presented its proposals by repeating that pensioner poverty has been a priority since the beginning of its
term of oYce. Ministers regularly talk about 2m pensioners having been lifted out of absolute poverty since
1997 and point to their success, first with MIG then the Pension Credit, in boosting pensioners’ incomes.
The first of these claims is very dubious. Most developed countries measure poverty as a relative concept—
the incomes of one group (pensioners) in relation to the national average—and on this basis, the numbers
of pensioners living below the poverty line has remained at about 20% for most of the last two decades.
Everyone has got better oV, which is where this absolute poverty figure comes from: it measures the people
brought up above the 1997 poverty line, as if the poverty line had notmoved since. PensionCredit has played
a part in all of this, but since it is means-tested, inevitably it does not get to everyone entitled to it. The
numbers who are claiming it are estimated to be between 61% and 69% of those entitled, so one third of
entitled people are still missing out.

In an eVort to keep the reform programme “aVordable” (expenditure unchanged at 5.2% of GDP from
now to 2020, rising to 6.7% by 2050), the timetable proposed by the Pensions Commission has been changed.
The linking of the basic state pension to earnings, and the launch of the National Pension Savings Scheme,
will now not occur till 2012 at the earliest, yet the rise in the state pension age will occur sooner—to 66 in
2024, 67 in 2034, and 68 in 2044. The delay means that the basic state pension will have fallen further against
average earnings (from approaching 16% today, to barely 14%) before it is linked to earnings, and that
people waiting for the NPSS before starting to save for a pension will have lost six potential contributing
years.

Other improvements to the basic state pension will be made in 2010. This should benefit groups with a
pattern of short or truncated working lives, such as women and ethnic minorities. However there will be an
uncomfortable discontinuity between the pension received by the person retiring in 2009 and the person
retiring in 2010.

The Second State Pension, to which people contribute on an earnings-related basis, will become a flat-
rate pension in 2030. By then, it is assumed that the average earner who has been in the scheme since its
inception, will have earned an S2P of £60 (the proposed flat-rate cap, in today’s money). Thus when that
individual retires after 2030, they will qualify for a basic state pension of about £80 and an S2P of £60 (all
in today’s money)—significantly more than the means-tested Pension Credit of £114. Thus the numbers of
pensioners entitled to a means-tested benefit will fall from about half today to a third by 2050—a significant
step in the right direction, but still far too high a figure.

The National Pension Savings Scheme is intended to be low cost (with charges possibly a fifth of
stakeholder pensions); it is intended that employees will be presumed scheme members unless they
deliberately opt-out; and that if they do become members, employers will contribute to their pension too.
The contribution levels are envisaged as being 5% for an employee, of which 1% comes from the
Government as tax relief and 3% from employers. Although projected returns on these invested funds are
largely guesswork, an average earner over a full working career could expect to double their state pensions
income if they had saved in the scheme (approaching £300 per week in today’s money). Thus the picture for
those retiring in 2050 looks promising, but with a substantial funnel of doubt about its certainty.

The Government rejected the idea of a standing Pensions Commission, arguing that it did not need to
establish another quango, and proposes instead a kind of quinquennial expert review. But, in point of fact,
so many things could need monitoring in the next six years before the new regime kicks in (such as the
widespread closure of existing occupational pension schemes), there seems room for an advisory body to
flag developments which may need attention. Likewise, fixing state pension ages for nearly four decades
hence seems foolish when there is no sound idea about longevity that far ahead—it would be better left to
an advisory body to make recommendations nearer the time based on the developing evidence.

Help the Aged

June 2006

Memorandum submitted by Society of Pension Consultants

Introduction to SPC

1. The Society of Pension Consultants (SPC) is the representative body for the providers of advice and
services needed to establish and operate occupational and personal pension schemes and related benefit
provision. SPC’s Members include accounting firms, solicitors, life oYces, investment houses, investment
performance measurers, consultants and actuaries, independent trustees and external pension
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administrators. Slightly more than half the Members are consultants and actuaries. SPC is the only body
to focus on the whole range of pension related functions across the whole range of non-State provision,
through such a wide spread of providers of advice and services.

2. The overwhelming majority of the 500 largest UK pension funds use the services of one or more of
SPC’s Members, as of course do many thousands of smaller ones. SPC’s growing membership collectively
employs some 14,000 people providing pension-related advice and services.

Summary of Evidence

3. This evidence suggests that:

— The Pensions Commission has over-stated the extent to which voluntary employer-sponsored
pension provision is in irreversible decline.

— The Commission has given insuYcient consideration to the risk, that the new settlement it
proposes could damage and distort existing provision.

— The outcome for the National Pension Saving Scheme could be an apparently impressive
membership, but with many of the members having already been members of other schemes. The
Pensions Commission’s aim of broader coverage by funded arrangements might be achieved, but
with little improvement in the overall quantum of provision.

— The next step would be compulsion of private pension saving, which we do not believe oVers a
foundation for a durable and robust pension system.

Voluntary Private Provision

4. The Report suggests that voluntary private pension provision is not growing and is in fact in serious
decline. We agree with both suggestions. The Report also suggests that the decline is probably irreversible
and that employers’ willingness voluntarily to provide pensions is falling. We accept that employers’
willingness to provide final salary schemes, or indeed any type of scheme incorporating a benefit guarantee,
is declining, but we do not believe that we have yet reached the position where employers’ willingness to
engage in any form of voluntary pension provision has been irreversibly damaged. At SPC’s annual
conference in November 2005, more than 100 senior delegates from across the pension field were polled on
the question “Do employers still think it is in their company’s interest to sponsor an occupational pension
scheme?”

5. 30% answered with an unqualified Yes. A further 33% said Yes, in the case of bigger employers. Only
37% said No.

6. We do not believe that there is inevitably no future for genuinely voluntary employer involvement in
pension provision, at substantial levels. The major threat to this willingness lies in the fear that voluntary
involvement in money purchase provision will suVer the same fate as previous involvement in final salary.
That is, legislation to require employers, who voluntarily make provision, to make progressively more, and
more complicated, provision than they had ever intended at the outset.

7. The report ignores the role which employer sponsored arrangements currently play in providing not
only pensions but also death and ill health dependents’ benefits.

8. There is no discernable strand in the report dealing with incentives to employers to sponsor pension
arrangements, eg through (a) more attractive contracting out arrangements and (b) tax credits for smaller
employers to compensate them for the administrative cost of involvement with National Pensions Savings
Scheme provision.

National Pensions Savings Scheme

9. We do not expect the proposals for a National Pensions Savings Scheme to succeed in achieving the
desired increase in the quantum of provision. We expect that significant numbers of potential contributors
to the scheme, who do not currently contribute to any non-state arrangements, will decide, probably with
encouragement, to opt out of the scheme, because at lower income levels the employee contribution
(eVectively 5%) is far from insignificant and because that, for as long as the present system of means tested
state benefits remains, there is a significant risk that contributing to theNPSSwill simply disqualifymembers
from benefits which they would have obtained on a means tested basis. At the same time, there is a danger
that employers with provision currently above the level of that proposed for the NPSS will feel encouraged
to scale it down to the “oYcially approved” NPSS level.

10. Generally, the report gives little consideration to the risk that the new settlement, which it proposes,
could damage and distort existing provision. The logic of the report is, however, that there is such a risk.
The risk, at least of distortion, is inherent in the suggestion in the report that existing provision, subject to
conditions, could opt-out of NPSS. The price of running a scheme outside NPSS would be that the scheme
had a set of features of the Government’s, rather than the sponsoring employer’s, choosing. For example,
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the definition of pensionable earnings used in the employer’s scheme might not correspond to that under
NPSS; the employer’s schememight have a diVerent cost structure; or a waiting period under the employer’s
scheme might be incompatible with auto-enrolment requirements.

11. If an employer considered that accommodating the Government’s requirements was too complicated
or costly, or took the scheme too far away from what it had intended when it set it up, it might decide that
the easier option would be to allow its employees to be auto-enrolled into NPSS.

12. The outcome could then be thatNPSS achieved an apparently impressivemembership, but thatmany
of the members had already been members of other schemes. The Pensions Commission’s aim of broader
coverage by funded arrangements might be achieved, but with little improvement in the overall quantum of
provision.

13. If NPSS is introduced we would therefore regard it simply as an interim measure before the
introduction of compulsory funded pension provision against which we argued in our response to the first
report of the Pension Commission.

Implications of Compulsory Private Saving

14. The case for compulsory private saving, as the foundation of any durable and robust pension system,
is extremely weak. Because of the variability of outcome in money purchase provision, which is certainly
the form which any compulsory private saving would take, this saving could not be relied upon to provide
the foundation of a predictable basic level of pension. Only the state has the capacity to meet this need. So
compulsory private savingwould still need to be underpinned by State pension provision at least as generous
as at present.

15. The eVect of compulsory contributions for employers, on top of existing compulsory contributions
to the state (National Insurance) would vary. Some employers might consider that the introduction of
additional compulsory contributions, over and above those required by National Insurance, provided an
acceptable reason to reduce their contributions to the compulsory level only. Some employers would be
faced with a substantial increase in employment costs, which they would have to address by reducing costs
elsewhere in the business or by employing fewer people than they would otherwise employ and/or paying
them less. To avoid the risk of additional compulsory employer pension contributions eVectively becoming
a tax on employment, the setting of compulsory minimum pension contributions could be linked to the
setting of the National Minimum Wage. This would recognise the need to link the minimum level of
immediate pay with the minimum level of deferred pay in setting an appropriate level of overall
minimum pay.

16. Once compulsory provision is in place, we would expect the level of compulsory contributions to
increase, with the emphasis probably on increased employer contributions, leading to higher employment
costs. Because the compulsory contributions would eVectively constitute a state sponsored scheme, there
would then be huge pressure on future governments to require the compulsory contributions to produce a
guaranteed minimum rate of return, to insulate individuals compelled to contribute from the risk of
investment losses arising from the compulsory contributions. This would increase the costs which fall on
the scheme.

17. If the destination is compulsory funded provision, we see risks in using a structure like that envisaged
for the NPSS. Large amounts of pension saving would be invested with a relatively small number of
providers, designated by the government, primarily on the basis of how cheap their investment strategy was
to operate, not on the value it provided. If one of these providers performed badly, or got into financial
diYculty, particularly if it was the default provider receiving contributions from people who did not
specifically opt for one of the designated providers, the impact on large numbers of pension savers, and
possibly on the economy generally, could be very serious ı far more serious than if an individual provider
or pension scheme had the same problem under the current system.

The State System

18. We largely agree with the objectives which the report sets for state provision, except that there is a
risk of over-emphasis on saving for pensions at low cost to the exclusion of savings producing good value.

19. We agree that reforms to the state system are needed, however, we do not believe that the proposals
which the Pensions Commission makes will succeed in the important aim of making state provision more
understandable.

20. Wewelcome the heightened emphasis which the Pensions Commission has placed on a need to include
longer working lives and increased contributions as necessary components of a successful response to the
current diYculties facing the pension system. The suggested phased increase in State pension age is arguably
too gradual.
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A Continuing Pensions Commission

21. We would support the continuing existence of a Pensions Commission with tightly defined terms of
reference, covering for example recommendations on economically sustainable retirement ages and acting
as an authoritative source of pensions data.

Society of Pension Consultants

27 March 2006

Memorandum submitted by Counsel and Care

Inquiry into Pension Reform

The Works and Pensions Committee seeks written evidence from interested parties on whether the
proposals in the Pensions Committee’s secondReport, and the forthcomingWhite Paper will provide a basis
for lasting pension reform. This submission will argue that whilst the report looks at areas that have long
been neglected and that this is positive, that there are further innovative ways in which pension reform can
be carried out, particularly with regard to paying for long term care. This paper will therefore cover the
following points:

— Long term care planning and pension planning.

— Linking care planning to pensions.

— The particular issues faced by women.

— The future funding of long term care for an ageing population—the role of pension reform.

Long Term Care Planning and Pension Planning

1. At present, people are not encouraged to plan for long term care, and there is no automatic option
placed before young adults to suggest that they plan for their care upon starting work. There is more
encouragement to plan for one’s pension, however for many young people, it is still an area that is not
thought about early enough in life. With the burden of student loans, high house prices, and the equally
“long term” costs of child rearing, planning for care in older age is not on the list of priorities formost people
in their twenties and thirties.

Linking Care Planning to Pensions

2. That is why a National Pensions Savings Scheme that links a pension with saving for long term care
would be beneficial. For those with full time caring responsibilities who do not work outside the home, the
State Second Pension could allow some accrual of “care credits” towards that person’s long term care.

3. Such a systemwould link in with Government policy of “rights and responsibilities” by helping people
tomanage their care planning by commencing saving as soon as they reach adulthood. It would also address
the problems caused by disputes over continuing care, where some older people have had to sell properties
in order to pay for their care. Despite the 12 week disregard, it has been shown that on many occasions, the
focus is on the older person’s financial status, not on their level of need. By linking care planning and
pensions, the debates over means testing for personal care could also be reduced.

The Particular Issues Faced by Women

4. The Report looks at the implications of pension reform for women and carers, and provides some
recommendations that seek to address the inequalities faced by women in particular, who under the present
system, cannot build their own pension entitlements if they are married and working inside the home.

5. In a lecture on women’s pensions delivered on 9March 2006, Baroness Hollis pointed out that women
are at risk of poverty in retirement, because they are at the mercy of changing family structures eg divorce
and remarriage, flexible labour markets, and increased longevity. Baroness Hollis recommends that a
“universal state pension” be adopted that will ensure that women who live longer are not penalised for
doing so.42

42 Baroness Hollis of Heigham, The Barbara Diamond Annual Lecture, 9 March 2006. “Womens Pensions: the last bit of
unreconstructed Beveridge?” Delivered at the University of Westminster, London.
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6. Given that the main user of long term care services is likely to be a widow aged over 75, it is essential
that we ensure that this group does not continue to be discriminated against as we move to the middle of
the 21st century. Linking a universal National Pensions Savings Scheme with saving for care can address
two concerns faced bymany older women—a lack of a decent pension with the fear that they will be charged
heavily for care that they cannot do without.

The Future Funding of Long Term Care for an Ageing Population—The Role of Pension Reform

7. There is a wider debate about how long term care is to be funded, and recent research has put forward
some recommendations as to how the funding gaps can be addressed. Most notable will be the findings of
the Wanless review of social care funding to be published on 30 March 2006.

8. In a recent report, the Joseph Rowntree Foundation looked at the problems of paying for long term
care, identifying that in the UK there is still no satisfactory system of sharing the responsibilities and the
costs of care. There is no systemwhereby people can privately insure themselves against the risk of becoming
impoverished by long term care costs.43 One of the challenges highlighted in the report is that extra resources
will need to come from public sources, such as taxation or social insurance. The report states that “the most
important thing to accept is the need to allocate progressively more of the working generation’s income to
paying for older generations’ long term care”.44

9. Pension reform, in the form of a National Pensions Savings Scheme, could be part of the solution of
paying for long term care, creating a link between saving for retirement and for saving for care that may be
needed during that period of retirement. The challenge, however, is ensuring that such saving is not
penalised by means testing, and that older people do not feel that they are being punished for working and
saving throughout their lives.

Background on Counsel and Care

10. Counsel and Care is a charity that aims to secure the best care and support for older people.
Established in 1954, we oVer advice, support and single needs grants for older people, produce research,
publish guides and factsheets, and champion the rights of older people and their families. In 2006–07 we will
extend and promote our advice service, in order to influence the provision of care and support for all older
people, particularly those who are most vulnerable.We will ensure that the experience and concerns of older
people who contact our advice service inform policy and practice.

Counsel and Care

March 2006

Memorandum submitted by Tomorrow’s Company

PART A

BACKGROUND AND SUMMARY OF SUBMISSION

A.1. Background

About Tomorrow’s Company

Tomorrow’s Company is a business-led think tank, working as a catalyst to help realise the Tomorrow’s
Company vision—a future for business which makes equal sense to staV, shareholders and society.

A not-for-profit membership organisation based in the UK, Tomorrow’s Company publishes research,
brings practical business people together to generate and share ideas, puts those ideas into the public domain
and influences decision makers in companies, the investment community, stakeholder groups, business
schools, and Government.

Tomorrow’s Company achieves this through acting as a leading and influential networking hub for
organisations, identifying and exploring the future of sustainable success, undertaking and publishing
agenda-setting research, promoting the adoption of new ideas and concepts. We ask the questions that
everyone knows to be important, but others find too diYcult to tackle.

43 Hirsch, D (2005) Facing the cost of long term care: Towards a sustainable funding system. Joseph Rowntree Foundation, York.
44 Hirsch op cit, p 23.
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Our interest and credentials

Following on from the agenda-setting work of the Restoring Trust inquiry in 2004, Tomorrow’s
Company published the report “The Ageing Population, Pensions and Wealth Creation” in October
2005. This was put together by an expert group led by Philip Sadler who is an Honorary Research Fellow
of Tomorrow’s Company and former CEO of the Ashridge Business School.

The expert group of professionals was well placed from both their experience and their intellectual
firepower to oVer a distinctive voice in the debate:

Jason Coates—Partner, Wragge a Co LLP

Polly Dryden—Trustee of Tomorrow’s Company

Jeremy Goford—Former Principal with Tillinghast-Towers Perrin and President of the Institute
of Actuaries from July 2002 until July 2004

Chris Hirst—Former Executive Director Investment Management, CIS

Phil Mullan—an economist and business adviser, and non-executive director of Easynet Group.
supported by:

Patricia Cleverly—Head of Research, Tomorrow’s Company

Mark Goyder—Director of Tomorrow’s Company.

The study examined some of the issues raised in the First Report of the Independent Pensions
Commission and in particular the aVordability of pensions and how they are to be funded in the context of
the nation’s long-term economic and social objectives and taking into account the other claims on public
spending and how these, too, are likely to be aVected by demographic factors.

This submission is the result of further work by this group, with the exception of Polly Dryden and
Jason Coates.

A.2. Summary and Conclusions

This submission argues that:

(i) The Second Report of the Pensions Commission, due to its use of an inappropriate measure—the
old age support ratio—paints an unnecessarily pessimistic picture of the consequences of an ageing
population. The result is a disappointing proposal for reform from the Pensions Commission.

(ii) It is impossible to forecast accurately what society will look like in 30 to 40 years when ageing
might peak in Britain. This is because we are bound to experience much change in many factors
over this time—technological, economic, social, political, as well as demographic. It is therefore
dangerous to draw up a pensions regime now that supposedly anticipates how society might look
like that far ahead.

(iii) The nation’s ability to support an increasing proportion of elderly people needs to be looked at in
the context of the whole continuum of dependency from infancy through the various measures of
social protection for those of working age as well as for those who are in retirement.

(iv) The key to providing adequate and sustainable incomes in retirement is the pursuit of policies
promoting high economic growth. Policies therefore need to be focused not simply on savings and
pensions issues but should embrace taxation, government spending, regulation, labour market
arrangements, and the incentive and reward structures facing individuals, business enterprises and
the public sector.

(v) The proposed National Pensions Savings Scheme does not provide an adequate answer to the
question of post-retirement incomes. In particular:

— The reduction of any benefit from the NPSS due to means testing.

— The unintended consequences of employee enrolment such as the potential loss of other state
benefits and reduced freedom to apply their savings as they feet fit.

— The unintended consequences of employer compulsion such as potentially accelerating the
closure of more generous occupational schemes or a reduction in employer contribution to
3%, the potential impact on overall compensation levels or, in the worst case, the possible loss
of jobs through redundancy or closure of financially stretched businesses.

— It will not help the many people who cannot aVord to save or many women in the UK who
do not receive the full entitlement under the existing Basic State Pension (BSP) as they find it
diYcult to fulfil the contribution requirements.

— It is wrong to pressurize people into saving without ensuring access to financial advice,
especially in cases where there is existing debt and without adequate information or advice all
that people may have to rely on to justify being in the NPSS is the unsubstantiated assurance
from theCommission. Should the resultant pensions fail tomeet expectations the government
could be open to the charge of misselling.
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(vi) We support proposals for a Citizen’s Pension, based on residence and set at the level of the BSP
plus the Pensions Credit. This was demonstrated in 2004 to be aVordable until 2010 within the
government’s then spending plans.45 This would:

— Allow the more rapid elimination of means-testing, thereby removing current disincentives
for lower earners to save (especially for those people in and around the second quintile), as
well as the current encouragement for them to retire early.46

— Provide for many women in the UKwho do not receive the full entitlement under the existing
BSP as they find it diYcult to fulfil the contribution requirements.

(vii) After 2010, aVordability will be dependent upon several factors, including:

— The future levels of aggregate GDP and GDP per capita.

— Future patterns of employment.

— The impact of immigration on the age structure of the population and the proportion who
are in work.

— Changes to the age of entitlement to the BSP.

— Future government spending priorities.

A.3. Summary of the Submission’s Relevance to the Inquiry into the Proposals Contained in the

Pensions Commission’s Second Report

Responses have been requested by the Committee on the following:

1. Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so,
how it should work.

2. The impact on saving behaviour of the reforms and of existing incentives (such as tax relief).

3. The future rote of employers in pension provision and the impact on this of proposals for reform.

4. Proposals for reform of the state pension system.

5. Whether, when and by how much the State Pension Age should be increased.

6. Measures to facilitate later working and flexible retirement.

7. The impact of reform proposals on the pension incomes of diVerent groups, including the self-
employed and those currently at particular risk of being “under-pensioned”, such as women,
disabled people, ethnic minorities and people with varied work patterns.

8. Whether proposals for reform adequately address inequalities in pension provision.

Our submission covers the following:

Section 1.0

There is no Pensions Crisis

In this section we challenge the use of the dependency ratio This has implications for all 8 areas of the
inquiry.

Section 2.0

Why the Proposed NPSS Will not Work

In this section we address some of the possible unintended consequences of implementing the Pensions
Commission proposal for an auto-enrolment National Pension Savings System (NPSS). In particular, that
lower income people could find that being in the scheme makes them little, if any, better oV in retirement,
whilemaking themworse oV during their years of employment because of having a lower disposable income.
Overall their life-time disposable income could be reduced.

This has implications for areas 1, 2, 5, 7 and 8 of the inquiry.

45 Pensions Policy Institute (PPI). Towards a Citizens’ Pension. Interim report. 6 December 2004. Towards a Citizen’s Pension—
Final Report. Published by the National Association of Pension Funds (NAPF). Analytical work was carried out for the
NAPF by the Pensions Policy Institute (PPI). September 2005.

46 IESR Discussion Paper by Martin Weale, Justin van de Ven and James Sefton, “the EVects of Means-Testing Pensions on
Savings and Retirement”. 15 December 2005.
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Section 3.0

The case for a Citizen’s Pension

In this section we argue for the establishment of a Citizen’s Pension, based on residence and set at the
level of the BSP plus the Pensions Credit. We highlight that in the short-term, from now until 2010, this is
aVordable without raising current levels of taxation.

In the longer term, aVordability will depend primarily on a number of factors but in particular the future
level of aggregate GDP and GDP per capita.

PART B

DETAILED SUBMISSION

Section 1.0

There is no pensions crisis

(i) Wherever in the world the phenomenon of population ageing is discussed the common assumption
is that nothing can alter its negative economic impact.

(ii) This pessimism about the unaVordability of an ageing population invariably relies for
substantiation on the “old age support ratio” or its inverse, the “dependency ratio”. This ratio
measures the relationship between two age sections of the population: the group of 65! year olds,
who are designated as “dependent”, and the “working age” group, usually measured as the 16 to
64 year olds, who support them.

(iii) In brief, the erroneous conclusion is that each person of working age will have to support about
double the number of elderly dependents compared to today. On the face of it, it seems
indisputable that in financial terms at least we face a substantially more challenging future.

(iv) However, this measure of dependency ignores the fact that about one third of those of working
age—some 9.5 million in the case of Great Britain—do not work. They are among the supported,
not the supporters.

(v) A more valid measure of dependency is the economic support ratio, which is the ratio between the
number of people in work and all the various dependents they have to support -including children
below the age of 16, people of working age who are not in work for a variety of reasons and people
above state pension age also not in work. The Economic Policy Committee of the European
Commission recognised this essential point back in 2001:

“The key variable is not somuch the old-age dependency ratio, but rather the balance between
economically active and inactive persons . . .Whereas the old age dependency ratio for the EU
is projected to double in coming decades, the economic dependency ratio will only increase by
one-fifth”.47

(vi) Use of the economic dependency ratio emphasises the fact that in the end pension promises,
whether funded or PAYG, have to be redeemed by the production of goods and services which are
then, by the mechanisms of taxation or the liquidation of assets, shared between producers and
non-producers.

(vii) In 2003, in round figures, Great Britain had some 28 million people working. They produced the
goods and services for their own consumption as well as for 9.5 million people aged 16–64 who
were not in work, 10.5 million children and some 10million aged 65 or over who were not in work.
This gave a ratio of approximately one worker to every 2.1 consumers (bearing in mind that each
worker is also a consumer).

(viii) We do not know what the level of employment will be in 2041, but the Government Actuary’s
projections give, in round figures, 29 million working people, 10.5 million people of working age
who will not be in work, 10 million children and 15.5 million aged 65 or over who will not be in
work. Thus 29 million will be producing the goods and services for a population of 65 million, a
ratio of one worker to every 2.2 consumers.

(ix) If by 2041 the number of people in work should rise from 29 million to 31 million through a
combination of people working later, improved child care facilities and other labour market
factors, the ratio would then be the same as it is today.

(x) There is no crisis at the present time and the possibility of a small change in the dependency ratio
hardly justifies the view that there will be a crisis in the long term. Such a change could be
accommodated by a mixture of productivity growth and an increase in the proportion of the
population who are in work.

47 EuropeanCommissionEconomic Policy Committee.Budgetary challenges posed by ageing populations.P.19. 24October 2001.
www.efrp.org/downloads/eu–publications/Budgetary–challenges. pdf.
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Section 2.0 Why the Proposed NPSS Will Not Work

2.1 Introduction

(i) This section addresses some of the shortcomings and possible unintended consequences of
implementing the Pensions Commission proposal for an auto-enrolment National Pension Savings
System (NPSS).

2.2 Lack of financial or economic case for auto-enrolment and more saving

(i) Within the Pensions Commission’s proposals is the establishment of a NPSS which involves an
additional layer of state-organised private pensions. This mixes:

— “soft compulsion” for workers—automatic enrolment at a minimum of 4% of salary with an opt
out provision

— with full compulsion for employers—who would have to contribute a minimum of 3% of salary
for worker participants.

(ii) No substantial financial or economic case appears to have been established for the introduction of
auto-enrolment. On the contrary, in its Second Report the Commission has in eVect hardened its position
by rejecting the existence of any quantifiable “savings gap” that needed filling. This is one of the more
constructive messages in the report and reflects Tomorrow’s Company’s own conclusions in this respect.48

(iii) Nevertheless, the Commission still maintains the value for “almost” everyone of saving more when
it is doubtful whether this is of benefit to either pensioner income or public expenditure:

— It is estimated that the NPSS would contribute the equivalent of only 0.7% of GDP to pensioner
income by 2050.49 This is less than the equivalent financial eVect for pensioners of a one-year rise
in the eVective age of retirement. ie 0.9% of GDP.50

— From the perspective of public expenditure, the Commission’s model projects that total state
expenditure on pensioners would be reduced by only 0.1% of GDP due to the successful
implementation of the NPSS, as payments of Pension Credit are reduced.51 However, the
modelling assumptions underpinning this estimate do not take account of the factors discussed
overleaf which would have the eVect of reducing state spending on Pensions Credit but at the
expense of personal disadvantage during peoples’ working lives.

2.3 The unintended consequences for low earners

2.3.1 The extent of means testing

(i) The eVect ofmeans-testing lower income people would be that any extra income from theNPSSwould
erode their rights to means-tested benefits. The Commission’s projection of Pension Credit savings, already
discussed, confirms the existence of this oVset. But to secure this change in the source of retirement income
(less means-tested income, more from the NPSS) they will be worse oV during their working lives because
of contributing 4% of their existing low earnings into the scheme.

(ii) While not widely commented on in the reactions to the Commission’s proposals, means-testing is
envisaged to continue to aVect about one third of pensioners by mid-century.52

(iii) This is despite the fact that in principle the Commission acceptsmany, though not all, of the common
criticisms of means-testing. For example:

— It agrees that the spread of means-testing is problematic for an eVective and adequate pensions
system through the way it distorts and adds extra confusion to people’s own arrangements and
preparations for their later years.

— It also recognises that means-testing “reduces rational incentives to save for many people.”53

(iv) Although the Commission aspires to prevent the spread of means testing, this is unlikely to be the
case:

48 The Ageing Population, Pensions and Wealth Creation. Tomorrow’s Company October 2005.
49 P 296 [references are to the Second Report unless otherwise stated]).
50 P 298.
51 P 291.
52 Frank Field’s Pensions Reform Group is one of the few to have drawn attention to the perpetuation of means-testing as one
of the underlying structural weaknesses of the NPSS: “They do not aim to eliminate future pensioners covered by its reforms
from being dependent on means-tested assistance. The Pension Commission proposals if totally successful will still leave over
30% of pensioners on means-test—ie to around the level it was before pension credit was introduced. (Developing alternative
approaches to a National Pensions Saving Scheme: A submission from the Pensions Reform Group. 31 January 2006).

53 P 64.
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— Means-testing will continue to remain widespread because of the modesty of the Commission’s
proposals with respect to the Basic State Pension (BSP) ie a continued reduction in the level of
the BSP relative to average earnings until 2010, followed thereafter by index-linking this level to
earnings; with the Guarantee Credit level continuing to be earnings linked and with the maximum
amount of Savings Credit payable frozen in real terms

— If all the changes proposed by the Commission were implemented in 2010, including assuming
future BSP accruals (not payments) are on a universal residency basis:

— The percentage of pensioner households aVected by means-testing would peak in the middle
of the next decade at which time it could aVect about 42% of pensioner households.

— Thereafter the level would reduce gradually to about 33% in 2050, only a few percentage
points below today’s level.54 The NPSS itself is assumed to trim the percentage aVected by 3%
from 36%.55

— For the people aVected the combined tax and benefit withdrawal rates can range up to 100%,
with 50% withdrawal closer to the average.56

(v) The limited impact of the Commission’s proposals on reducing mean-testing is emphasised when the
Commission estimates the eVect of implementing its proposals five years later in 2015. Under that scenario
means-testing could still be expected to remain above current levels over the whole period from 2015 until
at least 2050.57

2.3.2 Almost all people

(i) Although it is envisaged that the charges would be lower under the NPSS than under most existing
private pensions schemes this may be of little help to the many low earning people who are still going to find
their private pension income eVectively taxed at up to 100% as a result of means-testing.

(ii) Building up a bigger pension pot through lower charges sounds attractive but is irrelevant if you are
simply going to lose out on the Pensions Credit later. The Commission’s Report illustrates the low net rate
of return to some pension saving caused by means-testing.58 This illustration assumes 15% contributions
from age 25; but lower total contributions of 8% starting at a later age might turn this into a much lower
or even negative net pension.

(iii) The Commission’s Report responds to this by stating that:

“No simple across the boardmessage can therefore be given to people inmid-career. Instead, the challenge
is to communicate more clearly, through combined statements of pensions rights, the value of pensions
already accrued, and the possible pension at retirement which can be obtained on the basis of full
contributions from now on.

For almost all employees, however, it will be possible to provide assurance that saving via the NPSS on
top of the state PAYGprovisionwould be beneficial: they will keep the benefit of the savings that theymake.
This is because:

— The spread and severity of means-testing will tend to fall in future not increase.

— The existence of a compulsory matching employer contribution oVsets the eVect of the remaining
small element of means-testing, ensuring, along with tax relief, that almost all people will be able
to enjoy the full benefit of their own individual contributions.”59

(iv) However, no illustrative scenarios for such people have been prepared and in response to our request
for clarification on this matter the Commission confirmed that it has not run any such calculations.

(v) We were referred to illustrations provided in Chapter 6 of the First Report, which looked at the
eVective returns on private pension savings for diVerent stylised individuals. However, these do not address
the points raised:

— None of the assumptions used in those illustrations was close to the NPSS proposal.

— They all assumed a single starting age for pension contributions of 35.

— The illustrations provided do however show how much the impact of means-testing will eat into
savings returns for lower income people.60

(vi) Without the relevant scenarios being run all that people have to rely on to justify staying in the NPSS
is the unsubstantiated assurance from the Commission on page 350 of the Second Report, and with no
guidance as to whether or not an individual is part of the “almost all”.

54 see figure 2, P.11 and reproduced in Appendix 1.
55 P 291.
56 Because of the complex interactions of means-testing, the impact of tax credits, of SERPS/S2P and of the Commission’s
proposals for the BSP and the NPSS, it is diYcult to calculate the precise withdrawal rates for diVerent groups of people.

57 Figure 6.27, P.273 and reproduced in Appendix 2.
58 Figure 7.10, P.315 and reproduced in Appendix 3.
59 P 350.
60 First Report of the Independent Pensions Commission. Figures 6.22 and 6.23, P 235).
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2.3.3 Reduction in spending power

(i) The element of compulsion—which will be both practical (through the inertia factor relied upon by
the very concept of auto-enrolment) and reinforced by social pressures—means that many lower income
people could well be worse oV during their entire adult lifecycle than they are at present.

— They could have similar, or even the same, combined pension income in retirement as today, only
less of their income will come from public funds, more from the NPSS.

— But the forced savings will have reduced their disposable income during their working lives, The
Commission reported that almost two-thirds of people who do not contribute to private pensions
today give the reason that they cannot aVord to.61 The change to the NPSS as a source of income
will be at the expense of living standards and consumption levels in the period when they are in
work and paying into the NPSS out of wage or salary.

(ii) The assumedNPSS employee participation rate of 65% for employees between the PrimaryThreshold
(about £5,000 pa) and the Lower Earnings Threshold (about £12,000 pa) could result in a lot of people losing
out both through lowered spending power during their working lives, as well as the loss of at least some
mean-tested benefits in retirement.

(iii) Steve Bee gives an illustration of how theNPSS could fail low earners already into their working lives:

“(This is) what the NPSS might mean to a 57 year-old woman with no other private pension savings and
an incomplete record of National Insurance Contributions. If this lady were working in a department store
and had an annual income of £12,000 a year for a 35-hour week (not unusual by any means) then her
earnings above the lower threshold that would count for NPSS contributions would be around the
£7,000 mark.

The NPSS would require a 4% contribution from my hypothetical lady, 3% from her employer and 1%
from the taxman; a total of 8% in all. 8% of £7,000 is £560. £560 a year for 8 years up to age 65 would give
a pension fund of £4,480 plus (hopefully) some returns on the investment. But if that’s all the pension saving
that she has to her name by the time she reaches age 65 then it would fall far below the limit that the tax
people count as being ‘trivial’ and she would probably be advised to surrender it and get a cash lump sum
if she could get anyone to advise her. The £5,000 or so pension pot would provide a pension at age 65 of
about £3.87 a week before tax: hardly a fortune. And anyway, she will almost certainly lose it all to the
means-test if there isn’t a radical overhaul of the way the state pension system works by then.” (Our
emphasis)

Bee concludes:

“That’s the problem with pension suitability, we’re not all aged 18 and we haven’t all got a whole working
lifetime of saving ahead of us. The NPSS “one size fits all” approach really only makes sense in academic
reports; in real life things aren’t that straightforward and it’s not ‘safe’ to assume that what’s good for some
of us is therefore good for all of us.”62

2.4 Other consequences

2.4.1 Employee auto-enrolment and employer compulsion

There are other possible perverse eVects of both employee auto-enrolment and employer compulsion,
some of which have also been highlighted by others:

(i) Retirees receiving Housing Benefit could find themselves even worse oV as NPSS income and the
Pension Credit are likely to be treated diVerently in calculating the level of entitlement.

(ii) The setting up of the NPSS could accelerate the winding down of existing, more generous
occupational schemes where employers may be paying about 15% of salary into defined benefit schemes and
6 to 7% into money purchase schemes. Some of these may level down to the NPSS default employer
contribution of 3%. Far from boosting private pension provision the unintended consequence could be to
reduce it even faster than under current trends.

(iii) As the NAPF warns, one possible consequence of the proposal for auto-enrolment in existing
occupational pension schemes (which is another Commission suggestion) is that:

“many employers may cease oVering an occupational scheme and opt for a lower quality NPSS instead.
There is a very real danger that, in proposing new savings options to a wider constituency, the Commission’s
proposals would throw the baby out with the bathwater.”63

The Pensions Commission notes this possibility, but while hoping it will not happen, fails to model it:

61 Appendices. P 117.
62 SteveBee. “The problem is we’re not all eighteen”.Beeline, 14February 2006.www.scottishlife.co.uk/scotlife/web/site/BeeHive/
BeeLines/BHBLFeb06Page7.asp.

63 Commission proposals threaten retirement plans of million. NAPF statement. 30 November 2005. www.napf.co.uk/news/
PR2005/PensionsCommissionResponse.pdf.
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“there is also a risk that the NPSS adversely aVects existing provision. This is clearly undesirable and we
believe the eVect can be minimised so we have not modelled it.”64

(iv) Compulsory employer contributions could see future salary increases for these (and other workers)
reduced in compensation.65

(v) It might also be the final straw for some financially stretched businesses leading to redundancies or
even their closure with the loss of all jobs.

2.4.2 Lack of information and financial advice

(i) It is wrong to pressurize people into saving without their having access to advice.

(ii) Financial advisers giving sound advice to individuals should recommend that they reduce their
expensive short-term debt before they give thought to beginning a long-term savings plan.

(iii) Should the resultant pension fail tomeet expectations theGovernment could be open to the charge of
misselling. A future Ombudsmanmight find that government information about the NPSS was “sometimes
inaccurate, often incomplete, largely inconsistent and therefore potentially misleading”.66

2.4.3 The NPSS does not deal with the problem of women’s pensions

(i) Under the existing BSP arrangements, many women in the UK do not receive the full entitlement as
they find it diYcult to fulfil the contribution requirements:

— Women currently need to have worked and thus made National Insurance contributions (NICS)
for 39 qualifying years. They can help to protect their BSP during periods spent bringing up
children or caring for relatives by claiming Home Responsibilities Protection (HRP) which acts to
credit some missing years and therefore prevent gaps in NICs for women claiming Child Benefit
or Income Support. However, this has only existed since 1978; so many women currently
approaching retirement were unable to take advantage of it and will find themselves only entitled
to reduced pensions, with those who have contributed for 10 years or less getting nothing.

— Indeed, only 16% of newly retired women are entitled to a full BSP, compared to 78% of men.

(ii) This means that in addition to the unfairness of the Pension Credit system, which taxes the pension
savings of some by 40%, many women will also face an even more unfair penalty when they will have to
“repair” their inadequate BSP entitlement and suVer an eVective tax of 100% on their pension savings.

(iii) So, for people in general who are in the frame for means-tested support in retirement through the
Pension Credit system things are bad enough, but for women in that position things are generally much
worse. The issue is that the Pension Credit system assumes everyone applying for it is already entitled to a
full BSP, which many are not. Therefore, for millions of people in the current UK workforce pensions are
simply not suitable investments when compared to other things people can do with their money and that is
even more true for women than it is for men.

(iv) Obviously this state of aVairs needs attention. The Government has announced its intention to
develop a new contributory principle that would give women a fairer entitlement to the BSP more quickly,
ensuring that social contributions are valued equally with cash contributions. This would be of particular
help to the key group of women aged 45 or over who tend to have poor contribution records and do not
now have time to put this right.

(v) However, the problem of women’s pensions would be most simply solved by the introduction of a
Citizen’s Pension.

2.4.4 The NPSS does not deal with the self-employed

(i) As the Pensions Commission points out, there are major problems in applying the principles of auto-
enrolment to the self-employed: these derive from the way in which the self-employed account for and pay
taxes (with a greater role for end of year settlement). The Commission argued, nevertheless, that the self-
employed should be able to gain the benefit of low cost saving via the NPSS, and should therefore be free
to make voluntary contributions up to the same limits which would apply to employees. The self-employed
would, of course, not be disadvantaged in entitlement to a Citizen’s Pension.

64 Appendix F. P 260.
65 P 371.
66 Trusting in the Pensions Promise Parliamentary and Health Service Ombudsman. TSO. 2006.
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2.4.5 The NPSS does not deal with those who are not in work

(i) The proposedNPSS does not oVer anything for the 9.5million people aged 16 to 64who for one reason
or another are not in work.

2.4.6 Freedom of spending choice

(i) It is also an intrusion into peoples’ lives to take away or reduce people’s freedom to apply their savings
to such purposes as buying a house or putting money by for family weddings, education expenses etc.

Section 3.0 The Case for a Citizen’s Pension

3.1 Introduction

(i) The fundamental starting point for the perverse eVects of the NPSS on the low paid is the
Commission’s underestimation of the immediate problem of inadequate retirement income for the lowest
paid 40% of the population.

(ii) The Second Report of the Pensions Commission declared that there is:

“. . .no general and immediate crisis.”67

This disguises the current inadequacy of retirement income formany of below average income andwealth.
The Commission supported its “no crisis” claim with the statement that:

“On average, current pensioners are as well provided relative to average earnings as any previous
generation, and many will continue to be well provided over the next 15 years.”68

(iii) This is an example of the familiar “tyranny of averages”. Valid projections in the Second Report
about the future generosity of existing occupational pension schemes do not providemuch comfort for those
who do not enjoy this provision. In particular, the 40% of the pensioner population with the lowest
retirement incomes are more aVected in the immediate future by the relatively low level of state pension
payments, even when supplemented by Pensions Credit. The average gross annual income of the poorest
20% of retired households, 2003–04 was £7,255. This was made up of £5,874 in cash benefits and £1,380
other income, chiefly occupational pensions and investment income. The average household in this group
paid £2,414 in taxes, direct and indirect, leaving a post tax disposable income of £4,840 per household.69

Today one in five pensioners are still assessed as being in poverty on the oYcial UK/EU definition of living
on below 60% of median earnings.70

(iv) Our response to the Commission’s proposal with regard to the NPSS therefore rests on rejecting the
modesty of their suggestions with regard to the future of state pension provision.

(v) Establishing a universal Citizen’s Pension at a minimum of today’s Pension Guarantee level would:

— Allow the more rapid elimination of means-testing, thereby removing current disincentives for
lower earners to save (especially for those people in and around the second quintile), as well as the
current encouragement for them to retire early.71

— Provide for many women in the UKwho do not receive the full entitlement under the existing BSP
as they find it diYcult to fulfil the contribution requirements.

— Provide for the self-employed.

— Provide for the 9.5 million people of working age who for one reason or another are not in work.

67 P 31.
68 P 31.
69 Table 18a. Average incomes, taxes and benefits by quintile groups of retired households, 2003–04. OYce for National

Statistics.
70 Some OECD countries also use absolute poverty measures (eg the oYcial US poverty line). Others have adopted a relative
definition, such as 60% of average income, the standard used by Eurostat and some EU member states.

71 NIESR Discussion Paper by Martin Weale, Justin van de Ven and James Sefton. “The EVects of Means-Testing Pensions on
Savings and Retirement” 15 December 2005.
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3.2 The aVordability of the Citizen’s Pension

3.2.1 Introduction

(i) This section argues that the Second Report of the Pensions Commission, due to its use of an
inappropriate measure—the old age support ratio—paints an unnecessarily pessimistic picture of the
aVordability of an ageing population.

(ii) In 2005 the National Association of Pensions Funds (NAPF), drawing on research by the Pensions
Policy Institute (PPI) argued convincingly that aCitizen’s Pension, based on a residency qualification, linked
to earnings and set initially at the level of the basic state pension plus pension credit, could be aVorded more
or less immediately within the then current government spending plans and could be phased in by 2010.72
The PPI findings are summarised in Appendix 4.

(iii) One thing that can reasonably be projected beyond that date is the increase in the numbers of people
who will be over the age of 64.

(iv) However, forecasting what may or may not be aVordable becomes increasingly uncertain the longer
ahead one is looking. Forecasting what might or might not be aVordable in 30 or 40 years time is pure
speculation.

(v) What is clear is that beyond 2010 the nation’s ability to aVord a universal Citizen’s Pension will
depend primarily on the future level ofGDP per capitaThis will determine the quantity of goods and services
to be shared between people in work and those who are dependent.

(vi) A secondary issue is the politically sensitive question of how the available goods and services are to
be shared out and in particular the implications for the level of taxation.

3.2.2 How we might aVord a Citizen’s Pension

3.2.2.1 Productivity growth

(i) Future productivity growth will depend on the level and appropriateness of private and public sector
investment.

(ii) There has been much emphasis in the debate on the need to encourage an increase in the level of
personal pensions savings. Yet the only savings that will make a real diVerence to solving the
macroeconomic problems of an ageing population are those that are directed into productive investment
and which will therefore increase the size of the national cake.

(iii) The risk of an investment gap is of more concern than that of a savings gap. One concern is the
possibility thatmoney that otherwisemight be used by companies to invest in future growth is being diverted
into purchasing bonds and gilts as a means of meeting the requirements of the accounting standard IAS19.
The rule requires that pension fund deficits be measured by reference to the yield on high quality corporate
bonds, but in many cases is leading also to the purchase of gilts. The resultant boom in the price of such
stock means that yields have sunk and the IAS19 deficit calculations have risen sharply as a result. This is
creating a vicious circle. The result is a re-allocation of resources to the potential detriment of long term
growth prospects.73

(iv) Our future ability to create enough wealth to “go round” will depend on a number of factors, among
which the following are the most important:

— To have a strong corporate sector of companies of all sizes that are globally competitive.

— To continue to be an attractive choice for foreign direct investment for world-class companies with
world-class research facilities in such fields as bio-technology, nanotechnology, new sources of
energy and other “horizon” industries.

— A quality of education at every level from pre-school to the universities which matches the highest
international standards and greater emphasis on skills training.

— Hi-tech business start-ups and more of these developing into major companies.

— A much-improved national transport infrastructure and the adoption of modern
telecommunications technologies.

— More and better long-term investment projects.

72 Pensions Policy Institute (PPI). Towards a Citizens’ Pension. Interim report 6 December 2004. Towards a Citizen’s Pension—
Final Report Published by the National Association of Pension Funds (NAPF). Analytical work was carried out for the
NAPF by the Pensions Policy Institute (PPI). September 2005.

73 Professor Andrew Clare. The law of unintended consequences Professional Pensions 16 March 2006.
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3.2.2.2 Increasing the level of employment

(i) We believe there are three ways to increase the percentage of the population working:

— Continued incentives to encourage people to remain in work beyond SPA and measures to
encourage employers to take on or retain older workers.

— Increasing the percentage of the population between 16 and 64 who are in work. (Reducing the
high numbers of people “stuck” on incapacity benefit is one approach, improving child care
facilities is another.)

— Having immigration policies that encourage young, skilled immigrants.

3.2.2.3 Future spending priorities

(i) Given that we can produce enough wealth to go round and given that a sizeable proportion of the
population will not have been able to save enough to fund their retirement, the greater part of retirement
income will need to be financed from taxation on a PAYG basis.

(ii) In the field of social protection government spending is allocated between benefits for children, and
benefits for adults of working age as well as for those drawing the state pension. There is scope for reviewing
the whole area of benefit provision to ensure that benefits are directed in such a way as to combine economic
objectives with social justice:

— Both raising the state pension age and reducing the numbers of people on incapacity benefit will
reduce social protection spending.

— There is scope for reducing pension tax relief for those on high incomes. High rate tax payers
currently account for 55% of all such relief.

— The level of benefit fraud—currently some £2.5 billion a year—also gives scope for saving.

(iii) In the broader context of government expenditure there is of course considerable scope for savings
which would release funds that could be re-allocated to pensions. A European Central Bank paper in 2003
argued that if Britain’s public spending were as eYcient as that of the US or Japan the British Government
could spend 16% less than it currently does, while still producing the same level of services. The resultant
savings would be in the region of £80 billion.74

(iv) The main thing to emphasise, however, is that meeting the cost of substantial growth in the numbers
of pensioners can be met out of wealth creation and does not necessarily involve an increase in the level of
taxation.

74 Public Sector EYciency: an International; Comparison Antonio Afonso and Ludger Schuknecht. European Central Bank.
July 2003.
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APPENDIX 1
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APPENDIX 2

Figure 6.27 Proportion of pensioner benefit units on PensionCredit under two-tier if reform starts in 2015.

100%

80%

60%

40%

20%

0%

2005       2010        2015        2020       2025        2030       2035        2040       2045        2050

Savings Credit only

Guarantee Credit only
Savings Credit and Guarantee Credit only

Guarantee Credit only

Savings Credit and Guarantee Credit

Savings Credit only

Source: Pensions Commission analysis 

APPENDIX 3

4%

3%

2%

1%

0%

R
ea

l r
at

e 
of

 re
tu

rn

Own
contributions

Tax relief Employers
contribution

Minus 1%
AMC

Minus taxes
and means-

tested benefits

Net pension

Source: Pension Commission analysis

Notes: Assumes individual saves 15% of salary from age 25. Real rate of return is 3.5% and the Annual Management Charge is 1% during
the accumulation phase for all savings products. for more details on the modelling see Appendix F.

APPENDIX 4

A study by the Pensions Policy Institute (PPI) concludes that the UK could aVord an immediate transition
to a Citizen’s Pension of £105 a week for each individual

This conclusion is based on the following analysis:

— The oVset of accrued rights against the Citizen’s Pension significantly reduces the cost of transition
to a Citizen’s Pension by around £5 billion.

— After allowing for savings from Housing Benefit, Council Tax Benefit and increased income tax
receipts, the current best estimate of the net annual cost of introducing a Citizen’s Pension at £105
a week in April 2006, allowing for the oVset against accrued state pension rights, is calculated to
be £7 billion.
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— in 2006–07 it is projected that £12 billion will be spent on contracted-out rebates so that there is
£5 billion more than enough to pay for year 1 transition to a Citizen’s Pension.

The study also argues that a Citizen’s Pension would be easier and cheaper to administer than the current
system of NI contributions and means-tested benefits.

However, given the paucity of data to quantify the administration cost savings possible with a Citizen’s
Pension, none have been taken into account in the PPI’s cost estimates. The PPI study concludes that not
only is a Citizen’s Pension aVordable now, the future long-term cost could be within the future cost of the
current system. The PPI estimate of the long-term cost of a Citizen’s Pension at £105 a week is that at the
peak in 2041 the additional spend is up to 2 percentage points of GDP. This could be aVorded by one of the
following, or a combination of partial implementation of each:

1. Switch some state spending from other areas to pensions.

2. Raise taxes (or National Insurance contributions).

3. Raise the state pension age.

4. Restructure tax relief for private pension saving. (A change to the system of individual tax relief may
be desirable to rebalance the current bias towards higher rate tax payers).

Pensions Policy Institute (PPI), Towards a Citizens Pension. Interim report 6 December 2004.

Tomorrows Company

March 2006

Memorandum submitted by Carers UK

Introduction—Information about Carers

1.1 There are 6 million carers in the UK. Every year over 2.3 million people begin a caring role, and a
similar number finish caring.75 Four million carers are of working age, three million of whom combine care
and work.76 Three out of five people will be carers at some point in their lives. Half of these carers will still
be caring five years later.

1.2 We know that carers often miss out on benefits,77 including pension credit, because the system is
complex and people are often not aware of what they are entitled to. Across the UK carers are missing out
on an estimated £746 million in unclaimed benefits. Any change would have to increase simplicity in the
pension system if it is to achieve success. Increasing simplicity was also an aim of the Turner Commission
in presenting their proposals—we welcome this, and hope Turner’s proposals will help government achieve
the further simplicity that will enable carers to claim everything they are entitled to.

1.3 Carers UK welcomes much of the Pension Commission report, and also other moves currently
underway byGovernment, such as theNewDeal for Carers in the Health and Social CareWhite Paper, and
the Work and Families Bill currently making its way through Parliament which will give carers the right
to request flexible working. This is a complex agenda and joined up thinking is needed if solutions are to
be found.

1.4 A range of steps are needed if we are to continue to move forward:

— Ensuring that caring is seen as an important part of the demographic debate aroundwork, benefits
and pensions.

— Removing benefit traps to help make work pay for carers.

— Improving alternative care support so that it is more flexible and aVordable, tailored for those
carers who wish to continue working or return to work.

— Development of care services that enable carers to work.

— Further recognition of the contribution that carers make. It is not enough to simply improve the
existing system to allow carers to actually claim their entitlements—the work that carers do and
the real contribution they make must also be recognised.

75 George M (2001) It Could Be You A report on the chances of becoming a carer, Carers UK.
76 National Statistic OYce, Census, 2001.
77 “Caring and pensioner poverty”, Carers UK, London, 2005.



3367124023 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 187

The Challenge

2.1 In the Women and Pensions Report 2005, the Government acknowledges that “too often” carers are
excluded from entitlement to a basic state pension. According to their figures 3.6 million carers are currently
of working age. 390,000 of these will not have any rights to a basic state pension. 120,000 of these are caring
for over 20 hours a week.

2.2 The number of carers is set to grow from 6 million to 9 million in the next 30 years.78

2.3 The vast majority of carers (80%) are of working age,79 meaning that gaps in employment records,
decreasing earnings due to care and health problems caused by caring.80 which then becomes a barrier to
work, all aVect pension provision.

2.4 Many carers give up work to care, and many more will reduce hours—with part time working having
a long term impact on earning ability.81 It is not enough to ask carers to save to avoid poverty in retirement.

2.5 There is a gendered aspect to care and pensioner poverty. Women in their 40’s are the age/sex group
cited to be least likely to be contributing to a private pension.

2.6 Given that the peak age of caring is between 45 and 64,82 when one in four people provide care, it is
clear that caring responsibilities and inadequate pension provision a part of a lifecycle that connects to
childcare and other barriers to pension provision that women face.

Whether the Proposal for a National Pension Savings Scheme is the Right Way Forward and, if

so, How it Should Work

3.1 The Pensions Commission proposes a savings scheme that would operate in every workplace,
allowing all employees to make use of the cost savings currently only provided by large scale providers.

3.2 The Commission argues that the NPSS will give low paid working carers the opportunity to ensure
that they have a reliable level of pension provision.

3.3 Carers UKwelcomes the opportunity to ensure that carers, who are likely to be low paid or part time,
will have consistent access to a reliable pensions scheme if they are able to work.

3.4 It is vital that the employer contribution is set at a decent rate and the scheme is administered in such
a way that a new system of HRP and S2P can be fully integrated.

Proposals for Reform of the State Pension System

4.1 Basic State Pension (BSP): The Pensions Commission argues that it is right to increase the value of
the basis state pension for carers by putting future accruals of BSP on to a universal basis and indexing the
BSP over the long term, halting the decline in value relative to earnings.

4.2 As carers are likely to be poorer in retirement a system that provides a reliable safety net is important.

4.3 Home Responsibilities Protection (HRP): Carers UK is pleased that the report recognises the
importance of a more flexible system where carers can built up entitlement on a weekly basis.

4.4 Currently HRP reduces the number of years carers have to build up entitlement to state pension.

4.5 This does notwork for carers, whomay bemoving in and out of work and for whom services or family
arrangements may mean they briefly lose their caring responsibilities and will therefore lose entitlement
to HRP.

4.6 A change will also help carers who lose a few weeks Carer’s Allowance in the year due to exceeding
the earnings limit for the benefit or because the person they care for has exceeded the number of days away
from home (known as the 28 day linking rule).

4.7 Second State Pension (S2P): The Pension Commission’s report suggests that S2P provisions should
be built up on a weekly basis.

4.8 This is a major step forward for carers, as S2P should be a major resource to build up carers pension
provision but a lack of flexibility means that it is not always eVective.

4.9 It is vital that a new system of credits for S2P and a more flexible HRP are designed alongside any
other methods for building up pension provision, such as the NPSS, so they work together to deliver for
working carers. For example, if a carer leaves work or reduces their hours their pension entitlement must
immediately be protected by the state system, wherever possible automatically without the carer having to
fill in forms or to be aware of their entitlements in order to claim them.

78 It Could be You . . ? The Chances of Becoming a carer, Carers UK, London, 2001.
79 National Statistic OYce, Census, 2001.
80 Census 2001 found that over 225,000 people who provided more than 50 hours of unpaid care a week said they were in “not
good health” themselves. More than half the people providing this much care were over 55.

81 http://www.eoc.org.uk/PDF/flexible–working–interim—report.pdf
82 Census 2001, op cit
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4.10 Equally, if S2P and other carer protections are to be calculated on the basis of week long
entitlements, then another savings mechanism such as the NPSS should be calculated on that basis as well.

4.11 Universal BSP: The Commission proposes to use the residence principle for pensioners over 75 to
allow them to claim a full state pension regardless of contributions. Carers UK does not have a view on
whether the correct mechanism for avoiding carer poverty is to have a residency based state pension.

4.12 What is an issue for carers is the need for recognition of the contribution they have made. Any
universal flat rate provision must have on top of it a carer provision that allows for carers and the
contribution they have made to be recognised.

4.13 This is especially important as the overlapping benefit rule means that carers lose their Carers
Allowance when they retire, leading to carers feeling undervalued.

4.14 It must also be recognised that the proposals leave a significant group of people currently under 75
but disadvantaged by the current system without any immediate hope of moving oV means tested benefits
in retirement.

Whether, When and by How Much the State Pension Age Should be Increased

5.1 Carers UK does not have a view on whether the state pension age should be increased, but believes
it to be vital to recognise that caring has an impact on health, and that carers may therefore be amongst
those who are less likely to enjoy a healthy retirement, especially if retirement comes later in life than it does
currently. Analysis of the 2001 Census indicates that those caring for 50 or more hours per week are twice
as likely to report poor health as non-carers.

5.2 These health problems could impact on the ability of some carers to continue in employment and to
move back into employment once their caring responsibilities have ended.

5.3 It is diYcult to know how many carers are not working because of health problems caused by caring,
as many are likely to be on Incapacity Benefit rather than Carers Allowance.

Measures to Facilitate Later Working and Flexible Retirement

6.1 The Work and Families Bill, currently making its way through Parliament, will give carers the right
to request flexible working, a major step in the direction of enabling carers to combine care and work and
therefore build pension provision. This is a positive step, but it is only one side of the coin.

6.2 Evidence from theAction forCarers andEmployment Project, led byCarersUK,83 demonstrates that
even when personal barriers to employment that carers may face—lack of skills after time out of
employment to care, lack of confidence ı are overcome, if services are not good enough, the carer will not
be able to work. If the bus taking your disabled child to the day centre is late, or the person visiting you to
help you get your father up is unreliable, you will have no choice, your caring responsibility will come first
and you will not be able to work. ACE is now working to develop new ways of delivering services to enable
carers to work.

6.3 ACE partners in the developing and testing of services are Contact a Family, Crossroads Caring for
Carers, Hertfordshire County Council, Nestor Healthcare, Surrey County Council and West Sussex
County Council.

The Impact of Reform Proposals on the Pension Incomes of Different Groups, Including the Self-
employed and Those Currently at Particular Risk of being “Under-Pensioned”, such as Women,
Disabled People, Ethnic Minorities and People with Varied Work Patterns

7.1 Multiple jobs below Lower Earnings Limit (LEL): The problem for people with multiple jobs under
the lower earnings limit, which when combined would bring them above the lower earnings limit, but which
separately leave themwithout pension provision, is one that the Pension Commission report recognises, but
does not oVer a cost eVective solution.

7.2 Carers UKbelieves it to be vitally important as a matter of equity for both women and all carers, who
are more likely to work part time, that this problem is resolved and people working in more than one job
are able to aggregate their pay to gain pension provision.

7.3 We suggest the possibility of a systemwhere the employer informs government where they are paying
someone below LEL, enabling government to connect cases of multiple employment and give people the
pension provision they are entitled to.

7.4 Disincentives in benefit rules: Repeatedly evidence demonstrates that employment is the best route
to ending poverty and improving pension provision, and Carers UK surveys demonstrate that the majority
of working age carers would work if it were possible for them to do so.

83 www.acecarers.org.uk
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7.5 A major barrier to work is benefit rules which act as a disincentive to work and training. If carers
earn over £82 per week after deductions, they lose 100% of themain carer’s benefit, Carer’s Allowance. Two
solutions are possible, either by introducing a taper, or by a tax credit that can be claimed at 16 hours per
week rather than the 30 currently demanded.

7.6 The 21 hour study rule, which means that carers lose their benefits if they are studying for more than
21 hours a week, also makes it diYcult for carers to reskill without losing carers allowance, and therefore
a significant chunk of their income and with it their automatic pension protection.

Whether Proposals for Reform Adequately Address Inequalities in Pension Provision

8.1 The most significant strength of the Pension Commission proposals is the focus on making the
pensions system flexible and moving towards a greater simplicity which aims to make it possible for carers
to access the entitlements they already have.

8.2 Carers UK welcomes this, but believes that we need to go further to achieve equality for carers in
retirement.

8.3 There are major barriers to carers building up pension provision that must be addressed if carers are
to avoid relative poverty in retirement.

8.4 Incomes in retirement from state and private pensions are lower for those caring for someone in their
own household, a group who are likely to be providing higher amounts of care.

8.5 Retired women carers are particularly likely to be in the lowest pensioner income band. Those who
have provided a substantial amount of care earlier in their lives also face lower incomes in retirement than
those not involved in caring. This study was based on longitudinal data taken from the British Household
Panel Survey.

8.6 In one study by Carers UK, around 8 out of 10 carers providing substantial care said that their
finances have been aVected by caring. The main reason given by carers was the additional costs of disability
(64%) followed by having to give upwork to care (58%). After five years of providing substantial care, carers
were significantly more likely to be in receipt of Income Support.84

8.7 The impact of providing substantial care, therefore, is to reduce a carer’s ability to work, their
disposable income and their capital. These all aVect an individual’s ability to contribute to a pension,
whether state or private.

8.8 A study byCarersUK found that the proportions of carers giving upwork to care rose with age where
eight out of ten carers providing substantial care and aged 56 to 60 had given up work to care—a crucial
time in terms of pensions provision, particularly if the carer is part of a final salary scheme or takes their
occupational pension early.85

8.9 A study in 1996 asked carers providing substantial care to estimate how much income they had lost
as a result of caring and this averaged £9,500 per year. This did not take into account the long term impact
on pension income.86

Carers UK

March 2006

Memorandum submitted by Croydon Retired People’s Campaign

We are a representative group of Croydon retired people, and would like you to take our submissions
into account:

— An end to poverty among pensioners.

— A contributary Second State Pension.

— Eliminate the need for means testing by utilising the surplus in the NI Fund.

— No change to existing pension rights.

— Full pension rights after two years residence in the UK.

1. TheBasic State Pension should be set at a figure above the oYcial poverty line (60%ofmedian income),
eliminating the need for substantial means-tested benefits, linked to the averagemale earnings and providing
a more acceptable measure of security and comfort in retirement.

84 Caring on the Breadline: the financial implications of caring, (2000) Carers National Association (now Carers UK).
85 Caring on the Breadline, op cit
86 The True Cost of Caring, a survey of carers’ lost income, (1996) Caring Costs, published by Carers National Association (now
Carers UK).
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2. We support the introduction of a Second State Pension to be paid for during the working years by both
the taxpayer and the employer. This to be run by an independent agency on which the TUC and the
employer’s organisations would be represented. The Australian scheme is a very good example of this and
seems to work well.

3. The money for improved pensions exists, we maintain, in the State funds. There is already a surplus
of £34.6 billion (as of March 2006) in the National Insurance Fund Investment Account. This is expected
to grow to £60 billion by 2010. Much of this is as a result of the failure of many people to claim benefits.
There has regularly been a surplus over of income over expenditure in the NI Fund. We note that the
reintroduction of the Treasury Supplement to the Fund, even at its pre-1981 level, would bring in an extra
£11.3 billion a year—more than enough to meet the cost of £109 a week into the Basic State Pension which
would bring it above the oYcial poverty level, and this without taking account of the resultant savings in
the means tested Pension Credit.

4. Although the members of our organisation are already retired, we do not support the proposal to raise
the age of retirement to above 65, nor do we think it necessary when taking the above figures into account.
There are many measures Government could take, including a small raise in NI contributions, to cater for
any future increase in the numbers of pensioners.

5. All those living in Britain for two years or more should recieve full pension rights. It is high time and
morally right that the State Pension should be paidon the basis of need and without regard to other issues.

6. As pensioners, we hope the committee will agree that those who reach retirement age deserve only the
best—not the cheapest.

Peter Gibson Chair

Croydon Retired People’s Campaign

March 2006

Supplementary memorandum submitted by Croydon Retired People’s Campaign
following the publication of the Pensions White Paper

TheCroydonRetired People’s Campaign view theWhite Paper on the future of pensions as failing today’s
11 million retired people.

It does nothing to improve the circumstances of the two million pensioners living below the oYcial
poverty level. Nor will any of the proposals help them in the next 10 years. Indeed, as a result of the last
Budget, most pensioner households will be £265 worse oV this year. This can only increase the numbers
living in poverty.

We note there has been no response in the White Paper to the suggestion from “Help The Aged” that the
£3.87 billion unclaimed benefits this year should be used to increase the basic state pension by £8.80 per
week, rather than the £2.20 proposed. This one step on its own would help towards reducing pensioner
poverty; the proposal was a useful one, but ignored.

We are concerned that the responsibility for the £36 billion surplus in the National Insurance Pension
Fund has been transferred from theMinistry of Pensions to the Treasury. The House of Commons has been
assured that the money is “ring-fenced”, yet there is nomention in theWhite Paper about how these billions
of pensioner’s money is to be used to reduce poverty for today’s or tomorrow’s pensioners.

We therefore view the White Paper, and the Turner Report, to use the Government’s own phrase, not
“fit for purpose”.

We view the Means Tests system of paying money on top of the basic pension as ineYcient and costly,
and of failing to reduce pensioner poverty.

Only by raising the basic state pension to above the oYcial poverty level can a real assault on pensioner
poverty be mounted.

Bernard Rickman, Secretary

Croydon Retired People’s Campaign

31 May 2006

Memorandum submitted by The Standard Life Assurance Company

Summary

— Standard Life is broadly supportive of the Pensions Commission’s aim to reduce the prevalence of
means-testing but we are concerned that the solutions proposed may have unintended side eVects.
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— The annual amount saved for retirement in private pensions could fall by as much as £14 billion
a year as a result of these proposals. Specifically, there are risks attached to the removal of
contracting-out and the introduction of a national pensions savings scheme (NPSS) that the
Pensions Commission fails to acknowledge.

— The Pensions Commission assumes that charges under a NPSS should be around 0.3%, as this is
the expected long-term level of charge for the Swedish funded defined contribution (FDC) scheme.
This assumption is flawed. Some functions of the Swedish FDC scheme are heavily subsidised by
the Swedish taxpayer and, therefore, are not covered by the 0.3% charge.

— Using the Pensions Commission’s own figures, a flat single annual management charge of 0.3%
requires whoever runs the NPSS to accumulate losses for the first 30 years, with debts peaking at
over £3.5 billion. If the Government run the NPSS then MPs need to be aware of this long-term
funding commitment. If the private sector puts up this capital, then it may need tomake significant
additional interest charges to reflect the risks inherent in this project and, in particular, the long
payback period.

Introduction

1. Standard Life is the market leading provider of group money purchase pension schemes in the UK.
The content of our response reflects the role we play in enabling and encouraging employers and employees
to save voluntarily for retirement. Therefore, the main focus of our comments is the private pension system
although we also comment on areas where the state pension and private pensions interact.

2. We believe that other well-informed commentators, particularly academics, will best be able to oVer
views on the proposals for state pension reform, facilitating later working and equality issues.

3. Standard Life has mixed views about the Pensions Commission’s Second Report.

4. We are in broad agreement that reform of state pensions is necessary to mitigate the disincentive to
save created by elements of the current state settlement, in particular the Pension Credit.

5. We also agree that people should be encouraged to work longer and retire later.

6. On the other hand, we are concerned that, despite the proposals for a National Pension Savings
Scheme (NPSS), the net eVect of the Commission’s recommendations is that UK workers will be saving
substantially less for their retirement than they do today.

7. We are also concerned that the Pension Commission’s belief that annual management charges of 0.3%
are attainable in a NPSS is flawed.

Pension Credit

8. A major issue that needs to be resolved is the disincentive to save created by the Pension Credit. The
Pensions Commission predicts that nearly 80% of those in retirement will be in receipt of the means-tested
Savings Credit, Guarantee Credit or both by 2050.87

9. State benefits are also overly complex, particularly the state second pension (S2P) and the Pension
Credit. And, contrary to oYcial messages, the savings credit element of Pension Credit does not act as an
incentive to save. Quite the opposite, it is eVectively a 40% tax (and in some cases a 100% tax) on those whose
normal marginal rate of income tax is much lower.

10. In order to encourage people to save, they first need to know what they are entitled to from the state.
If only 20% of the population will avoid penal tax rates on their savings in retirement, then we will create
a pension system that is largely state funded; the type of pension system that our continental neighbours,
France and Germany for example, are desperately trying to reform into partially funded models.

11. The Pensions Commission’s preferred solution to this problem is to reform the state pension and
establish a NPSS. According to their projections, this will reduce the proportion of pensioners in receipt of
mean-tested benefits to just over 30%, from just under 40% today.87

12. The expected reduction is largely due to two headline changes:

(i) The proposed indexation of basic state pension in line with earnings.

(ii) Income received from savings in a NPSS.

13. Whilst the projected result appears acceptable in achieving a significant reduction in future means-
testing, it perhaps assumes overly optimistic take up rates in the NPSS. In addition, the Pensions
Commission fails to analyse the potential outcomes from abolishing contracting-out, which today is still a
fundamental part of the private pension system.

87 Second Report of the Pensions Commission (figure 6.42, page 294).
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Potential £14 Billion Net Reduction in Annual Pension Contributions to Funded Pensions

14. The Pensions Commission proposes that contracting out of S2P on a money purchase basis should
cease and that contracted-out rebates to defined benefit schemes should be gradually withdrawn.

15. The initial eVect of these proposals is that the amount being saved into funded personal pension and
stakeholder arrangements will fall immediately the reforms are eVective (in 2010), by approximately £3.4
billion.88

16. In addition, the Commission proposes that rebates to defined benefit schemes should be gradually
withdrawn over a 20-year period (2010 to 2030). Rebates to defined benefit schemes currently amount to
approximately £8.1 billion.88 On a straight line basis, this withdrawal would total £405million per year. This
withdrawal is also cumulative. So, for example, by 2016 (six years after the reform takes eVect), over £2.4
billion (annually) of defined benefit scheme funding will have been withdrawn. (Note that these figures are
estimates provided by HMRC rather than actual figures).

17. To put this into context, much has been said and written about the eVect on defined benefit schemes
of the estimated £5 billion withdrawal of funding from the removal of Advance Corporation Tax (ACT)
relief. However, this structural reform of corporation tax was also accompanied by lower rates of
corporation tax and the net eVect was a withdrawal of funding in the range £2.5 billion to £3.5 billion.89

18. The Pensions Commission’s reason for gradually withdrawing the contracting-out rebate from
defined benefit schemes is tominimise the impact of this change. Yet, only six years into the proposed reform
(by 2016), the net withdrawal of funding is equivalent to the net eVect of the withdrawal of ACT relief.

19. This is a significant withdrawal of funding and will force structural change away from defined benefit
schemes (for existing as well as new members) much more quickly than the Pensions Commission seems to
anticipate.

20. This could result in a large decrease in employer contributions to occupational pension schemes. Her
Majesty’s Revenue and Customs statistics report that tax relief on employer contributions to pension
schemes was £11.3 billion in 2004–05.90 This implies total employer contributions to these schemes of £38
billion (most of which is paid into defined benefit schemes), assuming corporation tax relief at 30%.

21. If these schemes were to close and switch to a defined contribution basis, this is likely to be
accompanied by a significant reduction in contributions. The most recent Government Actuary’s survey of
occupational pension schemes records the total contribution to open defined benefit schemes as 16.8% of
earnings as against contributions to open defined contribution schemes of only 9.1% of earnings.91

22. If employer contributions to occupational pension schemes fell in this proportion, then the estimated
£38 billion of employer contributions to occupational pension schemes could fall to just £21 billion. A
reduction in employer contributions of £17 billion a year.

23. Therefore, between the removal of contracted-out rebates to personal pensions and stakeholder
plans, and the closure of defined benefit schemes, annual pension saving could fall by as much as £20 billion
within a short period of the reforms taking eVect.

24. Against this loss, the only measure that the Pensions Commission proposes that actually increases
saving towards funded pensions is a NPSS. On the Pensions Commission’s optimistic take-up rates, the
estimated annual contribution to this scheme is only £6 billion.92

25. Therefore, the net loss of annual saving towards funded pension schemes, resulting from the
withdrawal of contracting-out could be as much as £14 billion a year.

26. We recommend that the Committee carefully consider the unintended consequences of such a radical
change to contracting-out.

88 Her Majesty’s Revenue & Customs, Table 1.5, Tax expenditures and structural reliefs, December 2005.
89 Pensions Policy Institute.
90 Her Majesty’s Revenue and Customs, Table 7.9, Approved pension schemes, September 2005.
91 Occupational Pension Schemes: 12th survey by the Government Actuary, Table 6.2.
92 Second Report of the Pensions Commission.
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The National Pensions Savings Scheme

27. We have several comments to make about the Pensions Commission’s recommendation to establish
a NPSS. The first of these concerns the level of charges.

NPSS Charge Levels

28. The target level of charge set by the Pensions Commission is 0.3%. The Commission bases this
expectation upon the long-term cost of the Swedish funded defined contribution scheme.

29. However, in Sweden’s funded defined contribution scheme (premium pension), the average charge is
currently 0.64%, despite having now received 10 year’s worth of contributions. The charge on the default
fund is 0.37%—still above the Commission’s target.93 The Swedes do not expect average charges to fall to
0.3% until 2020 (by which time, 25 years worth of contributions will have been invested).

30. Another important fact ignored by the Pensions Commission is that the account charge in Sweden
only covers part of the cost. The Government agency that operates the premium pension (the Premium
PensionAuthority or PPM) has a large part of its expensesmet by central government. Specifically, the PPM
shares the cost of collecting contributions with the income pension (Sweden’s main state pension scheme).
It also shares the cost of communicating with savers—including the Swede’s famous “orange envelope” that
is sent out annually.

31. The cost of these shared services amounted to as much as SEK 426 million in 2005.93 But to date, the
PPM has paid nothing towards these shared services. That means the PPM’s costs have been directly
subsidised by the Swedish taxpayer for the last 10 years. If the PPM were to share these costs equally with
the income pension then the PPM’s share of these shared costs could be as much as SEK 213 million a year
in 2005 terms.

32. If shared costs in previous years were of a similar size (for example, SEK 454 total in 2004), the
Swedish taxpayer has already provided subsidies to the PPM of over SEK 2 billion in 2005 terms. Actual
declared debts of the PPM amount to SEK 1.86 billion.93 Had these shared expenses been borne by PPM
in previous years, then outstanding debts wouldmore than double. Historic interest costs on this debt would
also have been much higher, adding to the accumulated deficit.

33. To put the extra ongoing cost in perspective, the declared operating costs of the PPM (the amount on
which account charges is based)were only SEK220million in 2004.93 Thismeans that the PPM’s costs would
almost double if it were to pay a half share of shared expenses.

34. Yet even when the PPM starts paying a share in 2005, it will only pay a share in proportion to the
size of the contributions collected relative to the whole. As the income pension has compulsory contributions
of 16% and the premium pension just 2.5%, the proportion of shared costs it will meet will only be 2.5/
18.5ths.

35. If such a systemwere put in place in theUK (the PensionCommission’s proposedNPSS is very similar
to the Swedish premium pension), it is far from clear whether it would be able to share the costs of collecting
premiums with the basic state pension. Her Majesty’s Revenue and Customs has reportedly ruled out this
option because the IT infrastructure would not be able to cope.

36. In that case, a UK version of the premium pension would have to pay for the full costs of collecting
contributions, unless our government chose to subsidise the account charges with taxpayers’ money.

37. If, in Swedish PPM terms, operating expenses of SEK 220 million are equivalent to a target charge
0.3% (after 25 years of operation), then the target charge in 2020 would have to be significantly higher if
annual operating expense were instead SEK 646 million in 2005 terms (SEK 220 million plus SEK 426
million).

38. The Pensions Commission’s assumption that 0.3% is an achievable 25-year target based upon the
experience of the Swedish funded defined contribution system is seriously flawed for the reasons given
above.

39. If the Government is to proceed with its own scheme on this basis then taxpayers ought to be aware
of the likely costs of such a scheme and that taxes will be used to subsidise the annual management charges
as happens in Sweden.

40. We recommend that the Committee carry out its own investigation to establish the facts. Specifically,
whether and when an annual management charge of 0.3% is attainable.

NPSS Charge Structure

41. Flat annual management charges such as that proposed by the Pensions Commission require
substantial investment in the early years of any new system. Investment is required to establish the IT and
other administrative infrastructure. However, the major capital requirement comes from subsidising
charges in the early years.

93 Private discussion with PPM oYcials in February 2006 and PPM Annual Report 2004.



3367124026 Page Type [E] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Ev 194 Work and Pensions Committee: Evidence

42. Standard Life has calculated that, based upon the Pensions Commission’s own cost and coverage
estimates, theNPSS would not break-even until its 30th year.94 This analysis assumes that six million people
stay in the system and that 200,000 (3.3%) participants leave the system prior to retirement each year (for
example, because they join a scheme opted-out of the NPSS, they emigrate, they decide they can no longer
aVord contributions and so on).

43. According to our own analysis, the NPSS will run up debts of £3.5 billion by year 18 (assuming cost
and contribution inflation of 4% a year) or £3.1 billion in year 16 (assuming cost and contribution inflation
of 2.5% a year).

44. This raises two important financial questions for members of parliament if they are asked to support
plans for a government-run NPSS. Firstly, are they prepared to sanction a new national scheme that will
require the country to borrow to subsidise charges on what are eVectively private pension savings? Note that
the bulk of this borrowing could not be regarded as an investment in the infrastructure of theUK. Secondly,
areMPs prepared to sanction a national pensions saving scheme that will not break-even until 2035 on even
the most optimistic assumptions? MPs need to make a judgement on whether this policy will endure long
enough to break even.

45. If Government decides that anNPSS-style savings scheme is desirable, then the only other alternative
would be to ask the private sector to run the scheme instead.

46. However, the economic and structural costs of an NPSS-style alternative, at a flat annual
management charge of 0.3% per annum, are little diVerent for the financial services industry than they are
for Government. The estimated costs of running such a scheme, and laid out in Appendix F of the Pensions
Commission’s Second Report, were derived from discussions that the Pensions Commission had with the
industry.

47. Indeed, the cost of running the scheme (before any profit margin is taken into account) is likely to be
higher for the private sector than for Government. There are two reasons for this:

(i) In addition to supplying capital to finance start-up costs and subsidise charges until break-even
point, the industry must also hold capital reserves (solvency margin capital).

(ii) The cost of capital to the financial services industry is higher than the cost of capital for
Government. If financial services companies raise equity from their shareholders, those
shareholders will typically be expecting a gross return on that capital of between 10% and 15%;
substantially higher than the rate the Government can borrow money at. In the case of this
particular project, shareholders are likely to demand an even higher return, due to the added risk
of a long payback period and the fact that no previous pension reform has lasted much beyond
10 years.

48. Alternative charging structures would reduce this capital strain. One example would be a mixture of
a regular monthly administration fee—say £2 per month and a small annual management charge.

49. If the Government does want the financial services industry to run an NPSS-style scheme then
industry and Government must be willing partners. The industry is not seeking to make excessive profits
from running such a scheme and has suggested that this is overseen by an independent regulator.

50. We recommend that the Committee explore alternative charging structures to that proposed and the
suggestion of an independent regulator whose job, amongst other things, would be to ensure that savers get
a fair deal.

NPSS Alternative—Who Should Run It?

51. In the insurance industry’s favour is the fact that much of the initial capital cost required to pay for
IT and other administrative infrastructure has already been incurred. The incremental cost to tailor
administrative systems to the needs of an NPSS-style alternative would, therefore, be relatively light.

52. Other considerations are that the insurance industry has the experience necessary to administer a
national scheme, for example, we have the systems and processes necessary to:

— communicate eVectively with scheme members (via telephone, internet and post);

— collect contributions from employers and reconcile the amount of those contributions;

— report contribution discrepancies to The Pensions Regulator;

— keep records; and

— account for investments.

94 IT/other infrastructure initial investment £500million (PensionsCommission estimate). Permember set up cost £90 (Pensions
Commission—see Appendix F of Second Report). Annual per member maintenance expense £25 (Pensions Commission—
see Appendix F of Second Report). Annual per member paid-up maintenance expense £19.50 (Pensions Commission—see
Appendix F of Second Report). Number of savers—6 million (Pensions Commission estimate). Average annual amount
saved £1,000 (Pensions Commission estimate). Earnings inflation—4% assumed (Standard Life estimate). Price Inflation
2.5% (Standard Life estimate). 150,000 people enter and 150,000 people retire from the system each year (Standard Life
estimate based upon 40 year working life). Annual management charge 0.3% per annum. Interest on debt built up byNPSS—
4% (Standard Life assumption based upon current cost of long-term government borrowing).
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53. Importantly, the insurance industry has the capacity to handle the expected volumes.

54. We recommend that the Committee explore these issues with each of the parties that has tabled a bid
to run an alternative to the NPSS.

NPSS Levelling Down

55. One potentially dangerous side eVect resulting from the introduction of a NPSS or an NPSS-style
alternative is that existing pension schemes may “level-down” to the contribution rate proposed for a NPSS
(8% of earnings in total). As noted above, contributions to open defined benefit schemes are currently more
than twice this level and even the average contribution to open occupational money purchase schemes is
higher.

56. Employers in the UK may feel that the NPSS default level is the “government-approved” standard
and drop contributions to this level. There is suYcient evidence that this outcome is a plausible one.

57. In the UK, when the Minimum Funding Requirement (MFR) was introduced by the Pensions Act
1995, employers saw this as the target level of funding to be achieved by the defined benefit schemes they
sponsored. However, MFR was supposed to be no more than a safety net to ensure that schemes whose
sponsoring employer became insolvent had suYcient funding to meet all of the benefits of those members
who were already retired and some of the benefits of those still in work. The eVect of the MFR on the
approach to funding defined benefit schemes is at least partially responsible for the precarious financial state
of many of these schemes today.

58. There is further evidence from Australia that the introduction of a compulsory funded defined
contribution scheme (superannuation) has contributed to the closure of superior schemes and the levelling-
down of contributions towards the compulsory level of 9%. Today, in Australia, there are very few private
sector pension schemes with total contributions above the statutory minimum.

59. Ultimately, a NPSS can only be judged successful if it increases coverage above the 14 million people
that the Pensions Commission estimates are currently contributing to a private pension.95 Whilst the
Pensions Commission estimates that six million people will join the NPSS, inevitably many of these will
come from the existing 14 million savers.

60. Existing stakeholder, group personal pension and occupational money purchase schemes with total
contributions of less than approximately 8%will increase to the minimum level required byNPSS. Or, some
of these employers will abandon their schemes altogether and leave their employees to make their own
decisions on whether to join NPSS or not.

61. Overall, it is unlikely that NPSS will create any more than 3 million new savers, increasing the total
to 17 million people.

62. If all of these savers are saving at the default level, then on average earnings of £25,000, total
retirement saving, including tax relief, would only amount to £34 billion per annum.

63. The Pensions Commission’s own estimate is that we were saving a total of 4.1% of GDP in 2004.96
Applying this to the GDP figure of £1,164 billion for 200497 means that we were saving around £48 billion
in total in 2004.

64. This means that savings could fall by £14 billion a year as a result of levelling down. Note that this
is similar to the figure quoted in an earlier section of this response, and although arrived at using a diVerent
calculation method, the causes underlying the change (eg the closure of good schemes and their replacement
with inferior schemes) are the same.

65. Whilst all of this £14 billion per annum at risk may not be lost, the probability of aggregate savings
increasing is extremely low.

Standard Life Assurance Company

March 2006

95 Second Report of the Pensions Commission (figure 1.8, page 50).
96 Second Report of the Pensions Commission (figure 1.15, page 57).
97 OYce for National Statistics, Blue Book 2005.
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Memorandum submitted by TUC

Section One

Introduction

1.1 The TUC welcomes the opportunity to comment on the Department for Work and Pensions Select
Committee inquiry to “consider whether the proposals contained in the Pensions Commission’s Second
Report and the forthcoming GovernmentWhite Paper provide the basis for enduring pension reform.” The
comments in the TUC evidence are the result of consultation amongst the TUC’s own aYliates.

Structure of evidence

1.2 This evidence takes the following form:

— Section two: Summary of the TUC response to the Pensions Commission.

— Section three: response to specific issues raised by the DWP Select Committee.

Section Two

Summary

1.3 As outlined in our comments to the DWP we have considered the Pensions Commission
recommendations as a package, although we do not endorse every recommendation. We strongly welcome
the Commission’s recommendations on:

— Compulsion for employers and the creation of the National Pension Savings Scheme (NPSS).

— The re-indexation of the basic state pension against average earnings.

— Improvements in the position of women, including the introduction of an entitlement to the basic
state pension on a universal basis.

1.4 However, we do not accept the Commission’s recommendations on the increase in the state pension
age.

1.5 We strongly endorse the Commission’s central conclusion that the current system of private pension
provision is not fit for purpose and that alternative suggestions based on even more generous financial
incentives and exhortation cannot address the central problem.

1.6 The Commission report establishes a framework for pension provision in the UK but it clearly will
not be the final word. We strongly endorse the suggestion that there should be a successor body reporting
regularly to Parliament on the pension system.

1.7 The TUC believes that the package of reforms put forward by the Pensions Commission go a long
way in addressing many of the inequalities in the UK State and private pensions system.

1.8 The TUC will continue to campaign for further increases in the generosity of the basic state pension
system and to ensure that private sector workers receive a decent pension on the basis of a fair sharing of
responsibilities (or risk) between employers and employees.

Section Three

TUC comments on specific issues posed by the committee

Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so, how it
should work

1.9 The TUC fully supports the proposal for a National Pension Savings Scheme. The proposal for the
NPSS is a major change in private pension provision in the UK. The TUC has been at the forefront of the
campaign to introduce compulsory employer pension contributions. The NPSS introduces for the first time
such a scheme with a default minimum contribution rate on all employers.

1.10 We have argued that all employers should be compelled to contribute to all workers’ pensions, and
where possible all workers should also contribute. Therefore we welcome the fundamental principles
underlying the proposed NPSS, where individuals but not employers would be able to opt out.

1.11 We would strongly oppose any suggestion that obligations on employers should be weakened or
even abandoned. For example, if employers also had an opt out from the NPSS, most would take it and
continue to do nothing. This would not only make the NPSS unworkable, it would make it impossible to
address the central issue that between 15 and 20 million working age people today are making inadequate
or no provision towards a private pension.
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1.12 The evidence does not support the general arguments that UK business is suVering from excessive
burdens and unreasonable costs. The UK has some of the least regulated product and labour markets in the
industrialised world, according to OECD figures. Moreover, as the TUC Budget Submission showed, UK
corporate profitability has remained robust despite the recent economic downturn.

1.13 We can equally see no case for exempting or reducing the requirements on SMEs. Firstly, it is
precisely this sector where the problems of under saving are most acute and employers least likely to make
any contribution to a pension, so excluding the nine million people who work for an SME (defined as
employing fewer than 250 people) wouldmake the Commission proposals largely worthless. Secondly, a key
reason for the Commission recommending a modest contribution rate was because of the impact on SMEs.
Thirdly, there is no evidence of any adverse impact on SMEs from regulation or across the board measures
such as the National Minimum Wage. Fourthly, size limits are arbitrary, imposing an artificial barrier to
growth by giving firms an incentive to stay just below the size threshold.

1.14 We agree with the Commission that previous experience suggests that auto-enrolment will ensure
that only a relatively small proportion of employees will decide to opt out, especially if the introduction of
the NPSS is accompanied by a strong campaign urging them not to do so. Trade unions have an important
role here as they are widely seen as a trusted source of information and advice on pensions, in sharp contrast
to politicians and the pensions industry.

1.15 However, we are concerned that the opt out for employees may be exploited by unscrupulous
employers to allow them (the employers) to avoid making contributions to the scheme, in much the same
way that some employers have abused the individual opt out from the Working Time Directive. The
Commission has recognised this danger but argues that employers will not have a strong financial incentive
to do so because the initial contribution rate for employers has been set at a modest level. However, we urge
the Government to set out in the White Paper practical proposals for how adequate safeguards might be
built into the system to deter employer abuse.

1.16 One of the keys aims of TUCpolicy has been to ensure that current schemes are not put under threat
by any additional compulsory framework. TheCommission also recognised this. The TUCbelieves that any
minimum contribution rate must be perceived as being a minimum and those good employers should
provide a contribution rate above the minimum.

1.17 The Commission has recommended a minimum default rate of 8% with all employees earning less
than the primary income threshold (currently just under £4,900) excluded. We believe the proposed rates
are an adequate starting point for the NPSS. However, we believe that it would be appropriate for the new
oversight body suggested by the Commission to have as part of its remit the setting of future rates, taking
account of the need to achieve a fair balance between employers, employees and the state; the impact on
existing pension arrangements; and other relevant economic factors. The new body’s recommendations
would then be considered by the Government of the day.

1.18 As a final point the TUC firmly supports the NPSS model, as opposed to alternative proposals but
forward by the ABI and NAPF. We do not believe these models could come close to matching the low level
of administration charges the NPSS would be capable of, meaning they would ultimately provide lower
pensions for members. In addition we have concerns about the governance of the alterative models, and the
fact that employers may feel at risk if they choose a provider or scheme that performs poorly financially
compared to others.

The impact on saving behaviour of the reforms and of existing incentives (such as tax relief)

1.19 The TUC does not believe that incentives such as tax relief actually aVect overall savings levels but
they do disproportionately benefit the better oV. As we showed in our latest report on pensions (TUC, 2005)
the aggregate household savings ratio has moved up and down with the economic cycle over the past 40
years but has shown no clear upward trend. There is no sign in more recent data that this underlying
relationship has changed. This is despite a plethora of incentives, initiatives and exhortations by successive
governments to get people to save more. As we show below, several studies and inquiries have come to the
same conclusion.

1.20 A range of factors make it unlikely that incentives are an eVective way to encourage saving. Savers
do not always make the best decisions possible and may not respond even when saving more would clearly
benefit them. Those who currently do not save are less likely to be responsive to incentives, due to their lower
incomes and lack of financial literacy. In contrast the better oV are more likely to take advantage of
favourable tax treatment. Finally, evidence suggests that overall incentives would probably have more of
an impact on the composition of savings as opposed to overall levels.
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1.21 Perhaps not surprisingly then the Sandler review concluded tax incentives have little impact in terms
of increasing overall savings levels. In fact it went further and recommended that the Government actively
avoid the introduction of further tax incentives:

“The Review therefore recommends that, in future, governments should avoid introducing new
tax-based savings incentives if their aim is to increase aggregate savings levels. The core objective
of policy in this area should be simplification.”98

1.22 Research for Age Concern carried out by the Pensions Policy Institute reached similar conclusions.

“There is no evidence that tax incentives increase the overall level of saving. They are complex, do
not appeal to their target group, and do not solve the basic problem for most low income people;
that they do not have the money to save.

Tax incentives can encourage pension rather than other types of saving.

But tax incentives appear not to have been eVective in generating enough pension saving for future
pensioners.”99

Overall savings levels

1.23 Based on an assessment of various studies the Sandler review concluded that the introduction of tax
incentives maybe more likely to have an impact on the composition than the overall level of savings. There
was significant research supporting this argument.

“Targeted tax incentives, which only increase the rate of return to saving in particular forms, are
likely to result simply in portfolio reallocation.”100

1.24 A recent analysis of the Australian compulsory superannuation system also queried whether
incentives could aVect overall savings levels.

“[w]hen tax concessions are introduced, voluntary superannuation can provide higher returns than
other forms of saving. While tax incentives can encourage households to save more in
superannuation, it is less clear whether they increase total saving. Households that would
otherwise consume all their incomemight decide to save in tax-advantaged superannuation to take
advantage of the higher returns and increase lifetime income. However, households that already
save voluntarily may merely substitute into superannuation. They may even save less overall since
they no longer have to save as much to achieve the same level of lifetime income.”101

1.25 So it appears that incentives often result in the displacement of savings from elsewhere rather than
creation of new savings. In addition incentives eVectively subsidise the better oV. A lack of financial literacy
is likely to mean that non-savers fail to react as intended, particularly the lower-paid. In contrast the well-
oV and more financially literate may recognise that pension saving had become more attractive and divert
capital from elsewhere (although this maybe tempered by the knowledge that the capital invested was
inaccessible).

Incentives add to complexity, which leads to higher costs

1.26 Most commentators argue that the UK system is already very complicated and hard for those
unfamiliar with pensions to understand. Yet incentives may add to this.

1.27 The enhanced appeal of pensions as a form of savings through more favourable tax treatment needs
to be communicated clearly if it is to act properly as an incentive. In addition it furthers the need for advice
for those not confident in their own financial decision-making. This would appear to make decisions more
complicated, more costly (since advice needs to be paid for by someone) and therefore less eYcient. Having
considered precisely these arguments, the Sandler review concluded that incentives add to complexity, and
by extension to costs, and that the Government should therefore avoid creating new incentives.

“[t]here is little evidence to suggest that tax incentives have a significant impact on overall savings
levels, especially amongst the lower-income groups for whom increasing saving should be a
priority. What is more, it is evident that such incentives generally increase the complexity of the
regime as a whole, and that this complexity leads to higher costs.”102

98 Sandler Review: Medium and Long-Term Retail Savings in the UK, page 208, HM Treasury, July 2002.
99 Tax Relief and Incentives for Pension Saving, A Report by the Pensions Policy Institute for Age Concern England, page 9, PPI,
October 2004.

100 Household saving in the UK, Banks, J and Tanner, S, 1999 (as referenced in Sandler review).
101 The Impact of Superannuation on Household Saving, page 14, Reserve Bank of Australia, 2004.
102 Sandler Review: Medium and Long-Term Retail Savings in the UK, page 208, HM Treasury, July 2002.
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Compulsion versus incentives—evidence from the ABI

1.28 To date there has been little direct comparison of specific proposals for incentives against those in
favour of greater compulsion in the system. However, in June 2005 the Association of British Insurers
produced a report comparing at the impact of its proposed Pension Contribution Tax Credit for employers
with other possible policies such as auto-enrolment and compulsion.

1.29 Using the most optimistic assumptions the report concludes that the ABI’s proposed tax credit
would only increase savings by up to £1.2 billion,103 whilst compulsory contributions set at 3% from both
employer and employee would increase savings by £5.3 billion.104 Even auto-enrolment, which as explained
earlier is in essence a form of compulsion, is estimated to be able to potentially boost savings by £2.5 billion.
This is after taking into account displacement of other savings.

1.30 As the ABI report stresses, simple figures on overall savings levels need to be balanced against the
cost to Government (assuming tax relief is retained) and consideration of whether the right groups are
saving. However, it is fair to draw the conclusion that using compulsion in either membership or
contributions would result in a significantly greater levels of total savings than an incentives-based
approach.

The eVect on the savings rate

1.31 The purpose of compulsion is to encourage a higher level of saving to ensure that decent pensions
can be paid over a longer retirement. Some critics of the Australian system have said that compulsion has
had no eVect on the overall level of saving. However, recent research from the Reserve Bank of Australia
has demonstrated that this argument is false.105 Careful analysis, which adjusts for the eVects of othermacro-
economic factors on saving, shows that 62 cents of each AU$1 saved are additional. This in turn supports
the conclusion that household savings are 2% higher than they would otherwise have been—a not
insignificant eVect.

The future role of employers in pension provision and the impact on this of proposals for reform

1.32 The UK’s pensions system has always rested on the notion that the state, employers and individuals
should share responsibility for retirement provision. The introduction of a NPSS as outlined by the
commission would ensure that everyone plays their part in saving for retirement.

Proposals for reform of the state pension system

1.33 The Commission sets out three central objectives in recommending further reform of the state
system:

— Focus available resources on ensuring as generous and non-means tested, flat rate state pension
as possible (with the NSPSS proposal for an earnings related supplementary private pension).

— Improve the treatment of people with interrupted paid work records and caring responsibilities.

— Recognise the potential trade-oVs between state pension age and state expenditure on pensions.

1.34 The Commission recognises that there are a number of options that should now be considered as
part of the public debate, partly reflecting diYcult issues of timing and aVordability. The Commission’s
preferred way forward is as follows:

— Build on the current two-tier system by accelerating the current change in the State Second Pension
(S2P) towards a flat-rate rather than an earnings related supplement to the Basic State Pension.
This would be achieved by freezing the Upper Earnings Limit for S2P accruals.

— Index the BSP to average earnings growth over the long term, ideally starting in 2010.

— Maintain the reductions in pensioner poverty achieved through the targeting of the Pensions
Credit on the poorest pensioners, but limit the spread of means testing by freezing the maximum
level of Savings Credit payments in real terms.

— Future accruals towards the BSP should be on an individual and universal basis (based on
residency) rather than National Insurance contributions. Carer credits within S2P should be
improved.

— Ideally introduce a BSP for the over 75s on a universal basis as soon as possible.

103 Bridging the Savings Gap: An evaluation of voluntary and compulsory approaches to pension reform, paragraph 7, page 34, ABI,
June 2005.

104 Bridging the Savings Gap: An evaluation of voluntary and compulsory approaches to pension reform, Table 6, page 23, ABI,
June 2005.

105 Connolly and Kohler (2004), The Impact of Superannuation on Household Saving Reserve Bank of Australia.
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1.35 The Commission argues that state spending on pensions must increase from around 6.2% of GDP
today to between 7.5 and 8% of GDP by 2040. The Commission points that even without reform, the cost
of the current system is likely to increase to 7.5% of GDP by 2040.

1.36 Even if the share of national income devoted to pensions were to increase to, say, 8% of GDP it
would still be significantly lower than the share likely to be devoted to pensions by many other European
economies. In our report to the 2005 Congress we suggested that over time a growing share of income for
pensions would have to be financed either by increasing the share of tax in GDP or by reducing the share
of other spending.

1.37 However, in addition, we emphasised the importance of increasing the number of people active in
the labour market and contributing tax towards the support of the increasing number of dependent old
people. We also noted that the worsening ratio between the total dependent population and the population
of working age would not deteriorate as quickly as the ratio between the elderly dependent population and
the working age population.

1.38 TheTUCevidence to theCommission emphasised the importance of looking atmeasures to increase
the employment rate across the entire working age population, including the twomillionworking age people
currently outside the labour market and classified as “economically inactive” but who say they would like
a job. Our report, The 80% Solution, showed how the Government could over time address the forecast
imbalance between the population of working age and the population of retirement age by achieving an 80%
employment rate (compared with the current 75% employment rate).

1.39 These are important changes and reflect many of the key campaigning goals of the TUC. The re-
indexation of the BSP to earnings so that pensioners share in future increase in national prosperity and are
less dependent on means-tested benefits in the future has been a long-standing objective.

1.40 The TUC has also strongly argued for a better deal for carers and others with interrupted work
patterns. The TUC’s Pension Task Group recommended moving towards a universal pension precisely
because it oVered the best way of addressing the gap in pension entitlement between women and men.

1.41 However, the Task Group did not take a position on whether entitlement to a universal pension
should be residency or citizenship based. The Commission has suggested a 10-year residency requirement.
This is an issue we will look at in more detail in the TUC’s response to the White Paper.

Whether, when and by how much the State Pension Age should be increased

1.42 The TUC is opposed to an increase in the State Pension Age. In evidence to the Commission the
TUC argued that diVerences in life expectancy mean that an across-the-board increase in the pension age
would aVect the poor the most. Further, an increase in state pension age would have little impact on the
retirement age of the better oV, so it would be those on lower incomes who would be more likely to work
longer to pay for better pensions.

1.43 The Commission’s first report showed that on average there is a four-year gap in life expectancy at
age 65 between men in the highest socio-economic groups and men in the lowest socio-economic group.
Among women the gap has increased over the past twenty years. Moreover, those from lower socio-
economic groups are less likely to enjoy good-health in retirement. In our evidence to the Commission we
pointed to even greater diVerences in life expectancies when those who live in the poorest districts are
compared with those who live in the richest local districts.

Measures to facilitate later working and flexible retirement

1.44 The Commission says that if the Government were to opt for a higher state pension age it would
have to accompany the policy with measures to help individuals work longer. However, the Commission
also says that measures would be required to protect lower socio-economic groups with lower life
expectancy.

1.45 The Commission identifies a number of policy levers to help achieve the objective of supporting
working longer. These include:

— Age discrimination legislation.

— Financial incentives for later retirement.

— A strong focus on occupational health.

— A strong focus on the education and training of older workers.

— A possible employment subsidy for employers taking on workers beyond state pension age.

1.46 A combination of all of these interventions could help those older workers who wish to do so remain
in the labour force. We urge the Government to give serious attention to all of them in the forthcoming
White Paper.
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1.47 The TUC will be undertaking further work in this area, concentrating in particular at what policy
changes are required to support older workers between the age of 50 and the state pension age to remain in
work or, if they wish to do so, return to work.

1.48 TheTUChas not yet taken a formal position on financial incentives to employ olderworkers beyond
state pension age. The Commission notes that at present employers continue to pay National Insurance
contributions on workers beyond state pension age, even though it does not count towards an individual’s
pension entitlement (employees pay nothing). The Commission suggests that one option might be to have
a reduced rate of employer national insurance, subject to a ceiling, as an incentive to employ older workers.

TUC

March 2006

Memorandum submitted by Mr W M Fraser

1. Summary

This submission concerns the question of whether the state pensions system should remain pay-as-you-
go. ( PAYG ) or whether the long term pensions problems would be better served by a funded state system.

In 2040, every pound which is paid out in pensions will have to be raised in 2040 by taxation. There are
options as to how much we choose to raise, how we divide it out, and how long we have to work, but the
bottom line is that PAYG does absolutely nothing for the long term pensions problem.

It is an inescapable truth that the only mechanism available to any government to alleviate the eVect of
demographic imbalance beyond 2030 is some form of funded state system. For example if, between now and
2040 we build up a fund which produces an income of say £20 billion then the tax bill in 2040 will be £20
billion less than with PAYG and the long term pensions problem is eVectively solved.

Given a choice between a systemwhich does nothing for the long term problem, and onewhich potentially
solves it, we have chosen the system which does nothing. It is an important choice which significantly aVects
the well-being of all future generations, and yet during the course of numerous debates and many hundreds
of pages of report, there has been not the slightest indication as to why PAYG has been chosen. Not a hint
as to whether the alternative has even been considered.

This is an important issue which must be addressed before a final decision is taken on the future pensions
system.We cannot pass to our children, a legacywhich lands themwith unpalatable choices, without having
considered whether there is something we could do about it.

If there is merit in the funded option, there is a relatively stable period for fund building which will never
occur again. Ideally we should have started fund building five years ago, and this favourable time slot is
being allowed to slip away year-by-year as the endless debate continues.

Norway and Sweden, given the same long term problem, have chosen the funded option, so there is at
least a prima facie case for considering it for the UK.

The purpose of this submission is to seek to have both options evaluated constructively before committing
the nation to future unpalatable choices which could almost certainly be avoided.

2. What needs to be done?

2.1 Since this important issue has not been discussed in any of the many debates and reports, the urgent
necessity is to examine constructively the advantages and disadvantages of a properly conceived funded state
system to provide a generous reliable pensions platform. Failure to do so simply passes the problem down
the line, a choice which is morally indefensible.

2.2 Irrespective of the outcome, and because of the long time scale of fund raising, start a fund
immediately (We are already five years late) If, after consideration, the funded option proves to be
unsuitable, the fund can become a contingency fund for transitional pensions problems.

3. Some Considerations

3.1 Unlike any conventional fund, a state fund can be designed to secure dividend income from UK
equities, while remaining completely immune to equity market volatility. Uniquely, both the fund and the
income are fully buoyant, giving a durable real return well above anything possible in the private sector. It
is the most eYcient way to produce pensions. Comments to the eVect that there is little diVerence between
funded and PAYG, whilst true for many types of fund are simply not true for the type of fund envisaged
here.
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3.2 UK dividend income is a national asset produced by the eVorts of the whole population. It is an
important element in pensions but is in danger of being re-distributed towards higher earners and lost to low
andmedium earners. State funding is an ideal way of distributing dividend income to those who produced it.

3.3 One concept of a funded state system is to combine BASIC pension S2P, and a part of NPSS into a
single state system to provide a generous platform level plus a further element graduated to softly reflect
individual contributions.

3.4 The choices we make in this debate, are especially important because we are making a decision about
the well-being of all future generations. If we choose the PAYG route, the decision soon becomes irreversible
and future generations are faced with unpalatable choices. If we choose the funded route, the decision is not
irreversible, future generations are spared some pain and both options remain open for them to choose as
they wish.

3.5 NPSS acknowledges the advantage of funded over PAYG, but the Pensions Commission declines to
apply the same principle to the state system.

4. Discussion

There is an overwhelming case for examining the possibility of a funded state system, since it is the only
option which potentially oVers a solution to the long term pensions problem. Using a simple domestic
analogy—wouldwe have our own children pick up a huge house repair bill later because we are not prepared
to pick up a modest repair bill now?

Mr WM Fraser (Retired)

21 February 2006

Supplementary memorandum submitted by Mr W M Fraser

1. Summary

A high proportion of recent problems in the pensions industry have been brought about as a direct result
of the equity content of funds being valued according to the instantaneous transient price of shares. This
submission briefly illustrates why this practice is fundamentally wrong and leads directly to bonanza years
followed by years of human misery with up to 40% shortfall in expected pension.

The chaos is entirely self inflicted, is completely unnecessary, and can instantly be brought to an end by
valuing funds on a sound actuarial basis, which, as explained is simply to use the long term share price trend
line as a datum for value instead of transient share prices.

This is a basic issue both for company and private pensions which has been overlooked in all recent
pensions debates and reports and must be addressed urgently.

2. Discussion

2.1 A high proportion of problems in the pensions industry in recent years, have been brought about as
direct result of the equity content of funds being valued according to the instantaneous transient price of
shares. Whilst this may be valid for individual holdings and small focus funds, it is quite inappropriate for
long term pension funds.

2.2 For very valid reasons, the only legitimate indicator of fund value is the long term trend line for share
prices which basically followsGDP, but also reflects the state of equilibriumbetween equities and competing
forms of investment. Because of the huge inertia in the system, there are no violent peaks and troughs, and
no sudden surprises.

2.3 Under the existing practice, if equity prices indicate that funds are say £100 billion above the long
term trend line, we know with some degree of certainty that this £100 billion cannot be realised and will
simply evaporate. This is not surprising since the money does not in fact, exist. The share market cannot of
itself produce even a single pound. Consequently £100 billion of newmoney has to be paid in to convert the
phantom £100 billion into actual fund value. Similarly, a deficit of £100 billion will certainly be wiped out
because the £100 billion has never left the market and should not have been debitted to funds in the first
place.

2.4 One year we have company pension funds awash with money, and the next year heavily in deficit.
Private pensions have bonanza years followed by years of humanmiserywith up to 40% shortfall in expected
pension. All of this chaos is self-inflicted and is due to the method of fund valuation which has no actuarial
integrity.
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3. The Solution

3.1 In principle, the simple solution is to generate, on a sound historical basis, a long term trend line for
established share groupings and use this as a measure of share value.

3.2 For example, if we take FTSE100 shares, we might find that today’s price index is 5500. If we now
look at the long term trend for FTSE100 we might find that the index should be standing at say 5,000 to
match the trend line. £100,000 worth of FTSE100 shares bought today would, in fact have a true value of
£100,000 x 5000/5500 or £90,900. We might find that we need two such groupings, say FTSE100 and
FTSE250, or we might find that FTSE All share index could provide a correction factor which could be
applied to all UK shares with acceptable error. Any value grouping would be vastly better than no value
grouping, as compared to the gross errors which arise from the present method.

3.3 This submission is not meant to be prescriptive and the principle can be applied as best suits those
involved. Using the above example we would have two indices, a price index FTSE100(P) and a
corresponding value index FTSE100(V) Taken together these would give the correction factor to be applied
to the relevant group of shares.

4. Implementation

4.1 The problem is industry wide and no single company can, even with the best of intentions do anything
unilateraly. It requires to be implemented from a central source, perhaps FSA in collaboration with The
Faculty of Actuaries for actuarial input. It will only happen if DWP recognise the problem and initiate
the process.

4.2 This submission is directed primarily towards stabilising pension funds. To be of value the process
would have to be mandatory for all private and company pension funds benefitting from pension fund
status. Such funds would be labelled Class A. Other funds can choose to become Class A or use other non-
approved methods of valuation and be labelled Class B.

5. Other Considerations

5.1 Although not a primary intention, the process of fund valuation would almost certainly have a
stabilising eVect on the market as a whole.

Mr WM Fraser (Retired)

4 March 2006

Memorandum submitted by Virgin Money

Executive Summary

1. In the following pages, Virgin Money sets out its views on whether the proposals contained in the
Pensions Commission’s Second Report provides the basis for enduring pension reform. The intention is to
supplement this document with views on the proposals contained in the Government’s White Paper in
due course.

2. VirginMoney believes that whilst many of the proposals in the Pensions Commission’s SecondReport
are to be commended, they do not address the root of the problem in the need for a lasting pension
settlement. The utmost requirement of pension reform is a change in people’s attitudes to saving.

3. Most importantly, VirginMoney believes that the establishment of the NPSS would not be a complete
solution to the pensions problem. We believe that consumers must take greater responsibility for their own
finances and that the Government should pursue ways of ensuring that this happens, rather than running
a scheme on behalf of consumers that will only partially tackle the problem.

4. We firmly believe that incentives to encourage workers to save for their retirement need overhauling.
We cannot accept that half of all Government spending on tax relief should be paid to higher rate tax payers,
who need little encouragement to save for their retirement. We believe that tax relief should be abolished
and replaced with a tiered matched funding system that benefits those on the lowest incomes to the greatest
extent. This would encourage those with interrupted work patterns and part time workers, for instance, to
save more for retirement.

5. We are also disappointed that more radical change to the state pensions system has not been proposed.
We believe that the abolition of the Basic State Pension and the State Second Pension, to be replaced with
a Citizen’s Pension, paid at the level of the Minimum Income Guarantee and without any means testing,
would remove confusion for consumers and create confidence in the pensions system.
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Background

6. Virgin first launched into financial services in 1995 (as Virgin Direct) and now oVers a variety of
financial services products, including credit cards, general insurance, personal loans, savings and
stakeholder pensions.

7. In 1996 we launched the Virgin Personal Pension with a simple charging structure that challenged the
established pensions industry. Our Pensions Pack won the top award from the Plain Language Commission
in 1997.

8. In 1998 we, along with our customers, lobbied Government and Parliament for a “kitemark” system
for financial services products in order to easily identify high standards andmake good-value products easy
for consumers to understand. We were delighted when the CAT standard was launched following our
campaign. In May 2000, we launched our Group Personal Pension Plan, which was the blueprint for the
launch of the Stakeholder Pension the following year. At the time of the launch of the stakeholder scheme
in April 2001, Virgin was the only pensions provider able to convert its existing product into a Stakeholder
Pension as it already met all the required standards.

9. In April 2000 we were named “Best direct ISA and pension provider” by YourMoney Direct. In June
2001 we won the “Best Pension” and “Best Customer Service” awards at the Guardian Consumer Finance
Awards. In July 2002 we won the “Best Pension Provider” award at both the Guardian and Your Money
Awards. In 2005 we won the AXA/Financial Times PensionsManifesto Challenge with a submission on the
future of state and personal pension provision.

10. VirginMoney now has a total over one and a half million customers, including approximately 56,000
who hold a stakeholder pension. We supply approximately 2,600 group personal pension schemes, which
have an average of 15 members. Our charges have consistently been among the lowest in the marketplace
and we currently oVer new customers a fee-free pension for the first 12 months. We believe that a pension
conforming to the Stakeholder criteria oVers consumers the best value for money and we do not oVer
another, non-Stakeholder compliant, pension. We are the largest provider in the market only to provide a
Stakeholder product.

The National Pension Saving Scheme

11. The Pensions Commission’s proposal for a National Pension Savings Scheme (NPSS) contains many
features that Virgin Money has been calling for, such as auto-enrolment and compulsory employer
contributions, but it is not a perfect solution. We believe that, whilst the NPSS will certainly increase long-
term savings, it will not significantly alter attitudes to saving and will therefore ultimately fail to provide a
sustainable solution to the current problem.

12. The creation of another Government run pension scheme—which will inevitably be labelled as the
solution to the pensions problem—will merely encourage consumers to assume that they do not need to
worry about saving for their retirement. Unfortunately, formost people this is unlikely to be the case.Whilst
the scheme will provide a basic pension for most people, total contributions to the proposed NPSS would
only amount to a maximum of £2,229.76 per annum for those earning salaries up to or above the upper
earning limit (at current levels). With fixed employer and employee contributions, the danger is that
employers will be unwilling to contribute more and employees will assume that this is unnecessary.

13. The PensionsCommission’s SecondReport identifies that “voluntary private pension provision is not
growing: rather it is in serious and probably irreversible decline. Employers’ willingness to provide pensions
is falling and initiatives to stimulate personal pension saving have not worked.” However, Virgin Money
believes that not enough has been done to encourage personal pension saving and the Government should
consider more radical measures. The proposals in the Pensions Commission’s Second Report go some way
to addressing the problems of long-term savings provision, but they can be improved upon.

State Pension Provision

14. The Pensions Commission advocates the retention of the Basic State Pension (BSP) and the State
Second Pension (S2P), as well as the creation of the NPSS. This creates a risk of confusion for consumers,
who are unlikely to understand what their total predicted income in retirement might be. For those that do
decide to save more, they would have to purchase an additional pension product—a Personal Pension—to
save the required amount.

15. Virgin Money believes that there is currently an opportunity to simplify the pensions system so that
consumers have a clearer idea of what they will need to save for their retirement and to ensure that
pensioners are not left in poverty.

16. We understand the Government and the Pensions Commission’s reasons for wanting to retain the
BSP and the S2P, in order to retain an earnings related element to state pension provision and target support
for the worst oV pensioners. However, we believe that it is imperative in the current environment to create
a system that is simple and which has a degree of certainty for everyone. We would therefore propose the
abolishment of the BSP and the S2P, to be replaced with an inflation-linked citizen’s pension, paid at the
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rate of the minimum income guarantee. With the abolition of means-tested top-up payments to the state
pension, this proposal would remove at a stroke the disincentive for those on the lowest salaries to save for
their retirement because they fear they would simply be reducing their entitlement to state benefits.

Encouraging Individual Saving for Retirement

17. Virgin Money believes that workers, employers and the Government share a responsibility to ensure
that everyone has suYcient savings to retire without falling into poverty. The current system, with tax relief
for personal pension contributions, is clearly failing to persuade lower paid workers to save for their
retirement and benefits higher paid workers disproportionately. (See paragraphs 27–31).

18. We agree with the Pensions Commission that employees should be auto-enrolled into a savings
scheme and that employers should make contributions to ensure/for the future welfare of their employees.
We also agree that 3% of an employee’s salary is a suitable minimum contribution where a Defined Benefit
scheme does not exist.

19. However, Virgin Money does not believe that the NPSS oVers the optimal method of encouraging
workers, especially those on the lowest salaries, to save adequate sums for retirement. We believe that an
element of individual responsibility is needed in whatever system is imposed. By largely ignoring this, the
NPSS removes workers from involvement in planning for their retirement.

20. What is needed instead is a low-cost, transferable pension that employees themselves are in control
over, alongside accurate information for all consumers. The stakeholder pension already provides this, but
without auto-enrolment or compulsory employer contributions, take-up has been far too low.

21. Instead of setting up a new system, the Government should seek to utilise what is already in place by
ensuring that all employees have a personal pension to which they and employers contribute to, unless the
former opt out.We believe that this would save theGovernment significant costs in setting up andmanaging
the NPSS, whilst giving consumers full control over their own financial arrangements. For those that do not
have or choose a pension when taking up employment, a stakeholder product from an approved list could
automatically be allocated. Employees would be free to chose a Personal Pension that does not conform to
the Stakeholder criteria if theywished to do so.Onmoving jobs, employees would simply take their Personal
Stakeholder Pension with them and their new employer would pay into it. Workers would be entitled to
transfer their pension to an alternative provider at any time.

22. The Government and the Pensions Commission are right to insist that charges for a universal
pensions scheme should be low. Virgin Money has consistently oVered amongst the lowest charges in the
market for its Stakeholder Pension (at 1%, well below the 1.5% cap) and we currently oVer new customers
no fees at all for a year. We are confident that, if demand for these products were increased through the
proposals suggested in this submission, the industry will react by bringing down charges across the market
in response to competitive pressures.

23. Unlike the NPSS, we would not advocate any limits on contributions to Personal Stakeholder
Pensions under this system. We would suggest that all employees automatically enrolled in the scheme
contribute 4% of their salary above the Primary Threshold, however, employees would be free to choose the
level of contribution that theymade into the scheme. Regular financial updates would give employees a clear
idea of the level of their pension fund and what they might need to save in the future for their retirement.

24. Similarly, there would be no set level of contribution by employers, but 3% of the employee’s salary
above the Primary Threshold would be the minimum contribution for companies under this scheme.
Organisations that provide a Defined Benefit scheme would not have to contribute to a Personal Pension.
Whilst thesemeasures would entail greater contributions from employers for workers with salaries over and
above the Upper Earnings Limit, we believe the eVect of this would be relatively small, as most workers
earning higher salaries already enjoy higher contributions to their pensions from their employers. A cap on
contributions might nevertheless be appropriate, however, and the Government could consult on this with
industry, employers’ organisations, trade unions, employers and other stakeholders. To encourage
individual saving, we do not believe that employers should be forced to make contributions for employees
who opt out of the scheme and for those that opt to contribute less than 4% of their salary, employer
contributions would also be reduced.

25. The current system prevents ownership of a Stakeholder Pension by those earning more than
£105,600.With adequate reform to ensure an increased appropriateness of the stakeholder product, this cap
on earnings could be removed to ensure universal application.

26. The inquiry seeks views particularly on pension incomes for those currently at particular risk of being
“under-pensioned”, including women, disabled people, ethnic minorities and people with varied work
patterns. Virgin Money believes that the proposed systems of transferable Stakeholder Pensions with
matched funding will provide further incentives for these groups to save. In addition, such groups are a key
target in the need for a step change in attitudes toward saving and responsibility for retirement income.
Again, the reforms proposed in this document are appropriate in focusing on these groups.
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Government Incentives for Workers to Save

27. According to the Pensions Commission’s Second Report, the Government currently contributes
some £12.3 billion per annum to personal pensions through tax relief, which equates to £500 per annum for
every UK tax payer. The current system unfairly benefits higher rate taxpayers, whilst those on the lowest
salaries receive the least help. Virgin Money thinks this is intrinsically unfair and believes that the current
situation should be reversed so that those in most need benefit to the greatest extent.

28. The proposals in theNPSS go someway to addressing this situation by ensuring that theGovernment
would contribute a set proportion of each employee’s salary towards their retirement, but there is ample
scope to do more. The Pensions Commission rejected representations to reform the tax relief system, on the
basis that it would be extremely diYcult to apply any other approach toworkers inDefinedBenefit Schemes.
Virgin Money believes that this would be a missed opportunity to remove the current inequities inherent in
the system, whereby half of all benefits go to higher rate tax payers, and at a time when the number of
Defined Benefit schemes is in decline.

29. Government incentives for saving should be as simple as possible for workers to understand. We
would therefore scrap the current scheme in favour of a tangible contributionmatching system, with defined
tiers so that the lowest paid benefit most.

30. We would suggest matched funding along the following lines:

Individual and Matched amount Running total of Running total of Running total
employer from the Government individual’s contributions from invested in an
contribution investment pa the Government if individuals pension

maximum matching if maximum
allowance used pa matched amount

invested pa

First £300 £1 for every £1 £300 £300 £600
invested in any invested up to a
tax year maximum of £300

Next £300 50p for every £1 £600 £450 £1,050
invested in the invested up to a
same tax year maximum of £150

Next £400 25p for every £1 £1,000 £550 £1,550
invested in the invested up to a
same tax year maximum of £100

Next £1,000 10p for every £1 £2,000 £650 £2,650
invested in the invested to a
same tax year maximum of £100

* Investments above £2,000 will not attract a Government incentive.

31. This scheme sacrifices the big incentives given to higher rate tax payers in favour of encouraging lower
paid workers to start saving. It’s designed to provide a base level of pension for the majority of the
population rather than gift billions of pounds in tax incentives to the aZuent minority. This would be a
much fairer distribution of the £12.3 billion currently set aside to encourage people to save for their
retirement. Additionally, contributions to Personal Pensions under this scheme would be greater for all
employees earning up to the level of the Upper Earnings Limit than under the NPSS. A system of matching
would also encourage contributions from self-employed workers, low earners, those with interrupted work
histories and part-time workers, due to the weighting of incentives encouraging even the smallest amount
of saving.

Reasoning Behind our Approach

32. We believe that the solutions outlined above would create the optimum environment for fostering a
long-term savings culture, maximising individual contributions to pensions and encouraging workers to
take responsibility for their own financial future. They would target the least well oV, ensure that incentives
to save are oVered to those working part time and on the lowest incomes and cost the Government no more
than the current scheme. They would provide certainty and clarity for workers, who would know what they
needed to save for their own retirement. Furthermore, each of our main proposals—a Citizen’s Pension,
Individual Personal Pensions and tiered, matched Government funding—could be implemented separately
if the Government did not wish to adopt the complete proposal for overhaul of the pensions system as
suggested above.

Virgin Money

March 2006
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Memorandum submitted by EEF

Introduction

1. EEF is the representative voice of manufacturing, engineering and technology-based businesses with
a membership of 6,000 companies employing around 800,000 people. Comprising 11 regional EEF
Associations, the Engineering Construction Industries Association (ECIA) andUK Steel, EEF is one of the
leading providers of business services in employment relations and employment law, health, safety and
environment, manufacturing performance, education, training and skills.

2. The future of pension provision is now one of the most important issues facing the Government,
business and individuals with occupational pensions exposing many EEF members to increasing levels of
cost, risk and regulation. Without decisive action being taken by the Government over the next few years
to address this issue, this will become a major problem that will aVect all of us for many years to come.

3. As its contribution to this important debate, EEF established a Pensions Strategy Group in the latter
part of 2004 that was chaired by Paul Lester, the Chief Executive of VT Group plc and a former EEF
President, and which comprised representatives from a cross-section of EEF members with a wide range of
practical experience. This Pensions Strategy Group has helped to shape EEF’s thinking on the reform of
pensions and this was set out in EEF’s report, “Rethinking Pensions—Preparing for an Ageing Society”,
which was published in September 2005 and submitted as evidence to the Pensions Commission. We attach
a copy of this report for the information of the Committee.

EEF’s Views on the Pensions Commission’s Report

4. EEF considers that the comprehensive package of reforms to the UK’s pensions system that is set out
in the Pensions Commission’s Report—comprising changes to state pension arrangements, employee auto-
enrolment into the proposed National Pension Savings Scheme (NPSS) with compulsory employer
contributions in respect of their employees who auto-enrol and a gradual increase in the state pension age—
is a practical and realistic framework for reform.

5. The package of proposals in the Pensions Commission’s Report closely resembles the
recommendations in EEF’s report, “Rethinking Pensions—Preparing for an Ageing Society”.

6. EEF is firmly of the view that the Government must introduce the reform of pensions as an inter-
related package in order to achieve the objectives set out in the PensionsCommission’sReport. For example,
auto-enrolment into theNPSSwill not achieve the objective of significantly increasing savings for retirement
without introducing state pension arrangements that enable individuals to be confident about the income
in retirement that they will receive from the state.

7. Whilst EEF supports the recommendations for reform that are set out in the Pensions Commission’s
Report, we consider that there are some practical issues relating to them that the Government needs to
address in order to make this package work more eVectively and help create a greater degree of consensus
about the way forward amongst all stakeholders and the general public. These include:

(a) The relative complexity of the Pensions Commission’s proposed reform of state pensions means
that individuals may still find it diYcult to understand the state pension system and thereforemake
decisions about private pension provision as theymay be uncertain about the level of state pension
that they will receive in retirement. This proposed reform also seems to require a relatively long
transition period before it is fully implemented which inevitably compounds this uncertainty and
creates the opportunity for changes to bemade by subsequent governments before this transitional
period has ended.

(b) The need to minimise any potentially adverse collateral damage to existing pension arrangements
by simplifying the regulation of occupational pension schemes.

(c) The importance of having the level of compulsory employee and employer contributions into the
NPSS set out in primary legislation.

(d) Implementing the NPSS on a phased basis for all employers with smaller employers also receiving
some initial financial assistance from theGovernment to address their real concerns and help them
cope with the additional costs of paying and administering compulsory pension contributions.

(e) Ensuring that the proposed gradual rise in the state pension age is accompanied by the
introduction of polices and practices that will raise the average age at which individuals actually
retire.

National Pensions Saving Scheme (NPSS)

8. EEF supports the Pensions Commission’s proposal for the introduction of the NPSS with employees
who do not have access to an occupational pension scheme of a specified minimum standard being auto-
enrolled into the NPSS and employers being required to make contributions in respect of their employees
who decide to auto-enrol. We also consider that the proposed employee and employer contributions into
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the NPSS of, respectively, 4% and 3% of earnings between £4,888 per annum and £32,760 per annum are
set at the appropriate level. As the attached Table 1 shows, the proposed employer contribution into the
NPSS of 3% of this band of earnings is always less than 3% of an employee’s earnings with this figure being
only 1.53% of earnings for an employee earning £10,000 per annum rising gradually to 2.51% of earnings
if they earn £30,000 per annumand then falling gradually for employees with earnings in excess of this figure.

9. EEF considers that, in order to help employers adjust to paying compulsory pension contributions and
to minimise any potentially adverse economic eVects, the NPSS should be implemented on a phased basis
for all employers. This should be over a relatively short period of, say, five years to avoid the introduction
of the NPSS losing momentum. We feel that a five year transition period would also strike an appropriate
balance between giving employers enough time to adjust to making contributions into the NPSS and
minimising the period over which employees will receive lower employer contribution rates.

10. We would suggest that, if the NPSS was to be phased in over five years, the employer contribution
rate should rise from 1% of the proposed band of earnings in year 1 to 2% in year three and 3% in year five.
We are not proposing that there should be more frequent changes in these rates, such as half-percentage
point changes every year, as we feel that this could create unnecessary administrative complications for
employers.

11. In addition to this phased implementation of the NPSS for all employers, EEF considers that the
Government should provide smaller employers with some initial financial assistance to address their real
concerns and help them cope with the additional costs of paying and administering compulsory pension
contributions. However, EEF members have expressed strong views that this additional assistance should
not involve exempting smaller employers from theNPSS asmany of their employees are precisely those who
need to be encouraged and helped to save more for their retirement.

12. EEF considers that this additional initial Government assistance for smaller employers should be
based on the following principles:

(a) It should be for a limited period of, say, three to five years with its value gradually being phased
out over this period.

(b) It should not adversely aVect the opportunity for employees in smaller companies to be able to
save for their retirement through the NPSS.

(c) It should be simple for smaller employers to understand and, if it was to involve them reclaiming
some of their employer contributions into the NPSS from the Government, this should be easy
and cheap for them to administer with no adverse eVects on their cash-flow.

(d) It should have no perverse incentives that could adversely aVect the growth of small businesses.

13. We have examined the following possible options for providing some initial Government assistance
for smaller employers:

(a) A flat rate lump sum payment to all smaller employers irrespective of the number of their
employees in respect of whom they are making pension contributions into the NPSS.

(b) Varying the National Insurance Contributions (NICs) for smaller employers who are making
contributions into the NPSS.

(c) Reimbursing smaller employers for a proportion of the total contribution that they are making
into the NPSS.

14. The first of these options is similar to the idea in the Pensions Commission’s Report of making a flat
rate lump sum payment to all employers, irrespective of their size. Limiting this payment to employers with,
say, less than 50 employees would make little diVerence to the cost of this option as over 95% of employers
are of this size but it would demonstrate to smaller employers that they were receiving some special
assistance from the Government. This option has the benefit of relative simplicity, although the exact
mechanism for making these lump sum payments has yet to be identified. However, it has the major
disadvantage that it would bear no relation to the level of the employer’s contribution to theNPSS and there
appears to be little support for it amongst EEF members.

15. The second option of varying NIC rates would have the advantage that there would be no need to
create a new mechanism to introduce this and it could be seen to be appropriate as both NICs and NPSS
contributions are payroll costs. In addition, this financial assistance would be able to be made in proportion
to the number of employees for whom the employer was making contributions into the NPSS. One
disadvantage of this option is that this type of assistance would probably have to be removed in one step as
it is likely to be impractical to keep changingNIC rates.Whilst there is some support for this option amongst
EEF members, this is less than there is for the third option.
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16. Reimbursing smaller employers for a proportion of the contributions that they have made into the
NPSSon behalf of their employees is felt byEEFmembers to be a fairer andmore eVective option as it would
relate directly to the level of payments that have beenmade. It is also felt to be administratively simpler than
changing NIC rates although some EEF members have questioned whether the Inland Revenue would be
able to administer it.

17. We have examined the impact that a possible method for implementing this third, and our preferred,
option would have for a company with 20 employees using the simplifying assumptions that they all earn
£20,000 per annum, which is close to average earnings, and that none of them decide to opt out of the NPSS.
The assumed method of compensation is that the employer is compensated for half of their NPSS
contributions for the first year that there is a new contribution rate (ie in years one, three and five), a third
of their NPSS contributions for the following years (ie in years two, four and six) and 15% of their
contributions in year seven. However, no compensation would be made to the employer after this.

18. The attached Table 2 shows the level of NPSS contributions that would be paid by the employer and
the compensation that they would receive during each of the first seven years after the NPSS has been
introduced. It shows that the total amount of compensation that would be paid to the employer during this
period would be £16,471 which is 36.3% of their total contribution into the NPSS in respect of their
employees for this period of £45,335.

19. We have also examined the cost to the Exchequer of providing financial assistance for all employers
with less than 50 employees based on the method of compensation that is set out in paragraph 17 above.
We have used the calculations and assumptions made in the Pension Commission’s Report as our starting
point. Its calculations assume that all members of employer-sponsored schemes already receive
contributions of 3%of earnings ormore and these employees are therefore excluded from the calculations. It
also assumes a 65% participation rate into the NPSS for employees earning between the Primary Threshold
(currently £91 per week) and the Lower Earnings Threshold (currently £223.08 per week) and a 80%
participation rate for employees earning above the Lower Earnings Threshold.

20. The attached Table 3 looks at the cost for the Exchequer based on these assumptions. Estimatesmade
in the Pensions Commission’s Report indicate that a 3% contribution rate into the NPSS would cost
employers with less than 50 employees some £1.1 billion per annum. The cost of 1% and 2% contribution
rates have been calculated on a pro rata basis in Table 3. Our calculations suggest that the cost to the
Exchequer of compensation to smaller employers with less than 50 employees would peak at £550 million
in the first year that the 3% contribution rate is introduced and when they are compensated for half of their
contributions into the NPSS.

Alternatives to the NPSS

21. EEF has examined the alternatives to the NPSS that have recently been put forward by the ABI, the
NAPF and the IMA and we have the following comments on them:

(a) ABI—We have serious reservations about this proposal as our members have indicated that they
would be very concerned if employers had to select a pension provider into which their employees
would be auto-enrolled. Not only would this involve them in some additional work and the
prospect of having to cope with advertising and marketing campaigns from potential providers
but, more importantly, it would also expose them to potential claims and employee relations
diYculties if the provider that they had chosen under-performed. In addition, we consider that
requiring employers to select a pension provider into which their employees would be auto-
enrolled takes away some of the individual’s responsibility for private pension provision which we
feels it is important for the Government to encourage. We are also not convinced that the
possibility of early implementation, which the ABI has advocated its approach would provide,
would be advantageous. In our view, the implementation of theNPSS is only likely to be successful
if it is done when there is clarity about the simplification of state pension arrangements and after
a financial awareness campaign about the importance of private pension provision has been
undertaken.

(b) NAPF— We have similar concern about employers being made responsible for selecting the
regional/sectoral “Super Trust” into which their employees would be auto-enrolled with all the
potential costs and risks that this would involve for them. The NAPF’s proposal also raises some
potential “political” diYculties and risks as one could imagine the pressure that a future
Government might face if a “Super Trust” covering, say, Scotland or the North East of England
under-performed. It also seems to take even more responsibility for private pension provision
away from the individual employee than the ABI’s proposal as it would appear that, once their
employer had selected the “Super Trust” into which they would be auto-enrolled, individual
employees would be unable to chose an alternative “Super Trust”.
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(c) IMA—The IMA’s proposal really outlines how the NPSS could be implemented rather than
describes an alternative to theNPSS. It is very similar to the proposal for a second pillar of pension
provision that was set out in EEF’s report, “Rethinking Pensions—Preparing for an Ageing
Society”. Like the IMA, we proposed in our report that individuals should be able to chose
between investing in a limited number of funds and that there should be a default fund, with a
balanced portfolio, for those who did not want to invest actively. We also proposed that private
pension providers should bid competitively on, say, a five yearly basis for the opportunity to run
these limited number of investment funds with one of the key criteria for selection being high net
return. In our view, decisions on the appointment of the providers to run these investment funds
should be made by an independent body, separate from government.

State Pension Age

22. EEF acknowledges that an integral part of the reform of the UK’s pension system has to be a gradual
rise in the State Pension Age. This is clearly going to be a controversial element of this package of reform
and it will therefore be necessary for the Government to try to ensure that increases are felt to be acceptable
by a majority of the population and that the reasons for them are understood.

23. We therefore consider that the State Pension Age should be regularly reviewed by an independent
body of experts who will examine, amongst other things, trends in physical and mental health, working
patterns, attitudes towards retirement and aVordability. This independent bodywould be required to review
the State Pension Age on a regular basis with the Government then making decisions based on its
recommendations.

24. Whilst EEF has made no specific proposals for raising the State Pension Age, in our report,
“Rethinking Pensions—Preparing for an Ageing Society”, we assumed that, for the purpose of costing our
proposed package of pensions reform, the State Pension Age would rise gradually to 67 by 2035 and 68
by 2055.

Table 1

COST OF 3% COMPULSORY EMPLOYER CONTRIBUTION INTO THE PROPOSED
NATIONAL PENSION SAVINGS SCHEME (NPSS)

The Pensions Commission’s Report recommends that, if an employee decides to be auto-enrolled into the
proposed NPSS, employers will have to pay contributions into the NPSS comprising 3% of the employee’s
earnings between £4,888 per annum and £32,760 per annum.

The cost of this 3% compulsory employer contribution for various levels of earnings is shown in the
table below.

Annual Earnings Earnings on which 3% 3% Employer Contributions as % of
(£) Contribution Paid Contribution Annual Earnings

(£) (£) (%)

5,000 112 3.36 0.07

7,500 2,612 78.36 1.04

10,000 5,112 153.36 1.53

15,000 10,112 303.36 2.02

20,000 15,112 453.36 2.27

25,000 20,112 603.36 2.41

30,000 25,112 753.36 2.51

35,000 27,872 836.16 2.39

40,000 27,872 836.16 2.09

50,000 27,872 836.16 1.67

60,000 27,872 836.16 1.39

80,000 27,872 836.16 1.05

100,000 27,872 836.16 0.84
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Table 2

EASING THE IMPACT OF THE NPSS ON SMALLER EMPLOYERS

Costs for an employer with 20 employees all earning £20,000 per annum

Year Contribution Salary on Contribution Total Compensation Compensation Costs net of
rate (%) which per employee contributions rate (%) amount (£) compensation

contributions (£) (£) (£)
paid (£)

1. 1 15,112 151.12 3,022 50 1,511 1,511
2. 1 15,112 151.12 3,022 33.3 1,007 2,015
3. 2 15,112 302.24 6,045 50 3,022 3,023
4. 2 15,112 302.24 6,045 33.3 2,015 4,030
5. 3 15,112 453.36 9,067 50 4,534 4,533
6. 3 15,112 453.36 9,067 33.3 3,022 6,045
7. 3 15,112 453.36 9,067 15 1,360 7,707
8. 3 15,112 453.36 9,067 0 0 9,067

Table 3

COSTS TO THE EXCHEQUER OF COMPENSATING SMALLER FIRMS FOR
NPSS CONTRIBUTIONS

Year Contribution rate (%) Cost to employers (£m) Compensation rate (%) Cost of compensation
(£m)

1 1 367 50 183
2 1 367 33 121
3 2 733 50 367
4 2 733 33 242
5 3 1,100 50 550
6 3 1,100 33 363
7 3 1,100 15 163
8 3 1,100 0 0

Source: EEF calculations based on Pensions Commission’s Report.

EEF

March 2006

Memorandum submitted by Independent Pensions Research Group and Northern Pensions Resource Group

On behalf of the Independent Pensions Research Group and the Northern Pensions Resource Group, I
am writing with a submission to the Work and Pensions Committee’s inquiry on the Turner Report. The
two groups are networks of individuals concerned about State and non-State pensions. Our membership
includes member-trustees of pension schemes, trade union oYcials and activists, actuaries, lawyers,
academics and other professionals.

Executive Summary

— The pensions “crisis” is mainly a consequence of a quarter of a century’s decline in the contributory
state pension and the transfer of risk from the public sector to individuals.

— Paying for pensions involves transferring resources from the working to the non-working
population. The mechanism for this is a matter of detail.

— Only the State pension system can deal adequately and eYciently with pensioning the low paid,
the self-employed and periods of caring and family responsibility. Around half of the working
population have always been excluded from employer-sponsored pension schemes.

— The alarmism over the rising “old-age dependency ratio” is spurious. A more relevant measure is
the ratio of those in work to those not in work.

— The fundamental objectives of any pension system should be the prevention of poverty in old age
and the opportunity for people to build an adequate income as opposed to a subsistenceminimum.
We believe there should be a policy target for adequate pensions, perhaps with a minimum of 45%
of median earnings. Pensions should also enable incomes to be spread across lifetimes.
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— A decent State basic pension is at the heart of any solution to the much-hyped pensions crisis. We
do not share the Turner Commission’s view that there is some iron law in the UK that will not
allow a State pension of more than 25% of earnings or spending on GDP to exceed 8% in the long
term. There is a growing consensus that the UK’s state pension spending is unsustainably low and
will have to rise.

— No increase in State pension age should be considered without a careful and thorough audit of the
social consequences and its impact on vulnerable groups. An unintended consequence of a higher
State pension age might be millions of people languishing on means-tested benefits, or people
reaching State pension age in poorer health. All that the Pensions Commission’s proposals in this
area do are pay the same state basic pension we have now, but from a later age.

— While we support the principle that pension saving should be extended across the population, we
are not convinced that forcing people to save in the markets is the best way forward. Rather than
theNPSS, wewould prefer to see a revamped State second pension to sit on top of the strengthened
basic pension that we have recommended. Members could be given either:
(a) a secure guaranteed pension underwritten by the state; or
(b) a guaranteed cash return, also underwritten, butwith the pension dependent on life expectancy

at state pension age as in the Swedish system.
— Far from cutting public sector pensions as is implied in calls for reform, the Government should

provide earnings related pensions for everyone.

1. Introduction

1.1 The pensions “crisis” is mainly a consequence of a quarter of a century’s decline in the contributory
state pension, and of the transfer of risk from the public sector to individuals. The state pension has been
eVectively converted to a means-tested benefit with a declining contributory component. Pension provision
by employers is in full scale retreat, and it is unlikely that any combination of incentives or deregulation will
revive it. In any case, constructing a pensions system around the promises of individual employers is, as the
chairman of the Pensions Regulator said recently, a “fragile” basis for security in retirement.106

1.2 More saving in itself will not solve the pensions crisis. It may make sense for an individual to save
but more saving in total does not ensure security in retirement. Paying for pensions involves transferring
resources from the working to the non-working population at the time they retire. The actual mechanism
is more a matter of detail than substance.

1.3 Only the State pensions system can deal adequately and eYciently with pensioning the low paid, the
self-employed and periods of caring and family responsibilities.

1.4 There never was a “golden age” of UK pensions, despite frequent partisan comments that ours was
the envy of Europe until 1997. As the Pensions Commission has said107 the decline in occupational pensions
started over 20 years ago and there were always significant gaps in coverage. About half of the working
population has always been excluded from employer-sponsored pensions. Some groups have been better
treated than others. The final salary scheme only became standard in the private sector in the 1970s and was
viable because among other factors, leavers received a poor deal, inflation eroded real liabilities and interest
rates were way above their long term average. Now that something close to the real costs has emerged,
employers prefer to exit from final salary pensions.

1.5 There is much alarmism and hysteria generated by the prospect of an ageing population, using
spurious “old age dependency” ratios. It is false to assume that on someone’s 65th birthday, theymove from
a box labelled “productive” to a box labelled “burden”. The demographic shift is entirely manageable and
a more relevant measure is the ratio of those in work to those who are not in work. Portraying older people
as a burden is inaccurate and creates the wrong climate for discussion about pensions. Most older people
make a valuable contribution to society, through voluntarywork, community activities, and the care of their
children’s children. Whether a particular person does so or not, all older people have surely earned the right
to be supported.

1.6 The basic value underpinning any pensions system is solidarity between the generations and is a
fundamental principle in continental European pension systems. It is building a sense of solidarity and
popular commitment which will create the trust and confidence needed for long term stability.

2. Pensions Policy Objectives

2.1 The fundamental objectives of any pension system should be the prevention of poverty in old age and
the opportunity for people to build an adequate income as opposed to a subsistence minimum. These were
established as high level objectives by the EU Council and Commission in its report of 2003.108 Member
states are required to submit regular reports and in July 2005, the UK Government refused to set a policy
target for adequacy. We believe that there should be a policy target for adequate pensions, say a minimum
of 45% of median earnings with higher rates for lower earners.

106 David Norgrove speaking to the All Party Parliamentary Group on occupational pensions, 24 January 2006.
107 Pensions: Challenges and Choices—the first report of the Pensions Commission, 2004, pp 114–125.
108 Adequate and sustainable pensions, Joint report by the Commission and Council, European Commission, September 2003.
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2.2 Pensions should also enable income to be spread across the lifetime, provide security for those who
cannot build a pool of assets or savings from earnings and provide an income which is not dependent upon
the uncertainties of financial markets or employment.

2.3 The state is the only agency which can deliver these objectives eYciently with an acceptable degree
of certainty.

3. The State Pension

3.1 A decent state basic pension for everyone is at the heart of any solution to the much-hyped pensions
crisis. Many experts and policy groups have concluded that widening coverage by perhaps introducing a
residence criterion for the basic pension (as in theNetherlands) and fixing its value as a percentage of average
earnings (say between 20 and 25%) and keeping it there is an essential foundation for security in retirement.
Indeed having a reasonable value for the basic pension relative to earnings was central to the pensions
settlement steered through by Barbara Castle in the 1970s and reneged on by the Tories after only a few
years.

3.2 Although the Pensions Commission accepts that the state pension needs to be strengthened, its
proposed transitional period is very long and it believes that it can only be done by absorbing the State
Second Pension into the first tier. The Commission appears convinced that there is some iron law in the UK
that will not allow a state pension of more than 25% of average earnings, or for pension spending to take a
share of GDP of more than 8% in the longer term. This was repeated by Lord Turner at his LSE lecture.109

What would be acceptable in Sweden, he said, would not be acceptable in the UK because of the “political
economy” of pensions.

3.3 It is not obvious (unless he was given a strong steer by the Treasury) how Lord Turner has reached
this conclusion. There is no evidence of a political consensus around the share of state pensions in GDP.
The state’s role in pensions is amatter for political judgement.While nobodywould deny that there are limits
to taxation, it is far from clear that in the UK we are anywhere near those limits to the extent that other
spending might be crowded out. On the contrary there is a growing consensus that the UK’s state pension
spending is unsustainably low and will have to rise.

3.4 Moreover, those who argue like Lord Turner ignore the considerable spending and support to private
pensions. Tax relief is estimated at £20 billion annually, contracted out rebates are £8 billion and relief to
employers’ National Insurance is similar. It is not consistent to consider one part of public spending on
pensions in isolation. At the National Pensions Day event on 18 March, 67% of those questioned agreed
that a greater share of taxes would have to be spent on pensions.

4. State Pension Age

4.1 While the option of raising the state pension age is always open for debate, we think that any increase
in state pension age should follow any extension of working lives or reductions in health inequalities. No
increase should be consideredwithout a careful and thorough audit of the social consequences and its impact
on vulnerable groups. This is because chronological and biological ageing are conflated in this debate,
without taking into account how much of longer life is healthy and active. The ageing process is highly
unequal in its impact across social groups. No one knows for example how an extension of working beyond
age 65 would aVect long term health and the prospects for a healthier retirement. No one knows either if
there will be a supply of suitable jobs available. An unintended consequence of a higher state pension age
might be millions of people languishing on means-tested benefits or people reaching state pension age in
poorer health as a result of a longer working life.

4.2 The state pension is extremely important to the lower paid and women in particular whose labour
market position is not strong. For those with assets and good private pensions, the state pension is almost
irrelevant. Yet their labour market position is much stronger. Many older aZuent professionals continue
to work part time or as consultants trading on their knowledge and experience. It would be immoral to force
the poorer sections of the population towait longer for their state pension just to save some tax for the richer.

4.3 Advocates of a higher state pension age justify it by claiming that it makes a higher state pension
“aVordable”. The PensionsCommission proposes that the state basic pension is at the level of theGuarantee
Credit. However, a higher state pension is already paid now if it is postponed beyond 65, and, under the
improved terms introduced last April, it is already at the Guarantee Credit level if it is paid from age 68. All
that this proposal does is pay the same state basic pension we have now but from a later age. Unless we are
missing something here, we cannot see how this can be presented as an improvement.

4.4 The popular conception of individuals unwilling to continue working beyond any recognised
retirement age, especially in the public sector is largelymisplaced and this point has been accepted byTurner.
In reality, much “early retirement” is just bad HRmanagement, thinly disguised.Many employees are keen
to work beyond normal retirement ages, either because they want to or because they cannot yet aVord to
retire. They are often frustrated in these aims by a reluctance on the part of employers to train or retrain

109 Lord Turner of Ecchinswell, speech to LSE, 2 February 2006.
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them or to adapt work or working conditions appropriately. This can happen at a very early age. Nurses
for example claim that it is rare for anyone aged above 50 to be allowed to attend a training course. Unless
these problems are addressed—and the Age regulations and other initiatives such as Age Positive, are a
welcome step in that direction—then extending working lives will be a meaningless platitude.

5. Earnings Related Pensions for all

5.1 While we support the principle that pensions saving should be extended across the population we are
not convinced that forcing people to save in the financial markets is the best way forward. The policy elite
and opinion formers often overlook the fact that two thirds of all workers110 earn below average earnings
and can ill aVord to take risks with their money, especially retirement savings. The extreme volatility of
financial markets do not make them suitable vehicles for providing pensions up to a minimum adequate
replacement level. Calls to fix the gilt market to solve the problem of low gilt yields only demonstrate that
if the Government has to intervene to write more debt, is must be more eYcient for the State to expand its
provider role directly and cut out the middle men.

5.2 We would suggest that Turner’s proposed NPSS be a revamped state second pension to sit on top
of the strengthened basic pension that we have recommended. Members of this revamped scheme could be
given either:

— a secure guaranteed pension underwritten by the state; or

— a guaranteed cash return also underwritten by the state, but with the pension amount dependent
upon life expectancy at state pension age along the lines of Sweden’s state pension or Switzerland’s
compulsory savings system.

5.3 With the retreat of final salary schemes in the private sector, the public sector appears comparatively
advantaged. However, far from cutting public sector pensions as is implied in calls for “reform” (which are
motivated primarily by ideological hostility to the public sector) it is equally valid to advocate that the
Government provide earnings related pensions for everyone.

6. Contracting Out

6.1 We support the Pension Commission’s recommendation that contracting out of second pensions on
a money purchase basis be ended and that salary related contracting out be phased out—although in our
proposal it makes sense to allow public sector schemes to contract out of a revamped NPSS. Contracting
out should only be allowed where there is a secure covenant behind the promises being made.

7. Private Pensions

7.1 There is a role for private pensions in providing a third supplementary tier above the basic adequacy
target. Schemes should be encouraged via employers and cost eVective savings vehicles be established on the
basis of industry-wide or geographical multi-employer schemes. Schemes should meet basic standards of
governance, member involvement and costs before being allowed to operate. Tax relief should be examined
to see how some of the relief which is distributed disproportionately to the better oV could be clawed back
and a fairer distribution of assistance with retirement saving be achieved.

8. National Insurance Fund

8.1 The governance of the National Insurance fund, which nominally provides the financial
underpinning, should be reviewed in the light of experience in other democratic countries to see how it can
be made more accountable and open in its operation.

9. Conclusions

9.1 The Committee could do much worse than examine the experience over 70 years of Federal Social
Security in theUS. Described by economist LRandallWray as “America’s most popular and eYcient safety
net”,111 he goes on; “Social Security provides a substantial measure of security for aged persons . . . and their
dependants. It has never missed a payment, nor will it ever do so, as long as the full faith and credit of the
US government lies behind the program.”

9.2 For all the political interference in the structure of the UK State system, it has done a fair job over
the last 30 years, at least for those with full contribution records, in contrast to the private sector’s long list
of scandals and failures.

110 65% of individuals have incomes below the national average of £427 a week. (Poverty and Inequality in Britain 2006, Institute
for Fiscal Studies, p 10.

111 Social Security’s 70th Anniversary: Surviving 20 years of reform: L Randall Wray, The Levy Economics Institute of Bard
College, 2005.
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9.3 Economic transformation, far from confirming that the scope of public pensions must be limited,
suggests the opposite.With unstable global financial markets and greater insecurity in employment, the case
for a state pension scheme which plays the leading role for its citizens is stronger than ever. There is nomagic
here. It is how pensions are organised in all the other major developed countries.

Sue Ward
Secretary, Independent Pensions Research Group, Northern Pensions Resource Group

3 April 2006

Memorandum submitted by Bradford and Bingley Plc

1. Summary

1.1 Bradford and Bingley (B&B) welcomes the work undertaken by Turner and the Government in this
vital area of policy. As an employer of 3,000 people in the UK, Bradford and Bingley is broadly supportive
of Lord Turner’s proposals for a National Pensions Saving Scheme. We also endorse the idea of reforming
fiscal incentives to encourage saving behaviour, and measures to facilitate later working and flexible
retirement. However, we also feel that Turner missed an opportunity in failing to adequately recognise the
potential role of equity release, and in particular lifetime mortgages, in providing retirement income for
some homeowners. Un-mortgaged equity now accounts for around half of total UK income and there is
therefore enormous potential for Government and the private sector to develop the equity release market
in a regulated and sustainable way.

2. Bradford and Bingley

2.1 Bradford and Bingley traces its origins back to 1851 and it is now the UK’s ninth largest bank. B&B
has a market capitalisation of £3 billion, is a publicly listed company, and is just outside the FTSE-100.
Headquartered in Crossflatts, West Yorkshire, we employ over 3,000 people in the UK. Our main activities
are lending—providing a range of residential mortgages, secured commercial property loans and loans to
Housing Associations, and retail—selling financial services products, including our own, through our
branches and direct channels.

2.2 Our interest in pensions reform is twofold: as a significant employer, and as one of the top three
providers of lifetime products—a form of equity release mortgage. B&B operates its own occupational
pension scheme that is defined benefit for those who joined before 2001, and defined contribution for the
remainder. Bradford and Bingley is a member of the Council of Mortgage Lenders but this submission
reflects only the views of Bradford and Bingley plc.

3. The Turner Proposals

3.1 Bradford and Bingley welcomes the broad thrust of the proposals for reform set out in the Pensions
Commission’s Second Report of 30 November 2005. We endorse the creation of a National Pensions
Savings Scheme and the principle of auto-enrolment which we see as a sensible “middle way” between the
current position and compulsion. We agree that policy-makers and the pensions industry should anticipate
gradual increases in the retirement age and believe the existing tax system should be reviewed with the aim
of improving incentives for people to save. Drawing from our own experience we also believe there is a
strong case for action across Government, in partnership with the private sector, to improve financial
literacy so that people can make better and more informed pensions and savings choices.

4. Equity Release

4.1 Equity release is a term used to describe ways of homeowners benefiting from the value of their home
without them having to move out of it. The two ways of releasing equity are lifetime mortgages (where the
homeowner continues ownership of a property) and home reversion (where all or part of the home is owned
by a reversion company or other investor). B&B is not involved in home reversion schemes but is one of
the leading providers of lifetime—a product regulated by the Financial Services Authority (FSA). Lifetime
mortgages are loans taken out by the homeowner (either a lump sum or regular payment) and secured on
their home. Interest is incurred on the loan in the normal way but is “rolled-up”—added to the loan but not
repaid until the home is sold or the homeowner dies.

4.2 Lifetime mortgages are the most popular form of equity release, and in 2005 lifetime mortgage new
business represented 95% of all equity release arrangements. The intermediary sector of the market is very
healthy with 65% of 2005’s equity release customers receiving advice from financial advisers rather than
direct from a product provider oVering a single product—indicating the strength of distribution through
advisers whose product choice is not restricted to a single supplier. The size of the equity release market has
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grown in a consistent and gradual way: in terms of new business growing from £44 million in 1996 to £1.1
billion in 2005 a year in which 24,000 customers took out an equity release plan.112 By the end of 2005 there
were 105,000 outstanding equity release customers and balances £5.3 billion.113

5. The First Turner Report and Equity Release

5.1 The comments regarding equity release contained in the Pensions Commission’s first report of 12
October 2004 reflected, in our view, an outdated view of such products, based on inaccurate assumptions.
The report stated that equity release had little potential, either because it was seen as a distress option or
because of unattractive interest rates; “equity release may . . . remain trapped in a small, high-price sub-
sector of the market”114 and; “the liquidation of housing assets during retirement will likely remain limited
in scope.”115

5.2 First, equity release is no longer a distress option: according to research undertaken by Key
Retirement Solutions (the market’s largest specialist intermediary) the largest single reason for a customer
releasing equity is to enhance their home so they can continue living in their home for as long as possible.
31% of customers who responded to their September 2004 survey stated “I can stay in my home’ as the most
beneficial aspect of an equity release scheme.”116

5.3 Second, the reputation of equity release did suVer in the early 1990s from problems of high interest
rates and negative equity, as well as concerns over regulation (or the lack of it).WhenB&B entered the equity
releasemarket in late 2003wewere determined to oVer products that would overcome these diYculties. B&B
oVers customers a lifetime product with a competitive fixed interest rate—currently 5.99%—a no negative
equity guarantee for beneficiaries of a mortgage holder’s estate, and the ability for customers to port their
product from one property to another without incurring an early repayment charge. With new entrants
entering the market all the time, similar products are now available from other lenders. In the last couple
of years more providers have developed the drawdown lifetimemortgage, as an alternative to the traditional
lump sum lifetime mortgage. Under this arrangement the customer can choose to take smaller amounts of
money as and when they need the money. This also ensures the rolled up interest accrues at a slower rate.

5.4 Third, the regulatory environment has improved significantly allowing customers to have greater
confidence in equity release producers. Lifetime products came under FSA regulation and home reversion
schemes will follow in 2007 (althoughB&Bdoes not operate in the thismarket). All Lifetime customersmust
receive financial advice, financial advisers must follow FSA guidelines, all customers must be represented by
an independent solicitor, and Intermediaries must be properly qualified to advise on and sell equity release
products. A number of professional qualifications have been set up to ensure intermediaries are properly
qualified. The CML has compiled the Good Practice Notes—for the Lifetime mortgage sales process’ for
advisers to refer to and ensure they cover all aspects in advising a customer, and developed software to assess
the impact of equity release on a homeowner’s eligibility for state benefit.

6. The Second Report

6.1 B&B responded to the consultation on the Pension Commission’s First Report and made the points
discussed above. We recognise that the Pensions Commission’s Second Report did indicate some evolution
in thinking in this area; “For many people . . . housing assets (either accumulated or inherited) could play
a significant part in the provision of resources for consumption in retirement.”117 Chapter 1 of the Report
noted that housing wealth was continuing to grow as a percentage of GDP and Home ownership rates
continued to grow rapidly for people aged over 65 and particularly for people aged over 75, while falling
for those under 45. The Report noted that for the vast majority of people housing assets dominate non-
pension wealth. As home-ownership grows most rapidly in the oldest age groups, an increasing percentage
of the population is likely in the future not only to have accumulated capital in their own house before
retirement, but also to inherit housing assets. “The accumulation and decumulation of housing assets can
therefore play an important role in providing resources to support consumption in retirement.”

6.2 However, the Report stopped short of advocating a greater role for equity release products in
providing retirement income—in our view a missed opportunity. Bradford and Bingley submit that there is
now a strong case for a sustainable growth in the equity release market—within the regulatory oversight of
the Financial services Authority (FSA), which did not exist whenmis-selling problems occurred in the 1980s,
and before we and many other lenders entered the market.

6.3 Customer research shows that lifetime products are proving increasingly attractive to consumers, the
vast majority of whom are clearly attached to their homes. Research amongst our own customers
undertaken by ourmortgage subsidiaryMortgage Express inDecember 2004 found that 96%of respondents

112 Safe Home Income Plans (SHIP) figures.
113 CML figures.
114 “Pensions: Challenges and Choices”, Pensions Commission, 12 October 2004, page 194.
115 “Pensions: Challenges and Choices”, Pensions Commission, 12 October 2004, page xii.
116 Research conducted byKeyRetirement Solutions in September 2004. Results compiled from 2,866 respondents aged over 60.
117 A New Pensions Settlement for the Twenty-first century, Pensions Commission, 30 November 2005.
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amongst would recommend lifetime products to families or friends, and that 85% had no plans to move
home. The basis for lifetime mortgages appears sound: older people want to release funds while remaining
in the family home.

6.4 We of course accept that equity release can never be the universal solution to the problem of pension
provision, however for those over 50 with equity in their homes but inadequate pensions provision, equity
release may be a better way of providing adequate retirement income than beginning a new private
pension plan.

6.5 In our view, to ignore equity release could be a serious mistake. Statistics from the OYce of National
Statistics illustrate the potential scale of the market: In July 2005, ONS found that total housing wealth at
the end of 2004 was £3,427 billion, an increase of 12% on the previous year.118 Given that UKmortgage debt
totals around £900 billion, UK housing equity now stands at over £2.5 trillion or just under half the
country’s total wealth.

7. Conclusion

7.1 We submit that the problem of inadequate pensions provision in the UK requires multiple solutions.
Equity release is just one of a myriad of such options, and can only ever address the problems of those with
equity in their homes. However, for this group of people—and particularly for those who are approaching
retirement with equity but without adequate existing pension arrangements in place—equity release may be
a particularly appropriate solution. B&B has a role in providing attractive and competitive products, as well
as a duty to ensure customers are provided with the right advice. Government has a role in providing proper
regulation of the equity release market, while also recognising the role the market can play.

7.2 B&B is in discussions with oYcials from the Department of Work and Pensions and is calling for the
forthcoming Pensions White Paper to:

(a) Recognise the current and potential role of equity release in providing retirement income for
some people.

(b) Suggest ways for theGovernment to encourage the growth of the nowwell-regulated equity release
market, and to overcome lingering mis-selling perceptions.

(c) Encourage improved public financial literacy to enable people to make informed and sensible
decisions based on their own circumstances.

7.3 Wemay opt to submit further information following the publication of the PensionsWhite paper and
would be happy to provide answers to any questions the Committee may have in the meantime.

Steven Crawshaw, Chief Executive,
Bradford and Bingley Plc

24 March 2006

Memorandum submitted by British Bankers’ Association

The BBA welcomes this opportunity to submit evidence to the Work and Pensions Inquiry. The BBA
continues to be actively engaged in the long term saving debate having responded more recently to the
challenge posed by Stephen Timms, Minister of State for Pension Reform, concerning industry alternatives
to the Pension Commission’s proposed National Pensions Saving Scheme (NPSS), where we raised
similar issues.

BBA members have a particular interest in the long term savings debate in their capacity as distributors
of retail financial services and products through bank branches, telephone and on-line services, and direct
mail. On a group basis, BBAmembers organise themselves in a variety of ways and adopt diVerent strategies
in their pursuit ofmulti-channel delivery of financial products and services to retail customers. It is as a result
of this, that BBA members consider they are able to tell a complete story of the savings behaviour of retail
customers, including small businesses.

The BBA is further committed to working constructively with the Government in thinking through the
NPSS proposals especially since the operational details of how any new regime might look cannot be
divorced frommany of the big public policy questions currently facing the Government. We consider at the
heart of these lie the following key issues.

— Regulated advice and the risk of mis-selling that arises because of the current complexities behind
the State 2nd Pension and contracting out. Regulated advice should not be required although
information and support could be provided.

— Reputational and operational risks a new model might pose to the industry.

118 “UK worth £5.8 trillion” National Statistics Press Release, 25 July 2005.
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— Set up costs.

— Macro-economic impact on the existing market.

When considering the above, we fundamentally believe that the aim of any reform of the pensions regime
must be simplicity. Reformsmust be introduced as one package andmaintain clear water between theNPSS
scheme and existing schemes, whilst in operational and technological terms, they should, as far as possible,
leverage oV existing industry infrastructure. We believe, that by pursuing reforms along these lines, the
Government will not only enable people to eVectively engage with their saving but also generate the types
of operational eYciencies the Government seeks.

In responding to theWork and Pensions Committee Inquiry, we have confined our evidence to four areas
and will add to this once the Government publishes its Pensions White Paper.

1. Proposals for Reform of the State Pensions System

1.1 The diYculties people currently have in being able to grasp and track the amounts needed to secure an
adequate level of income in retirement as well as of the diYculties in unravelling layers of tax and regulatory
complexity all add to feelings of helplessness and despondency when thinking about making provision for
their old age. Whilst these are two of the main reasons for private pensions inertia, more worrying is that
despite numerous initiatives to persuade people to save, people are now shying away frompersonal pensions
saving out of choice. The anxieties surrounding pensions and other mis-selling scandals, for both customers
and financial advisers, run deep. The current system is being complex makes it diYcult for individuals and
advisers alike to understand and it is virtually impossible to give conclusive advice to those on low to middle
incomes. People are no longer willing to save voluntarily or continue to be left in the dark by placing reliance
on vague and distant promises, whether given by Government or financial providers, over which they have
little or no control. It is this lack of personal empowerment and control which needs to be placed at the heart
of the pensions debate.

2. Whether the Proposal for anNPSS is theRightWay Forward and if soHow This ShouldWork

2.1 The proposed NPSS model is also essentially a low cost administrative system that is able to handle
cash reconciliation and the transmission of payments into personal, individual accounts direct from payroll
systems. When we map these functions across to those already performed by banks, banks can oVer all or,
some of the parts, of the value chain. Banks can build individual accounts, or they can just provide the
information and transmission of payments or, they can just provide investment fund management.

2.2 Given the above, the BBA believes it is possible to devise a state backed scheme that ensures there is
a “safety net” that is capable of being delivered by providers playing into existing industry infrastructure.
An analogy for this type of approach is theNationalHealth Service model. This delivers a good basic service
for everyone but where the Government decides where parts of the NHS can be delivered more eYciently
through the private sector.

2.3 Equally, the BBA sees no need for a state funded clearing house. In practical terms, there is no need
for a clearing house as banks can facilitate the eYcient movement of money that can be credited directly to
accounts via the BACS system. We would ask the Government to note that the BACS system is shortly to
be improved and will enable payments, including a unique reference number such as an NI number, to be
transmitted more quickly than before. In addition, whilst BACS is currently used mostly by larger
employers, technically speaking it is not diYcult for payments to be made from smaller employers’ pay roll
and indeed, even from an individual, as the instruction to make debits for PAYE purposes must be
consented to by the individual.

2.4 However, BACS only transmits payments and the information necessary to transmit that payment.
Added functionality in the form of other personal information that will be needed to pass along side the
money payment and to set up an individual account, is not in contemplation. Neither do we consider it
necessary for BACS to adopt this function.

2.5 Our overall visionwould be for theGovernment to capitalise as far as possible on the existing industry
infrastructure and one which comprises multiple providers with a payment clearing system that dialogues
with the employer, into which a Her Majesty’s Revenue and Customs national database can be “plugged
in”. We believe this will work well provided there is a standard procedure mandated by Government. We
further consider this will be the most eYcient way of administering payment flows providing the capability
to reach important economies of scale.

3. The Impact on Saving Behaviour of the Reforms of Existing Incentives

3.1 There is a desire within the BBA to assist the Government in achieving its public policy aims, but we
are equally conscious of the need to consider the likely impacts of reform carefully. As an underlying
principle, the introduction of any reforms shouldminimise the potential risk of detriment to existing “good”
long term savings schemes. In other words, we consider it will be vital to establish “clear water” between
what is oVered under the NPSS and what is currently oVered under existing “good schemes” so that where
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there are schemes which oVer more, or go beyond, the prescribed NPSS minimum, there will be no levelling
down of contributions. It is also worth noting that existing schemes generally have a 20 to 30 year pay back
period already built into them. “Clear water” can be established through limiting investment choice or
prescribing the level of payment contribution into the NPSS, but where there is still competition between
providers on the service aspects.

3.2 The BBA has not undertaken any analysis of its own at this stage to assess the impact on the existing
market should the NPSS scheme be introduced but the current shift from Defined Benefit to Defined
Contribution schemes is reflective of this phenomenawhere providers have sought to capture greatermarket
share with lower Annual Management Charges being the driver.

3.3 Looking at this question another way, from our experience as distributors of financial services, it also
seems clear that customers are not motivated to act by such models as Group Stakeholder, Personal
Stakeholder, Fund supermarkets and Child Trust Fund on their own. There will be a certain segment of
customers who will require a level of pastoral care and hand-holding that falls outside the boundary of fully
regulated advice. We elaborate more on this issue below.

3.4 We urge the Government to carry out its own assessment of the potential impacts on the savings
market as part of its White Paper deliberations.

3.5 In any event, we remain supportive of ISAs which are a popular form of accessible short to medium
term saving and viewed as an important rung in the savings ladder. We would urge that the current tax
benefits available to ISA savers are maintained.

4. The Future Role of Employers in Pensions Provision and the Impact on this for Proposals for

Reform

4.1 The adoption of auto-enrolment into occupational pension schemes suggests that theNPSS proposal
is aimed at extending pensions coverage through the workplace. Indeed as one large bank member reports,
of the 80,000 smaller businesses in contact with the bank and who had to designate a stakeholder scheme,
36,000 designated through the bank and today only 1,000 of these schemes are active; the others are “shells”.
So it seems sensible to extend coverage in this way.

4.2 The NPSS model, as John Hutton, Work and Pensions Secretary, also seems to suggest, will only
work where there is a cohesive set of things, namely auto-enrolment and prescribed contribution levels.
Establishing auto-enrolment procedures should not be diYcult for occupational pension schemes and there
will be further cost eYciencies to be gained where payments are transmitted through BACS. However,
current pensions initiatives have not succeeded in achieving coverage and arguably, the more diYcult to
reach, both in terms of access and persistency, are those where the “stakeholder” apparatus is not already
in place. Or, in other words, those who do not have access to an occupational pension scheme. Neither does
the NPSS model specifically contemplate the needs of small employers or the self-employed whose finances
are relatively less stable than those who are employed.

4.3 However, apart from regulatory reform of the way in which investment products can be sold, we have
long argued that there needs to be a complementary and cohesive government policy for long term saving
with a renewed focus on stimulating demand, particularly for those who do not have access to an
occupational pensions scheme such as young people, the self-employed and women.

4.4 In our experience, pensions become more meaningful to people when they are actively engaged. Self-
servicing is increasingly popular with customers provided they are given access to the right facilities. Subject
to meeting certain agreed criteria through tax system and checking points it would be relatively easy to
provide technological access either directly through the Internet or through other alternatives, bearing in
mind that any form of human intervention incurs additional costs. In best practice terms, the technology
already exists for employees of large occupational pension schemes to be able to sign up on-line for a pension
scheme, and in similar vein, we consider, that people will want access to technology that personalises the
benefit and enable them to perform functions such as:

— Set up their accounts.

— Correct errors.

— Switch funds.

— Self-select funds.

— Direct new contributions.

— Access real time valuations.
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4.5 We consider that is vital to ensure that technology is used to the full under any proposals within the
NPSS and we are conscious that this often involves Internet solutions that will not always be available to
customer segments to whom the NPSS is targeted. Were the Government not be satisfied that it will achieve
suYcient coverage, the banking community is well placed to provide additional reach, particularly in terms
of technological capabilities. We would welcome the opportunity to explore how alternative solutions may
be used such as using new forms of hardware that may be available in high street sites both within banking
branches and other high street outlets.

British Bankers’ Association

30 March 2006

Memorandum submitted by Fidelity International

Summary

1. Fidelity International believes that a National Pension Savings Scheme (NPSS), as proposed by the
Pensions Commission, would have the potential to provide cost-eVective, meaningful retirement provision
for its target population, ie those who do not have access to a good work-based alternative.

2. The Commission acknowledged that there is a great deal of good quality private-sector pension
provision already in existence but that it is increasingly under pressure. Unless the NPSS is implemented
and managed carefully its introduction could threaten this existing provision still further.

3. If an NPSS is to be introduced broadly along the lines envisaged in the Pensions Commission’s report
there are certain features that would be key to the success both of the NPSS itself as well as to existing work-
based pensions:

— automatic enrolment through the workplace together with an employer contribution;

— a clear distinction between the NPSS and employer-sponsored arrangements;

— flexibility on the “target” costs for running NPSS;

— limiting the contributions that can be made to NPSS; and

— simplified processes to enable easier transfer from one defined contribution scheme to another.

Potential Benefits of an NPSS

4. As a low-cost retirement savings vehicle with centralised contribution collection, the NPSSwould have
the potential, if properly managed, to meet the needs of those individuals who currently have no access to
a good work-based pension scheme—something that Stakeholder failed to do. Automatic enrolment
through the workplace would ensure that inertia helped build up retirement savings. And with default
enrolment, there would be no need for advice or marketing, thus keeping costs down. Limiting employer
contributions to 3% of “relevant earnings” would help employers manage the costs, especially if the NPPS
introduction were phased.

5. A cap on contributions to NPSS and suitable banding for relevant earnings would be essential to help
mitigate the risk of adversely aVecting current work-based schemes.

6. Limited, or even zero, investment choice will keep costs low and help diVerentiate NPSS from good
work-based schemes. However, if the Government failed to strike the right balance between the NPSS and
the interests of workplace pension schemes, it would risk harming the overall level of pension provision
making the NPSS merely an adjunct of the State pension system. State pension provision would be the sole
source of retirement income for all but the wealthiest.

Employers’ Work-based Schemes

7. Existing work-based arrangements are already providing excellent pensions for millions of people. It
would be essential that the eventual implementation of an NPSS did nothing to weaken the incentive for
employers to continue making such provision available. For example, existing schemes can more accurately
cater for diVerent workforce structures, eg through tiered and matching contribution designs. The all-or-
nothing opt out from NPSS could facilitate entry to employer schemes at a lower cost than proposed for
NPSS, although controls would be necessary to avoid abuse.

8. It is also in the Government’s interest to have good workplace schemes. If the NPSS were to crowd
out private schemes, it would in eVect become a nationalised pension scheme and an adjunct to state pension
provision. With employers simply collecting contributions and passing them on, NPSS could come to be
viewed as just another form of National Insurance contributions. Crucially, this could also lead to lower
overall levels of individual retirement saving.
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Optimum Framework

9. If the goal is greater provision for all, it may seem counter-intuitive to argue that a new NPSS be kept
clearly separate from existing arrangements. But, in Fidelity’s view, this would be essential to ensure that
the NPSS served its purpose of providing a minimum adequate level of pension support for those who need
it, when they need it while still encouraging existing schemes to grow. Proper separation will mitigate the
risk of employers levelling down (although this will undoubtedly happen to some degree—as some
employers would have a fixed budget for pension costs and if spread wider, would result in the available
budget being spread more thinly).

10. Where the employer’s scheme meets the conditions necessary to be deemed a “good” scheme,
employees should be automatically enrolled. Any employee who decided not to join that scheme, however,
could opt out. If they did so the employer should be under no obligation to enrol them into the NPSS as
this would incur additional expenditure that would undermine the viability of the employer’s existing
arrangements. With the new three-month vesting provision for trust-based schemes (and immediate vesting
for contract-based schemes) there would be no fear that individuals with short tenure of service would lose
out. Employees who joined their employer’s scheme should not be able to make additional contributions to
the NPSS, or if they were permitted to do so, this should be outside the employer’s payroll system.

11. The advantages of this would be that:

— it would produce benefits greater than those available through NPSS for most employees,
including valuable death in service and ill-health benefits;

— it would keep down administration costs for employers as they would only have to operate one
payroll deduction system;

— there would likely be less loss of assets, as those employees who wanted to make additional
voluntary contributions (AVCs) would be likely to do so under these arrangements. Hence, there
would be greater mitigation of per capita cost increases resulting from loss of scale;

— employees who did not want, or could not aVord to make any pension provision could opt out
altogether; and

— there would be no issues of advice.

12. The disadvantage would be that people who opted out would be likely to have no pension coverage
at all. But this could also arise under other arrangements between the NPSS and workplace schemes
envisaged by the Pensions Commission. Allowing concurrency of active membership would create greater
administrative burdens and lead to greater erosion of good work-based schemes.

Implementation and Integration

13. Employer schemes should be judged against the NPSS by a simple one-oV test. Defined contribution
schemes would have to ensure that their design incorporated contribution levels equal to or higher than
those payable to NPSS. Contrary to the Pensions Commission’s proposals, however, this should not be net
of charges as this additional level of compliance would render the test far more expensive to apply—
particularly as there would likely be variance of NPSS costs over time. Defined benefit schemes could be
subject to a one-oV test of equivalence (or better) similar to that currently applicable for contracting out on
the reference scheme basis—with actuarial consideration of continuing ability tomeet that test when scheme
rules are amended.

14. It should not be possible to have concurrent membership of NPSS and workplace schemes as to do
so would exacerbate the risks of levelling down or forcing the closure of employer-run schemes. Concurrent
membership would also increase employer costs by doubling payroll deduction costs and reducing the assets
available for employer schemes and thus increasing costs. It would also lead to a “choice” for employees
and thus the need for advice—this would increase the costs and risks for all concerned. Employer schemes
could, in eVect, be reduced to becoming a form of Additional Voluntary Contribution (AVC) scheme—but
with greater costs and potentially lower returns. The situation could also arise where individuals on similar
conditions, working side-by-side, would have very diVerent retirement outcomes dependent on the decisions
they had made. Comparatively poor outcomes from being in NPSS compared to a workplace scheme could
also lead to feelings of injustice and claims of mis-selling. Tax relief provisions should also be the same
between NPSS and workplace schemes in order to avoid one undermining the other and exacerbating the
advice issues.

Investment Aspects

15. In order to keep down costs and maximise benefits, the NPSS should oVer a relatively limited range
of funds options. This would also ensure ease of understanding for consumers. Good work-based schemes
will be able to oVer a wider range of investment choices. This would help diVerentiate work-based schemes
from the NPSS.
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Costs

16. A 0.30% limit on costs might be achievable over the longer term. However, if this limit were imposed
inflexibly, it could have adverse consequences for workplace schemes and the overall level of pension
provision. Asset levels, and thus, revenue would be low at the outset and if the cost limit were set rigidly at
0.30%, this might require higher contribution levels or widened “relevant earnings” levels in order to come
within the limit. This could have the perverse eVect of drawing assets away from workplace schemes which
would increase their costs and lower returns. Ultimately, it could lead to the NPSS displacing good
workplace schemes or a levelling down of benefits. This, in turn, could result in the NPSS being seen as a
third tier state pension and lead to lower retirement provision overall.

Fragmentation

17. The current legislative framework for allowing transfers of pensions is complex and requires
simplification to enable employees to transfer more easily from one defined contribution pension scheme to
another. A simplified process would be required if providers were actively to promote transfers as a means
of consolidating funds. In principle, transfers between defined contribution arrangements, particularly those
meeting the conditions necessary to qualify as a Stakeholder scheme, should be fast-tracked with no need
for the usual lengthy compliance requirements imposed by the Financial Services Authority (FSA)—such
an approach would appear to be in line with the Government’s desire to see light-touch and proportionate
regulation.

Information

18. All UK citizens should be given a centralised combined pension forecast, although it is likely that the
State would need to obtain the necessary data from private pension providers in order to do so. The
information should be shown as a single projected pension figure based on the individual’s pension
entitlement from all sources including, as appropriate, the State pension scheme and the NPSS. This should
be the only information provided on this statement although further detailed information should be
available on request.

19. Much of the Government’s recent research on communicating pension messages indicates that
simplicity is the key. It is well known that the morass of well-intentioned disclosure material turns oV all but
a few pension scheme members and hence detracts from the central message. A single, bold projected
pension figure (expressed in today’s terms, but without copious, qualifying footnotes explaining how this is
derived) would be simple for everyone. There is ample evidence that sophisticated additional
communication material and modellers are useful, but only to those inclined to use them. Most individuals
are put oV if deluged with such information at outset with the result that rather than being able to make an
informed decision they will choose to do nothing.

Conclusion

20. Fidelity has made this submission as a contribution to the debate on the assumption that an NPSS
is to be implemented. Although we believe that an NPSS would have the potential to make a positive
contribution to the broader pension landscape, it would be important for the initial level of contribution to
be set high enough to achieve the objective of lifting contributors out of means-tested benefits, whilst not
undermining good corporate schemes. If the Government were to get the balance wrong, it would risk
employers moving en masse to NPSS leading to the eVective nationalisation of corporate pensions and the
perverse outcome of a reduction of overall pension provision.

Fidelity International

March 2006

Memorandum submitted by Royal London

— The Pension Commissions recommendations on reform of the State system of retirement benefits
must be implemented before there is any consideration of NPSS or similar scheme.

— We need to create an environment where “every £1 saved in a pension makes make the saver at
least £1 better oV” then savers can make rational retirement savings decisions.

— The creation of NPSS without fundamental reform of the State system of retirement benefits is
worst of all possible worlds.

1. The Pensions Commission recommends a package of measures to address the issue of pensions under
funding. Some of the recommendations, such as an increased Basic State Pension with better coverage and
a radical overhaul of means-tested retirement benefits have been advocated by Royal London for a number
of years.
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2. When taken together the total package of recommendations is a coherent, if wholly State drivenmodel.
However, we are alarmed at the suggestion that Ministers may pick and choose elements from the total
package. In particular we have grave concerns about the development of the National Pensions Savings
Scheme (NPSS) in isolation from the other elements of the Commission’s recommendations. This is a move
that appears to be advocated by some trade and consumer bodies.

3. In our view the implementation of NPSS without first introducing the more fundamental reforms to
the State pensions system would significantly raise the risk of consumer detriment. Moreover, any entity
operating an auto-enrolled pension scheme in an unreformed environment runs a clear risk of regulatory
sanction down the line as the scale of consumer detriment becomes evident.

4. Before any consideration of a centralised retirement savings scheme Government must:

(a) Introduce a Basic State Pension (BSP) which provides an adequate income in retirement.

(b) Fundamentally reform the current system of means-tested benefits which continues to penalise (at
a minimum rate of 40p in the £) those who have saved—perhaps inadequately—for their
retirement.

5. These reforms are at the heart of the Pensions Commission’s recommendations but appear to have
been lost in a process of premature “competitive tendering” for the right to run the centralised pensions
savings scheme.

6. Whilst we agree with the Commission’s general views on the direction of State pension reform, we
would argue that their recommendation has not gone nearly far enough. Under their proposals around 40%
of the UK population is projected to qualify for some means-tested retirement benefit.

7. Nothing in the recent Budget suggests that Government is minded to reform the system of means-
tested retirement benefits. Indeed the Red Book forecasts suggest a greater reliance on Pension Credit.

8. The reforms to state provision (BSP and means-tested benefits) that we advocate would produce an
environment in which it is much easier to distribute pensions. Once it is clear to all that “every £1 you save
in a pension makes you at least £1 better oV” recommending pensions, especially in the workplace, becomes
straightforward.

9. This is in stark contrast to today’s situation when every employee needs to be subjected to a rigorous
fact find to ascertain the suitability of pension savings. In eVect this means intermediaries bear the costs of
individually distributed products even in the group market.

10. The proposed NPSS would occupy an “advice free zone” where employees would be auto-enrolled
into the scheme. Without fundamental reform to State retirement benefits auto-enrolment will result in
many taking a profoundly unsuitable course of action—saving via NPSS when it is not in their interests to
do so. Many auto-enrolled employees, particularly those on lower incomes, will find that their small NPSS
pension actually reduces or even disqualifies them from means-tested benefits.

11. Wewould be happy for pension reform to stop at the level of an overhaul to state provision—perhaps
with some incentive to encourage employers to contribute to their employees’ schemes.

12. There is a clear risk that the reforming recommendations will be overlooked in the squabble about
the lowest cost product. This is the worst of all possible outcomes—a “product” based solution without
fundamental reform of the state system of benefits is fraught with risk—for providers, distributors and
consumers.

About Royal London

Royal London was founded in 1861, initially as a friendly society, and became a mutual life insurance
company in 1908. Royal London is one of the stronger life and pension companies in theUK, with a current
rating of 7–10 fromCazalet Financial Consulting, and has a particularly strong track record for with profits
performance.

Scottish Life is a division of Royal London and is the specialist pension business within the Group,
providing individual and group pensions. At the end of 2005 Scottish life administered over 9,000
occupational pension scheme on behalf of 113,000 members. Additionally Scottish Life administers over
5,000 group personal pension and group stakeholder schemes with over 112,000 members. There are also
over 209,000 Scottish Life individual personal pensions in issue.

The Royal London Group has funds under management of £28.9 billion. Group businesses serve over
3 million customers and employ 2,885 people.

(Figures quoted are as at 31 December 2005)

Royal London

March 2006
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Memorandum submitted by JPMorgan

JPMorgan Chase & Co. is a leading global financial services firm with assets of nearly one trillion pounds
and operations in more than 50 countries, including over 12,000 employees in the UK. The firm is a leader
in investment banking, financial services for consumers and businesses, financial transaction processing,
asset and wealth management, and private equity.

Our businesses operating in the UK include JPMorgan Asset Management, a global fund manager, with
operations in Europe, USA and Asia. It has over £450 billion in funds under management, and covers all
main asset classes. JPMorgan Worldwide Securities Services is one of the largest providers of fund services
in Europe and provides its clients with a wide range of related services. JPMorgan Investment Bank advises
on corporate strategy and structure, equity and debt capital raising, sophisticated risk management,
research, and market-making in cash securities and derivative instruments around the world, as well as
participating in proprietary investing and trading.

JPMorgan plays an active role in public policy debate in the UK and Europe and is particularly engaged
in current discussions on pensions reform and long-term savings.

The NPSS—What is the Correct Investment Management Strategy?

1. In an investment mandate, proper riskmanagement can be as important as returns. This is particularly
true with defined contribution pensions savings, where a pensioner’s retirement wealth can be set by the
value of their pension savings on one particular day.

2. Given the importance of risk, we do not believe that a single concentrated investment in a tracker
equity fund with a single manager is necessarily right for the NPSS’s default fund.

3. We therefore advocate that the default fund should invest in a broad spread of asset classes. This could
be achieved through a multi-manager fund.

4. The multi-manager fund would contain equities, bonds, real estate and, potentially, other alternative
investments. There should be scope for both tracker and managed funds (remembering that a portfolio
concentrated in tracker funds brings its own risk when tracker funds force a distortion in the pricing of an
index), although, in the case of traditional investments, no more than one manager per asset class to avoid
managers dealing against each other.

5. Another argument for the default fund being multi-manager is that, by spreading the investments
across a range of asset classes, it avoids a wall of money going into a single asset class, and pushing that
asset class above its fair value.

6. Governance of the multi-manager fund would be through a committee appointed by the Secretary
of State.

— The Secretary of State would set the high-level investment parameters.

— Detailed investment parameters would be the responsibility of the committee. The committee
could do this itself, or sub-contract it to a third party.

The advantage of the above governance arrangement is that investment managers (and other advisors
appointed by the committee) could be changed without pension policy holders needing to alter their
investment choice or other arrangements.

7. It should also be remembered that, for most of the population, income drawdown or a managed
annuity purchase is not going to happen due to the lack of availability of cost-eVective advice.

8. If a multi-managed fund were combined with a smoothed annual switch-over of a pension account
from “risky” investments (eg equities, property) to bonds (both fixed and index-linked), starting at the age
of 50 to 55 lasting for 10 years, say, it would significantly reduce the volatility risk for the value of the fund
when the annuity purchase is made.

9. As well as the default fund (in which we expect 70% or more of the money to be invested), there should
be an open platform of other funds. In addition to traditional tracker funds, contributors to the NPSS
should have a wide variety of asset classes and risk reduction strategies available to them. Employers should
have the option of choosing funds and guiding employees in their fund and asset class choice.

10. The Government should open a debate on the appropriate investment strategy for the NPSS. This
should include:

— the appropriate guidance on the investment allocation;

— the methodology for manager selection and accountability;

— issues around capacity of both index and active mandates; and

— whether other, less traditional but potentially more suitable, options for managing risk and return
should be made available.



3367124039 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 225

State Pension Age

11. The pension crisis in developed economies is caused partly by demographics and partly by the
declining real return on pension assets, as evidenced by the abnormally low level of real yields in developed
bond markets.

12. Ordinarily one may expect abnormally low real yields to trigger abnormally high levels of investment
activity (due to the low cost of capital). To date there is little evidence that low real yields are causing high
levels of investment spending. The combination of low real yields together with lacklustre investment could
be interpreted as the result of competitive disadvantage; high wages, benefits and taxes putting developed
economies at a competitive disadvantage to low-cost developing economies. Normally competitive
disadvantages may be expected to adjust through exchange rate movements. However, this argument relies
on free floating exchange rates, a condition that does not hold for many important emerging currencies.

13. If competitive disadvantage is indeed playing a part in the pension problem then requiring higher
pension contributions risks making the situation worse. Investment spending and job creation could be
undermined,making it still more diYcult for the economy to copewith a growing ratio of retirees toworkers.

14. In our view, the above arguments suggest greater emphasis should be placed on addressing the
pension problem through raising the retirement age rather than through raising pension contributions.

15. In our view the proposal to raise the state retirement age very gradually to 67–69 by 2050 may prove
too little too late. This plan implicitly assumes the current retirement age is the correct starting point, failing
to account for increases in longevity over recent decades. In our opinion a more rapid upward adjustment
of the retirement age is required.

Equities vs Bonds

16. We have two concerns over the current trend for pension funds to shift assets from equities into
bonds. In shifting from equities into index linked bonds pension funds are preserving the inflation hedged
nature of their assets, a desirable property for the pension system in aggregate. However this shift is reducing
the real yield on their assets almost by a factor of 10—clearly this increases the under-funding problem
significantly. Equally problematic is the process of shifting into nominal bonds, this process adds an
unnecessary systemic inflation risk into the pension system.

Advice

17. Information; passive, often not read, rarely understood. The key point here is that employers send
out leaflets and literature on pensions, and believe they have done their best. In reality most of this
“information” is drafted so that organisations can tick a box and say “we have informed our employees”.
The fact that very few will read it, and of those who do few will understand it, is ignored. Howmuch money
is being wasted by this “passive” activity? Information is fine if it is supporting some other activity, but in
isolation it is of limited value for most.

18. Education; proactive, dynamic, asset allocation, segmented, focus on the benefits. The key point here
is that education by definition has to involve learning. Learning is maximised when relevant subject matter
is communicated in an interactive way, and not once but continuously. For example, presenting the
importance of pensions to a debt ridden 23 year old graduate needs to cover diVerent issues to a 50 year old
who has paid the mortgage oV and the kids have left home. However, the 23 year old will one day be the 50
year old, so the education has to evolve with lifestage.With the new legislation arriving in April, manymore
people would invest in pensions if they understood the tax uplift, and how they can save in employer
sponsored saving schemes such as SAYE/SIP and then transfer the money to their pension, not only tax-
free but with a tax uplift.

19. Advice; generic advice, basic advice, full advice, lighter touch regulation (is needed). This is the next
step from education. Once people understand the basics, they can go to advisers and ask the right questions.
Financial products should be bought based on customer need, and not sold based on customer ignorance.
A process of financial education followed by advice, when required, achieves this.

20. Promotion; a government incentive is available but employers are largely unaware and where they
are it is poorly understood. If it is to work it needs to be promoted and its application to be made clear. This
refers to the £150 an employer can spend per year on each employee for pension education/advice without
the employee suVering a benefit in kind charge. In addition there is no NI for the employer. Many advisers
have said they cannot give advice for just £150, so this is basically worthless.Wewould argue that thismoney
should be spent on education not advice as advice is always available once employees understand the basics.
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21. Cost of advice. We believe that advice is so vital, that it should be taken into account when setting
the charges for the NPSS, and this could result in an increase of, say, 10 bps in the proposed fees. For
example, the cornerstone of the NPSS is inertia enrolment. The levels of debts, and importance of education
to help people better manage these debts, are such that, without advice, it may negate the arguments for this
inertia enrolment.

JP Morgan

March 2006

Memorandum submitted by Association of British Insurers

1. Executive Summary

1.1 The ABI welcomes the Pension Commission’s Report, and in particular its suggestion that auto-
enrolment into workplace pension schemes, supported by employer contributions, should be the basis for
reform. In response to a request from the Government, the insurance industry has proposed Partnership
Pensions, which would incorporate the key features of the Commission’s proposals, while improving choice
for savers and avoiding the risks associated with a new state-run savings scheme.

1.2 As the Commission recognised, a viable new system will require the simultaneous implementation of
several important reforms. Cherry-picking among these would undermine the chances of success.
Specifically, any new low-cost pension scheme will deliver the desired increases in coverage and saving levels
only if action is taken to:

— Reform state pensions to reduce the adverse impact of means-testing on saving.

— Give all workers access to an employer pension contribution.
— Reduce the regulatory burdens which add to the cost of pensions and which will be unnecessary

because of the features of the new system.

— Increase financial capability in theUK, somore people understand the need to save for retirement.

2. Introduction

2.1 The Association of British Insurers (ABI) welcomes the House of Commons’ Work and Pensions
Select Committee inquiry into pensions reform. This submission to the inquiry should be read alongside our
other recent papers on pension reform:

— Partnership Pensions: A new model for retirement saving, which responded to the Government’s
request for proposals from the industry in the light of the Pension Commission’s Report. A copy
was submitted to the Select Committee in February.

— The ABI’s submission to the Treasury Select Committee’s Inquiry into the pension regulatory
regime. A copy will be provided shortly.

2.2 The ABI represents the collective interests of the UK’s insurance industry. The Association has
around 400 member companies who provide over 97% of insurance business in the UK. The UK insurance
industry pays out £156 million a day in pensions and life insurance benefits.

2.3 The ABI is a longstanding advocate of action to tackle the UK’s savings gap, which ABI research in
2001 quantified as £27 billion a year.119 The Pension Commission’s Report is a welcome opportunity for a
comprehensive new pensions settlement which will help close the gap. The ABI also applauds the
Government’s commitment to come forward with specific proposals in a White Paper later in the year. ABI
research into the public’s immediate reaction120 to the Pension Commission’s Report showed a strong
awareness of the issues and appetite for pension reform. Almost 80% of people were aware of the
Commission’s report, and its subject, and over 80%of people wanted theGovernment to take action in 2006.

3. Is the Pension Commission’s Suggestion of a New State-organised National Pension Saving

Scheme (NPSS) the Right Way Forward?

3.1 No. The ABI supports the Commission’s proposal that the basis of reform should be employee auto-
enrolment into good workplace pension schemes, based on personal accounts which would follow the
worker from job to job. However, we do not see the case for the state to be the provider. Our research121

shows strong public backing (89%) for auto-enrolment, which makes pension saving simpler and cheaper.
But it also shows that a majority of people (58%) want existing pension providers, rather than a state body,
to operate the new system.

119 The Future Regulation of UK Savings and Investment: targeting the savings gap, Oliver, Wyman and Co, September 2001.
120 The poll was conducted for the ABI by YouGov and published on 5 December: http://www.abi.org.uk/Newsreleases/
viewNewsRelease.asp?nrid%12426

121 Ibid
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3.2 This is unsurprising, given the well-known problems which have aZicted many recent large-scale
public sector IT projects, including the National Insurance Records System, the Child Support Agency and
the Tax Credit system. Such problems can cause real hardship and inconvenience to the public, and show
the fundamental diYculties facing any new state administrative system. By contrast, the insurance industry
has already invested in modern systems and technology which deliver pensions to millions of consumers.
Building on this existing infrastructure will cut the risk of administrative failure and reduce set-up costs
significantly. Whilst the NPSS puts liability on the taxpayer, a more plural private sector approach shares
risk. Diversified delivery can be cheaper and create innovation and improved service.

3.3 In February 2006, the ABI presented its response to the Government’s request that the industry
develop a private sector alternative to the Commission’s proposal for a state-run National Pension Savings
Scheme. Our proposals for Partnership Pensions are designed to increase coverage and reduce costs, while
building on public backing for auto-enrolment, and avoiding the costs and risks of a new state-run scheme.
They incorporate:

— the key features of the Pension Commission’s proposals for low-cost pensions;

— new portable personal accounts, auto-enrolment and guaranteed matching employer
contributions;

— a new business model for the industry, enabling it to extend coverage to a much larger market at
lower cost;

— simplified and cheaper arrangements for individual savers and their employers; and

— the benefits of competition and choice of pension fund, administration and service for millions of
new savers—but with a no-choice-needed default for employees and employers who do not want
to make active decisions.

3.4 We believe the Commission’s costs for NPSS are unrealistic, as they are based on a wide range of
uncertain assumptions. Deloitte suggest the Commission has underestimated the true cost of NPSS by
50%.122 While costs are important—and will be markedly reduced by auto-enrolment, employer
contributions and the use of existing infrastructure—other recent attempts to reform theUK savingsmarket
show that practicability is just as important. The aim should be a system that actually works, allowing a
vibrant pensions market in which people at all income levels are encouraged to save.

4. How Can the Reforms be Made to Work?

4.1 For pension reform towork, a range ofmeasuresmust be introduced at the same time. Cherry-picking
amongst them will seriously undermine the chances of success. Simpler private pensions, better and fairer
state pensions and longer working lives must all be part of the package. For example, auto-enrolment will
not work in the longer term unless the state pension system is reformed, because people on lower incomes
will not always benefit from their savings if means-testing continues to expand.

4.2 The ABI believes there are four key elements of any viable new system:

— Reform of state pensions to reduce the adverse impact of means-testing on saving.

— Access for all workers to an employer pension contribution.

— Reduced regulatory burdens which currently add to the cost of pensions and which will be
unnecessary because of the automatic features of the new system.

— Increased financial capability in the UK, so more people understand the need to save for
retirement.

Reforming State Pensions

4.3 To ensure that saving is in the interest of those on lower incomes, the impact of means-testing must
be reduced over the long term. Evidence gathered for the ABI by the Personal Finance Society shows that
means-testing is already having a negative impact on public attitudes to saving, and on the willingness of
financial advisers to discuss savingwith lower earners.123No new pension systemwill therefore workwithout
state pension reform. Such reform should also aim to make the system fairer, particularly for those with
interrupted work records and caring responsibilities, most of whom are women. State pensions should
become a solid foundation upon which private savings can be built. Uncertain or declining state provision
is not sustainable.

4.4 The ABI therefore agrees with the broad thrust of the Commission’s proposals for state pension
reform. Reform should:

— preserve the current Basic State Pension (BSP) and State Second Pension (S2P);

122 Partnership Pensions: A new model for retirement income, ABI, February 2006.
123 One third of pensions advisers avoid giving advice to low paid people because of means-testing: Research carried out by the
Personal Finance Society for the ABI in October 2005, unpublished.
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— extend the coverage of the BSP by basing eligibility on residency or a shorter working life, or by
better rewarding parents and carers;

— index the BSP to earnings from 2010, or up-rate the Pension Credit and BSP in other ways, for
example via a new Pensioners’ Index;

— make the S2P flat-rate from 2010 at a level whichwill take those with full BSP and S2P entitlements
out of means-testing; and

— retain and simplify contracting-out, which would benefit consumers and taxpayers by protecting
existing good pension schemes and reducing the burden on the state.

Access to Employer Contributions

4.5 Experience around the world shows that an employer contribution plays a vital role in encouraging
workers to save in a pension. In theUK, 48%of non-savers say thatmatching employer contributions would
be most likely to encourage them to save.124 An employer contribution also ensures that it is in a lower-
income employee’s best interests to contribute to a pension scheme. Without this employer backing, drop-
out rates and the need for advice will be higher and the level of saving lower, so increasing costs and
complexity. Without an employer contribution, no new pensions system will achieve its objectives.

4.6 The aim of a new pension saving scheme should be to put pensions within the reach of all employees,
including those whowork for the very smallest employers. There is clearly a case for helping small employers
with the associated administrative or financial burdens. But exempting them from providing pensions or
making contributions would leave some of the poorest workers with no pension provision.

4.7 The ABI’s proposals for Partnership Pensions address employers’ concerns by keeping the process as
simple as possible. This can be achieved by:

— building on pension companies’ extensive experience of providing a service to employers, rather
than creating a new state body;

— using a streamlined contributions system so payments into pensions are as simple as salary
payments into bank accounts;

— oVering a choice of scheme to employers who want it, and automatic allocation to those who do
not;

— phasing in the new system; and

— removing regulatory risk from employers.

Reducing the Burden of Regulation

4.8 The new system needs a diVerent regulatory environment. At present, regulation aimed at protecting
consumers often has the unintended consequence of increasing costs and making pensions less aVordable
for those on lower-incomes. Our Partnership Pensions proposals would remove the need for such expensive
regulation, because auto-enrolment and the automatic employer contributionwill eliminatemuch of the risk
for customers.We further propose that the interests of customers be protected by a newRetirement Income
Commission which would oversee the operation of the new system. More detail of these proposals is
contained in our Meeting the Pensions Challenge paper and our separate submission to the Treasury Select
Committee.

Increasing Financial Capability

4.9 On 28 March the FSA published its first survey125 of the UK population’s financial ability and
knowledge. This research found that 37% of people who thought that State Pensions would be inadequate
had nonethelessmade no additional pension provision.DWPfigures show that 4.6millionworkers currently
fail to take advantage of their workplace pension scheme.126 While auto-enrolment will increase take-up,
many low-income workers may still choose to opt out. There is also a risk that people will assume that the
minimum contribution is enough to provide an adequate income in retirement, when the Commission’s
report makes clear the minimum will be inadequate for many. There will therefore still be a need for
improved financial capability and better awareness of the need to save. Better personal finance education,
information and guidance is vital to the long-term success of pension reform.

124 The State of the Nation’s Savings 2005, ABI, p 19.
125 Financial Capability in the UK: Establishing a Baseline, FSA, March 2006.
126 Simplicity, Security and Choice: Informed choices for working and saving DWP, Cm 6111, 2004, p 14.
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4.10 While some progress has been made under the Government’s Financial Capability Strategy, a
further step-change is needed. TheGovernment should domore to promote saving and provide information
and help to consumers. TheNewZealandRetirement Commission127 provides amodel here, andwe propose
that the new Retirement Income Commission (see above) should have a similar role.

Association of British Insurers

March 2006

Supplementary memorandum submitted by Association of British Insurers’
following the publication of the Pensions White Paper

Executive Summary

1. The ABI welcomes the Government’s White Paper and the new framework it sets for UK pensions
policy. The challenge now is to turn this blueprint for reform into fully workable proposals that will change
saving behaviour. The pensions industry is committed to working with Government, employers and other
stakeholders to make this happen.

2. The proposal to introduce auto-enrolment into good existing schemes has the potential to greatly
increase participation in and levels of saving. However, the White Paper also contains some inadvertent
threats to good existing provision:

— There is a risk that employers will level down their contributions to existing schemes to the 3% level
proposed for the new National Pensions Saving Scheme (NPSS), or replace their current
arrangements with the NPSS alone. Both would be hugely damaging to current savers. Action is
therefore needed to encourage savings above the minimum level of the NPSS, and to protect the
current vibrant savings market, so that the NPSS leads to an increase of total savings volumes,
rather than a redistribution or reduction of the current inadequate levels of saving.

— The ending of contracting out for Defined Contribution (DC) schemes will take £3 billion out of
funded pension provision. The Government should ensure that these resources continue to be
invested in tomorrow’s pensions and are not diverted to pay today’s pensions costs.

3. Both theGovernment and savers will benefit frommaximising the use of the pension industry’s existing
systems and expertise to deliver the new Personal Accounts. Themain advantages of the industry model are:

— A reduced risk of operational failure. Sub-contracting fund management and the administration
of Personal Accounts, separately or together, would increase operational risk and fail to make full
use of the industry’s capacity.

— Increased choice for savers. The industry’s proposals for delivering Personal Accounts will allow
the Government to meet its objective of promoting personal responsibility, and—in line with
government policy in other economic sectors—harness sensible levels of choice and competition
to drive down costs.

— Better service for employers. Employers will benefit from the industry’s experience of providing
workplace pensions.

— Lower set-up costs. Using existing infrastructure, it will be cheaper for the industry to set up the
new system. Long-term costs are then likely to be similar to the alternatives, so reducing public
expenditure risk overall.

4. The proposed state pension reforms would help build a stronger base for private saving. However, the
test will be whether they go far enough and fast enough in reducing future levels of means-testing to ensure
it pays to save.

1. Introduction

1.1 The ABI is a longstanding advocate of action to tackle the UK’s savings gap and welcomes the
Government’sWhite Paper, and the new framework it sets for pensions policy. The challenge now is to turn
this blueprint for reform into fully workable proposals that will change savings behaviour. This submission
builds on our earlier evidence to the Select Committee, and highlights the main areas where further work
and discussion is necessary.

127 The DWP and FSA are both seeking to learn from the New Zealand Retirement Commission and its website
www.sorted.org.nz.
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2. Existing Provision

2.1 One of the most positive proposals in the White Paper is to require employers to introduce auto-
enrolment into good existing schemes. The ABI is a keen supporter of auto-enrolment, as it both increases
participation and reduces costs. Good existing pension schemes oVer higher levels of employer contribution
than the proposed newNational Pension Savings Scheme (NPSS) Personal Accounts—the existing average
employer contribution to a Defined Contribution (DC) scheme is 6%.128 Employees would benefit from the
choice and flexibility of workplace DC pension schemes, but at lower cost. The potential for increasing the
breadth of saving is large: the Government estimates that 4.6 million employees have access to an existing
workplace pension, but are not saving into it.129

2.2 Savers would also benefit from a reduced need for regulation of the sale of pensions. A stronger state
pension base and a guaranteed employer contribution make the advantages of saving clear, removing the
need for a costly “suitability” regime. This would reduce costs for industry and saver alike, give individuals
a better deal and so help the industry to reach more people.

2.3 However, the White Paper proposals could inadvertently open up new threats to existing saving,
which could lead to reduced overall levels of pension saving. The Government has identified the protection
of existing saving provision as a policy priority, and therefore needs to address these threats to existing
Defined Contribution (DC) as well as Defined Benefit (DB) provision.

Levelling down

2.4 Many commentators are concerned about the threat that employers may level down their
contributions to the minimum level prescribed by the NPSS, either by cutting their contributions into their
current scheme or abandoning it altogether in favour of the NPSS. This would be a huge blow to many
current savers, as the NPSS minimum is just 3% of earnings within a set band,130 which is half the current
average employer contribution.We are therefore disappointed by the lack of concrete proposals in theWhite
Paper for the mitigation of these risks. The Government needs to send out a clear signal to employers and
employees that the minimum NPSS contribution is not adequate in itself. We would like to work with
Government to develop measures to encourage employers and employees to save more than the minimum,
and discourage levelling down.

Contracting out

2.4 Another threat to the overall level of saving is the proposal to end contracting out into DC schemes.
Properly structured, contracting out can reduce future unfunded state pension liabilities, increase funded
private provision, and encourage personal responsibility. The immediate eVect of the proposal will be to
take £3 billion a year out of funded DC provision and increase future state pension liabilities. The
Government predicts that the proposed tax relief on Personal Accounts will only add £1 billion back into
funded saving.131 There is a compelling case for using these resources to boost funded saving, so that this
revenue continues to be invested in tomorrow’s pensions and is not diverted to pay today’s pensions costs.

3. Delivering Personal Accounts

3.1 The ABI welcomes theGovernment’s proposal to introduce Personal Accounts. Auto-enrolment and
employer contributions will open up the benefits of pension saving to a whole new sector of the population,
particularly those who work for small employers, who often do not have access to good employer-backed
provision.

3.2 The industry is committed to working with the Government to deliver Personal Accounts. As the
Secretary of State made clear in his evidence on 7 June, he wants to use existing pensions infrastructure as
much as possible to reduce the risks of operational failure when introducing Personal Accounts. The
question is therefore not whether the industry should have a role, but how Government, industry and
employers can work together to turn the Pension Commission’s vision into a reality. Decisions about
regulation and governance will be crucial in ensuring that consumers benefit from sound low-cost provision
in an open market.

3.3 The industry strongly believes that both Government and savers would benefit from the maximum
use of our systems and expertise. The main benefits of an industry-led model are:

— A reduced risk of operational failure. Sub-contracting fund management and the administration
of Personal Accounts, separately or together, would increase operational risk and fail to make full
use of the industry’s capacity.

128 A New Pensions Settlement for the Twenty-First Century: The Second Report of the Pensions Commission, TSO, 2006.
129 Simplicity, Security and choice: Informed choices for working and saving, DWP, Febrauary 2004, p14.
130 The White Paper proposes that NPSS contributions only apply to a band of earnings between around £5,000 and £33,000

so the employers minimum contribution is significantly less than 3% of the employees full earnings.
131 Security in Retirement: Towards a new pensions system, Regulatory impact assessments and technical appendices, DWP,

May 2006.
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— Increased choice for savers. The industry’s proposals for delivering personal accounts would allow
the Government to meet its objective of promoting personal responsibility, and—in line with
government policy in other economic sectors—harness sensible levels of choice and competition
to drive down costs.

— Better service for employers. Employers will benefit from the industry’s experience of providing
workplace pensions.

— Lower set-up costs. Using existing infrastructure, it would be cheaper for the industry to set up the
new system. Long-term costs are then likely to be similar to the alternatives, so reducing public
expenditure risk overall.

Reduced risks of operational failure

3.4 It is vital to both Government and savers that Personal Accounts are launched successfully and
administered eYciently. Pensions administration is complex, and Personal Accounts would be particularly
challenging, as they would cover somany small andmicro employers. The risks of aGovernment-runmodel
are large and would not be mitigated simply by sub-contracting fund management and backroom
administration, whether separately or together. Such arrangements would leave the Government in a
management and procurement role that has failed in the past in other sectors. However, a genuine industry-
led system would allow risk to be minimized and make full use of the industry’s systems and expertise.

Increased choice and personal responsibility

3.5 In an industry-led model, all savers would benefit from increased choice and personal responsibility,
whether directly, through making their own decision over who administers their pension, or indirectly (if
they choose the default option) through the greater innovative and competitive pressures in the system as
a whole. The FSA’s Financial Capability Baseline showed that, for consumers choosing financial products,
the provider was an important determinant in that choice; 20% said the provider and the ease of purchase
were the main factors they considered. In most markets, brands help consumers choose between products.

3.6 The industry is keen to work with Government to create a system that promotes choice and
responsibility, but works in the consumer’s favour by keeping marketing and other costs low. In the right
environment, choice and competition would drive down administration costs. This has clearly happened in
other industries such as energy, where electricity and gas retailers have cut costs since the supply monopoly
was broken. This eVect should also occur with a simple and transparent product like Personal Accounts.

3.7 Concerns have been raised about the risk of “toomuch choice”, as a result of the Swedish experience,
where there is a choice of 700 diVerent funds. However, there is no likelihood of this problem with Personal
Accounts: a maximum of 10 to 20 providers is more likely here, each of which is likely to restrict fund choice
to a limited single range.

Better service for employers

3.8 The industry has a strong record of working with employers, who would have a crucial role to play
in making either Personal Accounts model work. The industry model gives employers the opportunity—
but, importantly, not the duty—to pick a default provider for their workforce, increasing employers’
engagement in the system and sense of control over the process. The option of choice would encourage
providers to drive up service standards for employers, which would not happen under a single state provider
system. Employers who do not want to make a choice would not have to do so—they would be allocated a
provider on a simple “carousel” basis. Child Trust Funds have demonstrated how such a system can work
well in practice, with unused CTF vouchers distributed evenly amongst the providers in the carousel.
Employees who do not choose their own provider will be placed in the default fund their employer has
chosen or been allocated. All employers and employees will benefit from the improved service that choice
brings, regardless of whether they exercise a choice themselves.

3.9 In this industry model, a new cross-industry collection system “BACS plus” would collect and
reconcile contributions, making Personal Accounts easy for employers’ payroll. It would also improve cost-
eVectiveness and portability for savers. This captures the benefits of the “Clearing House” put forward in
the White Paper, but with less complexity.

Lower set-up costs

3.10 Both the Government and Pension Commission agree that no Personal Accounts model can deliver
0.3% charges in the short or medium term. In Sweden, despite operational costs being shared with the state
system, the average charge is twice this level. The industry does not believe the long-term costs of an
industry-led model would be significantly higher, in reality, than the Commission’s model. For the first
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decade at least, the industry model would be significantly cheaper, because of the lower set-up costs. The
primary determinant of cost for both models thereafter would be the level of take-up, and with the
Government predicting a range of between 50% and 80% take-up, a wide degree of uncertainty remains.

4. State Pensions Reform

4.1 The ABI welcomes the Government’s proposals on state pensions reform, which is vital to ensuring
a solid base for private savings. The changes tomake it easier forwomen and carers to build full state pension
entitlements are particularly welcome. These should prevent many people with broken employment records
from falling into means-testing and therefore ensure they can benefit frommaking private saving provision.
However, means-testing and complexity remain concerns.

Means-testing

4.2 The ABI welcomes the Government’s commitment to restore the earnings link and reduce means-
testing. We have long argued that this is a vital element of any proposals for increasing retirement saving.
The White Paper proposals point Government policy on state pensions and benefits in the right direction,
but it is not yet possible to be sure that the changes go far enough fast enough to allow people to save with
confidence. For instance, the Commission said 2012 was the latest date the Government could re-establish
the earnings link if the spread of means-testing were to be eVectively contained. It is therefore a concern that
theWhite Paper pushes the return of the earnings link back to the end of this time limit and that uncertainty
remains around the implementation date.132

Complexity

4.3 We also welcome the proposals to reduce complexity in the state system, particularly by abolishing
outmoded elements of the State Pension, such as adult dependency increases. However, significant
complexity remains and will act as a barrier to retirement planning. Some reforms, such as the new limits
to Savings Credit that reduce future means-testing, will add to the intricacy of the system. This continued
complexitymeans that theGovernment needs to domore to improve the information it oVers savers on State
Pensions, and on the case for and means of saving privately, so they can properly plan for their retirement.

Association of British Insurers

June 2006

Memorandum submitted by Investment Management Association

Executive Summary

— IMA believes that the NPSS blueprint set out by the Pensions Commission is workable. A key
condition for its success is suYcient take-up, which in turn depends upon a range of factors,
including interaction with the state system and consumer confidence in the NPSS as a long-term
savings vehicle.

— There are numerous reasons why people do not save. Within NPSS, it will be important to set
default contribution levels that provide a reasonable pot while not disincentivisng private saving
elsewhere.

— In considering the behaviour of employers, it is clearly important to minimise the administrative
and choice burden. To do otherwise could reduce participation rates if employers attempt to “buy
out” employees.

— With respect to inequalities, IMA believes that the NPSS could help to ensure universal coverage
without risking uneven outcomes based on employer choices or diVering provider performance.

Introduction

1. The Investment Management Association (IMA) represents asset management firms responsible for
the management in the United Kingdom of over £2.5 trillion of funds, including authorised investment
funds and institutional funds. About one third of the assets are managed directly for pension funds. A
significant proportion of pension savings is also invested via the life insurance industry.

132 Levels of Financial Capability in the UK: Results of the baseline survey, FSA, March 2006.
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2. Our principal area of expertise is the investment management aspects of the NPSS. We comment on
other areas in which the Committee has expressed an interest to the extent that they are relevant to that.

3. A fuller version of our views on NPSS is contained in the attached paper, submitted to the DWP in
February. We have also attached a summary in the form of a Parliamentary Briefing.

Is the NPSS the right way forward and, if so, how should it work?

4. We broadly accept the conclusions of the PensionsCommission that neither changes to the state system
alone, nor incremental measures to encourage voluntary provision will be suYcient to solve future problems
facing the UK pension system. In this respect, we accept that auto-enrolment may be necessary and also
believe that the NPSS blueprint set out in the Second Report of the Pensions Commission is workable.

5. However, to be a success, the NPSS must encourage suYcient take up from those not covered by
existing non-state pension arrangements. Without adequate take up, the fixed costs of the scheme would
result in schememembers being unable to take advantage of the economies of scale that theNPSS is designed
to deliver. It must also be structured in such a way that the flow of savings is a genuine addition to pension
savings and not a substitution away from existing arrangements.

6. The IMA believes that there are certain issues that Government needs to address in order to help
persuade people to save. Most importantly, there must be clarity, simplicity and consistency in the
interaction between state pension and private savings provision. In this respect, any wide-scale uncertainty
among the target population as to whether they would really benefit from individual saving within NPSS
could be detrimental to the Scheme. However, our comments here focus on the design of NPSS and not
wider pensions and welfare policy.

7. Cost, while important, is only one of several key elements to consider. In the context of evidence of
low trust in both Government and the financial services industry, adequate take up will depend to a
considerable extent on the confidence that savers feel with respect to the NPSS. They will need to be
convinced that the scheme is good value, operates fairly in their interests and oVers high qualitymanagement
of savings over the long term.

8. This confidence is particularly important given the target group for theNPSS. NPSS long-term savings
may come to represent the single most substantial financial asset owned by several million people of
otherwise modest means.

9. The model we propose would be an independently-run (but publicly accountable) national scheme
harnessing competitive market forces.

10. With respect to governance, the IMA believes that the obvious starting point for NPSS is to borrow
from the trustee-based occupational pensions model. Oversight ı particularly with respect to the choice of
managers and investment strategies ı would therefore come from an independent Board which reports to
Parliament.

11. The expertise of the private sector would be involved in providing both account administration and,
critically, asset management. Under the supervision of the NPSS Board, the most competitive aspects of
private sector investment expertise would be harnessed to provide a high quality, good value service while
simultaneously ensuring that participant interests are continually represented.

12. While centralised administration can deliver economies of scale (as well as simplicity for employers),
it is important to emphasise that the greatest value-added in a funded long-term savings vehicles will be
provided by the investment management component. Given that most participants are expected to join a
default fund, we believe that a default where the investment management is diversified and open to regular
competition (as in the institutional market) is likely to be most beneficial to NPSS participant interests. This
issue is explored in more detail in paragraphs 32–41 of our attached paper.

13. We would also emphasise that any government-backed scheme that involves a defined contribution
long-term savings vehicle (whether using existing products or a bespoke NPSS) will entail some political
risk. This is impossible to eliminate, although it would take diVerent forms in the case of future (actual or
perceived) under-delivery. We suggest that our proposal minimises political risk by ensuring clear
governance structures with a clear savings remit and with a high degree of transparency and accountability.

Impact on saving behaviour of the reforms and of existing incentives

14. Given the nature of the target group, the interaction between private saving and the state pension
system is a major complication to savings incentives. If greater clarity can be provided for potential savers,
NPSS will likely have a more beneficial impact.

15. Clearly, though, there are numerous reasons why people may not save, including adverse personal
financial circumstances or other commitments at certain stages of their lives (for example, mortgages or loan
repayments). The impact of an auto-enrolment scheme will be the extra saving by participating individuals
not now in an occupational scheme, less any reduction in benefits among existing occupational schemes and
any reduction in private saving.
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16. Any impact on existing occupational schemes will be diYcult to measure, in view of the significant
scaling down of private sector employer commitments to workplace pension provision that is already under
way. Thus, while there will no doubt be schemes that close, with members opting into the NPSS, that will
not necessarily be a consequence of the NPSS’s introduction: it might be that particular employer had
planned anyway to close or reduce the existing scheme. While one survey (from the Chartered Institute of
Personnel and Development) has found little evidence to suggest that levelling down is likely to occur, it is
too early to draw firm conclusions.

17. In terms of minimising the impact on the private savings market, the important judgement for
Government is to set default personal contribution levels that are high enough to generate a reasonable
savings pot, while not setting them so high as to provide a disincentive to saving over and aboveNPSS levels.
There would also need to be a limit on any additional voluntary contributions. The default levels
recommended by the Pensions Commission would seem to be of the right order. An annual contribution of
£1,500 over 40 years might yield a pot in the order of at least £100,000, implying at today’s annuity rates a
retirement income of some £100 a week. This would be a reasonable outcome for the individual, but the
annual contribution is modest in relation to typical savings levels, for example the current equity ISA limit
of £7,000.

The future role of employers in pension provision and the impact on this of proposals for reform

18. We believe that for the target group of employers—primarily SMEs not currently providing good
pension provision for their employees—there is a clear need for a low-impact collection mechanism. This
should be able to collect contributions without imposing either an undue administration burden or an
unwelcome series of choices for employers with respect to competing pension providers. Too onerous a
system could result in employers attempting to “buy out” their employees, with negative consequences for
overall NPSS participation rates.

19. It is essential therefore to build into the design of the scheme minimum impact and new burden on
employers. We believe that the NPSS/IMA model oVers the best hope of achieving this.

Whether proposals for reform adequately address inequalities in pension provision

20. Within somemodels suggested as alternatives toNPSS, there is the scope for considerable inequalities
of outcome due to provider diVerences. While genuine informed choice is to be welcomed in a savings
environment, we feel that there is a distinction to be made between such choice and the lottery that might
ensue in an environment where participants are either randomly allocated to providers (in cases where no
designation is made by an individual), or the choice of provider is beyond their control. In this context, one
great advantage of a national scheme along the lines suggested by the Pensions Commission is that the
provider lottery element is eVectively removed, while a Board would in principle be able to oVer fund choice
for those wishing to venture beyond the default.

Investment Management Association

March 2006

Supplementary memorandum submitted by the Investment Management Association
following the publication of the Pensions White Paper

1. IMA members include independent investment managers, the investment arms of banks, life insurers
and investment banks, and the managers of occupational pension schemes. They are responsible for the
management in the United Kingdom of over £2 trillion of funds, including authorised investment funds,
institutional funds (eg pensions and life funds), private client accounts and a wide range of pooled
investment vehicles.

Preliminary Comments on White Paper “Security in Retirement”

2. The IMA’s principal interest inWhite Paper Cm 6841 is the design of the system of personal accounts.
In Chapter 1 of the White Paper, the Government puts forward two options:

— Option 1—the National Pensions Saving Scheme (NPSS) as proposed by the Pensions
Commission.

— Option 2—competition between branded providers.

3. TheGovernment indicated a preference for the first of these options and in paragraph 1.70 of theWhite
Paper posed a series of questions about the second one. The IMA’s initial responses to these questions are
set out in theAppendix. In short, the IMAview remains that theNPSS broadly, as proposed by the Pensions
Commission, is the best way to meet the Government’s objective of a simple, low cost scheme of portable
and flexible personal accounts.
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A successful system of personal accounts

4. The key to success is establishing and then sustaining a high participation rate. Only this will achieve
the Government’s objectives both in relation to increasing the coverage of retirement saving, and in relation
to keeping unit costs at a modest level. This requires the building of long term confidence in the scheme,
credible overall arrangements for the scheme and above all a long term political commitment to it.

5. This clearly points to the need for a single governance body for the NPSS, independent of government
and with an overriding statutory duty of care to scheme members. We believe that this is essential to the
credibility of the scheme. For this reason, we welcome the White Paper’s recognition in paragraph 1.74 of
the importance of the governance arrangements.

6. If the system is to operate eYciently, choice and competition are essential ingredients. In order to be
eVective they must apply where they can most benefit the end consumer. This means that choices must be
oVered where they can most eVectively be made and competition where it can realise most benefit.

EVective choice—investment

7. Personal accounts fall into two distinct stages—the investment or accumulation phase, and the post-
retirement phase. It is only at the second stage, when the individual retires, that a “pension” is purchased.
Up until that point, the account is purely a savings and investment account.

8. It is generally accepted, both by behavioural economists and by financial product designers, that most
individuals do not find it helpful to be faced with a wide range of investment choices. Thus most
occupational defined contribution schemes will oVer no more than 6–10 investment choices, including a
default option which experience shows is overwhelmingly favoured by scheme members. A survey of UK
defined contribution occupational schemes by Aon Consulting in 2005 found that less than a quarter of
participants deviate from the default option.

9. Similar conclusions may be drawn from overseas experience of national retirement saving schemes.
For example in the Swedish PPM system, despite the presence of some 700 funds to choose from, in the last
year over 90% of new savers opted for the default fund.

10. This suggests that the most important investment option to get right is the default, because that is
where themajority of schememembers will be. To the extent that somewill want to diverge from the default,
they are likely to find most helpful options which reflect particular asset allocation strategies (for example
lower risk or higher risk) or investment styles (for example socially responsible investment). It is unlikely
that simply presenting them with a choice of provider brands will help them to make the investment choice
that would most suit them.

11. For these reasons, Option 1, the NPSS, oVers a more eVective investment choice than Option 2.

Competition

12. Investors in the scheme will be seeking an appropriate return on their investment. Investment
management is a long term business and diVerences in return as a result of diVerent investment strategies
can ultimately dwarf any diVerences in cost. Using competition to the benefit of investors means:

1. a competitive process to appoint managers;

2. regular re-bidding by managers for the business; and

3. the ability to change the manager if performance is not delivered.

13. These are very naturally fulfilled in the NPSS Option 1. The NPSS Board would run competitions to
appoint managers in the way that is common in the institutional investment management market; mandates
would be for a fixed term before being re-bid; and underperforming managers could be fired without major
disruption. The danger of underperformance by individual managers could also be mitigated (and
competitive pressures heightened) by appointing a number of managers to run diVerent components of a
fund, eVectively introducing a “multi-manager” approach.

14. The key diVerence between Options 1 and 2 however is that, while investment is unbundled from
administration in the NPSS (also oVering the opportunity for competitive tender for the administration
functions), in Option 2 they are bundled together in each of the competing providers. This means that if a
member wants to change his manager he may have to change the administration of his account as well if the
provider does not oVer any choice of managers. This builds significant extra cost into the system.Moreover,
even supposing some degree of manager choice were available, the absence of central selection of managers
means that the rigorous process that the NPSS Board would undertake would be entirely missing under
Option 2. Manager selection would be the responsibility of providers, who—unlike the NPSS Board—
would not be publicly accountable for their choices.

15. For these reasons, Option 1, the NPSS, oVers more eVective competition than Option 2.
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EVective choice—pension

16. Much of the debate leading up to and since the White Paper has been about the design of the NPSS
savings vehicle. But just as important will be the design of the pension element.

17. Most pension savings in the UK are used to purchase annuities. There are currently 15 providers,
although one firm has some 40% of the market. Although they are in theory more attractive in retirement
than relying on individual saving, they have in practice proved unattractive to consumers, as evidenced by
the very low sales of annuities on a voluntary basis as opposed to compulsory purchase under the personal
pension rules. Reasons for their unattractiveness include their inflexibility, the loss of any residual estate,
and the fact that they eVectively move investors into the lower returns of bonds when they may have 20 or
more years to live.

18. Conventional annuities may be particularly inappropriate for NPSS investors. Annuities involve a
subsidy by the shorter-lived of the longer-lived. But the correlation between low income and high mortality
means that the target market for the NPSS may have lower life expectancy than the population at large. So
it may not be to the benefit of the NPSS target market to be forced into annuities.

19. Alternatives to conventional annuities therefore need to be considered. One currently being explored
in theUS is the “lifetime payment account”. This is a version of a drawdown scheme in which the percentage
of the fund withdrawn in any year is equivalent to remaining life expectancy; thus, if life expectancy is 20
years, 5% of the fundmay bewithdrawn that year. In this way the pot of savings never runs out—the balance
can pass to the individual’s estate—but income is not the same from year-to-year. The advantages for the
individual are the ability to stay longer in higher-performing equities, greater flexibility and not having to
pay for insurance. From the Government’s perspective, because the savings never run out, tax
incentivisation is not undermined.

20. There is clearly a need for alternatives to conventional annuities to be considered.

The default option

21. As argued above, getting the default option right is critical, because that is where the majority of
scheme members can be expected to be.

22. There are two broad models that can be considered:

— A single default fund, for example the Swedish AP7 fund, into which investor contributions are
routed via the Premium Pension Authority (PPM).

— Adefault asset allocation andmultiple providers. An example of this is the “stakeholder” products
introduced in the wake of the Sandler Report: in order to attract the “stakeholder” label, products
have to meet a set of asset allocation criteria (for example no more that 60% invested in equities)
which are laid down in Treasury regulations. However, in an auto-enrolment environment in
which there are multiple providers, there would have to be a mechanism for designating default
providers as well as default funds. An example here is the “carousel” for investing Child Trust
Fund vouchers: those who do not choose a provider are allocated in turn to a stakeholder account
oVered by one of the approved providers.

23. In the IMA’s view a single default fund for those who do not make another choice minimises risks to
the investor, minimises risk to government and is most likely to lead to equitable rather than random
outcomes for investors.

24. Any system involvingmultiple providers of the default fundwillmean diVerent outcomes for diVerent
individuals. (The only way to avoid this would be to introduce such strict investment goals as to defeat the
purpose of introducing provider alternatives for individuals in the first place.) But those individuals would
all be in the same position—theywill not havemade a fund choice themselves, perhaps for very good reason.
Furthermore, in addition to having their contributions invested in a default fund, they may have been
allocated a provider under procedures sanctioned by legislation. In such circumstances the Government
could well find itself under pressure if some individuals were worse oV than others for no other reason than
that they were allocated a diVerent provider.

25. A “carousel” also potentially exposes the Government in the event of default by a provider. Most
personal pension schemes today are structured as life insurance policies, which means that in the event of
insolvency policyholders have a contractual claim but no direct ownership of assets—unlike the case of
investment funds, where assets are held by a trustee and the investor has direct ownership of units in the
fund. That this is not an academic point is illustrated by the decision in 1988 to designate Equitable Life as
one of two AVC providers to the Civil Service.

26. Why, then, does a carousel appear to work for Child Trust Fund vouchers? First, it is perhaps too
soon for problems to emerge with the carousel under the CTF scheme. More importantly, the CTF is a
relatively modest sum of money, provided by the Government. A personal account would be financed by
the investor out of his ownmoney, subscribed under statutory auto-enrolment, implying a concomitant duty
of care.
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27. Nor would we recommend specifying the asset allocation of the default fund in legislation and
requiring providers to follow it. Asset allocation is a dynamic process, which needs to take account of
changing external circumstances. Those running the default fund need to be able to react as circumstances
dictate, and not be constrained by legislation—changes to which generally take a long time—which may no
longer be appropriate.

28. For these reasons, a single default fund is to be preferred to a default asset allocation or a “carousel”.

Appendix

Initial Responses to Questions in Paragraph 1.70 of White Paper

29. Would oVering a choice of branded provider add value for the consumer?

— The key option that members will need is a good default fund. A range of branded providers
cannot substitute for this, because there will always remain the question how to invest the assets
of those—likely to be in the majority—who do not make a choice.

— It is possible to envisage branded providers as part of a range of choice alongside the default fund
and any other fund choices oVered by the scheme itself. But it is open to question whether they
would be able to oVer a pricing structure that was both competitive and commercially viable.

30. Would a choice of branded provider give individuals greater confidence in the system and greater ownership
of their accounts?

— There is no reason to believe that either of these would follow.

— As regards confidence, the principal analogy to consider is occupational DC schemes. There is no
evidence that employees are more or less inclined to participate in such schemes because of who
the manager is.

— As regards ownership, branded providers will certainly not give greater ownership. To the extent
that the providers were to oVer life insurance-based products, it would be the reverse. That is
because a fund structure (which the NPSS could be presumed to adopt) gives investors legal title
to their units in the fund, whereas the nature of life business is that it gives the investor rights under
a contract and a claim against the insurer, but no direct legal title. Thus it is likely that under
Option 2, investors would have less, not more, ownership of their accounts.

31. What is the connection between type of choice and cost?

— There is no evidence that wider choice reduces cost. Costs may be reduced by two factors:

— Scale.

— Competition in the provision of fund management and administration services.

— Introducing multiple providers immediately introduces sources of additional cost, notably advice
associated with the initial choice of manager, and the costs of individuals switching from an
underperforming provider to another one.

32. On what basis would individuals make a choice of pension provider?

— Individuals—and indeed small employers—would be in no position to choose between branded
providers without advice.

— That advice would need to be paid for. The present model in the retail market is for the cost of
advice to be bundled into the service. If that were adopted here, it would become impossible to
achieve the Pensions Commission’s aspirations on cost, or anything like it.

33. What are the pros and cons of vertically integrated providers, oVering both administration and fund
management?

— Vertically integrated providers mean that the investor may not be able to change an
underperforming manager without also facing the prospect of changing the administration of the
account. This adds significantly to costs.

— With fund management unbundled from administration, the NPSS is able to follow best practice
in hiring managers and putting in place appropriate administration systems.
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34. With multiple providers how could charges be set in a way that encourages competition to thrive?

— Charges would be a commercial decision for the provider, who is the only party in a position to
know what level of charges makes economic sense for him.

35. Would it be possible to restrict the number of providers in the scheme to provide scale economies and drive
down costs?

— It is not clear that restricting the number of providers would drive down costs.

— It is the activities associated with having more than one provider—switching, choice, etc—that
bring about higher costs. In essence the choice between Option 1 and Options 2 is the choice
between a low cost scheme and a higher cost scheme, irrespective of the number of providers in
Option 2.

— If the number of providers were restricted under Option 2, this would raise a series of new issues.
What would be the criteria for selecting the limited number of providers? Once selected, would the
list remain constant or would there be periodic reselection? If the latter, what would happen to the
business of those whose application for reselection was rejected? Would they be able to continue
to receive NPSS contributions from existing clients?

Investment Managment Association

June 2006

Memorandum submitted by Norwich Union

Executive Summary

Reform of the state pension

It is crucial that reform of the state pension goes hand in hand with any changes to private pensions to
create a state pension that people understand.

We believe this should involve a retreat from means testing and replacement of the second state pension
with a single citizens pension available to all.

A National Pension Saving Scheme

The Pensions Commission were right to identify the need for a simple, low cost savings scheme and we
believe that auto-enrolment is a sensible and eVective way of delivering this scheme to people without the
need for advice.

However, Norwich Union feels the delivery of such a scheme would benefit from the experience and
expertise of the financial services industry rather than being delivered by a public sector solution duplicating
at significant cost existing infrastructure.

It is important that individuals take greater responsibility for their retirement savings and suggest that
individual NPSS accounts will provide the greatest sense of “ownership” whilst also removing significant
cost.

NPSS should not undermine existing good occupational pensions and we suggest consumers have the
flexibility to move seamlessly between NPSS and existing occupational pension schemes as their personal
circumstances change.

Costs need to be kept low but we feel 0.3% pa is not realistic—around 0.6% pa could be achieved in a non-
advised model with auto-enrolment.

The impact on savings behaviour

There is a danger the 8% contribution level creates a false illusion that this will provide a comfortable
retirement. A large scale Government campaign needs to address this and promote the benefits of savings
above this level.

A successful shift in savings behaviour will require a high take-up level and it should not be assumed that
auto-enrolement will guarantee this.
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The role of employers

Norwich Union’s model—using individual policies rather than employer sponsored schemes—would
reduce cost and burden placed on employers, requiring them only to transfer contributions to the provider.

A “third tier” of pension options above NPSS (but under the same rules) will help preserve valuable
existing benefits oVered by many occupational schemes.

There will continue to be an important role for employers in promoting the benefits of saving for
retirement and encouraging take-up and additional contributions.

Increase in state pension age

Given recent increases in life expectancy an increase in the state pension age makes sense as part of wider
reforms to the pensions system.

Any changes need to be supported by measures to enable and encourage people to work longer such as
access to meaningful new training as they approach retirement.

Inequalities in provision

A state pension based on residency rather than national insurance contributions would recognise the
contributions of people with a “broken” work record such as women, carers or the disabled.

It will ensure everybody receives a decent basic level of income in retirement and clarity around the
benefits of savings privately in addition to this.

1. Proposals for reform of the state pension system

1.1 It is crucial that reform of the state pension goes hand in hand with any changes to private pensions.
The two systems do not work in isolation and for individuals to take responsibility for their own provision
and commit to a NPSS, a strong foundation for private provision in the form of a clear and simple state
pension, coupled with a complete review of the antiquated annuities system, is required.

1.2 Norwich Union supports many of the Pensions Commission’s proposals for reform of the state
pension system. We believe the Government’s aim should be to provide a state pension people understand.
It should be clear to people what the state pension is and it should be available to all. To move towards this
would require:

— Means testing for only the very poorest pensioners.

— Removal of contracted out rebates and state second pension, by indexing the state pension to
earnings.

— The introduction of a citizen’s pension available to all based on residency.

1.3 A clear and single form of state pension will remove significant complexity and ensure it pays for those
consumers who can aVord to do so to save more. At the moment, people don’t understand what total
pension they are likely to get and when they will be paid this pension.

2. Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so, how it
should work

2.1 Norwich Union supports the NPSS concept to meet the needs of those who are not saving with a
simple, low cost savings vehicle open to all and oVering the “soft” compulsion of auto-enrolment with an
opt-out option.

2.2 However, such a scheme will only be successful as part of a broad review of the whole UK pensions
and annuities system. The Commission’s proposals for reform of the state pension are a key part of making
NPSS a success, as it would then sit within a simple and fair pensions structure which is easy for people to
understand.

2.3 The private sector has the experience in collections systems to manage and administer the scheme
without incurring additional set up cost by replicating an existing structure. We therefore urge the
Government to seriously consider proposals for a private sector alternative to NPSS. The Pensions
Commission’s proposal for NPSS would require a new Government-led system to administer the scheme,
which would be costly and likely to have teething problems—central systems have not been consistently
successful.
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2.4 Currently, much of the cost of pension provision is in advice, policy set-up and the costs caused by
low persistency (pensions contracts only active in the short term erode value to customers and increase
administration costs for employers and providers). An NPSS model based on individual accounts could
remove many of these costs. Costs need to be kept low but we feel 0.3% pa is not realistic—around 0.6% pa
could be achieved in a non-advised model with auto-enrolment.

A Step by Step Guide to Norwich Union’s Model

1. Customer chooses NPSS provider from selection of providers

— freedom to choose their provider ensures people feel they “own” their pension;

— to reduce cost for employers, Norwich Union recommends a direct relationship between employee
and provider rather than using the employer an intermediary; and

— there should be a manageable choice of suppliers so individuals can confidently select an
organisation that can provide a secure, long-term home for their savings.

2. Customer decides on their level of contribution

— there is a real danger people assume the basic 8% contribution level is enough for an adequate
retirement income and therefore fail to increase, or downgrade any existing contributions
accordingly; and

— need for public awareness/education campaign to make it clear that this is not the case (as a rule
of thumb, people should be encouraged to save, as a percentage of their income, half their agewhen
they start saving).

3. Customer decides on fund choice, assisted by clear and easy to understand literature

— with clear, simple and easy to understand information on NPSS and fund choice the vast majority
should not need to pay for advice on pensions;

— using this information, it should be reasonable to expect individuals to be able to take
responsibility for choice of provider and fund and not be able to avoid this responsibility by
presenting them with a “default option”;

— for those that still feel they need further reassurance, guidance or havemore sophisticated finances,
advice should be available at additional optional cost; and

— individuals should invest their money in the most appropriate assets for their age—for example,
if an individual is 20 years from retirement it would generally be appropriate for their pension fund
to be significantly invested in higher yielding equities. This will not happen if 80% are in a low risk,
low return default fund which would inevitably limit investment growth for the majority. Rather,
there should be about six funds and consumers would have to actively choose which fund(s) to
invest in.

4. Employer makes the total contribution to the NPSS provider in a similar way to how they pay salary
into bank accounts using BACS

— an employer contribution is an essential part of making the NPSS a success; and

— a simpler role for employers—merely transferring employee contributions to providers (in the
same way they currently transfer salaries to bank accounts), rather than appointing the provider
and administering the scheme for new starters/leavers.

5. When customer moves job, the pot of money and relationship with provider moves with them to the
next job

— true portability—contract persistency would be better for individual accounts, thus reducing costs
involved in switching providers and administration;

— there are currently high levels of “churn” in occupational pensions which do not benefit the end
consumer; and

— limits burden and cost of administration on employers for new starters/leavers.
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Potential operating model through customer’s life

EMPLOYEE SELECTS THE PROVIDER WITH NO EMPLOYER
SCHEME STRUCTURE

 
 

Individual’s NPSS account
 

Banking Automated Clearing System (BACS) 

 First employer Second
employer

Third employer

Potential operating model through customer’s life
Employee selects the provider with no employer scheme structure

3. The impact on saving behaviour of the reforms and of existing incentives (such as tax relief)

3.1 To eVectively increase take-up, incentives must be well communicated and easily understood. Auto-
enrolment with compulsory employer contributions meets these requirements and makes the decision on
whether to remain opted in to NPSS straightforward for most consumers, although is by no means a
guarantee of high take-up levels.

3.2 In addition, there is a danger the contribution level of 8% could create a false illusion that this is
enough to save for a comfortable income in retirement. Norwich Union feels this should be addressed with
a public sector campaign to ensure people understand what they need to save, for example:

— promoting the rule of thumb that people should aim to save, as a percentage of their income, half
their age when they start saving; and

— The Pension Increase Pledge idea being piloted by the DWP could encourage individuals to save
more than the minimum—employees sacrifice a proportion of their future pay increases which is
instead used to increase pension contributions.

3.3 Simplifying the state pension will make the decision to save easier, and we favour keeping incentives
to save as simple as possible. Tax relief should be communicated more clearly—research for the ABI shows
only 17% of basic rate and 28% of higher rate taxpayers know how much tax relief they are entitled to on
contributions—and the Government should consider incentives to encourage employers to contribute
above the NPSS minimum.

4. The future role of employers in pension provision and the impact on this of proposals for reform

4.1 A compulsory 3% contribution (where the employer does not already oVer a scheme) is crucial for
the success of NPSS as it makes it appropriate for most people to remain opted in, reducing the need for
advice and a suitability test. Without this contribution the decision is more complicated, costs may increase
if advice is required and the viability of the model has to be questioned.
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4.2 Norwich Union’s favoured model for an NPSS scheme—using individual policies rather than
employer sponsored schemes—would reduce the complexity and running cost for employers, requiring them
only to transfer contributions to providers via some form of clearing house, in the same way they pay
salaries.

4.3 Employers can play an important role in promoting the schemes they oVer and encouraging take-up
as part of a broad package of employee benefits. The Government should explore incentives to encourage
this, however, it must remain voluntary as the mandatory contribution in itself imposes a significant burden
on employers.

4.4 Good occupational pension schemes should continue to be encouraged and the NPSS must be
designed to work eVectively in conjunction with these schemes.

5. Whether, when and by how much the State Pension Age should be increased

Measures to facilitate later working and flexible retirement

5.1 Raising the state pension age is likely to be an important contributor to a sustainable pensions
settlement through both containing the cost of a more generous state pension and through sending a signal
that average retirement ages also need to rise.We believe increases to the state pension age should be phased
in as longevity increases.

5.2 Older people have a lifetime of experience and a huge amount to oVer the workplace. The Age
Discrimination Directive will help prevent older people being forced to stop working before they might like
to so they can continue to save towards a comfortable retirement. Measures to facilitate later working and
flexible retirement may include:

— Updating recruitment adverts to indicate firms welcome applications from all age groups—
research indicates many workers over 50 are put oV applying for jobs early in the process due to
perceived or implied discrimination in job adverts.

— Ensuring older workers have skills relevant to a modern labour market is essential if they are to
continue working through their 50s and 60s.

— Government and employers should encourage lifelong learning so employees can take advantage
of any opportunities regardless of their age or stage in their career.

— A phased programme of support from employers could be introduced as individuals approach
retirement to avoid the current experience of many people who are oVered advice only in the
months before their oYcial retirement date.

— Working with employees at an early stage (perhaps one, two or even five years before retirement)
would help people identify any skills and training needs ahead of time. This planned approach will
enable employees to either continue in their current role or possibly change the direction of their
career entirely—encouraging and enabling them to stay in work for longer.

— The annuities system should be reviewed to ensure the products support individuals in flexible
retirement. Customers should be able to drawdown part of their accumulated assets as income
whilst allowing the rest of the “pot” to remain invested for growth.

6. Whether proposals for reform adequately address inequalities in pension provision. The impact of reform
proposals on the pension incomes of diVerent groups, including the self-employed and those currently at
particular risk of being “under-pensioned”, such as women, disabled people, ethnic minorities and people with
varied work patterns

6.1 Basing entitlement on residency rather than national insurance contributions would be of particular
benefit to those with a broken record of employment, such as women who leave the workforce to raise
children, carers, or the disabled.

6.2 It will ensure everybody receives a decent basic level of income and provide a simple frameworkwhich
clearly demonstrates the benefits of private provision over this minimum. Personal responsibility will be
encouraged as the state pension will be clearly seen as a stable “safety net” for all, which individuals can
supplement with their own private pension if they choose.

6.3 The introduction of an NPSS-style scheme will build on this simplicity and clarity by providing an
easy, low cost way to save which meets the needs of most consumers. If complementary state and private
reform is delivered hand in hand, we should see a stable, sustainable platform for personal provision emerge
over the coming decade.
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APPENDIX 1

ATTITUDES TO RETIREMENT AGE RESEARCH FINDINGS

Only 52% accept the view that people must work longer because they are living longer.

Over three-quarters (82%) of those questioned plan to retire before state pension age, withmen on average
planning to retire at 60 and women at 59.

Of those who plan to retire after state pension age, key reasons given are:

— It is my choice when I retire—81%.

— I enjoy the social interaction at work—74%.

— I enjoy the mental stimulation—74%.

— I will need the extra income in order to enjoy a comfortable retirement—69%.

— I want to work past state pension age but only part-time—64%.

41% of those who want to retire before the state pension age would be prepared to work beyond it. This
is highest amongst younger age groups, gradually decreasing to 29% for 45–54 year olds, and 28% for 55–64
year olds.

78% of respondents are unaware of the financial benefits to delay retirement available through the DWP
State Pension deferral scheme.

Once it was explained, 60% of people were influenced by the financial incentives on oVer, and would
choose to delay their retirement by a year if they were to receive the extra 10% per week throughout their
retirement.

Health is the biggest perceived barrier to working past state pension age (23%)

27% of those in work felt they would be prevented from working as long as they would like. 64% of these
people linked this to employment related issues:

— compulsory retirement age at work (20%);

— employer culture not supporting older workers (18%);

— employer not oVering part-time flexibility (16%); and

— no job opportunities for older workers (10%).

Norwich Union

March 2006

Supplementary memorandum submitted by Norwich Union
following the publication of the Pensions White Paper

1. Introduction

1.1 Norwich Union is grateful for the opportunity to submit further evidence to the Committee, building
on our evidence submitted in March 2006.

1.2 This submission builds on the points made in our original submission, provides our initial views on
theWhite Paper and presents provisional results frommajor research with employers and consumers which
we commissioned in April 2006.133

2. Executive Summary

2.1 TheWhite Paper is a bold attempt to build a simpler andmore sustainable pensions settlement where
people will more easily understand what they will get from the state and what they must contribute
themselves.

2.2 We believe abolition of contracting out is a necessary step to achieve this simplicity.

2.3 The Government’s proposals for “personal accounts” promise the right framework to deliver the
Pensions Commission’s NPSS vision.

2.4 However, it is a mistake to believe that a single non departmental public body is the most eVective
model for delivering low cost savings to the mass market. A model without consumer choice of provider
would run counter to what consumers want; undermine the benefits that competition could bring to the
system; fail to deliver the maximum possible personal engagement and add to implementation risks.

133 Norwich Union commissioned BRMB to undertake a programme of research, both qualitative and quantitative, with
nationally-representative samples of employers and consumers. Fieldwork was undertaken in May and June 2006. Full
results will be published later this year.
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2.5 The alternative model where consumers choose their personal account from a number of providers
would, we believe, deliver consumer benefits in the following areas:

— Quality of service;

— Price and value for money;

— Innovation which reflects consumers’ changing needs;

— Engender a sense of ownership and engagement by consumers; and

— Minimise implementation costs and risks of systems failure by utilising tried and tested existing
systems and expertise.

2.6 The introduction of personal accounts provides a once-in-a-lifetime opportunity to build financial
capability and develop programmes which go with the grain of people’s attitudes to their finances.

3. The White Paper

3.1 We believe that the White Paper is a bold attempt to build a sustainable pensions settlement which
sensibly pursues the Pensions Commission’s recommendations, in particular by implementing a package of
reforms to both state and private pensions. If the proposals in the White Paper are implemented fully, and
in partnership with the private sector, we believe they will provide financial security in retirement for future
generations of pensioners.

4. Proposals for Reform of the State Pension System

4.1 As we made clear in our initial submission we believe that, within any given envelope of public
expenditure, the Government’s principal aim in reforming state pensions should be a fair and simple system
where people can readily understand what they will get from the state in retirement. We continue to believe
that a single state pension, based on residency rather than contributions, would be the best way to achieve
this aim. The Government’s proposals reduce, but do not remove the inequalities inherent in a contributory
system and maintain two separate state pensions with diVerent rules. While people will have a clearer idea
of their future state pension income they will still lack complete clarity, particularly given that most will be
entitled to two state pensions which will increase in value at diVerent rates through their retirement.

4.2 We support the Government’s decision to abolish contracting out into defined contribution schemes
from 2012. At a stroke, this will remove one of the most complicated parts of the system. It will also remove
£4–5 billion-per-year of Government expenditure on contracting out rebates from 2012 onwards.134 Given
that public expenditure on state pensions and benefits is projected to remain flat at around 5.2% of GDP
throughout the next decade135 there is a strong case for recycling some or all of this saving to assist the
introduction of personal accounts. For example, it could be used to provide additional incentives to
individuals or employers making additional, voluntary contributions.

5. Whether the Proposal for a National Pension Savings Scheme is the Right Way Forward and,
if so, how it Should Work

5.1 The Government’s proposals for personal accounts promise the right framework to deliver the
Pensions Commission’s NPSS vision. In particular, taken together with reforms to the state system, the
availability of an employer contribution will enable personal accounts to be delivered at low cost and
without the need for regulated advice.

5.2 The key features of personal accounts are attractive to both consumers and employers. Initial results
from our qualitative research show that employers see personal accounts as a useful antidote to a “live for
now” culture and are positive about the concept of auto-enrolment. Consumers too recognise the potential
value of personal accounts in bringing a balance to our “spending culture”. Both portability of accounts
and auto-enrolment are seen as positive features, although those on lower salaries and/or closer to
retirement recognise that they may be best served by opting out.136

5.3 The White Paper sets out two models for delivery of personal accounts. Both have similar key
features, the only diVerence lies in whether accounts are administered by a single non-departmental public
body (NDPB) or by a range of branded providers. The single NDPB route is very similar to the Pensions
Commission’s proposals and would be based on competition for outsourced administration contracts. The
branded provider route is very similar to the proposals which we put forward in our initial submission to
the Committee and is based on competition for consumers in the marketplace.

5.4 The initial analysis underlying the White Paper suggests that the model proposed by the Pensions
Commission is the best delivery model. We believe this is analysis is wrong and that a model without
consumer choice of provider would run counter to what consumers want; undermine the benefits that

134 Security in Retirement: towards a new pensions system (figure 9).
135 ibid.
136 Research by BRMB for Norwich Union, op cit.



3367124045 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 245

competition could bring to the system; fail to deliver the maximum possible personal engagement and add
to implementation risks. Independent research commissioned byNorwichUnion showed that 39%of people
favour a model run by providers, against 26% who say the Government and 11% say employers.

5.5 Consumers see value in making a choice of personal account provider. 74% say they would like to
choose their own provider. However, many (69%) lack confidence in their ability to make a choice without
the help of a financial adviser.137 This lack of confidence is, in large part, an artefact of the current system
where consumers can feel bewildered by the range of pension choices on oVer and see a financial adviser as
an integral part of the process. In a system of personal accounts it will be possible to build individuals’ ability
to make confident choices through both limiting choices to a manageable number and providing easily-
digestible information on the elements of service and price which are likely to determine most people’s
choices.

5.6 Consumers need competition, and eVective competition also needs consumers. While we recognise
that the Pensions Commissionmodel introduces competition through third-party administrators competing
for contracts we do not believe that this will adequately replicate the benefits of competition which could
be delivered by consumers making choice in an active marketplace. The availability of provider choice will
ensure that consumers are continually keeping providers on their game in terms of price and service and will
ensure an innovative market well-matched to consumers’ diverse needs. It is diYcult to see how competition
will be delivered equally eVectively through competition for contracts which are likely to be long term in
nature.

5.7 Competition between providers and the ability to switch will also ensure that personal engagement
is both developed and maintained. Indeed, the consumer benefits of provider choice will probably be seen
most clearly once the personal accounts system is up and running. A system where consumers are free to
switch will enable people to take control if they perceive they are receiving poor service and poor value,
helping to maintain their engagement with the personal accounts system as a whole. By contrast, a system
where consumers are locked into a contract with a monopoly provider will leave people with the options of
putting up with poor service or poor value or leaving the personal accounts system altogether.

5.8 Finally, the branded provider route will minimise implementation risks. It will enable the personal
account system to be built on existing systems, processes and expertise, reducing additional cost and,
crucially, the risk that the system is not ready for 2012 or is unable to cope with the influx of members. A
smooth implementation is absolutely essential to the long-term success of personal accounts. The way in
which personal accounts work, or fail to work, in 2012 will not only determine the propensity of the 10
million initial customers to opt out, it will also embed a longer-term perception of personal accounts in the
public mind. Amodel utilising the existing expertise and infrastructure available throughmultiple providers
could conceivably be up and running even before 2012 which would minimise the uncertainty and possible
“planning blight” often associated with regulatory change such as this.

5.9 We feel that Government must not design personal accounts in isolation of the existing marketplace
and need to ensure that the right balance is struck between enabling consumer choice and guarding against
unintended consequences. Some of these unintended consequences may include:

— The Government exposing itself and the taxpayer to unnecessary and excessive risk. We estimate
that the cost of setting up a newNPSS infrastructure would be in excess of £500million, in addition
to the on-going operational execution risk. A single provider would have to finance the debts that
will inevitably build up (as set up costs are not immediately matched by a fund based charge) and
we calculate these debts could build up to around £2 billion over the first ten years of operation—
taking the total risk, including the capital outlay a total of £2.5 billion.

— We recognise that personal accounts could be attractive to many employers and individuals
already in the pensions system. However, large scale transfers into NPSS from existing pensions
could firstly undermine the pensions system supporting 15 million current savers and potentially
aVect the stability of the new system which should be focussing on accommodating the potential
10 million target group of current non savers.

— The risk of levelling down in employer contributions—one in ten employers who currently
contribute more than 3% to pensions say they are likely to reduce contributions towards 3% as a
result of the added cost of auto-enrolment. This would take around £700 million per year out of
a typical worker’s retirement saving, equivalent to more than £100 million per year taken out of
retirement savings in the UK as a whole.

5.10 Placing personal accounts in a competitive market will enable them to become a lasting success. To
make this success a reality, we need to take the opportunity to build a generation of financially-capable
consumers. As recent research commissioned byNorwichUnion concludes: “there is a twoway relationship
between people’s interest in improving financial capability and their financial behaviour: greater
engagement leads to greater capability, but having a greater stake in financial products can also lead
naturally to greater interest in improving financial capability”.138

137 ibid.
138 IPPR, Rethinking Financial Capability, June 2006.
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5.11 The introduction of personal accounts therefore gives us a once-in-a-lifetime opportunity to build
financial capability. In order to achieve this we would like to work with Government to develop capability-
building programmes which go with the grain of people’s attitudes to finances, for example:

— using saving more tomorrow accounts to encourage commitment to future savings;

— promoting simple rules of thumb to illustrate the impact of saving more, or starting to save earlier
on retirement income; and

— using trusted social networks to deliver education, drawing on the “workplace champions” being
piloted in New Zealand at present.

Appendix—Attitudes to Retirement Age Research Findings

— Only 52% accept the view that people must work longer because they are living longer.

— Over three-quarters (82%) of those questioned plan to retire before state pension age, with men on
average planning to retire at 60 and women at 59.

— Of those who plan to retire after state pension age, key reasons given are:

— It is my choice when I retire—81%

— I enjoy the social interaction at work—74%
— I enjoy the mental stimulation—74%

— I will need the extra income in order to enjoy a comfortable retirement—69%

— I want to work past state pension age but only part-time—64%

— 41% of those who want to retire before the state pension age would be prepared to work beyond
it. This is highest amongst younger age groups, gradually decreasing to 29% for 45–54-year-olds,
and 28% for 55–64-year-olds.

— 78% of respondents are unaware of the financial benefits to delay retirement available through the
DWP State Pension deferral scheme.

— Once it was explained, 60% of people were influenced by the financial incentives on oVer, and
would choose to delay their retirement by a year if they were to receive the extra 10% per week
throughout their retirement.

— Health is the biggest perceived barrier to working past state pension age (23%)

— 27% of those in work felt they would be prevented from working as long as they would like. 64%
of these people linked this to employment related issues:

— compulsory retirement age at work (20%)

— employer culture not supporting older workers (18%)

— employer not oVering part-time flexibility (16%)

— no job opportunities for older workers (10%)

Norwich Union

15 June 2006

Memorandum submitted by the Social Market Foundation

1. The SocialMarket Foundation welcomes this opportunity to provide our views on pension reform and
the proposed National Pension Savings Scheme. The following comments have been prepared by Ann
Rossiter, Director, and Jeegar Kakkad, Economist.

2. By rejecting compulsory pensions in favour of auto-enrolment the Turner Commission has missed the
opportunity to save the £19 billion in tax currently spent incentivising savings. These savings could instead
be targeted at low-income earners, carers and women and to minimise the burden of compulsion on small
and medium sized businesses.

3. The Social Market Foundation’s publicationWhat if? A UK model for compulsory pensions, sets out
a model for compulsion that:

— Uses a non-contributory Citizen’s Pension of £5,700 as a building block and requires every
working person to pay 10% of his or her gross salary between £5,700 and £25,000 into a private
pension fund. Of this 10% employers should be required to pay aminimumof 5%—half the total—
and should be responsible for collecting the contributions.139

— Would not need to use tax incentives to increase savings, but rather scraps the existing tax relief
to fund a universal government contribution of £500.

139 See Appendix A for a detailed comparison of the SMF and NPSS proposals.
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— Allows for a more liberal, extended-ISA savings regime that would provide flexibility and choice
over voluntary savings.

— Mitigates levelling-down tendencies by supporting existing, more generous employer pension
schemes through the extended ISA regime.

— Cuts pensioner poverty: the minimum pension under this model would be higher than at present.
Carers, women, the disabled and those with uneven work records or low pay levels would benefit.

— Limits the range of compulsion and uses a universal government contribution tomake compulsion
more aVordable for employers.

A UK model for compulsory pensions

4. In June 2005, the SMF created a working group on pension compulsion to determine how increased
compulsion could be best conceived. Drawing on the Working Group’s recommendations, set out inWhat
if? A UKmodel for compulsory pensions, the SMF believes it possible to design a compulsory pension system
based on a higher, universal state pension, compulsory contributions by both employers and employees, and
a revitalised, flexible voluntary savings sector.

5. The objectives for a compulsory pension scheme should be (a) to ensure comfort in retirement for
anyone who had reasonable earnings during their working life; (b) to free suYcient state resources to ensure
adequate pensions for those who have not had reasonable earnings during their working life; and (c) to
reduce reliance on means-tested benefits to the greatest extent possible.

6. Specifically, the SMF recommends a three-tiered system, with the following structure:

— First Tier A non-contributory, universal Citizen’s Pension of £109 per week, indexed to
earnings and based on residency.

— Second Tier A compulsory contribution of 10%—split 50:50 by employers and employees—
on income between £5,700 and £25,000. The burden of compulsion on employees
and employers should be oVset by a universal, flat-rate government contribution
of £500.

Access to compulsory savings would be available 10 years before the oYcial state
pension age.

— Third Tier A more liberal extended-ISA savings regime providing flexibility and choice over
voluntary savings.

7. In theUK, compulsion is of no use without better state provision. A universal Citizen’s Pension lowers
the burden of compulsion and enhances equity by providing a safety net for those who need it the most—
carers, women, the disabled, those on low incomes andwith unevenwork records. Only higher and universal
state pension will lower pensioner poverty and provide the foundation for long-run sustainability in the UK
pensions system.

8. The 10% rate of compulsion could be introduced over five years, with the rate rising by 2% per annum,
and the amount required from the employer rising by 1% per annum. Those at or over theminimum pension
age (of 55) on day one could opt out. Changes to the tax, regime, for simplicity, would have to happen from
the start.

9. The short-run cost of a Citizen’s Pensions would be zero, while the long-run costs would be 2.5% of
GDP.140 Existing tax relief costs £17 billion and a £500 contribution for all 33.5 million of the unretired,
working-age populationwould also cost around £17 billion. There would, however, be changes to behaviour
in response to the change in tax relief. In particular, hours worked might fall, more saving might move
oVshore, and to the extent that compulsion raised savings, more investment incomemight be sheltered from
tax. We estimate this eVect might be in the region of £4–6 billion.

10. This would be oVset by savings on the removal of tax-free lump-sums, of £3 billion over the long-
term, and reduced benefits to pensioners on low incomes, saving perhaps £1 billion. We therefore believe
the compulsory system would have zero or negligible cost to the Government in the short term.

11. Redistribution of tax credits would reduce the benefits enjoyed by higher earners and make pensions
a less attractive vehicle for their saving. To compensate, there should be a more liberal tax-free saving
regime: an extension to Individual Savings Accounts (ISAs). We suggest that the annual limit for an ISA be
raised from £7,000 to £20,000. Any saving outside the compulsory systemwould go into this kind of vehicle.

140 National Association of Pension Funds, Towards a Citizen’s Pension—Final Report, September (2005).
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Minimising the burden on individuals

12. Keeping the present, regressive tax relief system would make an eVective compulsion scheme either
hard to implement or unbearable to those on low incomes, undermining government objectives on poverty.
We proposed to scrap existing tax relief and use the cost savings from the tax relief, to finance a flat-rate
government contribution of £500, ensuring neither the employer nor the employee have to contribute to the
fund until the employee’s income reaches £10,700.

13. The SMF model also goes further than the NPSS model in ensuring equity and aVordability by
removing the need to use tax incentives to increase pension savings and so freeing taxpayer money to be
targeted at reducing the burden of compulsion.

14. The minimum pension under this model—£7,200 (£5,700 of state pension and £1,500 of forecast
private pension)—is considerable and would cut pensioner poverty. Carers, women, the disabled, and those
with mid-to-low incomes or interrupted work histories would be winners.

15. By saving the money currently spent incentivising pension savings, the universal government
contribution could be used to lower the eVective contribution rate of both employees and employers. The
system is redistributive relative to the status quo, as it targets resources on improving the inadequate pension
contributions amongst groups with low pay levels.

16. Themaximumpossible compulsory contributionwould be £1,430 per annum. Assuming an employer
paid the proposed minimum half of this, the maximum individual contribution would be £715, and we
believe this would be acceptable to the public.

17. Extending the ISA limit gives wealthier,more sophisticated investorsmore freedom to save and invest
their money (as the same tax advantages can be achieved without locking funds up in a pension) in return
for lower absolute tax advantages.

Minimising the burden on business

18. While employers and the self-employed could also suVer increased burden under this model, for
example, by increasing the total employer labour cost, we believe the employer burden would be minimised
by both the Government contribution and by capping the income range for compulsion at £25,000.

19. These two measures ensure that employer contributions be compulsory only for the income range
£10,700–£25,000. In addition, as the Government contribution would count against the first £500 pounds of
compulsory contributions, the eVective compulsion rate on employers would be in the range of 0.0%–2.9%,
lower than the NPSS proposal. This lower eVective compulsion rate would minimise the increase in labour
costs from compulsion, particularly benefiting the SME sector relative to theNPSS proposal.141

20. The cap on the income range subject to compulsion is consistent with our view of the problem to be
solved—inadequate pension contributions amongst groups on low and medium incomes. The cap also
ensures that businesses are not providing the pension contributions for those on higher incomes, who have
a greater ability to save for retirement.

21. In addition, there are concerns that many employers could be forced to level down existing pension
provision under theNPSS.142 The SMF believes, however, that the extended ISA regime in ourmodel would
provide support for existing, more generous pension schemes, and would signal government support for
long-term savings beyond the minimum compulsory level.

Conclusion

22. The pensions system we set out is based on a higher, universal state pension, and compulsory
contributions of 10%. It would fill the existing gaps in pension coverage. By changes to tax relief, it spreads
the burden of extra contributions across the income scale.

23. Despite the potential benefits of a Citizen’s Pension and compulsory savings, compulsion is not an
end, but a means towards greater savings and should be avoided where it is not necessary. For compulsion
towork, government has to balance a compulsion rate acceptable to the public, the cost of extra government
spending, and reform of the state system. While the Second Report of the Turner Commission is one way
to find this balance, the SMF strikes a balance that goes further in promoting equity, simplicity,
aVordability, and long-run sustainability.

Ann Rossiter, Director
Jeegar Kakkad, Economist
Social Market Foundation
3 April 2006

141 Pensions Commission, 2nd Report, Appendix F, p249, (2005), and authors calculations.
142 CBI, CBI submission to the Department for Work & Pensions—Responding to the Pensions Commission final report,
February (2006).



3367124046 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 249

A
P

P
E

N
D

IX
A

C
O
M
P
A
R
IN
G
SM

F
M
O
D
E
L
W
IT
H
N
P
SS

P
R
O
P
O
SA
L
1

C
om
pu
ls
or
y
C
on
tr
ib
ut
io
ns

T
ot
al
2

E
m
pl
oy
ee

E
m
pl
oy
er

G
ov
er
nm
en
t

A
ve
ra
ge

H
ig
he
r

S
M
F

N
P
S
S

S
M
F

N
P
S
S

S
M
F

N
P
S
S

P
en
si
on

R
ep
la
ce
m
en
t
R
at
e

A
nn
ua
l

S
ta
te
(5
%
co
nt
ri
bu
ti
on
ra
te
)
(4
%
ra
te
)

(5
%
co
nt
ri
bu
ti
on
ra
te
)

(3
%
ra
te
)

(1
%
ra
te
)

E
ar
ni
ng
s

P
en
si
on
le
ve
l(
£)

eV
ec
ti
ve

le
ve
l(
£)

le
ve
l(
£)

eV
ec
ti
ve

le
ve
l(
£)

le
ve
l(
£)

eV
ec
ti
ve

le
ve
l(
£)

S
M
F

N
P
S
S

S
M
F

N
P
S
S
B
en
ch
m
ar
k3

co
nt
ri
bu
ti
on

co
nt
ri
bu
ti
on

co
nt
ri
bu
ti
on

ra
te

ra
te

ra
te

£5
,7
00

£5
,7
00

–
0.
0%

22
8

–
0.
0%

17
1

50
0

8.
8%

57
7,
20
0

7,
06
8

12
6%

12
4%

80
%

£1
0,
00
0

£5
,7
00

–
0.
0%

40
0

–
0.
0%

30
0

50
0

5.
0%

10
0

7,
20
0

8,
10
0

72
%

81
%

70
%

£1
5,
00
0

£5
,7
00

21
5

1.
4%

60
0

21
5

1.
4%

45
0

50
0

3.
3%

15
0

8,
49
0

9,
30
0

57
%

62
%

70
%

£2
0,
00
0

£5
,7
00

46
5

2.
3%

80
0

46
5

2.
3%

60
0

50
0

2.
5%

20
0

9,
99
0

10
,5
00

50
%

53
%

67
%

£2
5,
00
0

£5
,7
00

71
5

2.
9%

1,
00
0

71
5

2.
9%

75
0

50
0

2.
0%

25
0

11
,4
90

11
,7
00

46
%

47
%

60
%

£3
0,
00
0

£5
,7
00

71
5

2.
4%

1,
20
0

71
5

2.
4%

90
0

50
0

1.
7%

30
0

11
,4
90

12
,9
00

38
%

43
%

60
%

£3
5,
00
0

£5
,7
00

71
5

2.
0%

1,
40
0

71
5

2.
0%

1,
05
0

50
0

1.
4%

35
0

11
,4
90

14
,1
00

33
%

40
%

60
%

£4
0,
00
0

£5
,7
00

71
5

1.
8%

1,
60
0

71
5

1.
8%

1,
20
0

50
0

1.
3%

40
0

11
,4
90

15
,3
00

29
%

38
%

60
%

£5
0,
00
0

£5
,7
00

71
5

1.
4%

2,
00
0

71
5

1.
4%

1,
50
0

50
0

1.
0%

50
0

11
,4
90

17
,7
00

23
%

35
%

60
%

£7
5,
00
0

£5
,7
00

71
5

1.
0%

3,
00
0

71
5

1.
0%

2,
25
0

50
0

0.
7%

75
0

11
,4
90

23
,7
00

15
%

32
%

60
%

£1
00
,0
00

£5
,7
00

71
5

0.
7%

4,
00
0

71
5

0.
7%

3,
00
0

50
0

0.
5%

1,
00
0

11
,4
90

29
,7
00

11
%

30
%

60
%

N
o

t
e
s

1
So
ci
al
M
ar
ke
tF
ou
nd
at
io
n
W
or
ki
ng
G
ro
up
on
P
en
si
on
C
om

pu
ls
io
n,
W
ha
tI
f?
A
U
K
m
od
el
fo
r
co
m
pu
ls
or
y
pe
ns
io
ns
,R
ep
or
to
ft
he
SM

F
W
or
ki
ng
G
ro
up
on
P
en
si
on

C
om

pu
ls
io
n,
(2
00
5)
,a
nd
P
en
si
on
s
C
om

m
is
si
on
,A
N
ew
P
en
si
on
s
S
et
tl
em
en
tf
or
th
e
T
w
en
ty
-F
ir
st
C
en
tu
ry
—
T
he
2n
d
R
ep
or
to
ft
he
P
en
si
on
s
C
om
m
is
si
on
,N
ov
em
be
r
(2
00
5)
.

2
T
he
se
to
ta
ls
ar
e
si
m
pl
ifi
ed
fr
om

th
e
SM

F
an
d
N
P
SS

m
od
el
s
an
d
ar
e
ba
se
d
on

th
e
hi
gh
er
st
at
e
pe
ns
io
n
of
£1
09
.4
5
pw
.A
lt
ho
ug
h
th
e
N
P
SS

re
co
m
m
en
ds
a
gr
ad
ua
l

an
d
ev
ol
ut
io
na
ry
ap
pr
oa
ch
,t
he
si
m
pl
ifi
ca
ti
on

is
m
ea
nt
to
pr
ov
id
e
a
ba
si
s
fo
r
co
m
pa
ri
so
n.

3
T
he
se
be
nc
hm

ar
ks
ar
e
ba
se
d
on
:P
en
si
on
s
C
om

m
is
si
on
,1
st
R
ep
or
t
of
th
e
P
en
si
on
s
C
om
m
is
si
on
,(
20
04
).



3367124047 Page Type [E] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Ev 250 Work and Pensions Committee: Evidence

Memorandum submitted by the National Heart Forum

1. Introduction

1.1 The National Heart Forum (NHF) is the leading alliance of over 50 organisations working to reduce
the risk of chronic disease in the UK. Member organisations represent the medical and health services,
professional bodies, consumer groups and voluntary organisations. This submission is prepared by
Professor Klim McPherson (Oxford University) and Vice Chair, National Heart Forum and Tim Marsh
Associate Director, National Heart Forum.

1.2 TheNHF andRoyal College of Physicians are currently undertaking a joint project under the banner
“Toward a Health Promoting Economy” which aims to build on the report of Sir Derek Wanless, Securing
Good Health for the Whole Population143 One of the pieces of work has been an examination of the public
health implications of the recent pensions debate and the current policy challenges faced by the UK with
respect to pensions.

1.3 To explore these issues the NHF recently held an expert seminar on 27 February in conjunction with
the London School of Economics and the Royal College of Physicians, which included input from Professor
John Hills (Pensions Commission), Professor Klim McPherson (Oxford University) and Peter Goldblatt
ChiefMedical Statistician (National Statistics). This submission is based on the background paper prepared
for the seminar144 and the major recommendations from that seminar the need for better modelling of life
expectancy and particularly healthy life expectancy to make better predictions of future pensions needs.

1.4 The NHF believe that the key questions for public health with respect to the pensions enquiry are

1. Are socio-economic diVerences in (healthy) life expectancy a barrier to pension reform, or do they
raise bigger issues? What can be done about the drivers of diVerences for those currently in their
30s and 40s?

2. What can be done to pin down the relationship between life expectancy and healthy life expectancy
more clearly?

3. What can be done to build specific known factors aVecting components of mortality/ morbidity
change into models based on rates of improvement in age-specific mortalities? What are the best
value interventions to tackle these risks?

1.5 In this response we aim to set out the argument for better modelling of life expectancy and healthy
life expectancy, to attain a better understanding of the future needs for pensions, including the potential for
increasing working lives.

1.6 Recommendations

The NHF recommends that in order to fully address the challenges the UK faces in pension’s policy we
need to undertake the following steps.

1. There needs to be a systematic review of the literature to identify those measurements on
populations that most reliably predict the long-term future incidence of serious chronic disease.

2. There needs to be a thorough review of available data to understand the extent and limitations of
these measurements on reliably predicting future morbidity and mortality.

3. Given this information there needs to be a coherent epidemiological model developed to predict
as far as one can the likely consequence of changing exposure among the young.145 This will be a
micro simulation model incorporating the available data and the postulating the eVects of
unavailable data, knowing the relationships between the routinely measured and the unmeasured
from ad hoc studies.

2. Are Socio-economic Differences in (Healthy) Life Expectancy a Barrier to Pension Reform, or

do they raise Bigger Issues? What can be done about the Drivers of Differences for those

Currently in their 30s and 40s?

2.1 The 1st Report of the Pensions Commission146 acknowledges that there are significant variations in
life expectancy by socio-economic class. Among men life expectancy at age 65 is currently 4 years higher for
those in social class I than social class V. These diVerences are even more pronounced when geographical
variations are examined. Among women the gap has widened significantly over the past 20 years.147

Although mortality rates for cardio vascular disease have been decreasing at both ends of the social scale,

143 Wanless D (2004) Securing Good Health for the Whole Population. Final Report of an Independent Review by Derek
Wanless London: HM Treasury.

144 Marsh T (2006) Balancing investment on pensions and public health London;NHF (forthcoming).
145 Critchley JA and Capewell, S. Why model coronary heart disease? Eur Heart J 2002 23: 110-116.
146 1st Report of The Pensions Commission 2004 London : TSO.
147 Donkin et al (2002) ONS Longnitudinal Study 1977-1999, England and Wales.
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they have been decreasing much more quickly in the upper socio-economic groups and this diVerence has
made a large contribution to the widening of inequalities in mortality. Improved standards of living and
health care have improved everyone’s chances of living longer but the least well oV have gained to a lesser
extent.148

2.2 Much has been made of the potential for technological advances to improve life expectancy, but
whilst there is evidence of an increase in life expectancy due to technological advances, the NHF are not
convinced that these will be shared throughout the whole population. There are currently no good models
available that take account of the impact ofwidespread prescription of drugs such as Statins and particularly
their impact on health inequalities. We know that traditional occupational reasons for the existence of
inequalities in life expectancy are declining, due to a shift in types of occupation and significant
improvements in health and safety, however the health damaging behavioral diVerences between social
classes continue to rise. The House of CommonsHealth Select Committee recently suggested that as a worst
case scenario if obesity trends remain unchecked they could lead to a fall in life expectancy for the present
younger generation.149 Researchers in the US modeling data on long term health consequences of obesity
have made even gloomier predictions.150

2.3 The predicted rise in the age of the receipt of the state pension will certainly help meet the future
challenge of pension provision. But is an increase life expectancy really associated with healthy aging? The
Health Survey for England151 shows no decline in the number of people reporting a limiting longstanding
illness. Some commentators argue that this is distorted by a general rise in people’s expectations, as people
get healthier what constitutes health changes. Perhaps, but we certainly need more robust data to test this
hypothesis.

2.4 We do know that those who live the longest tend to be the healthiest, evidence from the US152 quoted
in the first Pension Commission report suggests that an increasing percentage of 65year olds are free of
disability and immobility but this data predates the explosion in obesity that has occurred in theUS in recent
years and has lead to a quarter of the population being categorized as obese.

2.5 But the NHF are concerned that given that good health is a precondition of any form of productive
ageing and that we also know that there is a strong relationship between lower life expectancy and poorer
health so not only do those in the lower socio-economic groups have fewer post retirement years to look
forward to, but they will have them in poorer health so any call to extendworking lives is likely to exacerbate
inequalities without significant interventions to alleviate them.

2.6 Why is this the case? The reason is that the key lifestyle predictors of future health, smoking, diet and
alcohol are all worse for those in lower socio economic groups. Smoking rates are higher amongst the lower
socio economic groups and they also show the maximum resistance to smoking cessation interventions. It
has been suggested that much of the rise in life expectancy we have seen in recent years can be attributed to
the fall in rates of smoking.153 Obesity and its attendant illnesses are rising rapidly across all socio-economic
groups they are rising fastest amongst the lower classes as the less healthy energy dense foods high in fats,
sugar and salts also tend to be the cheapest and the most marketed. Alcohol related illnesses are also rising
sharply in contrast to trends in Europe which report falling levels of consumption and similarly to tobacco
and food present strong social gradients.

2.7 This provides a small snapshot of an extensive body of knowledge concerning existing inequalities in
health. The recent report by the House of Lords Report Ageing: Scientific Aspects154 highlighted the
defiency of research in the understanding of healthy lifespan and recommended further research be
commissioned by Government. The NHF and RCP recommends that undertaking this research is essential
to developing a true understanding of the potential risks of life style behaviours on rates and outcomes of
chronic disease and improving our understand with respect to future predictions.

3. What Can be Done to Pin Down the Relationship Between Life Expectancy and Healthy Life

Expectancy More Clearly?

What can be done to build specific known factors aVecting components of mortality/ morbidity change into
models based on rates of improvement in age-specific mortalities?

3.1 Whilst theNHF recognises the rigorous nature of the work of the Pensions Commission in producing
its two reports. We feel that whilst they recognise the inherent diYculties in predicting life expectancy and
healthy life expectancy, no real attempt is made to address this issue. There was a clear consensus amongst
attendees at the expert seminar155 that both the Pension Commission Reports and in the wider pension

148 Mackenbach JP et al (2003) Widening socioeconomic inequalities in mortality in six Western European Countries in
International Journal of Epidemiology 32, pp 830-837.

149 House of Commons Health Select Committee Enquiry into Obesity (2004) London: TSO.
150 Strun R et al (2004) Increasing Obesity rates and disability trends in Health AVairs 23, pp 199-205.
151 Fig 2.1 Trend in Self-reported Sickness, by Age: Percentage with a Limiting Longstanding Illness page 29 in ; Challenges and
Choices The First Report of the Pensions Commission 2004 TSO: London.

152 Manton and Gu (2001), National Long Term Care Surveys, 1982-1999, US. Copyright 2001 National Academy of
Sciences, USA.

153 Dr John Powles (Cambridge University) speaking at joint NHF/LSE/ RCP seminar 27 Feb 2006.
154 House of Lords Science and Technology Committee Ageing Scientific Aspects Volume 1 HL Paper 20-1.
155 Public Health Implications of the Current Pensions Debate expert seminar at LSE 27 Feb 2006.
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debate have failed to take account of the potential to develop more accurate predictors of life expectancy
and importantly healthy life expectancy in light of the potential public health opportunities and risks that
are faced by our society namely from the growth of obesity, alcohol consumption and smoking and
particularly their impact on inequalities in health and the ability to have a productive extended working life.

3.2 Why is this the case? The calculations employed by demographers to predict future populations and
hence numbers in the workforce, are obviously crucial in determining pension provision, amongmany other
policies.156 However they assume a degree of stability in demographic trends based on an extrapolation from
current trends in age and sex specific death rates. While the intrinsic uncertainties associated with such
methodology are well recognised, the kind of confidence put on them does not accommodate predictable
health trends that have yet to be expressed in mortality rates. Chronic diseases such as Heart Disease and
Cancer are the consequence of longstanding exposure to hazards that can have very long “incubation”
periods. Thus rapidly changing hazardous or beneficial exposures, particularly among the young, can have
predictable eVects on disease incidence years later.

3.3 To take the example of obesity, obesity levels among the young are growing alarmingly, in the UK
and elsewhere,157 and the eVects are greatest among the poor and deprived young people.158 There is a strong
social measured social gradient in the rate of obesity.159

3.4 Obesity predicts a higher incidence of a large array of chronic diseases—very possibly throughout the
life course. Obesity, has for a long time been routinely measured by Body Mass Index (BMI), has varying
predictive potencies depending on which measure of it is used. For example measured waist to hip (W/H)
ratios, while correlated with BMI, predict future CHD incidence (and hence mortality) more strongly than
does BMI.

3.5 There is considerable evidence that diVerent measures have diVerent predicting power at diVerent
ages, genders, for diVerent ethnic groups and for diVerent chronic diseases. Changing BMI at diVerent ages
may have diVerent physiological implication and hence diVerent eVects than, for example, W/H ratio does
on health. Changing lean mass and fat mass between the sexes and at diVerent ages may have very diVerent
implications on obesity (measured by BMI) and on subsequent ill health and disability. This means that
observing trends in BMI, which is essentially what happens now, may do much less well in predicting
workforce and its future health status than observing (and understanding) more potent measures.
Nonetheless to base predictions on currently changing obesity levels, evenmeasured by BMI, on death rates
of populations thirty years later could be an improvement.

Hence, there are three vital epidemiological questions in this argument:

1. Which measure of future risk is best at predicting which (common) chronic disease, and hence
population levels?

2. What are the changing distributions of potent measures of future risk—largely related to obesity?

3. By how much can we reliably improve population predictions by suitable data driven
epidemiological modelling?

3.6 For example predictions are made about future levels of Type 2 Diabetes, CHD, stroke and
hypertension, consequent upon changing obesity—a well-known risk factor. The recent Department of
Health White Paper “Our Health, our care, our say” is the most recent example.160 These calculations tend
to be performed on known changes in BMI among the young, while BMI is a bad predictor of the role of
obesity on heart disease in populations.

3.7 A recent Lancet paper161 demonstrated that high levels of waist to hip (W/H) ratio explain
considerably more cases of myocardial infarction (MI) than do high levels of BMI. Taking an arbitrary cut-
oV at the highest 40% of W/H ratio distribution explains 24% of MI and of BMI only 8%.What this means,
in terms of population changes, is that if the top 40% of either distribution were to reduce to below this cut-
oV then the incidence of MI would be predicted to reduce by 24% for W/H ratio reductions, or 8% for
equivalent BMI reductions.. Likewise a hypothetical increase of 40% above each threshold would predict
an increase in 24%, or 8% of MI ultimately. As it happens the White Paper predicts an increase of 18% in
heart attacks consequent upon increasing obesity, which is almost certainly based on changing BMI. One
can, at the present time, only speculate what the figure would be if based on changingW/H ratio, since these
measurements are sparse. But the indications are serious.

3.8 The predictions based on BMI systematically underestimate future morbidity and mortality, for MI
anyway. Indeed BMI, when adjusted for other risk factors, is not an independent risk factor for MI, while
W/H ratio certainly is. This is not a mere artefact of measurement—it must be assumed that it reflects the

156 Projections of the UK Labour Force, 2006-2020. ONS Labour Market.
157 Jackson-Leach R & Lobstein T. Estimated burden of paediatric obesity and co-morbidities in Europ. Part 1. The increase in
the prevalence of child obesity in Europe is itself increasing. Int J Ped Obesity. 2006;1:26-32.

158 Health Survey for England 2004.
159 Kark M and Rasmussen F. Growing social inequalities in the occurrence of overweight and obesity among young men in
Sweden. Scand J Pub Hlth. 2005; 33(6):472-7.

160 Our Health, our care, our say: a new direction for community services. White Paper Jan 2006.
161 Yusul S et al. Obesity and the risk of myocardial infarction in 27,000 participants from 52 countries. Lancet 2005; 366:
1640-1649.
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causal pathways in the patholological and physiological processes involved (which are clearly complex) and
hence to ignore this diVerence in potency would be to run the risk of predicting very unreliably.162 But
sometimes we can do nothing but ignore it, since better indices may not have been commonly measured.

4. Conclusion

4.1 Clearly pension strategy is but one component of Government policy that relies on good predictions
of population numbers and their health. We are witnessing an unprecedented change in the wellbeing and
life chances of young people consequent upon systematic changes in lifestyle. These cannot have eVects on
mortality rates in the short term but are very likely to do so in the longer term, given what we already know
about the epidemiology ofmany diseases.163 These changes are therefore not predictable from current trends
in mortality and current health status of the workforce. To improve the ability to predict in the face of these
lifestyle changes requires a better understanding and better epidemiological modeling.

4.2 This requires a serious epidemiological programme of research not undertaken before, but which
could have serious policy implications. If commissioned it would quickly be able to provide better predictors
which would led to better strategic planning in all policy dependent of future predictors of mortality and
morbidity, particularly with respect to inequalities in provision. TheNHFbelieve that not to pursue it would
be to ignore current knowledge and could result in serious deficiencies in pension, and other policies
dependent on the public health.

5. Recommendations

5.1 The NHF and RCP recommends that in order to fully address the challenges the UK faces in
pension’s policy we need to undertake the following steps.

— There needs to be a systematic review of the literature to identify those measurements on
populations that most reliably predict the long-term future incidence of serious chronic disease.

— There needs to be a thorough review of available data to understand the extent and limitations of
these measurements on reliably predicting future morbidity and mortality.

— Given this information there needs to be a coherent epidemiological model developed to predict
as far as one can the likely consequence of changing exposure among the young.164 This will be a
micro simulation model incorporating the available data and the postulating the eVects of
unavailable data, knowing the relationships between the routinely measured and the unmeasured,
from ad hoc studies.

National Heart Forum

30 March 2006

Memorandum submitted by Citizens Advice

Summary

1. Citizens Advice welcomes the Work of Pensions Commission. We believe it presents serious and
positive blueprint for change. Pension provision is of huge importance to our clients, many of whom are on
low incomes or have interrupted work histories.Many who are future pensioners are reliant onmeans tested
benefits and unable to build up anywhere near adequate income for retirement.

2. Many current pensioners are also living on low retirement incomes, and some are unwilling to claim
pension credit. The needs of today’s pensioners, particularly those on low fixed incomes, must remain high
on the political agenda as the future of the pensions system is decided.

3. The value of the basic state pension must be maintained, and steps to increase it should be introduced
at the earliest opportunity.

4. We welcome the main principle behind the Commission’s proposed state pension reforms—to ensure
that the incomes of the poorest pensioners keep pace with average earnings, without requiring an extension
of means-testing that might undermine attempts to boost private retirement provision. Reduced reliance on
means testing would provide some with an increased reward for saving more for retirement.

162 Kragelund C & Omland T. A farewell to body-mass index ? Lancet 2005; 366: 1589-91.
163 The National Heart Forum. A lifecourse approach to coronary heart disease prevention. Scientific and policy review. TSO
2003.

164 Critchley JA and Capewell, S. Why model coronary heart disease? Eur Heart J. 2002 23: 110-116.
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5. We are concerned that proposals to raise the state pension age will impact disproportionately on our
clients, based as it is on an anticipated increase in life expectancy. It is retirement ages rather than the state
pension age that really matters. CAB clients on low incomes are likely not to have much choice about when
they retire. Either illness or disability, or a lack of flexibility from employers, stops them working before
state pension age, or they cannot aVord to stop working.

6. We share the view that there should be no increase in state pension age until, and unless, health
inequalities are reduced, the least well oV are protected and there is a clear programme of action to facilitate
later working.

7. We welcome the Commission’s proposal to make the basic state pension universal for people over 75,
with immediate eVect. This would help to improve current pensioner poverty.

8. We support the approach of facilitating working longer and protecting those who are unable to work.
The Government has previously outlined proposals in its cross-departmental strategy document,
Opportunity Age, and we look forward to the implementation of those proposals. The forthcoming age
discrimination legislation will have an important role to play in this and employers will need to plan for an
ageing workforce.

9. We welcome the Commission’s commitment to improving pension provision for women and carers
and suggest that a review of pension provision for disabled people should also be undertaken. The current
contribution conditions for the basic state pension are complex, increasingly divorced from modern family
life, and must be changed.

10. Wewelcome the proposal for aNational Pension Savings Scheme. It provides the guarantee of a state
backed pension scheme for all employees, but for it to succeed, there must be assurances that employers will
contribute.

11. In any move to create an NPSS there will be a real need for better access to financial advice and
education to help employers and employees to understand the options available and exercise an informed
choice.

12. We welcome the Commission’s proposal to introduce auto-enrolment into a national scheme, with
the ability to opt out. For the NPSS to succeed in reaching all employees, employers must not be allowed
to opt-out, or pressurise employees to do so.

13. Citizens Advice believes that, for the NPSS to succeed in reaching all employees, employers must not
be allowed to opt-out. We do recognise concerns that small business might struggle to cope. We would
welcome consideration of a possible phasing in of the 3% employers contribution, over three years, or
mitigating the impact on the smallest employers by covering the contributions for their first five employees.

14. There is currently very little incentive for the poorest people to save for retirement. Tax relief, not
well understood as an incentive. High and unpredictable charges for care act as a major disincentive. Saving
Gateway pilots have succeeded in reaching new savers, many on low incomes.

15. Any new system must be transparent and straightforward, and have the confidence of the public.
People must be able to understand how much pension they will receive when they retire.

16. Citizens Advice would like to move away from our traditional role of emergency help with debt to a
more preventative role. Many Citizens Advice Bureaux already have financial literacy projects.We feel that
the provision of free generic financial advice to low and middle income groups would assist consumers be
more confident with their finances. Our vision for the CAB service is to have suYcient resources to deliver
a holistic financial service giving financial literacy, financial and debt advice to low and middle income
groups, in partnership with others where appropriate.

1. Introduction

1.1 The Citizens Advice service is an independent network that helps people resolve their money, legal
and other problems. It provides information and advice, and influences government and organisations to
bring about change in policies and laws. Advice provided by the Citizens Advice service is free, independent,
confidential, and impartial, and available to everyone regardless of race, sex, disability, sexuality or
nationality. Most Citizens Advice service staV are trained volunteers, working at more than 3,200 service
outlets across England, Wales and Northern Ireland.

1.2 In 2004–05, the Citizens Advice Service in England, Wales and Northern Ireland dealt with 65,000
enquiries about Pension Credit, many of which included queries about pensions and poverty in old age.

1.3 Pension provision, and security in old age, is of huge importance to our clients, many of whom are
on low incomes, or have interrupted work histories. Many current pensioners visit Citizens Advice Bureaux
(CABs) because they are unable to make ends meet ı many are not claiming all of the means tested benefits
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that they are entitled to. The choices currently available to people on the lowest incomes are minimal. We
therefore welcome this opportunity to respond to the Work and Pensions Committee’s inquiry into
pension reform.

1.4 Citizens Advice has welcomed the work of the Pensions Commission, which has presented a serious
and positive blueprint for pension reform.

The current situation

1.5 There is a long history of state provision of a contributory, non-means tested basic pension. The role
of this basic state retirement pension (BSP) has been undermined because it has not been adequately up-
rated formany years, so that it falls well short of the amount that the state considers theminimumacceptable
income, after housing costs and council tax have been paid. This minimum acceptable income, the Pension
Credit (Guarantee element) is currently worth £109.45 for individuals and £167.05 for couples. The basic
state pension is £82.05. Despite the growth of other pensions, the basic state pension still provides the main
basis of many older people’s incomes, and continues to be regarded by pensioners as a right that should
ensure them a decent standard of living in retirement.

Reliance on means tested benefits—the Pension Credit

1.6 In practice, the inadequate level of the basic state pension means that very large numbers of
pensioners need to submit to a means test if they are to obtain all the state financial support to which they
are entitled. Over time, the proportion of households that will be eligible for Pension Credit, given the
current link with earnings, will increase to about 80% by 2050.165 This will have an increasingly deterrent
eVect on savings. Today’s pensioners on low and moderate incomes can, as a result of the combined eVect
of means-tested benefits, lose up to 91p in every £1 of their income from savings.166

1.7 Evidence from CABs shows that many older people do not claim benefits, either because they do not
realise that they may be entitled, or because they find it demeaning to have to submit to a means test.

A 61 year-old woman, who had suVered from depression in the past, had been retired for a year,
and living on just her basic state pension of £88.39 a week. She told the CAB adviser that the worry
caused by struggling on such a low income had caused her depression to return, She had no idea
that she could have claimed pension credit, which would have taken her income to at least £109.45
a week.

A 72 year-old woman visited the bureau to ask about claiming carers allowance for her disabled
daughter-in-law. During the conversation, it came to light that she had never heard of pension
credit, and didn’t know that she would be entitled to it. The client and her husband had been barely
surviving on £22 basic state pension a week and her husband’s incapacity benefit.

A retired client assumed that he wasn’t entitled to pension credit as he wasn’t yet 65, the age at
which he could draw his state pension. He had been struggling to manage on a much-reduced
income. The bureau helped him to make a claim backdated for a year, but he missed out on two
years worth of previous entitlement.

A CAB discovered that their client should have been claiming pension credit. The client said that
he had responded to a leaflet urging him to claim money available to pensioners, but was told that
he did not qualify. As this was all conducted over the telephone, he found it hard to understand
what he was told, and was deterred from applying again.

A 79 year-old client and his wife had struggled to survive on less than £110 a week because they
had not heard of pension credit. The client had arthritis in his knees and right hip, diabetes, asthma
and prostate problems, was virtually housebound and couldn’t get upstairs. He was referred to the
CAB by social services for help claiming disability benefits. Visiting the client and his wife at home,
the CAB adviser found the couple sitting in a cold living room with only a panel convector heater
for heat. Both were sitting in multiple layers of clothing and the adviser thought it too cold to take
oV his own outdoor coat. The client had an income of £69.74 a week (minus £7 for recovery of a
past debt), and his wife’s incomewas £49.34 a week. The couple were also paying £32 amonth over
10 months towards their council tax, as they only got partial council tax benefit.

1.8 A state pension system that relies on such extensive means testing is profoundly unsatisfactory. Older
people resent the inadequacy of a basic state pension which the state itself recognises does not meet their
basic needs, so that they have to subject themselves to a means test. The current arrangements, as we have
highlighted, also provide a disincentive towards saving for retirement.

165 Pensions Commission (2005) A new pension settlement for the 21st century The Second Report of the Pensions Commission.
166 Help the Aged briefing (2004) Reforming the state pension: options
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Poverty and debt

1.9 Few CAB clients have savings or assets. A 2004 survey of CAB debt clients found that 44% had assets
and only 10% had savings in a bank or building society accounts. In 2004–05 1.2million enquiries dealt with
by CABs were debt or finance-related, and this number is increasing.

1.10 Themost obvious barrier to saving for people in poverty is that their incomes are too small to sustain
anything other than essential spending. Benefit levels are extremely low. People on income support might
receive as little as £56 a week to meet all their living expenses except rent. People on incapacity benefit, even
those with children, might get as little as £4,000 a year to live on.

1.11 More than half of all households with serious debt have incomes of less than £7,500 a year.167 It is
also understood that 12.2 million people in the UK are not saving enough in a private pension for their
retirement.168 This represents 43% of the total working population and is rising, the percentage in 2003
was 36%.

1.12 Currently, an estimated 7.4 million people are not saving at all, and 4.8 million save only small
amounts. Those on the lowest incomes (less than £15,000 per annum) account for three million of those not
saving at all.169

Reform of the State Pension System

Guaranteeing a decent income in older age

2.1 If people are to plan sensibly for their retirement, they need to be confident of the level of financial
support the state will provide. Today’s pensioners have been short-changed by the failure of successive
governments to maintain a decent value for the basic state pension. The erosion of SERPS benefits, and the
diYculty of evaluating contracting out options has left many people unclear and wary about what second
tier state pensions actually have to them.

A client was completely unaware of her entitlement to a state pension at the age of 60. She received
no notification from the DWP prior to her 60th birthday, prompting her to claim her pension.
Although the adviser helped her to claim, backdated for nine months, she lost out on over £7,000-
worth of state pension. The client had been working part-time to support herself.

A client’s monthly state pension payment had varied from £49.40 per week to £115 a week, since
her husband died four months previously. She had no explanation, or letter informing her of the
correct amount. She had tried calling the Pension Service several times, but was given conflicting
advice each time.

2.2 This history has gravely damaged the credibility of state pensions and a very clear statement of future
intentions is needed to restore confidence in what the state provides. To be taken seriously, the statement
will need to be endorsed by all by all political parties to make it clear that the commitment to the future
financial well-being of pensioners will not be abandoned by a future government at the first hint of financial
hard times. We welcome the Government’s expressed intention to seek such a consensus.

2.3 CitizensAdvicewelcomes themain principle behind the proposed reforms to state support—to ensure
that incomes of poorest pensioners keep pace with average earnings, without requiring an extension of
means testing that might undermine attempts to boost private retirement provision. Reducing reliance on
means testing would also provide some people with an increased reward from saving more for retirement.

2.4 There is a risk that increasing the generosity of the state pension would reduce some people’s need to
save privately, and any increase in taxation required to finance it might also reduce some people’s ability to
save. The impact on private saving might then be theoretically ambiguous for many people.

2.5 Increasing the state pension would, however, mean that fewer people would need to apply for means
tested support and therefore fewer would fail to take up the targeted support to which they are entitled. The
system of state support would be simpler, albeit less focused on the needs of poorer pensioners.

Universal basic state pension for those aged 75 and over

2.6 The Pensions Commission has suggested making the basic state pension universal for people aged 75
and over, with immediate eVect. Citizens Advice welcomes this, and believes it should form a basic part of
the package of reforms, even though the Commission proposes this less strongly than other
recommendations, stating that it should “ideally” be introduced.

2.7 A universal pension would be particularly beneficial to older women who will have had limited
opportunities to build up a full pension, for example because Home Responsibilities Protection was not
introduced until 1978.

167 Kempson E (2002) Overindebtedness in Britain—a report to the DTI
168 ABI (2004) The State of the Nation’s Savings
169 ABI (2004) op cit
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2.8 We believe that rather than restricting the universal pension to future accruals after 2010, as
recommended by the Pensions Commission, interim measures should be introduced before then. Interim
measures will help those women who reach pension age before 2010, and will need additional support and
resources to keep out of poverty until the universal residence-based system is in place.

Raising the State Pension Age

3.1 The Pensions Commission report talks about increasing the state pension age to reflect increases in
life expectancy. In terms of increasing the length of working life, however, it is retirement ages rather than
the state pension age that matters.

3.2 Increasingly, work is being seen as a potential route out of poverty for those who are already retired.
The number of people over the state pension age in the workforce reached one million in 2004, and is
increasing. We are, however, concerned that increasing the state pension age in line with increasing life
expectancy would have a disproportionate impact on CAB clients. It is based on an assumption that people
make choices about when they retire. Many CAB clients are likely to have little choice—either illness stops
them working before retirement age, or they can’t aVord to stop working. Even if the increase in the state
pension age were used to pay for increasing state pensions, these individuals would expect to receive the
more generous payment only for relatively few years.

3.3 Currently only around one-third of men are in work when they reach the state pension age, and this
illustrates why it is not clear how many more individuals would work beyond 65 if the SPA was increased
after 2020. People who are most likely to carry on working might well be financially less well oV, and thus
unable to aVord to retire until they can claim state pensions. While continuing to work might increase the
incomes of this group, they may consider themselves worse oV if they would prefer not to have to work.

3.4 People who cannot claim a state pension but are also unable to find paid work might also be
disadvantaged. The Pension Commission has proposed that these people could be helped by allowing them
to claim Pension Credit Guarantee from 65 years of age. Pension Credit is more generous than the means
tested benefits available to healthy younger people. Future governments might not be prepared to decouple
the age at which state pensions and the pension credit can be claimed, and would instead choose to increase
the qualification age for the pension credit—if this was the case, people aged 66, 67 and 68 on low incomes
would lose out.

3.5 Increasing the state pension age could also lead to an increase in retirement ages either by sending a
signal (for example, if it led to an increase in normal pension ages in public and private sector defined benefit
pension schemes) or if some individuals remained in paid work simply because they could not aVord to retire
before being eligible to the state pension.

3.6 We strongly suggest, along with voluntary sector colleagues such as Age Concern, that there should
be no increase in pension age unless, and until we are confident that health inequalities are reducing; the
least well oV are protected; and there is a clear programme of action to facilitate later working.

Working Later in Life and Flexible Retirement

4.1 Citizens Advice welcomes the approach of facilitating working later in life and protection for those
who are unable to work. This echoes themes set out in the cross-Government strategy document,
Opportunity Age, and the current Green Paper on welfare reform. We have welcomed the Government’s
commitment to introducing robust age discrimination legislation in 2006, supported by a powerful
Commission. We have been concerned that the voluntary approach to combating ageism in the workplace
over the past eight years has achieved little change. This is an important message for future action.

Welfare to work and reform of Incapacity Benefit

4.2 The Government has an aspiration to help one million people on incapacity benefit, and one million
people over 50, back into work. Currently about 2.7 million people receive incapacity benefit—nearly half
of whom are over 50. In reality, going on to the benefit became a form of retirement, particularly for men
who had worked in manual jobs in the industrial industries, many of which no longer exist. The welfare
reform green paper sets out how the Government plans to meet their back-to-work aspirations—for older
people these extend beyond 2020. The Green Paper recognises that unemployment among the over-50s is
low, and so future increases in employment will need to come from retaining people in work for longer and
from the economically inactive. The inactive are furthest from the labour market and are therefore likely to
need the most help. For those who are unemployed, the Green Paper recognises that more eVort will be
needed to ensure access to job-seeking support.

4.3 The Green Paper also outlines a new regime for all new claimants of incapacity benefit, to be
introduced in 2008. New claimants will initially receive a “holding benefit”, the equivalent of Jobseekers
Allowance, for 12 weeks while a new, reformed assessment process, including a medical assessment, is



3367124049 Page Type [E] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Ev 258 Work and Pensions Committee: Evidence

conducted. Once a claimant has passed the medical assessment (the PCA), they will then be awarded either
the “employment” or “support” component of the new Employment and Support Allowance (ESA),
depending on the severity of the impact of their disability or condition on their ability to work.

4.4 Distinguishing between those two categories, even assuming that it is desirable, will be diYcult,
particularly in respect of those with mental health diYculties, who form the largest group of incapacity
benefit claimants, and whose condition, and ability to work, is likely to fluctuate. The current assessment
and decision-making process for incapacity benefit, on which the new process is built, has been the subject
of much criticism over the years and was the subject of a recent Citizens Advice report, What the doctor
ordered? A large proportion of decisions are taken to appeal, and almost 60% of those are subsequently
overturned. We know that many other people choose not to appeal because of the stress and anxiety
involved and a reduction in income whilst waiting for the appeal.

4.5 New incapacity benefit claimants will be required to take part in an initial work focused interview,
eight weeks into their claim, and before their assessment for the benefit has been completed. Once they have
been confirmed on the benefit, they will be required to participate in regular work focused interviews, within
an expanded Pathways to Work scheme, compile an action plan with their personal adviser, and undertake
the activities outlined within it. Should they not be able to comply with all of this, they risk losing benefit,
in slices of 10% until they are back at the basic JSA-equivalent rate.

Existing claimants

4.6 Many people in their fifties and above will be existing incapacity benefit claimants, and there is
surprisingly little in the Green Paper for them. It appears that they will be able to volunteer for the same
pathways to work programme of support, “when capacity allows”. Currently, 10% of existing claimants,
many of them older, volunteer to make use of the support available but we are not convinced that this
support will continue to be available given the limited resources currently allocated.

4.7 Many disabled people want to work, given the right help and support, and we welcome the
Government’s commitment to make this happen. However, we have many concerns about how the new
proposals will work in practice. Many of these concerns were highlighted in our response submitted to the
Work and Pensions Committee on the reforms in October 2005. We will also respond in full to the Green
Paper. Our main concerns include:

— Early feedback from existing pilots suggests that the package on oVer—including in-depth support
from personal advisers, access to a Condition Management Programme, and the £40 return-to-
work credit—has been welcomed by advisers and participants alike, and has been successful in
helping people back in to work. We are concerned that the £360 million will not be suYcient to
provide the same level of individual tailored support across the country, or to provide
opportunities for existing claimants to benefit from the same support.

— The Citizens Advice assists large numbers of people who have been refused incapacity and
disability benefits, or have had these benefits withdrawn. Our evidence suggests that the quality of
the current system of medical assessments and the quality of decision-making is not acceptable.
We believe that a quantum leap in the quality of both medical assessments and decision-making
will be necessary if welfare reform objectives are to be realised.

Working with employers

4.8 The new age discrimination legislation will need to be complemented bymore vigorous action among
employers, with a view to supporting people to stay in work longer. This support is crucial through periods
of crisis and illness, so that people do not suVer from prejudicial attitudes and loss of employment as a
consequence. Such diYculties are particularly the case for people with mental health diYculties, many of
whom are forced to give up work,170 but also the experience of others with a health problem or disability.171
Although we welcome the proposed implementation of age discrimination legislation and the powers of the
CEHR, we are concerned that they will tackle some of these problems only after the event.

4.9 There are proven advantages in an age diverse workforce, yet one in four people aged 50 to 69 has
experienced age discrimination when working or looking for work.172 Businesses who are positive about
age report:

— improved staV retention;

— higher staV morale;

— fewer short term absences;

— higher productivity;

— a better public image;

170 Citizens Advice (2002) Out of the picture
171 Humphreys A et al (2003) Factors aVecting labour market participation of older workers DWP Research report 2000.
172 DWP (2005) Opportunity Age—Meeting the challenges of ageing in the 21st century
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— access to a wider customer base; and

— a wider range of skills and experience.

Helping people to stay in work

4.10 Opportunity Age has placed an increased emphasis on helping older people to stay in work, through
reskilling and new training in-work, and better support for flexible employment practices from employers.
In research conducted for the DWP, 37% of people with a health problem or disability said they had been
forced to retire or leave a job because of it.173 Increased flexibility and an awareness of adaptations that can
be made, often with little expense, will be crucial if older people are to remain in work, should they choose
to do so.

4.11 Whilst we have welcomed the increasingly strategic approach of Opportunity Age, we have been
concerned that the broad policy and practice promises lack a clear framework or timetable for
implementation. It is crucial that the momentum generated by pensions reform serves to reinforce the
urgency of implementing these Opportunity Age proposals.

Incentives to work longer

4.12 The Government has also laid out plans to oVer incentives to work longer. The Pensions Act 2004
and other supporting legislation has introduced reforms aimed at extending working life and giving
individuals more generous and flexible options for how and when to retire.

State pension deferral

4.13 The State Pension Deferral is one such option. This will increase the rewards for choosing to work
longer—a person with average State Pension entitlement could receive a payment of up to £20,000 to
£30,000, an enhancement of more than 50% to their weekly pension, if they delay taking their state pension
for five years. Citizens Advice is concerned, however, that this is likely only to be attractive to people on
middle incomes, who can aVord to forego their state pension in anticipation that theywill be able to continue
to work for at least a further five years. People in insecure or low-paid employment are unlikely to have such
confidence, or security of other income if their circumstances were to change suddenly. Research shows that
a manwould have to live to 81, and a woman to 86, tomake the proposed deferral arrangements worth their
while, raising questions about the real impact of the scheme on poverty levels.174 We might also suggest that
any publicity for the state pension deferral come with a free crystal ball.

4.14 Many older people would like to continue to work part-time past state pension age but current
pension rules make this impossible. Howard Glennister at LSE has suggested reforming the pension
structure so that people can take part of their pension in combination with continued part-time earnings.
We would welcome further consideration of incentives such as these, which could have a real impact on
decisions about retirement and working longer.

The Impact of the Proposals on the Pension Incomes of DiVerent Groups

Are the current contribution rules fair?

5.1 Many women, carers, disabled people and people with varied work patterns currently qualify for
much less than the full basic state pension because they have incomplete National Insurance records. This
accounts for much pensioner poverty. Citizens Advice Bureaux have provided many examples of the
complexity and unfairness of the present rules based on a person’s record of National Insurance
contributions:

A married woman approaching retirement, who had worked for most of her life, was concerned
about her finances when she retired. She had paid NI contributions, but only the reduced married
person’s stamp, and when out of work, she did not claim credits. As a result, she would not receive
a full state pension in her own right, She felt that the implications of not paying a full NI stamp
has not been fully explained to her at the time.

A client received an invitation from HMRC to become exempt from his NI Class 2 contributions.
Nowhere in the letter did it say that, if he did not make enough contributions, his state pension
would be reduced.

5.2 We question whether the existing approach to a contributory basic state pension is appropriate for
today’s world. The increased female employment rates will improve women’s state retirement pensions in
future (as will the eVect of home responsibilities protection). Divorce, couples living together without
marrying, andmore people living abroad for part of their working life work in the opposite direction. At the

173 Humphreys A et al (2003) op cit
174 Pensions Policy Institute (2003) Briefing note number 4—Deferring state pension
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same time, increasing numbers of men are becoming carers and looking after their children etc. The present
National Insurance Contributions rules are extremely complicated and ill-suited to coping with these
changes.

Residence based v changes to the contributory principle

5.3 We are very supportive of Commission’s aim to improve women’s independent state pension
entitlement. The Government currently appears to be favouring changing the contributions conditions as
the way to achieve this. Certainly the current contributions conditions are extremely complex and provide
poorly for women and carers, in particular. Despite the attractiveness of the residence-based test,
particularly in terms of simplicity and ease of understanding, we believe that it is the outcome that is most
important.

Second tier state pension

5.4 For over 40 years, the state has been trying to provide a second tier state pension to provide a further
pension more closely related to recipients’ previous earnings. There have been three schemes, all of them
unfunded, pay-as-you-go schemes:

— Graduated Retirement Scheme (1961–75).Maximumweekly pension was £8.06 for men and £6.75
for women.

— SERPS (1978–2000). Maximum weekly payment for a single person is £138. SERPS benefits have
been substantially reduced since the scheme was started. This has caused widespread scepticism
about the reliability of any pensions promise made by the state.

— State Second Pension (S2P) was introduced in 2002. S2P is more redistributive that SERPS, and
also credits contributions to some carers and people with a long-term illness or disability.

5.5 Both SERPS and S2P both have contracting-out options. It can be a very complicated decision
whether it is in the best interests of an individual whether to stay in or contract out of S2P.

A client complained that he had been badly advised about contracting out of S2P, and would have
been better oV if he hadn’t done so. The bureau commented that although clients are being
encouraged to save their own personal pension, they could end up worse oV, which is hardly an
incentive to save.

5.6 We welcome the Commission’s aim of making S2P more generous for carers. Areas that might be
considered include:

— Amore flexible weekly credit that could be combined with earnings and other credits which would
help those whose circumstances change during the course of the year.

— Extending the current definition of a carer.

— Allowing entitlement to build up more quickly. As S2P was only introduced in 2002, it will take
many years to make a significant contribution to retirement incomes.

Disabled older people

5.7 Provision in S2P for disabled people should also be reviewed. While we are supportive of the
Government’s aim of enabling more disabled people to return to work, we recognise that this is not feasible
for everyone. It is important to ensure that disabled people who cannot work are still able to build up
retirement provision.

5.8 Disabled people who are able to work are more likely to be in low paid jobs, and are likely to have
had to spend any savings on meeting the extra costs of their disability. There is a need for more research
about the pensions experience of disabled people, BME people, and the impact of multiple disadvantage.

Attendance Allowance

5.9 An important aim of Pension Credit is to ensure that older people have a decent standard of living.
A factor in this will be whether life is made harder and more expensive by disability. The payment of
Attendance Allowance to disabled older people already recognises their need for extra financial support.
But the present arrangements have three major failings:

— Too few people know about AA. Take up is only 40–60%.

— Older people suVer discrimination because AA, unlike Disability Living Allowance for people of
working age, has no provision to help with mobility costs.

— No help is providedwith extra daily living costs, such as help with cleaning and shopping, although
these are huge problems for many older people.
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5.10 We consider that AA should be enhanced to cover these shortcomings and should be mainstreamed
to ensure that all recipients of a basic state pension would be regularly reminded that they could apply to
have their pension enhanced in the light of additional needs.

Carers

5.11 We welcome the Pension Commission’s suggestion that pension provision for carers be improved
through an enhancement to the State Second Pension. However, this would still leave carers with less
opportunity to build up pension entitlements than other people who are able to build up good private
pension provision. Many carers find it diYcult, if not impossible, to combine paid work with caring,
especially given the diYculties of finding the appropriate and aVordable alternative care that would enable
them to do so.

5.12 Much of the care for frail older people is provided by their families, often by spouses who are
themselves ageing. Some financial recognition to carers of working age is provided through Carers
Allowance, which pays carers £45.70 a week. Many carers are horrified to find that they are no longer
entitled to Carers Allowance upon reaching state pension age, because it is considered to be an “overlapping
benefit” and cannot be paid together with the State Pension. Carers receive whichever of the two is highest—
most usually the state pension, which aVords no recognition of the continued support older carers provide.

5.13 Carers on a very low income, and in receipt of Pension Credit, are entitled to a Carer Premium of
£25.80. This premium is not well understood by Pension Service staV, and badly communicated to
pensioners, and the premium is often missed.

A client, whose wife had been getting Attendance Allowance for six years, did not know that he
could apply for carers allowance. Although he would not get the allowance itself, because he was
also getting his state pension, he would qualify for a carers premium on his pension credit. The
client was angry that no-one told him he would be eligible for this extra financial support.

A client and her husband received pension credit and council tax benefit. She cared for her
husband, and had she applied for carers allowance, she would have had an underlying entitlement
to the benefit. This would have added a carer premiumworth £25.80 to their pension credit award.
The bureau comments that they see many people over pension age who are not aware of the
premium, or how to claim it, and go without the extra income as a result.

The Impact on Savings Behaviour of the Reforms and of Existing Incentives

6.1 Many aspects of the modern world make it unrealistic to expect people to make regular payments
into a pension scheme throughout their working life. Many young people finish their education with a
student debt and face serious costs such as setting up as independent households and starting a family. For
them, pension planning takes a low priority, and paying oV debt may be a more sensible, and pressing,
option. These groups could benefit from the development of a flexible, lifetime savings scheme, similar to
Kiwi-Saver in New Zealand.

Redistributing tax relief on pensions

6.2 Tax relief is not well understood as an incentive to save, but tax relief on pensions predominantly
benefits higher rate taxpayers. Many older people pay little or no tax at all, but fixing the rate of relief given
to higher rate tax payers, to subsidise those on low andmodest incomes, or replacing the system with a form
of matching scheme could encourage those on lower incomes to save.

Savings Gateway

6.3 Evaluation of the first set of Saving Gateway pilots shows that the scheme has been successful in
reaching new savers, throughmatching saving rates, and a high degree of transparency.175 Subsequent pilots
have been experimenting with diVerent matching rates, to see if there is an optimum rate.We have been very
interested in the ability of theGateway to encourage new saving amongst people on low incomes, and would
encourage expansion of these successful pilots.

Savings element of Pension Credit

6.4 The Pension Savings Credit is paid to some people aged 65 and over to reward them for making extra
provision for their old age, through having savings or other income. However many older people whomight
be entitled to the credit are deterred by the enormously complicated rules. There are a number of policy
concerns with the savings credit:

175 Kempson E et al (2005) Incentives to save: Encouraging saving amongst low income households University of Bristol.
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— It is unfair that people who do not receive a full basic state pension get no benefit, or less benefit
than those with a full state pension, from any other savings that they have.

— The diVerent qualification conditions for the guarantee and savings credits add to the complexity
of an already over-complex benefit. Women in their early sixties who are living alone and have
supplemented their basic state pension consider the non-availability of savings credit to be unfair.
It is also a disincentive to their doing some part time work.

— The tariV income for savings represents 10% per annum, more than double the income that the
pensioner is actually likely to be receiving. Pensioners resent this, especially as this income has been
renamed “assumed income”, which they consider to be dishonest. They point out that no
financially literate person would make such an assumption.

Charging for care

6.5 The current system of charging for both non-residential and residential care for infirm elderly and
disabled people is complex and acts as a huge disincentive to save. It is important to note that the situation
is quite diVerent in Scotland, with free personal care having been introduced in 2002 for people over 65.

6.6 In residential care, capital (including savings) of less than £12,500 is disregarded, but any weekly
income, save a personal allowance of £18.80, will need to go towards fees. If an older person has savings of
between £12,500 and £20,500 they need to contribute to the fees; if they have savings of more than £20,500
they need to pay the full cost. Savings of between £12,500 and £20,500 can be considered as yielding an
income of £1 for every £500 of savings held.

6.7 Local authorities have a discretionary power to charge for certain non-residential care services, such
as meals on wheels and home help services. The law states that councils cannot charge more than it is
reasonable to expect an individual to pay, and they do not have to charge at all. Councils may take savings
into account as income available to pay charges. If they do, guidance states that they should apply the same
limits as for residential care charges, as a minimum standard.

6.8 A recent Counsel and Care survey shows that the postcode lottery—local authorities and care
providers making their own decisions about how much they charge—makes this situation worse.176 They
found that some local authorities charge a flat rate for non-residential care services, after financial
assessment, ranging from £7 to £16.80 per hour. Others have a weekly cap on charging, varying hugely from
£3.91 to £299.

6.9 We believe that it is wrong to treat savings in the same way for both residential and non-residential
care. People who live in their own homes need higher levels of savings as they face the costs of maintenance,
which may be both high and unexpected. Charging against savings creates a disincentive to save, and
penalises people who have chosen to save for their later life.

The National Pension Saving Scheme—is this the way Forward, and if so, How Should it Work?

7.1 The National Pension Savings Scheme (NPSS) provides the guarantee of a state-backed pension
scheme for all employees, but for it to succeed, there would need to be assurances that employers will
contribute. TheNPSSwill have to be accompanied by better access to financial advice and education to help
both employees and employers to understand the options available and exercise an informed choice.

7.2 There is a clear need for one transparent, straightforward pension that people can be confident will
provide an income in old age, and so will feel comfortable paying into. It must be easy for people to see how
much pension they will actually receive—this not only helps to encourage a positive savings habit, but is
also a necessity for proper retirement planning.

7.3 We are supportive of the idea of individuals having one NPSS pension pot, which they are able to dip
in and out of depending on their circumstances. This would provide a solid base for people with fluctuating
or varied work patterns—particularly women and carers—who would benefit from having one pot to
contribute to whilst in paid work, and prevent people accumulating many tiny pots, which often become
prohibitively complicated to keep track of.

7.4 We welcome the Commission’s proposal to introduce auto-enrolment into a national scheme, with
the ability to opt out. We believe this achieves the right balance between encouraging and requiring people
to save.

176 Counsel and Care (2006) Survey of local authorities
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Small employers

7.5 All employers should be covered by the NPSS—including small employers. Citizens Advice believes
that, for the NPSS to succeed in reaching all employees, employers must not be allowed to opt-out, or to
pressurise employees to do so.

7.6 We recognise the concerns that small business might struggle to cope. Employers with few staV

(including many small voluntary sector organisations) are likely to incur a higher percentage increase in
costs than larger employers. We would welcome consideration of a possible phasing in of the 3% employers
contribution, over three years, or mitigating the impact on the smallest employers by covering the
contributions for their first five employees.

7.7 The introduction of auto-enrolment would need to be carefully monitored to ensure that people are
making rational decisions, that they understand the consequences of doing so and are not put under any
pressure to opt out by employers.

7.8 There has been much discussion about whether any such system should be state or privately run.
What matters is the outcome. Any new scheme should oVer, on a national basis, appropriate products to
everyone, including people on low incomes; build on the expertise of private sector in managing pensions
and investing contributions and the development of IT structures and combine this with the economies of
scale and wider reach of the state.

The Need for Information and Advice and the Importance of Financial Capability

8.1 Citizens Advice is disappointed that there is not more of an emphasis on information, advice and
financial capability within the Pension Commission’s report. Although in general people will not need a full
financial assessment before joining the NPSS, individuals will still need access to trusted sources of
information, and in some cases appropriate generic or tailored individual advice, in order to make the right
decisions about contributing to pensions and other financial decisions.

8.2 CitizensAdvice supports the FSA capability strategy and theDWP InformedChoice programme and
we hope that these and other initiatives will help people to make better decisions about contributing to
pensions and other financial decisions. This work needs to ensure services are tailored to meet individual
need and have enough flexibility to respond to changes in employment and earnings patterns resulting from
family and caring responsibilities.

People on low and middle incomes

8.3 During the last 20 years, the whole area of personal finance has become more complex with an often
bewildering array of issues and choices facing most people. Research in 2000 estimated that two thirds of
us feel that financial matters are too complicated.177 This complexity can lead to people making wrong
decisions or for many people, no decision at all.

8.4 The role of the independent financial adviser is to assist people to find their way through the maze to
make informed choices. However, this role may be limited in relation to meeting the needs of low and
middle-income groups where there may be little immediate commercial opportunity in advising them. Also,
the advice and information needed by this group may need to encompass issues such as credit, debt, tax
credits and social security benefits, asmuch as savings, investments, mortgages, insurance and pensions. The
concern has been that people on low and middle incomes may, therefore, face barriers that inhibit eVective
planning for their future because of their inability to access appropriate advice and information.

8.5 In its 2003 report, “Towards a National Strategy for Financial Capability” the Financial Services
Authority (FSA) noted that:

— Only 33% of people regularly review their financial situation.

— 7% of the overall population remains completely outside the financial services market, having no
mainstream financial products rising to 14% for low-income households and 25% for single person
households.

8.6 In February 2004, a Department of Work and Pensions’ White Paper178 stressed the role that
information as well as improved financial education could play in helping people to make informed choices
to plan for their future.

8.7 A key component of financial capability is the ability tomake adequate provision for the future.More
recent research from the FSA suggests that this is an area of major concern.179 Their findings include:

— The majority of people in the UK are not planning ahead suYciently, and are likely to be storing
up problems for the future. 39% of people say they tend to live for today and let tomorrow take
care of itself.

177 Better Informed Consumers: FSA Consumer Research Paper 1.
178 Simplicity, security, choice: Informed choices for working and saving CM 6111.
179 FSA (2006) Financial Capability in the UK: Establishing a baseline
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— 81% of the pre-retired do not think a state pension will provide them with the standard of living
they hope for in retirement. Nevertheless, 37% of these people have not made any additional
pension provision.

8.8 The FSA suggests that it is not necessarily a case of people not planning ahead simply because they
do not have enoughmoney. They found examples of many people, at all income levels, who are not planning
ahead, including examples of people on a low income who do manage to save.

Financial education

8.9 Over the past few years Citizens Advice, together with other key agencies, such as the Financial
Services Authority have highlighted the problem of a growing gap in financial literacy skills amongst the
population at large.

8.10 There is a wide range of research and evidence from the public, private and voluntary sector
illustrating this, for example an FSA study in 2004 found that just over a quarter of all adults said that they
did not think they were good at managing money, and one third said that they would prefer not to think
about planning their finances at all. Two out of three consumers feel that financial matters are too
complicated for them.180 Research for Citizens Advice has found that 23% of people with credit and loans
have no idea how much they owe.181

8.11 Citizens Advice Bureaux throughout England and Wales are responding by creating local financial
education services. In addition to helping people solve money problems through debt advice and providing
public information more and more we are helping adults and young people to develop the skills to manage
their finances eVectively. Activities range from delivering sessions to young people in schools to running
structured courses for adults in the community. We can provide the Committee with a full directory of all
the local services we are aware of.

8.12 We have been delighted to be able to work with the major financial firm Prudential plc to create a
national project, Financial Skills for Life, now entering its fourth year, to enable us to give leadership to the
work of bureaux in this area and to build capacity by identifying best practice and evaluating what works.

8.13 We want the CAB service to play an increasing role in preventing debt and other financial problems
arising through financial education in the community. Bureaux will require the resources to deliver more in
this area. Our own strategy is aimed at:

— continuing to identify and promote best practice amongst our bureaux;

— developing a clear set of standards for these services in terms of level of service and approach,
including identifying a level of service or activity that any CAB could take on with minimal cost/
additional resources (this is likely to be achieved through community/public information
initiatives and media work); and

— developing and increasing our work in partnership with others who want to help us make more of
a diVerence to people with.

8.14 We expect our focus to bemainly onworking with financially and socially excluded adults, reflecting
our client base.

8.15 The issue of financial capability is as critical to consumers who are financially excluded, as to any
other consumer. People who are financially excluded tend to have lower incomes and thus it is arguable that
the ability to deal with simple financial matters such as borrowing and budgeting is even more critical where
one has limited financial flexibility. In addition, for those people who are financially excluded and have
limited practical experience of choosing and using financial products equipping them to do so should be
integral to an eVective financial inclusion strategy.

8.16 Citizens Advice has actively supported the initiative by the Financial Services Authority to establish
a Financial Capability Strategy for theUK.Wehave been represented on the steering board andmany of the
working groups created by the FSA. In addition a number ofCitizensAdvice projects have been identified as
pilots for the formative stage of the FSA strategy. We are very keen to see progress with this Strategy. We
support the focus of the Strategy on education, information and advice—all three elements are important,
financial capability will not improve simply through giving information. However so far it is not clear to us
howmuch consumers who are financially excluded are properly encompassed within the strategy. Activities
to address financial capability of adults are likely to involve significant resources. We think there are
significant gains to the economy, the public sector and financial firms and markets from investment in
creating more confident consumers—but it appears the business case to UK plc has yet to be fully
appreciated.

180 FSA (2000) Better informed consumers
181 Mori (2003) Financial over-commitment
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Access to financial advice

8.17 In addition to education, individual advice on financial matters is important, and as important in
our view for people who are financially excluded, and have less practical experience to draw on. It has been
widely acknowledged that there is a gap in the provision of financial advice for people on low incomes. In this
context we distinguish between financial advice on choosing and using financial products such as insurance,
savings or borrowing and money advice to deal with problem debts.

8.18 Citizens Advice would like to move away from our traditional role of emergency help with debt to
a more preventative role. Many Citizens Advice Bureaux already have financial literacy projects. We feel
that the provision of free generic financial advice to low and middle income groups would assist consumers
bemore confident with their finances. Our vision for the CAB service is to have suYcient resources to deliver
a holistic financial service giving financial literacy, financial and debt advice to low and middle income
groups, in partnership with others where appropriate.

8.19 We would not see bureaux oVering specific financial advice, potentially resulting in consumers
selecting a specific financial product. However, there may be potential for bureaux, if properly resourced,
to develop generic financial advice services for their clients.

8.20 Generic Financial Advice (GFA) stops short of product related advice, and as such is not regulated
by the FSA. As a stand-alone service it is not provided at the moment by any organisation.

8.21 The review of the Financial Services and Markets Act 2000 has brought some de-regulation of
financial advice provided by not for profit agencies such as the CAB service, thereby allowing debt advisers
to give advice on mortgages, credit, insurance and Child Trust Funds. This is a welcome step as it frees our
advisers to give advice on relevant debt related financial matters but simply cutting bureaux out of FSA
regulation does not mean services can or will be provided. Our advice services are quality assured, and
underpinned by liability insurance and all advisers are trained and supported to deliver quality advice to
the public.

8.22 To bring new areas of advice giving into the scope of our core service would require additional
training and support to ensure quality of advice is maintained. Our money advice services are consistently
over-subscribed and any extension of our services would be extremely diYcult and could only be achieved
with substantial long term funding. Money advisers are certainly interested in oVering more preventative
financial advice services but would, rightly, not want to drift into this area of advice in an amateurish
fashion, without the proper resources and support.182

8.23 Citizens Advice has been exploring whether we could bring financial advice within the reach of our
clients through partnership working with IFAs. We have just completed a small scale pilot project working
with IFAs on a pro-bono basis to deliver free GFA to people on low and middle incomes. The pilot has
demonstrated beyond doubt that there is a real need for generic financial advice among this group that
current provision has failed to meet. It has also demonstrated the success of IFAs working pro-bono in
partnership with Citizens Advice Bureaux and their clients to meet this need.

8.24 Over the life of the project, 63% of enquiries were from people aged 50 or over, including 14% aged
over 65. Just 3% were under 25 years of age. Pensions advice (22%) came second only to endowment
mortgages (24%) as the biggest source of enquiries—people approaching retirement who needed advice
about pension options with existing policies, queries regarding occupational pensions, the relationship
between benefits and pensions and, again, people seeking interpretation of communications about their
pensions. There were also some cases of people enquiring about pension planning but these were relatively
few. We are now looking for funding to conduct a larger scale and longer term project to test and evaluate
this further.

Citizens Advice

March 2006

Memorandum submitted by The Actuarial Profession

Summary of points

— The Pensions Commission proposals introducemore complexity into the retirement savings arena,
and it is not certain that the advantages of their proposed reforms merit this.

— Any reform must be sensitive to existing retirement saving, particularly occupational provision,
and not undermine it.

182 for example, FSA (2003) Widening the Scope.
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— If a quasi-compulsory savings scheme is to be introduced, state retirement provision must be such
that it does not devalue that saving.

— There needs to be clarity about the purpose of the state pension.

Whether the proposal for an NPSS is the right way forward and, if so, how it should work

Auto-enrolment appears an attractive way of getting people to save “voluntarily” and features of the
NPSS appear attractive, for example extending access to employer savings to all employees. Its structure
eVectively imposes a consistent level of employee/employer saving across most income groups and all ages.
However, appropriate levels of saving diVer for diVerent people, and at diVerent times of people’s lives, and
auto enrolment could prove expensive for employers. It is not obvious that providing additional employee
remuneration through pension saving, rather than some othermedium, is optimal for employees, or for their
employer. The actuarial profession believes a lot more thought needs to be put into considering the correct
balance between immediate and deferred pay, particularly for low to medium earners.

Setting to one side whether the proposal for quasi-compulsory additional saving, in addition to what the
state already provides, is reasonable, several bodies have put forward alternative mechanisms to the NPSS,
such as the ABI’s “partnership” pensions and the NAPF’s “super trusts”. Apart from preferring not to add
to the existing complex mix of savings products by establishing a new structure for collecting contributions
(which the NPSS clearly would, although there might be some attractions due to economies of scale) the
actuarial profession has no decided preference.We believe that it ismore important that the context in which
any additional level of quasi-compulsory saving is introduced is appropriate.

The “context” is the level of state provision that would underpin the additional saving, and the alternative
private provision that might continue to be available.

Unless the proposals the Pensions Commission has made regarding the level of pension the state targets
(although not necessarily the approach it suggested for achieving this) are adopted in conjunction with the
relative reduction in means tested benefits, the merits of any additional saving will be doubtful for a large
proportion of the population at whom the Pensions Commission s proposals are targeted.

There are also risks that the reducing coverage of defined benefit occupational provision will accelerate,
if the NPSS or similar system is introduced. This is most likely to aVect middle income employees, since
higher paid people will be able to argue more convincingly that the NPSS is not targeted at them. To avoid
this decline in occupational provision, the existing incentives for employers to provide occupational pension
schemes need at least to be maintained and, in some regards, strengthened.

The impact of saving behaviour on the reforms and of the existing incentives (such as tax relief)

It is diYcult to determine whether imposing or incentivising a particular form of saving leads to new
saving, or just replaces other saving that would have taken place in any case. It seems to be possible to find
evidence that supports either view. So, rather than making the macro eVects of the NPSS a major
consideration, the impact on individuals should be the prime concern.

It is not clear that making employees and employers pay into a pension will make those employees
intrinsically better oV. There are periods when people should not save into such an illiquid medium as
pension savings, because it could increase the risk that they will incur debt in the future. To maintain the
integrity of a quasi-complusory system of saving, it must be clear that contributors are getting reasonable
value from their savings. Unless the relative values of the Pension Credit and state provision are revised, as
the Pensions Commission has proposed, this will not be obvious.

Providing tax relief and incentives, relative to those available to other forms of saving, will make it easier
for the value for money argument to be made. However, if the system is viewed as compulsory then people
might argue that incentives are not necessary, so this form of saving clearly faces a political risk that existing
incentiveswill not bemaintained. This, in turn, could undermine the justification for incentives for providing
other forms of occupational pension provision, which would further undermine this source of employer
saving.

We do not view tax relief on pension saving an “incentive”, except to the extent that other forms of saving
are more heavily taxed, since to some extent tax is not relieved, it is deferred. The exception arises due to
the tax free lump sum,which clearly distorts this relationship and necessitates a lot of complex and otherwise
unnecessary legislation to protect HM Revenue & Customs from loss. The only incentive for the employer
is the reduction in their National Insurance contributions bill, since employer pension contributions are not
subject to these. This is a valuable incentive that we believe should be maintained.
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The future of employers in pension provision and the impact on this of proposals for reform

The NPSS, or similar arrangement, would give more people a chance to participate in employer savings.
However, there is a risk that those employees who already have access to occupational pension provision
will see a reduction in the benefit provided.

Although there are weaknesses in occupational provision, it has contributed to the real increase in average
pensioner incomes over the past two decades. If this were further undermined, it is not only themore aZuent
who are likely to lose access to schemes.

Employers who provide occupational pensions sometimes perceive themselves to be at a disadvantage to
their competitors since it is often unclear that employees appreciate the value of the benefit being provided.
Those with defined benefit provision also have to carry the risks of underfunding, which are also not
understood by employees. These forms of provision could be shored up by providing additional incentives,
via mechanisms such as corporation tax, for example.

Employers who voluntarily make pension provision at present will feel particularly beleaguered—as well
as having to deal with the costs imposed by past and present legislation, they are having additional real and
implicit tax charges loaded on them. Real charges include the PPF levy, changes to the tax treatment of
special contributions, and the low level of the contracting out rebate; implicit charges include the
requirement for increased consultation with employees and compliance costs associated with new
legislation. This is not a good environment in which to encourage employers to remain, or new employers
to join, in the market for occupational savings.

Proposals for reform of the state pension system

The proposals for the state pension do not meet the Commission’s (and the DWP s) criteria of simplicity.
However, we believe that the target level for someone with full entitlement on median pay will provide a
modest but adequate level of income, which is an important condition for sustainability.

On balance, we would prefer a single-tier system rather than a two-tier system, with contracting out
phased out gradually.

However, if there is to be fundamental reform to state pension provision then, before considering
managerial aspects around its delivery, there should be a debate on why the state provides a retirement
pension andwhat it is intended to achieve. For example, is it intended to provide an adequate level of income
for everyone older than some age, which is selected because a significant proportion of the population
consider it reasonable to reduce or stop working at that age; or is it an insurance against poverty at extreme
old age. If a consensus could be reached on this high level principle, then it might be easier to reach a
sustainable solution to the means by which the benefit is provided.

Whether, when and by how much the SPA should be increased

State pension age should not just be a function of demography. The choice of retiring early on a modest
level of income is just as valuable for some people as being able to retire later, but with a higher pension.
However, SPA is more than just a time at which people retire it also triggers a change in eligibility from one
formofwelfare, which is work related, to another, which is retirement related. It is important that the criteria
that trigger this change in eligibility are chosen wisely for example, there must be appropriate and adequate
opportunities in paid employment for people aged less than the state pension age and eligibility for other
social benefits for those who are not able to take advantage of them.

Measures to facilitate later working and flexible retirement

For it to be possible for people to save for a comfortable retirement, as people live longer it is clearly
necessary for them to work longer. However, longer working lives require individuals to be adaptable to
changes in the working environment and able to take advantage of diVerent sorts of working opportunities
as they arise. Not everyone will have this degree of flexibility and it is likely to be those in the least
advantaged social groups who have the most constrained choices. As with an increased SPA, policies for
later and more flexible working need to be designed with these groups in mind.
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The impact of reform proposals on the pension income of diVerent groups, including the self-employed and those
currently at particular risk of being “under-pensioned”, such as women, disabled people, ethnic minorities and
people with varied work patterns

ADWP report has said that men s and women s entitlement to state pension is expected to converge over
the next two decades. Although there are still some weaknesses in the eligibility criteria for state pension,
most of the under pensioned are so because of the work status that is, they are under paid. Since pension
accrual over and above the basic state pension and first tranche of S2P is a function of pay, their under
pension is a function of this.

It would be a mistake to design a pay related pension system to address inequalities in pay, because this
will necessarily lead to further inequalities.

Whether proposals for reform adequately address inequalities in pension provision

Based on our knowledge of scheme design and the conclusions of the DWP report, we believe that
concerns about inequalities in pension provision are overstated. However, we do agree that there are
inequalities in employee remuneration that lead through into unequal pension outcomes. The Government
can address this to some extent via eligibility to, and the design of, state provision. However, pension
outcomes will always be unequal, so long as there are inequalities in the workplace.

The Actuarial Profession

March 2006

Memorandum submitted by B&CE Benefit Schemes

Introduction

B&CE is delighted to make the following submission to the Committee as it examines the issue of Pension
Reform following the publication of the second report of the Pensions Commission.

We would also welcome the opportunity to expand on any of the views and evidence expressed below to
the Committee, either through a private briefing or to the full Committee in a public hearing. Should either
be deemed useful to the Committee, do not hesitate to contact our oYce.

We welcome the areas laid out by the Committee in the press notice calling for written evidence. Due to
the interlinked nature of our responses we have not strictly laid out our submission under these headings,
but we believe that our remarks and evidence below will be particularly valuable around the areas of:

— Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so,
how it should work.

— The impact on saving behaviour of the reforms and of existing incentives (such as tax relief).

— The future role of employers in pension provision and the impact on this of proposals for reform.

As well as, to a lesser extent, covering the issue of how reforms will eVect the self-employed.

Executive Summary

B&CE is a leader in ensuring regulation and legislation matches the needs of lower to moderate income earners

Many of B&CE’s customers are of the demographic at which the NPSS system is aimed—low-moderate
income earners. We have continually used our experience in this area to ensure that public policy is
constructed to best help them make provision for themselves.

B&CE is Pension Commission NPSS compliant

B&CE already provides a Stakeholder Pension at an AMC of 0.65%. This is without the establishment
of auto-enrolment, which would reduce costs and hence charges. B&CE provides excellent customer service,
free workplace presentations, simple investment choices and employer matching. Where there is employer
matching in place, the combined employee/employer contribution already exceeds the 8% proposed by the
Pension Commission, based on average earnings.

Regulation needs to be tailored to lower-earning savers

Certain elements of financial services regulation has been designed to respond to issues relating to those
with high levels of savings and/or income but applies to all savers. This can lead to a greater need for advice
and can therefore raise costs.
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The Treasury needs to further review personal and employer incentives in light of the NPSS suggestion

Given an NPSS system would lead to a greater level of personal pension savings, the Treasury will have
to review the impact this would have on the level of tax monies the Government forgoes in tax-relief. This
opportunity needs to be used to further review how tax-relief can be made to better work for the low-
moderate income earning and reward those employers who make pension contributions on behalf of their
employees.

About B&CE Benefit Schemes

B&CE is the largest supplier of financial services and employee benefits to theUK’s construction industry.
Formed in 1942 we operate on a not-for-profit basis, which allows us to oVer a range of products tailored
solely for the benefit of our customers.

— Almost 6,000 employers use us to provide employee benefits for over 200,000 individuals.

— We provide the UK’s most popular183 stakeholder pension—with almost 400,000 members.

— We have over £1 billion under management.

— We are a not for profit company—we do not give advice or pay commission to IFAs.

Given themake up of the construction industry and our range of products, our focus has been upon those
low-moderate income earners within the construction industry. We have therefore always tried to support
the cause of lower earning savers, and have worked continuously in recent years to promote these issues in
the public policy arena. With some notable success we have called for the following in recent years:

— Employee presentations—presenter requirements relaxed as a result of our lobbying to the FSA.

— Money Laundering—we have always pressed for more principle based regulation, upon which,
firms can implement on a risk based approach, removing the need for strict generic rules which do
not fit for every company. The FSA have reviewed theirMoney Laundering rules which have been
replaced by high level provisions.

— Auto-enrolment—we pioneered a form of auto-enrolment which did not require an application
form (where the only contributions where those being made by the employer). The Pension
Commission has followed our lead and the DWP have used our model to lobby for an adjustment
to the rules to allow full auto-enrolment which we assisted with. The FSA therefore provided an
exemption for the need to produce an application form when opening a policy.

— Cancellation notices—specific rule waiver obtained not to send cancellation notices in certain
circumstances (subsequently FSA regulations have been amended following the implementation
of the Distance Marketing Directive).

— The promotion of a significant reduction in means-testing.

Inquiry Response

B&CE is Pension Commission proposal compliant

1. B&CE has long been a pioneer in the provision of pensions to low-to-middle income earners and in
helping to develop regulations that make the process of reaching these groups as easy as possible.
Unsurprisingly therefore, B&CE is already compliant with a number of the proposals of the Pensions
Commission’s second report:

— Low Annual Management Charges.

— B&CE is low cost but still provides employer presentations and good customer service.

— Simple, easy to understand investment fund choices.

— Employer matching of employee contributions, together with Government tax incentives ensures
that a total contribution of nearly 9% is made to an employees stakeholder pension plan (based
on an informed estimation of construction industry operatives’ average wage, at £350 per week
gross and the same lower earning limit used by the Pension Commission).

— Piloting of auto-enrolment. It’s too early to give any details of current pilot.

— B&CE works as a construction industry benefits provision “clearing house” for employers.

Cost

2. There has already been significant dispute about the level of annual management charges for NPSS
accounts. We would urge the Committee to make its assessment of the realistic level of charges (or “charge
cap”) by fully cost/benefit analysis assessing the current low-cost examples that exist within both the UK
and internationally.

183 Pensions World March 2005.
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3. Analysis by Deloitte for the ABI has suggested that the Pensions Commission have underestimated
the true costs of the NPSS by 50%, for reasons that “policy set-up and fund management costs are likely to
be higher than assumed; the NPSS must serve all those in the target population, not just the median earner;
and, premiums and costs will be incurred on a monthly, not an annual basis.”.

4. These costs could also be higher if persistency rates and participation rates are not as high as the
Pensions Commission has suggested. In fact the ABI has suggested this could double the actual charge to
0.6%—in line with the recent suggestion of a large life and pensions provider.

5. We are also concerned about the Pensions Commission’s reliance on the example of the projected
Swedish pensions system costs. Firstly, the average current AMC for pensions in Sweden is 0.6%—themuch
noted 0.3% level is a target AMC for the Swedish Government. Secondly, these costs in Sweden are based
on a compulsory system, not the auto-enrolment system laid out in the second Pensions Commission report.

6. B&CE has been watching with interest the example of the KiwiSaver in New Zealand, which is based
on auto-enrolment and oVers a flexible long-term savings product. Though the KiwiSaver is yet to be fully
operational, the estimatedAMC for bond-based funds is around 0.4%, and for equity-based funds is around
1.1%—though these will both be reduced by subsidies from the Government.

The B&CE Stakeholder Pension example

7. The current charge for a B&CE Stakeholder Pension (“EasyBuild”) is just 0.65% (including fund
management). We believe we could reduce this to just 0.5%, if we were to receive the extra funds generated
by a system of full auto-enrolment, and therefore benefit from greater economies of scale.

8. At this level we would still intend to oVer both high levels of customer service and free workplace
presentations, which explain to employees, using generic information, their pension options.

9. This would work in the same way as we currently operate. We act as a “clearing house” for our
employer members, collecting the contributions from them and their staV through a joint payment and then
distributing this to individual accounts.

10. We oVer two types of investment funds for our account holders. The managed fund is a medium risk
fund which invests in UK and overseas equities, bonds and cash. This means that it is subject to price
fluctuations in the short term, but the overall aim is to provide good capital growth over themedium to long
term. The cash fund is low risk, and it is designed to hold its value.Money in the cash fund is either deposited
in banks or invested in short term money market instruments, and is normally preferred by people
approaching retirement age.

11. As would need to be the case for NPSS, we have a default option. Unless the account holder prefers
an alternative split between the two funds, we will automatically invest all their money in themanaged fund,
and then transfer 20% of the units into the cash fund for each of the five years leading up to retirement. In
fact, B&CE have used lifestyling since the inception of stakeholder pensions in 2001 and not just since the
introduction of the requirement to do so on 6 April 2005.

Moving beyond one-size-fits-all regulation

12. B&CE is concerned that some regulation designed for high net worth situations and individuals is not
applicable to low-to-middle income savers; adding a level of complexity that makes the need for expensive
advice more likely. Stakeholder Pension regulations are the same as Personal Pension regulation—the same
if you contribute £10 a week as if you contribute £1,000. B&CE has led the way with lobbying for a risk
based approach to money laundering to ensure this did not act as a barrier to saving and lead to increased
costs for lower income savers. Further work is needed, for example over the capital adequacy rules. The
construction industry is one with many transient workers leading to the accumulation of small pots of
money and a lack of persistency.

Incentives need further consideration

13. Personal: Current tax incentives for pensions are badly understood by people. B&CE commissioned
research has shown that 46% of part-time workers and 45% of people with no private pension provision do
not know that pension contributions are tax-free. B&CE’s experience has shown that matching
arrangements are a key attraction for potential savers. We understand that this is a complex issue, but is
one that is likely to be reviewed in the light of the Pensions Commission auto-enrolment recommendations,
as these would entail a large increase in the provision of Government tax relief. We would therefore urge
that any such review considers the whole system of tax-relief. B&CE has long argued that tax-relief should
be levelled at 29–30% for all taxpayers to ensure a far greater spread of the tax relief money is spent on those
who need to be making extra, or any, provision.

14. Employer: B&CE’s is currently undertaking an auto-enrolment pilot and we welcome the Pensions
Commission’s recommendation for this to become mandatory. However, our early results have only been
possible because the employers involved are engaged in the process of ensuring their employees plan for their
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future. We are concerned that under a NPSS system some employers may try to “bribe” their employees
into opting out of the scheme by oVering them cash now rather than a chance to save for the future. We
believe employers, notably smaller ones, should be oVered a Government incentive to encourage pension
take-up to help ensure they are engaged in this process.

15. Further, B&CE’s provision of the Template range of employee benefits helps to ensure there are key
incentives for people to become employees—rather than opting to be self-employed contractors for tax
purposes. The NPSS system, without employer incentives, would provide an incentive to employers to hire
such self-employed contractors, as they will not have to make a 3% pension contribution.

Pensions Reform is a two-tier process

16. Finally we must note that private provision reform (notably NPSS) will only be successful if it is
coupled with state pension reform—as identified by the Pensions Commission, and more recently John
Hutton in the Financial Times, (Thursday 9 March 2006). Means-testing must be reduced to ensure that
private provision is suitable for all employees, and so that people fully understand where state provision
stops and where their own provision must begin. We would urge this State reform is carried out as soon as
is possible.

B and CE Benefit Scheme

March 2006

Memorandum submitted by The Resolution Foundation

1. The Resolution Foundation welcomes the Committee’s inquiry into pensions reform.

Summary

2. The Foundation has not commented on themerits of the Pensions Commission’s proposals. However,
we believe that the reform process oVers an opportunity to address the potential advice needs of people on
medium to low incomes, particularly in relation to the proposed NPSS. This submission therefore focuses
on the following key points:

— Pensions decisions are among the most complex and vital financial choices people make during
their lifetime. Understanding of the pensions system remains low and evidence suggests that many
people are currently failing to plan adequately for their retirement.

— The Foundation believes that generic, non-regulated advice184 has a critical role to play in helping
people make the right decisions in planning and saving for their retirement. The auto-enrolment
model proposed for the NPSS would still leave people with important decisions to make about
saving for retirement.

— The pensions reform process provides an opportunity to ensure that advice needs are addressed.
However, access to advice is an area the Pensions Commission neglected. This should be addressed
in the Government’s forthcoming White Paper on pensions reform.

— Inmany respects, people onmedium to low incomes havemost to gain from the proposed reforms.
Under the current system, they are saving less and are less likely to be a member of an available
pension scheme than those on higher incomes. However, the 12 million people in this group
currently have little or no access to financial advice.

— It is essential that this “advice gap” is filled if pensions reform is to meet its objectives and enable
people in this income group to understand their options under the proposed NPSS and make
informed decisions across their pensions lifecycle about, for example, their projected pensions
benefits and the aVordability of their contributions, and how best tomaximise their pensions assets
when they reach retirement.

— The Foundation believes that generic, non-regulated advice on pensions should be made available
as part of a broader national financial advice resource. We are currently researching cost eVective
options for providing such a service, which could be delivered through a public-private
partnership.

184 Generic advice is information, advice and guidance that does not involve recommending a course of action in relation to a
specific provider’s product. It is defined by the FSA as “Services and tools that use information about individuals’
circumstances to help them to identify and understand their financial needs and to plan their finances. Generic advice helps
consumers to identify: (a) choice and possible priorities for action which are appropriate to their needs; (b) how to take the
next steps in addressing their priorities; and (c) how to access other relevant sources of information and advice.” [Building
financial capability in the UK: the role of advice, FSA, July 2004].
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About the Resolution Foundation

3. The Resolution Foundation is a recently established research and policy organisation which aims to
provide new thinking on how people can access and use the financial services system. The Foundation is not-
for-profit and impartial, committed to producing high quality socio-economic research, and to producing
practical proposals for action which are capable of being implemented by government and industry.

4. The Foundation is currently focusing on the 12 million people in the UK on medium to low incomes
who are largely independent of state support but who currently receive little or no financial advice. The
income levels of this group mean that they are considered unprofitable by the financial services industry and
they therefore do not receive advice bundled with financial products in the same way as people on higher
incomes. As they are not reliant on state benefits, they are also unlikely to be served by services aimed at the
poorest and most vulnerable in society.

5. The Foundation believes that the lack of advice for this group results in poor financial decision-
making, often at significant cost to the individual and the State. We are therefore committed to researching
a new national service, which could be delivered through a public-private partnership, to provide generic
financial advice targeted on this group.

Pensions and the Need for Advice

6. It is widely accepted that people in the UK today are faced with making increasingly complex financial
choices. At the same time, the emphasis on them to take personal responsibility for their financial aVairs is
increasing. Pensions decisions are among the most complex and vital of those choices and reform, although
much needed, has the potential to add a further layer of complexity.

7. The evidence from the Financial Service Authority’s “baseline” survey into financial capability185

suggests that the vast majority of people in the UK are capable of exercising the basic financial skills needed
to make ends meet and keep track of their money. However, the survey also shows that significant numbers
of people are unable to plan their finances eVectively or, critically, choose the right products.

8. The survey found that many people are failing to make adequate provision for retirement. Among
those who had not yet retired, it found that 81% of people did not think that the State would provide them
with an adequate income in retirement. However, of those, 37% did not have any additional pension
provision. Overall, only 42% of people surveyed were paying into a current personal or occupational
pension.

9. In terms of choosing financial products (not just pensions products), the survey found that nearly half
(46%) did not collect any information to help inform their decision. The vast majority of those surveyed
relied simply on promotional literature and other product information to make their choice; only 21%
enlisted independent advice in doing so. And, in making their decision, 45% said they considered neither the
product features nor its price. The survey concluded that “people were generally poor at choosing products,
they renewed existing products without considering alternatives, and even when they did look to purchase
something new they did not necessarily shop around.”186

10. The Foundation strongly supports eVorts to improve financial capability by improving financial
education and information. However, these outcomes, and the gulf shown by the FSA’s findings between
people’s competence in basic financial matters and their ability to plan ahead and choose products, suggest
that improving basic financial skills by providing education and information will not, on its own, be enough
to help people make the right decisions. This is supported by academic research on behavioural economics
which shows that people typically do not engage with long term financial planning or the risks associated
with choosing financial products without an external stimulus. In planning for retirement therefore, as well
as in making other important financial choices, we believe that people also need advice, accompanied by
appropriate external prompts, to help them make these decisions.

The Foundation’s Research

11. The Foundation has commissioned a comprehensive programme of research to understand the
composition, characteristics and needs of the 12million people who currently lack access to financial advice.
This shows that, although very aware of the challenges posed by the lack of pensions provision, this group
currently save less and are much less likely to be a member of an available pension scheme than those on
higher incomes.

— This group is more concerned about pensions provision than the general population. For example,
among middle-aged workers in the group, 60% say that they worry a lot about their income in
retirement compared to 33% of people over 40 years of age among the population as a whole.

185 Financial capability in the UK: establishing a baseline; FSA, March 2006.
186 Levels of financial capability in the UK: results of a baseline survey; FSA, March 2006.
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— Overall, people in this group save less than the average at equivalent life stages. The most
significant diVerential is among families and middle-aged people. For example, middle-aged
workers save around two-thirds as much as the average; £124 a month compared to the average
of £179. Savings are also much more likely to be for short term expenditure (on holidays or a car,
for example) rather than for the long term.

— The proportion of the group who are members of an available employer’s pension scheme is
consistently lower than higher income earners. For example, young people in the group are half
as likely as those on higher incomes to be members of an available pension scheme; 32% compared
to 63%.

12. This group therefore has a great deal to gain from pensions reform. Indeed, the Commission asserts
that “the NPSS will provide to low and middle earners the opportunity to save at the low costs currently
only available to those with higher incomes or working for large private companies or the public sector.”

The NPSS and Advice

13. The Pensions Commission estimated that some 12 million people who are earning and have the
resources to save for retirement are not doing so adequately.Many of them are in themedium to low income
group the Foundation has identified.

14. The proposed NPSS aims to significantly increase pensions coverage among people on low incomes.
This is predicated on using auto-enrolment to overcome the inertia associated with saving, improving
incentives by cutting back the scope of means-testing projected under current state pension indexation
policies and reducing costs, including those associated with providing regulated advice.

15. However, the model proposed for the NPSS would still leave people with complex and important
decisions to make about their pensions. As set out above, the group of people on whom these reforms are
targeted currently have little or no access to the financial advice they need to make the right choices in
planning and saving for their retirement. The Foundation therefore believes that it is essential that generic,
non-regulated advice is made available to assist this group in making decisions at key points during their
pensions lifecycle:

— When they first come into contact with the pensions system, need to understand it and are first
required to make decisions about their options.

— At key points during their pensions lifecycle, for example if their personal circumstances change,
they reconsider their retirement aspirations or the system itself changes.

— When they reach retirement age and need to make decisions about realising their pension assets,
alongside other issues such as considering their long term care.

16. In addition, a number of specific triggers for advice can be identified if the NPSS is adopted:

Suitability of the NPSS

17. Under the model proposed for the NPSS, it would pay the vast majority of people to stay within the
scheme. However, although the emphasis is on achieving high levels of take up through auto-enrolment, the
Pensions Commission recognised that there would still be some people at the lower end of the income scale
for whom means-testing would act as a disincentive and who may therefore wish to opt out of the scheme.
Information and advice would be needed to assist people inmaking the right decision in these circumstances.
The need for this would increase further if the Commission’s recommendations on containing the spread of
means-testing are not implemented.

Adequacy of savings

18. The Pensions Commission proposed that the NPSS should be based on an overall contribution rate
of 8% of salary.187 The Commission estimated that this would deliver a replacement ratio of 45% for a
median earner saving from the age of 25 until state retirement age, 30% paid through the Basic State Pension
and 15% through the NPSS.188

19. This may be considered inadequate for some people. The Commission also estimated that a more
desirable replacement ratio of, for example, 60–66% could be achieved by doubling the total contribution
level.189 Thus, for large numbers of people, the issue of the adequacy of their retirement income and how
much they should contribute could therefore arise.Where this does arise, it would require people to consider
their aspirations in retirement alongside their projected pension benefits and the aVordability of their
contributions.

187 Based on a contribution from the employee of 4%, a 3% employee contribution and a further 1% in tax relief.
188 The replacement ratio is the ratio of income in retirement to that immediately before.
189 This would require the individual to contribute 10% of their salary.
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20. Evidence of inertia under the current system suggests that people are very unlikely to engage in this
process without a “call to action” to act as a prompt. TheDWP are developing pensions forecasts to provide
this stimulus. However, the Foundation believes that there would also be a need to provide advice to enable
people to discuss their options and engage meaningfully in making decisions about matching their
retirement aspirations and their savings.

Advice at retirement

21. The Pensions Commission did not propose that an annuity should be built into the NPSS, although
it did recommend that reserve powers should be taken to provide annuities should the market not be
performing eYciently. This suggests that the intention will be to allow people to “shop around” for their
annuity. Research indicates that people are currently likely to achieve an increase in their income of 10% or
more by shopping around for the best annuity rate available on the open market, rather than taking the
one oVered by their pension provider (although only 40% currently take up their option to move to another
provider).190 In addition to the annuity rate, the individual will also need to consider the type of annuity they
should purchase. This is therefore another clear trigger point for advice.

22. Specific groups are also likely to have particular advice needs under the proposed scheme:

The self-employed

23. The Pensions Commission suggested that the NPSS should be made available to the self-employed
but did not set out how this might be achieved. Research shows that the self-employed often view their
business as providing security for their retirement.However, for today’s generation of self-employed people,
many of whom are engaged in activities which will not deliver an asset on retirement, this is unlikely to be
the case.As they do not have access to the State SecondPension, the self-employed face particular challenges
and their advice and wider needs would need to be particularly carefully considered in developing theNPSS.

Small employers

24. Those working for small employers, especially those operating without formal structures and
procedures, are another group who may require advice on their options. Again, although the thrust of the
Pensions Commission’s proposals is to keep opt out levels low, the employer and employee may prefer to
reach an informal agreement by, for example, mutating the employer’s contribution into a cash payment.
Access to advice would be particularly important in these circumstances.

Conclusion

25. Despite welcome recent eVorts by the Government to increase engagement in pensions through the
Informed Choice agenda, people’s understanding of the pensions system and their awareness of their
options in planning for their retirement remain low. There is considerable evidence to suggest that, under
the current pensions system, large numbers of people are failing to plan adequately for their retirement.

26. The reforms proposed by the Pensions Commission and the creation of a NPSS are aimed at
significantly improving pensions coverage. However, as set out above, the auto-enrolment model proposed
for the NPSS would still leave people with important choices to make about their pensions. The Resolution
Foundation believes that there is therefore a critical role for generic, non-regulated advice in helping people
to make these decisions.

27. In many respects, people on medium to low incomes have most to gain from the proposed reforms.
Under the current system, they are saving less and are much less likely to be a member of an available
pension scheme than those on higher incomes. However, they currently have little or no prospect of getting
the financial advice they need to make the right decisions in planning for retirement. The pensions reform
process provides an opportunity to ensure that their advice needs are addressed; this issue should be tackled
in the Government’s forthcoming White Paper.

28. The Foundation believes that advice on pensions should be delivered to people on medium to low
incomes as part of a broader national service, providing generic financial advice to people on low incomes.
We are currently developing cost eVective options for providing such a service, which could be delivered
through a public-private partnership, and will consult on these options shortly.

The Resolution Foundation

March 2006

190 Annuities: bonus or burden; ABI, 2005.
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Memorandum submitted by UK Social Investment Forum (UKSIF)

SUMMARY: THIS SUBMISSION ADDRESSES THE NEED AND OPPORTUNITY FOR THE
GOVERNMENT TO PROVIDE A POLICY FRAMEWORK TO ENSURE RESPONSIBLE AND

SUSTAINABLE INVESTMENT PRACTICES BY ANY FUTURE
NATIONAL PENSION SAVINGS SCHEME (NPSS)

1. Recommendations

1.1 To ensure theGovernment’s wider aims of high quality of life in retirement, successful pension reform
needs to deliver both financial security in retirement and sustainable development at the same time. We
therefore recommend that it is essential for enduring pension reform that the Government provides a policy
framework which ensures responsible and sustainable investment practices by any future National Pension
Savings Scheme (NPSS).

1.2 To achieve both financial security through investment and sustainable development should be
mutually reinforcing rather than contradictory. Nevertheless it will require significant changes to today’s
investment culture.

1.3 Other countries, within Europe and worldwide, are taking significant steps towards responsible and
sustainable investment of national pension funds. We believe that the Government should aim to be among
the leaders rather than the laggards in this group.

1.4 In early 2006, UKSIF made a submission “Next Steps towards Sustainable & Responsible
Investment” to the Minister for Pension Reform. Drawing on international experience, a key part of the
submission made recommendations specifically on how this integration of responsible and sustainable
investment into any NPSS might be achieved.

1.5 There is a range of information available on international experience of responsible and sustainable
investment by national pension funds. This includes the submission described above and the pension toolkit
published in 2004 by our sister organization the European Social Investment Forum (Eurosif).

1.6 This is a rapidly developing area internationally. For example, the first annual report of the Council
on Ethics of the Norwegian Government Pension Fund—Global was published this month. This council
was set up by governmental decision in November 2004. Information about its work is given at
www.etikkradet.no.

2. UK Social Investment Forum

2.1 TheUKSocial Investment Forum (UKSIF) is theUK’s membership network for socially responsible
investment (SRI). UKSIF’s primary purpose is to promote and encourage the development and positive
impact of SRI amongst UK based investors. UKSIF believes that all material social, environmental and
ethical (SEE) issues should be integrated into standard investment practice and that individual investors
should be able to reflect their values in their investments.

2.2 The Forum was launched in 1991 to bring together the diVerent strands of SRI nationally and to act
as a focus and a voice for the industry. UKSIF’s 200!members and aYliates include retail and institutional
fund managers, financial advisers, SRI research providers, consultants, trade unions, banks, building
societies, community development finance institutions, NGOs and individuals interested in SRI.
Information on the UK Social Investment Forum is available at www.uksif.org.

3. Supporting Documents

3.1 UKSIF’s submission to the Minister for Pension Reform “Next Steps towards Sustainable &
Responsible Investment” is available at www.uksif.org. Section 2 gives an overview of the case for
sustainable pension investment and Section 4 specifically addresses any future NPSS.

3.2 A summary of the policy frameworks for sustainable investment adopted for other European
national pension funds is given in on Pages 12–16 of the European Social Investment Forum Pension
Programme Toolkit (2004–05) available at http://www.eurosif.org/pub2/lib/2004/11/pensiontk/index.shtml.

Penny ShepherdMBE, Chief Executive
UK Social Investment Forum

March 2006
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Supplementary memorandum submitted by UK Social Investment Forum (UKSIF)
following the Publication of the Pensions White Paper

1. The UK Social Investment Forum welcomes the statement in Chapter 1, Paragraph 1.76 of the White
Paper that “We will ensure that a range of investment options, including socially responsible investment,
will be provided under personal accounts.”

2. We note that there appears to be no other discussion in the White Paper of wider policy measures to
address responsible and sustainable investment practices by the new personal accounts scheme. We hope
that this will be addressed in the document which Paragraph 1.141 states will be published later in the year.

Penny Shepherd MBE, Chief Executive
UK Social Investment Forum

26 May 2006

Memorandum submitted by Scottish Widows

1. Overview

1.1 Scottish Widows is a major provider of private sector pension arrangements—covering around
40,000 companies and 1.5 million individuals.

1.2 We recognise the need for fundamental reform to tackle demographic and social change. These
reforms must embrace both State and Private pensions.

1.3 For reforms to be fully eVective will require active participation by Government, Employers,
Consumers and the wider pensions industry.

1.4 We believe that there is much worth building on in the current private sector and that theoretical
unproven solutions carry significant risk.

1.5 ScottishWidows has contributed to the debate via two major pieces of research—“The UK Pensions
Report” and “What Women Want” reports in 2005 currently being updated for 2006.

1.6 The Pension Report 2005 provided a useful context for understanding the savings behaviour of
individuals. In particular, the psychological barriers to pensions saving. One of the themes being developed
within the 2006 report will be the impact of advice and information on helping to break down some of
those barriers.

1.7 We recognise that this will have implications for some of the issues within the remit of this Inquiry.
Not least how we change people’s savings behaviour, but how the working of the NPSS will assist that
process.

2. Views on Key Recommendations from 2nd Pension Commission Report

2.1 The conclusions in relation to raising the State Pension Age are unarguable in the face of increasing
longevity.

2.2 The core structural reforms proposed for State Pensions represent a politically acceptable
compromise. We believe that far reaching and sustainable reform requires:

— Significant simplification: A thorough restructuring of State Pensions.

— Improved adequacy: An increased foundation level of replacement income from State Pensions.

— Limitation of the future growth of means testing: Pensions Credit is already a disincentive to save
at current levels.

— Improved access: Many under-pensioned groups are poorly served by state provision. For
example, while 90% of men are entitled to full BSP less than one-in-five women accrue the same
level of pensions rights.

2.3 The proposals in relation to NPSS are logical but carry significant risks—both in terms of potential
execution failure and potential damage to existing private provision.

2.4 Whatever eventual reforms are implemented, it is essential that state pensions, private sector pensions
and the wider regulatory regime are considered holistically.

2.5 We agree with the with the conclusion that the current highly regulated model of market operation
with high up front costs and high persistency costs does not provide a basis for extending private sector
coverage to low income groups.

2.6 We support the concepts of automatic enrolment (with member level opt out) and contingent
employer compulsion. We are against the concept of employer opt outs as we believe it would negate the
benefits of automatic enrolment.
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2.7 We believe an 8% combined contribution rate is a sensible starting point, but should not be
misinterpreted as a recommended long-term contribution rate to provide adequate replacement income for
most individuals.

2.8 The Scottish Widows Savings Ratio uses a number of assumptions about the average replacement
income ratio in retirement. On the basis of those assumptions we propose a required contribution rate of
about 12% of annual salary.

2.9 According to our findings in 2005 the actual savings ratio for UK households is currently 9%. The
key message we highlighted in publicising those figures was that on current savings levels people’s
expectations of a comfortable retirement are unlikely to be met. It is therefore vital that both the ability and
the need to make additional voluntary contributions under NPSS are heavily promoted.

3. Key Design Considerations for NPSS (or Alternatives)

3.1 The natural sequence of activity would be to fully design the proposed system and then accurately
cost it. To specify the cost in the absence of the technical design and market testing is extremely dangerous.

3.2 Given the proposed target market (small employers, low earners etc) we believe that the practical
challenges in relation to key issues such as premium collection, policing and member communication have
been underestimated.

3.3 We believe the financial modelling undertaken by the Pension Commission is rudimentary and key
assumptions in relation to income profile and persistency levels are inappropriate.

3.4 At present, the danger of levelling down is understated. This could occur either through levelling
down of contribution levels or employers terminating current arrangements on the grounds of cost. At
present around 75% of schemes set up by Scottish Widows have aggregate contributions in excess of
proposed NPSS levels.

4. Partnership Pensions—The ABI Alternative

4.1 We believe the ABI alternative to NPSS is worthy of serious consideration:

4.1.1 It is the only alternative which re-uses the existing infrastructure.

4.1.2 It builds on the core product design, administration and communication competencies
within the insurance sector.

4.1.3 It represents a lower implementation risk than unproven alternatives.

5. Next Steps

5.1 We believe theGovernmentmust take important decisions in relation to the technical design of NPSS
(or alternative). These decisions include:

5.1.1 Eligibility rules.

5.1.2 Contribution levels.

5.1.3 Governance/legal structure.

5.1.4 Tax regime.

5.1.5 Investment options.

5.1.6 Premium collection mechanisms.

5.1.7 Interaction with existing private pension regime.

5.1.8 Employer policing mechanism.

5.1.9 Advice regime and regulation.

5.2 Only once there is clarity over these points can the best way of establishing the scheme and the short
and long term costs established.

Scottish Widows

March 2006
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Supplementary memorandum submitted by Scottish Widows
following the publication of the Pensions White Paper

Introduction

Scottish Widows currently looks after over four million customers’ needs and distributes through Lloyds
TSB branches, financial advisers, direct by telephone and on the internet.

Scottish Widows is delighted to submit further evidence as part of the Work and Pensions Select
Committee’s Pension Reform Inquiry following the publication of the Department for Work and Pensions
recent White Paper: Security in Retirement; Towards a New Pensions System.

This submission should be read in context with Scottish Widows first submission to this Inquiry.

The Key Questions

Is the proposal for a National Pension Savings Scheme is the right way forward and, if so, how should it work?

1. We agree that a radically diVerent approach is required if we are to successfully stimulate required
levels of private saving for lower and mid earners.

2. There are currently fundamental structural barriers which aVect both the supply and demand side of
the retail pensions market place. On the demand side, the obvious impact is the desirability of saving given
the widespread impact of means testing for the target socio economic groups. We believe these have been
partially addressed through the planned State Pensions reforms outlined in the White Paper and comment
further below on this aspect.

3. On the supply side there are clear barriers to extending levels of private saving arising from the heavily
regulated and therefore expensive advice process. This has made it extremely challenging for providers and
advisers to profitably serve this part of the market. This is exacerbated when the risks associated with
advising people to take out private savings, the benefits of which are negated by means testing, is taken
into account.

4. Conceptually, we agree with many of the high level design principles set out in the White Paper.
However, we believe there needs to be a clearer understanding of the relative risks of the single NPSS
solution versus “branded provider” models.

5. We also endorse the views of the ABI in relation to the realistic charging levels for NPSS. Our own
internal analysis supports a view that the true cost of serving this market is likely to be in the range of 0.6%
to 0.7% a year (should the charge be expressed solely as a single annual management charge).

6. Aswell as a clear understanding of the true long term costs of serving thismarket, further consideration
needs to be given to the preferred shape of charges. A key consideration irrespective of whether the single
solution ormulti provider solution is adoptedwill be the establishment costs and the substantial losseswhich
will be incurred in the early years of operation if a single AMC charging basis is adopted.

7. We believe that the cost profile will be largely independent of the decision taken on a single versusmulti
provider NPSS solution—there is no compelling evidence that a model built around “competition for
contracts” will be substantially cheaper in the long run. It is therefore essential that there is a true
understanding of the costs and capital requirements in establishing and running the scheme.

8. We have severe reservations over the prospect of the costs of a single NPSS solution being
miscalculated, with any resulting shortfall being borne by taxpayers. This is particularly important in the
context of the wider impact on the retail savings market. We must avoid a situation where existing financial
services organisations are faced with the prospect of a taxpayer subsidised competitor. We believe the
competitive aspects of this could be particularly damaging.

9. Overall, we believe that the adoption of a branded provider solution represents a lower risk
implementation path as it builds on existing capabilities in running DC pension arrangements. Many large
private sector organisations have invested heavily in state of the art web based administration systems which
are successfully administering DC pension arrangements today for both large and small employers.

What will be the impact on saving behaviour of the reforms and of existing incentives (such as tax relief)

10. Although the White Paper attempts to quantify the potential levelling down that could occur as a
result of employers looking to cap their overall pension contribution across a wider membership post auto
enrolment, we do not feel this identifies the main risks to existing provision.

11. The greater risk is that employers will reduce their overall contribution rates to that established as the
minimum employer contribution for NPSS. Over recent years there has been a pronounced trend towards
employers looking to limit the spread of their future liabilities and cap their cost commitments in relation
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to pension provision. There has been an obvious step down in levels of employer contribution associated
with migration from defined benefit to defined contribution schemes and this trend could be exacerbated by
the establishment of a new low “Government backed” contribution rate set at 3% of “band earnings”.

12. Additionally there is a clear risk that employers will not only level down their contribution in
percentage terms, but could also look to redefine the definition of pension-able earnings to mirror that set
out in NPSS.

13. A further risk in relation to the impact on existing savings relates to the potential for customers and/
or employers to migrate away from existing arrangements to achieve a lower unit price than currently being
paid. Although on one level this could be seen as the healthy functioning of a competitive market, it would
present significant problems for existing industry participants as it would be associated with the movement
from contracts established on an advised basis to non-advised products without the provider being able to
recover the sunk advice costs. As a result existing insurers could potentially face significant financial loss
from this non persistency. This could impact on provider share prices as well as causing significant job losses
through contraction of demand.

14. One potential impact of NPSS is that providers withdraw from the retail pensions market in advance
of its introduction. This would be triggered by an assessment of the financial risk associated with continuing
to operate in an advice led/commission based market prior to the migration to a non advised low cost NPSS
model. Significant amounts of capital could be at risk for providers. Any such preNPSSmarket contraction
had the potential to further damage levels of private savings in the period from 2006–12.

The future role of employers in pension provision and the impact on this of proposals for reform

15. We strongly endorse the view articulated by the Pensions Commission, and within the White Paper,
that the role of employers in facilitating and stimulating greater private savings is absolutely fundamental.
For this reason we strongly support the concept of automatic enrolment and contingent employer
compulsion. Without employer contributions set at a meaningful rate we do no believe NPSS will succeed.

16. We recognise, however, the need for the wider economic impacts on employers to be taken into
account and for this reason favour the combination of phasing in employer contributions and/or provision
of additional incentives targeted at smaller companies. Not only will the additional cost of pensions
contributions need to be taken into account, but the potentially hidden costs in terms of the employer
administration role will need to be carefully thought through. Overall, however, we believe that given the
timescales set out for the implementation of NPSS, these challenges are manageable.

17. In relation to the role of employers, it must be recognised that many of the employers who would
require to commence contributions under NPSS operate with relatively limited administrative support and
lack the sophisticated payroll systems that typically operate in larger companies. For this reason, we believe
that careful consideration will need to be given to the detailed administration procedures and systems that
will be required to successfully operate NPSS. These detailed arrangements will need to facilitate the
accurate, secure and timely remittance of contributions.

18. A key component of the overall NPSS architecture must be an eVective approach to the governance
of member enrolment, opt out processes, remittance of contributions and policing against fraud.We believe
this component of the systems architecture will be fundamental to the success of NPSS and that the
challenges here should not be underestimated.

The proposals for reform of the state pension system

19. In assessing the eVectiveness of the proposed reforms within theWhite Paper, our key criteria are the
need to achieve greater simplicity, less spread ofmeans testing and greater equality of outcomes, particularly
for women and carers.

20. Overall, we believe the proposed state pensions reforms represent a realistic but eVective package of
change which will, over time, lead to a more understandable, less means tested and fairer system.

21. We believe the proposals for increasing the State Pension Age are sensible in the context of today’s
understanding of life expectancy, but will require to be kept under review to ensure that they are kept in step
with future increases in longevity.

22. The proposals in relation to the State Second Pension (S2P) system have understandably received a
significant amount of publicity and debate.

23. On balance, we believe that the movement towards a flat rate system is desirable in the interests of
achieving greater simplicity. However, it should be recognised that the eVect of the removal of DC
contracting out is to remove some £3 billion per annum from the funded private pension system.We believe
that there is a case that can be made for the continuation of DC contracting out, but only if the levels of
rebate were to be significantly increased to clearly incentivise such behaviour and remove current advice
issues. Given that this is unlikely in the context ofthe overall funding requirements of the state pensions
reform package, we believe on balance that the changes to the state second pension system are desirable.
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24. We are strongly in favour of the restoration of the earnings indexation arrangement for basic state
pension and see this as key to limiting the future spread of means testing. We remain concerned over the
lack of clarity in relation to the specific implementation timetable, as this is clearly a key component of the
overall reform package.

Measures to facilitate later working and flexible retirement

25. Taken together with the recent changes associated with “pensions simplification”, we feel that
structurally the pensions systemwill facilitate later working and flexible retirement. However, the social and
attitudinal changes that are required in the context of an ageing population will continue to present a
significant challenge for individuals and employers alike.

NPSS technical design issues

26. For NPSS to operate in the manner envisaged, it is vitally important that there is no requirement for
financial advice introduced. This in turn requires no dilution of the employer contribution in order to
achieve a clear financial incentive. It also requires firm coupling with the proposed changes to means testing.

27. We strongly advocate that there needs to be a level playing field between any eventual NPSS design
and other employer sponsored pension arrangements in terms of advice requirements and wider regulatory
requirements.

28. The removal of financial advice requires a strong underpin in the form of specific initiatives to
improve levels of financial education within the UK. Overall, we believe that carefully written information
booklets can be designed to cover issues such as the interaction of pensions saving with debt repayment and
other related financial issues. While we are unequivocal in our support of the move towards a non-regulated
automatic enrolment process for NPSS and other forms of employer sponsored pension arrangements, we
believe that other steps will be required to achieve its success.

29. Specifically, we believe the eventual product should be designed to be as simple as possible, with very
restricted investment choice and a simple tax regime. This will serve the additional benefit of more clearly
diVerentiating a future NPSS regime from existing forms of retail pension savings which may be more
appropriate for complex financial planning on an advised basis.

30. We also believe that careful consideration requires to be given to the interaction of contribution levels
and inter regime transfers between NPSS and non-NPSS forms of private pension provision.

Scottish Widows

June 2006

Memorandum submitted by Institute for Public Policy Research

Summary

— The Pension Commission’s SecondReport (“Turner Report”) is a valuable contribution to theUK
pensions debate.

— The Turner Report correctly identifies the main problems with the current state pension system.

— However, IPPR disagrees with Turner’s recommendation that the Basic State Pension (BSP) be
uprated with earnings starting from its current level, because this does nothing to close the gap
between the BSP and the Pension Credit Guarantee (PCG).

— Ippr recommends instead that the BSP be raised to the PCG level immediately and uprated with
earnings thereafter. This can be paid for by abolishing the contracted-out rebates in the National
Insurance system, abolishing the Savings Credit for pensioners and closing the State Second
Pension (S2P) to new contributions. IPPR’s proposals are also much simpler than Turner’s, which
is very important in creating a state pensions regime that people can understand and plan within.

— In the long run there is a strong case for either (a) a “Citizen’s Pension” based on residency rather
than past contributions, or (b) making the contributory BSP more inclusive by “crediting in”
working age people for activities other than work (which the Government has already started to
do). Either of these strategies would vastly reduce the extent to which future pensioners have to
rely on means testing.

— Ippr is broadly supportive of the Turner Report’s National Pensions Savings Scheme (NPSS)
largely because auto-enrolment will help overcome inertia towards savings decisions among
employees without the drawbacks of “hard compulsion”. Also the scheme is very low-cost
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compared with private sector defined contributions schemes. However, the Government will need
to be prepared to negotiate on the exact details of the scheme to secure support from employers
if it wants to implement NPSS.

— The Turner Report’s recommendations on increasing the state pension age, and raising the
eVective age of retirement, are very sensible.

— The tax treatment of savings was outside the Pension Commission’s remit, but there is a
fundamental need for a review of savings policy, perhaps by a “Savings Commission”.

— There remain considerable challenges for theGovernment in convincing a sceptical public that the
Turner package, or whatever pension reform package it presents in the forthcomingWhite Paper,
is desirable.

Introduction

1. The Pension Commission’s Second Report (hereafter referred to as the “Turner Report”) is an
exhaustively researched, coherently argued and valuable contribution to the debate over the future of
pensions provision in the UK. The Institute for Public Policy Research (IPPR) agrees with some of the
Turner Report’s recommendations, but disagrees with others. In this submission we give an exact account
of our agreements and disagreements with the recommendations. Where we disagree, we explain why, and
give details of our preferred alternative.

2. IPPR is the UK’s leading independent progressive think tank, and has a distinguished tradition of
intelligent pensions research and commentary. We played a key role in the debate which led up to the
formation of the Pensions Commission with the publication of A New Contract for Retirement by Richard
Brooks, Sue Regan and Peter Robinson in 2002. In 2005, Working Longer by Tim Gosling, Miranda Lewis
and Peter Robinson191 examined the objectives of pensions reform and the problem of early labour market
withdrawal, and showcased new qualitative evidence on people’s attitudes to working later in life; this
research was one of the sources of evidence quoted in the Turner Report.Our response to the Turner Report
is largely drawn from our existing work but we have been careful to take on board the new evidence from
the Pensions Commission in framing our exact recommendations.

Proposals for Reform of the State Pension System

3. The Turner Report correctly identifies the main problems with the current state pension system. These
are as follows:

(a) the Basic State Pension (BSP) is not set at a suYciently high level to lift pensioners out of poverty—
hence a pensioner with a full BSP entitlement, but no other source of income, has to rely on themeans-tested
Pension Credit to provide the minimum adequate level of income to avoid poverty;

(b) the gap between the BSP and the Pension Credit Guarantee level will continue to grow as long as the
current policy (whereby the BSP is uprated by prices, but the Pension Credit Guarantee (PCG) is uprated
by earnings) is maintained. This will lead to an inexorable increase in the extent of means-testing among
future pensioners;

(c) the extent of means-testing is exacerbated by the fact that many current pensioners do not have full
National Insurance Contributions records for BSP, and so have to rely much more, and in some cases
entirely, on PCG. Like all means-tested benefits, PCG has less than 100% take-up (the most recent figures
from Department of Work and Pensions at http://www.dwp.gov.uk/asd/income—analysis/NSPR0304.pdf
suggest that only around 60 to 65% of eligible pensioner households take up the Pension Credit). This leads
to poverty amongst some of the most vulnerable pensioner households. Attitudinal research suggests that
means-testing pensioner incomes is also unpopular among pensioners themselves and much of the rest of
the population, and undermines popular support for the Government’s pensions policy;

(d) the increase of means-testing leads to a decrease in willingness to save among people currently of
working age on low to medium incomes, even though the Government has introduced the savings element
of the Pension Credit to try to counteract this problem;

(e) the earnings-related component of the state system, State Second Pension (S2P) is very poorly
understood by people of working age. In particular, the decision whether to contract in or out of S2P is one
which is very diYcult for most people to take with any confidence, even after advice from an Independent
Financial Adviser; and

(f) overall, the system is too complex, and undermines the ability of individuals tomake rational decisions
about how and to what extent they should save for retirement.

191 Peter Robinson, TimGosling andMiranda Lewis (2005), Working Later: Raising the EVective Age of Retirement, London:
Institute for Public Policy Research.
(these have been sent to the Committee as hard copies)
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4. Despite having identified the right set of problems, we are not convinced that the Turner Report
recommends the right solutions for state pension reform. There are two key problems with the Turner
proposals. First, the recommendation that the BSP be uprated with earnings from now on does nothing to
reverse the gap that has opened up between the BSP level and the pensioner poverty line since the decision
was made in 1980 to uprate BSP with prices rather than earnings; it merely stops the gap becoming any
worse. Millions of pensioners will continue to be heavily reliant on means-tested support to secure an
adequate standard of living under this proposal. Second, the Turner recommendations do nothing to reduce
the complexity of the state system. There will continue to be two tiers of state support—BSP and S2P.
Indeed, the Turner Report suggests the possibility of the BSP and S2P becoming payable at diVerent ages,
which would increase the complexity of the system still further.

5. IPPR recommends instead that the BSP be raised to the Pension Credit Guarantee level with
immediate eVect, and then uprated with earnings in future. At the same time, S2P should be closed (while
continuing to honour S2P and SERPS rights accrued up to the present day) and the related National
Insurance rebates for contracting out should be abolished. This would have the following beneficial eVects:

(a) A pensioner with full entitlement to the BSP would no longer require additional means-tested
assistance to enjoy a living standard above the poverty line.

(b) The system would be dramatically simplified. This would reduce administrative costs as well as
making it easier for people to plan their approach towards saving for retirement. When combined
with the contributory National Pensions Saving Scheme (examined in paragraphs 10–16 below),
it would make it much easier to explain to people what the State would guarantee in terms of
retirement income, and therefore how much individuals would be expected to provide for
themselves—a balance of responsibilities which is very unclear in the current pension system.

6. TheTurner Report recommends against raising the BSP to the PCG level, largely on cost grounds. The
Report suggests that it would cost an extra 1.6% of GDP to introduce a BSP which was paid universally at
the PCG level, ie to all pensioners, not dependent on past contributions. Our immediate recommendation
of paying the BSP at the PCG level, but dependent on existing contributions records, would not be as
expensive as this. Most of the necessary extra government revenue necessary to implement this policy could
be raised by ending the contracted-out rebates in the National Insurance system, which amounted to 0.9%
of GDP in 2004–05. Additional revenue would be created by abolishing the Savings element of the Pensions
Credit, which would become redundant if the BSP were raised to the PCG level (as the BSP is not a means-
tested benefit). Statistical modelling of the costs of implementing this proposal carried out by
PriceWaterhouseCoopers for IPPR in 2002 indicates that a combined policy of (a) paying the BSP at the
PCG level but dependent on past contributions records, (b) closing S2P to new contributions (whilst
honouring existing acrrued rights), (c) abolishing the National Insurance contracted-out rebates and (d)
abolishing the Savings element of Pensions Credit would be roughly revenue neutral, and hence aVordable.

7. The Turner Report is also against raising the BSP to the PCG level because a lot of the pensioners who
would gain from this policy would be in households who are already well-oV. This is a fair criticism but can
be dealt with by making adjustments to the income tax regime which pensioners face. The Basic State
Pension counts towards taxable income for Income Tax purposes; hence it should be possible to adjust the
tax allowances for pensioners so that the gains from the policy are reduced or eliminated for wealthy
pensioner families. As the tax allowances for pensioners are already diVerent from those for people of
working age, this approach would not lead to any additional complexity in the income tax system. It could
also provide extra revenue which could be used for additional spending or to cut taxes elsewhere in the
system.

8. The Turner Report also considers the option of paying the Basic State Pension based on a residency
criterion, irrespective of past contributions (the so-called “Citizen’s Pension” option.) IPPR’s view is that
the replacement of the contributory Basic State Pension with a non-contributory Citizen’s Pension is not a
realistic option in the short term, largely because (as Chapter 6 of theTurner Report points out) Britain does
not have a pre-existing database of individual residential records which could be used to determine
eligibility—this would have to be built up over several years before such a scheme could go ahead.
Nonetheless, the Citizen’s Pension is a potential option for reform in the medium to long term (say, 2020
or later) as it leads to still greater simplification of the pensions system, and has the potential to remove
means-testing for the huge majority of pensioners who would still be means-tested under the proposals
outlined in paragraph 4 above (ie those who have incomplete state pension contribution records.)

9. Recent comments by the Secretary of State forWork and Pensions (Hutton, 2006), to seem to indicate
that the Government is not in favour of introducing a Citizen’s Pension largely because it would undermine
the “contributory principle” underpinning support for the state pensions system, whereby a retired person
receives the state pension as a reward for contributions made through employment or other favoured
activities (such as caring for relatives) over his or her adult life. IPPR is sceptical as to the value of the
contributory principle as a guide to pensions policy, largely due to its nebulousness.192 However, there may
be an alternative route to something very like a Citizen’s Pension. The Government has already extended

192 Hutton, J (2006) “The State and the Individual: Building a Lasting Pensions Settlement”, speech hosted by Institute of
Public Policy Research, 14 March. Online at http://www.IPPR.org/uploadedFiles/events/Microsoft%20Word%20-
%20John%20Hutton%20speech%2014%20March%202006.pdf



3367124059 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 283

the range of circumstances in which individuals of working age can be “credited in” with BSP contributions
through the National Insurance system (caring for disabled relatives or children, being unemployed and
actively seekingwork, etc.) and is looking to extend the “crediting in” regime still further. Taken to its logical
conclusion and combined with uprating of the BSP to the PCG level, this approach could lead to an equally
large decline in the extent of means-testing through a diVerent route. Therefore it is a valid alternative to a
residency-based pension. Either of these alternatives would be better than the status quo.

Proposal for a National Pensions Saving Scheme

10. The Turner Report’s proposal for a National Pensions Saving Scheme (NPSS) is a sensible attempt
at a workable solution to the problems with private pension provision in the UK in recent years which the
Report identifies (correctly in our view):

(a) Declining proportions of private pension coverage among younger cohorts of employees.

(b) The ongoing drift towards closure of Defined Benefit pension schemes in the private sector.

(c) Declining levels of average employer contributions as the composition of schemes shifts towards
Defined Contribution schemes over time.

(d) High annual management charges in Group Personal Pension schemes and Individual Personal
Pensions.

(e) The failure of Stakeholder Pensions as a mass take-up, low-cost private pensions vehicle.

11. IPPR has in the past been opposed to greater compulsion on employees or employers tomake pension
contributions. Our view was that the priority was a drastic simplification of the environment in which
individuals make their savings and pensions decisions during their working lives, by simplifying the state
system (as explained in paragraph 5 above) and making the tax treatment of savings and pension
contributions transparent, clear and stable over time. We believed that the decline in coverage levels of
private pensions among younger cohorts of workers was largely due to the complexity of the current
pensions system, and that once this was sorted out, pensions coverage would increase. We worried that
greater compulsion would be seen as just an additional tax on employees and/or employers. Moreover,
because some individuals may be using other, non-pensions savings vehicles to provide funds for retirement
(eg investment in housing, ISAs, etc.) compelling everyone to save into a pension scheme could lead to over-
saving in some cases.

12. However, the analysis in the Turner Report makes two crucial new points which we had not
considered to any great extent in our previous work:

(a) There is considerable inertia in individual decisions which can lead to young workers not enrolling
in a pension scheme, and then regretting the decision later on. As the First Report of the Pensions
Commission, published in October 2004, points out, cutting-edge research in behavioural
economics and psychology shows that thinking about pensions choices from the traditional
economist’s framework of a rational far-sighted agent may be inappropriate in many cases. It can
make a diVerence what the default pension enrolment situation is for people who enter a job.
Under the current system, the default for the private sector worker is not to be enrolled in a pension
scheme (unless the employer oVers a final salary scheme, which is increasingly rare.) Under the
Turner proposals the default would be enrolment in NPSS. The review of empirical evidence in
the Turner report suggests that this diVerence in the default position could lead to a substantial
increase in overall pension coverage in the UK.

(b) Annual management charges for Group Personal Pensions and Individual Personal Pensions are
very high relative to the cost of running a large company pension scheme, and relative to the cost
of state-run funded schemes in other countries. If the Turner Report is correct in its assumption
that NPSS could be run at an annual management charge of 0.3% or less, this would lead to a huge
increase in the return on funds invested in the scheme over a typical working life, relative to an
investment in a typical private personal pension. Thus NPSS represents a much more eYcient
model for “growing” pension savings over time than is currently available from private sector
defined contribution pension schemes.

13. It is also important to emphasise that NPSS is not a compulsory scheme in the strict sense of the term.
Employees would be enrolled automatically on beginning a job (unless their employer oVered a more
generous pension scheme they could join), but with the option to opt out if they so chose. Thus the scheme
is one of “soft compulsion”, which is less likely to be accused of being “just another tax” than schemes with
a “hard compulsion” element. Individuals who had decided to save for their retirement through othermeans
would not be forced to over-save.

14. IPPR is therefore in favour of the general principle of NPSS. However, there is likely to be
considerable opposition to some of the specific details of the scheme from employers and employer
organisations:

— Many employers, and employer organisations such as the CBI, are worried about the additional
cost burden that the 3% employer contributions will create.
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— The Association of British Insurers has claimed that the scheme could be run more eYciently by
the private sector than by the state.

— Christine Farnish, head of the National Association of Pension Funds, has accused the scheme of
being a “throwback to the Stalinist era” which aims to nationalise a large chunk of private
pensions saving.

15. It should be possible to defuse most of these objections without jeopardising the viability of the
scheme. On the employer costs point, the introduction of the scheme could be accompanied by an oVsetting
reduction in employer National Insurance Contributions to keep the overall burden on employers neutral,
if this were necessary to secure employer buy-in. On the ABI’s point, the main advantage of running NPSS
as a state scheme is that the mechanisms for deduction of contributions at source (PAYE Income Tax and
National Insurance deductions on payslips) are already in place and well understood by firms and
employees, and could be adapted forNPSS contributions with relative ease and low cost. Nonetheless it may
be worth contracting some aspects of the scheme out to the private sector through a competitive tendering
process to secure the most eYcient provider (eg fund management). The NAPF’s criticism that the NPSS
represents a “Stalinist” model for state-directed pensions saving seems to indicate a complete misconception
of the Pensions Commission’s proposals. Lord Turner has been very careful to stress that the individual
NPSS accounts will be the legal property of individuals, to be invested according to individual preferences.

16. Although there may have to be some negotiations with employers to secure buy-in to the NPSS, it is
certainly useful to secure some commitment from employers to pay contributions, even if it is a rather
modest one. This is because employees will be more likely to join the scheme if they feel that they are getting
a contribution from their employer which they would otherwise not have received. Although standard
economic theory indicates that employer contributions will be paid for by employees through lower net
wages in a “perfectly competitive” market, in practice there is considerable scope for “imperfect
competition” in labour markets, meaning that in practice the employer contribution (or some proportion
of it) may indeed be an additional payment into the employee’s pension fund which is not fully oVset by
lower net wages. Thus we support the Turner Report’s recommendation that employers make a modest
contribution into NPSS for those employees who are enrolled in the scheme.

Proposals for Increasing the State Pension Age

17. The proposals for increasing the state pension age outlined in theTurnerReport seem sensible to IPPR
and are a vital part of any sustainable pensions settlement for the long run. Back in 2002, IPPR was one of
the first organisations to make a coherent case for an increase in the state pension age (to 67 by 2030) as part
of a socially just and economically sustainable package of pension reforms that reflect the fact that men and
women are now living much longer, and this trend is set to continue into the 21st century. The logic behind
the Turner Report’s presentation of the case for a gradual rise in the state pension age from 2020 onwards
is hard to disagree with. At the same time Turner is clear to stress that a gradual rise from 2020 onwards,
suYcient to maintain the ratio between years in work and years in retirement as longevity increases, will be
quite suYcient. So it is not necessary for the retirement age to rise suddenly to 70 by 2030, for instance (as
some of the organisations who submitted evidence to the Pensions Commission were arguing).

The Turner Reforms and the Tax Treatment of Household Saving

18. Reforms to the general tax treatment of household saving were outside the remit of the Pensions
Commission, and so the Turner Report makes no specific recommendations on this issue. Given that
pensions saving represents a considerable proportion of total saving by households, if the Pensions
Commission recommendations are eVective in raising amount of pensions saving in the household sector
(aswe believe theywill be if implemented), this should result in a considerable boost to the household savings
rate even in the absence of any other reforms.

19. However, there remains the need for a fundamental review of the tax treatment of savings. The
Pensions Commission can serve as an example of good practice here, and it would be a good idea for the
Government to establish a “Savings Commission” with the objective of conducting as thorough a review of
the policy options for savings policy as the Pensions Commission was able to achieve for pensions policy.
The key points which IPPR would like to see addressed in such a review are as follows:

(a) Tax incentives for savings along the lines seen in the UK in recent decades (eg PEPs and ISAs)
have favoured higher rate taxpayers much more than people on lower earnings. Thus they are
regressive in their distributional impact at the same time as doing little to encourage savings
amongst people on lower incomes.

(b) There needs to be a more thorough examination of alternative approaches to encouraging
household saving which use matching contributions from Government (such as the Savings
Gateway pilots) and/or which aim to build up a stock of assets over time (such as the Child Trust
Fund). These work much better for encouraging savings among poorer households than do tax
incentives.



3367124059 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 285

(c) To make it easier for individuals to make rational and sensible choices over howmuch to save, the
system of Government support for savings needs to be as simple and easy to understand as
possible, consistent with the Government’s distributional objectives.

Raising the Effective Age of Retirement

20. The proposals contained in Chapter 8 of the Turner Report for raising the eVective age of retirement
by facilitating later working and flexible retirement look very sensible, and are along the lines suggested in
IPPR’s recent work on this subject.193

Convincing the Public

21. To conclude, we wish to emphasise three additional points which need to be considered by the
Government when working out how to convince the public that a package of pension reforms based on the
Pension Commission’s recommendations, or indeed any realistic package of pension reforms is desirable:

22. Even if the Government does not manage to reform the pensions system, the declining generosity of
state pensions and private pensions will eVectively force people to “choose” to work longer. It would be far
preferable to create a system that people understand and that allows them to make sensible long-term plans
for retirement, rather than waking up to cold reality later in the day.

23. The Government should not underestimate the amount of informing and persuading individuals
about the realities of increased life expectancy in the twenty-first century that is going to have to take place.
Our focus group research with men and women aged between 25 and 55 indicated that in general, people
simply did not believe that they were going to live to an older age than their parents’ generation managed
to, even when presented with the latest actuarial projections. Men, on average, underestimated their life
expectancy by almost five years and women by almost six years.194 There is a real mismatch between reality
(or at least, actuaries’ current best estimates of reality) and people’s expectations. This mismatch needs
somehow to be addressed if people are to plan for retirement in a rational manner.195

24. There is a real danger that the settlement which theGovernment reachedwith several groups of public
sector workers in November 2005, whereby existing recruits will be allowed to retire on defined benefit
pensions at age 60, will be viewed by workers in the private sector as very unfair, at a time when the
generosity of private sector pension provision is declining and the Government is indicating that after 2020
people will have to prepare themselves for later retirement. Therefore, the Government needs either to (a)
give a convincing explanation why the generosity of the public sector pensions deal is not inconsistent with
its overall strategy of encouraging later retirement, or (b) revisit the deal to make it more consistent with
the overall strategy. If neither of these options are possible, it will make it all the harder to “sell” a set of
pensions reforms based on the Turner blueprint to a sceptical public.

Howard Reed, Research Director and Chief Economist
Institute for Public Policy Research

30 March 2006

Memorandum submitted by the Royal College of Nursing

Summary

— The RCN is supportive of good defined benefit pension schemes for employees.

— We are supportive of the auto-enrolment in the National Pensions Saving Scheme (NPSS) as a
means of maximising pension take up.

— Whilst we support the principle of an NPSS there needs to be a change of emphasis from what it
should deliver to what it will actually deliver.

— The RCN supports the introduction of measures that increase the eVective retirement age. Many
nurses remain in work longer than the current retirement age and make a valuable contribution
to the care, development and support of younger nurses.

193 Howard Reed and Mike Dixon, “National Insurance: Does It Have A Future?” Public Policy Research, Vol 12 No 2, pp
102–110. Oxford: Blackwell Publishing.
(these have been sent to the Committee as hard copies)

194 Peter Robinson, TimGosling andMiranda Lewis (2005), Working Later: Raising the EVective Age of Retirement, London:
Institute for Public Policy Research.
(these have been sent to the Committee as hard copies)

195 Peter Robinson, TimGosling andMiranda Lewis (2005), Working Later: Raising the EVective Age of Retirement, London:
Institute for Public Policy Research.
(these have been sent to the committee as hard copies)
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— Nursing remains predominantly work undertaken by women and as such we are supportive of any
attempts to increase pension coverage and entitlement to women.

— We have some concerns about a blanket increase in the Statutory Pension Age (SPA) as this could
have a disproportionate impact on those people with lower life expectancy and could compound
inequalities.

Introduction

The Royal College of Nursing has a membership of over 380,000 registered nurses, midwives, and health
visitors, nursing students, health care assistants and nurse cadets. The organisation is the voice of nursing
across the United Kingdom and the largest professional union of nursing staV in the world. The RCN
promotes quality patient care and nursing interests on a wide range of issues by working closely with
Government, the UK parliaments and other national and European political institutions, trade unions,
professional bodies and voluntary organisations.

The RCNwelcomes the publication of the Pensions Commission report of 30November 2005. It is a clear
and detailed analysis of the issues facing the provision of a meaningful state pension, the reduction of
pensioner poverty and the provision of pensions for those with broken career or employment histories.

The RCN has recently been party to the Public Sector Framework agreement on public sector pensions
for health employees, teachers and civil servants. Whilst our position was always to support the retention
of the normal pension age of 65 for current scheme members we were also of the view that a key issue for
any future occupational or state pension was seeking to increase the eVective age of retirement ie the age at
which people actually retire as compared with the age when they are entitled to retire. We are pleased to see
that currently it is now increasing after a period of decline. Keeping people in work, whether in one
employment setting or in diVerent careers over a lifetime, is valuable to the individual, to society and to the
economy overall.

1. Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so, how it
should work?

1.1 The RCN, along with colleagues in the TUC, are supportive of good defined benefit pension schemes
for employees. These are however declining in the private sector and final salary defined benefits schemes
are under challenge in the public sector. For any National Pension Savings Scheme (NPSS) to work there
needs to be confidence in two key areas. Firstly employeesmust be sure that any deduction of salary (whether
it be the 4% suggested or not) will be returned to them in pension as deferred pay. Whilst the Commission
note that it would be inappropriate to commence auto enrolment at age 16 because of the strong risks of
opting out, such a risk is always present even at a higher age if the perceived benefits are not seen to be
valuable or have declined in value.

1.2 Employers also need to believe that their contribution into a national scheme will have benefits for
them as individual employers and businesses. The NPSS must be seen as a benefit to business rather than
as a burden. The Government must take responsibility for ensuring this outcome through promoting the
NPSS to employers. Enrolment in the NPSS should be seen as “natural” to employees. For this to happen
any scheme must be promoted well in advance of any commencement date and pension provision should
form a part of school children’s personal education.

1.3 We are supportive of auto-enrolment in the NPSS. Many of our members enter nursing at a much
later age than they did 20 years ago. The average age of a nurse registering with the Nursing andMidwifery
Council (the regulatory body for nursing) is now nearly 30. We believe that nursing is now a career that
people enter either after completing their family or as a “second career” having had other employment(s).
In this case there is the risk that they may have little or no pension contributions. When nursing education
moved from being “employment” based to a “college” based training an indirect consequence of that was
that student nurses (because they became students and not employees) lost three years NHS occupational
pension service. Those who enter training later after following an earlier career or employment run the risk
of losing a further three years of pensionable service. The introduction of a NPSS scheme at age 21 would
go some way to maximising pension take up and would have the eVect of making the decision to enter
nursing or other academic based professions less risky from a pension perspective.

1.4 Whilst we support the principle of an NPSS as a method of both guaranteeing good state pensions
and reducing reliance onmeans tested benefits we are aware that the NPSS, despite intending to deliver 15%
of median earnings on top of the 30% which the state pension would provide, is essentially a defined
contribution scheme.Whilst the purchasing power ofGovernment is key inmaking the scheme both eYcient
and deliverable there needs to be a change of emphasis from what it should deliver to what it will deliver.
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2. The future role of employers in pension provision and the impact on this of proposals for reform

2.1 We have touched on this point in the comments above. We are supportive of the NPSS and the
principle of auto-enrolment and compulsory employer contributions. However we are aware that we cannot
generalise about “employers” and recognise that many already have pension schemes or pension
contribution levels above 3%. While the Commission believe that fixing contributions at 3% will have the
eVect of making employers who currently pay more think twice about reducing the contributions we would
want to have, more reassurance on this point. Whilst some employers may believe that the 3% is in eVect a
cost to their business they must also realise that it gives them some flexibility about how they “flex” their
employee remuneration packages. It is clear from the report that 3% is a minimum. Employers can increase
this level, subject to any cap, if they think that it will improve their competitive position for labour and
improve recruitment and retention.

3. Measures to facilitate later working and flexible retirement

3.1 We do not believe that access to an occupational pension scheme at 60 or 65means that a nurse would
automatically be leaving the workforce. We know that nurses remain in work longer than the current
retirement age and make a valuable contribution both to care and the development and support of younger
nurses. Facilitating later working has been advocated by the Commission in line with the gradual increasing
of the State Pension Age (SPA). We have always been supportive of the development of “end career”
employment opportunities that allows people to continue to work but gives them freedom to undertake
diVerent roles. Nursing is a physically and emotionally diYcult area of work. It is not reasonable to expect
nurses at 65 to be involved completely in work that was manageable in their 30s but diYcult in their 50s.

4. The impact of reform proposals on the pension incomes of diVerent groups, including the self-employed and
those currently at particular risk of being “under-pensioned”, such as women, disabled people, ethnic minorities
and people with varied work patterns

4.1 Nursing remains predominantly work undertaken by women.Whilst the number ofmen entering and
in the profession has risen the overall balance between men and women is still in the region of one in 10. We
are aware both from our members as well as research that although female employment rates have increased
women still earn less thanmen and that is after 30 years of equal pay legislation.Whilst a significant number
of ourmembers work in theNHS and have access to the occupational scheme 14%ofmembers work outside
it in the independent and voluntary sectors. Those working with large employers may have access to some
form of occupational scheme but many nurses with small employers do not. We are supportive of any
attempt to both increase pension coverage and entitlement to women and in particular women from some
ethnic minorities who sometimes have little access to good occupational pension schemes or who are reliant
for their State Pension on the contribution of their husband.

5. Whether the proposals for reform adequately address inequalities in pension provision

5.1 As already stated, the RCN supports the implementation of measures which support the increase in
eVective retirement age. However, it is aware that there are big diVerences in life expectancy by socio-
economic class and between those living in poorer areas of the country and those living in richer areas.
Therefore a blanket increase in SPA will have a disproportionate impact on those people with lower life
expectancy and further compound these inequalities. The RCN does not accept that this issue is dealt with
by those groups with lower life expectancy benefiting from higher annuity rates as suggested by the
Commission. Until such time as there are more eVective solutions to this problem, the RCN would have
grave concerns about supporting the automatic increase in SPA.

Gerry O’Dwyer, Employment Relations Adviser
Royal College of Nursing

March 2006

Memorandum submitted by the National Assembly of Women

Summary

Our submission deals with those aspects which we welcome, those which we have reservations about and
those that we reject:

— The analysis of the problems, particularly for women, is good and the proposals as a framework
for the future, are far reaching. However its proposals avoid spending any more money now ı so
do nothing to help current and soon-to-be pensioners.

— National Pensions Saving Scheme.
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— Employers compulsory contributions.

— Increase in the state pension age.

— Tax relief.

— Promoting Equality for Women.

1. We are pleased that the Report:

— rejects the prospect of pensioners being poorer in the future;

— recognises that the current system particularly disadvantages women;

— recognises that state spending on pensions will have to increase; and

— recognises that the tax relief currently in place disproportionately benefits the higher paid.

2. We welcome:

— the recognition that spending on state pensions will have to increase in future as the number of
pensioners increase;

— that there is a real need to improve women’s and carer’s pensions;

— that access to the basic state pension should be widened bymaking entitlement based on residency,
but believe that this needs to be introduced immediately, in order to benefit those womenwhowere
mis-sold the married woman’s stamp; and

— the suggestion that the basic state pension should be in line with earnings, but also want this to be
introduced immediately, along with an increase in value to £109 per week.

3. National Pensions Savings Scheme

We are pleased that The Commission has recognised that the voluntary approach to pension saving does
not and will not work. Employers are retreating from good quality final salary pension schemes and on
average put in only half the amount into money purchase schemes. Less than half of those working in the
private sector have access to a scheme with employer contributions and therefore the recommendation for
a National Pensions Savings Scheme is helpful. While it has not gone for compulsory saving, that employers
will have to make a contribution if employees do is essential.

4. Compulsory employer contributions: we welcome this proposal but we are concerned that the first
£4,888 earnings are ignored. Many women part time staV working 16 hours per week or less would be
excluded from compulsory employer contributions. On the minimum wage, people would have to work 18
hours to get above the threshold. Employees should have the right to have all earnings counted. There is
already evidence that employers restrict working hours to ensure that they avoid liability to National
Insurance contributions; how many will avoid paying above the lower limit for pensions? There would also
need to be safeguards to prevent unscrupulous employers threatening worse pay to those who want to save
for a pension.

5. We reject: totally, the proposal to increase the state pension age and the justification that life
expectancy is increasing. There are significant regional diVerences in life expectancy, as well as between
classes and diVerent ethnicities. This would hit the poorest the most, whose life expectancy has changed the
least. NB The first cohort of women whose pension age increased from 60 will feel the eVect from 2010.

6. Tax relief: we have argued that the current system of tax relief is highly regressive and amounts to a
direct subsidy of high earning men with over half of the cost of tax relief on pension contributions going to
the richest 10% of taxpayers. In 2003–04 tax relief on pension contributions was an estimated £11.4 billion.
This subsidy should be ended and the money redirected to improving the state pension.

7. Promoting Equality for Women

Any proposals in the Government White Paper should meet the demands of the new Equality Act which
places a positive duty on the government departments to ensure that their policies promote equality for
women.

Valerie Duncan, Secretary
National Assembly of Women

30 March 2006
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Memorandum submitted by UNITE

Executive Summary

— TheNPSS is the right way forward. Too few people are saving for their retirement. Of those people
who are saving too few are saving suYcient amounts.

— Autoenrollment is key to the success of the NPSS.

— Compulsory employer contributions are vital to ensure a reasonable amount in the final
pension pot.

— 8% initial contribution rate is reasonable, but progress should be made towards increasing this to
close to 16%.

— Means testing in state pensions has to be eradicated or reduced significantly.

— The state pension system has to be simplified to enable people to make clearer decisions about
saving for a second pension.

— The state pension age could be increased to 67 so long as there are safeguards for those who cannot
work to this age; diVerences in mortality across the country are reduced or removed.

— Any pension reform must make the state pension more generous, and simpler to understand.

Introduction

1. UNITE, the National Federation of Royal Mail & BT Pensioners represents pensioners from all
grades in Royal Mail, British Telecom, British Steel and Rolls-Royce and Bentley, with over 100,000
members nationwide.

2. We welcome the opportunity to submit evidence to this inquiry into Pension Reform.

3. The Pensions Commissions First and Second Reports provide a comprehensive data base on the UK
pension system both private and State. The facts have been agreed by everyone. The starting point therefore
for any new debate on pension reform should be to look at the conclusions of the Pensions Commission and
seek a consensus on a holistic approach. The Government must introduce a radical set of proposals for a
long lasting, viable pension system.

4. The First Report sets out starkly the unavoidable choices which will have to be made:

1. Pensioners will become poorer relative to the rest of society.

2. Taxes/National Insurance contributions devoted to pensions must rise.

3. Savings must rise.

4. Average retirement ages must rise.196

5. Option 1 is unacceptable both publicly and politically. Therefore a mix of the remaining three is
inevitable.

6. The First Report said:
“TheUKpensions system appeared in the past to work well because one of the least generous state
pension systems in the developed world was complemented by the most developed system of
voluntary private funded pensions. This rosy picture always hid multiple inadequacies relating to
specific groups of people, but on average the system worked, with the percentage of GDP
transferred to pensioners comparable to other countries. But the state plans to provide decreasing
support for many people in order to control expenditure in the face of an ageing population and
the private system is not developing to oVset the state’s retreating role. Instead it is in significant
decline.”197

7. They went on to say:

“Given present trends many people will face ‘inadequate’ pensions in retirement, unless they have
large non-pension assets or are intending to retire much later than current retirees.”198

8. On voluntarism the First Report said:
“The present level of pension right accrual, private and state combined, will leave many with
inadequate pensions. And there are likely to be limits to solving the problem solely via increased
retirement ages. If state system plans are taken as given, a higher level of private saving is required.

Unless new government initiatives can make amajor diVerence to behaviours it is unlikely that the
present voluntary private system combined with the present state system will solve the problem of
inadequate pension savings.”199

196 Pensions Challenges and Choices. The First Report of the Pension Commission 2004, page x.
197 Ibid page x.
198 Ibid Page xi.
199 Ibid pages xii and xiii.



3367124062 Page Type [E] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Ev 290 Work and Pensions Committee: Evidence

9. The above statements led eventually to the conclusion:

“. . .that the current voluntary private funded system, combined with the current state system, is
not fit for purpose looking forward.”200

10. In January 2006 the Government published a Report from the Social Exclusion Unit in which it is
stated:

“Aspirations of independence, dignity and choice run across government policy, including
Opportunity Age and theWhite Paper on Primary and Community Care. However, we know that
this cannot be realised for excluded people without basic standards of health and wealth …”201

11. The Report went on to say:

“Much progress has been made in addressing poverty amongst older people. Increases in life
expectancy and the quality of health services have benefited the majority. We have added years to
our lives and we are determined to add more life to those years.

However, poverty and chronic ill health are still a reality for millions of older people in England,
which can make life intolerable and are a key cause of exclusion.

Our vision is to end poverty in old age; and to ensure that lack of income is not a barrier to
participation in society.”202

12. The Government therefore accepts that poverty in old age is a serious problem.

13. Poverty in old age is due primarily to inadequate State provision, RPI increases in State pensions and
discrimination against women and carers and lack of saving and/or occupational pension.

14. The Government seems set on continuing the Pension Credit and finding ways to get more people to
claim for Council Tax and Housing Benefits:

“No older person should be living in poverty in a wealthy nation in the 21st century. In the short
term there is a need for a greater eVort on take up of entitlements—particularly with regard to the
take up of Council Tax Benefit. As is shown above, getting the assistance you are entitled to can
make a significant diVerence to your quality of life in older age.”203

15. The First Report of the Pensions Commission showed that means testing is a disincentive to save and
that if the current indexation arrangements are to be continued indefinitely over 60% of the pensioner
population would face the means test. We believe this to be unsustainable, and deplorable in the 21st
century.

16. UNITE believe that the Pensions Commission has set out the stark reality of today’s problem and
made a set of proposals which are radical and should be implemented. Government’s all too often cherry
pick parts of major reports only to have to address increasing problems later. The implementation of free
nursing care in England following the Royal Commission’s recommendation on free personal and nursing
care is a good case in point. The problem of funding long term care has not been solved; indeed the problem
has grown worse.

17. We welcome this timely enquiry into Pension Reform and below are our details comments on the
items highlighted by the Committee.

Comments on the Items Highlighted by the Committee

1. Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so, how it
should work

18. The Pensions Commission state clearly that the current voluntarist system is not working. The
massive shift fromDB toDC schemes has left many employees with significantly inferior pension provision.
Often the employer contributions are reduced significantly or are non-existent into DC schemes. In very
many cases there is no occupational pension provision at all and employees are left in S2P.

19. Too many people have opted not to join a pension scheme even where there is an employer
contribution. The reasons for this are many and varied, but most people do not appreciate the problems this
will bring in later life and take short term decisions. UNITE members were mostly enrolled automatically
in the pension schemes and very many say thank goodness they were. Given the choice they would probably

200 Pensions Challenges and Choices. The Second Report of the Pension Commission 2004, page ix.
201 A Sure Start To Later Life Ending Inequalities for Older People. OYce of the Deputy Prime Minister January 2006 page 8.
202 Ibid Summary Chapter 3 page 35.
203 A Sure Start To Later Life Ending Inequalities for Older People. OYce of the Deputy PrimeMinister January 2006 para 3.21
page 42.
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not have joined, saved the 6% of salary contribution but forgone the reasonable pensions they now receive.
Compulsion is an important part of long term pension planning. The Pensions Commission set out a
stark warning:

“We estimate that at least 75% of all DC scheme members have contribution rates below the level
likely to be required to provide adequate pensions. Our estimates suggest that around 9 million
people may be under-saving, some by a small amount, some severely. But the significant minority
of people in still open private sector DB schemes will enjoy more than adequate pensions andmost
public sector employees will be well provided for, as will some higher paid employees in Senior
Executive schemes. The present level of pension right accrual is both deficient in total and
increasingly unequal.

The implications of this for pensioner income will be more serious in 20–25 years time than in the
next 10. And over that long time span many adjustments, for instance to savings rates and
retirement ages, may naturally occur. A muddle-through option does therefore exist. But it is
highly likely that the muddle-through option will produce outcomes both less socially equitable
and less economically eYcient than we could achieve with a consciously planned response to the
problems we face.”204

20. We accept that compelling all employees to save for a pension may not be the right approach to
recognise diversity of individual circumstances, which is why we welcome auotenrollment with an opt-out
for the employee.

21. Employer contributions to pension schemes are vital. They make the real diVerence between a poor
pension and an adequate one. Recent figures from the Prudential show that at age 35 a single man needs to
save £280 per month to achieve a pension at age 65 of £15,000 (this is at current interest and annuity rates,
problems could be exacerbated if the yield on bonds remains at its current very low level). This represents
about 16% of average earnings. No employee can reasonably be asked to save at this level. The average
contributions into a DB scheme have been 16–18%, normally 5–6% by the employee and the balance by the
employer. Current company contribution levels and deficits reflect past, serious underestimates by actuaries
of longevity and falling long term investment returns.

22. UNITE believe that employers should be compelled to contribute to a pension scheme if the employee
is contributing. Without this contribution occupational pensions will not be adequate to prevent reliance
on means tested benefits. Furthermore there will be little or no incentive for an employee to save.

23. The National Pension Savings Scheme is a good start in addressing these issues. We believe that in
order to keep costs low there should be just one fund. Only through having a National Scheme, with a high
membership rate, can the desirable Annual Management Charge of 0.3% be achieved.

24. UNITE does not accept arguments put forward by other organisations that the provision of a single
scheme will lead to a poor return for its members. Whilst other occupational schemes will continue to exist,
providing additional pension provision, the variety and quantity ofmanyNPSS schemes will result in higher
management charges, which could be instead channelled into individuals’ pension provision.

25. Neither do we accept that the NPSS will be an unacceptable burden on companies. The Pensions
Commission Report states that if a company provides a pension scheme that is at least as good as the NPSS,
then it need not make any change in its provision. Through this, “good” employers will not be unduly
penalised, and employees will not lose out as a result of a potentially lower level of contributions than their
existing scheme. We do not believe that a 3% employer contribution is unreasonable. The same arguments
about unaVordability were made during the introduction of the minimum wage legislation, which is now in
force and companies have not gone out of business wholesale.

26. The fund should be managed by an independent group of “trustees”. However, with potentially one
of the largest occupational pension schemes the UK has ever seen the role of the FSA and/or the Pensions
Regulator will be crucial. Measures will need to be taken to ensure the contributions made by employers
and employees are invested wisely, to maximise the returns and hence the level of the final pension annuity.
The costs of this oversight should be met by the taxpayer.

27. The FSA will need suYcient powers to monitor and regulate the mechanisms of the NPSS. The
Authority’s role has, in the past, been unclear or unfocussed, and this should to be addressed in order for
it adequately to keep a close eye on the progress of the NPSS.

2. The impact on savings behaviour of the reforms and of existing incentives (such as tax relief)

28. Saving behaviour is influenced by complexity, the level of provision by the state, the amount of means
testing, trust in the providers and perceived ability to pay the contributions. The reforms proposed by the
Pensions Commission seek to simplify the state pension system and so should make decisions on saving for
second pensions easier.

204 Pensions Challenges and Choices. The First Report of the Pension Commission 2004, page xi.
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29. It is important to reduce significantly the amount of means testing in the pension system as this is a
real disincentive to making decisions to save. Linking the state pension to earnings and leaving the pension
credit limit as flat rate will begin to address this issue.

30. For most savers (excluding those paying higher rate tax) tax relief is probably not a significant factor
in any decision to save. The forecasts of what pension will be accrued for a particular contribution will show
that for most the major diVerence in the value of the ultimate pension pot is the employer contribution.
Nevertheless, tax relief will be important in boosting the amount of money accrued in the long term and
should not be removed lightly.

31. For higher rate tax payers the tax relief is significant, however most of these employees will probably
make pension contributions even if the tax relief was reduced.

32. The issue of evening out the eVect of tax relief so that those on smaller incomes get equal benefit to
others is diYcult as pointed out by the Pensions Commission. It is an injustice that the majority of tax relief
goes to the better-oV so a method of addressing this will be needed.

33. UNITE believes that, if the state pension is simplified and set at a reasonable level and means testing
is reduced significantly, then there will be a clear incentive for people on moderate incomes to save as they
will be able to see that they will benefit from having saved and not be caught in the means test trap.

3. The future role of employers in pension provision and the impact on this of the proposals for reform

34. People who retired in the last 10 to 15 years and those who will retire in the next few years have
benefited significantly from good occupational pension provision (apart from those aVected by company
liquidations) and importantly, the employers contributions to their pensions. Furthermore the rapid rise in
pensioner incomes can be attributed in a great part to the defined benefit provision.

35. We have seen a rapid fall in the number of open DB schemes and an increase in DC schemes. At the
same time company contributions have, in general also fallen from an average 12% historically in DB
schemes to about 6% now in DC schemes. In many cases employers make no contributions to their
employee’s pension schemes.

36. Toomany people are opting out of contributing for a pension. This will inevitably lead tomany being
dependent on state provision.

37. UNITE believe strongly that it is the employer’s contributions which make the real diVerence to the
amount of pension an employee will be able to accrue. We know that to provide a good pension
approximately 16% of an employee’s wages has to be saved each year throughout their working life. It is
unreasonable to expect an individual to save at this rate. We believe that where an employer provides an
occupation pension scheme they should be compelled to contribute to it.

38. Employers and Trades Unions should provide suYcient information in the workplace to enable
employees to make informed decisions about pensions.

4. Whether and by how much the state pension age should be increased

39. There is a strong case for an increase in the state pension age. People are living longer and enjoying
healthier years in retirement than ever before. The extra years of pension have to be paid for.

40. We welcome the proposal to make the state pension more generous by linking it to earnings. We
therefore believe that increasing the state pension age is worthy of consideration.

41. There are some serious issues which much be addressed, however. First, there is a wide variation in
mortality across the country. It would be entirely reasonable for a person to complain if they are expected
to die much earlier than others yet also have to work longer before being eligible to receive a state pension.
This variation must be addressed if the changes are to be seen to be fair to all.

42. Second, there are many people in occupations which require heavy physical exertion and there would
have to be protections built in to any new system to protect those who are unable to work until 67, if that
is the chosen age.

43. Third, generally speaking, those with the greatest wealth in retirement live longer than those with
small pensions or those who rely on state benefits. It is these more well-oV people who will also have good
occupational pension provision or private means and consequently will be able to retire earlier than state
pension age and live more comfortably without having to rely on the state pension. People who will depend
on the state pension for income will have no option but to work longer. Increasing the state pension age will
therefore have considerably more eVect on poorer members of society. This needs to be addressed.

44. If adequate safeguards are in place to cover the issues above then we would see it reasonable to
increase the state pension age by two years between 2020 and 2050.
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5. Whether proposals for reform adequately address inequalities in pension provision

45. The current pension system is biased heavily towards those who can work for more than 40 years and
are in full time, well paid employment. Women in particular have been treated very badly by the system.
This is changing with changing career patterns and credits for Home Responsibilities Allowances. However
many women are in low paid or part-time work and still fall outside the National Insurance net. Because
pensions are increased by the RPI, the value of the state pension relative to those in work falls annually as
average earnings rise about 2% faster than the RPI. The poorest pensioners are the oldest, usually women
and widows. The proposal to introduce a flat rate universal pension for those aged 75 and over is welcomed,
and consideration should be given to reducing the age below 75 as soon as possible.

46. Making the state pension more generous is also welcomed. However there will still remain a gulf
between those in higher socio-economic groups compared to those in lower groups. People in well paid jobs
will usually make their own provision. It is much more diYcult for those on moderate earnings to aVord to
save suYcient in their early years because of mortgages, student debts, children etc. If a person makes no
pension contribution in the early years then it will be more diYcult to start since the amount needed to be
saved will be even more unaVordable. The NPSS goes some way to address this, but an average of 8%
contributions is still not suYcient to provide an adequate retirement income.

47. More needs to be done andUNITE strongly believes that a significant increase in the level of the basic
state pension is needed to take people out of the means test trap and encourage more people to save. We
are aware that an increase in the basic state pension will benefit those above the Pension Credit Guarantee
Credit limit, but it will mean that all those who are eligible but currently not claiming it will receive a benefit.
I will also mean much more clarity for those deciding whether or not to save for a second pension.

48. UNITEwould also like to se progress over the next decade to anNPSS contribution rate approaching
16%, perhaps aided by Government matching employee and employer contributions as an alternative to
normal tax relief.

UNITE

March 2006

Supplementary memorandum submitted by UNITE
following the publication of the Pensions White Paper

Executive Summary

UNITE welcomes the publication of the Government’s Pensions White Paper, which has accepted many
of the proposals laid out in the Pensions Commissions report.

UNITE is particularly pleased at the proposals to introduce a new scheme of personal accounts (the
National Pensions Savings Scheme), the re-establishment of the earnings link and the abolition of theHome
Responsibilities Protection (HRP) for carers and parents, to be replaced by weekly National Insurance
credits.

UNITE does, however, have a number of serious concerns regarding the White Paper, and is calling for
the Committee to:

— reject theWhite Paper’s proposal that the 3% employer contribution rate into the NPSS be written
into the primary legislation;

— ensure that the earnings link is re-established, and the Government does not use the “subject to
aVordability and the fiscal position” argument as an opportunity to renege on this promise;

— abide by the timetable for increasing the state pension age set out in the Pensions Commission
report achieving 68 in 2050, as opposed to 68 in 2044 as laid out in the Government’s White
Paper; and

— adopt the Pensions Commission’s recommendations of making the State pension flat rate to
everyone from the age of 75.

Proposals

1. National Savings Pension Scheme (NPSS)

UNITE welcomes the White Paper’s “new scheme of personal accounts”; or what the Pensions
Commission called the “NPSS.” Employees will be auto-enrolled into the scheme but can opt out, and
inertia will mean that relatively small numbers do opt out if they do not have a good occupational pension
provided by their employer. It will also allow self-employed people to opt-in to the NPSS, which we
particularly welcome, as the self-employed are not eligible for the State Second Pension and many just do
not save for their retirement.
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Employees will contribute 4% of their salary within the National Insurance earning limits, employers will
be compelled to contribute 3% on the same band of earnings, and there will be 1% in tax relief, making a
total contribution rate of 8%. It is estimated that this should provide about a 45% replacement rate for
lifetime median earners. UNITE recognises this as a reasonable step in the right direction, but this will need
to be increased in the future to ensure that the necessary savings are made.

The problem is that the Government has bowed to pressure from the CBI and made future increases in
the employer’s contribution extremely diYcult to achieve. TheWhite Paper proposes to set the 3% employer
contribution rate in the primary legislation,meaning further primary legislationwill be necessary to increase
the contribution rate. This is an unprecedented step, and UNITE would like to ensure that this rate is not
set in stone, but laid down in regulations.

Studies undertaken byUNITE have indicated that employer and employee contributionsmust reach 16%
to guarantee a reasonable standard of living in retirement.

2. State Pension

UNITE and other pensioner organisations have fought for many years to reinstate the state pension
earnings link, which was abolished in the 1980s, and are delighted to see that the Government has taken up
this proposal in the White Paper.

The White Paper, however, puts the caveat of “subject to aVordability and the fiscal position” on this
measure, following extensive pressure from the Treasury. This gives the Government the opportunity to
renege on this position, under the justification that it is unaVordable or that the fiscal position is poor.

Furthermore it is proposed to introduce the link in 2012 (at the earliest), two years later than the Pensions
Commission proposals. It is unfortunate that between now and 2012, millions of pensioners will become
poorer because of the slower rate of RPI increases as compared to the buoyancy of earnings.

3. State Pension Age

UNITE recognises that it will be necessary to increase the state pension age, as recommended by the
Pensions Commission. However, where the Pensions Commission recommended increasing the age to 68
between 2030 and 2050, the Government’s White Paper proposes to start increasing the age from 2024 and
achieve 68 six years earlier, in 2044. This will have a particularly significant eVect with regards to women,
who will only just have got used to having to work until 65 in 2020, only to have to start the process again
four years later.

UNITE is therefore calling for the Government to abide by the timetable for increasing the State pension
age set out in the Pensions Commission report.

It is also disappointing that there is no mention of the problems of diVerent mortality rates in diVerent
parts of the country, and the fact that some jobs, particularly those of a physical nature, make working
beyond 65 unfeasible. This will have to be addressed if an increase in the State pension age is to be seen to
be fair.

4. Citizen’s Pension

The Pensions Commission recommended making the State pension flat rate to everyone from the age of
75, eVectively creating a Citizen’s Pension for the over 75s. The Government has rejected this proposal in
the White Paper, saying that it would cost 2.2% of GDP by 2020 and “that this is clearly unaVordable and
would put at risk the stability of public finances.”

UNITE would like the Pensions Commission’s proposal to be looked at in more detail, with the aim of
introducing a Citizen’s Pension at some stage. We are aware of the demographic arguments, but the fact
remains that parity of income for all people over 75 at a decent level, would end complexitywithin the system
and genuinely benefit a large number of older people, particularly women.

About UNITE

UNITE, theNational Federation ofRoyalMail and BTPensioners, is the oldest and largest occupational
pensioner organisation in the UK with over 100,000 members nationwide drawn from staV at all grades in
Royal Mail, BT, British Steel (Corus) and Rolls Royce & Bentley. UNITEmaintains a network of over 200
branches throughout the country and, apart from its role in providing a social network and mutual help,
campaigns in Parliament, and at a local and constituency level, to protect and improve pensioners’ rights.

As existing pensioners, members of UNITE will not benefit from future pension reform, but they remain
committed to a campaign to ensure future generations are guaranteed a decent standard of living in
retirement. UNITE has called on other organisations to recognise that the future welfare of the country’s
population is more important than protecting self interest. UNITE’s members are clear that auto enrolment
has great potential to assist in providing the workforce with a better retirement. Many of these members
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would not have joined a pension scheme atwork by choice, but now reap the benefits of a final salary scheme.
UNITE’s members are a practical example of how this new scheme could benefit a large number of people
in their later years.

UNITE

June 2006

Memorandum submitted by the National Association of Pension Funds

Executive Summary

1. The Pensions Commission has shown that the current system for funded pensions in the UK will not
be adequate for the future: millions of people are not saving in a pension even where one is available to them,
do not have access to an employer contribution, or find that their savings are eroded by charges.

2. Reform is therefore needed. The National Association of Pension Funds (NAPF) fully supports the
Government’s objectives of achieving higher levels of pensions saving at lower cost. And we support the
Secretary of State’s view that this must be achieved in tandem to meaningful reform to the state pension
system.

3. The shift from a largely defined benefit pensions system to one based on defined contributions is
profound, and not all the implications have been thought through. A key issue is risk to the end consumer
and how it is managed. This is as important as cost and must be taken account of in the design of the new
pensions system. The challenge is how best to get a fair deal for consumers—not just one that seems fair at
the start, but one that can be sustained over time.

4. NAPF supports the principle of auto-enrolment into good value pensions saving available to all. A
new pensions system built on Super Trusts would be most likely to delivery sustainable low costs and the
extension in coverage that the National Pension Savings Scheme (NPSS) is designed to achieve. The Super
Trust model also avoids posing high levels of risk to Government and would not present consumers with
diYcult (and unwanted) investment decisions.

5. Super Trusts have been designed around the needs of their potential consumers— millions of people
on lowormoderate incomeswho arewholly unfamiliar with complex financial decisions such as fund choice,
and who have low levels of trust in the financial services industry. Super Trusts would be large scale, not-
for-profit, multi-employer DC pension schemes. Employers would be required to designate a Super Trust
(or run a suitable alternative) and employees would be auto-enrolled into the scheme and given their own
personal Super Trust Account. These features, combined with the fact that there would be a limited number
of Super Trusts operating in the market (we suggest 10 to 20) would ensure that scale was built quickly and
the costs were low. Our modelling suggests that Super Trusts could operate at around 40 bps, providing
good value for money for scheme members.

6. Super Trusts would be run by experts with a legal duty of care to schememembers. Theywould operate
on the “buy side” of the market, purchasing scheme administration and fund management services on the
basis of cost and quality. The strong governance framework underpinning Super Trusts, combined with
their buying power, would ensure that the costs to members remained low over time. For this reason, Super
Trusts would not require any imposed system of price regulation.

7. Super Trusts would deliver a fair deal for millions of future DC pension savers and sustain it for the
future. Super Trusts would deliver a lasting model that could work with, and adapt to, changing market
forces.

8. But getting the private pensions settlement right for the future is only part of the answer. It must be
accompanied by serious and significant reform of the state pension system. We propose the introduction of
a Citizen’s Pension which would provide a bigger, single, pension equivalent to £109 a week in 2005–06,
indexed to earnings. This would be paid for in part by increasing the state pension age broadly in line with
increases in longevity.

9. A Citizen’s Pension along the lines we propose would mean that over 10 million fewer future
pensioners—the majority of them women and carers—would need to claim means-tested benefits. Whilst
Pension Credit has been an important tool in reducing pensioner poverty in the last few years, continuing
with it will perpetuate complexity, cost and uncertainty in the future. Without reform of the state pension,
private pension reform will be far less meaningful.

10. Following the Pensions Commission’s second report the focus has been on helping millions of non-
pensions savers. This is quite right. But we must not ignore the £1 trillion already built up in defined benefit
pension schemes. As part of its pensions reform programme, The Government must also take steps to help
employers manage and contain the increasing costs of DB pensions already accrued—the so-called liability
overhang. By addressing this issue—a key concern to those running schemes small and large—employers
would be more likely to continue to operate these schemes.
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11. Taken together as a package—state pension reform through the introduction of a Citizen’s Pension;
the introduction of Super Trusts to provide low cost private pensions to millions; and sustainable defined
benefit schemes—the NAPF believes Government will achieve a lasting pensions settlement on which
consensus can be built.

About the NAPF

TheNAPF is the leading voice of workplace pensions in the UK. Our member schemes currently account
for around 80% of private funded pension saving in the UK, by size of assets and by the number of
consumers benefiting. NAPF members manage around £790 billion in pension fund assets.

1. Is the National Pension Savings Scheme the Right Way Forward?

1. The NAPF supports the principles underpinning the National Pension Savings Scheme (NPSS):

— Auto-enrolment—will ensure coverage of good quality pensions is spread to low and moderate
earners, and that workers in small and medium sized enterprises (SMEs) and under-pensioned
sectors of the economy, including women, can start to save for retirement.

— Large scale—economies of scale and administrative and regulatory eYciencies are best delivered
though large scale pensions arrangements.

— Low cost—to provide working people with value for money and good returns on their savings, it
is essential that costs are driven out of today’s retail pensions market.

2. But whilst agreeing with the substance of the Pensions Commission’s proposals, we believe there is a
better solution to deliver the Government’s objectives of low cost and wide coverage that builds on the
existing pensions infrastructure, and which exposes the Government to less risk—Super Trusts.

3. The NAPF recognises that arguments around some important policy decisions relating to the
extension of pensions coverage will be largely unaVected by the choice of infrastructure. Regardless of
whether it establishes a NPSS or supports the creation of a series of Super Trusts, the Government will still
have to decide who should be auto-enrolled, what the minimum level of contributions should be, in what
circumstances employer contributions should be compulsory, and which employers should be allowed to
administer their own schemes. These are important issues that will need to be addressed in the White Paper
expected in the Spring and on which Government will need to consult widely.

4. Super Trusts meet the objectives for reform set by the Government and Pensions Commission, and
which are shared by theNAPF:mass coverage; low cost; consumer protection and good scheme governance;
simplicity; and high persistency. They have been designed around the potential consumer base—millions of
first-time savers on low and moderate incomes, likely to have low levels of financial literacy, low levels of
trust in the financial services industry, and unused to making complex financial decisions.

5. Super Trusts would be new financial institutions occupying the space between retail pensions and
occupational pension schemes as they exist today. Super Trusts would be based on the principles of
mutuality, operating on a not-for-profit (or rather profit-for-members) basis with the interests of members,
and not commercial pension providers, paramount.

Box 2: Super Trusts—key features

— Large scale achieved by requiring employers to join a Super Trust (or run a superior alternative)
and automatic enrolment for employees, to:

— ensure scale is achieved quickly;

— keep costs low and give value for money to workers; and

— provide enough diversity to achieve good value for consumers without wasteful marketing
costs.

— Trust-based—so members’ needs are put first.

— Collective investment, to give:

— the potential for higher returns; and

— investment decisions to expert trustees, rather than inexpert individual savers.

— Individual Super Trust Accounts for each member to provide a “lifetime pot” for consumers.

6. Super Trusts would be multi-employer pension arrangements which could be set up on a regional,
sectoral or national basis and authorised either by the Pensions Regulator (as we envisage) or by the FSA.
Each Super Trust would be governed and run by a board of expert trustees, who would have a legal duty
of care towards the Super Trust’s members. Trustees would be ultimately responsible for administration,
investment, governance and member communications.
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7. The Super Trust would “own” the scheme. It would operate on the “buy side” of the market and
purchase services (including scheme administration and fund management) from wholesale providers on
behalf of members. Contracts would be awarded on the basis of cost and quality of service. Trustees would
re-negotiate and re-let contracts periodically to help drive improved performance and eYciency in the
market to the benefit of consumers.

Costs of Super Trusts

8. The NAPF completely agrees with the Pensions Commission’s desire to drive down pensions costs to
give better value for money to consumers and to ensure that more of workers’ hard-earned savings are
working to their advantage, rather than being siphoned oV in charges to pension providers. As the
Commission argues, people benefiting from low charges in occupational pension schemes can, for the same
savings outlay, receive a pension nearly 30% higher than someone facing an annual management charge in
line with the current stakeholder price cap.205

9. In developing our proposals for Super Trusts, the NAPF commissioned Delloite & Touche LLP to
undertake some modelling work to assess the likely costs of Super Trusts. Whilst the assumptions
underpinning these costs are clearly subject to a number of uncertainties (not least over the likely number
of people who might opt out of the scheme), we have based our cost modelling on the actual experience of
large occupational and multi-employer schemes. And we have stripped out unnecessary marketing and
commission costs.

10. As the Pensions Commission identified in its First Report (and as recent analysis fromWatsonWyatt
has shown)206 many occupational arrangements are already providing pensions to millions of working
people at costs at or below 30bps.

11. Our modelling indicates that Super Trusts could operate at a cost of between 38 bps for 10 Super
Trusts and 47 bps for 40 Super Trusts. These costs are considerably lower than those envisaged for other
alternative proposals to NPSS, and lower than our remodelled costs for the Commission’s NPSS.207

12. These costs for Super Trusts are built on the actual experience on large multi-employer schemes in
operation today which are already providing valuable benefits at low cost to millions of working people in
large and small companies. By contrast, the 30bps target for NPSS is based on an untried and untested
infrastructure and is therefore likely to be subject to much greater uncertainties than the projected costs for
Super Trusts. The insurance industry has already demonstrated that it cannot provide pensions at low cost.
And even with the benefits of auto-enrolment and compulsory contributions it is suggesting that the costs
for its NPSS alternative—Partnership Pensions—would be around twice the cost of Super Trusts.

13. We have deliberately excluded some of the cost advantages that Super Trusts may enjoy (such as the
further economies of scale that could arise if existing occupational DC provision—estimated to stand at
£160 billion208—was consolidated into Super Trusts) in order to build a prudence margin around our work.
We have built the following into our costs of Super Trusts:

— the costs of governance (including trusteeship and regulation);

— communications (including providing help and assistance to scheme members on whether or not
to remain opted in, help with annuitisation etc);

— set up and administration costs; and

— fund management costs (including investment strategy and expertise).

Simple for employers

14. Employers would be required to aYliate to a Super Trust. The joining process would be simple and
low cost, with employers completing a simple application form. Employers who failed to select a Super Trust
(and who did not have an adequate alternative) would be defaulted into a Super Trust by the regulator.
Employers would be responsible for auto-enrolling employees and paying over contributions.

15. However, employers could opt out and run their own arrangements provided they met certain
standards.

205 Pensions Commission’s Second Report, November 2005.
206 Watson Wyatt press release, 24 March 2006.
207 Combining the Commission’s input data with our modelling assumptions increases the AMC for the NPSS from 31 bps to
46 bps. One reason for this is that the Commission assumes that an annual contribution is received at the start of Year One
and that administration costs arise from the start of Year Two. When remodelling the cost of the NPSS, Deloitte replaced
this assumption with one that was consistent with the NAPF model and with market experience.

208 Pension Fund Indicators—UBS Global Asset Managers, May 2005 (figure to end 2005).
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Better for working people

16. Employees would be automatically enrolled into the selected Super Trust. Unless they opted out, they
would be required to make the minimum level of contributions set by the Government. Each Super Trust
member would have their own personal Super Trust Account (STA) and would receive an annual statement
setting out: the contributions paid into the scheme over the past 12months; total contributions paid; current
value of pension fund; and the income this could give in today’s prices.

17. When moving to a new employer who was aYliated to a diVerent Super Trust, the member would be
required to transfer their Super Trust Account to the new Super Trust. This would give individual savers
“lifetime pots” and reduce the proliferation of small accounts whose value is eroded by charges.

Investment strategy

18. Super Trusts would adopt a pooled investment approach that would mitigate many of the investment
risks inherent inNPSS or other individual DC alternatives. Individuals, who generally take poor investment
decisions or who find the prospect ofmaking a choice so overwhelming they are deterred from saving, would
not be required to take individual investment decisions. Instead, decisions would be taken by investment
experts within the Super Trust. Trustees would set and publish an investment strategy, and select a number
of managers to invest the fund. Super Trusts would pool risks across their member populations by investing
in diVerent classes of assets, taking account of the need to optimise overall returns for members whilst at
the same time reducing individuals’ exposure to market risk.Within these pooled arrangements, individuals
would have their own individual “units” or Super Trust Accounts. This would help build a sense of
ownership of the pension asset and encourage pension saving.

Controlled competition and managed choice

19. Given that Super Trusts would be very large-scale entities, it has been suggested that a logical end
point would be to have a single Super Trust. However, we see significant disadvantages in a single entity,
whether Super Trust or NPSS, as shown in the following table:

Table 1

ONE SCHEME V MANY

One Many

No competition Managed choice for employers between a limited
number of high quality providers

Monopolistic Contestability and transparency between Super
Trusts drives standards up and costs down

Distorts investment market—need to limit More investment diversity means there is less risk
contributions of market distortion and no need for limits on

contributions if a number of Super Trusts

Needs new untested infrastructure Builds on existing infrastructure (IT and
institutional)

Political risk—one powerful body close to Reduces risk of political interference
Government

20. There is an important role for the Pensions Regulator in ensuring that managed choice and
contestability within the Super Trust model work eVectively. We envisage that the Pensions Regulator
would be responsible for authorising Super Trusts against criteria set down in legislation, and approve the
appointment of Super Trust trustees. The role of regulation in Super Trusts is set out in further detail in
Annex A.

Advantages of Super Trusts

21. Super Trusts have considerable advantages over NPSS and some of the alternatives being proposed:

— Cost: Super Trusts would be low-cost pensions arrangements due to their eYciency and scale. But
unlike other market-based solutions, they have the potential to remain low-cost through the
buying power of the Super Trust acting on behalf of members to pursue good deals and value
for money.

— Coverage: Super Trusts would achieve the same universal coverage that the NPSS is designed to
achieve owing to the presence of auto-enrolment. But because employers have a more clearly
defined role within the Super Trust framework, becausemembers would not be facedwith complex
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and oV-putting investment decisions, and because the public has little trust in either the
Government or insurers as pension providers, we believe that opt-out levels would be lowest under
the Super Trust model.

— Consumer protection: Uniquely, Super Trusts are centred around good scheme governance which
puts members, not commercial pension providers, first. This is not possible when the member is
locked into a single NPSS or a stakeholder pension where the provider (insurer) has the whip hand
and where there is no purchaser-provider separation.

— Lower investment risk: by adopting a pooled approach to scheme investment, members share in
a fund (and its returns) that is invested in a basket of assets for growth and security. The Super
Trust would provide up-side opportunities and manages down-side risk by applying the Super
Trust’s investment expertise to asset allocation and investment strategy. Mass market consumers
do not have such expertise.

— Competition: Super Trusts would oVer some diversity in the market place and a managed choice
for employers to choose the appropriate Super Trust for their workforce. And there is the scope
for keen competition between commercial providers wishing to provide services to Super Trusts.

22. A further note outlining some of the more detailed operational issues surrounding Super Trusts is
attached as Annex B. This note, prepared for the Minister for Pensions Reform, clarifies some of the issues
on the design of Super Trusts that arose in the discussions at the Ministerial Summit on the NPSS held on
28 February 2006.

2. Impact on Savings Behaviour of the Reforms and of Existing Incentives

Opt-out rates from the new pensions scheme

24. There is little doubt that auto-enrolment is an eVective tool in encouraging people to save for
retirement. According to the 2005 NAPF Annual Survey, 62% of employers do not currently use auto-
enrolment. Where this is the case scheme take-up stands at around 49% (compared to 89% in schemes that
use auto-enrolment). Another factor that drives scheme take-up is the presence of an employer pension
contribution: where there is no employer contribution, scheme take-up stands at around 13%, compared to
a 70% take-up rate in schemes with a 5% employer pension contribution.209 So the combination of auto-
enrolment and employer contributions could be a very powerful combination indeed. This is why these
features have been incorporated into the design of Super Trusts.

25. However, the target audience for NPSS is diVerent from that which currently saves in pensions. It is
on the whole lower income groups, first time savers and people who have already decided not to make
provision for retirement who would be auto-enrolled into NPSS or its alternatives. This group may not
behave in exactly the same way as the current generation that is auto-enrolled into pension schemes. The
Pensions Commission assumes that around 70–80% of joiners do not opt out—lower than current
experience with auto-enrolment, but high nonetheless. If opt-outs are higher than expected then the costs
of any of the models under consideration by Government, including the NPSS, will increase.

26. Significant eVort will be required on the part of Government, the regulators, employers and the
pensions industry to encourage high levels of participation. This task will be made easier if there is reform
to the state pension that means it is possible for Government, employers and trustees to say with certainty
that “it always pays to save”. Our proposals on state pension reform are dealt with in section 4 of this
submission.

Levelling down

27. If employers who currently oVer good pension schemes on an opt-in basis simply entered all staV into
these schemes, their pension costs would rise considerably. For example, eight NAPF members, including
a number of large retailers, have recently estimated that auto-enrolment would increase their scheme costs
by more than 40%. The General Household Survey 2004 estimated that 20% of employees work for
organisations which provide pension schemes but are not members of those schemes.

28. Rather than accept an increase in overall remuneration costs, some employers may decide that they
have a fixed amount of money to spend on pensions and that auto-enrolment will mean spreading these
resources more thinly. This could mean making pension arrangements less generous—in the case of DC
schemes reducing contributions and in the case of DB schemes switching toDC (or theNPSS) for future and
perhaps existing staV. This would clearly be counter-productive given that the purpose of pension reform is
to increase not decrease the numbers of people saving adequately in retirement. As we discuss below, the
Government should take steps to avert the danger that employers may level down their pension provision.

29. However, under a Super Trusts regime, we can see other areas of the pensions market where costs
would fall. For example, employers with defined contribution occupational pension arrangements could
decide to transfer those arrangements into a Super Trust. This would have benefits for the employer, who

209What Makes People Save? ABI, 2002.
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would not have the administrative complexities of running a scheme themselves, and would also benefit
employees due to the lower costs of Super Trust pensions. Accrued GPPs and stakeholder pensions could
also be transferred in to Super Trusts. This design feature is unique to Super Trusts. Partnership Pensions
would place limits on the amount that could be transferred into a Partnership Pension, with the result that
consumers could be locked into existing pension products with high charges.

Ensuring incentives hit the spot

30. The current fiscal incentives for pensions should be redesigned so that they genuinely encourage new,
and higher, levels of retirement saving particularly amongst those who could save but do not do so. A new
incentive structure would need to meet four key criteria:

— simplicity;

— transparency;

— eYcacy; and

— cost-eVectiveness.

31. Such as system would be a far cry from the current pensions tax system that is too complex, too
confusing and focused on those already saving most:

Weaknesses of today’s pensions tax system

Confusing and poorly understood

The current tax system is simply too complex and too confusing to work well. For example, one recent
study showed that only 17% of basic rate tax payers and 28% of higher rate taxpayers were aware of how
much tax relief they are entitled to on their pension contributions.210

Regressive

For many, the tax system is neutral—tax is paid in retirement (on the proportion of their pension not
taken as tax-free cash) at the rate at which tax relief was received in the accumulation phase. But the system
becomes regressive:

— the payment of tax free cash is worth more to higher than basic rate tax payers;

— many people who are higher rate taxpayers in the accumulation phase become basic rate tax payers
in retirement. In 2002–03, there were 2.7 million higher rate taxpayers in work (most of whom
could reasonably be expected to receive tax relief in respect of pension contributions), yet only
160,000 pensioners paid tax at the highest rate; and

— many people who are basic rate taxpayers in the accumulation phase will pay no tax at all in
retirement, a combination of low incomes and a higher personal allowance for those aged 65
and over.

Focused on “natural” savers

The majority of tax relief on individual and employee contributions—55%—goes to higher rate tax
payers211 (who comprise just under 12% of all taxpayers). As such, the greatest incentives go to those who
are already saving.

32. A revised pensions tax system could be focused on individuals. But as Ron Sandler212 acknowledged,
savings incentives targeted at individuals generally do not work well. At best they shift where saving takes
place, rather than increase the overall volume of saving.

33. But by contrast, employer-focused incentives can be eVective in generating not only higher levels of
saving amongst those already saving but also new saving. There are multiple reasons why employer-focused
incentives are likely to be more eVective:

— employers are better able to understand, and therefore respond to, fiscal incentives;

— they are more cost-eVective and deadweight costs easier to control; and

— it is easier to target the “hard to reach” sectors of the economy that are the least well pensioned.

34. The introduction of auto-enrolment increases the need to focus pensions tax incentives on two groups
of employers for the benefit of their employees:

210 State of the Nation’s Saving, ABI, 2003.
211 Hansard, 11 February 2004, col 1491w.
212 Sandler Review of the Retail Savings Market, HMT, 2002.
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— A large number of employers, especially small employers, will find themselves paying pension
contributions for the first time. As a result, they will face a significant increase to their pay bill—
the Pensions Commission estimates this could be as much as an extra 1% to total labour costs for
the smallest employers in the UK—though this could fall over time if pension costs were oVset by
lower pay increases.213 It has been suggested that many may encourage their workforce to opt out
of the new funded arrangement to avoid paying these contributions. Whilst we believe these fears
are overstated, there remains a risk nonetheless. Some fiscal easements could help alleviate this
risk. The Pensions Commission made some helpful suggestions in this regard.

— As discussed in the next section, the impact of auto-enrolment will be to increase the costs faced
by employers who already provide good pensions on an opt-in basis. Rather than accept an
increase in overall pay bill costs some employers may decide to spread resources more thinly by
levelling down to the minimum contributions required by the NPSS. This may happen by
employers reducing contributions to defined contribution (DC) schemes or by employers with
defined benefit arrangementsmoving toDC.Given that the purpose of theGovernment’s pensions
reform exercise is to increase overall retirement income adequacy, any levelling downwould clearly
be undesirable. In addition to providing one issue for the Government to consider will be whether
measures to support the introduction of personal accounts should include steps to reduce the risk
of levelling down by companies which currently provide good pension schemes.

Pensions and Savings Tax Review

35. It is clear that the current pensions tax system fails to incentivise adequate levels of pensions saving.
It must be redesigned to ensure it is genuinely fit for purpose, so that it provides the right prompts to the
right people to save for old age and gives clear incentives to employers to contribute to pensions. And there
must be a clear gateway between pensions and non-pensions saving available thought the workplace.

36. We recommend that the Chancellor of the Exchequer initiates a wholesale review of the pensions and
savings tax regimes. Such a review would go beyond the much welcomed tax simplification proposals
introduced in the Finance Act 2004. It should have two principal objectives:

Join up workplace pensions and non-pensions saving

Whilst pensions will remain the main way the majority of people save for retirement in the future, they
will not be the only way. And this is right—for many younger and low paid workers, more flexible forms of
saving that ultimately could be fed into aworkplace pension scheme—may bemore suitable than just joining
a pension. Such arrangements should be available through the workplace. But at present, if an employer
wishes to contribute to a workplace ISA (or other pensions feeder products that could be developed as a
result of pensions tax simplification) the contribution would become a taxable benefit in kind for the
employee (who would find themselves subject to a P11D tax charge). A pensions and savings tax review
should consider how such products could be provided—and incentivised—through the workplace.

Structure of pensions tax relief

Examining the structure of pensions tax relief to ensure that the right incentives for increased pensions
savings was in place. The review should consider:

— how best to reach those who could save, but do not and who are not motivated by the current
incentives; and

— how to provide employers with clear and unambiguous incentives to establish and contribute to
workplace pension arrangements.

37. We welcome the new thinking in the Pensions Commission report, which considers a diVerent system
of tax relief for the NPSS. In particular, we agree that incentives may be clearer if presented as a matching
contribution. However, grafting a new tax regime on top of the existing one would introduce additional
complexity. It would also mean that some people were better oV in a pension scheme where the existing
regime applied, while others would be better oV in a pension scheme subject to the new tax regime. We
therefore believe that piecemeal changes outside of a wider review do not represent the best way forward.

3. The Future Role for Employers in Pension Provision

38. According to a recent survey 49% of the workforce trusts their employer to keep its word when it
comes to pensions (and 74% of active members of defined benefit and defined contribution schemes).214 This
is far higher than the levels of trust workers have in either the Government or commercial providers. So in
any new system it will be important to build on this trust to ensure that opt-out levels are kept as low as

213 Pensions Commission Second Report, p371.
214 State of the Nations Savings 2005, ABI, December 2005.
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possible. For this reason employers would remain a central component of the proposed Super Trust
framework. As Stephen Timms recently told an NAPF conference “It is impossible to envisage a future
pensions system that does not have a central role for employers at its heart.”215

Managing the future: employers and Super Trusts

39. Because of the important role employers play in pensions we have retained a central role for
employers in Super Trusts. However, their role would change.

40. Compared to the present position in which scheme sponsors (especially those sponsoring defined
benefit arrangements) find themselves, employers participating in Super Trusts would carry none of the
financial risk or governance responsibilities associated with sponsoring workplace pensions and very little
of the administrative burden. So Super Trusts will be a much simpler option for employers.

41. Employers would simply be required to:

— select a Super Trust (employers that could not or would not designate a Super Trust would be
defaulted into one via an arrangement managed by the Pensions Regulator);

— auto-enrol employees into the Super Trust; and

— pay over contributions (including provide member data on joiners, leavers, and contributors).

42. By retaining an on-going role for employers and by building on the trust workers have in their
employer, we believe Super Trusts will benefit from a higher opt-in rate than NPSS or Partnership Pension
alternatives.

Managing the past: the liability overhang

43. For the future, the picture seems reasonably clear: employees will be automatically enrolled into a
funded pensions contribution and, if they remain opted in, they and their employers will make a
contribution.

44. But if the current round of pensions reform is to succeed, it cannot just be about the future, it must
also tackle the past. Total UK defined benefit pension liabilities currently stand at £1 trillion, of which
private sector liabilities account for £760 billion.216

45. Over the last few decades, these liabilities—and with them the costs to scheme sponsors of providing
DB pensions—have increased. This has been the result of legislative intervention to improve benefits for
early leavers, indexation of pensions in payment and spouses pensions. These improvements are estimated
to have added up to 20% to the costs of providing pensions. At the same time as needing to meet the costs
of these benefit improvements (the payment of which were not envisaged when the scheme was established)
schemes are being pushed into evermore cautious low return investment strategies through the combination
of the Pensions Protection Fund’s risk-based levy, the PensionsRegulator’s scheme funding regime together
and improving longevity. This at a time when bond yields are at historic lows.

46. Measured against these liabilities, large numbers of schemes are in deficit. According to Lane Clarke
and Peacock, in July 2005 92% of companies on the FTSE 100 index reported deficits on an FRS17 basis.217

FRS17 Buy out Coverage Date

WW deficit index £77bn £203.7bn (67%) FTSE 350 (includes February 06
non-UK)

LCP survey £37bn £150bn FTSE 100 (UK only) July 05

tPR £76bn — FTSE 350 December 04

47. So schemes find themselves locked in a spiral of decline of increasing liabilities and decreasing returns.
Many employers are now looking for a quick exit from defined benefit pension provision. TheNAPF’s 2005
Annual Survey found that 57% of private sector DB schemes are already closed to new entrants, 37 DB
schemes administered by our members had closed to new recruits during the previous 12 months and a
further 80 anticipate closing to new entrants and/or existing members over the next five years.218

48. This “all or nothing” approach is not in the interests of scheme members, nor or a Government
interested in securing the retirement futures of its citizens.

49. Rather than drive a continued exit from DB, a much better approach is for Government to help
scheme sponsors manage the costs and risks of their accrued DB liabilities so as to ensure that those DB
schemes that are still open to new accruals remain so.

215 Speaking at NAPF Autumn Conference, 17 November 2005.
216 Is longevity risk a one-way market Farooq Hanif, Lehman Brothers, Cass Business School lecture, February 2005.
217 Accounting for Pensions, LCP, July 2005.
218 NAPF Annual Survey 2005.
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50. Some welcome steps were taken in the 2004 Pensions Act, notably the reduction in the ceiling on LPI
for pensions in payment from 5 to 2.5%. The 2004 Pensions Act has also resulted in some further movement
in an employer’s ability tomodify subsisting rights. But this is very limited and only permissible if the scheme
actuary certifies that the overall value of the benefits to the employee remains the same. The overall costs—
and risks—to the employer stay the same. But further help now is needed to help scheme sponsors manage
the “liability overhang”.

51. There are a number of ways this could be achieved. Options that could be considered, either singly
or in combination, include:

1. State buy-back: the state could buy back schemes’ contracted-out pension rights, thereby
allowing a significant slice of DB pension liabilities to be insured with the state.

2. Develop the buy-out market: the insurance buy-out market is limited to two participants who,
between them, can only absorb around £2 billion of buy-out costs a year. Other insurers seem
unwilling to enter the market. But new market solutions could develop, as they have for closed
life funds in the insurance world. These might provide opportunities for some employers to sell
on their DB liabilities at less than the current buy-out price.

3. A “Super PPF”: the PPF could take on the liabilities of solvent as well as insolvent employers,
becoming a Central Discontinuance Fund. Benefits could be paid at the PPF level, at the level
of the scheme’s benefits, or at some level in between with the agreement of the Regulator. The
Regulator would need to come to an agreement with the sponsor on funding so as not to
jeopardise the funding of the PPF itself.

4. Modifying liabilities: there could be some further relaxation of s67 constraints on scheme
modification to permit schemes, within certain parameters, to modify their scheme rules, for
example indexation, for some or all categories of members. Precedent exists elsewhere: to ease
its own funding pressures the PPF can approach the Secretary of State for Work and Pensions
to reduce the benefit levels that it can pay out in respect of failed schemes. But before permission
to reduce statutory PPF benefits will be granted, the Secretary of State must be satisfied that
the PPF has eliminated increases to deferred pensions and pensions in payment. A lead could
also be taken fromDutch pension schemeswhich are only required to provide pension increases
when the scheme’s funding position permits.

5. Adjustments in Normal Pension Age: to cope with the rising costs of paying pensions, the
Government can change state pension age for future pensioners (provided this does not impact
on those close to retirement). DB schemes could be given a statutory right to change not only
Normal Pension Ages for future service but also for past service, provided it did not aVect those
close to retirement.

52. All of these options should be explored in order to ensure that the cost to companies of financing
accrued pension liabilities is manageable.

4. Proposals for State Pension Reform

53. Lord Turner has said that his proposals for a new system of earnings-related provision based on auto-
enrolment and mandatory employer contributions “need to be seen as part of an overall package” which
includes state pension reform.219 The NAPF agrees.

54. DiVerentmodels for a new system of funded saving have been proposed by the Pensions Commission,
by the NAPF and by the Association of British Insurers. However, all three models assume that the
Commission’s recommendations regarding the state pension system are implemented. Regardless of the
infrastructure selected, the success of this new system would be called into doubt if it were not accompanied
by significant state pension reform.

55. All three models rely on auto-enrolment both to deliver a dramatic increase in pensions coverage and
to produce economies of scale. It is, however, hard to justify auto-enrolment except in an environment where
the vast majority of people will unambiguously be better oV if they save than if they don’t. Opt-out rates
would inevitably be higher if a growing proportion of the population thought they would see some of their
savings clawed back through lower benefit payments. As more people opted out of the scheme,
administrative costs would increase and the scope for economies of scale would be reduced.

56. Likewise, all three models assume that the minimum contribution level will be broadly in line with
the Commission’s recommendations—ie, 8% of earnings between the Primary Threshold and the Upper
Earnings Limit. It should be remembered that this contribution rate was selected by the Commission on the
grounds that, together with the state pension system proposed in the Commission’s Second Report, it could
be expected to deliver a replacement rate of 45% for the median earner. Without state pension reform, an
8% default contribution would not deliver this replacement rate.

219 Speech at Cabinet War Rooms, 28 February 2006.
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57. We therefore welcome the Secretary of State’s recognition that: “Reforms to the state pension scheme
must provide a clear foundation on which people can save with confidence. And they must therefore by
definition, seek to halt the otherwise inevitable spread of means-testing.”220 The NAPFwould like to see the
spread of means-testing not only halted but also put into reverse.

58. At the most basic level, we believe that the Commission has identified the correct objective: to reduce
means-testing without making poorer pensioners worse oV relative to a situation where current indexation
policies were continued indefinitely. We further agree that, if this is to be achieved, then “some combination
of higher public expenditure and a higher State Pension Age in the long-term is unavoidable.”221 Any
increase in public expenditure should be seen in context: the UK’s state Pay-As-You-Go pension system
is currently “one of the least generous in the developed world”222 and it is unlikely that it will in future be
supplemented by occupational pensions as generous as those enjoyed by many recent retirees. Increases in
State Pension Age should also be seen in context: the proportion of the average person’s life spent in
retirement has risen considerably during recent decades.

59. In order to make decisions about how much they should save, people need to know what sort of
income they can expect to receive from the state when they retire. We would therefore like to see a cross-
party consensus emerge both around the long-term path of public expenditure on pensions (though diVerent
parties could of course reach diVerent conclusions about the combination of tax and spending decisions that
should finance it), and around the structure of the state pension system.

60. Regarding the structure of the state pension system, we agree with the Commission that earnings-
related pension provision should not be compulsory. Instead, the Pay As You Go system should focus on
“the primary objective of ensuring as generous and as non-means-tested a flat-rate pension as possible,
minimising pensioner poverty”.223

61. While we believe the Commission has selected the right objective, and while we support the proposed
direction of travel, we do not accept that the Commission has identified the best means of achieving its goals.
Specifically, while the Commission talks about the “huge merit of simplicity”,224 its proposal for a two-part
flat rate state pension system—possibly with diVerent qualification rules and possibly paid from diVerent
ages—suVers from the huge demerit of complexity. The Commission’s own quantitative research showed
that a “simpler, less complex pensions system” is the single factor most likely to improve people’s confidence
in pensions.225 Its qualitative research found that: “No-one in any of the groups had heard of S2P. . . Only
a small minority of those who knew of SERPS actually understood what it referred to or how it operated.
Overall, information about S2P/SERPS had no impact on attitudes except to heighten impressions of the
complexity and uncertainty of pensions.”226 Given this experience, we believe that some theoretical
advantages of a more complex pension system should be sacrificed in order to deliver a policy settlement
where everyone knows where they stand.

62. Moreover, to the extent that the Commission’s proposals would deliver a simpler, flat rate state
pension, we believe they would take too long to do so. While implementing the recommendation to freeze
the Upper Earnings Limit for the purposes of S2P accrual would accelerate the move to a flat rate system
which current indexation policies anyway imply, future state pension accruals would not become fully flat
rate until 2030. If the Government wants people to concentrate on retirement planning now, it should
consider introducing a simpler system sooner.

63. TheNAPF and the Pensions Policy Institute have published research showing how a simple universal
flat rate pension at the level of today’s guarantee credit could be delivered and financed.227 Under this
system, which could be introduced within five years:

— A new, flat rate Citizen’s Pension would be paid to each pensioner at the level of the guarantee
element in Pension Credit (£114.05 in 2006–07). This pension would be increased in line with
national average earnings. Each pensioner would receive the higher of the Citizen’s Pension or
their present entitlement to contributory and non-contributory state pensions. Future accruals of
contributory state pension rights would cease at the time the Citizen’s Pension was introduced.

— Crucially, the Citizen’s Pension would be paid on the basis of a simple residence test. This would
bring an immediate end to the situation whereby just 30% of women retiring in 2005–06 were
entitled to a full basic state pension.228 It is of course possible to deliver some improvement in state
pensions coverage for women within a contributory framework—but it is harder to do this for
women who have already retired than for future pensioners. Moreover, as former minister
Baroness Hollis of Heigham has argued: “Every tweak makes the system more complicated.
Because women are in and out of the labour market, their lives are much riskier than men’s. No

220 Speech to the IPPR, 14 March 2006.
221 Second Report, p16.
222 Second Report, p200.
223 Second Report, p156.
224 Second Report, p9.
225 Appendix D, p141.
226 Appendix D, p109.
227 Towards A Citizen’s Pension: Final Report, NAPF, September 2005.
228 Women and Pensions: The Evidence, DWP, p73.
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woman at 27 or 47 can predict her state pension, and thereforewhether to save for a second pension
on top, or whether it will be means-tested away.”229 We are therefore disappointed by indications
that the Government will not introduce a universal state pension.230 With the representative
sample selected to participate in National Pensions Day preferring a universal pension to a
contributory one,231 we hope the Government will look again at this issue.

— Because everyone would know how much they could expect to receive from the state, they could
take savings decisions more easily. It would be much harder for future Governments to alter the
value of a single, simple state pension.

— Means-tested benefits are only an eVective way of fighting poverty when people actually claim
them. The beneficiaries from a Citizen’s Pension would include pensioners who are poor enough
to be entitled to Pension Credit but who do not claim it.

— Once a flat rate state pension is set at a suYcient level to keep pensioners out of poverty, there will
be less pressure for the Government to try to achieve social objectives through the onerous
regulation of company pension schemes.

State Pension Age

64. For any given level of expenditure, there will of course be a trade-oV between the value of the state
pension and the age at which it is paid. Our proposals for a Citizen’s Pension involved increasing the State
Pension Age to 67 by 2030 and suggested that a further increase to 69 by 2040 could be an alternative to
higher public expenditure—ie, a slightly faster increase than the Commission proposes.

65. We do not believe that theWhite Paper should simply propose a one-oV change in State PensionAge.
To reduce the political diYculty attached to further increases, a formula should be introduced that would
see State Pension Age continuing to increase in line with life expectancy.

66. As we argued in our response to the Commission’s First Report, we believe that the current system
for state pension deferral is the wrong way around. Behavioural economics suggests that, even if the sums
of money involved were identical, people would be more likely to retire later if a bigger pension from a later
age was the norm, with an option to take a smaller pension sooner.

Impact of Reform on Different Groups

67. The introduction of low cost funded pensions such as Super Trusts will help those groups currently
at risk from undersaving many of whom are not eligible for an employer contribution and whose modest
savings are eroded by high charges. But this savings dividend will only be realised if it is accompanied by
significant state pension reform. It remains the case that many of those who are currently undersaving will
be best served by having an adequate and stable state pension on which to build private savings.

68. However, we feel there is one group of undersavers where the Commission’s proposals did not go far
enough, namely the self-employed.

69. As a group, the self-employed are under-pensioned. It is estimated that 43% of self-employed people
are not saving in a pension. Unless action is taken to require the self-employed to be automatically enrolled
into funded second pensions on the same basis as employees, they will remain under-pensioned relative to
the rest of the working population.

70. Making it the default position that self-employed people should belong to Super Trusts (or the NPSS)
could deter employers from avoiding their responsibility to make contributions for their employees by
shifting employees on to self-employed contracts.

71. Collecting contributions from the self-employed will necessarily diVer from the way in which
contributions are collected from employees. The most straightforward way to capture self-employed
earnings information (to enable the deduction of minimum contributions, voluntary contributions, opt-out
elections, etc) would be via the Schedule D tax return which all self-employed people are required to
complete each year. Contributions to Super Trusts would be calculated in arrears, based on the previous
year’s taxable earnings.

72. As with employees, self-employed people would have the right to opt-out of Super Trusts.

229 The Times, 16 March 2006.
230 John Hutton’s speech at the IPPR, 14 March 2006.
231 The summary of the day’s findings produced by Opinion Leader Research says that: “Half of the participants agreed that
years living in the UK, regardless of what the individual was doing (ie working or not), should count towards the basic State
Pension. Just over one third (35%) disagreed with this.”
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Conclusion

73. The NAPF supports the Commission’s broad conclusions—that the state pension system should
become flat rate and less means-tested, and that employees should be automatically enrolled into a funded
pension scheme providing earnings-related provision with compulsory employer contributions. However,
we believe that a step change in coverage is most likely to be achieved if the new system is built on
organisations with a legal duty to put members’ interest first than if it relies on a state body or commercial
providers.

Annex A

1. The Pensions Regulator would be responsible for authorising Super Trusts. We envisage nomore than
20 Super Trusts would be authorised. Super Trusts could be established by a range of entities and in order
to ensure that Super Trusts were established by organisations that had the potential to run successful
schemes the Pensions Regulator would need to set the eligibility criteria for organisations that could
establish Super Trusts.

Box 3: Criteria for organisations founding a Super Trust

— The Regulator must be satisfied that the founding organisation:

— had a robust business plan;

— was able to meet Super Trust start-up costs; and

— could reach a specified minimum scale to operate at low costs.

— Could demonstrate that trustees and senior management had the necessary expertise, competence,
probity and integrity to operate a Super Trust.

— The Regulator would also take account of:

— the total number of Super Trusts; and

— other schemes operating in the same sector or region.

2. The Regulator would operate a filtered authorisation process which could work as follows:

— the Pensions Regulator would invite expressions of interest from those interested in establishing
Super Trusts;

— applications which did not meet the Regulator’s criteria would be filtered out at this early stage;
and

— remaining applicants would be invited to submit full business plans.

3. The Regulator would then select the final Super Trusts based on the strength of their business plans
and the quality of the proposed Super Trust personnel.

4. The Pensions Regulator would also approve the appointment of individual Super Trust trustees put
forward by the Super Trust. In doing so, the Regulator will have regard to the fitness, competence and
expertise of the trustees. The Regulator would also keep a register of approved trustees.

5. Ultimately, the Pensions Regulator would have the power to de-authorise Super Trusts that did not
operate in the interests of scheme members, for example by failing to provide an adequate level of service
to scheme members or failing to keep costs low.

6. In advance of closing a Super Trust down, the Regulator could impose newmanagement (much as the
Regulator can do with failing schemes currently). This would provide scheme members with continuity of
membership, whilst at the same time ensuring that there was a governing body in place that would act in
the members’ best interests. The Pensions Regulator would be responsible for moving the members of a de-
authorised scheme to a new Super Trust.

7. The Regulator would receive, once a year and in a specified format, annual reports from each Super
Trust. This would report on all costs and charges, investment performance, service standards and scheme
membership. In turn the Regulator would publish an annual report assessing the performance of each Super
Trusts and comparing their performance. This would be a beneficial competitive pressure on Super Trusts
to maintain high standards in the interests of scheme members and to adopt best industry practices.
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Annex B

SUPER TRUSTS—A BETTER ALTERNATIVE TO NPSS
A NOTE FOR STEPHEN TIMMS

Introduction

1. Following theMinister for Pensions Reform’s invitation, this note responds to the points raised about
Super Trusts in the discussion that took place at the Cabinet War Rooms on 28 February. In particular it
corrects some of the misunderstandings regarding the operation of Super Trusts deals with some of their
perceived weaknesses.

Choice

2. Much was made at the Cabinet War Rooms event on the degree of choice that should be available in
the new system and by whom that choice should be exercised.

3. Whichever system is eventually selected, there will be choices to be made. In the NPSS, individuals
will be required to select an investment option. Under Partnership Pensions, employers will have to select
a provider whilst individuals will have to decide whether to remain in the scheme selected by their employer
or make their own arrangement and then select an investment option; under Super Trusts, employers would
be required to select a scheme from the limited number available. In all the models individuals will need to
decide whether or not to remain auto-enrolled.

4. In designing alternatives to the NPSS, it is important to take account of our starting point and
immediate goal: turning millions of non-savers into regular pension savers. Many of these people will never
have saved in a pension before and most will have poor levels of financial literacy. It is important, therefore,
that the new system is designed around the needs of the majority of savers’ rather than the more
sophisticated savings tastes of policymakers and commentators.

5. Many participants on 28 February acknowledged that amongst the strengths of Super Trusts were the
relatively simple choices arising from the limited number of Super Trusts that would operate in the market.
This managed choice would help ensure transparency and eYciency. However, others suggested that a
drawback of Super Trusts lay in the fact that:

— employers and not individuals would be required to choose the Super Trust into which
contributions would be made, as a result of which individuals could not independently switch
between or select funds; and

— individuals would be placed in a single, pooled, investment fund and would not be oVered an
investment choice.

Employer Choice

6. As described in paragraph 3, it is important that choice is exercised by those best placed to do so. In
terms of choice of Super Trust, we believe this means employers. However, a number of participants at the
28 February event questioned whether this was the case.

7. Yet employers—even small employers—make complex decisions and address complicated issues on a
regular basis by virtue of the fact that they are employers. For example, they must comply with detailed
employment and health and safety legislation and the National MinimumWage. And employers, including
small employers, are already required to select financial services products to comply with the law, for
example stakeholder pensions and employers’ liability insurance.

8. A limited choice of, say, 10–20 Super Trusts should not prove onerous as many participants at the 28
February event recognised. Moreover, employers that could not (or would not) designate a Super Trust
would be defaulted into a Super Trust via HMRC and Pensions Regulator.

Consumer Switching

9. One objection raised against Super Trusts is that consumers would not themselves be able to choose
which Super Trust they belonged to. This is of course also true of the NPSS, though for a diVerent reason.

10. The advantage of the Super Trust approach, with an employer selecting a single Super Trust into
which his or her employees would be automatically enrolled, is that it simplifies scheme administration for
employers who would only have to send pension contributions to one provider. By contrast, if individuals
were able to select their own providers, employers would be faced with sending contributions to a number
of providers, most likely through a new and untried “BACS-plus” system which would not only add to the
costs of the new pensions system but possibly also delay the introduction of auto-enrolment.

11. It is perhaps worth noting that consumer choice can create systemic imbalances. The Chilean
government halted consumer choice because consumers were switching funds too frequently.
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12. However, our proposal makes clear that we see scope for choice to be transferred to individuals over
time: “as members’ funds grew and as Super Trusts became familiar and trusted organisations, it would be
possible to allow members to select their own Super Trust from the range available. Australia has adopted
a very similar approach, moving from a situation in which workers were compelled to join their ‘Award
Super’ fund to permitting choice of funds (introduced on 1 July 2005).”232

Investment (Fund) Choice

13.It was suggested at the Cabinet War Rooms event that the Super Trust model is flawed because it does
not oVer individuals any investment choice as participants would be placed in the Super Trust’s single pooled
fund that would be overseen by expert trustees.

14. We believe this pooled approach has considerable strengths compared to both the NPSS and
Partnership Pensions where individuals would be required to select investment funds. As the Commission
itself comments “The trade-oV facing individuals between risk and return is therefore inherent, and the
consequences of poor decisions and poor timing very large . . . there is, moreover, extensive evidence that
a significant proportion of the population is both ill equipped, and recognises itself as ill equipped, to make
informed choices between diVerent risk-return combinations.”233 The Commission also acknowledge that
the “freedom to choose between alternative funds will also add cost”.234 In our central recommendation, we
suggest that this cost should be stripped out and that all members should invest through the Super Trust’s
pooled fund.

A False Choice for Most

15. International experience suggests that where people are oVered choice in defined contribution
schemes,most prefer not to exercise that choice. In theUK,NAPFmembers who oVer default lifestyle funds
report that, on average, 83% of scheme members remain in the default fund.235 In Sweden, 91% of
individuals now invest in the default fund.236 Of these, it is estimated that three times as many passively
accepted the default fund as actively selected it. It is therefore reasonable to expect that, for the vast majority
of people auto-enrolled into the new pension system, fund choice will in any case be a theoretical possibility
rather than something that they will take advantage of.

A choice people do not want

16. Nor is there any evidence that people want choice. In a recent Populus poll for the NAPF, people
were told that if they joined the new scheme, they could be asked to choose how their money was invested.
Few felt confident about taking the decision themselves without incurring the advice costs which the
Pensions Commission is rightly keen to strip out of the system.

— Just 15% said: “I would be confident in choosing how to invest the money in my pension fund by
myself with no professional advice.”

— 42% said: “I would be happy to decide how to invest the money in my pension fund but I would
pay an independent financial adviser to help me.”

— 41% said: “I would prefer to rely on the expertise of the people managing my pension fund to
decide how best to invest my money”.

Those in social class DE and aged under 65 were most likely to say they would be confident in taking the
decision themselves without advice (21%).

A damaging choice for a minority

17. Even if only 10% to 20% of the people saving in the new pension system chose to make active fund
choices, there could still be around 1 million people doing so. Before committing to making fund choice
available, the Government should look at the choices these people are likely to make. The target market for
the new savings system is also skewed towards those who are less likely to understand the diVerences between
asset classes. 49% of male full-time manual workers and 60% of female full-time manual workers have no
current pension provision.237

232 Super Trusts: Putting Members First, p31.
233 Second Report, p195.
234 Second Report, p396.
235 NAPF Annual Survey 2005.
236 Second Report, p200.
237 General Household Survey 2004–05.
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18. Research commissioned by the NAPF suggests that significant numbers could make unsuitable
investment choices.While somemay shoulder toomuch investment risk, themore commonmistake is likely
involve excessive caution.238 55% of people say they would want the largest proportion of their savings to
be invested in “accounts paying a low rate of interest but where you are guaranteed not to lose your money”
rather than in either “shares in British and foreign companies” or “the property market”. This figure rises
to 61% amongst people aged 18–34—the age group for whom low-risk, low-return investments are most
unsuitable.

19. The Child Trust Fund (CTF) provides additional evidence that significant numbers of people will
choose inappropriate investment options. By January 2006, 310,000 cashCTF accounts had been opened.239

This represents more than one-fifth of all CTF accounts.240 Few experts would regard cash as a suitable
instrument for an 18-year investment.

20. Lord Turner has advanced two arguments for fund choice.241 His first argument is that, even within
the target group for the NPSS or any alternative system, people will have diVerent risk-return preferences.
Higher earners within this target group or those expecting to inherit significant assets may be prepared to
take greater risks with their pension savings than others. Likewise, riskier approaches to investment are
more suitable for those who would be comparatively relaxed about having to postpone their retirement if
the gamble didn’t pay oV. The NAPF accepts that this is a genuine advantage of fund choice, but believes
it needs to be balanced against the risk, acknowledged by Lord Turner, that “people exercise that choice in
a way that harms them”.242

21. His second argument is much less convincing. This concerns the potential come-back on the
Government in the unlikely event that it turns out that someone would either be better oV if they had not
saved at all, or their final pension fell below expectations due either to poor investment returns or a poor
fund choice. Lord Turner likens the Commission’s preference for fund choice to its preference for auto-
enrolment above compulsion. The Commission advance that just as the Government would be able to say:
“well we didn’t make you join—you could have opted out”, it could say “well, we didn’t make you invest
in that fund, you could have chosen a diVerent fund”.

22. We do not believe this is how the politics of large numbers of disgruntled pensioners would play out.
And the argument sits uncomfortably with the Commission’s conclusion that state intervention in pension
provision is needed because individuals lack the information to make informed decisions and do not always
act rationally on the basis of the information they do have. If the default fund performed badly, those who
remained in it would be as likely to blame the Government as if they had no choice. We do not believe that
creating a situation where the investments of significant numbers of people are certain to perform badly is
a price worth paying to avoid the hypothetical possibility that everyone’s fund performs badly (and replace
it with the possibility that this is true for just 90% of people).

Adding Fund Choice to Super Trusts

23. If Government insisted that investment choice was an essential design feature of the new pensions
system it would be quite possible to oVer fund choice within Super Trusts—just as it would be possible for
the Government to establish a National Pension Savings Scheme that did not oVer a choice of funds to
individuals. The Government can separate its decision about whether to oVer fund choice from its decision
about who should run the new system. If it is determined to oVer fund choice, this should not be seen as a
showstopper for the Super Trusts model.

24. If the Government did want to incorporate choice into the Super Trusts model, it would be relatively
simple to oVer individuals a choice of the underlying funds within the Super Trust’s pooled fund. If the
Government wanted an even wider range of fund choices to be available, Super Trusts could facilitate access
to more specialist funds due to the strength of their buying power and investment expertise.

Personal Responsibility and Choice

25. It has been suggested that the absence of consumer choice—whether fund choice or provider choice—
means that there is little chance of individuals building a sense of personal responsibility for their own
retirement futures under Super Trusts. We do not agree.

26. International experience as well as that of NAPF members shows that individuals build personal
responsibility for pensions by saving regularly and seeing their pension funds grow, not through the ability
to make fund choices.

238 It is possible that this will be influenced by market conditions in the run-up to the launch of the new pensions system. For
example, some people’s caution todaymaybe influenced by the downturn in equity values around the turn of the century. If the
new pension system had been launched during the technology stock bubble, people’s appetite for risk may have been greater.

239 Building Societies Association press release, 24 January 2006.
240 HMRC statistics show that 1,478,000 Child Trust Fund accounts had been opened by 20 February 2006.
241 These were spelt out in his remarks at theWhich? round table discussion organised on 1 March 2006.
242 Remarks atWhich? round table discussion, Portcullis House, 1 March 2005.
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Taking Account of Members’ Interests

27. Super Trusts would be closer to scheme members—the people who really matter—than a single
national scheme. However, to generate scale, Super Trusts would, by definition need to be large, perhaps
with as many as 500,000 members depending on the eventual number of Super Trusts.

28. Despite their size, it would be important to ensure that Super Trusts took account of the views of
schememembers and participating employers. In our 10February submission (paragraph 3.13) we proposed
that to ensure Super Trusts continued to improve service standards to scheme members and participating
employers, Super Trusts could establish advisory or consumer panels to sit beneath the main Trust board
and to provider consumer feedback to it. This would help to ensure that the trustees of the Super Trust were
providing a valuable and valued service.

Super Trusts and Investment Discretion

29. We have been asked about the extent to which Super Trusts would have discretion over their
investment decisions. We do not envisage Super Trusts as being homogenous. Investment (and investment
performance) could be one of the factors which diVerentiate one Super Trust from another. Super Trusts
must have enough discretion to reflect the diVerent characteristics of their members, just as occupational
pension schemes do today.

30. It would of course be possible for the Government to set legal parameters concerning the investment
decisions which trustees must take. However, the danger with a prescriptive approach is that it could leave
trustees unable to respond flexibly to changing market circumstances to the benefit of consumers. A Super
Trust with appropriate governance and expertise could take advantage of such opportunities. It could also
construct baskets of assets and investment managers to reduce risks for the members (both the risk of
volatile performance and the risk of selecting an unsuccessful manager). The risk of selecting an unsuccessful
manager is mitigated within a group’s portfolio because a number of diVerent managers are used and there
is a review process which regularly refreshes the manager list. These features are much harder for an
individual to achieve.

One Provider or Many?

31. Much of the discussion at the CabinetWar Rooms therefore centred on the relative merits of a single-
provider versus a multi-provider solution.

32. A plurality of Super Trusts:

— means contestability between Super Trusts which will drive up scheme quality and drive down
costs on a continuing basis for the benefit of consumers;

— provides choice for employers who will be able to select the most appropriate Super Trust for their
workforce, rather than workers being oVered a “one-size-fits-all” arrangement;

— reduces the risk of political interference, for example on investment related matters;

— does not require an artificial cap on contributions to prevent market distortions; and

— unlike a single provider solution, does not require the building of a new (and therefore untested)
infrastructure to run the new system.

33. By contrast, two main arguments for a single-provider solution were advanced. It was claimed that
costs would be lower and that there would be no risk of individuals becoming aggrieved because one
provider had performed better than another. We believe that both of these supposed advantages are much
less clear cut than advocates of the NPSS have maintained.

Costs and Performance

34. All participants in the debate acknowledge that their cost modeling is subject to a number of
uncertainties. However, Lord Turner has argued that, whatever errors there are in the Commission’s
estimate of absolute cost levels in the NPSS, the NPSS is likely to be the lowest cost model available. Both
Lord Turner and Richard Saunders of the IMA likened their vision of the NPSS to the single Super Trust
model referred to in the NAPF’s original submission which indicated that one Super Trust could operate
at a lower Annual Management Charge than a number of Super Trusts. Advocates of the NPSS have taken
this to mean that the NPSS has the “lowest AMC of any of the proposed models”.243

35. Such a conclusion would only be reliable if the static cost models which we and others have used
perfectly replicated the real world. In practice, the world is a dynamic place. Ensuring that the incentives
are there for costs to stay low is therefore every bit as important as getting costs down in the first place—
especially when the White Paper is intended to herald a long-term solution to the problem of inadequate
pension savings.

243 Peter Vicary-Smith, chairman ofWhich? 1 March 2006.
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36. Where a number of providers exist, there will be scope for innovation and diversity, for benchmarking
performance against what others are doing and for spreading best practice. This insight is central to the
Government’s reform agenda in other policy areas. People serving on Super Trust boards would be
conscious that their Trust’s performance was being compared with others and, mindful of their professional
reputation, would be anxious not to lag behind. We are pleased that you listed this scope for
“benchmarking” as an advantage of the Super Trust model when summing up the day’s discussions.

37. By contrast, it is unclear what would stop a monopoly provider from resting on its laurels. There
would be no means of benchmarking how good a job this provider was doing, and not even a theoretical
possibility that employers could transfer to another provider (unless they wanted to assume responsibility
for managing their own scheme). A pluralist solution would be likely to drive standards up and costs down
over time. Establishing a monopoly provider could have the opposite eVect.

38. Proponents of a single-provider solution have raised two specific charges in relation to the costs of
Super Trusts. They argue that non-persistency would be higher in a multi-provider solution and that
marketing costs could push up the AMC.

Transfer Costs

39. Some participants at the 28 February event suggested that Super Trusts would face additional costs
due to transfers between schemes. Whilst some workers would be required to transfer between schemes on
changing jobs (if their new employer was not in the same Super Trust as their previous employer) such
criticisms fail to take account of the scale of Super Trusts and their proposed sectoral and regional structure.
These factors mean that there would be far fewer transfers than if each employer ran their own scheme.
Furthermore, the experience of occupational schemes also suggests that administrative costs associatedwith
transfers are very low. As outlined in our submission to you on 10 February, we have taken account of the
costs of transfers between Super Trusts.

40. Moreover, we believe that this tells only part of the story regarding transfers. It would be wrong to
look at the number of transfers between diVerent providers within the new pensions system while ignoring
transfers between the new pension system and alternative pension arrangements.

41. The Super Trust model is the only one which would enable consolidation of the existing DC market.
The Commission is concerned about a single NPSS becoming too large, while the ABI is concerned about
the “impact on existing business” is savers move from pensions with high charges to those with lower
charges, so both place limitations on the ability of employers and individuals to transfer existing DC
pensions into the new arrangements. If companies chose to transfer their legacy DC pensions into a Super
Trust, individuals would not need to leave the Super Trust system when taking up employment with these
companies. The Super Trust model is also the only one that does not require a cap on contributions (see
paras 66 to 69)—meaning that individuals need not transfer out once their earnings and desired
contributions exceeded a certain level. So while there would be transfers between diVerent Super Trust
providers that would not occur within a single NPSS, there would be fewer transfers between the new
pensions system and alternative provision.

Marketing Costs

42. It was suggested that Super Trusts would replicate the excessive marketing costs that currently exist
in the retail financial services market. Concerns about marketing costs are legitimate in the context of the
ABI’s proposals where Lord Turner has rightly identified the tendency of insurers to compete on the basis
of brand rather than cost or service quality as a market failure in financial services.

43. However, this need not be a concern with Super Trusts whichwould be set up on a not-for-profit basis
and which would all have suYcient scale to operate at low cost. They would not, at least during the first
phase, be appealing directly to individuals but would be selected by employers. If Super Trusts were
established on a sectoral or regional basis, employers would be able to base their initial selection on
something other than brand. By contrast, the ABI model would allow individuals to override their
employer’s decision from the start.When an individualmoved employer or when an employer changed their
default provider, the individual would need to decide whether to remain with their existing provider or
switch to the new default provider. The danger is that insurers would spend significant sums on marketing
materials aimed at individuals in these circumstances, and that this would lead to higher charges for savers.

Coverage, Governance and Freedom from Political Interference

44. In a pluralist solution, there will be greater distance between the Government and people’s savings
than in a single-scheme solution.

45. The IMA has attempted to position its version of the NPSS as being “close to the NAPF”244 in terms
of governance arrangements. However, we believe it is unlikely that a single provider could either be truly
independent from Government or (just as important) be seen to be independent.

244 Richard Saunders speaking at the All Party Group for Pension Reform, 28 February.



3367124072 Page Type [E] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Ev 312 Work and Pensions Committee: Evidence

46. There are two dangers in having an arrangement that is not completely separate from Government.
One relates to coverage and the other to the potential for dragging investment decisions into the realm of
politics.

Coverage

47. The Government has rightly said that the number of people who choose not to opt out will be a key
determinant of the scheme’s success. The NAPF has argued that if the Government wants to avoid a high
opt-out rate, it must ensure that first-time savers feel able to trust the people and institutions looking after
their money. This requires that the new pensions system is independent (and seen to be independent) of both
Government and commercial interests.

48. Some advocates of the NPSS have echoed this view.245 They part company from the NAPF in their
confidence that no-one will fear that a single national scheme (even one set up as a non-departmental public
body) is too closely associated with Government to be trustworthy. To justify this stance, they argue that
the Bank of England provides an example of how a single public sector body can be independent from
Government. There are two reasons why this is not a good analogy. First, an independent Bank of England
was not (like the NPSS) created from scratch. Rather, the Bank already existed and its Monetary Policy
Committee was handed powers that Ministers had previously chosen to exercise themselves. Secondly,
making Bank of England independence a success depended in large part on convincing the financial markets
that the Government would not interfere. For the NPSS to be a success, millions of individuals need to be
convinced of this.

49. It is partly because of this impression of independence that a clear majority of people polled by
Populus on behalf of the NAPF said they would prefer their savings to be looked after by not-for-profit
companies rather than a Government agency or commercial providers.

50. Another reason for believing that coverage would be higher under the Super Trust model than under
the NPSS is that Super Trusts would not require people to put their faith in a new public sector IT project.
Further polling commissioned by the NAPF showed that only 16% of people were confident that such a
systemwould record the amounts they had savedwithout errors, while only 25%were confident that it would
ensure they were paid what they were entitled to. People would not have to take this leap of faith before
saving in a Super Trust Account. Of course, errors in occupational schemes are not unheard of, but if they
occurred on anything like the scale that people fear for the NPSS, this phenomenon would undoubtedly
have been documented in a publication as thorough as the Pensions Commission’s First Report.

51. Finally, many employees will be more likely to participate in a scheme if their employer (who they
see as being used to taking financial decisions) has selected that scheme. Research published by the ABI last
year showed that people were more likely to trust their employer not to let them down when it came to
pensions than they were to trust either the Government or pension providers.246

Keeping politics out of investment (and investment out of politics)

52. Some people in the City have already expressed concern about the scope for political interference
under the NPSS. Peter Butler, the Chief Executive of Governance for Owners says: “Once politicians wake
up to the power they could have it would be like nationalisation by the back door.”247

53. Some of these concerns might be misplaced: provided it is clear that funds are the legal property of
individuals rather than the NPSS, it should be possible to avoid a situation where the Government is
deciding how to exercise the voting rights that attach to shareholdings. The more probable danger is that
theGovernment would come under pressure from interest groups to redefine theNPSS default fund (or even
the full range of funds) in order to exclude shares in particular companies.

Differential Outcomes and Employer Liability

54. Many commentators at the 28 February event acknowledged that a strength of Super Trusts is that
they oVer employers a simple choice of pension provider which in turn would lead to greater transparency
and lower cost. However others suggested that multiple Super Trusts would lead to diVerential outcomes
and that employers would be “scared” of selecting a scheme when they could be held liable by employees
for any diVerential performance.

55. It is of course possible to ensure that no-one experiences a relative benefit arising from performance
diVerentials—but only at the price of removing the scope for innovation that is likely to drive up standards
for everyone. And even the NPSS would result in diVerential outcomes as scheme members will select

245 Presenting on behalf of the IMA, Richard Saunders told the 28 February meeting that “people will only trust someone
independent who will look after their interests”. Similarly, Peter Vicary-Smith of Which? says: “Consumers will only
participate if they have confidence in the system, in the outcomes, and in the people running it” (Which? round Table
discussion, 1 March 2006).

246 The State of the Nation’s Savings, ABI, November 2005.
247 The Guardian, 6 February 2006.
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diVerent funds with diVerent returns. In this context we find it strange that those who have worried about
diVerences in performance between diVerent Super Trusts usually say that individuals should be asked to
choose how their money is invested. Any diVerences between the performance of diVerent providers will be
tiny compared with the likely diVerence between investing in equities and investing in guaranteed bond fund
over a 40-year period.

56. In a pluralist environment, one Super Trust can experiment with a slightly diVerent way of doing
things. If this proves successful, others will follow. If it doesn’t, the innovative Super Trust can return to the
status quo ante. The Regulator would also be able to monitor what diVerent Trusts were doing and enforce
minimum standards. So whilst the possibility of some diVerences in performance is essential if we want to
raise standards for all, any significant diVerences are likely to be short-lived. By limiting the overall number
of Super Trusts, the Government can ensure that all have the potential to realise economies of scale.

57. The experience with defined contribution schemes to date and employer designated stakeholder
pensions in particular, albeit limited, has not resulted in employers coming under fire from employees
because the charges and returns in their schemes compare unfavourably with those administered by
alternative insurers.

58. Under the present stakeholder legislation, employers with five or more staV are required to designate
a stakeholder scheme but are not held liable for their decision to designate any particular scheme. As our
submission makes clear, this feature of the law would transfer to Super Trusts.

59. For many employers, Super Trusts would represent an opportunity to free themselves of the burden
of administering their own schemes without compromising on governance arrangements. Selecting a scheme
does not look like an onerous requirement by comparison and involving employers could have a beneficial
impact on take-up (see paragraph 51).

60. The wishes of those employers who don’t want to choose a scheme should also be balanced against
those of employers who do want to choose a scheme, but who might to want to run a scheme themselves
(or to accept the management charges and lack of governance that comes with contract-based schemes). A
recent survey of larger employers found that only 5% believed they were not at all responsible for providing
financial security in retirement for their employees.248

Different Costs for Different Super Trusts

61. There was some confusion at the event on 28 February about how the client base of diVerent Super
Trusts might lead their costs to vary. Under our proposals, Super Trusts would not be able to refuse a
particular employer designation (unlike stakeholder pensions currently). Employers would be free to join
any Super Trust (not just the Super Trust for their sector or region) and Super Trusts could not “cherry
pick” employers whose employees tended to earn most and have the most stable careers.

62. It was also suggested that costs would vary between diVerent Super Trusts. To some extent, this is a
feature of any pluralist solution and needs to be weighed against the benefits of the improvements in
standards across the board thatmay come about through innovation.We donot believe that criticisms along
the lines of “what if one Super Trust is really badly run?” carrymuch force. Besides the numerous safeguards
outlined in our submission, the obvious answer is that the risk of provider error is diversified: in a single-
provider solution, the same eventuality would aVect millions of people.

63. One driver of diVerential costs highlighted at the Cabinet War Rooms was the possibility that some
Super Trusts, because of their sectoral aYliations, would attract members capable of paying higher
contributions and of remaining in the scheme for longer. It was suggested that Super Trusts serving
industries where a large proportion of the workforce is transient and poorly paid (eg, hospitality) would
have higher costs than those serving industries such as the financial services sector. It was also suggested
that, once cost diVerences emerge, these could become self-perpetuating.

64. We suspect that such fears are overstated. For example, the Building & Civil Engineering (B&CE)
scheme which services a low paid workforce with high labour turnover, already operates at a cost of around
85 basis points, despite receiving an average joint contribution of just £20 per month. However, B&CE have
privately indicated to us that auto-enrolment and the introduction of mandatory employer contributions
could be expected to push this cost down significantly to within the costs envisaged for Super Trusts.

65. However, we accept that the Government and Regulator may want to keep these issues under review
if Super Trust model is implemented. If large cost disparities did arise as a result of diVerences in the sort
of employers aYliating to diVerent Super Trusts, measures could be taken to reduce these disparities. For
example, the default arrangement for allocating employers that did not designate a scheme could be
amended so that “less desirable” employers (ie, those whose workforce could be expected to have low
contributions and high opt-out rates) who did not select a scheme were allocated to the Super Trusts with
the biggest natural advantages in order to even things up. As our submission makes clear, at the extreme,
a Super Trust with an unalterably high cost base could be wound up by the Regulator and its members
distributed between other Super Trusts.

248 Business UK Pensions Report, Winterthur Life, February 2006.
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Should There be a Cap on Contributions?

66. One issue not discussed at the Cabinet War Rooms, but over which there remains some debate, was
the question of whether contributions to the new savings scheme or transfers into it should be subject to a
cap over and above the general limits on contributions attracting tax relief.

67. In its Second Report, the Pensions Commission stresses the importance of encouraging people to
contribute more than the minimum. However, it believes that allowing individuals to contribute without
limit could “raise concerns about the proportion of total national investment flowing through theNPSS”.249

It therefore recommends limiting the annual contributions to NPSS. While accepting that this cap “may
be considered too restrictive in relation to people above average earnings”,250 the Commission defends an
approach which “would mean that lower earners would eVectively be free of any cap (since they would be
unlikely to be able to use the full freedom) while limiting the extent to which higher earners could use the
NPSS as a low-cost alternative for pension saving that is already in many cases occurring”.251

68. The Commission is right to be concerned about the possibility that the volume of funds flowing
through a single national scheme could be suYcient to distort the investmentmarket. However, the dispersal
of assets amongst multiple providers in either the NAPF or ABI models reduces the force of this argument.
Nonetheless, the ABI follows the Commission in proposing a cap on contributions and would eVectively
lock individuals into higher charging products.

69. Any requirement to exclude higher earners should be regarded as a disadvantage in any scheme. There
are four reasons for this:

— First, the relationship between the value of assets in an individual’s account and the cost of
administering that account will not be linear. Charging the same AMC (expressed as a percentage
of fund value) to all savers will therefore introduce a degree of cross-subsidy. Those who save the
most (typically higher earners) will be subsidising thosewho save the least (typically lower earners).
Enabling people outside the target market to participate in the scheme will therefore bring down
costs for those in the target market. These savings have not been factored into the costs of
Super Trusts.

— Secondly, higher earners would themselves benefit from being given this opportunity to cross-
subside lower earners. They would welcome the chance to save at, say, 30 to 50 basis points rather
than 100 basis points. If a cap is imposed, the Government will have to explain why it is making
these savers pay higher charges than they need to.

— Thirdly, the absence of a cap would make the system simpler for employers. The cap proposed
by the Commission could realistically aVect individuals earning as little as £30,000 per annum.252

Imposing a cap at £3,000 per year could therefore mean that significant numbers of employers
would have to administer separate pension arrangements for higher earners.

— Finally, any arrangement which encourages the separation of pension schemes serving company
executives from those serving the majority of employees is unlikely to work to the advantage of
the latter. Since directors are much more likely to appreciate the value of pensions than their staV,
we may expect employer contributions to staV pensions to be higher when they are linked to the
rate of employer contributions to directors’ pensions.

Impact on Existing Schemes

70. Most of the discussion around a new system of pension saving assumes that the NPSS or any
alternative will only cover those employers who do not already run their own pension schemes. We believe
this is naı̈ve. In practice, significant numbers of employers are likely to gravitate towards arrangements
which oVer the opportunity to provide pensions that involve low charges for scheme members and few
administrative burdens for employers. When these decisions are taken in the boardroom, surveys of human
resources managers who believe this will not be the case oVer only very limited reassurance. It is important
to recognise that this leveling down impact primarily flows from the presence of auto-enrolment and
mandatory contributions rather than the design of the NPSS or its alternatives.

71. Two issues need to be separated here. No one wants to see employers reduce the generosity of their
pension arrangements, and the NAPF would happily work with the Government to look at how this can
best be averted in an environment where auto-enrolment will raise some employers’ pension costs. But there
is an entirely separate question about whether employers will want to continue running their own defined
contribution schemes when a low cost alternative is on oVer. Rather than seeing the prospect that they will

249 P360.
250 P285.
251 P360.
252 The NAPF’s 2005 Annual Survey shows that contributions in excess of 10% of pay are not uncommon in DC schemes run
by NAPF members—though we accept that our membership represents the more generous end of the market. The
Commission’s First Report said that: “People with earnings above £17,500 per annum who start saving at 35 usually need to
be saving 10% or more of gross earnings (either via their own or employer contributions) in addition to National Insurance
SERPS/S2P contributions or rebates.” (p155)
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not as a threat and advocating arbitrary caps and other restrictions to slow the process down, the new
environment could provide an opportunity to consolidate existing defined contribution provision, thereby
generating a significant regulatory dividend.

72. We would be concerned if employers moved away from trust-based occupational schemes towards
alternatives without adequate governance arrangements. Uniquely, Super Trusts would allow employers to
move away from running schemes themselves without compromising on consumer protection. For some
employers, this would be an important factor: 39% of NAPF members with occupational DC schemes say
they selected this scheme type because they prefer trustees to look after members’ interests.253

Super Trusts and Third Tier (Employer-sponsored Provision)

73. Just as the Pensions Commission envisages for the NPSS, Super Trusts would sit on top of a solid
first tier of state pension provision. Along with occupational pension schemes, Super Trusts would form the
backbone of second tier pension provision. But we acknowledge that employers may want to do more than
the statutory minimum if it fits their business model, as may individuals. We therefore see significant scope
for a vibrant third tier retirement savings market comprising retail pensions products (including stakeholder
and group personal pensions) and other non-pensions products.

Legal Position of Super Trusts

74. We have been asked whether there are any barriers in European law to Super Trusts being regulated
as occupational pension schemes. Our initial legal advice suggests that Super Trusts would fall within the
definition of an occupational pension scheme as set out in European Directive 2003/41 on the Activities and
Supervision of Institutions for Occupational Retirement Provision (IORPs). We would be happy to discuss
this matter further with your oYcials.

Super Trusts and Partnership Pensions in Tandem

75. It has been suggested that Super Trusts could exist in the market place alongside Partnership
Pensions. There is no reason in theory why this could not happen. However, the dual system would present
Government with some stark choices most notably around scheme costs and charges:

— All of the arrangements under discussion on 28 February (including NPSS) rely on economies of
scale to build eYciencies and deliver low cost. Designing a system in which diVerent models ran
alongside each other would mean that scale was not achieved with the result that costs to
consumers would increase.

— One reasonwhy costs to consumers would increase is that providers of Partnership Pensionswould
be likely to engage in extensive marketing campaigns in an eVort to buy business and build scale.
This would not be in consumers’ interests, would perpetuate the damaging behavior the Pensions
Commission identified in its First Report. In the face of this, it is unlikely that not-for-profit Super
Trusts would get oV the ground.

— In its first report, the Pensions Commission described the UK’s pensions system as the most
complex in the world. The current pensions reform exercise should therefore be an opportunity to
simplify the pensions architecture. A multiplicity of pension arrangements would add to
complexity and present additional choices for employers and employees who would be forced to
choose their preferred type of pension arrangement (Super Trust or Partnership Pension etc).

76. So whilst Super Trusts could run alongside other NPSS variants, we do not believe this is the optimal
outcome for consumers.

National Association of Pension Funds

March 2006

253 NAPF 2005 Annual Survey.



3367124073 Page Type [E] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Ev 316 Work and Pensions Committee: Evidence

Memorandum submitted by Age Concern England

1. Introduction

1.1 Age Concern England (the National Council on Ageing) brings together Age Concern organisations
working at a local level and 100 national bodies, including charities, professional bodies and
representational groups with an interest in older people and ageing issues. Through our national
information line, which receives 225,000 telephone and postal enquiries a year, and the information services
oVered by local Age Concern organisations, we are in day to day contact with older people and their
concerns.

1.2 Age Concern is pleased to have the opportunity to comment to the Work and Pensions Select
Committee’s Inquiry into pension reform. In this response the boxes at the start of the sections briefly
summarise the Pensions Commission’s main recommendations and conclusions and then we set out Age
Concern’s views.

1.3 Age Concern welcomes the work of the Pensions Commission and their second report. We believe
the recommendations set out the basis for long-term pension reform. We support their approach of a more
generous state system, the need to improve the system for carers and other low income groups, and improved
opportunities for private savings.

2. Summary of Age Concern’s Views

2.1 Age Concern strongly supports the overall approach set out by the Pensions Commission. It is
essential that the Government takes this opportunity to introduce reforms and that the package of
improvements is not watered down.

2.2 The needs of current pensioners must remain high on the political agenda and action needs to
continue to reduce poverty and disadvantage.

2.3 We support the aim of tackling inequalities and in particular the need to improve the position for
those who have been unable to build up pensions due to caring responsibilities.

2.4 We recommend more analysis on the position of disabled people and those from black and minority
ethnic groups.

Pension Credit

2.5 Age Concern agrees with the Pensions Commission that over the long-term pension credit should
continue to be linked to increases in earnings.

2.6 We recommend that theGovernment is careful about the timing of any changes to the savings element
of pension credit.

State Pensions

2.7 On balance we support the two tier approach to state provision although for those with limited
opportunities for private saving we believe the state system should be able to provide a higher income than
either of the options set out by the Pensions Commission.

2.8 Age Concern welcomes the Pensions Commission’s recommendation to link the basic state pension
to increases in earnings.

2.9 Steps to improve the state pension should be introduced at the earliest opportunity.

2.10 Coverage of the basic state pension should be increased through reform to the contributory system
or a pension based on residence.

2.11 A universal pension for people aged 75 and over should be part of the main package of pension
reforms.

2.12 Age Concern welcomes the recommendation to improve the state second pension (S2P) for those
with caring responsibilities. Ways to achieve this include a more flexible weekly credit, extending the
definition of a carer, and allowing entitlement to build up more quickly.

2.13 S2P also needs to enable people who are long-term ill or disabled to build up a pension.
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NPSS and occupational pensions

2.14 Age Concern supports the introduction of a national pension scheme in line with the Pensions
Commission’s recommendations. This could improve opportunities for saving for workers who currently
do not have occupational pensions many of whom will be women.

2.15 Age Concern supports the introduction of auto-enrolment into a national scheme with the choice
to opt out.

2.16 We would not want to see any exemptions although acknowledge that there may be a case for
mitigating the impact for smaller employers.

2.17 People need access to appropriate sources of information and advice and better understanding of
financial matters in order to make good decisions about saving.

2.18 Employers should be encouraged to maintain and strengthen good occupational schemes including
alternatives to wholly defined contribution schemes such as hybrid schemes or those based on career average
earnings.

2.19 If earnings-related provisionmoves to the private sector it is important that: annuitiesmeet the needs
of women; carers can build up decent retirement incomes; and private provision oVers adequate
replacement.

2.20 We are disappointed that the Pensions Commission was not able to come up with proposals for
major reform of tax relief but recommend that the Government initiates further work on this.

State pension age and extending working life

2.21 We would oppose increasing state pension age to 69 and believe caution should be taken in respect
of any increase.

2.22 Steps to increase state pension age beyond 65 should not be taken unless: it is part of a clear package
of improved state provision; health inequalities are reducing; the least well oV are protected; and there is a
programme of action to facilitate later working.

Ongoing pensions commission

2.23 Age Concern supports the idea of an ongoing independent commission to provide analysis and
recommendations to inform pension policy.

3. Age Concern’s Overall View

Age Concern strongly supports the overall approach set out by the Pensions Commission. It is essential
that the Government takes this opportunity to introduce reforms and that the package of improvements is
not watered down.

3.1 The Pensions Commission’s report and recommendations provide a major contribution to the
pensions debate and a basis for reform. The report provides a once-in-a-generation opportunity to reform
our pension system for today’s and tomorrow’s needs.We are very supportive of the Pensions Commission’s
emphasis on having a more generous state pension system; the recognition of the need to improve the
situation for women, carers and lower income groups; and the aim of ensuring better provision for those
who do not currently have a good occupational pension scheme.

4. The Current Position

The needs of current pensioners must remain high on the political agenda and action needs to continue
to reduce poverty and disadvantage.

We support the aim of tackling inequalities and in particular the need to improve the position for those
who have been unable to build up pensions due to caring responsibilities.

We recommend more analysis on the position of disabled people and those from black and minority
ethnic groups.

The Pensions Commission concludes that the current voluntary private savings system combined
with state pensions and benefits, if unchanged, will deliver increasingly inadequate and unequal
results. Although most of the report is looking at the future position it notes that the distribution
of income for current pensioners is very unequal and there are major gaps in provision particularly
for women.

4.1 Age Concern recognises that the role of the Pensions Commission was primarily to look at the long-
term position but it is essential that there is also a continuing focus on the income of current older people.
Government policies have reduced pensioner poverty but:
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— around 2 million older people still live in poverty;254

— despite major take-up initiatives some 30% of older people entitled to pension credit are not
receiving the benefit and even when people claim their full entitlements these only provide
minimum income levels;

— in qualitative research commissioned by Age Concern255 older people on low incomes said their
income was just about suYcient to get by but they did not have a decent standard of living because
they could only aVord the basics and many were not able to buy new clothes, entertain, travel to
meet friends and relatives, or manage unexpected financial demands, such as the washing machine
breaking down. They often worried about money and used various strategies for coping such as
using car boot sales, only heating one room, and timing shopping to buy reduced priced food that
was nearly out of date; and

— other research commissioned by Age Concern suggests that current benefit levels may not be
suYcient to enable older people to aVord the minimum requirements for a healthy lifestyle.256

4.2 We agree with the Pensions Commission that there are inequalities and women and carers are often
disadvantaged. Age Concern has been at the forefront of campaigning to improve systems for women
including through our joint work with the Fawcett Society and as part of the Women’s Pensions Network
co-ordinated by the Equal Opportunities Commission.

4.3 We would also like to see more analysis and discussion about the position of people from black and
minority ethnic groups and disabled people. While many will belong to other disadvantaged groups—
women, carers, and those with low lifetime incomes—it would also be useful to identify any specific issues
relating to ethnicity and disability and to consider the impact of multiple disadvantages.

5. Pension Credit

Age Concern agrees with the Pensions Commission that over the long-term pension credit should
continue to be linked to increases in earnings.

We recommend that the Government is careful about the timing of any changes to the savings element
of pension credit.

5.1 We strongly support the Pensions Commission’s view that over the long-term increases in pension
credit guarantee should remain linked to increases in earnings in order to prevent poverty levels rising. The
link to earnings does not provide an increasingly generous benefit but simply ensures that the living
standards of older people on low incomes retain their value relative to average earnings. In the future we
hope there will be less reliance on means-tested benefits—not because the value of these benefits falls—but
because higher state and private pension income makes them less necessary.

5.2 The Pensions Commission proposes that the level of savings credit is frozen arguing that this,
accompanied by a more generous state pension, will reduce future reliance on means-testing. If the
Government agrees with this proposal we believe that care needs to be taken about the timing of the change.
Early freezing of the savings credit could disadvantage those who have had limited opportunities for savings
if they have not had time to start building up better non-means-tested state and private pensions.

6. State Provision—One Tier or Two?

On balance we support the two tier approach to state provision although for those with limited
opportunities for private saving we believe the state system should be able to provide a higher income than
either of the options set out by the Pensions Commission.

The Pensions Commission considers whether it would be better to keep a two tier state pension
system or roll up provision into one “citizen’s pension”. Having looked at the advantages and
disadvantages of both schemes they conclude the two tier systemwould bemore flexible andwould
avoid the high initial costs (or alternatively complicated phasing) of a single higher pension. The
scheme proposed would provide a joint income of £128 a week by 2050 in today’s earnings terms
(£75 basic ! £53 S2P).

6.1 We can see pros and cons to the diVerent approaches but in the context of the level of expenditure
set out on balance we favour two tiers. Two important reasons for this are:

— a two tier model has the scope to provide certain groups, such as carers, more generous provision
from the state; and

254 Households below average income 1994–05–2004–05 DWP, 2006, (Taking the most commonly used measure of poverty—
householdswith below60%median household—in 2004–05 therewere twomillion pensioners living in poverty before housing
costs and 1.8 million after housing costs.

255 Just above the breadline Age Concern England, 2006.
256Minimum income for healthy living: older people London School of Hygiene and Tropical Medicine/Age Concern England,
2005.
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— given we have to start fromwhere we are, reform to the existing two tier system is likely to be easier
and quicker to achieve than moving to a single tier system.

6.2 However ideallywewould like the total maximumpension obtainable from the state to be higher than
either options for the following reasons:

— under the Pensions Commission proposals around a third of pensioners are still likely to be reliant
on Pension Credit in 2050.257 (Although this is a far lower percentage than if the current system);

— research commissioned by Age Concern indicates that a single older homeowner needs around
£175 a week and a tenant around £220 for a “modest but adequate” or “reasonable” standard of
living;258 and

— people with limited opportunities for private saving would not be able to reach these kinds of
income levels if the maximum state support is around £128 a week.

6.3 Age Concern believes the basic state pension should be suYcient to cover basic costs which we
consider to be around the current pension credit guarantee level of £109 (£114 fromApril 2006). In addition
we believe that everyone should have the opportunity to build up a second pension which, when combined
with state provision provides an adequate income.

7. The Basic Pension—Level

Age Concern welcomes the Pensions Commission’s recommendation to link the basic state pension to
increases in earnings.

Steps to improve the state pension should be introduced at the earliest opportunity.

The Pensions Commission recommends that the basic state pension is linked to increases in
earnings from 2010 or slightly later. It is currently worth around £82 a week (£84 fromApril 2006)
and by 2010 its value will be around £75 in today’s earnings terms. If the link to earnings is restored
the relative value of the basic state pension would remain constant from then onwards.

7.1 Age Concern supports the aim of a more generous basic pension which will improve the incomes of
current and future older people. Among current pensioners some who are reliant on pension credit
guarantee will not be better oV from an increased pension, however:

— for others a more generous basic pension will reduce reliance on means-tested benefits; and

— itwill also directly benefit the significantminoritywho do not claim the benefits they are entitled to.

7.2 For future pensioners the proposals will prevent the decline in the value of the pension and maintain
a platform for saving. This will:

— provide an incentive for making additional private savings; and

— particularly benefit women who will increasingly have individual state entitlements but will still
have lower private provision due to the earnings gap.

7.3 While we support the Pensions Commission recommendations we question whether they go far
enough.

— ideally we would like to see the level of the basic pension increase rather than be maintained;

— If there are no changes until 2010 at the earliest, the value will have fallen from today’s current low
level; and

— the sooner change is introduced the more likely it is that momentum for reform is maintained.

8. Basic Pension—Coverage

Coverage of the basic state pension should be increased through reform to the contributory system or a
pension based on residence.

A universal pension for people aged 75 and over should be part of the main package of pension reforms.

The Pensions Commission recommends that future basic state pension accruals should be based
on a long-term residence test leaving rights already built up unchanged. The qualifying period for
the residence test would need to be debated although an example suggested is a pro rata pension
based on a working life of 45 years. However the Pensions Commission recognises that there are
practical diYculties in a residence test and states that if these cannot be resolved changes to the
contributory system should be considered. It also suggests that “ideally” a universal state pension
should be introduced for people above a certain age such as 75.

257 The report states that currently around 40% of pensioners receive pension credit. This would fall to around 36% in 2050 as
a result of recommendations for state pension reform and to 33% if the NPSS is introduced. If the current system is retained
unchanged Commission estimate over 70% of pensioners would be entitled to pension credit by 2050.

258Modest but Adequate—a reasonable living standard for people aged 65–74: Age Concern’s summary and policy conclusions 2004
The figures in this study were at 2002 prices and have been uprated in line with increases in earnings.
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Residence or contributory system

8.1 Age Concern is very supportive of the Pensions Commission’s aim to improve women’s independent
state pension entitlement. Currently only 30% of women who reach state pension age are entitled to a full
basic pension. Reform must ensure there is near universal provision and that women are not penalised for
caring. Improved coverage could be achieved through the introduction of a residence based pension or
reform to the contributory system.Reform to the current contributory system could improve coveragemore
quickly than a residence pension for future accruals and could be easier to implement.

8.2 A residence based pension sounds straightforward but there is currently no record of who is resident
in the UK at particular times. The Pensions Commission states that to retrospectively establish residence
would be “very hard if not impossible”. Work within the DWP is needed to confirm whether this is the case
and if so to assess the impact and feasibility of setting up and running a residence assessment for future
accruals alongside a contributory system (for entitlement already build up and the state second pension).

8.3 Even if the Pensions Commission’s proposals for a residence test for future accruals and a universal
pension at age 75 are introduced this could still leave a lost generation of women aged 45–75 many of whom
will not have full pension entitlements.

8.4 In the context of reform to the current systemwewould like to see the introduction of a weekly carer’s
credit to replace the current HRP system and a reduction in the number of years required for a full pension
for example to 20 or 25 years. These changes would help both men and women who have gaps in their
contribution record—for example because they could not benefit from home responsibilities protection
(HRP). We would also like changes to be introduced retrospectively to those already retired with
incomplete records.

8.5 As with the proposals regarding the level of the basic pension the Pensions Commission suggests that
these reforms could be introduced from 2010. Age Concern believes changes should be introduced earlier.

A universal pension at 75

8.6 We strongly support the recommendation to pay the full pension to all aged 75 or over. This should
be part of the main package of reforms even though the Pensions Commission proposes this less firmly than
other recommendations by stating that “ideally” it should be introduced. Older pensioners are more likely
to live alone and to face social exclusion.Women are particular likely to have low incomes and a full pension
at 75 would help those who have had limited opportunities to build up a full pension for example because
HRP was not introduced until 1978.

8.7 The universal pension could be introduced as suggested by the Pensions Commission by extending
the current Category D pension.259 Even if a contributory system remains or an alterative more stringent
assessment of residence is introduced we believe it would be appropriate to use this “light” Category D
residence test to pay a full pension to those aged 75 or over. If there were practical diYculties in extending
this residence test more widely an alternative approach would be to upgrade all partial pensions to the level
of the full basic pension for people aged 75 and over as a transitional measure.

9. State Second Pension (S2P)

Age Concern welcomes the recommendation to improve the state second pension for those with caring
responsibilities. Ways to achieve this include a more flexible weekly credit, extending the definition of a
carer, and allowing entitlement to build up more quickly.

S2P also needs to enable people who are long-term ill or disabled to build up a pension.

The Pensions Commission recommends that S2P becomes more flat-rate over time but should be
made more generous for carers. The report states the best way forward would be “improving the
generosity of S2P credits, at least bringing them into line with the current BSP approach” and also
suggests moving to a weekly system of credits for carers. The biggest diVerence would be that this
would extend coverage to people with care of a child aged six to 15. (S2P credits are only available
to people caring for a child under the age of six).

9.1 AgeConcernwelcomes the aimofmaking S2Pmore generous for carers andwe are keen to contribute
to discussions on how this can be achieved. Areas to be considered include:

— a more flexible weekly credit that could be combined with earnings and other credits which would
help those whose circumstances change during the year;

— extending the current definition of a carer; and

— allowing entitlement to build upmore quickly recognising that as S2P was only introduced in 2002
it will take many years to have a significant impact on retirement income.

259 This is based on residence—someone needs to be resident for 10 out of 20 years after the age of 60.
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9.2 Provision in S2P for disabled people should also be reviewed. While we are supportive of the
Government’s aim of enabling more disabled people to return to work we recognise that this is not feasible
for everyone. It is important to ensure that disabled people who are unable to work are still able to build
up retirement provision. One particular issue that has been raised with us is that on retirement disabled
people can only benefit from S2P credits if they had worked and paid NI contributions for a certain number
of years. This additional condition does not apply to credits for carers.

10. National Pension Savings Scheme (NPSS)

The design of the scheme

Age Concern supports the introduction of a national pension scheme in line with the Pensions
Commission’s recommendations. This could improve opportunities for saving for workers who currently
do not have occupational pensions many of whom will be women.

The Pensions Commission proposes a nationally administered scheme with individual accounts
and individuals being given some choice about which funds to invest in. The Association of British
Industry (ABI), the National Association of Pension Funds (NAPF), and the Investment
Management Association (IMA) have put forward alternative models.

10.1 AgeConcern supports the Pensions Commission’s proposal for theGovernment to set up theNPSS.
We believe that a scheme administered centrally is likely to be the best option for providing a scheme that
is low cost, portable and inclusive. We see it as having an important role in providing a pension for lower
income employees. It would be likely to particular benefit women many of whom work in low paid jobs
without access to an occupational pension.

10.2 There is widespread agreement that there is a need for private pensions to be delivered at lower costs
than under the present system and it is important that this opportunity for reform is taken. The options that
have been proposed should be judged by their ability to increase coverage and the distributional eVect of
coverage, particularly for women, as well as costs of provision.

10.3 Of the options that have been put forward we favour the model set out by the IMA which is along
the lines of the scheme recommended by the Pensions Commission. It proposes individual retirement
accounts based on institutional asset management through a centrally administered scheme.

10.4 In terms of costs while a national scheme would involve some start up expenditure we would expect
the ongoing running costs to be lower in the short and longer term.With a range of individual schemes brand
competition could increase costs without necessarily improving performance. The most eVective
competition for individuals is likely to be around fund management as would be achieved in a scheme such
as the IMA proposal.

10.5 For some individuals having manageable but meaningful choice is important. If people are oVered
a wide range of providers but no way of assessing likely performance this may not be useful. On the other
hand if a system is introduced which gives the choice of scheme to the employer then individuals may have
no opportunity to move to a diVerent scheme. Providing a national system for administration but choice
about asset management may provide more meaningful options for those who feel able to make these
decisions.

10.6 In practice many people will not make a specific choice and therefore would be enrolled into the
default option. Whatever scheme is adopted there will be some risk involved including the risk that the
default scheme ultimately proves not to be the best savings option. However, we believe that from an
individual’s point of view this risk is likely to be less under the NPSS than a scheme such as that proposed
by the ABI where employers would chose a provider or if they do not make that choice are allocated to one
on a carousel basis.

10.7 A nationally operated scheme would be the most portable option and dealing with just one
administrative organisation should be the easiest scheme for employers. The National Insurance and tax
systems already apply to all employees who are potential members of the NPSS. We believe a scheme that
collects contributions centrally using the National Insurance number and operating with or alongside
National Insurance contributions should be cheaper, more eYcient and more easily transferable than a
scheme involving a number of private companies or trusts.

Auto-enrolment

Age Concern supports the introduction of auto-enrolment into a national scheme with the choice to
opt out.

We would not want to see any exemptions although acknowledge that there may be a case for phasing in
or mitigating the impact particularly for smaller employers.

The Pensions Commission proposes that employees would be automatically enrolled into the
NPSS but could choose to opt out. If they do not opt out their employer would also be required
to make a contribution.
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10.8 Age Concern supports the recommendation for auto-enrolment into the NPSS or an approved
occupational pension. We believe the “soft compulsion” of auto-enrolment as suggested by the Pensions
Commission represents the right balance between encouraging and forcing saving. Employers’
contributions are vital to making the NPSS work.

10.9 All employers should be covered by the NPSS including small firms. People working for employers
who employ few staV are often those most in need of better private saving options and many are women.
For example the ABI states that women are more likely to be working for employers with fewer than 25
people—37% of compared to 29% of men.260

10.10 We believe that there would be merit in the Government working with employers and others to
explore ways to mitigate extra costs particularly for smaller employers. (The Pensions Commission
recognises that employers may face additional costs although notes that this may be short term as over time
this may be oVset through lower wage increases). Employers with few staV, including small voluntary and
community organisations, are likely to incur a higher percentage increase in costs than larger employers.
The Pensions Commission suggests a number of options for mitigating or phasing in any extra costs.

10.11 We would not support auto-enrolment into a high cost pension scheme such as the current
stakeholder model. The proposed total 8% contribution to a low cost scheme seems to us the minimum
acceptable pension that should be introduced.

10.12 The 8% default contribution would for many people only provide a low replacement rate when
combined with state provision so it is important that the scheme allows and encourages employees and
employers to make additional provision.

10.13 The introduction of auto-enrolment would need to be carefully monitored to ensure that people
are making appropriate decisions. It will be important to check that those opting out understand the
consequences of doing so and are not pressurised to opt out by employers not wishing to contribute.
Similarly monitoring could check that those with little to gain are opting out. For example someone with
low earnings approaching state pension agewith partial entitlement to a state pensionmay benefit little from
starting to build up a private pension.

10.14 We accept that it would be diYcult to auto-enrol self-employed people into the scheme. However
as many have limited pension provision we agree they should be able to and encouraged to join.

11. Information, Advice and Financial Capability

People need access to appropriate sources of information and advice and better understanding of financial
matters in order to make good decisions about saving.

11.1 Although in general people will not need a full financial assessment before joining the NPSS
individuals will still need access to good sources of information, and in some cases appropriate generic or
tailored individual advice, in order to make the right decisions about contributing to pensions and other
financial matters. At present there is an advice gap with many on low and modest incomes unable to get the
support they need around financial decisions.

11.2 Age Concern supports the FSA financial capability strategy and the DWP informed choice
programme. It is essential that these and other initiatives ensure people are better equipped to make
decisions about saving and retirement. Support needs to be tailored to individual circumstances. For
examplemanywomen need financial information and advice that takes into account changes in employment
and earnings patterns resulting from family and caring responsibilities.

12. Maintaining Good Occupational Provision

Employers should be encouraged to maintain and strengthen good occupational schemes including
alternatives to wholly defined contribution schemes such as hybrid schemes or those based on career average
earnings.

12.1 The Pensions Commissionmakes it clear that its aim is for theNPSS to run alongside but not replace
occupational provision. We agree that employers should be able to opt out of the NPSS if they auto-enrol
employees into a scheme that provides a certain level of benefits.

12.2 It is important to try to ensure that the NPSS, or any similar scheme, does not lead to employers
who currently oVer better provision withdrawing from running their own scheme or levelling down
contribution rates. While it is diYcult to predict the impact of the introduction of the NPSS, approaches
that could support occupational provision include:

— improved financial understanding of pensions by employees—themore employees understand and
value good occupational pensions the more employers will benefit in terms of recruitment and
retention of staV and so be encouraged to maintain a good scheme;

260Meeting the pensions challenge—Partnership Pensions: A new model for retirement saving ABI, 2006.
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— support and encouragement to employers considering closing their final salary schemes to look at
risk sharing options such as career average earnings schemes or hybrid schemes rather thanmoving
to a wholly defined contribution scheme; and

— an evaluation of the impact of the Employer’s Task Force which produced a report in 2004making
a number of recommendations on ways to increases and extend occupational and private
provision.

13. The Changing Nature of Second Tier Pension Provision

If earnings-related provision continues to move to the private sector it is important that: annuities meet
the needs of women; carers can build up decent retirement incomes; and private provision oVers adequate
replacement.

13.1 In this section we highlight three areas of policy that need to be reviewed as reform is introduced:
namely annuities and women; support for carers and the adequacy of private pensions. These three areas
are important given the move away from state earnings-related pension.

13.2 The additional pension built up under SERPSwas originally intended to provide an earnings-related
alternative for those who did not have occupational pensions. With changes to SERPS and then the
introduction of S2P the additional pension is becoming more flat-rate and this will continue if the Pensions
Commission’s proposals are adopted. Ultimately the Pensions Commission envisages that the state could
provide two flat-rate pensions with a voluntary earnings-related additional provision.

Annuities and women

13.3 As pension provision becomes more annuity-based the position for women who receive lower rates
of return must be considered. The arguments for and against unisex annuity rates need to be reviewed
regularly particularly as the gap between men and women’s life expectancies has been narrowing.

13.4 The position of women in couples dependent on their partner’s income also needs to be reviewed as
most annuities purchased are single life. Members of couples purchasing annuities should be required to
disclose to their partner that they have brought a single life annuity. This should encourage couples to give
greater thought to the financial position of the surviving partner usually a woman.

Support for carers

13.5 The Government should explore the possibility of providing people with long-term caring
responsibilities additional support through S2P or credits into NPSS.We welcome the recommendations to
bring more carers into S2P by improving credits. However, proposals would still mean that those who
receive credits would ultimately receive the same level of state pension as employees who are not contracted
out and may be able to build up good private pensions on top of the flat-rate state provision.

Adequacy of private pensions

13.6 Private provision needs to be monitored to ensure that is adequately compensates for state
withdrawal from earnings-related provision. The move to a flat-rate pension will over time reduce the level
of S2P for those earning more than £12,100 (£12,500 from April 2006). We accept there is a need to balance
state and private provision but believe that it is important to ensure that the private sector is providing an
appropriate replacement.

14. Tax Relief

We are disappointed that the Pensions Commission was not able to come up with proposals for major
reform of tax relief but recommend that the Government initiates further work on this.

The Pensions Commission acknowledges that tax relief and employers’ National Insurance relief
on pension contributions are “poorly focussed and poorly understood” but concludes that it
would not be practical to introduce major reform in the near future as long as defined benefit
provision plays a major role. The report discusses the advantages and disadvantages of
introducing a tax regime specifically for NPSS that could involve Government matched
contributions.

14.1 Age Concern is disappointed that the Pensions Commission was not able to come up with suggested
reforms to the system of tax relief. However, we believe that theGovernment should initiate further ongoing
debate and analysis around possible reform.
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14.2 The advantages of tax relief should be more fairly distributed. The current system
disproportionately benefits higher paid workers who are mainly men. We do understand the practical and
political diYculties in reforming the system but this should not prevent further work towards a more
equitable approach.

14.3 We can see some merit in looking at the tax position for NPSS but this needs to be considered
carefully given that it could introduce added complexity. In the mean-time we support the Pensions
Commission’s view that more needs to be done to promote the current benefits.

15. State Pension Age and Extending Working Life

We would oppose increasing state pension age to 69 and believe caution should be taken in respect of
any increase.

Steps to increase state pension age beyond 65 should not be taken unless: it is as part of a clear package
of improved state provision; health inequalities are reducing; the least well oV are protected; and there is a
programme of action to facilitate later working.

The Pensions Commission states that the consequence of their recommended reforms and
changing demographics is that public expenditure on state pensions as a percentage of GDP and/
or state pension age (SPA) will need to rise. The Commission suggests increasing SPA to between
67 and 69 by 2050 would require expenditure to rise from the current 6.2% of GDP to between
7.5% to 8.0%. Their preferred option is an increase to 68 by 2050 but this would need to be
determined over time in light of change demographics. JohnHutton, Secretary of State, has stated
that in his view an increase in state pension age from 2020 is “inevitable”.261

The Pensions Commission recognises that a policy of increasing SPA would need to be
accompanied by measures to facilitate later working and to protect disadvantaged groups.

15.1 An increase to the age of 69 by 2050 would be unacceptable as this would result in pension age
increasing by more than life expectation over the period of 2020–50. People should not be forced to spend
all their additional years in work. In respect of amoremodest increase we would urge caution. State pension
age should not be increased beyond 65 unless all of the following criteria are met:

— the increases is part of a clear package of improved state pension provision;

— progress is being made in the reduction of health inequalities;

— there is a suYciently long notice period to enable people to revise plans for retirement;

— the least well oV are protected; and

— there is a programme of action to provide better opportunities for working longer.

Inequalities

15.2 Age Concern believes that it is essential that reform does not come at the expense of the least well
oV. Increases in state pension age would have a particularly adverse aVect on lower socioeconomic groups
who tend to be more dependent on state pensions and have lower life expectancies. Although average life
expectation has increased for all social groups inequalities appear to be increasing. For those who reached
65 in 1972–76 the gap between the life expectancies of men in the highest and lowest social classes was 2.6
years. This increased to five years for those aged 65 in 1997–200.262

15.3 The substantial health inequalities which persist into later life need to be reduced before any increase
in SPA could be justified. Given that at present inequalities are widening this will be a considerable challenge
which will require a cross-governmental approach. The Department of Health has a major role to play but
so do other departments in terms of tackling the wider determinants of health. For example, the link between
income and health indicates the important role that theDWP has in terms of ensuring opportunities to work
and save and providing financial support.

Encouraging later working and protecting lower socio-economic groups

15.4 The Pensions Commission makes a number of helpful suggestions regarding extending working life.
Outlawing Mandatory Retirement Ages, communicating the financial benefits of extending working life,
and improving practice on occupational health all have a key role to play. But we do not think these
recommendations are suYcient to secure the year-on-year improvements in older people’s employment that
will be needed. Significant government action is needed on two issues—lifelong learning and flexible
retirement—to achieve cultural change among individuals and employers. It is also essential that policy does
not write oV older people who want a job once they have been out of work for some time. Due to resource
constraints, we fear this approach is being taken with the incapacity benefit reform package.

261 Speech at Work Foundation conference 7 February 2006.
262 Trends in life expectancy by social class 1972–2001. National Statistics, 2005.
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15.5 Measures that would improve flexibility and employment opportunities in later life include: an
extension of the right to request flexible working; improved government guidance on flexible working; the
Department of Education and Skills and the Learning and Skills Council moving to a model based on
regular access to learning throughout working lives; welfare to work programmes for people in their 50s and
60s providing more intensive support with training and skills at their heart; tax credits for people working
part-time who are eligible for to draw a pension; and more generous earnings disregards in pension credit.
Age Concern will shortly be producing a report on the ageing workforce which will cover these issues in
more detail.

15.6 The Pensions Commission’s report does not discuss the implications of longer working lives for
future increases to SPA. Securing extra economic output through increased employment clearly gives the
Government scope to restrict potential rises to SPA. We would like to see a clear link made between the
potential for limiting SPA increases and the Department’s employment agenda (both the aspiration for an
80% employment rate for adults under SPA and the commitment to extend opportunities to work beyond
SPA). If the Department delivers on its employment agenda the share of the population who work could
remain stable as the population ages with little or no increase in SPA.

16. Long-term Stability and Consensus

Age Concern supports the idea of an ongoing independent commission to provide analysis and
recommendations to inform pension policy.

The report recommends creating an ongoing Pensions Advisory Commission to assess
developments and report regularly to Parliament on key trends on areas such as: life expectancy
and trade oVs around SPA and public expenditure; private pension provision; and retirement ages.
This is seen as a way of ensuring that people are better informed and better understand there are
unavoidable choices making consensus more likely.

16.1 Age Concern supports the idea of a permanent commission. This could inform public debate and
policy decisions on pensions and may help to provide greater political and public consensus.

16.2 The commission could provide independent analysis and recommendations around issues such as
contribution levels, longevity, state pension age and pension uprating. The aim should be to help build broad
support and maintain long-term stability and more certainty for individuals. The Government would still
be responsible for pension policy but would have the benefit of the expert advice and recommendations from
the commission. The Low Pay Commission is one possible model. This carries out research, consultation,
and analysis and makes recommendations to Government.

17. Conclusion

17.1 In conclusion Age Concern supports the approach set out by the Pensions Commission and believes
it is essential that there is reform to both the private and state systems. Improvements to state provision are
necessary to combat poverty and support disadvantaged groups and to provide a platform onwhich to build
up private saving. Good cost eVective private provision must be available for all to give people the
opportunity to build up decent incomes for later life. While there are areas where we believe more needs to
be done, in particular improving provision for current older people, we see the package as an important way
forward and any attempts to water down the measures is likely to put the future retirement income of many
in jeopardy.

Age Concern England

March 2006

Supplementary memorandum submitted by Age Concern
following the publication of the Pensions White Paper

1.1 Age Concern England (the National Council on Ageing) brings together Age Concern organisations
working at a local level and 100 national bodies, including charities, professional bodies and
representational groups with an interest in older people and ageing issues. Through our national
information line, which receives 225,000 telephone and postal enquiries a year, and the information services
oVered by local Age Concern organisations, we are in day-to-day contact with older people and their
concerns.

1.2 We welcome the opportunity to provide additional comments to the Committee following the
publication of the Government’s White Paper Security in retirement: towards a new pensions system
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2. Overall View of Proposed Reforms

2.1 Age Concern strongly welcomes the White Paper which sets out the basis for a settlement around
income in later life and should provide greater security for planning and saving for retirement. We believe
it is right to ensure that the value of the basic pension is maintained by restoring the earnings link; we are
extremely pleased that reforms will be introduced to make the system fairer for women and carers; and we
welcome the proposals for automatic enrolment into personal accounts. We do however have concerns that
the proposals will have limited impact on those who have already reached pension age and that the basic
pension will continue to lose its relative value until 2012 at the earliest.

3. Value and Uprating of the Basic Pension

Age Concern strongly supports the proposal to restore the earnings link although this should happen sooner

3.1 We are very pleased that the Government is going to restore the link between basic pension upratings
and increases in earnings—this has long been an aim of Age Concern and many other organisations.

3.2 However, we are concerned that the link will not be restored for at least six years. The intention is
that this will happen in 2012 but as the commitment is to do this by the end of the next parliament in theory
this could be as late as 2015. Every year the pension is not linked to earnings it will continue to lose its relative
value. For future pensioners the platform on which to build up savings will be lowered while current older
people will see the value of their pension fall each year.

3.3 We also have a concern that the longer any changes are delayed momentum for reform could be lost
and a future government might decide to increase state pension age but not increase the level of the pension.

4. State Second Pension and Total Value of State Provision

A total state income of £135 a week provides a good basis for retirement income although it will take time to
build up and in the long-term nearly a third of older people will still be entitled to pension credit

4.1 As stated in our previous response on balance we favour maintaining the current two tier system so
we support the proposal to retain the State Second Pension (S2P).

4.2 The paper states that after 40 years of work or credits a low paid worker will receive a combined S2P
and basic pension totalling £135 in today’s earnings terms. This is a very good basis for retirement saving
but it will be many years before anyone has 40 years of S2P. It is estimated that even by 2050 around about
a third of pensioners will be entitled to pension credit and others will need to rely on means-tested benefits
such as housing and council tax benefit. The Regulatory Impact Assessment report assumes that take-up of
Pension Credit will reach 80% in 2007–08 and remain at this level. If this is the case many older people will
still be living in poverty in the future. We believe there is a need to look more at the level and rate of build
of the basic pension and S2P to further reduce the need for means-tested benefits.

5. Reform to the Contributory System

We are extremely pleased to see the focus on improving the system for women and carers. We would like to see
retrospective changes that will also benefit older women

5.1 Age Concern has been at the forefront of campaigning for reforms to assist women and carers and
we are delighted that the Government has accepted the need for change.Many of the proposals set out have
been put forward by Age Concern in the past and we believe that together these represent an important
way forward.

5.2 Carers, people from black and minority ethnic groups and disabled people will benefit from the
changes. However, it will be important to look in detail at the characteristics of those who will still not
qualify for a full state pension to ensure the protection for these groups is adequate. For example we want
to be sure that the scope of the new carer credit is wide enough to protect all those who are providing 20
hours a week care.

5.3 We also believe it is important to look at ways of introducing changes such as the 30 year contribution
record retrospectively to help those who have already reached state pension age and to reduce the cliV edge
between people reaching pension age before and the date of introduction.
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6. Overview of Impact for Current Pensioners and Pension Credit

There must be a continued emphasis on tackling poverty among current pensioners. We welcome the
commitment to link pension credit to earnings in the long-term and would like to see this placed on a
statutory basis

6.1 Those who have already reached pension age will not benefit from changes to the contributory
system, improvements to S2P, or the introduction of the personal accounts. Their basic pension will
continue to lose value for at least another six years. After then it will keep pace with earnings but by 2012
its value will be just £75 in today’s earnings terms and any other income that people have (eg private
pensions, SERPS/S2P, savings income) is likely to fall in relative terms over time. It is also disappointing
that the Government did not accept the Pensions Commission specific recommendation to help current
pensioners—the universal pension to everyone aged 75 and over.

6.2 We acknowledge that benefits such as pension credit have improved the standard of living of many
older people but 1.8 million still live in poverty and many others have incomes just above the poverty line. It
is essential that there is a continuing emphasis on tackling pensioner poverty.Wewelcome theGovernment’s
commitment to continue to link increases in pension credit guarantee to earnings to prevent poverty levels
rising. This should be set out in primary legislation to make it harder for future governments to change
this policy.

7. State Pension Age and Extending Working Life

There needs to be a cross-government approach to tackling health inequalities and extendingworking life.

7.1 In our original response we argued that the Government should be cautious about increasing state
pension age. If it is increased to 68 as proposed then it must be accompanied by measures to protect
disadvantaged groups, reduce health inequalities, and extend working life.

7.2 We support measures previously announced and set out in the White Paper around extending
working life and the suggestions made such as better information. However these do not amount to the
cross-government approach to extending working lives that is needed. As stated in our first response this
must include: life long learning; improved support for older workers, measures to enable flexible working;
tax credit and benefit reforms to make part-time work pay; and the abolition of mandatory retirement age.
It is welcome that the DWP now do not have a compulsory retirement age—this should be extended across
all government departments.

8. Personal Accounts

We support the proposals for a new system of personal accounts and would like to see this achieved through the
model recommended by the Pensions Commission

8.1 We support the Government’s proposals to introduce a new low cost scheme of personal accounts in
line with the Pensions Commission’s recommendations.

8.2 We agree that it is essential that employers are required to contribute if the employee does not opt
out. We accept that the Government will want to consult with employers, especially small businesses, on
transitional support. However, if the scheme is introduced in 2012 and full minimum contributions are
phased in over three years it will already be nine years before it is fully up and running. It is essential that
this is not delayed further or phasing is extended. In the mean-time all eVorts should be made to encourage
people to start saving before then and for employers to contribute to pensions.

8.3 In terms of the scheme design the paper sets out two approaches—one in line with the Pensions
Commission NPSS and a second where individuals have a choice about the provider as well as the type of
investment fund. We are interested to see the further analysis but our preference is for the former. This is
likely to be lower cost and we can see no particular advantage for individuals in having a choice of provider.
This will increase the decisions that people have to make and we believe that most people eligible to join the
scheme would find it hard to objectively assess the relative merits of diVerent providers.

9. Information, Advice and Financial Capability

There needs to be a clear strategy of financial information, advice and education

9.1 There is a short section on information and choice in theWhite Paper.We agree that the introduction
of personal accounts will provide an opportunity to provide information at key times and we support other
areas of work such as the DWP informed choice programme and the Financial Services Authority financial
capability strategy.

9.2 Now the Government has set out its policy on pensions there needs to be a clear strategy on
information and advice along with a programme of education to improve financial capability and help
people make appropriate decisions. This needs to be delivered in a number of ways including information
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through leaflets and on the Internet, personalised information such as pension forecasts, and interactive
web-enabled materials. However we also believe that some people on low and modest incomes will need
individual generic advice over the telephone or in some cases face-to-face. There is a strong case for this to
be delivered by an independent organisation although funding could be from public and/or private sources.

10. Ensuring Long Term Stability and Consensus

Webelieve an ongoing pensions commission would increase the likelihood of long-term settlement and consensus

10.1 Pension policies must be in place long-term if they are to succeed. The reforms set out in the White
Paper are a package and if future governments decide to implement some aspects but not others then the
consequences could be serious. SERPS was introduced with all party consensus in 1978 yet legislation was
passed within a few years to significantly reduce its value.

10.2 We are disappointed that the Government has not accepted the Pensions Commission’s
recommendation for an ongoing body but instead proposes periodic reviews. We have two major
reservations about this approach. Firstly specifically commissionedwork is likely to bemore limited in scope
than an ongoing body. The work of the Pensions Commission has shown the immense value of having
experts working together over a period of time to look at all the evidence and to make recommendations
around the diVerent aspects of provision. Secondly a permanent commissionwill increase the likelihood that
future governments will take forward the commitment to ensure that pension policy is fully informed by
independent analysis and therefore increase the likelihood of a long-term settlement and consensus.

Age Concern

June 2006

Memorandum submitted by Public and Commercial Services Union

Summary

1. The Public and Commercial Services Union (PCS) is the largest union in the civil service, and within
the Department of Work and Pensions (DWP). It is the sixth largest union in Britain, with over 320,000
members, including 10,000 retired, associate members. While most members are in the civil service, about
30,000 members work for private sector contractors with a variety of pension provisions. Even for most of
those in the civil service scheme, however, the value of the state pension will be greater than their
occupational pension (the current average civil service pension is about £4,000 per year).

2. PCS welcomes the select committee’s timely inquiry and is happy to supplement this written
submission with further information and oral evidence.

3. This submission addresses a number of key questions regarding pensions, focusing on a number of
principal areas—the structure of the state pension, state pension age, the issues raised in the Turner
Commission report and specifically by the select committee and the delivery of a service to pensioners which
is both eVective and treats them with dignity.

4. Before addressing these points, however, it is necessary to deal with the main assumption underlying
the debate around pensions in Britain. It seems to have been widely accepted that Britain cannot aVord
decent pensions unless individuals take more risks with their savings and accept that they must work until
they are older. Our response challenges that assumption. PCS considers that the provision of a decent
pension for all is both desirable and possible.

5. Sir Peter Gershon’s eYciency programme requires departments to demonstrate reforms have at least
maintained the quality of public services being delivered. However, in DWP generally and The Pensions
Service (TPS) more specifically, services are failing to meet the standards of either quality or quantity. The
answer to these problems starts with stabilising the service provided by TPS, with staYng cuts being rolled
back to allow improvements to the quality and quantity of TPS work. The IT systems need to be introduced
systematically, in a controlled and piloted way, allowing suYcient resource for the robust testing, training
and maintenance of systems which can ensure they do what is promised.

Introduction

6. According toOYce ofNational Statistics (ONS) figures, the percentage of the populationwhich is over
the pension age will rise from 16% in 1971 to 25% in 2031. Much has been made in the public debate about
the resulting rise in the “old age dependency ratio” that is to say the number of people above the state
pension age relative to the size of the working population. We are asked to accept that common sense
dictates that workers would have to shoulder ever greater burdens unless something was done to reduce
this ratio.
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7. But this ratio is not the sole determinant of what is aVordable. The comparison that really matters is
between the wealth that is produced by all of those in work, and the number of those not in work for
whatever reason—because they are too young, too infirm, retired, unemployed or have caring
responsibilities.

8. This would take account of the relative size of the population under 16. Again according to the ONS,
26% of the 1971 population was under 16, but this is projected to fall to 17% in 2031. If these projections
are correct263 this factor alone suggests that a support ratio which takes into account both pensioners and
children will in fact be unchanged in 2031 from what it was in 1971.

9. There are also other factors to consider.Within theworking age population (which is projected to grow
by 1.5 million over the next 15 years), the proportion engaged in or actively seeking work (the activity rate)
is of great significance. In 1990, this stood at 80.7%, but had dropped back to 78.2% by 1995, and was still
only at 78.5% in 2005.264 If activity rates had remained at the 1990 level in 2005, an additional 800,000 people
would be in work, and therefore contributing to society’s capacity to provide for pensioners (and others).

10. Just as important as the numbers in work, however, is how much each worker produces. The ONS
shows that between 1971 and 2004, output per worker increased by over 85%.While growth in productivity
can fluctuate, the general trend is upwards, and it is reasonable to expect this to continue.

11. Taken together these figures demonstrate two points:

(a) Firstly, there is no crisis in the capacity of the British economy to support a growth in the number
of people surviving into old age. Rather, the crisis is in political will. Redistributive policies could
ensure that enough of the growth in wealth is directed towards providing a decent pension for all.
This could be done by revisiting the issue of tax relief on pension contributions for those paying
higher rate income tax, the 1% ceiling on National Insurance contributions for the top earners,
and the current top rate of income tax.

(b) Secondly, concerns over the trends in demography could be addressed in a number of ways, other
than forcing people to work for longer. Increasing the birth rate does not seem to have been a
consideration. Indeed, the reduction in the provision of aVordable public housing, combined with
saddling a generation of young graduates with large debts in the form of student loans are more
likely to deter the starting of families. Increasing the economic activity rate would also improve
the support ratios as argued by the TUC,265 and yet a draconian headcount reduction is being
pursued in Jobcentre Plus, leading your committee to conclude that JCP services and programmes
have suVered.

12. No matter what pension option is chosen, the state’s pension age customers will expect prompt,
accurate payment of their pensions, along with quality advice and guidance on matters relating to
entitlements and financial planning. TPS will need to be able to deal with queries quickly, and make claims
or changes to claims in ways which reflect the best practice in the customer contact experiences in the public,
private and voluntary sectors.

13. PCS is committed to Britain’s pensioners receiving a world class service from the state. The state is
clearly best placed to provide a reliable, authoritative and coherent service to pensioners. We believe they
must have access to their pension entitlement and benefit advice at times and places convenient to them,
through a range of mediums. These must include modern, up-to-date contact facilities, for instance through
telephones and the Internet. However, there must also be a robust, flexible and modern system of delivering
services locally to those wishing to use face-to-face services. Advances in technology cannot be used as a
simplistic excuse to downgrade the customer experience of those who use TPS and do not wish to use these
technologies.

14. PCS continue to believe that the current reductions in staYng in DWP represent a major threat to
the quality of service provision to our pension customers. When we submitted our evidence to the
Committee’s third report in November 2004, we explained how departmental plans were negatively
impacting on staV and customers.266

Occupational and State Pensions

15. We notice that the Turner Commission went much further than the terms of reference given to it by
theGovernment. TheCommissionwas set up to look at occupational pensions but quite rightly, in our view,
it came to the conclusion that to do justice to the topic they needed to look at both occupational and state
provision. We congratulate the Commission for its foresight and believe their report gives considerable
impetus to the ongoing debate.

263 The projections for 2031 make assumptions about the future birth rate, mortality rate and level of net immigration. If these
are wrong, then the outcomes would show a very diVerent picture.

264 Labour Market Trends, January 2006.
265 “The 80% solution—how to keep the state pension age at 65”, TUC 2005.
266 http://www.publications.parliament.uk/pa/cm200405/cmselect/cmworpen/43/4320.htm
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16. PCS represents mainly public service workers who are automatically enrolled into their defined
benefit occupational pension scheme (unless they choose an alternative scheme or opt out altogether). This
method of enrolment creates a very high take up in pension provision and enables our members to
understand and recognise the value of occupational pension benefits. But not everyone is so fortunate.Many
people including some in the civil service were dazzled by the opportunities presented to them in the 1980’s
to switch provision to personal pensions, a political act that has been discredited over more recent years. In
some public sector schemes there is a requirement to opt in which clearly has enabled the most vulnerable
in those areas to work outside the pension provision and has left them with inadequate provision for their
retirement.

17. But while it should be noted that the civil service has a high take up rate, it should not be assumed
that everyone is retiring on a “full” pension. Most people outside the sector assume that all civil servants
retire on generous pensions. But a pension for a civil servant who has the average salary of £20,000 per year
and 20 years service will be about £5,000 per year. It is also worth knowing that the average age at which
civil servants retire is now between 62 and 63 years, and this is expected to rise as women wait longer to
receive their state pension from 2010 and age discrimination legislation takes eVect.

18. Even with the modest level of pensions for most of our members, we welcome the recommendation
of the Turner Commission to encourage automatic enrolment. We know from our experience that this
process works.

19. But the Turner Commission also backed up their occupational provision plans with a
recommendation that people needed the opportunity to save more for their retirement. Changes to the tax
regime of pensions from 6 April 2006, will ultimately allow our members to be more flexible in what they
save. However, these measures will take time to come through the system. We welcome the concept of a
national scheme towards which employers are obliged to contribute, for those who have no occupational
scheme. In some respects, the proposed National Pension Savings Scheme meets these criteria.

20. However, we are concerned that the risk will fall largely on the individual because what is being
proposed is a large defined contribution scheme which could not provide guaranteed returns for the
individual. In this sense calling it a “savings scheme” is misleading. We strongly believe that a state
sponsored scheme should be guaranteed by the state and run by the state. People will expect nothing less.

21. We recognise that many of our members may not be expected to need the support of the NPSS as
they are covered by occupational pension provision. But since the average period of service of civil servants
in the next 20 years is widely expected to be shorter than at present, it is likely that at some time during their
working life they would also take up the NPSS.

Later Working and Flexibility

22. The implementation of the provisions of the Finance Act 2004 should give an added impetus to the
flexibilities on oVer for staV that wish to enjoy later working, to be more flexible in their approach to both
retirement and savings during their working lives. But for all these provisions to be meaningful it is essential
that schemes adopt the elements of the law as soon as possible following a period of explanation and
publicity. It is recognised that many of the flexibilities will not directly benefit everyone but taken in the
round they do create a climate in which a lot of flexibility can operate. Government needs to give that
encouragement to schemes.

The State Pension

23. We very much welcome the recommendation to link the state pension to average male earnings. This
has been our policy for many years and is a view which is shared by the TUC and others. The problem
however with the Turner proposal is that, whilst it recommends this is the way for the future, it goes on to
say that this should not happen until 2010. It does nothing to boost the income of many poorer pensioners
where an immediate increase in their incomewould be beneficial and would immediately remove many from
means tested benefits levels. We acknowledge the Government’s actions during recent years to boost the
incomes of the poorest pensioners and do not underestimate the impact this has had. But we also believe
there are many pensioners who feel the “high level” debate going on fails to address their immediate needs.
This could be politically damaging to the longer term acceptance of a pensions settlement.

24. We welcome as a first stage the introduction of the universal pension to all those over the age of 75
and recognise this would have a substantial impact on many, the majority of which will be women.

25. We strongly support the view of the TUC and others who argue for an immediate increase in the basic
state pension. In our view, increasing the basic state pension in line with earnings is the fairest and simplest
way to lift pensioners out of poverty. PCS is opposed to pensioners having to submit themselves to means
testing; it is both demeaning and costly in terms of resources.

26. We are pleased to welcome the recommendation of the Turner Commission to improve the second
state pension to help the lower paid and carers.
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The Pension Age

27. We are completely opposed to the proposal to increase the state pension age. Currently men can claim
their state pension at age 65 and women at 60 although younger women face later retirement with the age
rising to 65 over time between 2010 and 2020. The Pensions Commission believes this should rise further.
Their key argument seems to be one of financial consideration although it also talks about “fairness between
generations”. We also note that the Commission seeks to justify their recommendation by reference to the
forecast rise in life expectancy but goes on to recognise that there is a significant gap between the life
expectancy of diVerent socio economic groups which is “not narrowing”.

28. We have argued above that the economic case for increasing pension age has not been made, and is
based on a reluctance to commit to more redistributive policies.

29. PCS has a policy to campaign to achieve a “flexible decade of retirement” between the ages of 55 and
65 during which employees should be able to decide when to retire. This policy would go some way to
allowing a more phased move from work to retirement as well as potentially allowing for a longer period
of contribution to the funding of pensions.

A Dependable Relationship

30. We agree with the Commission that there needs to be a dependable relationship between
Government, the employer and the individual in which rights and responsibilities are clearly understood,
communicated and upheld. Far too often in the past this relationship has come under strain because the
parties have had no proper relationship and understanding. There is an absolute need for the country as a
whole to come to an understanding and we would encourage the Government and industry to work hard
to find that consensus which will be sustainable for the next few generations.

The Independent Pension Commission

31. We welcome the Commission proposals to establish an independent pensions authority to supervise
this relationship and remove it from the short termism of the political environment which has again become
a stumbling block in recent years. We need to take the politics out of pensions.

Women’s Pensions

32. There is a widespread view that the pensions system does not provide suYcient support to women.
This is a view we support. The National Isurance (NI) system, designed in another age, impacts unfairly on
those with short NI contribution records and the “10 year” rule is particularly harsh on women who have
had child rearing and carer responsibilities. In the longer-term a universal pension would remove a lot of
the unfairness in the present system and would be the most equitable. We support the view that there needs
to be a solution found urgently to the arrangements for women and this in turn would impact on others with
a shortened working life.

Age Discrimination

33. We recognise that there are soon to be changes to society in the wake of the age discrimination
legislation and note that the Government will be enacting a default age of 65. Whether this is sustainable in
the longer term only time will tell. But we cannot ignore this issue in the overall consideration of a pensions
settlement and the legislation has to recognise that there are those who will work past this age and will need
adequate recompense for deferring their state pension age. The Government might also wish to consider the
possibility of reducing or eliminating NI contributions for the over 65s and that training expenditure is
targeted at all workers, not only those of a younger age. Whilst these latter points relate to working practice
rather than the direct pensions issue, it should be noted that all the issues are connected.

Tax Relief

34. The Turner Commission refers to the apparent anomalies of diVering levels of tax relief available to
contributors. It would be useful to know what impact changes to the tax arrangements would be and we
feel in any response to the Commission the Government should describe the impact if there was a standard
approach to tax.
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The National Pensions Saving Scheme

35. The TUC has broadly welcomed the Pensions Commission report. They “believe it creates the basis
for a new pensions settlement. One of its great strengths is the way that its proposals fit together”.

36. PCS has serious reservations about suggesting to workers that a defined contribution scheme is a risk
free saving for retirement. However, should it go ahead, we want to highlight the importance of ensuring
delivery of the NPSS is carried out through the public sector.

37. Furthermore, we firmly believe the DWP is the most viable organisation for ensuring reliable
enactment and provision of this new scheme. The risks of such a high profile scheme being entrusted to the
private or voluntary sectors, who have no record of successfully managing such a huge change, is
unacceptable. The experience of the introduction of pension credit, along with examples such as the work
done to deal with the impact on pensioners of the reinstatement of deficiency notices, demonstrate that the
DWP can manage projects of this complexity and importance.

38. Issues of trust, accountability and reliability of resource are best promoted through using the one
form of pension provision which retains significant public support in the UK.

39. Although there are private sector proposals for alternatives to the NPSS, it is clear that these include
at the very least an element of self interest from organisations who will not welcome competition for the
policies they provide. We believe that any scheme must be underwritten by the state, and that if valuable
resource inputs are not to be wasted on marketing and competition, the state remains the best place for
NPSS to be based. It is clear following the various cases of pension mis-selling, Equitable Life and
endowment failures that the state remains the only body able to attract the confidence of the public who are
expected to invest funds for 40 or more years.

Delivering the Pensions Service

40. The DWP website explains that TPS:

“is a dedicated service for current and future pensioners. It provides state financial support to over
11 million pensioners delivered at a national and local level and in partnership with other
organisations. It also helps people to plan and provide for retirement.”

41. Currently there are some TPS staV based in local DWP oYces. Most of these staV have now been
absorbed into Jobcentre Plus, but pensioners have minimal access to these buildings for benefit queries.
Although they can ring a national number and speak to a contact centre, there has been a loss of local oYce
provision, with many bespoke counters where pensioners came in to sort out their queries removed.

42. Pensioners can seek a visit from TPS’s local service staV, or use the Intranet to seek information
however the priorities for visits used by the department mean that in some cases pensioners are unlikely to
be visited quickly, if at all. This local, front line service provision allowed customers to speak with local staV

who understood issues in the neighbourhood, were likely to share cultural and language backgrounds and
provided a “human” element to the DWP’s service. Although we recognise that some pensioners are
increasingly comfortable dealing remotely with organisations, it remains clear there are a significant
proportion of customers who are not confident with this.

43. PCS are committed to a decent non means tested state pension. PCS supports an across the board
increase in pensions and its indexation to movements in wages rather than prices. As we have stated in
previous evidence, PCS is against means testing because it makes the system complex and diYcult to
understand. Means tested benefits always have rates of take-up significantly below universal benefits and
pension credit is no exception. It is PCS’s view that income re-distribution is best achieved through universal
benefits coupled with progressive taxation.

44. However, we recognise the current system ofmeans testing is unlikely to be changed in the short term.
We also understand pensioners need a service which can deal with more than just their state pension
entitlement, but can also look at other welfare benefit issues such as housing benefit and council tax benefit.
We welcome the steps the DWP has already made to work toward this and to examine ways of providing
a holistic delivery to pensioners.

45. We believe the current changes to delivery processes in the DWP present an opportunity to reinvest
resource into services which will meet the needs of the poorest and most vulnerable pensioners. Examples
of areas where we believe TPS can use our skills and improve the service to the public, includemore outreach
work, with more surgeries and a presence in areas such as libraries, shopping centres, hospitals and care
homes. Building in awareness of pension issues as part of citizenship education has the potential to pay real
dividends, explaining the benefits of the National Insurance system, the importance of pension provision
and the alternatives available. With the likely changes to pension provisions in the near future, there is an
opportunity for the DWP’s staV with knowledge about pensions to be a valuable resource for helping
introduce Government plans through outreach, information provision and education.
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46. We also believe greater investment in quality control of pension and other benefit claims will not only
provide a more reliable and accurate service for pensioners, but will also present genuine opportunities to
reduce overpayments, whether caused by customer or staV error, or by fraud. As such, we believe the
department can actually pay for this improvement in what will eVectively be an “invest to save” way.

47. PCS believe the changes being made to the delivery of pensions present real opportunities to develop
quality, customer-focussed service delivery. Re-investment of savings made through centralisation, process
changes and IT changes can allow the eVective delivery of the Government’s commitment to ending
pensioner poverty.

Government and Ministerial Commitments

48. On 28 February 2004, Ian McCartney, then a DWP minister, told the Scottish labour party
conference of the risks of a conservative Government. Life under “Slasher Letwin” would, he said, mean
“cuts in public spending of £18 billion.” He followed this by going on to say: “This isn’t about men in pin
stripe suits with bowler hats and brollies, it’s about sacking care workers, hospital porters, teaching
assistants, bin men, staV in the pension service…” (our emphasis).267 However, the current cuts suggest it
was not just the conservative party that hadDWP staV in their sights. This contrasts fromwhen he promised
that TPS would deliver a world-class service.

Local Services Meeting the Needs of Local People

49. In 2005, the Government spelled out a vision for the way older people would be treated in the future.
PCS support many statements within the document, and welcome commitments to improve service
provision for the older population. We do not entirely share the vision of the way delivery will be provided,
but welcome the broad commitment to ensuring accessibility of top quality, integrated services.

50. The document states:

“25. In order to make that a reality, central government and local authorities, and the voluntary
sector where appropriate, will work together to:

identify and tackle issues which limit older people’s ability to get the most out of life, including
rooting out age discrimination and tackling the fear of crime and poor housing;

ensure that older people can be actively engaged locally in influencing decisions which aVect their
lives, such as planning local public transport;

ensure that older people have access to opportunities locally, such as learning, leisure and
volunteering; and

promote healthy living at all ages: older people are better able to enjoy good health in later life if
they looked after themselves when they were younger.”268

51. The document also highlights the aim that:

“Local authorities should take the lead role in planning for the ageing of their communities.
Mainstream services should reflect the changing nature of society just as much as services directed
at old age. We will ensure that central government provides local authorities with the support it
needs to assume that leadership role.”269

52. At the same time, there is an awareness that the mobility and access to service provision becomes
increasingly diYcult as age increases, particularly over the age of 75.270

TPS Cuts Force Change in Direction

53. Currently there are 29 pension centres. It is planned that this will reduce to 10 within the next three
years. We recognise that the initial work to get over 2.5 million customers onto pension credit would result
in a peak of workload, which would then be followed by amore “steady state” level of claims. Consequently,
wewere aware the initial level of staYng and resource for TPSwould need to reflect this change inworkload.
Unfortunately the initial suggestions that staVwould be brought in on short term contracts, with permanent
staV remaining once “steady state” was reached has not reflected our experience in TPS. Sadly we have seen
staV losses mainly happening among previously permanent staV. The implications of the “revolving door”
of staYng are significant. Not only are staV less experienced, but the costs to the taxpayer of training and
consolidation are huge. Because working in contact centres leads to much higher staV turnover than
traditional benefit oYces, the costs for continual retraining have to be built in to the funding needs of the
department. As we outline elsewhere, we believe the department’s plans do not represent an eVective or
realistic staYng profile, even given the changes to workloads.

267 Labour Party website http://www.labour.org.uk/news/iminverness
268 http://www.dwp.gov.uk/opportunity age/summary.asp£introsum DWP, Opportunity Age, 2005. Pg xvi.
269 ibid, pg lxxxi.
270 ibid Vol. 2, Pg 31.
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54. The current provision of TPS’s local service is based on 132 oYce clusters, with staV in over 400 actual
locations. This reflects a broad geographical spread, with a mixture of teams. Some are purely TPS, some
are part of joint teams, where TPS staV work with local authority and other workers to provide what is
intended to be a more joined up service.

55. This situation allows for a level of local knowledge to inform decisions made by staV and also
engenders greater confidence from service users in the providers. It is hard to overstate the benefits of this
local level of liaison and knowledge, even though they are not easily quantifiable.

56. What is clearly more quantifiable is the ability of the DWP to provide a local service to customers
who wish to either visit an oYce with TPS expertise available, or be visited by staV who can provide that
service. Indeed the commitment to “ensure that older people have access to opportunities locally”
mentioned above, surely applies to DWP services as much as to libraries, leisure and volunteering.

57. It is clear from our experience of dealing with customers that the provision of a face-to-face service
remains very important. For diYcult to reach customers, for those either unable to access or who are not
confident about using telephonic or IT led processes, they need to be able to contact and communicate with
people and this makes a huge diVerence to their confidence in accessing the system. Using this more
proactive approach gives a far greater opportunity to achieve the more holistic approach envisaged by the
Opportunity Age paper.

58. Access and advice about benefits, services and wider issues is clearly more satisfactorily dealt with by
well motivated, trained and easily available staV.

59. Previous experience gleaned from past changes, varying from the relocation of London benefits work
to the ONE projects, have made our front line staV only too aware of the problems when telephone contact
is the main communication channel for all customers.

60. Language barriers, confidence, and hearing problems are all examples of issues which reduce the
eVectiveness of our service. The needs of Black and Minority Ethnic customers must be a major
consideration in deciding the best way to deliver services if we are to contribute to an inclusiveness agenda.

61. This was backed up by the DWP research paper explaining that “outreach and the provision of face-
to-face services were emphasised by older people themselves and those working with them as being central
to increasing take-up. Outreach work was often the main suggestion made by older people and community
groups as to how the department could improve take-up of benefits.”271

62. This was followed up by the statement that:

“The extent and nature of the barriers preventing older people from claiming indicated that some
needed access to a service where they could relax, trust the person dealing with them, and be
patiently encouraged, guided and assisted through the whole claiming process. This was felt to
require face-to-face provision.”

63. In fact, when asked, users were of the view that the following factors the new local service would need
to consider in order to be most eVective included:

“the need to ensure that suYcient resources and staV were available to each local service team to
meet demand; developing strategies with other organisations (statutory and voluntary); making
contact with a wide range of community groups (small and large); establishing good links between
The Pension Service contact centres and the local service teams.”

64. The plans for TPS and local service provision best practice are hampered by resource, headcount and
location cuts caused by changes to the funding of the department.

65. “Would you prefer to deal with us over the phone or come into a Jobcentre?” is a question our
customers may shortly treat as a luxury. Reductions in the TPS service and the wider DWP estate will mean
a lack of locally based access to knowledgeable staV for a large percentage of the population.

66. One staV member who worked on contributory benefits as a counter supervisor assured us
“Pensioners did come in to claim and to make enquiries, as well as notify changes to their circumstances.”
We don’t know whether this was because they were already in town for shopping or other reasons and felt
they could usefully deal with DWP business at a local outlet, or actively decided to visit the outlet but it is
clear they were more comfortable dealing with face-to-face staV.

271 Delivering benefits and services for black and minority ethnic older people, Helen Barnard and Nick Pettigrew, DWP 2005,
Pg 1.
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Losing a Local Connection

67. Already we see a situation where the most southerly of the pension centres is the one in Leicester. For
those dealing with TPS by phone or writing, the bulk of the population has to deal with a remote processing
centre for their case.

68. We have already seen an important proportion of TPS customers alienated by the move from the old
pension book, a situation which looks likely to be made worse by proposed changes to the card account
system and the changes for post oYces. The impact of the increased isolation of a sizable number of
pensioners from those they met regularly flies in the face of the wish to see social exclusion reduced.

69. We are told by our members managing local services that cuts in TPS surgeries and information
points are running at 50%, with the consequent damage to the good work initially done after the set up of
TPS. Although there are joint teams working well around the country, because of the arrangements for
controlling their priorities, they lack a cohesive approach. More generally, staV are having to visit mainly
customers identified through “scan” work, where details have been lifted from a sift of the department’s
IT data.

70. If we are to have real joined up Government, there needs to be commitment from the Government
to take on board the implications, which include ensuring funding streams are available, ensuring a coherent
set of guidelines can be agreed between central and local Government, as well as other agencies. Potential
savings from scrapping means testing would allow reinvestment in services to the poorest pensioners and
those who are least able to use the newer communication channels, from telephones to the Internet. We
believe the best model is to provide a holistic service to pensioners, using a mix of the best modern systems
and the skills of well trained and committed staV from TPS.

The Impact of Cuts on the Local Service

71. Current projects impacting on service provision for pensioners at a local level include the local service
IT project, considering computerisation of case administration and visiting diaries; and the HERE4ME
project, looking at multi-agency customer contact points, in other words one-stop shops dealing with DWP
benefits, HMRC queries, local authority benefits and services.

72. Although local service continues to play a key role in delivering services to pension age customers and
meeting the aspirations of TPS, a variety of recent factors are causing significant problems. Reduction in
partner liaison managers has badly aVected the opportunity to build and develop multi-agency working.
The work of joint teams is increasingly sidelined as TPS staV and resource become unavailable, and local
authority and other partner organisations are left to take initiatives forward without TPS’s active input.

73. We have seen 30% of middle managers in local service cut, reducing the direction and management
of initiatives, as well as the availability of experienced advice and guidance for other agencies. This
environment contributes towards a situation where January 2006 figures indicate only 43% of staV are
satisfied with their job.272

74. Reports from front line staV, backed up by management information say that 50% cuts in surgeries
and information points are being carried out with little or no consultation or little information being given
to partner organisations, who are frequently left to pick up the pieces. This ties in with complaints from
many areas from partner organisations who are not being informed of closures, involved in or consulted
about the process.

Reliability, Cohesion and Accountability in Delivering Pensions

75. There are areas of crisis in TPS’s pensions delivery. TheDWP’s ownmystery shoppers recently found
only two thirds of queries were answered correctly.273 The emphasis on meeting simplistic claim clearance
targets rather than accuracy is leading to cases having to be re-worked with consequence ineYciencies. The
DWP’s own recent performance management and accountability reports state that 89.98% of pension credit
cases are paid accurately, contrasting with a target of 96%. State pension claims, meanwhile, are at 96.88%
accuracy, with a target of 98%. One clear cause of this is the change to administrative oYcer training. This
training used to last for 13 weeks, but is now eight weeks.

76. Furthermore, many staV are on fixed term contrasts and leave soon after or during training. A lack
of training or consolidation is clearly a problem in the DWP and TPS. The most recent data (January 2006)
from the TPS balanced scorecard shows only 64% of staV consolidate their learning and development
intervention and achieve the required performance standard. Although pension credit is more complex than
the minimum income guarantee, members tell us not enough technical support is available to help process
claims accurately.

272 TPS Balanced Scorecard data, from DWP Intranet.
273 2005, 3rd quarter statistics.
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77. Many more experienced staV are needed on processing, but the department is actually either getting
rid of these staV or moving them onto other benefits. However, in Nottingham pension centre, for example,
the date for transferring staV to Jobcentre Plus work keeps shifting, as the DWP realise they may need the
resource for longer than initially planned.

78. Overall staYng has reduced since April 2005 from 15,333 to 14,132 (Jan 2006).274 The reduction has
reflected a loss of 423 staV from central support functions, but most other staV lost have been from
processing sites. PCS remain concerned that the programme of headcount reductions and movement of
work in TPS is predicated on the successful introduction of IT, including the Wave 2 IT, which we are told
is not yet available.

79. The cuts and the uncertainty surrounding locations have acted to reduce morale and any vision of a
career structure, as highlighted in the DWP’s staV survey. Our members report that their caseloads are
typically now almost double than what they dealt with three years ago, with the consequent reduction in
personal service and time available per customer.

80. Focussing on a target driven culture has led to examples of work practices which are unacceptable.
An example is when the pension credit “challenge” was at its height; cases where customers had died were
left unactioned and resulted in bereaved families receiving the wrong benefits and letters.

81. Although PCS were initially told new IT systems would improve productivity three-fold, our
negotiators have now been told by TPS management this will not happen in the foreseeable future.
Nevertheless, staYng cuts predicated on these IT eYciencies are still being made. Meanwhile, staV are
having to come upwith workarounds to get it to work. Although there are benefits to the PCAL procedures,
as only half the claims received in pension centres are processable, the rest need more paperwork and/or
phone calls.

82. Targets are acting as perverse incentives. One instance of this is that a three pence per week increase
is claimed as a “hit” for targets in the same way as a £90 per week increase.

83. Figures obtained by PCS indicate attendance allowance take up is only 50%, and this is matched by
similar diYculties dealing with “passport benefits” such as disability allowance.

84. One senior TPS manager told colleagues in a memo in late February: “I went to a TPS leadership
meeting (grade 7s and above). The two main focuses were on the negative feedback from staV about Grade
6–7 and senior manager performance, and how we can improve that perception and also about how we can
support transformation—in particular the training and other resources needed to help implement Wave 1,
mean that TPS will be about 1,000 staV short of the number needed during the summer, so there was a big
emphasis onwhatmanagers could actively do to help.” This refreshing honesty is at odds withmore guarded
statements which seem to be made to ministers. It also highlights the lack of staV resource to adequately
deal with TPS business, as well as the slumping morale and lack of confidence in the leadership of the
organisation.

85. In the period from April 2005 to January 2006, TPS had received over 17,000 oYcial complaints,
according to their respond database.

A Better Service for Customers and a Reduction in Fraud

86. We believe the message about ways to improve take-up from the department’s own research, as well
as PCS members’ experience must be taken on board. That is that pensioners in “hard-to-reach” groups
respond best to take-up campaigns initiated through organisations trusted by pensioners, such as local
groups like Age Concern; Help the Aged or local community groups. We have had positive reports about
examples of partnership working in many areas of the country, although we are also aware there are areas
where lack of investment or commitment have caused diYculties. The use of TPS local service staVworking
with these bodies presents a clear opportunity to improve the service received by pensioners and their
representatives.

87. In 2003–04 the department accepted that almost 5% of pension credit cases were overpaid. For the
period October 2003 to September 2004 the amount of benefit overpaid due to fraud and error on pension
credit is estimated to be 4.9% of the total benefit paid.275 The department accepts that the reason for any
small reduction in recorded fraud is hard to define: “The 2% reduction is small when compared with the
uncertainties associatedwith this estimate and therefore we cannot be sure that this reduction in the estimate
is a result of a reduction of the amount of fraud and error in the caseload”.276

88. Given a March 2005 figure of 2,704,845 pension credit claims, even accepting a 1% fraud rate, there
are 2,700 fraudulent claims. We believe staYng shortages are leading to increased risks of fraud. We have
been told that staV in pension transformation sites are being told that claims do not require a signature or
verification of date of birth, under wave 1a of the roll out. This clearly risks more fraud and error. The

274 DWP statistics from FAMIS dataview 1/2/2006.
275 Fraud and Error in Pension Credit from October 2003 to September 2004, DWP, 2005, Pg 3.
276 ibid, Pg 4.
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department’s aims to reduce fraud described in their current business plan is unlikely to be met if there
continues to be the attitude that “pensioners don’t commit fraud”, whichwe have heard in recent years, with
consequent lack of resources to tackle what fraud exists.

PCS

March 2006

Memorandum submitted by Chartered Institute of Personnel and Development

1. Summary and Recommendations

1.1 The CIPD has recently published research (February 2006) that investigates the likely impact of the
PensionsCommission’s proposals—the first report to examineUKemployer attitudes towards the proposed
National Pensions Savings Scheme (NPSS). The Chartered Institute of Personnel andDevelopment (CIPD)
is supportive of the approach outlined by the Pensions Commission, a position that is backed up our
survey findings.

1.2 Historically, the CIPD has opposed compulsory occupational pensions provision, instead
encouraging education and the voluntary provision of schemes by employers and enhancing savings by
employees. And while many employers have transferred from defined benefit to defined contribution
schemes in the private sector, our research shows that a substantial majority of UK employers contribute
to occupational pensions. They value pensions as an integral part of the reward package that engages
employees and leads to higher levels of discretionary behaviour and performance. We believe therefore that
a voluntary approach, with financial education and better communication at its heart, is preferable.

1.3 That said, we are supportive of Lord Turner’s proposals as a package. Our research shows that the
introduction of a National Pensions Savings Scheme (NPSS) would neither lead to a levelling down nor a
cancellation of existing pensions arrangements. More than four fifths of employers, with a few still
undecided, say that they would continue with their existing arrangements if Lord Turner’s proposals were
implemented. Meanwhile only 1% say that they would level down. Further, twice as many employers are
twice as likely to say that the 3% employer contribution is too low as say it is too high.

1.4 If anything therefore, the proposals would lead to a levelling up—especially when one considers that
the 13% of UK organisations who do not currently provide occupational pensions would have to do so.

1.5 We also feel that the scheme would reduce both the complexity and the cost of occupational pension
schemes. Therefore we believe that an automatic enrolment scheme with a 3% contribution from employers
is a sensible and practical compromise.

1.6 However, while employers are twice as likely to say that the proposed 3% employer contribution is
too low as to say it is too high (even among SMEs with between 25 and 249 staV), these findings are reversed
among employers with fewer than 25 staV. This is not surprising given that almost two-thirds of employers
with fewer than 25 employees responding to the CIPD survey make no contribution to employee pensions.

1.7 So, while we don’t believe that employers with fewer than 25 employees should be exempt, we believe
that the Governmentmight look at ways of cushioning the eVect on the smallest employers if higher pension
contributions were found to have a clear adverse impact on their viability. However, any such cushioning
should only be considered as a last resort and under no circumstances extended to employers withmore than
25 staV. As our research shows, the proportion of SMEs with between 25 and 249 staV that oVer
occupational pensions is comparable to the largest organisations.

1.8 We also believe that Lord Turner is right to recommend that the default retirement age be removed—
a critical but often overlooked part of the pensions policy mix.

1.9 Organisations should performance manage older workers like any other group—removing staV

purely on age grounds is a huge waste of human resources. As our research of more than 2,600 employers
(October 2005) shows, a fifth of organisations either plan to abolish or increase their fixed retirement age in
the next two years. With such an abrupt upward trajectory, we believe that the Government’s setting of a
default retirement of 65 looks set to become outdated very quickly. We believe that the Government should
bite the bullet and remove the concept of a retirement age altogether.

1.9b Equally, we believe that the Government should extend the right to request flexible working to all
older workers. As the same survey of 2, 600 employers from October 2005 shows, a quarter of workers say
that more flexible working arrangements would be the key motivating factor behind their decision when to
retire. Further, as Table 16 in the attached report shows, small organisations seem relatively unconcerned
about the costs associated with both the national minimumwage and flexible working. So, with the parental
right to ask for flexible working being such a success, we believe that the introduction of an older worker
right to request flexible working would lead to a similar increase in take-up which would act as a key
incentive for older workers to stay on beyond 65, particularly in small firms.
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2. Background

2.1 As the UK professional body for all those involved in the management and development of people
at work, the CIPD is well placed to contribute to the debate on pensions and retirement. Drawing on the
experiences of our 125,000 members, many of whom are the principal decision-makers for pensions within
their organisations; our rigorous survey of 1,000 HR professionals provides a solid base of evidence on
which the House of Commons Work and Pensions Select Committee and the Government can draw
conclusions.

2.2 This memorandum to the Work and Pensions Select Committee contains our initial observations on
the Pensions Commission proposals—observations which are based on the aforementioned research.

3. Whether the National Pension Savings Scheme is the Right Way Forward and, If So, How it

Should Work

3.1 The CIPD has carried out research in February 2006 to assess the likely impact of the Pensions
Commission’s proposals—the first and only report to date that examines UK employer attitudes towards
the proposed National Pensions Savings Scheme (NPSS).

3.2 It finds that the vast majority of organisations provide occupational pensions to their staV and do not
intend to change their existing pensions arrangements. The survey of 1,000 UK employers thus challenges
a number of commonly-held beliefs arising in the aftermath of Lord Turner’s report, although there clearly
remain concerns among organisations employing fewer than 25 staV.

3.3 % of organisations that contribute to their employees’ pension arrangements

Number of employees
Fewer than 25 25–49 50–99 100–249 250–49 500!

Yes 36 80 82 87 96 95
No 62 18 16 13 4 4
Not stated 3 2 2 1 0 2

3.4 We believe that the NPSS would not lead to a levelling down or a cancellation of existing pensions
arrangement. More than four fifths of employers, with a few still undecided, say that they would continue
with their existing arrangements if Lord Turner’s proposals were implemented.Meanwhile only 1% say that
they would level down. If anything therefore, the proposals would lead to a levelling up—especially when
one considers that the 13% of UK organisations who do not currently provide occupational pensions would
have to do so.

3.5 What do employers think about the NPSS? (% responding)

All employers Employers with fewer than 25 staV

3% employer contribution “too high” 14 27
3% employer contribution “too low” 29 15
Employee contribution “too high” 12 11
Employee contribution “too low” 25 22
Tax relief for employees “too low” 42 41
Proposed system creates level playing field 30 26
between employers
Proposed system shares responsibility fairly 26 25
between employees, employers and the state

3.6 Further, as the table above shows, employers are twice as likely to say that the 3% employer
contribution is too low as say it is too high, although it should be added that this observation is reversed
when figures for employers with fewer than 25 staV are broken down. This is unsurprising given that almost
two thirds of employers with fewer than 25 staV do not provide an occupational pension. And it is only
among these very small employers that there are concerns about the impact of a 3% employer contribution
on employment costs.

3.7 Interestingly, the views of SMEs with between 25–249 staV are broadly similar to the largest
organisations; while the pension provision among SMEs with between 25–249 is comparable with the large
organisations. Therefore, the view that the National Pensions Commission proposals would have a big
impact on SMEs thus seems too simplistic.

3.8 The CIPD believes that the proposed system, including an element of compulsion, has other benefits,
including:

— Less red tape and simplification: the proposed system oVers a level playing field and safeguards
minimum standards. This approach has proven eVective in other areas like the minimum wage
where the impact on employers has proved to be minimal.



3367124079 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 339

— Cost-eVectiveness: the plan would oVset the need to pay administrative charges to the insurance
sector and reduce the amount of time spent choosing between providers. This might be therefore
particularly beneficial to small employers.

— Greater transparency and understanding: We hope that this would encourage better
communication and understanding of pensions. This would arguably give employers with superior
pension provision an advantage in recruiting and retaining staV.

4. Measures to Facilitate Working and Flexible Retirement

4.1 The CIPD believes that extending the right to ask for flexible working to all older workers and
removing the default retirement age would increase the employment rate of older workers and thus help
fund a higher state pension—a position that is also backed up by our survey findings.

Flexible working

4.2 We believe that the right to request flexible working should be made available to all older workers.
CIPD studies and related research shows that nine out of ten employers say they have had no significant
problems complying with the new parental right to request flexible working, with cost an issue for just 1%.
We therefore see no reason why the right cannot be extended to older workers, many of whom having caring
responsibilities.

4.3 Themost recent CIPDLabourMarket Outlook, a quarterly report published by the CIPD, also shows
that only 1 in 20 small firms cite the minimum wage and flexible working arrangements as having a big
impact on costs, which is much lower than the corresponding figure for large organisations. However, small
employers are much more anxious about the impact of National Insurance contributions, pensions and
training on employment costs than their larger counterparts.

4.4 A related survey of more than 2,600 employers, Creating a new age for all, published by the CIPD
in partnership with the Chartered Management Institute in October 2005, shows that while only a third of
organisations currently oVer part-time working to older workers, more than two thirds of respondents said
they anticipate working part time towards the end of their working life. A quarter (24%) also claimed that
the ability to work reduced hours would be the keymotivating factor that would determine when they retire.
This suggests a worrying mismatch between what employees are expecting and what employers are oVering.

4.5 The Government can help fill this gap by extending the right to all older workers. As the parental
right to request example has shown, the numbers of dads taking paternity leave has increased considerably
as a direct result of the legislation. This can be replicated for older workers.

4.6 The CIPD has played a major role in promoting the business case for employing older workers. In
recent years we have conducted our own campaign on age among our 125,000 members, which has been
supported by sound evidence. Our research leaves us well placed to comment on the support needed to bring
about the required cultural change and the need to make the workplace more attractive to older workers to
improve the employment rate of older workers in the workplace.

Removing the default retirement age

4.7 Should there be no default retirement age in employment law?

Manufacturing Private Public
All and production Voluntary sector services services

Yes 41 38 43 42 42
No 44 47 42 44 42
Don’t know 14 15 15 13 15

4.8 As the accompanying table, also from the Spring edition of the Labour Market Outlook, shows;
employers are split when considering whether there should be a default retirement age in employment law.
Around 40% agree with Lord Turner, but slightly more (44%) disagree, and the remainder are unsure.
Employers in the manufacturing and production sectors are those most keen on maintaining a default
retirement age, which is unsurprising given the manual nature of the work and the higher average age of the
workforce.

4.9 Our survey found that small firms, especially those with fewer than 25 staV are far happier to employ
employees over the age of 65 than larger firms.What small firms don’t want is more red tape, which a default
retirement age and the accompanying procedures would create.

4.9b The CIPD therefore recommends that the Government should extend the right to request flexible
working and remove the default retirement age—as it would not damage the interests of small businesses
but in many cases benefit them.
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5. Other Policy Interventions

5.1 Impact on recruitment of reduced employers’ National Insurance Contributions on employees over
state pension age

%
All employers Employers with fewer

than 25 staV

Would hire more workers above state pension age in 7 11
addition to existing staV

Would hire more workers above state pension age instead 2 5
of younger workers
No change to recruitment practice 88 78

5.2 Lord Turner recommends giving employers financial incentives to hire or retain older people in
employment. However, the CIPD Labour Market Outlook shows that cuts in, or the abolition of,
employers’ National Insurance contributions for employees over state retirement age would have a limited
overall impact on boosting the employment rate of older workers. Interestingly though, small employers are
more likely to be attracted to the idea, with around one in ten small employers claiming that they would hire
more workers above state pension age in addition to existing staV if such an incentive were introduced.

6. References

6.1 We have attached copies of our relevant research reports, namely the CIPDLabourMarket Outlook
(Spring 2006) and the joint CMI/CIPDCreating a new age for all reports. Please also find enclosed a related
piece of research we conducted last Summer, which explored employer attitudes towards older workers
alongside other core jobless groups such as ex-oVenders and lone parents.

6.2 We hope you find both the research and the memorandum relevant and of interest to your inquiry.
If you have any questions or comments to make about the memorandum, please contact us on the numbers
or e-mail addresses provided below. Equally, we would be delighted to give oral evidence before the
Committee.

Chartered Institute of Personnel and Development

March 2006

Memorandum submitted by Re-connect Retired Members Association

Main Points

— Any proposals for pension reform should address and recognise the contribution the vast majority
of ordinary people make and have made to the prosperity of the country.

— A permanent standing body should be introduced with the role of overseeing all pensions and
recommending any necessary corrections.

— A National Pension Savings Scheme is the way forward given it is suitable for the purpose.

— Auto enrolment for employees in the NPSS is essential.

— There is a strong case for NOT allowing people to opt out of the scheme.

— Employers need to participate in the scheme.

— The overall contribution rate of 8% is modest and could be set higher.

— There should be a standard methodology utilising a “Default fund”.

— The provision of Individual Accounts may give an illusory impression that people will be in
control.

— Care needs to be taken in relation to excluding those who are currently on low pay rates
particularly the young.

— The age for entry into the scheme is set too high at 25 years. Why not 18 or younger?

— The reliance on annuities only will provide for a lower return than could be otherwise achieved.

— The family home should NOT be taken account of in relation to pension accrual.

— DefinedBenefit Schemes. Encouragement needs to be provided in order to facilitate their retention
and indeed re-emergence.

— People should be encouraged to save more particularly for retirement and given incentives so do.
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— The NPSS needs to be seen as something that is gilt edged, universally applicable and not likely
to be used for profit taking.

— We welcome the Report’s conclusions that any future pensions system must have simplicity and
be understandable by all.

— We believe that the State Pensions can be linked to earnings.

— Wewelcome the main aims of the report and the recommendations to move to a BSP that is linked
to earnings together with achieving a universal state pension.

— We express our deep concern that the Report makes no recommendations of immediate benefit to
existing pensioners.

— We do not accept arguments that the State Pension Age should rise.

— Flexibility in later working life may provide the key to getting over many of the perceived
diYculties projected for the future.

Submission

1. Preamble

1.1 Any proposals for pension reform should address and recognise the contribution the vast majority
of ordinary people make and have made to the prosperity of the country. Without this, the endeavours of
wealth creators would largely come to nought. Given that we need the latter to make it possible for others
to prosper the key role of the former should not be forgotten when it comes to the sharing of dividends.

1.2 Present day industry makes demands of flexibility, which are often borne by the workforce and their
families to the good of all enterprises.

1.3 In the past the implicit and explicit payback promise for such flexibility was the jam of a new horizon
tomorrow where more prosperity, leisure time and comfortable retirement would be available.

1.4 The introduction of new technology and working methods has failed to bring with it the anticipated
benefits and indeed we now face a future where, relatively suddenly, the converse is the case.

1.5 Now it appears that for most of the population the prospect is, in order to realise an only modest
income in retirement, having to work for longer with no actual guarantee that they will be able to live long
enough to derive any benefit from their additional toil. This is particularly hard for certain manual workers.

1.6 We question if this is the only way forward and urge the Committee to closely examine and judge
whether the type of society this might engender, is something they would wish to endorse.

1.7 Any pensions system that is thought to be suitable must of necessity be based upon assumptions that
can only be validated in time. We would therefore ask the Committee to support the suggestion that a
permanent standing body is introduced with the role of overseeing and recommending any necessary
corrections

2. Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so, how it
should work

2.1 A National Pension Savings Scheme is the way forward given it is suitable for the purpose. However
precautions need to be taken to encourage alongside this, the maintenance and indeed restoration of good
occupational schemes. The obvious danger of not doing this is the diminution of occupational schemes that
will have an overall detrimental eVect, negating any benefit deriving from the NPSS.

2.2 Auto enrolment for employees in the NPSS is essential, given the evidence of very poor take up of
Stakeholder schemes.

2.3 There is a strong case for NOT allowing people to opt out of the scheme based upon both future
welfare conditions and keeping down costs and administration. The experiences of the vast majority of
individuals who were not given a choice but compelled to enrol in a DB Scheme, as a condition of
employment is extremely positive. Indeed we can find no evidence of anyone complaining or being put oV

entering employment because of this condition. This covered many thousands of people, particularly in
public utilities and services up until employers were prohibited from so doing in the mid 1980’s.

2.3.1 The need for a form of compulsion is given weight by the Commissions statement in their report
on Page 148, bullet point 2:

(i) There is a decreasing element of earnings-related compulsion. This is occurring at the same time
that voluntary earnings-related provision is declining due to a retreat of employer involvement and
a declining propensity to join employer schemes even where these are provided. This is concerning
given our finding that there is a segment of themarket (middle and lower earners working for small
and medium firms) where pure voluntarism does not and will not produce optimal results.
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2.3.2. We pointed to this trend in our submission on the pensions Green Paper and urged government to
reverse the legislation, which negated the ability of employers to make membership of their scheme a
condition of employment. Since this was done to encourage people out of occupational schemes and into
private pensions (and mis-selling) our view has not changed.

2.4 Employers need to participate in the scheme in order to ensure its operation and a reasonable return
in the end.

2.5 The overall contribution rate of 8% is modest and could be set higher. Perhaps a progressive rate
increasing with time could provide a more optimal return.

2.6 There should be a standard methodology utilising a “Default fund” as defined in the report page 248,
glossary. Much emphasis is we believe, wrongly placed on individual choice and decisions. Too many
choices will be confusing for the majority of people and make them vulnerable to be preyed upon by the
unscrupulous. The Commission’s own evidence shows that in their findings. In any case most will take the
easy option and accept a default solution This is in fact reinforced by another of the Commissions own
assertions in the report, Page 154 bullet point 5:

The overwhelming evidence is that many people do not make rational long-term decisions in their
own self-interest without encouragement and advice. Most people do not make adequate pension
provision unless either: (i) the state compels them; (ii) their employer enrols them in a pension
scheme as a by-product of employment; or (iii) a financial adviser persuades them to join a
pension policy.

2.7 The provision of Individual Accounts may give an illusory impression that people will be in control.
The likelihood is that most will not participate in making choices relative to the mix of investment. In any
case any whowish to attempt involvement will be advised to do so through a Financial Advisor. Is it realistic
to progress the NPSS in this fashion and incur the additional expense involved? We would support the use
of investment trusts in preference to what to Commission recommends.

Some of the foregoing is covered to some extent in the next section (3). We apologise but found it
unavoidable due to the nature of the subject matter.

3. The impact on saving behaviour of the reforms and of existing incentives (such as tax relief)

3.1 People will be encouraged to save more particularly for retirement given that existing incentives were
in place or even enhanced and there is an employer contribution. Even better perhaps more tax break
encouragement for employers to maintain and open better occupational schemes. However, if it is thought
that the end product of any such saving would be threatened by any claw-back imposed by means testing
then it would be diYcult to convince people of the benefit of saving.

3.2 Additionally, the evidence of the very poor take-up of stakeholder schemes points to the need to
bolster the image and attractiveness of any NPSS. Clearly the existence of employer contributions will be
of enormous help together with simplicity, evidence of security, flexibility and the ability to rely on help in
getting on the housing ladder would provide a fresh and optimistic approach that people would be more
likely to sign up to. It needs to be seen as something that is gilt edged, universally applicable and not likely
to be used for profit taking.

3.3 Therefore care needs to be taken in relation to excluding those who are currently on low pay rates
particularly the young. The Commission has suggested an entry age of 25 which is rather higher than ideal
and would reduce the ultimate replacement rate. Those who enter full time work straight from school ought
to be recruited at that time especially since many of those may not be able to achieve income comparable
to graduates. In addition consideration should be given to the creation of a class of entry to cater for those
who would otherwise be excluded because they fail to achieve the lower earnings threshold suggested by the
commission. The New Zealand scheme auto enrols at 18 years.

3.3.1 Individuals not in part time work and entering a full time job with future career prospects, however
modest, should be auto enrolled from 16 years or upon starting employment if later. The earlier in a scheme
the better!

3.4 The reliance on annuities (given current performance) only would give people a unfavourable view
of what such savings might achieve compared to other methods such as (say) trusts, which would be able
to benefit from providing a means of minimal risk investment with better returns than individual accounts.
The latter would be purely annuity based whereas trusts ought to be able to provide a mix including an
element of draw down.

3.5 The inclusion of the family home as an asset to be counted, as part of ones pension accrual would
have a negative eVect and therefore be a disincentive. People would perceive that as a kind of penalty with
the intention of depriving them of any ability to obtain even a modest degree of wealth during their working
span. Any attempt to suggest that home ownership should in some way count, as part as on individuals
pension savings, would be politically unacceptable. Besides the arrangements for converting housing wealth
to provide for this purpose are wholly unsatisfactory and unattractive.
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3.6 Despite the current adverse trend and publicity surrounding Defined Benefit schemes, these still
represent by far the best value for money in relation to long-term returns. Other important benefits to the
economy should not be overlooked. Encouragement needs to be provided in order to facilitate their
retention and indeed re-emergence. As well as exclusive to DB schemes tax breaks (Perhaps for setting up
and in the early years of accumulation) opting out of the S2P should uniquely be retained. This facility
should not be within the scope of DC and other schemes where the reduction to zero as recommended by
the commission should apply. However it might be an idea to allow a little more tax relief in the setting up
of such schemes.

4. The future role of employers in pension provision and the impact on this of proposals for reform

4.1 The commission states in the report page 125, 5 Bullet 1 “The freely arising self-interest of well-run
companies will not result in an increasing level of voluntarily provided earnings-related pensions. Many
large companies will continue to provide good pension schemes, but the shift in employer attitudes towards
pension provision, described in Chapter 1 Section 2, will not be voluntarily reversed. Employer provision
of pensions to average and lower income people working for small and medium-sized firms will not grow
on a voluntary basis.”

4.2 Unfortunately there is an increasing tendency for employers to treat their workforce as a commodity.
In so doing many fail to recognise the contribution that employees Invest in their companies.

4.3 Naturally some employers will be reluctant to embark on a scheme like the NPSS on the basis that
it will increase their costs. It would also place a burden of compulsion on them where any employee chose
not to opt out of theNPSSwhich somemight hold is disagreeable. However, it appears from countries where
similar systems are in place that these perceived drawbacks have been overcome.

4.4 Employers need to participate in the scheme.

5. Proposals for reform of the state pension system

5.1 We would ask you to refer to our opening remarks in our preamble paragraphs 1.1 to 1.4.
Circumstances may have changed but we believe that society ought to have the responsibility for ensuring
that adequate provision is made for people in later life and those that can should contribute towards this
should do so, dependant upon their means. Moreover those who are fortunate enough to be able also to
accumulate some modest additional wealth over their working lives should not be penalised for this.

5.2 We welcome the Report’s conclusions that any future pensions system must have simplicity and be
understandable by all.

5.3 We believe that the State Pensions can be linked to earnings, rather that Retail Price Indices.
Providing that the base starting point is adequate such a link will provide a more secure future for
pensioners.

5.4 An adequate State Pension linked to earnings will eliminate the need for means testing; this will make
savings in the costs to manage that “means testing” require.

5.5 We welcome the main aims of the report and the recommendations to move to a BSP that is linked
to earnings together with achieving a universal state pension. That this can be facilitated by the state second
pension gradually becoming flat rate is also acceptable. (But see our comments on opting out in 3.6)

5.6 We agree that the poorest pensioners require protection. However, that does not mean there cannot
be a universal State Pension. Those “better oV” pensioners will pay back extra through the tax system.

5.7 The increases in pensions spend as a % GDP should not only be inevitable but is essential to restore
a “real value” to pensioners in society. Table 5.19 on page 185 of the report (or page 29 of the executive
summary) shows that Britain has the third lowest expenditure on pensions and yet there is no suggestion
that this should be increased dramatically, in fact by 2050 it is proposed that we have the joint lowest (with
Ireland) expenditure amongst the countries looked at.

5.8 Whilst the Report is focussed on reform of the pension system it can do so more realistically by
ensuring that the existing base is adequate. Thus we express our deep concern that the Report makes no
recommendations of immediate benefit to pensioners. Any reform must focus on the measures the
Government must take in the provision of current and future pensions.
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6. Whether, when and by how much the State Pension Age should be increased

6.1 We stated in our preamble:
(1.5 Now it appears that for most of the population the prospect is, in order to realise an only
modest income in retirement, having to work for longer with no actual guarantee that they will be
able to live long enough to derive any benefit from their additional toil. This is particularly hard
for certain manual workers.)
(1.6 We question if this is the only way forward and urge the Committee to closely examine and
judge whether the type of society this might engender, is something they would wish to endorse.)

6.2 The report appears to assume that the present increase in life expectancy is going to go on increasing.
This is not necessarily a very certain assumption. For example if obesity continues to increase then life
expectancy may well decrease. Some increase in pensionable age may be justified at some stage but this
report has not convinced. A lot of the justification seems based on the cost of pensions and as indicated in
5.7, this is a relatively small part of GDP compared to most countries.

6.3 Proposals for people who have low life expectancy and/or diYcult jobs are going to be very diYcult
to formulate. This is important because the eVect on longevity on increasing the working life span is an
unknown. For example on Page 97 fig 1.44 of the report shows a drop in the % (granted only slight) in 2005
when the work span increased. Is there not a case for caution because of the link between work span and
how long one lives after retirement?

6.4 We therefore do not accept arguments that the State Pension Age should rise. Society should be
looking towards earlier, not later, retirement. The advance of new technology particularly in replacingmore
mundane jobs, has in the past been seen as the means to provide greater leisure time both during and after
one’s working life.

6.5 The Report makes no analysis of the eVect of a rising SPA on the job opportunities of the younger
generation.

7. Measures to facilitate later working and flexible retirement

7.1 Flexibility could provide the key to getting over many of the perceived diYculties projected for the
future and this we believe has not been given suYcient attention. Unfortunately neither are we able to give
this important subject adequate consideration at this stage.We would however be glad to contribute further
should this be required.

The impact of reform proposals on the pension incomes of diVerent groups, including the self-employed
and those currently at particular risk of being “under-pensioned”, such as women, disabled people, ethnic
minorities and people with varied work patterns.

Sorry, timewill not allow further comment at this stage althoughwe broadly welcome the proposals intent
in this area. We can comment if required.

Whether proposals for reform adequately address inequalities in pension provision.

Again we have run out of time!

Re-connect Retired Members Association

March 2006

Memorandum submitted by Tony Lynes

Summary

The Pensions Commission’s view that immediate increases in non-means-tested benefits are not required
overlooks a number of crucial points:

As a result of the breaking of the link between the basic pension and average earnings in 1980, the
basic pension in 2006–07 will be £84.25 per week instead of £136.75—nearly £30 below the means-
tested minimum instead of £23 above it.
While the incomes of categories of pensioners may have risen, relative to earnings, since 1979, the
incomes of individual pensioners have fallen.

The disadvantages of means-testing, other than its disincentive eVects, are ignored by the
Commission.
Inevitably any move from means-tested to non-means-tested benefits will favour better-oV

pensioners.

There is a strong case for an immediate and substantial increase in the basic pension and restoration of
the earnings link.
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The proposal to pay the basic pension in full, subject only to a residence condition, is welcome, but there
is no logical justification for limiting it to those over 75 or 80.

To have two flat-rate state pensions is an unnecessary and undesirable complication. The state second
pension (S2P) should remain earnings-related.

The Commission has failed to produce convincing arguments for abolishing state earnings-related
pensions, to explain why the earnings-related S2P cannot or should not be maintained and improved, or to
compare the cost with that of the alternative it proposes.

The proposed National Pension Savings Scheme would provide annuities of unpredictable value, with
returns aVected, for large numbers of people, by the Pension Credit means test. Inevitably many people
would make the “wrong” choice of investment fund and blame the Government for the consequences.

The Commission’s vision of “a new pension settlement for the twenty-first century” would involve most
people having at least three and possibly four separate pensions based on diVering principles and with
diVering rules of entitlement, and millions would still need their pensions topped up by means-tested
benefits. This outlook contrasts with the vision underlying the 1970s legislation of a two-tier PAYG system
providing reasonably adequate pensions for the vast majority of employed people while encouraging
occupational schemes to partially replace the earnings-related second tier.

1. Today’s Pensioners

1.1 The Pensions Commission’s second report paints a rosy picture of the situation of today’s pensioners
and those now approaching pension age: “On average, current pensioners are as well provided relative to
average earnings as any previous generation, and many will continue to be well provided over the next 15
years. There is therefore no general and immediate crisis.”277 And again: “On average pensioner income is
at an historic high relative to average earnings. Since 1979, most categories of pensioner have seen real
incomes rise slightly faster than society as a whole, with particularly large increases for higher income
pensioners.” They quote an estimate by the Institute for Fiscal Studies that 60% of 50–65 year olds may be
on target for pensions above the “adequacy” level proposed in their first report of October 2004 (80% of
gross earnings for lowest earners, 67% for median earners and 50% for top earners).278

1.2 “These facts”, they write, “havemajor implications for pension policy in the short-term. In particular
they suggest that immediate increases in public expenditure on non-means-tested benefits would in many
cases flow to well-provided pensioners. They provide a rationale for dealing with some of the problems that
the inherited system has left (for instance for many women with interrupted work records and caring
responsibilities) in a partially means-tested fashion.”279

1.3 While the Commission attaches great importance to containing the future growth of means-testing,
so that people of working age have an incentive to save for their retirement, that argument does not apply
to people who have already retired. Raising the basic pension to a level that would immediately eliminate
means-testing is therefore rejected as “unlikely to be either aVordable or a best use of constrained resources.”

1.4 This conclusion is very convenient, since it relieves the Commission of the necessity of proposing any
major short-term increase in spending, but it overlooks a number of crucial points:

(i) The improvement in average pensioners’ incomes since 1979 is largely the result of the 1975
legislation which was designed to address the scandal of generally inadequate pensions—in
particular through the introduction of SERPS and the resulting improvements in occupational
pensions under the contracting-out provisions. If some pensioners are better oV now than their
predecessors were then, therefore, it certainly does not follow that most pensioners are now “well
provided”. On the contrary, the breaking of the link between the basic pension and average
earnings in 1980 hasmeant that any improvement that may have occurred has beenmuch less than
was originally intended. The fact that about 50% of pensioners are now entitled to means-tested
benefits is ample evidence that most pensions are still inadequate.

(ii) Figures recently published in reply to a parliamentary question by Paul FlynnMP show that, if the
basic pension had risen in line with earnings since 1980, it would have been £95.45 a week in
1997–98 instead of only £62.45; and if the Labour government, taking over from that point, had
continued to raise the pension in line with earnings, it would have reached £136.75 in 2006–07
instead of £84.25.280 In short, a single pensioner, in the coming year, will be £52.50 per week worse
oV as a result of the breaking of the link, £33 ofwhich can be ascribed to theConservative upratings
of 1981–97 and £19.50 to the Labour upratings of 1998–2006.

(iii) The full significance of these figures can be seen if we compare the basic pension which, if linked
to earnings, would have been payable in 2006–07 with the means-tested guarantee credit, due to
rise inApril 2006 to £114.05 aweek. It is generally assumed—and the PensionsCommission clearly
shares that assumption—that if the take-up problem were solved and all pensioners were getting

277 Pensions Commission, 2nd Report, p 31.
278 Ibid, p.42.
279 Ibid, p.42.
280 Hansard, Written Answers, 12 January 2006.
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at least the £114 minimum, the problem of pensioner poverty would also have been solved. Yet
the fact is that a basic pension at the level, relative to earnings, that was considered reasonable in
the 1970s would be nearly £23 a week above the present means-tested minimum, instead of nearly
£30 below it.

(iv) While it may be true that the real incomes of most categories of pensioner have risen slightly faster
than younger people’s, the real incomes of individual pensioners have not risen to the same extent,
and may indeed have fallen. A woman now retiring at 60 may have a bigger pension at the point
of retirement, not only in real terms but as a proportion of earnings, than a woman retiring at 60
in 1979; but the 1979 retiree, now aged 87, will have seen her income fall, relative to earnings, over
the 27 years of her retirement. This is obviously true of the basic pension, but any occupational
pension she may have will at best have risen in line with prices, thus falling behind the growth of
earnings. The idea of pensioners getting steadily wealthier works, if at all, only for statistical
categories, not for real people.

(v) The Commission has nothing to say about the disadvantages of means-testing, other than its
disincentive eVects: in particular, the report fails to recognise that many older people intensely
dislike having to plead poverty (as they see it) in order to obtain the benefits they are entitled to,
that the Pension Credit rules are so complicated that the Pension Service leaflets on the subject do
not even attempt to explain them, that for these or other reasons a large number of people still fail
to claim themoney they are entitled to, and that the proportion of the cost ofmeans-tested benefits
spent on administration is many times greater than for benefits based on contribution or residence
conditions.

(vi) It is true that some better-oV pensioners would gain more from an increase in the basic pension
than those now receiving pension credit, but that is an inevitable consequence of any move from
means-tested to non-means-tested benefits—a policy which the Commission favours in principle,
if only as a long-term aim.

1.5 There is, therefore, a very strong case for an immediate and substantial increase in the basic pension,
as well as for the restoration of the link with average earnings. As if to emphasise its view that the situation
of today’s pensioners does not require urgent action, the Commission recommends that the earnings link
should be restored—but not until “ideally” 2010 or 2011, when state pension costs will begin to fall as a
result of the raising of women’s pension age.281 This means not only that today’s pensioners will have to wait
four or five years to derive any benefit from the change, but that meanwhile the basic pension will continue
to fall as a percentage of average earnings. As a table in the report shows, its value in current earnings terms
is likely to have fallen from £82 in 2005 to £74 in 2010.282 This would represent a “saving” of over £4 billion
a year by 2010.

1.6 Meanwhile, all that the Commission proposes for today’s pensioners is that “ideally, and subject to
aVordability”, those over a certain age (75 or 80 on page 219 of the report, 75 elsewhere) should receive the
basic state pension in full, regardless of their contribution record, subject only to a residence condition—
an arrangement similar to the CategoryD pension now paid at a reduced rate to 80-year-olds. This is mainly
intended to help the large numbers of women whose contribution record does not qualify them for a full
pension. The proposal is welcome as far as it goes, but it is hard to see any logical justification for limiting
it to those over 75 or 80. Moreover, no specific date is proposed for its introduction and it remains to be
seen whether the government will regard it as aVordable.

2. The Two-tier Flat-rate State Pension

2.1 In the longer term, the Commission recommends that state pay-as-you-go pension expenditure
should be “concentrated on securing as generous and as non-means-tested flat-rate state pension provision
as possible”.283 The earnings-related (formerly SERPS) element of the S2P, it is suggested, would eventually
cease, being replaced by occupational pensions, the proposedNational Pension Savings Scheme (NPSS) and
other forms of private savings. This would leave two flat-rate state pensions: the basic pension (BSP) and
the S2P. Alternatively, the two could be combined into a single Enhanced State Pension (ESP).

2.2 The Commission prefers the two-tier option, essentially on grounds of cost.284 For a start, while an
increase in the BSP would immediately benefit all existing pensioners, including (as noted above) many who
in the Commission’s view do not need such generosity, the S2P in its present form, skewed towards the low-
paid, dates only from 2002, so the first fully paid-up beneficiaries will not retire until 2051. The S2P, unlike
the BSP, also excludes the self-employed. Moreover, costs can be limited in a variety of ways by applying
diVerent rules to the two tiers. For instance, if the BSP were to become “universal”, subject only to a

281 Pensions Commission, 2nd Report, p 21.
282 Ibid, p 29.
283 Ibid, p 129.
284 Ibid, p 9.
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residence condition, the S2P could remain contribution-based; pension ages in the two schemes could diVer;
and diVerent indexation regimes could be adopted, with the earnings link restored for the BSP while the S2P
remained price-linked while in payment.285

2.3 The eVect of this proposal would be that, for many years to come, S2P payments would be mainly
earnings-related, while the flat-rate element of state pensions would continue to be provided mainly by the
BSP. And yet, as noted above, the Commission envisages no real improvement, even in the longer term, in
the value of the BSP relative to earnings levels, and even the restoration of the earnings link would be
deferred until at least 2010, when the BSP would have fallen to about 17% of median earnings, remaining
at that level indefinitely. By 2053, they predict, the two-tier flat-rate pension would be about 30% of median
earnings286—less than half of the suggested retirement income target of 67%.

2.4 The proposal to make the S2P flat-rate is not new. The 1998 Green Paper,A new contract for welfare:
partnership in pensions, proposing the conversion of SERPS into the S2P, envisaged that the move towards
making it a flat-rate scheme for low-paid workers might begin in 2006 for those with a significant part of
their working lives still remaining (eg under 45 at the point of change). By then, it was hoped, the new
Stakeholder pension schemes would have “established themselves as low-cost, value-for-money, funded
second pensions”, making state earnings-related pension provision unnecessary.287 This has not happened.
As the Commission reports, “the Stakeholder Pension, while achieving some reduction in costs, has not
achieved anymeasurable increase in participation. 80% of all employer designated Stakeholder schemes are
‘empty shells’: nominated schemes but with no members.”288

2.5 Given these facts, the 2006 target date for starting the conversion to a flat-rate S2P was plainly
unrealistic. The 1998 Green Paper, however, failed to point out that, without any change in legislation, the
S2P would eventually cease to be earnings-related, simply because the upper earnings limit for employees’
National Insurance contributions increases yearly in line with prices, and therefore falls relative to earnings,
with the result that it will eventually (by around 2055, the Commission estimates) fall below the lower
earnings threshold. The Commission proposes that this process should be accelerated, by the wholly
arbitrary and unprincipled device of freezing the upper earnings limit in cash terms, with the result that
earnings-related S2P accruals would cease in around 2030289—possibly sooner, depending on the rate of
inflation.

2.6 To have two flat-rate state pensions is an unnecessary and undesirable complication, especially if the
two pensions are to be subject to diVerent qualifying conditions, pension ages and indexation regimes. For
the reasons stated below, the S2P should remain earnings-related.

3. Why Abolish State Earnings-related Pensions?

3.1 The assumption underlying this proposal is that the new National Savings Pension Scheme (NPSS),
by oVeringmuch better value for money than existing stakeholder schemes, would remove the need for state
earnings-related pensions, thus making it possible to restrict the role of the state to flat-rate provision. A
question that needs to be asked is why the Commission is so firmly convinced that the provision of earnings-
related pensions is not a proper function of the state (a viewwhich, as theMinister of State for PensionReform
stated at a meeting organised by the Pensions Policy Institute on 29 March 2006, will be endorsed by the
forthcoming White Paper).

3.2 The Commission’s report provides no satisfactory answer to that question. Under the heading “The
UK’s unique development”, it notes that, while most of Europe and theUS developed state earnings-related
pension schemes in the early andmid-20th century, the first comprehensive scheme of this kind in the UK—
SERPS—was not introduced until 1978. By then large numbers of employers were providing occupational
pensions; hence the decision to allow those whose schemes satisfied prescribed conditions to contract out of
SERPS. But the Commission’s account of what followed is controversial. “The introduction of SERPS”,
they write, “was accompanied, from 1981 onwards, by a policy of indexing the Basic State Pension to prices,
which was also unique in the developed world.”290 The two developments—the introduction of SERPS and
the breaking of the earnings link—were, they argue, linked: “Other countries, with diVerent traditions, such
as Sweden, have eYcient and sustainable earnings-related PAYG systems. But in Britain, the introduction
of earnings-related pensions was not accompanied by awillingness to accept the consequences for the overall
taxation burden, and led directly to oVsetting policies, such as price indexation of the BSP and the extension
of contracting-in/contracting-out choices, which have created the complexity and need for means-testing
which undermine today’s system.”291 In short, all the major defects of the UK state pensions system as it is
today can be blamed on the introduction of SERPS.

285 Ibid, pp 138, 153.
286 Ibid, p 283.
287 A new contrct for welfare: partnership in pensions, Cm 4179, 1998, p 40.
288 Pensions Commission, 2nd Report, p 48.
289 Ibid, p 158.
290 Ibid, pp 117–118.
291 Ibid, p 129.
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3.3 What this account of events overlooks is the fact that the introduction of SERPS was followed by the
election of a Conservative government bitterly opposed to any extension of the role of the state. It is hardly
conceivable that, if Labour had won the 1979 election, the earnings link would have been broken. Nor is it
likely that a Labour government at that time (long before the advent of “New Labour”) would have
legislated for the reduction of the SERPS accrual rate after 2000 or for holders ofmoney-purchase “personal
pension” schemes to be allowed to contract out of SERPS. Themost that can fairly be said is that few people
understood the complications of SERPS and contracting out, or even the significance of the earnings link,
and this lack of understandingmade it possible for theGovernment tomake changes whichwould otherwise
have been opposed by the vast majority of people of all ages. To conclude from the actions of the Thatcher
administration that Britain is uniquely incapable of financing a PAYG earnings-related state pension
scheme is plainly absurd.

3.4 TheCommission oVers two other arguments in favour of the state withdrawing from earnings-related
pension provision. The first is implied by the first of the Commission’s three “objectives in principle” for
reforms to the state system: “Focus constrained tax/NI resources on ensuring as generous and non-means-
tested, flat-rate state pension provision as possible.”292 The crucial word here is “constrained”, implying that
there is a fixed level of resources available for state pensions, with the consequence that any money spent on
state earnings-related pensionsmeans lessmoney available for flat-rate pensions. The fact is that the amount
people are prepared to pay for either state or private pensions depends in large part on what they expect to
receive in return. This was demonstrated in 1978, when the combined contribution rates payable by
employees and employers were increased by 2% of earnings on the introduction of SERPS. Arguably the
increase should have been greater, the additional contribution income being used to pay for a further
improvement in the flat-rate pension. The point to note, however, is that nobody at the time contested the
need for higher contributions to finance the new scheme.

3.5 Finally, the Commission argues that its recommendations, by freeing the state from involvement in
PAYG earnings-related pensions, would “reduce the risk that unanticipated changes in life expectancy will
require ad-hoc changes to policy in order to control public expenditure”.293 But it could equally be argued
that a PAYG scheme is better able to deal with such unanticipated changes. In a funded private scheme, the
resources available for current pensioners are pre-determined by the size of the fund, which depends on the
level of past contributions. If people are living longer, therefore, pension rates may have to be reduced—
and, in a money purchase scheme, such as the Commission’s recommended National Pension Savings
Scheme, the annuity market will ensure that this happens: the greater your life expectancy, the smaller the
annuity will be. In a PAYG scheme, current contributions pay for current pensions and the balance between
contribution and pension rates can be shifted in the light of changing conditions, including changes in life
expectancy and/or pension ages. Provided that the mechanism for making such changes is designed to
achieve fairness as between contributors and pensioners, this flexibility can be regarded as an important
advantage of PAYG.

3.6 The indisputable fact is that most people want pensions related to their pre-retirement earnings.
Whether those pensions are to be provided through a state PAYG scheme or through private funded
schemes should not depend on an ideological preference for one or the other but on which is the more
eYcient and reliable method. Past experience of UK pension schemes does not inspire confidence in the
private funded route, as the Commission clearly demonstrates. They trace the dramatic decline of defined
benefit schemes, the cost of which has roughly doubled since many of them were set up, and conclude that
“it is diYcult to see private sector DB provision, certainly final salary in form, playing more than a minimal
role in the future UK pension system”.294 They note the failure of stakeholder schemes to provide money-
purchase pensions at reasonable cost for the lower paid: despite the reduction in costs compared with the
excessive charges levied by personal pension schemes, they remain at a level which, as the Commission puts
it, “undermines the case for providing earnings-related pensions in a funded rather than PAYG form.”295

3.7 By contrast, the state PAYG earnings-related scheme, SERPS (now S2P), has delivered on its
promises to a much greater extent than is generally realised. Its administrative costs (including a share of
the cost of administering the National Insurance Fund) have remained low by the standards of the private
sector. Marketing costs have been non-existent. People changing jobs, voluntarily or otherwise, have
suVered no loss of state pension rights. Pensions in payment have been fully indexed, albeit only to prices.
Future pension rights are not dependent either on the vagaries of investment markets or on the solvency of
employers. And even where benefits have been reduced, accrued rights have usually been protected.

3.8 SERPS/S2P can also serve the interests of women pensioners much better than occupational or
private pension schemes. As originally enacted, SERPS would have provided a pension based on the
individual’s 20 best years’ earnings, thus oVering generous protection to carers and others with interrupted
earning careers. The 20 best years formula, however, would have benefited only those retiring after the
scheme had been running for at least 20 years. It was repealed in 1986, to be replaced in due course by the
provisions for crediting carers and disabled people into S2P—provisions which have no parallel in private
funded schemes.

292 Ibid, p 21.
293 Ibid, p 28.
294 Ibid, p 48.
295 Ibid, p 72.
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3.9 Finally, the S2P has the important advantage of being already up and running. If the Government
chose to keep it going and improve its earnings-related benefits, instead of reducing and eventually
abolishing them, there would be no diYculty in doing so. The Commission has totally failed to explain why
this cannot or should not be done, or to compare the cost of an improved state earnings-related pension
with that of the inferior alternative it proposes.

4. The Commission’s Alternative: a National Pension Savings Scheme

4.1 While recommending that the state should no longer be in the business of providing earnings-related
pensions, the Commission recognises that the job cannot be done satisfactorily by the private market as
presently constituted. The solution they recommend is a money-purchaseNational Pension Savings Scheme
(NPSS), governed by a non-departmental public body such as the National Savings organisation, with
contributions collected by employers through PAYE or a new Pension Payment System and invested in a
fund of the individual’s choice or, if no choice is made, in a default fund. The minimum contribution would
be 8% of earnings between the primary threshold and the upper earnings limit, of which 4% would be paid
by the employee, 3% by the employer and 1% by tax relief. Voluntary contributions above that level would
be encouraged and self-employed people would also be allowed to invest in the scheme (although, without
a matching employer’s contribution, it is unlikely that many would do so). Individual employees would be
free to opt out of the scheme.

4.2 The Commission believe that a scheme of this kind could operate with an annual management charge
of 0.3% or less, compared with the 1.5% maximum AMC for stakeholder schemes (falling to 1% after the
first 10 years). They note that an AMC of 0.3% would result in a pension nearly 30% higher than an AMC
of 1.5%.296 Taking into account employer contributions and tax relief, they argue, the scheme is highly likely
to deliver attractive returns, “even for those people still subject to some means-testing”297 This would make
it possible to “dispense with a heavily regulated individual advice process” and thus to reduce up-front
costs.298

4.3 These arguments are, at best, questionable. An AMC of 0.3% would certainly be an improvement on
the charges levied at present for personal and stakeholder pensions, but the Commission admits that “well
run state PAYG schemes have annual costs as low as 0.1% of the total implicit value of the pension
promise”.299 Moreover, past experience, especially of stakeholder schemes which were specifically designed
as low-cost “products”, suggests that the level of charges is likely to be under-estimated—and if that turns
out to be the case, there will be precious little that the Government or anyone else can do about it.

4.4 The assertion that the NPSS would deliver attractive returns for those still subject to means-testing
is also open to question. The pension credit means test alone involves a withdrawal rate of 40p for every
additional £1 of income—equivalent to a 40% taxwhichwould absorb thewhole of the employer’sminimum
contributions—and in some cases a 100% withdrawal rate. This might not matter much if the numbers
involved were likely to be small, but that is not the case. The Commission’s aspirations on this subject are
extremely modest: “to limit the future spread of means-testing”.300 The criterion they propose for assessing
options for the state pension system is that they should result in “no further increase and ideally some fall
in the percentage of pensioners receiving Pension Credit (either Savings Credit or Guarantee Credit), some
decrease in the percentage of people who receive any Guarantee Credit and thus are dependent on means-
tested benefits to achieve society’s minimum standards, and no increase in the percentage who are subject
to 100%withdrawal rate of the Guarantee Credit.”301 It is clear, therefore, that very large numbers of people
of working age would have to take into account the likelihood of being caught in the mean-test net in
deciding whether the NPSS oVered value for money—and they would still need advice in making that
decision.

4.5 The fundamental objection to the NPSS as a substitute for an earnings-related state pension,
however, is that it is yet another form of money-purchase or “defined contribution” scheme—a savings
scheme rather than a pension scheme, providing annuities of unpredictable value and thus oVering no
possibility of rational pension planning. There would be a choice of investment funds, varying in the degree
of risk involved. But even the relatively safe default fund envisaged by the Commission, for those who feel
unable to opt for one of the higher risk funds, is described as a “lifestyle smoothed fund with equity exposure
at younger ages and with increasing bond allocation as individuals get closer to retirement”.302 Recent
history demonstrates all too clearly the danger of relying on equity investment, and the Commission
recognises that, in some circumstances, the default fund could “performworse than a real bond benchmark,
even over long-term holding periods.” The Commission also proposes that “there should be a real
government bond fund to which the term “‘guaranteed’ could be applied” (albeit with the warning that the

296 Ibid, p 72.
297 Ibid, p 133.
298 Ibid, p 112.
299 Ibid, p 70.
300 Ibid, p 21.
301 Ibid, p 190.
302 Ibid, p 37.
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“guaranteed” return would on average be lower than that of the default fund).303 In the context of a pension
scheme, however, to describe a fund invested in government bonds as providing a guaranteed return is
misleading. Even if the bonds are indexed, the only guarantee they oVer, other than a fixed rate of interest,
is that their cash value will rise in line with prices. What future pensioners need to know is the likely value
of their pension relative to average earnings. It is true that the Commission notes as “one possibility which
should be considered” the creation of a new type of real government bond, linked to growth in GDP and
available only within the NPSS; but that very sensible idea appears only in a small-print footnote on
page 201.

4.6 The Commission admits that in choosing which fund should receive their NPSS contributions, “the
trade-oV facing individuals between risk and return is . . . inherent, and the consequences of poor decisions
and poor timing very large. . . . There is moreover extensive evidence that a significant portion of the
population is both ill-equipped and recognises itself as ill-equipped to make informed choices between
diVerent risk-return combinations.”304 But the fact is that even people who regard themselves as competent
in such matters may be unable to make informed choices, simply because information on how most
investments will perform over even short periods of time, let alone the 30–40 years for which pension
contributions are invested, does not exist.

4.7 Inevitably, many people would make the “wrong” choice—in some cases disastrously wrong—and
would place the blame on the people whose advice they had, or claimed to have, followed. The implications
of this are highly problematic. It is clearly the Commission’s intention that people should be strongly
encouraged to pay into the scheme, but that is not all:

— “It is . . . vital that communication with members is designed to enable them, as best as possible
[sic], to make intelligent and informed decisions. Designing the communication package will
require careful consideration of:

— The benefits of providing guidance about the consequences of diVerent levels of saving and
diVerent asset allocations, versus the dangers of providing implicit advice and false assurance.”305

Nobody who has read the recent report by the Ombudsman on the security of final salary pension
schemes, Trusting in the pensions promise, can be in any doubt that, sooner or later, the Government will
find itself in very deep water when NPSS contributors who have acted in accordance with such guidance
complain that they were misled and have lost out in consequence.

5. A Four-Pension Nation?

5.1 The Commission’s vision of “a new pension settlement for the 21st century” would involve most
people having at least three and possibly four separate pensions based on diVering principles and with
diVering rules of entitlement. First, there would be the “universal” BSP, set at about 17% of median
earnings. The S2P would provide a second flat-rate state pension, not “universal” but contribution-based
and building up over the next half century, eventually reaching about 14% of median earnings; but, unlike
the BSP, once in payment it would rise only in line with prices, not earnings. To add to the confusion, the
Commission suggests that pension age for the S2P might be higher than for the BSP.

5.2 The third tier, for those not deciding to opt out, would be the NPSS, providing an earnings-related
pension estimated by the Commission at between 15% and 18% of earnings for the median earner,306

possibly increased by additional voluntary contributions to NPSS or by a fourth-tier occupational pension.
And after adding all these together, millions of pensioners would still need to have their pensions topped up
by means-tested benefits.

5.3 Even if each of these elements could be relied on to provide a pension bearing a predictable
relationship to individual or average earnings, most people would have great diYculty in estimating their
likely total retirement income; but that condition is far from being satisfied. It is true that restoring the
earnings link would stabilise the BSP as a percentage of average earnings. The S2P would also be stabilised
once it became wholly flat-rate, but this is not expected to happen until around 2030, even if the
Commission’s plan to freeze the upper earnings limit in cash terms is adopted. TheNPSS, however, as noted
above, would provide annuities of unpredictable value; and while some employers would continue to
provide occupational pensions in place of or in addition to the NPSS, most of these, at least in the private
sector, are likely to be DC money-purchase pensions of equally unpredictable value.

5.4 It is instructive to contrast this chaotic outlook with the vision underlying the 1970s legislation, of a
two-tier pay-as-you-go state pension system which, within 20 years, would have provided reasonably
adequate pensions for the vast majority of employed people, while encouraging approved occupational
schemes to partially replace the earnings-related second tier (only partially because, at that time, it was
accepted that even the best private sector occupational schemes were incapable of fully replicating the
advantages of the state scheme, for example in relation to indexation and the preservation of pension rights

303 Ibid, p 200.
304 Ibid, p 195.
305 Ibid, p 386.
306 Ibid, p. 282.
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on a change of employment). That vision was to be undermined by the changes made to both the BSP and
SERPS by the Thatcher government, but most of the legislative and administrative structure remains intact.
The problem that the Pension Commission has totally failed to address—perhaps inevitably, given its
limited terms of reference—is how that structure could be revitalised and adapted to achieve its original
aims.

Tony Lynes

30 March 2006

Supplementary memorandum submitted by Tony Lynes
following the publication of the Pensions White Paper

Summary

Personal accounts.TheWhite Paper fails to consider the advantages of a revitalised State earnings-related
pension over personal accounts involving a high degree of investment risk. The freedom to opt out will be
illusory, in view of the financial penalties.

Increasing the basic pension.The earnings link should be restored in 2007. Deferring restoration until 2012
means that the basic pension will have fallen from £82 a week in 2005 to about £71 in current earnings terms.

Contribution conditions for the basic pension. Reducing the number of qualifying years for full pension is
a neat and simple way of helping women who were too old to benefit fully from HRP. Replacing HRP with
contribution credits represents a substantial improvement, despite the lowering of the age limit for children
from 16 to 12. The changes should be introduced by 2008 and should apply to existing pensioners.

The State Second Pension. The White Paper fails to explain how the State Second Pension will become
flat-rate by 2030.

The Pension Credit. Freezing the maximum savings credit in real terms would make it much less generous
and, in the long term, eliminate it entirely. Meanwhile, the Pension Credit formula would become totally
incomprehensible.

Personal Accounts

The proposal for “personal accounts” as a solution to the perceived problem of “undersaving” for
retirement is essentially the same as the Pensions Commission’s proposed National Pensions Savings
Scheme. Like the Commission, the White Paper fails to consider the very substantial advantages that a
revitalised State earning-related pension scheme could oVer: defined and predictable benefits, low
administrative costs, no marketing costs, full portability, indexation of pensions in payment, and no
dependence on the performance of investment and annuity markets.

Personal accounts, on the other hand, would provide pensions of unpredictable value, which could vary
widely as a result of investment decisions which most people are not qualified to make and events which
cannot be foreseen. Why should people be compelled to take such risks?

TheWhite Paper’s answer to that question is that nobody will be compelled to save in a personal account,
since opting out is to be allowed. The price of opting out, however, will be the loss of employers’
contributions and tax relief. For most people, therefore, the free choice implied by the opting out proposal
will be entirely illusory, since by exercising it they will incur a heavy financial penalty. This is plainly unfair,
especially as many of those subject to the penalty are likely to be low-paid workers with little understanding
of the system.

Increasing the Basic Pension

I will not rehearse here the widely supported case for an immediate substantial increase in the basic
pension. The undertaking to restore the link between the basic pension and average earnings is welcome;
but, while the PensionsCommission recommended that this should be done in 2010 or 2011, theWhite Paper
proposes 2012 as the earliest date. I pointed out in my previous submission that even by 2010, without the
earnings link, the value of the basic pension was likely to have fallen from £82 a week in 2005 to £74 in
current earnings terms, resulting in a “saving” of over £4 billion a year. Deferring the change until 2012
would imply a further reduction, to about £71.

Restoring the earnings link will not make the basic pension more adequate—it will only prevent it from
becoming still less adequate. The case for doing so is, in principle, as strong now as it will be in 2012. The
link should therefore be restored in 2007. The cost could be met, in the short term, out of the existing
unneeded surplus in the National Insurance Fund. Alternatively, a small increase in NI contributions for
this purpose would be acceptable to most people, given that both present and future pensioners would
benefit.
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Contribution Conditions for the Basic Pension

The White Paper proposes a number of changes in the contributory system, aimed at improving the
pension entitlement of people (mainly women) reaching pension age from 2010 on who would fail to qualify
for a full basic pension under the present rules. The changes include:

— reducing to 30 the number of qualifying years required for a full pension;

— replacing home responsibility protection (HRP) with a weekly credit for those caring for children
under 12, or caring for a severely disabled person for 20 (instead of 35) hours a week or more; and

— abolishing the two minimum contribution conditions (to qualify for even the lowest rate of basic
pension, contributions must have been paid for at least one year and either paid or credited for
nine or 10 years).

The last of these changes will make the system fairer by allowing every year of contributions, paid or
credited, to count towards pension entitlement; but the basic pension payable as a result will generally be
less than a quarter of the full rate. The first two changes, on the other hand, will make a real diVerence to
the proportion of contributors (especially women) qualifying for a full or nearly full basic pension.

Reducing the number of qualifying years for full pension

As the White Paper says, “the introduction of HRP in 1978 went a long way towards improving the
situation for women . . . But there remains a critical cohort of women over the age of about 45 now who did
not fully benefit fromHRP.” This is one of themain reasons why a large proportion of women now reaching
pension age do not qualify for a full pension. It also explains why, without any change of policy, the
proportion qualifying for a full pension is expected to rise dramatically in the next 10–20 years. One way of
dealing with the present situation would be to back-date HRP entitlement to cover years of child care prior
to 1978; but in the absence of the necessary records this is probably impracticable. Reducing the number of
qualifying years required from 39 (for women) to 30 is a neat and simple alternative.

Home responsibility credits

Replacing HRP with a system of credits will mean that every week of caring, instead of only whole years,
can count towards pension entitlement. In addition, while HRP is available to anyone caring for a disabled
person for 35 hours a week, only 20 hours of caring will be required to qualify for the new credits.

More controversially, credits for those caring for children will cease when the youngest child reaches the
age of 12, instead of 16 as for HRP. But the same age limit will apply to credits for State Second Pension,
which at present are awarded only where the youngest child is under 6. In the short and medium term, the
savings from lowering the maximum age for basic pension credits will far outweigh the cost of raising it for
S2P credits. The new age limit, however, is probably more closely related to current patterns of employment
and, as the White Paper points out, the reduction in the number of qualifying years required for a full-rate
pension will more than compensate for the loss of up to four years’ credits. Viewed as a whole, therefore,
these changes represent a substantial improvement for carers of both children and disabled people.

Timetable

The White Paper proposes that the changes in basic pension entitlement should apply to those reaching
state pension age in 2010 or later. Since one of their main justifications is the inadequacy of existing
provisions for women who have already reached or are approaching pension age, it seems absurd to delay
their introduction for four years. They should be introduced by 2008 at the latest. Moreover, there is no
obvious reason why only newly qualifying pensioners should benefit. In particular, the reduction in the
number of qualifying years for a full basic pension should apply to existing pensioners, who include a large
proportion of the “critical cohort of women over the age of about 45 now who did not fully benefit from
HRP”. If this is not done, two pensioners with identical contribution records whose birthdays were one day
apart will receive very diVerent amounts of pension (at present, a woman with 30 qualifying years gets only
69% of the full basic pension). Backdating the change would increase the cost in the short term, but the
long-term cost would not be aVected.

The State Second Pension

The White Paper adopts the Pensions Commission’s misguided and unsupported recommendation that
the State Second Pension (S2P) should eventually cease to be earning-related. The Commission suggested
that this change, already implicit in the policy of indexing the upper earnings limit to prices rather than
earnings, should be accelerated by the arbitrary device of “freezing theUEL for S2P accruals in cash terms.”
This would result in earnings-related accruals ceasing around 2030.
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The White Paper (paragraph 3.48) similarly estimates that the S2P “will become completely flat rate in
around 2030, or shortly afterwards.” It does not explain how this will be achieved, but presumably the
method recommended by the Commission will be used: freezing the UEL in cash terms. This needs
clarification.

Initially, the S2Pwill continue to provide earnings-related pensions; butmembers ofDCpension schemes,
including stakeholder schemes and the new personal accounts, will no longer be allowed to contract out.
They will therefore be accruing two earnings-related pensions, one of which (the S2P) will be based on a
steadily diminishing band of earnings until, perhaps around 2030 (but possibly much sooner or later,
depending on inflation rates), it vanishes altogether. It is diYcult to see how this justifies the White Paper’s
assertion that it will “enable individuals to make informed decisions about their additional pension saving
options by building on a clear foundation from the State.”

The Pension Credit

TheWhite Paper confirms that the guarantee credit will continue to rise in line with average earnings after
2008. It also addresses the problem of a steadily rising proportion of pensioners qualifying for Pension
Credit. This arises from the fact that the savings credit is based on a band of income of which the lower limit
(the “savings credit threshold”) is tied to the basic pension and was, until now, expected to rise in line with
prices rather than earnings, while the upper limit is determined by the level of the guarantee credit which
rises in line with earnings. Linking the basic pension to earnings provides an obvious solution but, as this
is not expected to happen until 2012 at the earliest, the White Paper proposes that the savings credit
threshold should be earnings-linked from 2008, raising it above the level of the basic pension. This would
keep the proportion of pensioners on Pension Credit at around its present level.

The White Paper, however, goes further. It proposes that “from 2015 the maximum Savings Credit will
be frozen in real terms”. The “maximum savings credit” is defined by the State Pension Credit Act as a
prescribed percentage of the diVerence between the savings credit threshold and the standard minimum
guarantee (ie the guarantee credit level). Freezing it in real terms would mean that the upper limit of
qualifying income would no longer be determined by the guarantee credit but would be set at an arbitrary
level. Instead of the lower threshold being tied to prices and the upper limit to earnings, the situation would
be reversed, the savings credit would become much less generous and the proportion of pensioners
qualifying for Pension Credit would fall to around a third by 2050. The long-term eVect would be to
eliminate the savings credit entirely.

Already virtually nobody understands the Pension Credit formula (the State Pension Credit Act is a
model of bad parliamentary draughtsmanship), so it is perhaps not of much consequence that the proposed
changes would make it totally incomprehensible.

Tony Lynes

5 June 2006

Memorandum submitted by Federation of Small Businesses

Addressing the Committee’s Proposed Questions in Order:

Whether the proposal for a National Pension Savings Scheme is the right way forward and, if so, how it
should work

1. The FSB believes that a National Pensions Saving Scheme could provide the right infrastructure for
low-cost savings. However, we are very concerned about the governance and day-to-day running of the
scheme, andwould urge for any scheme to be kept completely separate from theGovernment. It is extremely
important that any contributions are hypothecated and not viewed as part of general taxation, otherwise
any scheme would lose it s credibility immediately.

The future role of employers in pension provision and the impact on this of proposals for reform

2. As an industry representative for small employers, this is clearly one of the most important issues for
the FSB. We are very concerned about the potential impact on small employers were the Government to go
down the route of compulsory employer contributions.

3. The FSB opposes the principle of employers being responsible for their employees pension savings.We
believe that individuals must take their own responsibility for retirement and would urge the Government
to look carefully at serious proposals which would encourage this. Small businesses already contribute to
the funding of state pensions through the tax system, and some business owners and employees already have
their own pensions to contribute to.
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4. Any employer contribution would have a significant financial impact on many small businesses and
would be regarded as an additional employment tax. Small businesseswould need to be compensated for this
additional cost, perhaps through a commensurate reduction in employersNational Insurance contributions.

5. Another significant impact would be the administrative burden created by the scheme, particularly if
businesses were required to auto-enrol all new employees, even those on short term or casual contracts.

Whether, when and by how much the state pension age should be increased

6. With an aging population, the FSB appreciates that there is a strong economic case for increasing the
retirement age. However, any change in the retirement age must apply to all workers equally.

7. The FSB is extremely concerned about the current divide between workers in the public and private
sectors. The recent debate over public sector pensions has highlighted what a contentious issue this is. While
we appreciate that the focus of that debate is on occupational pensions, is does nonetheless create great
hostility towards the public sector workers, when workers in the private sector are being forced to work
longer and to pay and increasing amount towards their own pensions.

Measures to facilitate later working and flexible retirement

8. The FSB supports flexibility in the labour force, including more flexibility over retirement. We
welcome the Government’s commitment to extend working life and the decision to abolish mandatory
retirement ages. Flexible, phased retirement helps businesses to prepare for the loss of employee skills and
allows employees to alter the balance of their working and personal lives and prepare for full retirement.

9. We have argued for a default retirement age as this allows flexibility whilst still aVording employers
control over when their workers retire and we are pleased that the Government has taken this on board and
set a default retirement age of 65 years in the Employment Equality (Age) Regulations 2006.

10. However there is concern that other elements of the Regulations, such as the duty to consider
procedure, could in fact make the retirement process more complex for employers and thus discourage
employers from employing older workers; clearly counter to the desired intention of the regulations.

The impact of reform proposals on the pension incomes of diVerent groups, including the self-employed
and those currently at particular risk of being “under-pensioned”, such as women, disabled people, ethnic
minorities and people with varied work patterns

11. The FSB is very concerned about the lack of proposals for the self-employed and small incorporated
businesses. Research has shown that this group is likely to be under-saving for retirement and we believe
that there must be greater incentives for them to save.

12. We strongly believe that the tax system must recognise that many small businesses owners use their
business as the only way of saving for retirement. There should therefore be an acknowledgement of this
and the same provision for this in terms of tax relief when the business is sold must be allowed.

Additional comments—the removal of the tax credit on share dividends in 1997

13. The FSB is very concerned about the removal of the tax credit on share dividends in 1997. This is
estimated to cost £5 billion per year, thus considerably reducing the value of pension funds.

14. The FSB feels extremely strongly about this as we believe that the current crisis was to a large extent
self-inflicted by this policy change. It is unacceptable that the business community has to pick up the bill for
a badly misjudged tax change by the Chancellor.

Federation of Small Businesses

March 2006

Memorandum submitted by CBI

Executive Summary

1. TheCBI welcomes the opportunity to respond to theDepartment ofWork and Pensions (DWP) Select
Committee enquiry into pension reform. The CBI has welcomed the Pensions Commission’s second report
on the long-term future of UK pensions. CBI members support the broad thrust of the report and have
welcomed the proposals to reform and simplify the state pension system and establish a new low cost savings
scheme for those on lower incomes and/or without access to an occupational or private pension
arrangement.
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2. CBI members, however, have serious concerns about the Commission’s proposal to compel employers
to make a 3% contribution where an employee chooses not to opt-out of the NPSS or an alternative
occupational arrangement. The CBI believes that employer compulsion could damage growth and
employment in SMEs and would not achieve the aim of raising overall savings levels. There is also evidence
that employer compulsion could lead to a levelling down of existing pension provision in some firms.

3. Employees will be given the right to opt-out of the NPSS on the grounds of aVordability or
circumstance and the same logic must be applied to employers—employers must also have the opportunity
to opt-out of NPSS.

4. The CBI shares Turner Commission’s goal of increasing private savings levels and we believe this
objective can be achieved through incentivising and encouraging employers, especially smaller firms, to
voluntarily contribute to the proposed new national savings scheme. In particular, CBI members:

— support proposals to reform state pension to reduce disincentives to save going forward;

— believe a new National Pensions Savings Scheme targeted at those without access to occupational
provision will help boost savings levels amongst those not currently saving for retirement;

— accept proposals to automatically enrol employees into NPSS—but oppose compelling employers
to contribute to pensions given that compulsory contributions would damage growth and
employment in the SME sector and could lead to a levelling down of existing provision;

— believe employers must have the same option that employees will enjoy to opt-out of a new
national savings scheme—employers should be encouraged to participate through incentives
targeted at smaller companies; and

— support measures to extend working lives as a key element of any solution to the UK’s emerging
pensions crisis.

Section 1: State Pension Reform

CBI supports proposals to reform state pensions to reduce disincentives to save

5. The CBI supports the Pensions Commission’s proposals to reform state pensions. CBI members
believe the proposed reforms will provide a solid platform upon which individuals can build additional
savings for retirement. In considering state pension reform, members agree that:

— an enhanced state pension will reduce disincentives to save;

— the quid pro quo for more generous state pensions is that this must be financed through a rise in
state pension age;

— increased resources devoted to state pensions does not imply an increase in the burden of
taxation—it could equally be financed through reordering spending priorities . . .

— . . . and any link with average earnings must be reviewed in the light of economic circumstances;

— the loss of the contracted-out rebate would impose significant additional costs on employers with
defined benefit schemes; and

— CBI members see merit in retaining a contributory principle for state pensions.

6. The Pensions Commission has proposed a series of reforms to the state pension system to reduce the
extent of means-testing and raise incentives to save including:

— accelerating the evolution of S2P to a flat-rate system by freezing in nominal cash terms TheUpper
Earnings Limit for S2P accruals;

— over the longer-term, linking the value of the Basic State Pension to earnings: ideally starting in
2010 or 2011;

— making future accruals of BSP rights individual and universal (based on residency rather than
contribution records or eligibility for credits);

— introducing a universal BSP for pensioners aged over 75.

The increased cost of state pensions going forward would be partly financed through a medium-term rise
in state pension age.

An enhanced state pension will reduce the future spread of means-testing and disincentives to save

7. The Government has successfully addressed pensioner poverty by targeting state resources on the
poorest pensioners. But there are a number of important concerns that need to be addressed:

— the complexity of existing arrangements which may act as a deterrent to saving;

— the projected long term growth in the numbers reliant on means tested benefits; and

— associated disincentives to save for individuals with small amounts of voluntary saving.
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8. The CBI has therefore welcomed the Commission’s proposed reforms to the state pension system on
the basis that the proportion of pensioners covered by means-testing would fall below 40% in 2050 rather
than increasing to over 70% as it would if current indexation arrangements were continued indefinitely.
Reducing disincentives to save over the medium term is vital if we are to ensure a solid platform upon which
individuals can save for retirement.

The quid pro quo for more generous state pensions is that this must be financed partly through a rise in state
pension age

9. CBI members believe that a strong case exists for increasing the state pension age over the medium
term. A rise in state pension age would help finance the cost of an enhanced state pension whilst sending
out an important signal to workers that they must be prepared to work longer. It would reinforce other
policies to encourage greater workforce participation among older workers.

10. A rise in state pension age is also justified given large increases in “healthy” life expectancy over the
last 50 years. Average male life expectancy at 65 has grown from 12 years in 1950 to an estimated 19 today,
and is projected to rise to 21 by 2030 and to 21.7 by 2050. Other industrialised countries such as Germany,
Sweden and the USA have raised, or are in the process of raising, their state pension ages.

11. The CBI has previously argued that state pension age should be increased to 70 on a phased basis
between 2020 and 2030—phasing in such an increase over the medium-term would ensure that people closer
to retirement would be protected. CBI members acknowledge older employees will need support and a rise
state pension age must be accompanied by measures to reskill older workers—an issue that is discussed in
greater detail later in the submission.

Increased resources devoted to state pension does not imply an increase in the burden of taxation—it could
equally be financed through reordering spending priorities . . .

12. The CBI recognises that a rise in the pension age would not cover the full cost of a rise in the basic
state pension. The CBI therefore accepts that the proportion of state spending dedicated to pensioners’
incomes will need to rise over the long-term. This is, however, a long-term gradual shift, beyond the realm
of current spending plans and projections, and does not imply an automatic increase in the burden of
taxation. Over time, more resources can be devoted to pension provision without necessarily raising the
burden of taxation by reallocating spending priorities, improving the eYciency of public spending and
benefiting from economic growth.

. . . and any link with average earnings must be reviewed in the light of economic circumstances

13. The Pensions Commission has proposed re-linking the value of the basic state pension to average
earnings as part of its package of proposals to reduce the extent of means-testing within the system. CBI
members believe that linking the basic state pension to average earnings is a justifiable goal but there can
be no cast iron guarantee that this will always be achieved. Members have stressed that the aVordability of
the earnings link should be dependent on economic conditions.

The loss of the contracted-out rebate would impose significant additional costs on employers with defined
benefit schemes

14. TheCBI supports the Commission’s chosen two-tier approach of combining a basic state pension and
a state second pension rather moving to an enhanced state pension. Building on the existing two-tier
approach will ensure that rebates will continue to be paid to employers and employees contracted-out of
S2P. However, the Commission recommendation to freeze the Upper-Earnings Limit for S2P accruals
means the importance of these rebates will decline over time. The Commission argues that the gradual
disappearance of the rebate is the most appropriate policy since immediate abolition would further
undermine defined benefit schemes and reduce the pre-funding of pensions; but that over the medium term
it should be abolished given that it adds complexity to the UK pensions system and is poorly understood.

15. There are, however, indications that some within Government, favour the immediate abolition of the
rebate for defined benefit schemes. Proponents of the abolition of contracting-out argue that abolition of
the rebate would radically simplify the UK pension system and that loss of the rebate would not harm firms
because they would no longer be obliged to provide the equivalent of the contracted-in S2P benefit for future
accruals and could cut benefit levels accordingly.

16. CBI members do not agree with this optimistic view. Members believe abolishing contracting-out
would lead to a serious shortfall in funding at a time when defined benefit schemes are already under
significant pressure. Funding for most defined benefit schemes takes account of the fact that money received
from the contracting-out rebate provides a significant proportion of the funds needed to pay promised
benefits (15% of contributions to defined benefit schemes come through the NI rebate).
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17. The CBI believes the most likely response by companies would be to close defined benefit schemes
for existing members. Recent experience suggests that when employers face a shock to the system involving
a loss of income to pension funds their reaction is to withdraw defined benefit schemes rather than rebase
their benefit structures by reducing benefit levels.

CBI members see merit in retaining a contributory principle for state pensions

18. CBI members also believe that there is merit in retaining a contributory principle for the basic state
pension whereby people receive state pensions only in return for contributions, whether through paid work
or credit for unpaid caring. There is also a risk that adopting a universal approach could reduce incentives
to work which would run counter to the Government’s “welfare-to-work” strategy.

19. Members acknowledge that one of the key arguments in favour of a universal residency based pension
is that at present some women are disadvantaged under a contributory approach. However, we believe there
are alternative ways to improve pension outcomes for women—in particular, through extending entitlement
to the state second pension to people who are not in paid work (or who are in low paid work) or through
abolishing the six year time limit on paying voluntary NI contributions.

Section 2: A New National Savings Scheme

CBI supports a new voluntary national savings scheme

20. The CBI has previously advocated a new low cost savings scheme targeted at those without access to
occupational provision and for whom private pensions may not be most appropriate. CBI members
therefore:

— support the principle of introducing a new low cost national savings scheme targeted at those
without access to occupational provision. . .

— . . . and are open to alternative models that achieve low costs and high coverage whilst minimising
burdens on employers. . .

— . . . but believe employees not employers should be required to make decisions regarding choice of
provider and fund choice.

21. A key recommendation from the Pensions Commission is the creation of aNational Pensions Savings
Scheme (NPSS). Under the NPSS all employees would be automatically enrolled into a funded pension
scheme: either the new NPSS or an alternative employer pension scheme but with employees retaining the
right to opt-out. The minimum default contribution would be 4% out of individual post-tax earnings; 1%
paid for by tax relief and a 3% compulsory employer contribution where an employee chooses to remain
within the scheme. The Commission has estimated that the NPSS could be operated with an annual
management charge of around 0.3%.

22. CBI members have been attracted by the potential for the NPSS to oVer a low cost savings vehicle
for lower earners who are not members of an occupational scheme. However, CBI members do not believe
employers should be compelled to contribute to the scheme and must be oVered the same opt-out that
employees will enjoy.

CBI members are open to alternative models that achieve low costs and high coverage whilst minimising the
burden on employers

23. The CBI believes any model should be assessed against three key criteria:

— can it ensure low management charges and thus deliver best value for money;

— can it ensure widespread coverage including amongst key undersaving groups such as the lower
paid, SME employees and the self-employed; and

— will it minimise administrative and cost burdens on businesses?

24. A number of organisations, theABI,NAPF and IMAhave developed alternativemodels to theNPSS
and there is much debate around which of the proposals is most eYcient in cost terms.

25. The ABI model also relies on automatic enrolment and compulsion on employers. The ABI propose
that employers without a “qualifying” scheme would have to choose a private sector financial services
provider from a list approved by a newRetirement IncomeCommission (RIC) with employees enrolled into
a private account. When transferring employer, the employee would provide their own unique identifier and
the provider’s identity to the new employer in order for contributions to continue to be paid into their
personal account. The ABI believe they can achieve costs of between 0.45–0.6%.

26. The NAPF have developed a “Super-Trust” proposal based on multi-employer pension
arrangements, which could be established on a regional, sectoral or national basis and authorised by the
Pensions Regulator. There would be a limited number of super-trusts—no more than 20. Each super-trust
would be governed and run by a board of expert trustees who would have a legal duty of care towards Super
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Trust members. Trustees would be responsible for administration, investment, governance and member
communications. They would operate on a not-for-profit basis. The NAPF believe they can achieve costs
of 0.4%

Employees not employers should be required to make decisions regarding choice of providers and fund choice

27. The key issue of concern to many smaller employers is that under these alternative proposals they
would be required to choose a provider or a Super-Trust intowhich to auto-enrol their employees. However,
many small employers do not believe they possess the expertise to make this decision and are concerned that
they could be held liable—or experience employee relations diYculties—if the fund, say, under-performs.

28. Both the ABI andNAPF have suggested a default option for employers who do not wish to or simply
do not make a decision about which arrangement to auto-enrol their employees into. However, CBI
members remain concerned that they would still be associated with the “choice” of scheme and that
employees could blame them in the future for not making an active decision.

29. The CBI believes that individual employees should be responsible for making such choices and would
place individuals at the centre of retirement planning. This would fit with John Hutton’s belief that one of
the key tests by which pension reform proposals must be judged is that they promote greater individual
responsibility and would foster greater employee engagement on pensions issues.

Section 3: Employer Compulsion

CBI opposes proposals to compel employers to contribute to pensions

30. The CBI has consulted widely with members on whether to accept the Pensions Commission’s
recommendation that employers be compelled to contribute to pensions where an employee chooses not to
opt-out of the new national savings scheme. The majority of CBI members, including the vast majority of
smaller firms, have opposed the proposal arguing that compulsion would:

— prove unaVordable for many employers who are presently not contributing to pensions—
particularly those in the SME sector;

— significantly increase costs for many employers who already provide pensions with the risk that
employers will react by levelling down provision to contain costs;

— be ratcheted up above 3% over time;

— threaten the future erosion of tax reliefs to encourage pension provision further undermining
occupational provision;

— not command the necessary consensus amongst political parties and key interest groups to prove
durable over the longer-term; and

— lead to a longer-term shift away from tailored occupational provision to the NPSS and over time
become the norm for contributions rather than the floor.

Employer compulsion would prove unaVordable for many employers who are presently not contributing to
pensions, particularly those in the SME sector

31. CBI members are concerned that compulsion will increase costs significantly and reduce growth and
employment in many firms, particularly those in the SME sector. As table 1 shows employer compulsion
will increase labour costs by around 1% for the smallest firms and by 0.83% for those firms employing
between 5–49 people.307

Table One

INCREASED LABOUR COSTS BY SIZE OF FIRMS AS A RESULT OF
A 3% EMPLOYER CONTRIBUTION

Total Total 3% Percentage of
Number of Total employer labour cost contribution total employer
employees wage cost NI cost (£ billion) cost (£ billion) labour cost

1–4 28.2 2.6 30.9 0.3 0.96%
5–49 88.2 8.7 96.9 0.8 0.83%
50–249 58.8 6.0 64.9 0.4 0.60%
250! 201.6 20.5 222.2 0.8 0.37%
All 376.9 37.9 414.7 2.3 0.56%

307 Pensions Commission, 2nd Report, Appendices, Appendix F, p249.
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32. Certain sectors will be particularly hard hit by employer compulsion. Compulsion will add 0.98% to
labour costs in the agriculture, hunting, forestry and fishing sector; 0.81% in the construction sector, 0.79%
to the hotels and restaurant sector; 0.74% in health and social work and 0.65% to labour costs in the
wholesale and retail sector. This compares to an average 0.56% increase in labour costs across the whole
economy.

33. Small firms are in general less likely to be in a position where they are able to contribute given their
greater resource constraints and the overriding necessity of growing the business. The CBI believes
entrepreneurs, and small company owners are the people best placed to take decision on how to run and
grow their businesses. This is particularly the case during the early years of a company’s life when any profits
or surplus cash need to be reinvested into the company to ensure its sustainability and growth.

34. The Pensions Commission has suggested that the actual long-term cost to employers will be
considerably less than the figures outlined in table 1 and in the long-run close to nil, on the grounds that the
pension costs will, over time, be oVset by lower rates of salary increase. However, such oVset eVects will,
firstly, take time to work through the system and, secondly, are unlikely to result in a totally neutral impact,
as employers will be unable to pass on the entire cost increase given that employees and unions would not
accept such a scenario.

Employer compulsion will also significantly increase costs for many employers who already provide pensions

35. The CBI supports automatic opt-in policies and has consistently encouraged firms to consider
introducing such a practice; our good practice guidelines for employers with occupational schemes,
published in 2004, made clear the benefits. We welcome the increase in take-up rates that will result from
automatic enrollment although it will increase costs significantly for those employers with occupational
schemes who do not currently operate an automatic opt-in policy.

36. CBI survey evidence shows take-up rates for defined contribution schemes without automatic opt in
is 38%; where automatic opt-in policies are in place take-up rises to 93%. The introduction of a compulsory
automatic opt-in policy would impact on a large number of schemes given that CBI survey’s show only 22%
of companies operate an automatic opt-in policy for new employees. Furthermore, auto-enrollment from
an early stage of an individual’s job tenure would also increase costs for employers with schemes who use
waiting periods. Such employers would either have to automatically enrol employees caught by the waiting
period into the company scheme or the NPSS.

37. Employers will react in a variety of ways to this increase in costs. Many will bear the increased costs
resulting from higher participation rates. For others such an approach may not be feasible, especially in an
environment where firms are coping with large scheme deficits, the Pensions Protection Fund levy and the
new scheme funding requirements.

38. Others will have no choice but to contain costs through levelling down contribution rates formembers
already within the scheme. Some members have said the consequence of an automatic opt-in policy for
occupational schemes would be to reconsider whether to close their defined benefit scheme for existing
scheme members.

Were compulsion to be introduced at 3%, there would be significant pressure to ratchet it up over time

39. CBI members are also concerned that the compulsory employer contribution to the National
Pensions Savings Scheme will be ratcheted up over time. The target replacement rate based upon an annual
8% total contribution, is crucially dependent upon achieving a 3.5% real rate of return and an annual
management charge of just 0.3%. If investment returns turn out to be lower than the 3.5% assumed by the
Commission there would undoubtedly be pressure to increase contribution rates so as tomaintain the target
replacement rate. There is also some scepticism amongst members that the Pensions Commission can deliver
a 0.3% management charge and a higher charge would also increase pressure for increased contributions in
the same way.

40. It seems inevitable that trade unions will push for the compulsory employer contribution to be
increased over time. The TUC’s policy goal remains compulsion at 15% with employers making a 10%
contribution and employees a 5% contribution. The CBI estimates that employer compulsion at 10%would
cost over £22 billion per year and would fly in the face of the Turner Commission’s position which has
asserted that the primary responsibility to save for retirement lies with the individual and that they should
therefore make the larger contribution.

41. Finally, it is also important to realise that the amount people are compelled to save may give them
the impression that this is suYcient for their future, when in reality compulsion may only be at a level to
provide a minimum safety net. This has been the case in Australia where Government is under pressure to
raise the employer contribution from 9% to 15% to ensure the system delivered suYcient retirement benefits.
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Compulsion would threaten the future erosion of tax reliefs to encourage pension provision and further
undermine occupational provision

42. The CBI is also concerned that the introduction of employer compulsion will pave the way for the
abolition of existing tax reliefs that encourage occupational provision. This is not a theoretical danger given
that the Australian Government, following the introduction of compulsion in 1992, has begun taxing
pension contributions that were previously tax-free.

43. The CBI believes that favourable tax treatment of pensions has played a crucial part in the success
of occupational pension provision. If occupational pension saving is to grow in the future, an attractive
package of tax reliefs is essential. Stability is crucial to the success of pension saving and both employers
and employees need certainty that the basis on which they plan for the future will not be undermined by
Government policy changes or the removal of existing reliefs.

Compulsion does not command the necessary consensus amongst political parties and key interest groups to
prove durable over the longer-term

44. CBImembers remain unconvinced that compulsion commands the necessary consensus amongst and
within political parties and key interest groups to prove durable over the longer-term. As the Pensions
Commission rightly highlighted in its first report, one of the most destabilising aspects of UK pensions
policy has been the constant change in public policy towards both state and private pensions over the last
20 years.

The compulsory minimum contribution could lead to a longer-term shift away from tailored occupational
provision to the NPSS and over time become the norm for contributions rather than the floor

45. TheCBI is concerned that a longer-term consequence of the introduction of theNPSSwill be formore
firms to move away from the provision of company pensions and towards simply making contributions to
theNPSS. This is a very real danger given the implicit messagemany employers will take from a compulsory
NPSS is that their pension obligation is limited tomaking a 3% contribution toNPSS. If this were to happen,
it would undermine the CBI and Government’s shared goal of encouraging high quality occupational
provision which is tailored to the specific needs and circumstances of employers and the employees within
a firm.

46. An allied concern is that the compulsory minimum contribution would over time become the norm
for contributions rather than the floor with the consequence that many employers currently contributing
well in excess of 3% will over the medium term move towards the compulsory minimum. In Australia only
around 30% of employees contribute to their own pension arrangements in addition to the compulsory
employer contribution.

Evidence from Australia suggests compulsion is not the panacea many in the UK believe it to be

47. Compulsion in Australian pensions was introduced partly in place of a wage rise at a time of high
wage inflation. This was only possible because the initial drive for compulsion came from the Australian
Trade Unions at federal level wage negotiations. Delivering wage increases in the form of pension
contributions was attractive, as it restricted the impact on inflation. Similar wage restraint would not be
possible in the UK; and the burden of paying contributions would fall heavier on UK firms than Australian
ones, as the UK trade unions could not (even if they wished to) deliver wage restraint in the private sector.

48. Even if wage restraint could be delivered, compulsory superannuation has not been suYcient to
answer the problems of pension provision in Australia. It has been estimated that a contribution rate of
around 18% is required for an adequate replacement rate to income in Australia—twice the current
mandatory level. The possibility that compulsion has created a false sense of security among Australian
citizens cannot be discounted

49. Household savings rates inAustralia have fallen fromnearly 10% in themid-1970s to 0.5% in 2004. A
paper by the Australian Reserve Bank suggests that compulsory superannuation may only have increased
household saving by 2% in recent years, Research has shown that only high-income households tend tomake
further voluntary contributions to their schemes. The Reserve Bank of Australia study also suggests that
up to a quarter of households who have raised pension savings since the introduction of compulsion may
be “liquidity-constrained”; these groups would either increase credit or cut consumption in response to
compulsion. Younger households in Australia have tended to take out further credit to maintain spending
in the face of 9% contributions.

50. Increasing concerns have been heard in Australia about the costs and complexity of the compulsory
pension system. In particular, studies have focussed on the lack of transparency over governance of the
funds and the administrative costs charged as well as the complexity of the regulations required to manage
the funds. The final report of the Productivity Commission acknowledged that the Act was “voluminous,
complex and in some respects overly prescriptive”. It recognised that, for the most part the prescription was
necessary to ensure the functioning of the system but the complexity of the system has posed several



3367124086 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 361

problems, including criticism of the continued costs of the compulsory system—these costs run at about
1.3% of the funds under administration. These large reductions in yield and consequent poor value for
money would also have to be addressed in a compulsory system in the UK especially given concerns around
whether a 0.3% annual management charge is feasible.

Section 4: CBI Alternatives to Employer Compulsion

Private savings amongst under-saving groups can be increased through incentives and encouraging increased
dialogue between employers and employees

51. CBI members share the Government’s commitment to raising savings levels particularly amongst
those groups who are most likely to be undersaving at present. However, the CBI believes this can best be
achieved through incentivising and encouraging more employers and their employees to contribute to
pensions. More specifically, CBI members believe higher savings levels can best be achieved through:

— employers having the same opportunity to opt-out of a new national savings scheme that
employees will enjoy;

— Government promoting a “salary sacrifice” campaign;

— encouraging more small employers to contribute to pensions through incentives; and

— requiring employers who choose to opt-out to explain their decision to employees where they
request an explanation (comply or explain).

Employers must have the same opportunity to opt-out of a new national savings scheme that employees will
enjoy

52. CBI members believe all employers must be given the same option as will be available to employees
of opting-out of the NPSS. The argument advanced by the Pensions Commission for an employee opt-out
is that compelling individuals to save would fail to allow for the diversity of circumstances of individual
employees. The CBI believes equality of treatment and the same logic should apply to employers who may
also not be in a positionwhere additional pension contributions are not aVordable or an appropriate priority
for a growing company.

53. CBImembers share theGovernment’s goal of increasing savings levels amongst those groups who are
under-saving for retirement, but believe that automatic enrolment for employers and employees—without
compulsion—can deliver a high coverage, high value private savings environment in the UK. The CBI, in
consultation with members, has developed a proposed model for automatic enrolment. This proposed
model would:

— automatically opt-in both employers and employees into an existing occupational pension scheme
or the NPSS, but with the option to opt-out for both;

— require Government to work together with business to promote a ‘salary sacrifice’ pensions
campaign—“Pensions Builder”—that will reduce the burden of contributions on both employers
and employees;

— introduce a new targeted incentive for small employers employing up to 250 employees, at an
approximate annual cost of £500 million; and

— encourage dialogue between employers and employees regarding whether to participate in a new
national savings scheme, by ensuring that employers who choose to opt-out are required to explain
this decision to their employees if there is demand.

54. The CBI believes the above proposals should all be combined with an employer opt-out with
incentives targeted at firms employing up to 250 employees where the cost burden of contributing to NPSS
is likely to be most acute. This would help kick-start pension contributions amongst SME employers and
employees and could be withdrawn after, say five years, after a review of whether SMEs were now in a
stronger position to contribute to pensions without additional support.

Government should promote a “salary sacrifice” pensions campaign

55. CBI believes that Government should promote a “salary sacrifice” pension campaign, which we have
called Pension Builder, to reduce the immediate cost burden on employers and encourage more employees
to join NPSS. Such initiatives have worked well elsewhere, most notably in the USA where the Save More
Tomorrow (SMT) plan has helped drive up participation and contribution rates amongst employees who
were previously undersaving. The idea is based on the simple premise that employees are far more likely to
find a plan appealing where they make a commitment now to save more in the future. Its appeal to many
employees lies in the fact that whilst part of the pay rise is diverted into pensions the employee will still also
enjoy increased take-home pay where the pay rise is greater than the pension contribution.
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56. The CBI would be willing to work together with Government to promote a “salary sacrifice” plan
to help employees build up their retirement savings. A Government campaign outlining to employers and
employees the benefits of establishing such a framework would be valuable for employers of all sizes and
employees who wish to contribute to pensions but are concerned by the cost implications.

More small employers can be encouraged to contribute to pensions through incentives

57. The CBI has developed proposals for a Partnership Pension (PP). Under the PP proposal, SME
employers and employees acting in voluntary agreement would contribute 2% and 4% respectively of an
individual’s earnings into the NPSS. The Government would also contribute 2% via tax relief (1% tax relief
and an additional 1% contribution) to make up the 8% total contribution. Such a scheme would represent a
partnership between Government and employers who would both contribute 2% to support the employee’s
pension saving, leading to a total 8% contribution.

58. The additional cost to Government of contributing an additional 1% (in addition to 1% tax relief)
under the CBI’s Partnership Pension proposals has been estimated at £555 million per annum by CBI staV.
This assumes that 40% of employers employing less than 250 people participate and that take-up amongst
employees within those companies is 80%.

59. The CBI also sees merit in the introduction of an SME Pension Tax Credit which could be modelled
on Research and Development (R&D) Tax Credit. Under the R&D Tax Credit small companies receive a
deduction of 150% on qualifying R&D work—or a tax refund if they are in a loss making position. The
actual value of the tax credit will, of course, depend on the rate of corporation tax.

60. An SME Pension Tax Credit modelled on the R&D credit would also involve SMEs who do not
currently contribute to pensions being given a tax credit for qualifying pension contributions. Employers
would be given the option of whether to participate in the NPSS or not. If they decided to participate, they
would be required to make a 3% contribution, with employees contributing 4% and the Government a
further 1% through tax relief.

61. For example, if an SME with 10 employees decided to participate in the NPSS with all 10 employees
opting-in to the scheme, the cost to the employer of making a 2% contribution for each employer would be
£6,000 (assuming all 10 employees were paid £20,000 per annum). Under the SME Pension Tax Credit the
company would be considered to have spent £9,000 on pension contributions and with a 19% rate of
Corporation tax relief for smaller firms would receive a £1,710 credit which would reduce the real cost of
pension contributions to £4,290 annum. This would reduce the cost of employer contributions from 3%
to 2.15%.

62. CBI staV estimates that the total cost to Government of introducing an SME Pension tax credit is
£475million per annum. This assumes an 80% employee take-up and a 40% employer take-up amongst firms
with less than 250 employees.

Employers who choose to opt-out must explain their decision to employees where employees request an
explanation

63. TheCBI accepts that where employers decide not to contribute they should have to explain the reason
why to employees. There could be merit in introducing a consultation process whereby employers who
wished to opt-out of the NPSS without oVering an alternative pension arrangement would be required to
explain to employees the decision they have taken where employees request such an explanation.We believe
that introducing such a dialogue would make it much more diYcult for employers to simply opt-out of
NPSS.

64. For example, a right to request discussion on an employer’s decision to opt-out of the NPSS could
be triggered if 40% or more of employees ask for such a discussion. If this number of people want to opt in,
their employer is likely to rethink their policy and seek to find ways of meeting their employee’s desire for
an employer pension contribution through, for example, reducing expenditure on other benefits.

65. Such an arrangement would help to improve dialogue on pension issues within SME firms and would
convince many SME employers who had previously underestimated employee demand for a pension
contribution and that it did make sense from a recruitment and retention angle to contribute to the NPSS.
Equally such a process could help explain to employees—if the demand is there—why an employer
contribution is unviable at the present time.

Section 5: Extending Working Lives

Longer working lives are an essential part of the solution to the emerging pensions crisis

66. The unprecedented increase in life expectancy over the last few decades requires a radical reappraisal
of current retirement policy. The CBI believes working longer will be a key element in tackling the UK’s
emerging pension crisis and that policy must be geared towards raising participation rates amongst older
workers:
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— employer attitudes to hiring older workers have changed over recent years ı andwill change further
under the impact of new age discrimination legislation; and

— raising skill levels and tackling health problems is necessary.

67. The CBI believes that the third element to tackling the emerging pension crisis is encouraging more
people to extend their working lives. With an ageing but healthier population, it is likely that more people
will want to work longer and that employers will want their skills. The UK has a good track record on
participation rates of 50–64 year-olds in comparison to much of the rest of the EU with a 53% participation
rate—62% among men and 45% amongst women. At 53% participation is 15% higher than in Germany,
19% higher than in France and 29% higher than in Italy). However, there is no room for complacency, given
nearly 40% of 55–64 year old men have dropped out of the labour market as well as over half of all women
in the same age group.

68. The Government’s priority should be to increase participation rates among those aged 50–64. In
order to facilitate longer working lives amongst this cohort we need to ensure that older workers retain their
employability and that skills and rehabilitation issues are addressed. Encouraging older workers to remain
in the labour market should also help boost economic growth and in the long-term, ensure older workers
and pensioners at least maintain, if not improve on, current standards of living. We believe this can best be
achieved through a combination of:

— a strong focus on the education, skills and training of older workers;

— a strong focus on occupational health;

— reform of the benefits system; and

— age discrimination legislation.

We believe that together these interventions will help those older workers who wish to do so remain in
the labour force.

Employer attitudes to hiring older workers have changed over recent years—and will change further under the
impact of new age legislation

69. Research carried out by many companies shows that older workers compare very favourably to their
younger colleagues on a range of key HR measures. Employers accept that employing staV from a wide
range of age groups makes good business sense. An increasing number of companies are encouraging older
people to remain in work—sometimes in new roles, on a part-time basis or to help with short-term projects.
Others are helping older workers make a gradual transition from work to retirement through the
introduction of flexible working practices.

70. The CBI has welcomed the forthcoming regulations outlawing discrimination on the grounds of
age—employers recognise that they should only discriminate on ability and, although more remains to be
done, significant eVorts have already been made to tackle age discrimination by business. These new
regulations will cement changes already well underway in UK workplaces with regard to the employment
of older workers. Employers value the skills and commitment of older employees and work with them to
maximise the benefit they can bring to the business ı for example, statistics from the CBI/BMRB National
Employee Survey show that 51% of employees have access to flexible retirement options.

71. As part of this cultural shift, CBI members believe that the new right—from 1 October 2006—for
employees to request postponing retirement will encourage employers and employees to discuss extending
their working lives, while maintaining firms’ ability to retire staV. Both employers and employees need
flexibility to reach a consensus on retirement, with staV able to discuss later retirement to meet their
individual choices and pensions concerns. This is not about forcing people to work till they drop and neither
party should have to maintain an employment relationship longer than they want to.

Raising skill levels—and tackling health problems—amongst some older workers is also necessary

72. Low skills prevent many older workers being re-deployed by their employers and hinder many of
those out of work from re-entering the labour market. For example, 22% of those aged 55–65 do not have
the literacy expected of an 11-year-old while 53% are not above the basic skill threshold for numeracy.
Qualification levels are also low—four out of ten of older workers in the labour market do not have any
qualifications above level 2 (equivalent to 5! GCSEs at grade C or above).

73. Employers recognise they have an important role to play in equipping older workers with the
necessary skills. They can promote lifelong learning to all staV in the workplace; they can put employees in
touch with those who can help; or they can provide facilities for employees in the workplace if this is more
convenient. However, most important of all is the role played by employees themselves. The Government
and unions have to do more to motivate older workers to retrain and take advantage of the training
opportunities that come their way.
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74. Employers also recognise the need to address long-term ill health and many have rehabilitation
policies. The CBI/AXA 2004 Absence and Labour Turnover Survey308 shows that just over 60% of
companies have a rehabilitation policy—a 10% rise on last year. Such policies typically include flexible
working (used by almost 90% of those with a rehabilitation policy) and counselling (50% use this). However,
these policies are predominantly the preserve of larger firms, 90% of firms employing 5,000 employees have
policies but only 15% of those employing less than 50. SMEs need support in developing eVective
rehabilitation policies.

Human Resources Directorate
CBI

March 2006

Memorandum submitted by Department for Work and Pensions

Introduction

— The Pensions Commission published its second report in November 2005. It highlighted the
extent of the challenges the country needs to address to avoid a long-term future in which
pensioners become significantly poorer than the rest of society.

— Demographic changesmean that people retiring now are likely to spend twice as long in retirement
as previous generations. In 1950 the average man who survived to age 65 could look forward to
eleven more years of life. People today can expect to live another 20 years beyond 65 and by 2050
average life expectancy for a 65-year-old will reach 90. More importantly over this decade the
number of people who actually reach the age of 65 has increased dramatically. Those who reached
65 in 1950 constituted just over 40% of their generation. Current retirees, born in 1941, constitute
around three-quarters of their generation. By 2050 this share is expected to have risen to nearly
90%. Thus, while today there are four working age people for every person over 65, by 2050 that
figure could be just two.

— At the same time, there is significant under-saving, although there is debate about the exact scale.
In 2002 the Green Paper309 estimated that there were at least 3 million severe undersavers, and a
further 5–10 million people who might like to consider saving more. The Pensions Commission
estimated that 12.1 million people over 26 were undersaving. A recent report by the Institute for
Fiscal Studies310 looked at the position of people over 50; taking account of a wider range of non-
pension savings, it estimated some 23% (approximately 2 million people) in that age group were
undersaving. It is likely that undersaving in younger age groups is higher than the IFS estimates:
between 2000 and 2005 the proportion of working age people contributing to a non-state pension
fell from 46% to 43%, and this decline was more marked in younger age groups.

— To address these issues the Commission proposed fundamental reform of the pension system, in
particular that:

— State pension age should rise in line with life expectancy, starting with an increase from 65 to
66 by 2030.

— Employees should be auto-enrolled (with the right to opt out) into aNational Pension Savings
Scheme (the NPSS) or a high-quality employer pension scheme.

— There should be mandatory employer contributions into the NPSS.

— The Basic State Pension should be increased in line with earnings, not prices.

— The Government has drawn up five tests against which any proposals for reform should be
measured: they must promote personal responsibility, be fair, be aVordable, introduce greater
simplicity, and be sustainable. TheDepartment forWork andPensions is currently considering the
Commission’s recommendations in detail and will set out proposals for reform in aWhite Paper in
the spring.

— To inform its deliberations the Department launched the National Pensions Debate. This
culminated in National Pensions Day on Saturday 18 March 2006, when over 1000 people in six
locations across the United Kingdom were asked to consider a series of questions based on the
broad framework of the Pensions Commission’s proposals. Participants ranged in age from 16 to
92, andwere selected to reflect the population of theUnitedKingdom.Headlinemessages included
the following:

308 CBI, “Room for improvement: absence and labour turnover 2004”, 2004.
309 Simplicity, security and choice: working and saving for retirement (2002) TSO.
310 Banks J, Emmerson C, Oldfield Z and Tetlow G. (2005) Prepared for Retirement? The Adequacy and Distribution of

Retirement Resources in England.
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— Just over half of participants agreed with the idea of a gradual increase in the State Pension
Age.

— Over the course of the day therewas a clear shift in opinion towards the idea of working longer
to solve the pensions issues in the UK—from 39% at the start of the day to 55% at the end.

— The majority of people (74%) agreed with the proposal that employees should be
automatically enrolled into a National Pensions Savings Scheme, with the choice to opt out.

— 61% of those to whom it is applicable said they were unlikely to opt out.

— 87% of people agreed that employers should make a contribution as part of a National
Pensions Savings Scheme.

— The majority of people—just over 80%—disagreed with the proposal that, to solve the
pensions issues in the UK, pensioners would have to get poorer compared to the rest of
society.

Further detailed analysis of the results is currently being undertaken.

— In addition to National Pensions Day, to widen opportunities to participate in the Debate, the
Department also developed a toolkit to enable stakeholders to run National Pensions Debate
events and an interactive National Pensions Debate website. The results from these are being
analysed alongside the National Pensions Day events

— This memorandum sets out the some of the key evidence that will underpin the ultimate
conclusions on the issues on which the Committee has indicated it wishes to hear views.

The Challenge: 1—Demographic Change

1. Like many countries across the world, the UK311 is facing a major demographic challenge caused by
declines in fertility and improvements in longevity. At the beginning of the 20th century there were just 2
million people aged over 65, comprising 4.8% of the overall population. Bymid-2004,312 this figure had risen
to 9.6 million, or 16%. The most recent population projections made by the Government Actuary’s
Department313 (GAD) indicate that by 2020 this will have risen to 12.5 million, or 19.5% of the total
population, and to 17.5 million, or 25.3%, by 2050. The support ratio, or the number of individuals of
working age relative to those over 65, has fallen from 11 in 1911 to 4 at present, and by 2050 it could be
only two.

2. Between the mid 1950s and the mid 1960s, fertility rates increased from two children for every woman
of child-bearing age to nearly three. Subsequently, fertility rates dropped below replacement, so that after
2030, the number of people being born is projected to no longer outstrip that of those dying. As early as
2015 the retirement of the Baby Boom generation will cause the share of the working age population, as a
percentage of the total population, to decline.

3. While the retirement of the Baby Boom generation is a temporary shock, the improvement in longevity
is a dynamic driving force. In 1911 life expectancy at age 65314 for a man was 10 years and by the mid-1950s
this had improved slightly to 11 years. However, over the past 25 years, there have been large improvements,
from 13 years in 1980 to around 20 years at present and projected to rise to 24 years in 2050. Women have
seen a similar improvement in longevity, though it was more spread throughout the century.

4. Not only are people living longer once they reach 65, but,more importantly, there are a lotmore people
who reach this age. At birth, a man in 1911 had a 54% chance of reaching 65; by 1950 this chance had risen
to 82%, and someone born today has a probability of 90% of living to 65. By 2050 the probability of a
newborn living to be a centenarian will be nearly a third. Yet research by the Institute for Fiscal Studies,
using data from the English Longitudinal Study of Ageing, found that people aged 50–74 tend to
underestimate their life expectancy and therefore the length of their retirement.315 The improvement in
longevity will bring about a major increase in the number of older-old, those aged over 80, who will nearly
triple over the next 50 years. The older-old will thus constitute 11% of the UK population, up from 4% now
and just 1% in 1901.

311 The “World Population Prospects” published by theUnited Nations in 2005 reported that “Globally, the number of persons
aged 60 years or over is expected almost to triple, increasing from 672 million in 2005 to nearly 1.9 billion in 2050 An even
more marked increase is expected in the number of the oldest-old (persons aged 80 years or over): from 86 million in 2005
to 394 million in 2050.”

312 The most recent population estimates were published in December 2005 by the OYce for National Statistics.
313 GAD, 2004-based population projections.
314 GAD, 2004-based population projections; median cohort figures.
315 Prepared for retirement? The adequacy and distribution of retirement resources in England’, Institute for Fiscal Studies,

October 2005.
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5. Life expectancy has improved for all social groups.316 Mortality rates between the ages of 60 and 69
for the generation born 1936–45 (current retirees) improved significantly from those experienced by the
generation born 1896–1905. For Social Class I, mortality rates are down to just one-fifth of those faced by
the turn-of-the-century generation; for Social Class V they are down to just two-fifths.317 During the period
1971–2001 men in Social Class I saw an improvement in life expectancy at 65 from 14.2 to 18.3 years, while
those in Social Class V experienced an increase from 11.6 to 13.3 years.

6. Data for the constituent countries of the United Kingdom indicate that the increase in longevity was
well spread geographically. Between 1980 and 2005 life expectancy at 65 increased from 12.8 to 19.7 years
in Northern Ireland, from 12.4 to 18.7 years in Scotland, and from 13.4 to 20.1 years in England andWales.
GAD projections show that over the coming half century, life expectancy at age 65 will increase to 24 years
in Northern Ireland, 23.3 years in Scotland and 24.4 years in England and Wales.

7. Healthy life expectancy (expected years of life in good or fairly good health) has also increased. In the
21 years to 2002 the expected number of further healthy years of life for men aged 65 rose by 2.1 years to
12 years. For women there was a rise of 2.2 years to 14.1 years.

8. Projections of future trends in life expectancy are notoriously diYcult to make. Traditionally
demographers have assumed that life expectancy improvements slow down over time. However, during the
last decades, projections have frequently proved to have been conservative. For instance,GAD’s 1983-based
projections of mortality for 2004 for males aged 65 were some 40% higher than the actual out-turn. In this
light, it has become the practise to make variant population projections. The last set of GAD projections
show that even if no further improvements in life expectancy occur after 2029, the support ratio will still
worsen to three in 2050, from four nowadays. Conversely, GAD’s high life expectancy variant indicates that
by 2050 life expectancy at 65 would be up by nine years, rather than by just four years, and this would result
in a support ratio which would be a tenth lower than that implied by the main population projections.
Projections made in a recent study by the OECD have pointed out the extent to which the UK’s support
ratio depends on assumptions on longevity and suggest that it is improbable that changes in fertility and/or
migration could lead to any significant improvements in this ratio, as long as longevity continues to improve.

9. The Pensions Commission proposal to increase state pension age by a year for each decade between
2030 and 2050 would lead to a smaller drop in the support ratio, from four today to three in 2050, enhancing
the sustainability of pensions. It would leave the expected number of years beyond state pension age
unchanged at 21 years for people retiring in 2020 and for those retiring in 2050.

Measures to Facilitate Later Working and Flexible Retirement

10. The Committee has asked for views on measures to facilitate later working and flexible retirement.
The Government agrees that encouraging and enabling older workers to stay in the labour market must
form part of the response to the demographic challenge. Despite the increases in life expectancy and current
demographic trends described above, which could logically argue for higher retirement ages, the trend over
past decades has been for people to leave the labour market earlier, whether voluntarily or involuntarily. In
1950 the mean age of retirement was 67.2 years for men and 63.9 years for women, but the Pensions
Commission estimated mean retirement ages to be 64.0 for men and 61.9 for women in 2005. In total, the
average percentage of an adult male’s life spent in retirement has increased from 18.0% in 1950 to 30.7% in
2005. If the average retirement age were to remain unchanged this ratio would increase to 35% by 2050.

11. 70.7% of people between 50 and state pension age are in work. This compares with 81.6% for people
aged 25–49. Although older people who are unemployed aremuchmore likely to be long-term unemployed,
the major problem for this age group is not unemployment (only 2.3% of those aged between 50 and state
pension age are unemployed) but economic inactivity (27.0%). This includes early retirement.

12. At the same time there is evidence that many older people want to work: there are now over a million
people above state pension age in work. Research shows that, amongst 50–69 year olds, most of those in
work want to carry on working and half of those who are retired would have worked for longer if part-time
or flexible work options had been available.318 Since 1994 there has been a steady improvement in the
employment rate of people aged between 50 and state pension age, from 62.6% in 1994 to 70.7% today. This
has been rising faster than the overall employment rate and has more than kept pace with the demographic
increases to the volumes of over-50s in the population.

316 Data on social class are derived from the ONS Longitudinal Study. Since data on life expectancy from this study are
computed using the period approach, they might underestimate life expectancies as they ignore projected future
improvements in mortality. The causes of the diVerences in life expectancy across social groups are complex and are linked
to people’s social, economic and demographic circumstances such as education, occupational health and safety, type of
occupation, housing, regional diVerences, lifestyle choices, material deprivation, and access to health services.

317 Class I includes people in professional/managerial jobs, while Class V includes unskilled workers.
318 Changing Work in Later Life; A Study of Job Transitions, 2004, published by CROW at the University of Surrey.



3367124089 Page Type [O] 17-07-06 14:09:15 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 367

13. The Department has introduced a number of initiatives to encourage and enable people who want
to, to work longer:

The Age Positive Campaign is working directly with employers to promote the business benefits of
an age-diverse workforce (including both younger and older workers), and promoting best
practice on age in recruitment, training and promotion.

The “Be Ready” national guidance campaign was launched in May 2005 to provide all employers
with practical guidance on implementing age diverse practices prior to the introduction of Age
Legislation in October 2006. The campaign highlights the business benefits of age positive
employment practices and flexible retirement options. “Be Ready” is managed and funded by
DWP but run by the Age Partnership Group (APG), consisting of over 20 major employer
organisations in England, Scotland and Wales as well as representatives of other government
departments.

New Deal 50 Plus is a voluntary programme for long-term unemployed people over 50 which was
introduced in April 2000, and enhanced from October 2003. Individually tailored help can be
drawn from a range of options including personal advice, training, work trials, volunteering
opportunities and in-work financial support. Since it was introduced, it is estimated thatNewDeal
50 Plus has supported over 150,000 job starts amongst older people.

State pension deferral—People have always had the option of deferring claiming their State
Pension at state pension age in return for a higher pension when they do claim. The 2004 Pensions
Act provided for more attractive deferral options fromApril 2005. The rate of increment has risen
to around 10.4% (from 7.5%) for every year a person defers. In addition, for the first time there is
the option of a lump sum instead of a weekly increase where people defer claiming for 12 months
or longer. The previous five-year limit on deferral has also been removed.

14. A number of further policies have also been announced to come into eVect starting this April.

Changes to occupational pension rules planned for April 2006 will mean that, where scheme rules
allow, people will be able to draw all, or some, of their occupational pension and continue working
for the same employer.

Age discrimination legislation—From 1 October 2006, for the first time in the UK discrimination
on the basis of age will be unlawful in employment and training and compulsory retirement below
the age of 65 will be illegal unless it can be objectively justified. Furthermore, employers will have
a duty to formally consider requests from individuals to work beyond 65. In 2011 the default
retirement age of 65 will be subject to an evidence-based review.

Raising the age for drawing a private/occupational pension—The earliest age from which a pension
can be takenwill be raised from 50 to 55 by 2010. This applies to all non-state pensions. The normal
pension age for members of public sector pension schemes will increase from 60 to 65, initially for
new members only.

Equalisation of State Pension Age will take place between 2010 and 2020. Over that period,
women’s State Pension Age will rise gradually to 65 in line with that of men.

15. The Government has recently published the Welfare Reform Green Paper, A new deal for welfare:
Empowering people to work, which, amongst other things, aims to boost the support oVered to older people
returning to work and improve the information available about their options for work and retirement. To
do so it proposes:

— Increasing employment support for the over-50s to help more people to get jobs by aligning
employment support with that received by people in their 30s and 40s.

— Providing guidance to older people making choices about working, training and retirement
through pilots.

— Working with employers to increase opportunities for flexible working and gradual retirement.

16. The Government has announced its aim of achieving an additional one million older workers as part
of the long-term 80% employment aspiration. Although employment rates for older workers have been
rising, year-on-year, since 1994, there is still a substantial gap between the employment rates of the 25–49
(81.6%) and 50–state pension age (70.7%) age groups. As set out in theWelfare ReformGreen Paper earlier
this year, the priority for the future will be to prevent people becoming economically inactive and to raise
average retirement ages. The policies already announced are improving the position of older workers, but
in order to achieve one million older workers in the face of an ageing society, more is likely to be needed in
the future.
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The Challenge: 2—Under-saving

17. The long-term impact of demographic change, if there is no change in the propensity of people at
work to save in a pension, will be compounded by inadequate levels of personal savings. It is widely accepted
that there is significant under-saving, although there is debate about the exact scale. In 2002 the Green
Paper319 estimated that there were at least 3 million severe undersavers, defined as those heading for a
replacement rate in retirement of less than 50% of pre-retirement income. In addition there were a further
5–10 million people heading for a replacement rate between 50% and 67%whomight like to consider saving
more. The Pensions Commission estimated that 12.1 million people over 26 were undersaving, and 9.6
million people over 36. The Pensions Commission used diVerent replacement rate benchmarks, which
acknowledged that people on lower incomes would require a higher replacement rate and vice versa. A
recent report by the Institute for Fiscal Studies320 looking at the position of people over 50, and taking
account of a wider range of non-pension savings concluded that an estimated 23% (approximately 2 million
people) in that age group were undersaving.321

18. It is likely that levels of undersaving in younger age groups are higher than the IFS estimates for the
over-50s: between 2000 and 2005 the proportion of working age people contributing to a non-state pension
fell from 46% to 43%, and this decline was more marked in younger age groups. Individuals aged between
20 and 39 saw a fall in non-state pension membership of six percentage points to 37%, while there was no
change in the over 40 group.322 Younger people are also more likely to be aVected by the closure of Defined
Benefit schemes—the number of people in Defined Benefit Pension fell by 2.19 million between 2000 and
2004.323

19. The Committee has invited evidence on the impact on saving behaviour of possible reforms and of
existing incentives (such as tax relief). The Department’s assessment is that current incentives to save in a
pension are good for most people. However, incentives to save for certain groups are insuYcient to
overcome individual inertia towards retirement saving. This is reiterated in the conclusions made by the
Pensions Commission.

Incentives Within the Tax and Benefit System

20. There are a number of incentives to save in a tax-approved pension. Individuals have the option to
take a 25% tax-free lump sum, tax relief is given on pension savings and there are higher tax thresholds for
pensioner incomes in retirement. Pension funds do not pay tax on interest and investment income in the
UK. Analysis by the Institute for Fiscal Studies,324 commissioned by DWP and due to be published in April
confirms that for most people there are significant incentives to save in a pension provided by the combined
tax, Tax Credit and Pension Credit system.

21. These incentives do however vary according to individual circumstances. The targeting of benefits
available in retirement, while eVective as a means of targeting poverty, means that for some individuals a
pound saved during working life will be worth less in retirement. In some cases extra saving will be fully
oVset by means-testing, such that there is a 100% marginal deduction rate on saving. Pension Credit,
introduced in October 2003 to replace the Minimum Income Guarantee, took significant steps to address
100% marginal deduction rates in income-related benefits for pensioners, and reduced the proportion of
pensioners facing them significantly, from around one in four to one in 10. At the same time it had the eVect
of increasing the proportion of pensioners facing marginal deduction rates of between 50% and 100%.325

22. Analysis byNIESR326 simulated individual eVects of themove from theMinimum IncomeGuarantee
to Pension Credit. Overall the reform was found to be welfare enhancing. Sensitivity analysis carried out in
the research found that incentives would worsen if Pension Credit were allowed to extend up the income
distribution over time. If current policies continue, the proportion of pensioners eligible for income-related
benefits would rise from less than half of pensioners now to up to two thirds by 2050. This concern was also
highlighted by the Pensions Commission.

319 Simplicity, security and choice: working and saving for retirement (2002) TSO.
320 Banks J, Emmerson C, Oldfield Z and Tetlow G, (2005) Prepared for Retirement? The Adequacy and Distribution of
Retirement Resources in England.

321 These estimates are lower that the Pension Commission estimate of 38–43% of those aged 46 and over, partly because the
Pensions Commission estimates were based on pension income alone, whereas IFS figures take account of other non-
pension savings.

322 Family Resources Survey, DWP.
323 Government Actuary’s Department Survey of Occupational Pension Schemes.
324 “The importance of incentives in influencing private retirement saving: known knowns and known unknowns” IFSWorking
Paper, publication forthcoming.

325 Internal DWP Modelling.
326 “The eVects of means-testing pensions on savings and retirement”, National Institute for Economic and Social Research,
December 2005.
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Behaviour in Response to Incentives

23. The analysis described above looked at theoretical incentives. There is also a wide range of empirical
evidence on how people respond to savings incentives in practice. For example, within one study on
responses to changes in the generosity of the state pension system during the 1970s and 80s, individuals were
found to respond to the changes in SERPS but not significantly to the Basic State Pension.327

24. There are also more general behavioural factors that aVect decisions on provision for retirement.
These include inertia (people tend to put oV saving), myopia (people tend to focus on short term priorities
and do not always plan ahead over their lifetimes), and a limited understanding of both the need to save for
retirement and of the best ways to go about doing so.

25. As discussed above, recent evidence suggests that the incentives in the current system are not suYcient
to overcome the barriers to saving that exist. This evidence includes estimates of the significant number of
people who are undersaving from both the Pensions Commission328 and the Institute for Fiscal Studies,329

and survey evidence indicating that in recent years there appears to have been a significant decline in the
proportion of the population who are saving into an occupational or private pension.330

26. Individuals’ lack of understanding can be a significant barrier to saving if it means they do not feel
confident in making financial decisions and do not understand the benefits that can be gained from financial
planning, for example starting to save from an early age in order to benefit from the eVect of compound
interest. Survey data suggests that more than half the UK population have a self-reported knowledge of
pensions that is patchy or amounts to little or nothing.331 People also tend to underestimate their life
expectancy and therefore the length of their retirement, and are over-optimistic about the amount of private
pension income they can expect to receive.

27. Pension tax simplification, which commences on 6 April 2006, introduces a simpler regime with a
single set of rules for all pension schemes compared to the numerous and complex regimes that currently
exist. The new simplified regime oVers greater individual choice and flexibility and provides a simpler, more
accessible environment for pensions saving that will make it easier for individuals to plan with confidence
for a comfortable retirement.

28. Information can help improve understanding and awareness of pensions, and policies are in place to
address this, for example the provision of state and combined pension forecasts since 2003 as part of the
Department’s Informed Choice Agenda.332 But the conclusion suggested by emerging research findings is
that better information on its own appears unlikely to tackle the undersaving problem for significant
numbers of people.333

Reform of the State Pension System

29. Although behavioural change, in terms both of increased personal saving in pensions and later
working, will have an important role to play in addressing the twin challenges of demographic change and
undersaving, the Pensions Commission also identified a need for significant structural reform of both the
state and private pension system, and set out a number of recommendations for long-term reform.

30. The Select Committee has invited views on reform of the state pension system. The Government will
set out its proposals in a White Paper in the spring. Meanwhile, in response to the Commission’s
recommendations the Government has drawn up five tests against which any proposals for reform should
be measured:

1. Personal responsibility

The primary responsibility for security in old age must rest with the individual. An active welfare state
must provide a floor below which no-one should be allowed to fall, but its primary role must be to enable
people to provide for themselves, giving everyone the opportunity to build a decent retirement income that
meets their needs and expectations.

327 “Pension Wealth and Household Saving: Evidence from Pension Reforms in the United Kingdom”, Attanasio and
Rohwedder 2003, American Economic Review 93(5).

328 First Report of the Pensions Commission, 2004.
329 “Prepared for retirement? The adequacy and distribution of retirement resources in England”, Institute for Fiscal Studies,
October 2005.

330 Family Resources Survey, DWP.
331 Second Report of the Pensions Commission, 2005, Appendix D p 115.
332 “Simplicity, security and choice: Informed choices for working and saving”, DWP, February 2004.
333 See for example DWP Research Report No 294 “Providing pensions information and advice in the workplace where there
is little or no employer contribution”, and DWP Research Report No 293 “Combined pension forecasts: a survey of their
impact on recipients”.
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2. Fairness

The system must be fair to the poorest pensioners by ensuring a minimum income, but also fair to those
who have saved by ensuring that they are rewarded with a decent state pension to underpin their saving. It
must be fair to women and carers, correcting past inequalities, and reflecting their changing role in today’s
society, and fair to employers and employees.

3. AVordability

Any system needs to be aVordable to taxpayers and the economy as a whole. As the nation ages there will
be pressures to spend more on pensions, but also on related issues such as healthcare. The Government has
an obligation to continue to manage public expenditure prudently and responsibly, and will not put the long
term stability of public finances at risk.

4. Simplicity

There needs to be a clear and transparent deal between the individual and the state. People need to know
what the Government will do for them and they need to be clear about what is expected of themselves.

5. Sustainability

Any package of reformmust form the basis of an enduring national consensus—and one on which people
can make decisions about their retirement planning with confidence that it won’t be pulled apart by
successive Governments.

31. The Government’s strategic approach to the issue of pensions and older people is to ensure security
and dignity in retirement for all, by taking measures to directly help people build up the pensions they want,
providing financial security and, for today’s pensioners, continuing to tackle poverty.

32. The State Pension scheme is available to people who make certain contributions over the course of
a full working life. Even at its outset the National Insurance system not only covered those who were
working, but also provided credits to fill gaps in the contribution records of people who would normally be
in the labour market but were unable to work due to sickness or unemployment. The State Pension system
has continued to evolve and has expanded to recognise certain social contribution such as caring
responsibilities.

33. However, it is the nature of pension systems that the outcomes produced tend to lag behind social,
cultural and economic changes. Although, for example, women’s State Pension outcomes are continuing
to improve, primarily as a result of increased labour market participation and the introduction of Home
Responsibilities Protection in 1978 to help protect basic State Pension entitlement, some groups of people
still face diYculties in building up State Pension entitlement. Those providing a social rather than economic
contribution to societymay still be in this position, as breaks in employment or time out of the labourmarket
can reduce overall lifetime earnings and aVect the ability to build up both state and private pension
provision.

34. The Government has introduced a number of changes since 1997 to improve the retirement incomes
of current and future pensioners, which have helped lift some 2.1 million pensioners above absolute low
income. Pension Credit introduced in 2003 has made a significant diVerence to the poorest pensioners by
providing a guaranteed minimum income but also providing extra money for pensioners with modest
incomes or savings above the level of the full basic State Pension. In April 2002 the State Second Pension
reformed the State Earnings-Related Pension Scheme, providing a more progressive state-funded second
pension for future pensioners. The State Second Pension rewards low earners and for the first time has
provided groups of non workers, such as those with caring responsibilities, with the chance to build up a
decent additional pension.

35. Pensioners are now sharing in rising national prosperity, with pensioner incomes today comparing
favourably with those of previous generations. However reform is needed to deal with cultural and
demographic changes if this is to continue, and in particular if the State Pension is to provide a firm
foundation for retirement income upon which people can make their own additional pension provision. If
nothing is done then both state and private pension incomes will fall from their current level, allowing
pensioner incomes to fall behind those of the rest of society.

Response to Proposals for a National Pension Savings Scheme

36. The Pensions Commission argued that there is a segment of the market—employees of average and
lower earnings working in small and medium companies, plus the self-employed—for which the retail
financial services industry cannot profitably provide pension products. To address this it recommended the
introduction of a National Pension Savings Scheme (NPSS) to provide low and middle earners the
opportunity to save at low costs. All employees would be automatically enrolled (with the right to opt out)
into either:
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— a high quality employer pension scheme; or

— a newly created National Pension Savings Scheme (NPSS).

The self-employed, and those notworking, such as carers, would be able to join on a voluntary basis rather
than through auto-enrolment.

37. The Commission proposed that the NPSS should be set up as a Non- Departmental Public Body
(NDPB) with outsourced operations and collection throughHerMajesty’s Revenue and Customs (HMRC)
or a new Pensions Payment System. Contributors would be able to choose from around 6–10 funds
(negotiated to ensure low costs), including a lifestyle fund option, and an option to invest in low risk
Government bonds. The Commission recommended that as a minimum, total default contributions should
be around 8% of earnings between the primary threshold and the upper earnings limit. These contributions
would be made up of four per cent contributions from employees’ post-tax pay, 1% from tax relief and 3%
from matching compulsory employer contributions.

38. The Select Committee has invited views on whether the proposal for a National Pension Savings
Scheme is the right way forward and, if so, how it should work. This is a question to which the Department
is also devoting considerable attention. Its conclusions will be set out in the forthcoming White Paper.

39. Many initial reactions to the Pensions Commission’s proposals welcomed the principle of personal
accounts, but some employers and representatives of the pensions industry expressed reservations about the
design of the National Pensions Saving Scheme. In response, the Minister for Pensions Reform, Stephen
Timms, invited industry stakeholders to work up details of alternative approaches. TheMinister set out two
main criteria that any alternative model must meet:

— it must achieve a radical extension of coverage; and

— it must produce a radical reduction in cost, in terms of both management charges and
administration costs for business.

40. A number of pensions industry stakeholders presented their alternative proposals at an event hosted
jointly by the Association of British Insurers (ABI) and the Department on 28 February 2006. Proposals
from the ABI, the National Association of Pension Funds (NAPF), the Investment Management
Association (IMA) and Pension Reform Group (PRG) were presented and are summarised below.

Association of British Insurers’ Proposal

41. TheABI proposal is based on an employer contribution and auto-enrolment, which they see as crucial
to any viable scheme. Employees not in an “adequate” scheme would be auto-enrolled into a Partnership
Pension. Individuals would have a unique number for their personal account, which would remain with
them throughout their working life.

42 ABI proposed setting up a new Retirement Income Commission, which would be an economic
regulator of the pensions industry as well as advising the government on participation, contribution levels,
and costs and charges. If an employer did not have a scheme they could choose a provider from a list
approved by the Retirement Income Commission. Providers would oVer a standard contract product, with
scope for competition in quality of service and investment performance. If an employer did not choose a
provider one would be allocated by the Regulator. Contributions would be collected via BACS. Transfer
arrangements would be simplified to make them cheaper and easier, oVering individuals portability.

National Association of Pension Funds Proposal

43. The NAPF model is based on automatic enrolment into a defined contribution pension, with an
employer contribution. They propose that it should be managed by a new set of Super Trusts, probably no
more than 20, which would be statutory bodies, regulated by The Pensions Regulator. They propose that
these large, not-for-profit, multi-employer schemes should be managed by experts, legally charged with
putting the interests of members first. NAPF estimates that the Super Trusts could operate at a cost of
around 0.4% of the value of the funds under management.

44. NAPF suggests that this approach would reduce the level of opt-outs because employers would have
a more clearly defined role within Super Trusts and members would not be faced with complex investment
decisions. They believe that adopting a pooled approach to scheme investment, where members share a
fund, and its returns, which are invested in a basket of assets for growth and security, would provide
opportunities andmanage down risk by applying the Super Trust’s investment expertise. They believe Super
Trusts would oVer some diversity in the market place and managed choice for employers to choose the
appropriate Super Trust for their workforce.
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Investment Management Association Proposal

45. The IMA’s model is broadly based on the centrally-administered NPSS, except that their version
would be overseen by an independent body (similar to a trustee board). The Board would be independent
from Government and accountable to Parliament. The role of Government would be to appoint the NPSS
board and to determine the target investment goal for the NPSS.

46. The IMAargue that independent governance is essential to protectmembers’ interests and tomitigate
any risks to Government. The independent body would have two separate duties: the custody of members’
contributions and oversight of the administration of the scheme; and choosing the range of investment
portfolios available to members and developing the investment strategy for the default fund. It is proposed
that fund managers should be selected by open competition for a minimum of five years. The IMA’s
assumption is that on this model the overall cost (including collection) would be unlikely to be more than
0.5% of the funds under management.

Pension Reform Group Proposal

47. The PRG proposal—the Universal Protected Pension—is not a variant on the NPSS design, but is
structured around five principles set out below. Within this structure the detailed rules of the scheme would
allow for a range of parameters to be adjusted including the level of the benefit, the treatment of carers,
women, the unemployed and immigrants.

48. The principles are:

— A Guaranteed Pension of 25–30% of national average earnings, which would be provided by the
basic State Pension. The primary objective is an enduring scheme that lifts all pensioners out of
poverty.

— Compulsory contributions for all in work. This would be required to fund the guarantee.

— Redistribution—everyone should contribute the same percentage of income for the same
monetary pension at the end.

— Funded—the guarantee would be provided in part by the existing basic state pension and in part
by a new funded arrangement. The scheme would bring together the public and private sectors
with contributions collected by the National Insurance Contributions Agency and then invested
by private sector fund managers. Administered by independent trustees.

— An Independent Governance Structure.

Discussion

49. DWP oYcials are now considering the NPSS and alternative models. A further seminar will be held,
as part of the National Pensions Debate, to hear the views of other organisations that submitted responses
to the challenge to the industry. These industry events and outcomes will feed into the policy formulation
process.

The role of employers in pension provision

50. Pension contributions by employers would play a key role in the Pensions Commission’s proposal for
the NPSS, and the Select Committee has invited views on the future role of employers in pension provision
and the impact on this of proposals for reform. The future role of employers in a reformed system of pension
provision is an issue for the forthcoming White Paper. The following paragraphs set out the evidence on
current trends which will inform those decisions.

51. Employed individuals aremore likely to contribute to a pension than non-employed individuals (55%
of employed individuals were contributing to a pension in 2004–05 compared to 43% of all working age).
Employed individuals are also more likely to have an occupational than a personal pension (42% compared
to 14% respectively).334

52. Employer pension provision has shown a declining trend since the late 1960s.335 Since the late 1970s
the type of provision has also gradually been changing. Historically pensions provided defined benefits,
often based on a proportion of final salary. These defined benefit (DB) pensions are increasingly being
withdrawn and replaced by so-called defined contribution (DC) pensions, where the pension earned depends
on the performance of the funds in which contributions are invested.336 The shift from DB to DC has also
facilitated a shift from occupational pensions (organised by the employer) to contract-based pensions (often
sponsored by employers but provided by insurance companies). It is also observable that firms with DB
schemes tend to have slightly higher contribution levels than those with DC schemes.

334 Source: Family Resources Survey, 2004–05, DWP.
335 Source: Government Actuary’s Department Survey of Occupational Pension Schemes.
336 Source: GAD and Employers Pension Provision surveys, various years.
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53. The Department’s most recent data, the 2005 Employer Pension Provision survey, which will be
published shortly, shows a continuation of the long-term trend: fewer employers oVer pensions (44% from
52% in 2003) and fewer employees are members of pension schemes (34% from 38% in 2003). There was no
change in the proportion of employers contributing to their employees’ personal pensions and more were
contributing to stakeholder pensions—see paragraphs 59–61 below). 56% of employers, covering 16% of the
private sector workforce, did not oVer access to pensions of any kind.

54. The findings from this survey suggest a positive relationship between employer contributions and the
level of participation in employer pension schemes, although due to data limitations it is diYcult at this stage
to explore the nature of that relationship in more depth.

55. Where the firm used automatic enrolment, the proportion of employees in a pension arrangement
averaged 60% (median 77%). This compared to 43% for those using a streamlined joining method, and 41%
for those using traditional opt-in and only 33% for those using a simple Yes/No declaration—“active
decision making”. (These results are based on firms with 20 or more employees.)

56. One of the aims of Stakeholder Pensions (SHPs), introduced in 2001, was to provide access to low-
cost pensions for employees who had no other form of employer provision. By 2005 29% of firms oVered
access to a SHP but only 7% contributed to them (up from 5% in 2003). Significant numbers of employers
required to provide access still appear not to be doing so, particularly small employers (5–12 employees),
where 45% reported no form of provision.

57. Of the employers who provided access to a SHP in 2005 only 38% had one or more active members.
This means that 62% were “empty shell schemes”. Among larger employers (100! employees) the
proportion contributing to a SHP was higher than average, and among these employers the proportion of
empty shells was lower.

58. The current picture is therefore that even though many employers still oVer good pension schemes,
short term developments seem to be consistent with the broader long-term trends that imply a move away
from DB to DC and workplace pensions in general.

The need for reform proposals to address the needs of diVerent groups, and inequalities in pension provision

59. The Select Committee has invited evidence on the impact of reform proposals on the pension incomes
of diVerent groups, including the self-employed and those currently at particular risk of being “under-
pensioned”, such as women, disabled people, ethnic minorities and people with varied work patterns, and
also whether proposals for reform adequately address inequalities in pension provision.

60. As already indicated, the Government has stated that fairness will be one of the five tests which its
proposals for reform must meet. A fair system will, amongst other things, need to address the needs of the
currently under-pensioned and reduce inequalities in provision.

Women and pensions

61. On 2 November the Department for Work and Pensions published the report Women and pensions:
The evidence. This provides a compendium of evidence highlighting the key influences on the level of
women’s retirement income and explores the reasons for the diVerences between men and women’s pension
entitlements.

62. The Government acknowledges that historically women have done less well than men in building
entitlement to both state and private pensions. However, women’s basic State Pension records are
continuing to improve with the combined eVect of increased labour market participation and the
introduction of Home Responsibilities Protection in 1978. Women aged 25–45 are now as likely as men to
be building up State Pension entitlement.

63. In 2005, 30% of women reaching State Pension age were entitled to a full basic State Pension (on their
own or their husband’s contribution record). This is set to improve, rising to 50% by 2010 and over 80% by
2025, with a slightly lower proportion of men entitled to a full basic State Pension at that time. In 2025 women
andmen reaching State Pension agewill have similar basic State Pension entitlements. The average entitlement
is expected to be over 90%of a full basic State Pension for bothmen andwomen.Therewill still be some people
who do not get a full or nearly full basic State Pension, but it will no longer be predominantly a women’s issue.
There remain State Pension coverage issues for women retiring in the next 15 to 20 years who are not fully
covered by Home Responsibilities Protection and women from some ethnic minority communities with low
rates of employment and less opportunity to build up National Insurance contributions.

64. Women’s increased labour market activity means more women are generating their own income
which can be invested in a private pension and future women pensioners will retire with higher state and
private pension incomes in their own right. However, women pensioners today receive relatively little
individual private pension income comparedwithmen. The diVerences in private incomes (including private
pensions, earnings, and investment income) are the predominant drivers in the diVerence between women’s
andmen’s income in retirement—withmen of all ages receiving on average between £50 to £100 a weekmore
private income than women of the same age.
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65. Overall around 38% of today’s working-age women are contributing to a private pension compared
with around 46% of working-age men. Within every ethnic group women are less likely than men to have
private pension provision and of the population as a whole the two groups least likely to have private
pension provision are Pakistani and Bangladeshi women.

66. Women aged under 30 are as likely to be contributing to a private pension as men in the same age
group, and for women and men in work aged under 30, women are more likely to contribute. However,
divergence between men and women starts in their late 20s and early 30s. Overall, women in their 30s are
less likely to be contributing to a private pension than men in their 30s, although those working full time
are just as likely to be contributing as the equivalent men. But women in their 40s are less likely to be
contributing to a private pension than men in their 40s whatever their work pattern.

67. Womenwhodomakecontributions toprivate pensions contributeonaverage less thanmen.Women’s
lower overall contributions to private pensions are largely determined by the cumulative eVects of the gender
pay gap, spells of part-time work and lower employer contributions in some occupations and employment
sectorswherewomenareconcentrated.Althoughthestate systemhas somenon-contributorymechanisms for
women to catch up, gaps in private pensions can only be made good by paying Additional Voluntary
Contributions.

68. There is still a significant pension contribution gap between men and women overall (and between
women employed full-time and women employed part-time). Today’s women pensioners are on average still
experiencing lower retirement incomes than men. Life events such as childbirth, marriage, divorce and
widowhood often have particularly significant pension implications for women and this is reflected both in
the incomes of today’s pensioners and the predicted incomes of women retiring in the future.Women’s roles
within families and households drive their experience in the labour market, with the decision to have and
care for children having a critical impact on women’s choices, priorities, their economic position and their
consequent prosperity in employment and retirement.

Other groups

69. Although women are historically the largest group at risk of inadequate pension provision, they are
not the only one. On current projections of State Pension coverage, in 2025 there will still be a small but
significant proportion of people who do not get a full or nearly full basic State Pension. It will no longer be
predominantly a women’s issue, although parents or carers with fragmented work patterns or people who
work part time or are on low earnings would, if the current system remains unchanged, be particularly
aVected. There will also remain, if current trends continue, inequality in non-state pension coverage. That
is one of the issues the proposal for a National Pension Savings Scheme is intended to address.

70. It is observable that black and minority ethnic groups tend to have lower accrual rates of both state
and private pension entitlement. Non-state pension coverage for BME groups is estimated at around two
thirds of white working age individuals. People from black and minority ethnic groups are also less likely
to have a full basic State Pension. These factors mean that current ethnic minority pensioners tend to have
lower overall income than their white counterparts—for example, the median net income before housing
costs of white pensioner units is £204 compared to £185 and £151 for Black and Asian units respectively.

71. Self-employed people also tend to have lower private pension coverage: the proportion of self-
employed people contributing to a non-state pension fell from 46% in 1999–00 to 35% in 2004–05.
Furthermore they do not have access to the state second pension. However, it may not be appropriate to
look at pension savings alone when considering pension provision for the self employed as they may be
building up resources for retirement using other means such as their business assets. Reliable data on the
extent to which this plays a role is not yet available.

DWP

March 2006

Supplementary memorandum from the Department for Work and Pensions
following the Secretary of State’s oral evidence on June 7

1. Personal accounts: Opt out Rates

Select Committee request

Opt out rates. The note on figure 1.xiv in the White Paper states that “participation rates and costs are
based on our central estimate of opt-out at around one third. We estimate that the range of opt out rates
will be between 20% and 50%.” It is further noted that analysis of data in the Wealth and Portfolio Choice
Survey “suggests that between 13% and 49% employees were likely to opt out based on their age, financial
status, family status and attitudes to saving, with a central projection of 29%.” Please provide further details
of this analysis.
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Reply

— We estimate that between 20 and 50%of employees automatically enrolled into a personal account
will choose to opt out of participation, based on their personal preference, financial capability and
individual situation.

— Our estimates are based on evidence of the eVects of automatic enrolment and employer
contributions on employee pension participation and our knowledge of the characteristics of the
individuals we expect to be automatically enrolled.

— Our central estimate is one third, backed up by research and trends in existing schemes.

The analysis behind our estimates

GAD Occupational Pension Schemes 2004

The Government Actuary’s latest survey, published in 2005, asked all private sector open schemes with
more than 12 members whether any of their members were automatically enrolled. They found that 41% of
pension members were participating in schemes operating automatic enrolment.

GAD then asked, for schemes where all employees are automatically enrolled, what level of participation
was achieved. They found that participation levels were 90% across all such private pension schemes and
85% in defined contribution schemes specifically, compared to 62% and 57% respectively where automatic
enrolment wasn’t used.

Employer Pension Provision Survey 2005

Analysis of the Employer Pension Provision Survey showed that where employers made a contribution
of less than 3% (but more than 0%) participation in pension schemes was 47%. Very few of these employers
would have been operating automatic enrolment. Where employer contributions were between 3 and 6%,
participation was 53% and where the employer contribution was 6% or more, participation was 60%.

Opt-out analysis of the Wealth and Portfolio Choice Survey

Individual-level analysis of the Wealth and Portfolio Choice Survey 2002 looked at the characteristics of
employees not in a good employer scheme, and how these could influence their decision to stay in a personal
account if automatically enrolled. Employees surveyed were scored, based on certain characteristics
considered to make them more likely to actively opt-out. Points were allocated on the following basis:

— two points each—aged under 25; “do not believe in saving”; reported to be struggling with debt.

— one point each—aged over 55; have children under 10; are self-employed.

Central, optimistic and pessimistic scenarios weremodelled withmore or fewer employees assumed to opt
out based on their accumulated “scores”. In the optimistic scenario with lower opt-out experienced, the vast
majority excluded had at least three qualifying characteristics, whereas in the pessimistic scenario with
higher opt-out experienced almost everyone with two characteristics was excluded.

The results of this analysis showed a broad range of potential opt-out from personal accounts, from 13%
to 49% with a central projection of 29%.

Why our optimistic scenario is 20%, rather than 15%, 13%, or 10% as suggested by the research

We expect automatic enrolment and a minimum employer contribution will have significant positive
eVects on the number of employees saving in an occupational pension.However, the group targeted includes
many people who are less likely to save in a pension even with these eVects. Many individuals who will be
automatically enrolled will have access to a good occupational scheme (and thus may choose to opt-out of
personal accounts and enrol in the occupational scheme), and some will already have been automatically
enrolled into those schemes but have chosen to opt out. For these reasons we believe that opt-out rates will
almost certainly be higher in personal accounts than those currently observed in good occupational pension
schemes with automatic enrolment.

2. Personal Accounts: Impact of Personal Accounts on Existing Provision

Select Committee request

The Regulatory Impact Assessment to the White Paper notes that “current evidence suggests that the
extent of ‘levelling down’ is likely to be limited.” The reference is to a forthcoming DWP research report
and a report by PricewaterhouseCoopers. Please provide further details of both reports.
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Further information on the research

This evidence is based on externally commissioned research carried out by an independent research
company (BMRB Ltd) on behalf of the Department for Work and Pensions.

The main objectives of this research were to explore the views of employers towards the concept of
automatic enrolment into personal accounts and employers’ likely responses if the new scheme were
introduced. This research used the Pensions Commission’s proposal for a National Pension Savings Scheme
(NPSS) as a framework to explore employers’ attitudes to various options and features that a personal
accounts scheme might have. It explored views on a range of issues including:

— a requirement for a minimum employer contribution;

— employer and employee contribution levels;

— likely impact of aminimum employer contribution and possible responses to aminimum employer
contribution;

— views on diVerent approaches to administering personal accounts;

— potential costs and administrative impact of personal accounts;

— views on eligibility criteria; and

— possible features such as portability and liquidity.

Employers were also asked about the potential impact of introducing personal accounts on existing
pension provision and whether they were likely to make any changes to their exiting pension scheme.

This research consisted of two complementary projects—in-depth qualitative research with employers
and a nationally representative survey of employers in GB. Details of these projects follow.

1. Qualitative study of employer attitudes to personal accounts.

This study involved 75 face-to-face in-depth interviews with private sector employers that employ
individuals within a business context. In addition, eight interviews were conducted with individuals who
employ others to provide a service in a non-business context, eg people who employ a nanny or a gardener.

The sample of business employers was purposively selected to reflect diversity in terms of employer size
(number of employees), whether the employer made a contribution to a pension scheme or not, industry
and geographical area. Non business employers were sampled to include a range of geographical areas in
Great Britain.

Marshall H and Thomas A, 2006 (forthcoming), Employer attitudes to personal accounts: report of a
qualitative study.

Quantitative survey of employer attitudes to personal accounts

This is a nationally representative quantitative telephone survey of 2,500 private sector employers in GB,
across all size bands and all industries. The sample for this project was drawn from themost robust employer
database available—the Inter-Departmental Business Register maintained by the OYce of National
Statistics.

Bolling K, Grant C and Fitzpatrick A, 2006 (forthcoming), Employer attitudes to personal accounts:
report of a quantitative survey

Findings from the research

The evidence from this research suggests that the extent of levelling down is likely to be limited.

When this issue was explored in a qualitative research study, employers currently operating pension
schemes with an employer contribution of 3% or more reported that they were likely to apply for exemption
from any new pension scheme arrangements because they viewed their pension scheme as an important
recruitment and retention tool that they would want to keep. There was very little evidence that these
employers would level down their existing pension schemes in response to personal accounts.

These findings were confirmed by quantitative evidence from the survey of employers which showed that
of those employers who report that personal accounts would mean an increase in total pension
contributions:

— only just over 1% who are contributing 3% or more said they would level down; and

— only 2% report they might close their scheme.
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Publication

Preliminary findings emerging from this research are included in the Government’s White Paper on
pension reform (Security in Retirement: towards a new pension system) and in the accompanying
Regulatory Impact Assessment.Work on the reports of both projects is underway andwe plan tomake them
publicly available as soon as possible

3. Measures to extend coverage of the basic State Pension

Select Committee request

A breakdown of the extent each reformmeasure contributes to this increase in coverage [“. . .around 70%
of women reaching State Pension age in 2010 will have a full basic State Pension entitlement”]

Reply

Reduction in qualifying years

A breakdown of the beneficial eVect of the reform measures depends on the order in which the modelling
is undertaken. For the purposes of modelling simplicity, we have modelled the most general change—the
reduction to 30 qualifying years first. Using the Government Actuary’s Department’s Retirement Pension
model, we found that this delivered a step change in basic State Pension entitlement for people reaching State
Pension age in 2010. The change is greatest for women, with around 70% of GB women expected to reach
state pension age in 2010 with entitlement to a full basic State Pension (compared to around 50% without
reform). These proportions are approximate, reflecting the inevitable uncertainty associated with any future
projection.

Phasing out autocredits

In addition to reducing qualifying years to 30, the Government proposes to phase out autocredits in line
with the increase in women’s State Pension age between 2010 and 2020. As outlined in the White Paper,
automatic credits based on age are largely unnecessary in the context of a lower number of qualifying years
required for full basic State Pension and an extended credited regime. In addition, they are out of step with
other measures the Government is taking to encourage people to extend their working lives.

To account for not introducing autocredits forwomen from2010, the average rate ofwomen’s entitlement
to basic State Pension used in the modelling is slightly reduced. This has the eVect of marginally lowering
the estimate of the proportion of women reaching State Pension age in 2010 who are entitled to full BSP
when qualifying years are reduced to 30.

Replace Home Responsibilities Protection

The Government also proposes to replace Home Responsibilities Protection (HRP) with a weekly credit
for people reaching State Pension age from 2010. This reformwould, in particular, benefit womenwho have
spent years caring for children—rewarding their contribution on a level footing with contributions made
through paid employment.

Taken together, after havingmodelled the reduction in qualifying years to 30, the change to themodelling
of autocredits and the conversion of HRP into weekly credits are not expected to significantly alter the
estimate that around 70% of women reaching State Pension age in 2010 will be entitled to a full basic State
Pension under theWhite Paper proposals. (Of course for those womenwho do not achieve a full entitlement,
these measures are expected to improve the proportion of basic State Pension they will receive).

Abolish the first contribution condition and the 25% de minimis rule

The above reforms are complemented by several other important proposed changes. The Government
proposes to abolish the first contribution condition and the 25% de minimis rule, which, respectively,
require that:

— Someone has gained at least one qualifying year through paid contributions; and

— Someone is entitled to at least 25% of the full rate of basic State Pension;

before any basic State Pension is payable.

Abolishing these two conditions will mean that every contribution (including paid and social
contributions) that people have made towards their basic State Pension will count towards their eventual
entitlement. Up to 100,000 people a year reaching State Pension age could benefit from this.341

341 This figure includes overseas cases, some of whom benefit from reciprocal agreements.
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Severe disability carers

Further, the Government proposes that people who undertake care for people with severe disabilities for
20 hours or more a week should become entitled to credits for both basic State Pension and State Second
Pension. We estimate that around 70,000 people a year could gain a credit for basic State Pension from this
proposal, and over half of these will be women. The new credit for those caring for 20 hours or more should
mean that around 110,000 more women and 50,000 more men will be accruing entitlements to State
Second Pension.

Select Committee Request

The measures for which the Department have records that would enable them to be applied
retrospectively (i.e. to people reaching the State Pension Age before April 6th 2010).

Reply

The measures to extend coverage of the basic State Pension, published in Security in retirement: towards
a new pension system, would be delivered through theNational Insurance contribution scheme, modernised
to reflect today’s social and economic realities. Consequently, they are based on National Insurance
records—existing contribution records of those reaching State Pension age from 2010 and contribution
years built up from this date, in accordance with the new proposals.

Therefore, certain National Insurance records are available that could allow retrospective application in
some cases. However, making retrospective changes would be wrong in principle and in certain
circumstances, such as with the new carers credit, almost unworkable because no records exist now. It would
not be possible to ascertain, for example, whether someone spent past periods caring for 20 or more hours
a week for a severely disabled person. To do so could be intrusive and forfeit any checks and balances in
the scheme.

Essentially, as with any reform, the timing of change to the state pension system involves striking a
balance: to achieve fair outcomes for tomorrow’s pensioners, while ensuring that the transition from the
current arrangements is aVordable, avoids complexity and is delivered successfully. This is critical to the
development of a sustainable settlement on which people can base decisions about working and saving for
their retirement.

The Pensions Commission’s Second Report signalled that today’s pensioners are, on average, as well
provided for as any previous generation and most people reaching State Pension age will continue to be
beyond the next decade. The Commission also concluded, however, that significant numbers of today.’s
workers will not build up the level of retirement income they expect, with major and increasing problems
occurring after about 2020. In addition, there is a particular issue for women who are aged around 45 or
over today, whose state pension entitlements are, on average and without reform, projected to lag
significantly behind those of men for around the next 20 years.

The measures are, therefore, designed to apply only to those people reaching State Pension age from 6
April 2010. Individuals who reach pension age before this date will not lose the entitlement they have been
expecting during their working lives. They will have had the benefit of improvements brought about by
Pension Credit and, in the case of women, an earlier State Pension age.

Introducing the measures from 2010 will bring forward the projected improvements in women’s basic State
Pension entitlement. This will be particularly beneficial for the key cohort aged between about 45 and 55
today, who may not have seen the full benefit from HRP or improved access to the labour market. The
changes would also address the slight decline in the level of men’s basic State Pension entitlement forecast
for the longer term.

4. State Second Pension

Select Committee Request

The White Paper notes that “after 40 year of work or credits, a low earner can expect to build up an
additional top-up of around £60 a week.”342 It further states that that “by around 2025, only the flat-rate
element would remain. By around 2030, this flat rate element would be worth around £1.40 a week in
constant earnings terms in State Second Pension at retirement for each qualifying year”.343

342 Para 3.51-2
343 Regulatory Impact Assessment, para 4.25
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Please provide clarification on:

— The number of years for which a personwill be able to continue to accrue State Pension entitlement
during working life in future. For example, will it be from 16 to State Pension Age (SPA)? In which
case will individuals be able to accrue greater S2P as a result of the planned increases in the SPA?

— The maximum S2P that will be payable by 2050 assuming it has become flat-rate by then;

— The number of years of contributions or credits will be required for someone retiring in 2050 to
earn enough S2P such that, when added to a full basic state pension, the combined amount will a)
exceed the standard Guarantee Credit level for a single person and b) take them free of Pension
Credit altogether?

Response

A point of clarification:

The White Paper, including paragraph 4.25 of the RIA, states that State Second Pension (S2P) will
become flat rate by around 2030—not 2025 as stated in the request.

Number of years of accrual
A person may accrue S2P during the period for which they are liable for National Insurance, which is from
age 16 to State Pension Age. So, people will be able to accrue more S2P as State Pension age increases.

Maximum S2P payable

The current design of S2P gradually erodes earnings related accruals so that by around 2056 all earners
would accrue the same flat rate amount. TheWhite Paper proposes accelerating this process so that S2P will
accrue on a flat rate basis by around 2030.

The chart below shows illustrative S2P outcomes for low, median and high earners over the period 2005
to 2053. It assumes that a person works or is credited into the system from the age of 25 (i.e. 40 years of
work/crediting) but increasing as state pension age rises and hence showing a 2053 outcome rather than a
2050 outcome.

WEEKLY S2P OUTCOMES FOR WORKING FROM AGE 25—STATE PENSION AGE

Weekly Retiring in
earnings 2005 2010 2020 2031 2042 2053

Low £230 £35.86 £37.67 £38.78 £44.24 £54.74 £60.95
Median £440 £84.97 £79.27 £78.62 £62.66 £64.83 £66.19
High £630 £129.28 £118.26 £115.79 £76.70 £71.32 £67.31

The chart shows how outcomes for median and high earners reduce over time as earnings relation is
eroded. People earning higher amounts still see higher S2P outcomes as earnings-related rights accrued prior
to 2030 will be honoured. Eventually, outcomes for all earners will be the same as pre-2030 amounts
disappear—the first completely flat rate S2P will be paid to people retiring in around 2080.

The theoretical maximum overall S2P for someone retiring in 2053 is £86.50. However to achieve this
outcome a contributor would need to work from age 16 to age 68 and during the period up to 2030 (when
earnings relation is still in place) would need to have consistent annual earnings of over £30,000.

Number of years required—Pension Credit

Assuming there is entitlement to a full Basic State Pension, a low earner or someone credited-in (i.e.
always on the flat rate of S2P accrual) retiring in 2053 would need 25 years to clear the Guarantee Credit at
the point of retirement.
Again assuming a full Basic State Pension, a low earner or someone credited in (i.e. always on the flat rate
of S2P accrual) retiring in 2053 would need 40 years to clear Pension Credit altogether at the point of
retirement.

In both examples it is assumed credits/contributions are paid for the last 25 or 40 years of a working life.
This caveat is required because the value of the flat rate element of S2P increases year-on-year—for instance
it will be worth around £1.20 a week pension in 2010, but around £1.55 a week in 2050 (in earnings terms).
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5. The percentage of pensioners entitled to Pension Credit over time

Select Committee Request

The White Paper states that “fewer pensioners—down to around a third by 2050—could be entitled to
Pension Credit.”344 Some detail of how this changes over time is in Figure 3.v. However, it is diYcult to read
the exact percentages from the charts. Please provide further details of the proportion of pensioners
estimated to be eligible to Pension Credit now (broken down into the diVerent components as in Figure 3.v)
and how this changes over time, up to 2050. To what extent do the projections for future years depend on
the assumed current proportion?

Response

Proportion entitled today

The table below shows estimates of the proportion of pensioner population entitled to Pension Credit
now.

Guarantee Guarantee & Savings Credit Total
only Savings Credit only Pension

Credit

2006–07 15% 18% 12% 45%

Proportion entitled over time

The proportions eligible for Pension Credit in the future are subject to a range of uncertainties and a
number of factors including policies on uprating diVerent benefits. Table 1 shows the projected proportion
of pensioner households eligible for Pension Credit under the proposals contained in the White Paper
“Security in retirement: towards a new pensions system.”

Table 1

PROJECTED PROPORTION OF PENSIONER HOUSEHOLDS ELIGIBLE FOR PENSION
CREDIT FOR SELECTED YEARS UNDER THE WHITE PAPER PROPOSALS

Guarantee Guarantee & Savings Total
only Savings Credit Pension

Credit only Credit

2010 16% 15% 14% 44%
2020 12% 13% 16% 41%
2030 9% 10% 12% 31%
2040 6% 9% 12% 27%
2050 6% 10% 14% 29%

Notes:

1. Projections of the proportion of pensioner households eligible for Pension Credit are sensitive to
modelling assumptions and to projected changes in the distribution of pensioner incomes.

2. The estimates of proportions shown here are the mid-points of projections taken from two separate
micro-simulation models. Modelling of the reform proposals does not include any increase in private saving
from the introduction of personal accounts, which would further reduce the numbers eligible for Pension

Credit. 3. Estimates are calibrated to the mid-points of the 2004/5 National Statistics range estimates of
non-eligibility to Pension Credit, which adjust 2004/5 Family Resources Survey data to take account of
possible biases in reporting. Although the estimates here are not presented as ranges, they are subject to a
margin of uncertainty.

344 Regulatory Impact Assessment, page 20
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Specific reference to the assumed current proportion eligible

The results of this type of analysis are sensitive to the modelling approach and underlying assumptions.
We have taken account of this in the White Paper by drawing on results from two separate models—both
of which confirm the trend presented in Figure 3.v of the White Paper.

We are confident therefore that this is a robust estimate and that the reforms will substantially reduce the
proportion of pensioners eligible for PC over time. But we need to keep in mind that we are projecting
outcomes over 40 years into the future and there is necessarily a degree of uncertainty in the estimates. The
current proportion of pensioners eligible to Pension Credit used in the White Paper is calibrated to the best
available source of estimates—National Statistics estimates of Pension Credit take-up, published on 11May
2006. This suggests eligibility in 2004/5 in the range 43% to 48%. TheWhite Paper uses the mid-point of this
range i.e. around 46%. This is a higher starting point than that used in the second report of the Pensions
Commission, which was based on the best estimates available at the time (the OYce of National Statistics
estimates of Pension Credit eligibility had not been published at that time). We alsoexpect the proportion
eligible to remain at around this level to 2010—the first year presented in theWhite Paper analysis—because
although the number of pensioners eligible is expected to continue to grow, we also expect there to be a
substantial increase in the overall pensioner population during the same period as post war baby boom
generations begin to reach state pension age.

Extent projections for future years depend on the assumed current proportion

The assumed current proportion eligible will have some influence on the projections for future years. For
example we estimate the proportion of pensioner households entitled to PC in 2004/5 to be in the range 43%
to 48%. Projecting this forward, under current uprating assumptions, we estimate the lower point of the
range rising to 69% and the higher to 72% by 2050. Future projections also depend on the modelling
approach and on assumptions about future trends in pensioner incomes.

Under reform the assumed current proportion eligible will have some influence on the projections for
future years, but they depend much more on the modelling approach and on assumptions about future
trends in pensioner incomes.

To illustrate this, the following table shows the projections from the two separate models that were used
in Figure 3v of the White Paper:

PENSIM2 Static Model

2010 45% 44%
2020 39% 2%
2030 29% 33%
2040 25% 29%
2050 27% 32%

Note the small diVerence in start point, but the larger diVerence in end point.

6. Assumptions on take-up of Pension Credit

Select Committee Request

“Pension Credit take-up overall is assumed to remain at the level in 2007/08, which is projected to be
around 80%” (Regulatory Impact Assessment, page 155). Please provide details of the projected take-up
rates by those entitled to the diVerent components: Guarantee Credit; Guarantee and Savings Credit; and
Savings Credit only. To what extent do the projections for future years depend on the assumed current
proportion?

Response

Take-up of Pension Credit for 2004/05 is as follows.

Lower Bound Upper Bound

Total Pension Credit 61% 69%
Guarantee Credit only 70% 81%
Guarantee Credit !Savings Credit 70% 81%
Savings Credit only 43% 50%

Source: National Statistics Estimates of Take-Up in 2004/05
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Overall take-up is projected to increase from the 2004–05 starting point as the forecast of caseload grows
towards the 3.2m caseload target measured at the end of 2007–08. By this point take-up is projected to be
around 80%, although this is aVected by reporting biases in the Family Resources Survey and not corrected
for these. After 2007–08, take-up is assumed to stay broadly within a range around 80%, on the same basis
of calculation.

To what extent do the projections for future years depend on the assumed current proportion?

Therefore projections of public pension for future years do not depend on the assumed current take-up
proportion, but on the proportion projected for 2007–08, which is assumed to remain broadly unchanged
thereafter.

Additional

There are no specific assumptions about component take-up in themodelling. The derivation of the trend
in overall entitlement is produced using the Department’s Policy Simulation Model based on the Family
Resources Survey. However, this is not corrected for known sampling error and reporting biases and this
can lead to some households being categorised in the wrong component type. In the long term this
uncertainty becomes even more significant as the reporting errors in the Family Resources Survey may be
diVerent among households further up the income distribution—we cannot know whether the estimated
range of entitlement would increase or narrow. Therefore breakdowns of take-up by component type are
not available.

7. Earnings indexation of the Basic State PensionSelect Committee request

The White Paper states that “During the next Parliament, therefore, we will re-link the uprating of the
basic State Pension to average earnings. Our objective, subject to aVordability and the fiscal position, is to
do this in 2012 but in any event at the latest by the end of the next Parliament.”345 Detailed costings of
restoring the earnings link in 2012 are provided in the White Paper.346 Please provide equivalent figures for
(a) if the earnings link was restored in 2010 and (b) if it were restored in 2015. Please also provide figures on
the proportion of pensioners estimated to be eligible for the Pension Credit in 2050 under each of these
alternative assumptions.

Reply

If the earnings link was restored in 2010 and 2015:

COST OF EARNINGS-UPRATING THE BSP FROM . . .

2008 2009 2010 2011 2012 2013 2014 2015 2020 2030 2040 2050

2010 0.0 0.0 0.5 1.1 1.8 2.4 3.0 3.7 7.1 19.9 36.3 50.3
2012 0.0 0.0 0.0 0.0 0.6 1.2 1.8 2.4 5.6 17.7 33.3 47.0
2015 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.5 3.5 14.5 29.1 42.1

Notes:

— All figures in £ billion, 06–07 price terms.

— The table contains the additional costs of reforms to the Basic State Pension over and above the
current (price-uprated) system. It includes earnings-uprating the BSP, coverage measures from
2010, and abolition of ADIs from 2010. Savings from increasing State Pension Age are excluded.

— The reforms proposed in the White paper are a complete package, and varying one aspect may
require others to change too.

— These costs assume that the only change is the date of earnings-uprating the BSP, with everything
else held constant.

— All other footnotes as per Figure 9 of the White Paper apply.

Proportion of pensioners estimated to be eligible for the Pension Credit in 2050 under each of these
alternative assumptions

We estimate that, under the proposals set out in theWhite Paper, the proportion of pensioner households
eligible to Pension Credit will fall to around a third in 2050. This assumes a 2012 start date for the earnings
uprating of the basic state pension.

345 Para 3.24.
346 Figure 9 on page 24.
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Changing this start date to 2010 will decrease the proportion eligible by a small amount (around 28%)
and delaying the start date to 2015 will increase the proportion by a small amount (around 32%).

Department for Work and Pensions

30 June 2006

Memorandum submitted by the Forum of Private Business

What is the FPB?

The Forum of Private Business (FPB) was formed in 1977 and is a pressure group fighting on behalf of
private businesses. The FPB represents approximately 25,000 UK-based businesses employing in excess of
600,000 people, and is a powerful lobbying voice in both the UK and the European Union.

The FPB, as the only full UK member of UEAPME—the organisation which represents small and
mmedium-sized enterprises (SMEs) in Europe—is the most prominent advocate of UK SMEs in Brussels
and has a track record of positively aVecting legislation prior to its introduction in the UK.

The FPB also provides a range of business services aimed at increasing member eYciency and
profitability.

FPB Research

All of the FPB’s campaigns are based on the views ofmembers.Members vote in a quarterly Referendum,
using ballot forms to add the comments theywant us to forward to their elected representatives. Referendum
is a tool that business owners have been using since 1977 to make their voices heard.

The FPB has more than 20 years’ worth of experience of accredited research into the small business
community. We have been using the Quarterly Survey since 1980 to track business growth and the rise and
fall of key issues. The Quarterly Survey has recently been made even stronger by merging with the Small
Business Research Trust Quarterly Survey.

We survey businesses by mail, over the telephone and face-to-face. We also collect data electronically,
which enables us to source opinions from hundreds of businesses within a matter of hours.

General Comment on Pension Reform

In March 2006 the FPB conducted a survey of over 3,000 businesses in response to the Turner Report
published in November 2005, and ahead of the forthcoming Government White Paper on pension reform.

The survey sought to identify the views of owners of smaller businesses regarding current pension scheme
oVerings, the impact of a compulsory scheme and to place a fiscal impact on this proposal. Until the middle
of the last decade, the UK’s position regarding the provision of pensions was regarded as being healthy.
Since then, a combination of tax changes, increased life expectancy and falling stock markets have deeply
undermined that position. Most large companies are now withdrawing from final salary schemes, which are
increasingly the preserve of public sector employees.

Most employees in smaller businesses have relied on personal pensions (with or without employer
contributions) or on the state pension. The introduction of stakeholder pensions in 2001 was intended to
improve provision for low-paid workers, but slow take-up has meant this has had a limited eVect.

As such it is argued that, without compulsion, provision will not be made, and both future taxpayers and
pensioners will suVer.

An investigation by the Pensions Commission has led to a proposal that all employees who are not
currently members of an occupational or private pension be automatically opted into a new National
Pension Savings Scheme. Under this proposal, it would be compulsory for the employer to contribute 3%
of the employee’s salary to the scheme.

As the results of this survey show, this proposal will have a harmful impact on the small business
community. We urge the readers of this submission to recognise and understand the serious consequences
of such a proposal.
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Will compulsory pension contributions for employers become a reality?

Figure 1: Percentage of respondent by size of business
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As you can see from figure 1, 42.2% of respondents fell within the one to 10 employee size band category
while 50.3% of respondents fell within the 10 to 60 category. As definitions of small businesses currently
stand, this survey harnesses the views of mainly micro to small businesses.

Figure 2: Current pension provision made by
owners of smaller businesses
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Figure 2 demonstrates that nearly half of all respondents oVer a stakeholder pension as their current
pension provision to employees. This figure is hardly surprising given that provision of a stakeholder scheme
was made compulsory for those businesses with five or more employees in 2001. The scheme oVers a simple,
low cost and flexible personal pension, encouraging employees to save for their retirement. Stakeholder
pensions are highly tax eYcient; for every £78 an employee puts into the scheme theGovernment contributes
an additional £22, even if the pension holder is a nontaxpayer.

Despite the fiscal advantages for employees and the simplicity and flexibility for employers to administer,
take up has been and is low. The Government’s expectation that small business owners would be the main
advocates of this scheme to the wider public without a robust infrastructure for support was a major failing.
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Since its early introduction, the Government has set up a dedicated advice helpline and advertising
initiatives which have highlighted the importance of such a scheme. However, it should not be
underestimated that any future scheme introduced needs to be widely promoted and fully understood by
the small business community.

AGroup Personal Pension (GPP) scheme was the second (22.4%) most popular type of pension provision
oVered by small businesses. The other pension oVerings by employers surveyed included defined
contributions and defined benefit.

The low number oVering a defined benefit scheme can be explained by the fact that the employer
underwrites the vast majority of costs. If investment returns are poor or costs increase, the employer needs
to either make adjustments to the scheme or to increase levels of contribution.

The decline in defined benefit schemes amongst employers is a result of rising costs due to reductions in
fund values. Costs have also increased due to the regulatory requirements introduced to protect the
members’ interests. This level of complexity is compounded due to the infrastructure of a small business.

The most significant statistic to come from figure 2 is that nearly a third of all respondents to this survey
do not oVer a pension scheme to their employees at all. Caution is required when addressing these statistics.
It must be remembered that a large proportion of respondents (nearly 20%) currently fall below the
compulsory pension provision threshold of five employees.

However, it cannot be ignored that there is still a large proportion of employers in smaller businesses who
are not oVering a pension scheme to their employees. Figure 3 below seeks to identify reasons behind this.

Figure 3: Reasons for not offering a pension scheme
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Increase in costs (37%) is the primary reason small business owners do not oVer a pension scheme to their
employees. This is of concern given that provision of a stakeholder pension scheme does not have to cost
the employer anything in fiscal contributions. As described earlier in this report, lack of promotion of the
attributes of such a scheme to small business owners has led to low take up and low oVering.

The impact of legislation is cited as the second barrier to pension provision by small employers. The
burden of regulation has long been a significant concern reported to the FPB by its members as a limitation
on their productive functions. In the view of the FPB, the reference to time spent in completion of forms
emphasises the central problem of regulation for smaller businesses—the “burden” of reporting processes
to ensure compliance. In most cases, the burden of regulation is seen as a function of two elements imposed
on business—a time commitment and an accompanying cost. The total cost may well be more than the cost
of time, in that the physical compliance methods can contribute to total costs (price of forms, software etc).

For the reasons described above, it is the regulatory burden rather than the lack of goodwill towards the
wellbeing of employees and their future provision which explains the low number of employers oVering a
pension scheme. It is also interesting to note that 16% of respondents noted that lack of provision was due
to their lack of trust in pension scheme providers.

When looking through the anecdotal evidence, it was abundantly clear that the employees themselves did
not want a stakeholder scheme either. Employers reported that the employees were not convinced of the
importance of having one and had little trust in pension companies.

Question 5 of the survey asked whether small employers supported the idea of a compulsory 3%
contribution towards their employees’ pensions.
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Figure 4: Do you support the idea of employer compulsory 
pensions?
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For the reasons described earlier in this report, an overwhelming 75.5% of respondents were not in favour
of compulsory pensions.

To further explore the reasons why they are not in favour of such a scheme, on the following page are
direct respondent quotations supporting just some of the reasons already described.

FPB member comments

“Our scheme has been running for some years. It is oVered to all staV but some have their own
schemes which they want to keep up. We should not force them to change if they do not wish to.”

“We already pay NIC. The private sector cannot be expected to continue to support an
everincreasing public burden.”

“[Neither] we nor our staV can aVord the costs. Anyway, isn’t this what our National Insurance
contributions are supposed to be for? We cannot trust this government not to grab the money for
themselves.”

“We cannot pass any costs on in our manufacturing business at all. We cannot absorb yet more
government taxes. This will only encourage more companies to source products from the far east.
For me it will be an even greater disincentive to take on any staV on a permanent basis. I would
be forced to sub-contract yet more work to one-man companies.”

“It’s only another tax or a deduction from salary. We won’t just pay staV an extra 3%. Given the
choice, our staV have mostly declined to make contributions to stakeholder schemes. In fact most
staV have chosen to have salary in lieu of stakeholder. Also, older staV don’t want additional
monies going in to pension. So a blanket requirement for all staVwould discriminate against older
staV—which is illegal under new legislation.”

“This would simply push up all costs and increase prices and inflation. Most small business could
not aVord to do this.”

“We already have the minimumwage going up by twice the rate of inflation and despite what they
are all saying, it does have an eVect on the higher earners. If the low paid go up by 6% they want
to know why their income is not going up by the same. A compulsory 3% employer contribution
would mean a 9% rise in the minimum wage.”

“We already spend lots of time looking after staV and their requests, it’s time that individuals and
government became responsible for their needs, allowing small businesses to get on with providing
more local employment instead of chucking the towel in through despair from so much red tape.
The world does not owe us a living—please take action and stop the mollycoddling.”

Question 8 of the survey asked what a compulsory 3% contribution on the gross annual wage bill would
equate to.
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Figure 5: Extra cost on gross annual wage bill
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As figure 5 shows, the extra cost posed on small business owners would largely fall into two categories,
£2,000 to £3,999 and £10,000!. The eVects of this additional cost imposed on the smaller business is
described in figure 6 and 7 below:

Figure 6: Can your businessafford such an increase in your gross annual wage bill?

20.2%

71.7%

8.1%

Yes
No
Don't know

An overwhelming 71.7% of respondents stated that they would not be able to aVord such an increase in
their gross annual wage bill.
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Figure 7: What negative impact, if any, do you think compulsory

employer contributions would have on your business?

Figure 7 shows that, worryingly, nearly half of all respondents believe this measure would prevent them
from expanding and investing in their business. Nearly two thirds of respondents believe this measure would
prevent them from employing extra workers.

The impact of the way smaller business owners have responded above is further compounded when
reading the member quotations below:

FPB member comments

“This will be the final straw, we will close down after 23 years of trading.”

“Company would not be able to cope with present staYng levels.”

“It will be an added cost that I will have to try and pass on to my clients.”

“It will discourage me from even being an employer.”

“It could well put us out of business all together.”

“It might slow down the staV churn but it’s money not available for further expansion.”

“It will mean hiring more part-time staV doing fewer hours to do the work.”

Conclusions

Forcing employers to contribute to employee pensions is not the answer in trying to ensure every
employee has made a provision for the future.

The imposition of this measure could have the opposite eVect, by forcing a lot of smaller employers to
close down, resulting in loss of jobs.

The UK Government constantly reminds us that it is dedicated to creating an entrepreneurial
environment in which small businesses can survive and thrive. As this report has shown, forcing employers
to make compulsory pension contributions will deter them from expanding, investing and employing more
staV. This is contrary to the Government’s commitment.

Smaller businesses find current schemes bureaucratic and expensive. There is a lot of distrust in pension
companies and in the performance of the investment markets, even among employees. If the Government
is to make people understand the importance of ensuring they have a pension scheme in place for the future,
these are the issues that they need to address directly.

Forum of Private Business

March 2006
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Memorandum submitted by the Pensions Policy Institute

Summary (Starting Paragraph of each Section Noted)

1. There is widespread agreement among experts involved in pensions across a range of disciplines that
the pension system needs reform and that reform should start with the state pension (Paragraph 2).

2. The broad construct of the Pensions Commission’s proposals were in line with the ideas suggested by
many pension experts, and so should command consensus support (Paragraph 8).

3. However, many pension experts would urge a bolder solution than the Pensions Commission proposal
to meet the Government’s tests for reform more eVectively (Paragraph 18). Specific aims would include:

(a) Reducing means-testing from its current levels, rather than trying just to stop the future spread of
means-testing.

(b) Moving quickly to a simple, flat-rate state pension, probably a single tier, rather than keeping an
element of earnings-related benefit in the second state pension for decades.

4. A faster transition to a simpler state system along these alternative lines is both possible and aVordable,
could have a better distributional outcome, and could reduce reliance on means-testing still further
(Paragraph 35).

5. Moving forward is diYcult in the absence of any transparent, engaged debate on howmuch we should
be spending on state pensions, and on how to aVord the consensus solution. Creative solutions are possible
(Paragraph 55).

6. The National Pension Savings Scheme (NPSS) will be very diYcult to justify unless means-testing is
reduced from current levels. And even then, there are significant risks and uncertainties with the “new build”
nature of the NPSS proposal (Paragraph 63).

7. A less radical NPSS for discretionary savings rather than purely pension purposes, working from
existing provision and learning lessons from the only other example of a national auto-enrolment scheme
(the KiwiSaver planned for New Zealand) could achieve much of the benefit NPSS is proposed to deliver
with less risk (Paragraph 73).

The Role of the Pensions Policy Institute

1. The Pensions Policy Institute (PPI) promotes the study of pensions and other provision for retirement
and old age. The PPI is unique in the study of pensions, as it is independent (no political bias or vested
interest); focused and expert in the field; and takes a long-term perspective across all elements of the pension
system. The PPI does not make policy recommendations, or support any one reform solution, but exists to
contribute facts and analysis to help all commentators and policy decision-makers.

Consensus on Reform

2. There is widespread agreement among experts involved in pensions across a range of disciplines that
the pension system needs reform and that reform should start with the state pension.

3. The PPI has been keeping a “stocktake” of pension reform proposals made by diVerent organisations
with an interest in pensions.347 By the time the Pensions Commission published its Second Report in
November 2005, the stocktake analysis covered over 30 proposals.

4. All of the proposals in the PPI stocktake suggested reform of the state pension system. The problems
with the current state pension system have been summarised by the PPI as follows:348

— Unequal outcomes arise because higher earners get disproportionately more than lower earners
from Basic State Pension (BSP), State Second Pension and tax relief on private pension saving. In
particular, women are disadvantaged compared to men as they do not have working lives that fit
easily with National Insurance contribution rules that need to be met to qualify for the state
pensions.

— Individuals cannot be sure what they will get from the state in future or understand how their
entitlement is derived, because of the complexity of over 100 parameters defining state pension
income, and uncertainty in what those parameters will be in future. Confidence in future state
provision is low.

— Too high expectations are placed on the private pensions sector, which seems unlikely to grow
significantly. Private pensions contributions have been, at best, flat and employer provision is
changing. Property investment cannotmake up for declining pensions, as the people with property
tend to be those who have pensions as well. The state is likely to remain the majority provider of
retirement income.

347 See PPI Briefing Note 18 Pension Reform, updated October 2005.
348 See PPI (2006) PPI initial analysis of the Pensions Commission’s Second Report
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— Policy on state pensions seems unsustainable. Current policy is widely seen as politically diYcult
as it implies over three-quarters of people over 65 eligible for the means-tested Pension Credit in
future. To avoid this, Pension Credit could be made less generous, but this would then reverse the
improvements made in pensioner poverty. A new policy based on greater entitlement to state
pension is widely seen as the better alternative. This will require addressing the long-term cost of
state pensions, but this is inevitable anyway, as even the recently increased estimate of long-term
state spending on pensions appears low against comparisons with other countries.

5. Nearly all the calls for reform suggest that the Basic State Pension needs strengthening in all of the
following three three ways:

— The level should be increased from £84 a week to, preferably, £114 (the minimum level for
Pension Credit).

— It should be indexed at something faster than prices, preferably earnings.

— Coverage should be widened to be fairer between women and men.

6. The consensus on reform was further underlined by the results of a PPI project run throughout 2005
(funded by the NuYeld Foundation). This project involved around 80 pension experts from over 40
organisations, debating detailed papers on critical aspects of the interaction of state and private pensions.
The final report349 stressed the majority view of the pensions experts involved—that the currently muddled
role of the state in pension provision should be clearly delineated into two:

— Deliver better on the one role that only the state can do—poverty prevention.

— Enable and incentivise the private sector to dowhat it does best ı provide earnings-related pensions
on a voluntary basis.

7. The reasons for this view include:

— There is a widespread concern that means-testing makes it uncertain what people will receive from
the state in future. Experts believe that central to promoting personal responsibility to save for a
higher-than-adequate retirement income is that Government should communicate with certainty
what the state pension will give.350 This implies a clearly delineated state pension with certain
outcomes, and less reliance on Pension Credit.

— It is well accepted that the state has a duty to redistribute tax revenues to provide a state pension
to take people to an adequate level of retirement income, so that poverty is prevented in old age.
But in an ageing society, the cost to the state of doing a lot more than that will probably mean too
high a tax rate. The appropriate level of adequacy for the state pension would always be debated.
For the UK, provided it has wide individual coverage, the state pension would need to be at least
21%–25% of NAE (because Pension Credit is of this order), but higher would of course be
welcomed.351 Having settled on an aVordable level of state pension the question becomes how best
to organise it simply so that adequacy is guaranteed without the uncertainties, inequalities, gaps
in coverage and unintended consequences inherent in the current system.

— Government intervention in the private sector necessarilymeans regulation (so cost to consumers),
and can mean confusion where state and private pensions overlap. Preferences from industry
participants have generally been to aim for simplification, to minimise regulation and to lobby for
Government to increase incentives to influence savings behaviour.

Consensus on Broad Construct

8. The broad construct of the Commission’s approach is very much in line with the consensus among
pensions experts that has emerged in the last year or so. The basic theme of the Commission’s proposal for
state pension reform is a higher, simpler flat state pension with less means-testing and wider coverage for
those with interrupted work histories. However, there are concerns with the particular model for state
pension reform the Commission has chosen, explored later in this submission (paragraphs 18 et seq).

9. The fact that this will cost more than the current system in the long-term is only to be expected as it
is unrealistic to keep spending level while the number of people over state pension age is increasing so
rapidly. This submission considers alternative ways of aVording state pension reform (paragraphs 60 et seq).

10. The way of mitigating the cost in the long-term suggested by the Commission—raising state pension
age—has been promoted by many pensions experts for some time as the most logical approach. This is
because of the life expectancy improvements already made, let alone the further improvements expected in
future (Table 1).

349 PPI (2006) Shaping a Stable Pensions Solution: How pension experts would reform UK pensions
350 There will always be political risk of change in any system, but the certainty important here is that with no policy change, an
individual can be sure what his or her state pension will be.

351 The history of SERPS plans and subsequent cutbacks has meant that the long-run history of UK state pensions has generally
provided in this range. If left to evolve without reform, the current system will flatten out at providing around 20% of NAE.
See PPI (2005) Should earnings-related pensions be compulsory or voluntary?
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Table 1:

AVERAGE LIFE EXPECTANCY FROM AGE 65 FOR MEN ANDWOMEN AGED 65 IN THE
YEAR SHOWN (GOVERNMENT ACTUARY’S 2004-BASED PROJECTIONS)

Men Women

1981 14 years 18 years

2005 19 years 22 years

2025 21 years 24 years

11. There are concerns about the proposal to increase state pension age, but the Commission’s specific
proposal suitably takes these concerns into account:

— The proposal is for a small increase in the state pension age compared to the life expectancy
improvements already locked in. Even since the 1980s (let alone since 1928 when the state pension
age was first set at 65 for men and women), manymore people are reaching age 65, and then living
four or five years longer on average (Table 1). In comparison, the Commission’s central proposal
for one year increments to age 66 by 2030, 67 by 2040 and 68 by 2050 looks modest.

— A suitable notice period is suggested compared with the 15–20 year notice period given for the five
year step for women’s state pension age from 60 to 65 in the Pensions Act 1995.

— Some concerns have been expressed that raising state pension age disadvantages poorer people
who are more likely to die younger than richer people. There is a socio-economic gap in life
expectancy, but it is exaggerated by poor historic data, and by looking at the ends of the
distribution (fewer than 5% of men are now in the unskilledmanual Class V group, and declining).
Life expectancy has improved for all socio-economic groups, in similar orders of magnitude.352 As
a way of softening the impact of any raise in state pension age for people unable to continue
working, the PPI suggested keeping Guarantee Credit (GC) available a few years below state
pension age.353 GC is available now at age 60, but the age of availability is expected to increase to
65 between 2010 and 2020 coincident with the increase in female state pension age. The Pensions
Commission also proposed this.354

12. Some commentators have cautioned against future rises in state pension age because the impact that
observable increasing rates of diseases such diabetes and obesity will have on future life expectancy is not
understood. This is because life expectancy projections are carried out by extrapolating probabilities of
dying in aggregate (that is, from all causes of death). A more detailed epidemiological model, working
“bottom up” from each cause of death would be required to increase our understanding of future likely
trends.

13. Further research on the “bottom up” approach should be supported. Such a model would help to
predict whether it is likely that future life expectancy improvements would be slower than those seen to date,
or whether life expectancy would actually start to decline on average or for some groups (although a decline
in life expectancy has hardly been seen in the developed world).

14. Even while such research is taking place, it would be better to signal future increases in state pension
age so that people can plan against that expectation. The proposed increases can be cancelled or scaled back
should life expectancy unexpectedly worsen. The alternative, of waiting to confirm further improvements
before acting, risks either higher than expected costs or having to push through increases in state pension
age at short notice.

15. The Commission highlights that working at older ages will be a large part of the solution. In fact,
looking at the sources of economic value from the Commission’s proposals, later working contributes more
than either state pension reform or the NPSS (Chart 1).355

352 PPI Briefing Note 17 How big is the life expectancy gap by social class?
353 PPI Submission to the Work and Pensions Committee of the House of Commons on the Future of UK Pensions October 2002;
PPI Submission following the Pensions Commission’s First Report January 2005, paragraph 89.

354 Pensions Commission Second Report (2005) p 24.
355 Simplified from Pensions Commission Second Report (2005) p 289 and p 299.
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16. The policies to make extended working lives a reality operate in the labour market rather than in
pensions. It is important that this does not get forgotten in the pension policy debate. The proposals made
by the Commission to encourage longer working lives are therefore very important.

17. The Commission’s proposals for a new National Pensions Savings Scheme have been welcomed
largely because auto-enrolment is seen as a good “halfway house” between compulsion and laissez faire
However, there are some concerns about the particular model proposed by the Commission for the NPSS
which are considered later in this submission (paragraphs 63 et seq).

Bolder Solution Preferred

18. Many pension experts would urge a bolder solution than the Pensions Commission proposal to meet
the Government’s tests for reform more eVectively. Consistent with the PPI analyses referred to earlier,
many pension experts would advocate:

(a) Reducing means-testing from its current levels, rather than trying just to stop the future spread of
means-testing.

(b) Moving quickly to a simple, flat-rate state pension, probably a single tier, rather than keeping an
element of earnings-related benefit in the second state pension for decades.

(a) Reducing means-testing from current levels

19. There is serious concern among pension experts about continuing the current level of means-testing
for basic income, through Pension Credit. It is recognised that Pension Credit has done much to lift up the
income of the poorest pensioners, and was a useful short-term measure to target additional spending on the
poorest pensioners at a time of high levels of spending on higher income pensioners because of past accruals
of earnings-related state pensions. It is also recognised that there will always be a need for the safety-net of
Guarantee Credit, and that means-tested benefits for specific purposes such as Housing Benefit will
always exist.

20. But the scope of Pension Credit, both now and in future if current policy continues, is seen to cause
problems:356

— Pension Credit, comprising Guarantee Credit and Savings Credit, is complicated and adds
significantly to the number of parameters on which an individual’s income depends.

— Pension Credit is not certain, as its parameters can be set at short notice in a Budget rather than
being set in legislation. Small changes in these parameters from expected canmake a big diVerence
to being eligible in future or not. So continued reliance on Pension Credit means that people will
continue to be uncertain about the income they can expect from the state.

356 PPI Submission to the Work and Pensions Committee of the House of Commons inquiry into the introduction of Pension Credit
October 2004.
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— PensionCredit also causes further uncertainty about the value from saving, because it is impossible
to predict whether savings made now or later will fall inside or outside the ambit of Savings Credit
in future. This concern will matter even more with auto-enrolment for pension savings.

— Means-testing can be seen as “something for nothing”. And although Savings Credit was intended
as a reward for saving, whether it is received or not is disconnected from the savings decision.
Savings Credit has reduced withdrawal rates on savings from 100% to 40%, this still depresses
returns from savings (and withdrawal rates can be higher if the individual is on other means-tested
benefits too).

— The process of having to claim means-tested benefits, while improved, is still disliked by many.
Pension Credit take-up rates are remaining well below 100% (Table 2).

Table 2:357

TAKE-UP OF PENSION CREDIT, 2003–04

Type of benefit Eligible Receiving Implied
households households take-up
(thousands) (thousands)

Guarantee Credit only 880–1,030 710 69–81%

Guarantee Credit and 1,690–1,960 1,230 63–73%
Savings Credit

Savings Credit only 1,170–1,500 540 36–46%

All Pension Credit 3,750–4,330 2,490 58–66%

21. There is a clear link from these problems to the Government tests for state pension reform of
promoting personal responsibility to save, simplicity and sustainability. High levels of Pension Credit will
make these tests diYcult to meet.

22. Because of the consensus, agreed by the Pensions Commission, that means-testing through Pension
Credit causes problems, a critical measure of success for the Commission’s proposals is the level of means-
testing expected through Pension Credit after the proposals have worked through.

23. The appropriate measure for this is the proportion eligible for Pension Credit, rather than the
proportion receiving or the amount left unclaimed. This is because it is the uncertainty caused by being near
to eligible that is the problem. So although the proportions eligible for diVerent types of Pension Credit
might change (for example, more people may be eligible for smaller amounts of Savings Credit than larger
amounts of Guarantee Credit), that does not make the problem better (in fact, could make it worse as
Savings Credit has the lowest take-up).

24. However, following detailed conversations with the Secretariat of the Pensions Commission, we
understand that there are errors in the way the Commission refers to Pension Credit in the Second Report.
Numbers shown in the Second Report (and in the detailed spreadsheets on the Commission’s website) are
actually the Commission’s estimates of the proportion eligible for Pension Credit, even though they are
labelled as the proportion “on” and referred to as the proportion “receiving” Pension Credit (pages 10, 11
and 240).

25. Furthermore, the Pensions Commission’s estimates for the proportion eligible for Pension Credit
seem low. DWP estimates of the number of pensioner benefit units entitled to Pension Credit are between
3.8 million and 4.3 million.358 These figures imply that somewhere between 44% and 51% of pensioner
benefit units are entitled to Pension Credit. The Pensions Commission’s estimate of 39% is below the lower
end of this range.

26. The PPI’s ownmodelling of current entitlement to PensionCredit ismore in linewithDWPestimates.
The PPI estimates that the proportion of pensioner benefit units eligible for Pension Credit is around 50%
in 2005. Our projections suggest that even after the Pensions Commission proposals (for state pension
reform and the NPSS) have almost worked through, in 2050, the proportion would remain in the order of
45%. The Pensions Commission’s own estimate for this 2050 figure is 33% (Chart 2).359

27. All the estimates suggest eligibility for Pension Credit will still be high after the Commission’s
proposals compared to historic levels. PPI analysis of DWP data suggests that the highest level of eligibility
for means-testing for basic income for pensioners was 35% in 1994–95, and for most of the 1990s was less
than 30%.

357 DWP (2006) Income related benefits: Estimates of take-up 2003–04, p 35.
358 See Table 2.
359 PPI analysis and information from Pensions Commission.
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28. PPI discussions with pension experts suggest an “acceptable” level of remaining means-testing
through PensionCredit would be lower than 30%. So both the PensionsCommission’s eligibility for Pension
Credit at 39%–33% and the PPI estimate at 50%–45% are still at the level to cause concern.

29. Means-testing could be drastically reduced by implementing a faster transition to a more universal
flat-rate pension. See paragraphs 31 et seq

30. One other way to reduce the extent of means-testing for basic income is to scrap Savings Credit
altogether. If therewere a better state pension that takes, say, 95% of people over theGuarantee Credit level,
then the remaining 5% are not likely to be savers. Therefore, the problemof cliV-edge 100%withdrawal rates
on any savingwould be less acute. The role for Savings Credit would become unnecessary. Scrapping it (with
suitable transition protection) would be a big simplification.

(b) Moving quickly to a simple, flat-rate state pension

31. The other way in which the consensus of pension experts would suggest a bolder state pension reform
than suggested by the Commission is to move more quickly to a simple, flat-rate state pension, probably a
single tier. The Commission’s proposal is to make changes to the accruals of both Basic State Pension (BSP)
and State Second Pension (S2P), which means a very slow transition, keeping an element of earnings-related
benefit for decades, until arriving at a fully flat-rate pension (albeit in two tiers) by around 2060.

32. The gradual transition approach for state pension reform preferred by the Commission has three
significant problems: complexity, risk of constant fiddling and distributional ineYciency:

— The Commission’s preferred approach of making incremental improvements to the current system
adds more parameters to an already complicated picture. Each of these parameters evolves over
time in diVerent ways. The pension entitlement of any one individual can be computed, but not in
a way that the individual can do him or herself or understand the calculation.

— Because of the complexity, the transition intention can easily be changed by successive
governments, as happened with SERPS. Pensions stakeholders feel very strongly that simplicity
is desired both to help people understand what they will get from the system, and because
simplicity would make it harder for governments to change the system over time.

— The Commission’s proposal delivers gains to higher income pensioners first. Indexing the BSP to
earnings gives more to people who have more BSP. The improvements for less well oV

pensioners—for example the change to a universal BSP, and the flattening of State Second
Pension—are brought in only for future accruals, so filter through very slowly over decades.

33. Below we consider three possible alternatives to the Commission’s proposals which fit with the broad
construct, but address the problems. All of these alternatives are:

— Single-tier, and so simplify the pensions system. Accruals to S2P stop and the level of the first tier
is increased.

— Set at the Guarantee Credit level (£114 a week for single pensioners in 2006–07), and so reduce
means-testing.
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— Fully indexed to average earnings, so state pension does not decline in retirement and people
falling onto means-testing at older ages is less likely.

— Gender-neutral by setting eligibility for each individual. The pension is set at 80% of the single rate
for each individual in a couple.

— Withwider coverage than the current BSP. For ease ofmodelling, we have assumed that the single-
tier pension would be universal, so that coverage for the state pension is improved to the extent
that most people qualify for it. In practice, this could be achieved either through an improved
contributory or a residency approach.

34. The three options diVer by how long they take to reach the new system. They have a short, medium
or long transition, which are all shorter than the Commission’s “very long” approach.

— Short: The flat-rate pension is introduced immediately by increasing the BSP to the new level. The
most aVordable and progressive transition mechanism uses the “oVset” method, discussed below.
Other mechanisms are possible, but at higher cost.

— Medium:The level of the BSP is increased faster than earnings until it reaches £114 a week in 2030.
After 2030, it increases with earnings. OVset is not used.

— Long:Accruals to BSP and S2P stop in 2010 and are replaced by accruals to a new, higher pension.
Existing accruals to BSPwould increase with prices but accruals to the new pensionwould increase
with earnings. OVset is not used.

Bolder Solution Possible

35. A faster transition to a simpler state system along these alternative lines is both possible and
aVordable, could have a better distributional outcome, and could reduce reliance on means-testing still
further. It is likely to better meet the Government’s tests of aVordability, fairness, promoting personal
responsibility, simplicity and sustainability.

36. The options are all aVordable in that they lie within the Pensions Commission cost envelope (Table 3).

Table 3:360

ESTIMATED STATE EXPENDITURE ON STATE PENSIONS (BSP, SERPS/S2P, CONTRACTED-
OUT REBATES, PENSION CREDIT AND OTHER PENSION BENEFIT SUCH AS WINTER

FUEL ALLOWANCES), STATE PENSION AGE INCREASES GRADUALLY TO 68 BY 2050, AS
A PERCENTAGE OF GDP AND IN £ BILLION, 2005–06 PRICES

Alternative single tier options (costs are on the basis that
contracted-out rebates are spent on current pensions)

Current Pensions Commission A: Short Transition B: Medium C: Long
system preferred approach (using oVset) transition transition

2010 5.6% 5.8% 5.6% 5.1% 4.9%
2020 5.2% 5.8% 5.5% 5.3% 4.6%
2030 6.0% 6.7% 6.4% 6.7% 5.4%
2040 6.5% 7.4% 6.9% 7.1% 5.8%
2050 6.6% 7.2% 6.6% 6.6% 5.9%

2010 80 83 81 73 70
2020 95 105 100 95 85
2030 130 150 140 150 120
2040 170 195 185 190 155
2050 210 235 215 215 195

37. AVordability is most likely to be constrained in the short term (2010 to 2020) than in the long term. In
general, the slower the transition, the lower the cost, but all three options could be aVorded by amixture of:

— Using the oVset method for the short transition (see paragraphs 38 and 39).

— Spending some of the savings from abolishing contracted-out rebates on current pensions (see
paragraph 40).

— Modest increases in National Insurance contributions (NICs).

— Diverting state spending from elsewhere.

360 PPI estimates using the Aggregate and Distributional Models. See PPI (2006) Transition tradeoVs (forthcoming) for more
analysis of these options and PPI (2005)What will pensions cost in future? for a technical description of the models. Figures
in £ billion are rounded to the nearest £1 billion for 2010 and to the nearest £5 billion for the later years.
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38. The oVset method could be used in the short transition option, but is not applicable in the medium
and long transitions. It targets gains on those with a state pension income of less than the new pension level
of £114 a week:

— Those with state pension income (BSP!S2P or contracted-out equivalent) of less than £114 a
week are brought up to that level.

— Those with more state pension income than the new level do not gain immediately, but lose
nothing.

— All accrued rights are honoured.

— The oVset therefore avoids the perennial problem of higher income pensioners gaining more than
lower income pensioners from incremental improvements to the current system.

39. The oVset is administratively feasible. Interviews with NISPI led the PPI to conclude that it would
simplify state and private pension administration.361 The Pensions Commission interviewed oYcials in the
Pensions Service, and came to the conclusion that the oVset would be possible, but complex.362

40. There has been no clear statement by Government on whether the extra revenue raised from
abolishing contracted-out rebates (£11 billion in 2010 in 2006–07 prices) should be available to spend on
current pensions. The Pensions Commission have asserted that ideally the rebates should be devoted to
national savings rather than current pensions but not all commentators agree this is the most appropriate
use. If rebates did help pay for better state pensions, both current and future pensioners would benefit.
Future pensioners would have a more understandable and certain foundation for saving, and this could be
an alternative way to encourage higher levels of national savings.

41. If both the oVset method and contracted-out rebates were used, then the short transition is possible
with only an extra £1 billion to find on introduction in 2010 and an extra £3 billion by 2020. This could be
achieved by small increases in NICs or diverting spending from elsewhere. As a rough indication of the size
of the cuts needed, Winter Fuel Allowances, other age-related payments, Over 75s TV licences and
Christmas Bonus together cost around £2 billion a year.363

42. In 2010, the oVset saves £12 billion and abolishing contracted-out rebates saves £11 billion. If neither
could be used, then the total of £23 billion to be found could be raised by a combination of increasing NICs
and cuts to other areas of state spending. The increases may mean that a slower transition is preferred.

— If the total was to be found only by NICs, then NICs would have to be increased by around 2%
for each of workers and employers on earnings above the Primary Threshold (£97 a week in
2006–07). This is twice the recent increase for NHS reforms.

— If the total were to be found by only cutting spending, then, as an indication, the health budget
would be reduced by around 20% or the education budget by around 25%.364

43. The medium and long transitions do not need to use the oVset method. The medium transition would
require some use of contracted-out rebates or higherNICs, while the long transitionwould require very little
on top of current government expenditure plans before 2020.

44. The medium transition would require only around £4 billion out of the £11 billion saving in
contracted-out rebates in 2010. By 2020, as benefit improvements become larger, either all of the contracted-
out rebates would be needed (then totalling around £12 billion in 2006–07 prices), or money would have to
be found elsewhere, from higherNICs or diverting other state spending. If NICswere the onlymethod used,
then they would have to increase by around 1% for both workers and employers.

45. The long transition would cost only a little more than the state pension system before 2020. The
accruals to the new BSP take time to work through before a significant amount is in payment. A small
amount of money from contracted-out rebates might be needed, but the Government would have the choice
about how to spend most of it.

46. The three single-tier options all target a lower level of state benefit than the Pensions Commission’s
preferred option (although are more evenly distributed). In the long term, this means that the state could
spend less on pensions than envisaged by the Commission, the pension could be set at a higher level than
the Guarantee Credit, or state pension age could increase to less than age 68.

47. A faster transition would be fair in that it would target resources on those who need it most. Pension
Credit has been a useful short-term measure to target additional pensions on the poorest pensioners but
suVers from complexity, uncertainty and low take-up (as described earlier).

48. PPI analysis shows that the extra spending under the Pensions Commission preferred option is likely
to go to the most well-oV pensioners rather than the least well-oV, at least in transition. The most well-oV

10% of pensioners could be around £25 a week better oV in 2030, compared to only around £5 a week for
the least well-oV 10%of pensioners (Table 4). Themost wealthy pensioners benefit more than the least under

361 NAPF (2004) Towards a Citizen’s Pension: Interim Report p 37.
362 Pensions Commission (2005) Second Report p 248.
363 DWP expenditure projections for the 2005 Pre-Budget Report.
364 HMT (2005) Long-term public finance report: an analysis of fiscal sustainability p 45.
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the Pensions Commission proposals because they are not caught in Pension Credit, are less aVected by
reducing the scope of Savings Credit and because they are more likely to have a full BSP, so benefit more
from uprating the BSP with earnings.

49. In comparison, the short transition considered above is progressive. The least well-oV 10% stand to
gain around £15 aweek, while stopping S2P accruals mean thatmost well-oVwould have around £10 a week
less than they would under the current system. The slower transitions to a single-tier pension are less
progressive, because they build up benefits slowly and do not use the oVset method.

Table 4:365

ILLUSTRATIVE WEEKLY AFTER TAX INCOME OF PEOPLE OVER SPA IN 2030 BY DECILE
OF THE INCOME DISTRIBUTION, £ PER WEEK IN 2006–07 EARNINGS TERMS

Alternative single tier options

Current Pensions Commission A: Short B: Medium C: Long
system preferred approach Transition transition transition

1st 105 110 120 120 105

3rd 135 140 135 155 130

Median 165 180 170 190 170

7th 215 230 210 240 215

9th 340 365 330 375 345

50. To promote personal responsibility successfully, good incentives to save are required and therefore
a limited extent of means-testing. Pension Credit reduces returns on saving.

51. The Pensions Commission’s preferred option would maintain rather than reduce means-testing, at
historically high levels (Table 5 and paragraph 27). But the bolder reforms within the same cost envelope
as the Pensions Commission proposals considered earlier in this submission could drastically reduce it. All
of the single-tier options would reduce Pension Credit to around 10% of pensioner benefit units eventually.

Table 5:366

ILLUSTRATIVE ESTIMATES OF THE PERCENTAGE OF PENSIONER BENEFIT UNITS
ELIGIBLE FOR PENSION CREDIT

Alternative single tier options

Current Pensions Commission A: Short B: Medium C: Long
system preferred approach Transition transition transition

2005 50% 50% 50% 50% 50%

2030 75% 45% "10% "10% 50%

2050 85% 45% "10% "10% 25%

52. Abolder reform is likely to score higher on the other government tests of simplicity and sustainability,
because it results in a single-tier pension. With a single-tier state pension system that pays the same amount
to almost everyone, uprated in line with earnings, it will be much easier to tell what the state pension will
deliver.

53. A faster transition to a single-tier state pension system may be more diYcult for the state to
administer in the short term but would mean more people could be given a clear message, and would ease
ongoing administrative burdens by removing complexities like contracting-out.

54. With a simpler system there is less room for future Governments to change part of the state pension
system without public debate. Having only one tier of state pension rather than two means that it is not
possible to trade one pension oV against the other ı for example, to allow for a more generous second tier
by reducing the value of the first.

365 PPI estimates using the Aggregate and Distributional Models. All figures have been rounded to the nearest £5.
366 PPI estimates using the Aggregate and Distributional Models. See PPI (2006) Transition tradeoVs (forthcoming) for more
analysis of these options and PPI (2005)What will pensions cost in future? for a technical description of the models. Figures
have been rounded to the nearest 5%.
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Need to Debate Affordability

55. Moving forward is diYcult in the absence of any transparent, engaged debate on howmuchwe should
be spending on state pensions, and on how to aVord the consensus solution. Creative solutions are possible.

56. There has been little debate, and no consensus, on the balance of spending between current and future
pensioners, or on the politically acceptable or aVordable level of long-term spending.367

57. A more generous state pension system would mean higher spending on pensioners both in the first
few years of implementation and the longer term.

58. In the long term the additional cost of a more generous system can be reduced by increasing state
pension age. But realistically, state pension age cannot be increased before 2020.

59. The Pensions Commission suggest that most of the additional cost of reform could be covered by
using the savings projected to arise from the increase in female state pension age between 2010 and 2020.
Assuming that this expected fall in spending on pensioners has already been factored into medium-term
spending plans, additional resources would have to be found.

60. Resources could be found by:

— “OVsetting” new pensions against existing entitlements to Basic State Pension and State Second
Pension (as described in paragraph 38).

— Using the increased revenue from removing contracting-out (as described in paragraph 40).

— Increasing National Insurance contribution rates (paragraphs 42–44).

— Re-allocating spending from other areas of Government spending.

— Redesigning tax incentives for private pensions.

61. Just under £18 billion a year is currently awarded as tax relief on private pension contributions.368 If
National Insurance relief on employer contributions is also added, but income tax received on private
pensions currently in payment is netted oV, the total fiscal cost of tax relief currently stands at £21 billion
a year. This cost is expected to remain significant in future.369 The current system of awarding tax relief at
the marginal rate of income tax is regressive and poorly understood.

62. Despite the underlying complexity of tax relief, it may be possible to design a system to make tax
incentives more eVectively targeted and reduce the cost to the Government in the short-term. As the
diYculty in reform lies with Defined Benefit schemes, a working group of DB scheme practitioners could
be asked to investigate feasibility if Government wanted to consider alternatives to the status quo

Risks with NPSS370

63. This section considers why the National Pension Savings Scheme (NPSS) will be very diYcult to
justify unless means-testing is reduced from current levels. It also describes some significant risks and
uncertainties with the “new build” nature of the NPSS proposal.

64. In the only other country where auto-enrolment into a savings scheme is being considered (New
Zealand) the state pension is relatively generous. It provides 33% of National Average Earnings (for each
eligible individual in a couple; eligible individuals living alone receive 42% of NAE). Because of the wide
coverage of the New Zealand state pension, 93% of people receive the full amount and so means-testing for
basic income is limited to around 5% of people over state pension age.

65. Even after the Pensions Commission’s proposals for reform, the UK state pension will be lower
relative to NAE than in New Zealand. Further, it will vary over time and for diVerent people. Adequacy
(in the sense of poverty prevention) will not be assured:

— Someone with a lifetime of median earnings would receive a Basic State Pension and State Second
Pension of 31% of median earnings, by 2053, after the full impact of the Commission’s proposals.
This is equivalent to 27% of NAE, less than the state pension in New Zealand.

— But for many people, the state pension will be less than this, because of gaps in eligibility for State
Second Pension (S2P), and/or because lower earningsmean a lower accrual to S2P, and/or because
of the delay until the proposed improvements have worked through fully.

— Also, as S2P is indexed to prices rather than earnings, pensioners will receive less relative to NAE
as they grow older.

— A floor should be provided by Pension Credit, of around 21% of NAE for a single person or 32%
NAE for a couple. But this is compromised by low take-up (Table 2). Half of pensioner households

367 See PPI Briefing Note Number 27 (2006) How much should the state spend on pensions?
368 PPI Pension Facts Table 25.
369 Steventon (2005)What will pensions cost in future? PPI.
370 More detail on the issues considered in this section and the next can be found in O’Connell (2006) NPSS policy design and
choices PPI
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are currently eligible for Pension Credit. The Pension Commission proposals would keep this
proportion broadly level in future, instead of the rapid increase expected under current policy
(Chart 2).

66. This means that the NPSS is proposed to be built on a foundation where adequacy is not guaranteed,
and first has to compensate for that before it can take retirement income to higher levels.

67. In order to help overcome the means-testing trap, it is proposed that employer contributions are
compulsory where the individual does not opt-out.371 The level of this contingent compulsory contribution
has been set at 3% of band earnings, just under 40% of the total 8% of band earnings contribution. This
means it roughly compensates for the 40% withdrawal rate on Pension Credit.

68. But the proportion of “pensioner benefit units” expected to be eligible for means-testing through
Pension Credit even after the full impact of NPSS has worked through (as well as the impact of the state
pension reforms) is still around 45% (Chart 2). This means that saving in theNPSSwill be of uncertain value
for many people: despite the contingent compulsory employer contribution and the tax incentive. This
threatens to undermine the success of the NPSS.

69. Further, the Commission believes that it is a reasonable aim of public policy to seek to ensure that
the median earner achieves an income replacement rate of at least 45%.372 This defines a target and asserts
that the target should be reached by a specific combination of state pension and state-sponsored saving. This
sets a very high standard for the NPSS.

70. The Commission’s approach also means that the nature of Government intervention in retirement
income policy is diVerent from that in other countries which have introduced either auto-enrolment or fully
compulsory savings schemes (Chart 3).

— In theory at least, in the countries which have introduced compulsory private savings, everyone
should be taken above and beyond adequacy: to around 40% of National Average Earnings
(NAE) in Australia or around 60% in Sweden or Chile.

— An alternative policy is to guarantee adequacy through the state pension. New Zealand is a fairly
generous example of this approach, with a state pension at a minimum of 33% of NAE. Auto-
enrolment for additional saving allows opt-out, but choosing to do so will not threaten adequacy
for individuals. No target for retirement incomes above adequacy is set.

— The Pensions Commission proposes auto-enrolment through the NPSS on top of a state system
with remaining uncertainties and inadequacies. Even with the NPSS many will still be eligible for
means-tested benefits and not take them up. A fairly high target for retirement income is set, but
seems unlikely to be met not only as the state foundation low, but also because there will not be
full enrolment to the NPSS.373

PPI
PENSIONS POLICY INSTITUTEThe NPSS is planned 

as a package with a low 
state pension

Australia Chile Sweden KiwiSaver
in NZ

NPSS in
UK 

~41-50% Max. 42%

~60%

~40%

~60%

~8% 15%

33% 
or 
42%

Max.
27%

Target income for an average earner as a percentage of 
NAE

Compulsory Auto-enrolment 

71. Therefore, the evidence from other countries suggests that the design of NPSS should be carefully
considered in respect of the adequacy of the state pension. The chances of success seem more likely if the

371 Pensions Commission Second Report (2005) p 134.
372 Pensions Commission Second Report (2005) p 274.
373 O’Connell (2006) NPSS policy design and choices PPI p 20.
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NPSS is sitting on top of a state pension that better guarantees adequacy. This is not to say that the UK has
to go all the way to the generous state pension of New Zealand. The crucial test is that eligibility for means-
testing by PensionCredit can be reduced from the 45%or sowhich is expected to be the result of the Pensions
Commission reforms to something more like the 10% or so possible by reforms along the lines considered
earlier in this submission (Table 5).

72. In addition, there are a number of risks and uncertainties in the proposed design of the NPSS:

— Employer compulsion: Contingent compulsion on employers is controversial and not as
straightforward as it often seems at first sight. It means that additional policing of employer
contribution payments and behaviour is required (for example, whether undue pressure is being
put on employees to accept a higher level of salary if they opt-out). Further, measures would have
to be taken to absolve employers of liability from participation or investment choices made by
them on behalf of, or by, their employees.

— Liability risk to Government: Because the NPSS is presented as an inherent element of achieving
a Government-endorsed level of saving, and the NPSS looks very like a state body, expectations
are raised. “Political moral hazard” (the risk of increased lobbying for pension increases when
expectations are not met) is increased. In theory the risk to Government is limited because
individuals retain the choice of opt-out, and they can choose their investment profile. But this may
not prove an eVective get-out clause; after all, the basis for the NPSS is that people are not making
such decisions sensibly. As the majority of members are expected to be in one default fund, the
governance of that fund through the NPSS will be questioned if there is any issue over its
investment performance, and it will be hard for the Government not to be involved in such issues.

— Risk to existing provision: The NPSS is unusually being proposed into an environment with an
already high level of existing private pension provision (despite its recent decline). So there are few
clues as to the impact NPSS might have on existing personal or occupational pensions. Existing
pension arrangements will become more regulated. They would have to prove they are at least as
good as NPSS or convert to an NPSS scheme. Employers may react by “levelling down”
contribution rates to the default 8% of NPSS band earnings. This means NPSS has to work even
harder for new saving to make a net increase in the aggregate saved, or, there has to be acceptance
that the policy might lead to some people having new saving, but others having less.

— Low cost and new systems:The low cost of theNPSS is emphasised sowill be a high-profilemeasure
of its success. This drives radical design features such as centralised collection and one default
fund, which are untested, and need new systems.

— Promoting personal responsibility: Although personal funding may increase, personal
responsibility (in the sense of individuals making informed, active decisions on whether to save,
with which provider and in what investments) is rather heavily directed with the NPSS. If 90% of
people stay in the default fund, would confidence in saving have improved, or saving responsibly
increased?

Learn from KiwiSaver

73. A less radical NPSS for discretionary savings rather than purely pension purposes, working from
existing provision and learning lessons from the only other example of a national auto-enrolment scheme
(the KiwiSaver planned for New Zealand) could achieve much of the benefit NPSS is proposed to deliver
with less risk.

74. The experience of planning for KiwiSaver in New Zealand suggests some lessons for the
implementation risks of the NPSS. New Zealand is a much easier environment in which to introduce an
auto-enrolment scheme:

— It has a population of 4 million people, not the UK’s 60 million. The New Zealand Government
is planning for 25% of eligible people to stay opted in to the new arrangements, compared to the
Pensions Commission’s roughly 75%. The expectation in New Zealand is that there will be around
680,000 new savers in KiwiSaver or approved alternative after five years, compared with the
roughly seven million people expected by the Pensions Commission to join NPSS or approved
alternative.

— Only around 15% of employees have existing pension provision in New Zealand. In the UK,
existing provision is three times larger than in New Zealand with 53% of employees with some
pension provision.

— New Zealand has a PAYE system that does work as a monthly contribution collection system. In
the UK, the PAYE system does not attribute contributions at the individual level monthly, only
annually, so a new system would need to be built to work for a monthly savings scheme.
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75. But still, there were concerns about the implementation of KiwiSaver in New Zealand, so the
Government there took four key decisions tomake implementation easier than it might otherwise have been.
All of these could work in the same way in the UK, and could mean the risks of new systems not working,
or of IT overspends or delays, are less than those in the more radical new-build approach of the Pensions
Commission’s NPSS proposals:

— Instead of everyone being auto-enrolled into KiwiSaver immediately, auto-enrolment only occurs
when people change jobs. This means the new system is phased in gradually, rather than everyone
eligible joining on the first day.

— Any existing provider—insurance company, investment company, bank, pension fund—can
become a KiwiSaver provider if it can administer the product and pass existing “approved
provider” tests. This means the implementation runs oV existing systems, and is the responsibility
of the providers. Set-up can therefore be quicker and more flexible, reducing the implementation
risks and set-up cost compared to developing a new vehicle like the NPSS. Under this approach,
liability risk for investment performance also seems more removed from Government than in the
NPSS, where most saving is expected to be concentrated into one central fund.

— The Government decided to minimise compliance costs for employers, so there is no compulsion
and the extra administration is simply additional information flow to and from employers and the
Inland Revenue.

— Auto-enrolment should lower costs by improving economies of scale and proliferation costs are
kept low by only allowing any individual to have one KiwiSaver account at any one time. Beyond
this, there is no plan or felt need to change industry structure in order to reach a radically lower
cost base (as in theNPSS proposals). However, theNewZealandGovernment is planning tomake
a contribution to members’ account fees which will reduce the cost of having a KiwiSaver for the
consumer still further from other savings products.

76. There are also some KiwiSaver design features that could be attractive in the UK and so should be
considered for an NPSS-style product:

— Promoting personal responsibility:KiwiSaver is based around KiwiSaver scheme providers rather
than funds, so individuals engage with providers about their fund choices and, potentially, other
product needs. This should mean more personal responsibility is encouraged, compared with the
NPSS model which assumes most people make no choices but stick with the default.

— Guide would-be savers with financial information: InNewZealand, theRetirementCommission and
Sorted website are well-established sources of information and guidance on making financial
decisions. This is now to be enhanced with financial education “champions” in the workplace
widening the reach of such guidance where it is needed because of the workplace-based context of
KiwiSaver. The UK has no such unique source of unbiased help. Introducing a similar body
oVering information, education and tools to help make decisions on financial matters—not just
connected with the NPSS, but also covering issues such as debt management and all forms of
saving—seems not only essential if an NPSS-style product is introduced, but if done well is also
likely to be popular.

— Use more encouraging language about helping would-be savers: The rationale for the NPSS is in the
context of the pension debate in the UK which is spoken and written about in terms of people
needing to save more. This is in marked contrast to the language used in New Zealand which
assumes that people want to save, and KiwiSaver is promoted by the Government as helping them
to do so.

— Reconsider incentives: The financial incentives for the NPSS and KiwiSaver are structured very
diVerently. KiwiSaver has a lump sum at outset of NZ$1,000 (about £365), a further lump sum of
up to NZ$5,000 for withdrawal to buy a first home, and subsidised fees. The NPSS tax incentive
is an ongoing percentage of band earnings, which is expressed diVerently than the tax incentives
for existing pension provision, complicating any comparisons. Given the widespread agreement
that the current pension tax incentives are regressive, it would be preferable to review them before
introducing any new incentives in the NPSS.

77. If the NPSS were being introduced into the UK pension environment where state pension better
guaranteed adequacy then the NPSS could be, like KiwiSaver, for discretionary savings and have a less
prescriptive product design. In this case, some design features of the NPSS need be less constrained and
could follow some of the potentially more appealing design features of the KiwiSaver:

— Purpose of saving: If the state pension guarantees adequacy then any saving on top is discretionary
and has no impact on the amount of state pension received. Success in greater saving would be
welcomed, but is not critical to achieving a specific Government-endorsed retirement income
target. There is no danger of ameans-testing trap and annuitisation is not necessary. The flexibility
to withdraw savings before state pension age can be included, for example, to help purchase of a
first home.
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— Employer compulsion: There need be no compulsory employer contribution if the NPSS is for
discretionary savings. This would reduce the regulation and potential liability on employers. The
product could be introduced without any requirement on employers to contribute, and the
experience of take-up, amount saved examined before deciding that there is a stronger case for
employer compulsion.

78. DiVerent models for the state pension to guarantee adequacy were explored in earlier sections of this
submission. If it were decided to take such an approach, then it could also be decided to raise National
Insurance rates to help pay for it. Say, an increase of 1% in National Insurance employee and employer
contributions is made. Then commensurately less contribution could be expected into the NPSS—only 6%
in total, say, rather than 8%.

79. A small additional NI contribution—even if compulsory—may be preferred by employers and
employees to assure a good foundation state pension. Full value from the NPSS saving would be achieved
with no means-testing trap. Total pension—state and NPSS—would be at least as good as otherwise
expected, with less exposure for the individual to investment and annuitisation risk.

80. A higher amount in the NPSS means less in pay-as-you-go pension and more in funded savings.
Another way to increase the level of funding in the system, under any structure of state pensions, is to use
a “BuVer” or “Reserve Fund”. This invests part of the pay-as-you-go revenues to help smooth cash flow for
later payouts. In other countries, including Ireland, New Zealand and Norway such a fund can be
controversial but it can also help to support long-term stability of the state pension system.

Pensions Policy Institute

March 2006

Supplementary memorandum submitted by the Pensions Policy Institute
following oral evidence on 24 April

1. During the oral evidence session held on 24 April 2006 Alison O’Connell covered two issues on which
this additional written evidence oVers clarification:

— The impact on incentives to work and save of introducing a singletier, flat rate state pension at the
level of the Guarantee Credit.

— Why including the cost of contracting-out rebates within state aspending on pension provision
does not result in the money “being spent twice”.

Incentives to Save and Work

2. Professor DavidMiles referred to work by ProfessorMartinWeale374 of NIESR as providing evidence
that moving to a single-tier flat rate pension would:

— Reduce means-testing for low income individuals, and so improve incentives to save and work
longer for these individuals.

— Increase the state pension income of higher income individuals, and so reduce incentives to save
and work longer for these individuals.

3. However, there are simplifications made in the published NIESR work which mean that it does not
accurately represent the changes in saving and work incentives from moving to a single-tier flat-rate state
pension of the level analysed by the PPI and the Pensions Commission.

4. This does not invalidate the analysis of the incentive eVects of a reduction in means-testing in general
(which was themain purpose of the paper) but means that care should be taken when applying these general
findings to a specific, more detailed policy proposal.

A Number of SImplifications Have Made

5. The NIESR analysis assumes a “current” system that pays Basic State Pension and SERPS / State
Second Pension totalling £77.45 to a single person and £123.80 to a couple375—that is, a flat-rate payment
made to all individuals irrespective of lifetime income.

6. This is not a realistic representation of the current system, where higher income individuals receive
considerably more from the state pension system (and others receive less). For example, the maximum that
an individual can receive from BSP and SERPS/S2P in 2006–07 is more than £230 a week.376 A full Basic
State Pension alone in 2002–03 (the time frame for the NIESR analysis) was £75.50 for a single person and
£120.70 a week for a couple.377

374 Weale M, Sefton J and van den Ven J (2005) The eVects of Means-Testing Pensions on Savings and Retirement NIESR.
375 Weale et al p 13.
376 PPI (2006) The Pensions Primer Based on maximum SERPS/S2P of £146.12 a week and a full BSP of £84.25 a week.
377 Based on the husband’s record alone. If both partners in a couple qualify for a full BSP in their own right they would receive
£75.50 each.
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7. The £77.45 and £123.80 figures used in the NIESR analysis are based on the average state pension
received by the households with the lowest incomes.378 However, most households in the top 80% of the
pensioner income distributions for single pensioners and pensioner couple households could be expected to
receive more than this amount.379

8. The figures used by NIESR also make no allowance for the pension income received by individuals
that is derived from contracting-out (which is just another way of delivering compulsory SERPS/S2P). So,
for higher earners especially who are more likely to be contracted-out, the figures used by NIESR
underestimate the full value of state pension income.

9. The flat-rate state pension income assumed by NIESR is therefore too low for higher income
individuals.

Under a Flat-Rate System, High Earners Receive Less State Pension Than in the Current System,
Not More

10. In calculating the impact of moving to a single-tier flat rate pension systemNIESR assume that every
individual moves from a state pension of £77.45 (£123.80 for a couple) to the new flat-rate level of £98.15
(equal to the Guarantee Credit level in 2002–03, £149.80 for a couple). This increases the amount of state
pension income that all pensioners are assumed to receive.

11. But NIESR assumed too low a state pension income for high income individuals under the current
system. “High earners”would expect to see amuch higher state pension than £77.45 from the current system,
both today and in the future, as explained above. For example, a typical median earning man380 reaching
age 65 in 2030 would receive a state pension (BSP!S2P / SERPS) worth over £100 a week, compared to the
Guarantee Credit level of £98.15.381 A “high earner”would have a state pension ofmore than £115 aweek.382

12. So moving to a flat-rate pension system at the Guarantee Credit level would mean a reduction in the
amount of state pension income received by higher earners, not an increase. This would therefore be likely
to improve incentives to save andwork longer for higher income individuals compared to the current system.
Higher income individuals would need to work more and/or save more to provide privately some of the
income that would have been provided by the state under a continuation of the current system.

13. This long-term result does not depend on the length of transition, or the use of any particular
transition method. Any transition to a flat-rate system that gives more pension as of right to lower earners,
but less to higher earners, would improve incentives to work and save for both lower and higher earners.
This means that the above holds whether or not the “oVset” is used to transition. Martin Weale in his letter
to the Committee of 3 May suggested that use of the “oVset” was the reason why we had diVerent
interpretations of the analysis, but this is not thecase.

Summary

14. The NIESR analysis shows that replacing the current Pension Credit system with a single-tier flat-
rate pension at the Guarantee Credit level would encourage saving and longer working among low and
middle income households. Although the paper also suggests that high income households would save and
work less, this is based on the premise that a flat-rate system would deliver a higher pension to these
households han they would receive if the current system continued. In fact, the current system gives more
to higher earners (either directly or through contracting-out) than assumed in the paper.

15. To be more certain of any impact on incentives to work and save from a “Citizen’s Pension”, analysis
would have to:

— Correctly model the current state pension, and

— Model a specific proposal (define the level in £’s per week the treatment of couples, the likely
qualification levels etc.) as there are many diVerent options for a “Citizen’s Pension”.

378 Weale et al page 13.
379 Weale et al, page 14, Figure 2: Distribution of State Retirement Pensions for those in Receipt 2002–03.
380 A man with some experience of working part-time and a short period of unemployment, earning at the median level for men
his age in every year he is in full-time work.

381 All figures in this paragraph have been adjusted to 2002–03 earnings terms to be consistent with the 2002–03 figures used in
the NIESR analysis.

382 A man with the same working patterns as the median earner, but in the top 10% of earners for his age in every year he is in
full time work.
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Contracting-Out Rebates

16. As discussed in oral evidence, the PPI believes that the most appropriate measure of expenditure to
use when comparing alternative state pension proposals is state spending on pensions PPI cost estimates
therefore include the cost of contracted-out rebates as well as BSP, SERPS/S2P and Pension Credit.

17. The alternative used by the Pensions Commission excludes the cost of contracting-out rebates (but
includes the costs of Disability benefits, Housing Benefit and Council Tax Benefit payments). It is a measure
of spending on benefits for pensioners

18. It is important to allow for spending on contracted-out rebates, as changes in spending on
contracting-out now have an impact on future spending on pension benefits. For example, not paying
contracted-out rebates today would increase the amount of S2P that would need to be paid in future.
Spending more on contracting-out could reduce the amount spent on S2P in future if more people contract-
out. Both sides of the equation need to be taken into account. Otherwise it would in theory be possible to
reduce the cost of the state pension system to zero in future by completely pre-funding all pensions,
seemingly with no change in spending today.

19. The Pensions Commission recommended that contracting-out is abolished (in 2010 for Defined
Contribution arrangements and by 2030 for Defined Benefit arrangements383). Moving to a single-tier flat-
rate state pension systemwould also end state second-tier pension provision, including contracting-out. The
debate is therefore moving from “Should contracting-out be abolished?” to “What should the additional
revenue raised from abolishing contracting-out be used for?”.

20. One possible use of the additional revenue raised by abolishing contracting-out is to fund the
transition to a more simple, stable state pension system. The advantages of this (including boosting
voluntary funded pension provision) are described in the PPI written submission (paragraph 40).

21. Using the money in this way does not imply that the money is being “used twice”.

22. “Spending” on contracted-out rebates is currently recorded in Government accounts as a reduction
in the amount of revenue collected by the NI fund. If contracting-out was abolished (either in full, or
partially, as proposed by the Pensions Commission) there would be an immediate increase in the amount
of NI revenue collected.384

23. How this additional revenue is used is a political decision. The revenue raised could be used to:

— Help pay for the transition to a more simple, stable state pension system.

— Re-shape theNI contribution system, for example lowering theNI contribution rate to somewhere
between the current contracted-in and contracted-out rates.

— Increase Government spending into funded pensions, for examplemaking contributions to the
NPSS on behalf of small employers or pre-funding future state pension liabilities in a buVer fund.

— Reduce Government borrowing.

— Increase Government spending in other areas.

— A combination of these.

24. If the additional revenue were used to help pay for the transition to a new state pension system,
current expenditure on state pensions would go up. This need not be by all of the extra revenue collected in
the NI fund after contracting-out is abolished, depending on the relative generosity of the reform proposals.

25. Future state pension liabilities are likely to increase after state pension reform.

— If the current system continues after the abolition of contracting-out, future liabilities in S2Pwould
increase as more people would accrue S2P benefits.

— If a new state pension system is implemented, the size of future pension liabilities depends on the
benefits payable under the new system. If reform is to a single-tier state pension system, future
liabilities will depend on, for example, the level of pension, the level that is paid to individuals in
a couple, how it is uprated, and who is eligible for the pension. For example, future liabilities will
be lower in a system where state pension age is increased.

— Although in theory it would be possible to design a new system that was less generous than the
current system, so reducing future liabilities, no recent proposals have been made to reduce the
generosity of the current system.

26. Any increase in future state pension liabilities is reflected in an increase in Government expenditure
projections.

27. At the same time, the abolition of contracted-out rebates would be shown as an increase in projections
of the amount of NI revenue collected.

383 Pensions Commission (2005) pages 222–223.
384 This is equivalent to a fall in Government spending, so the amount of revenue not collected because of contracting-out is
often referred to as expenditure, or the “cost” of contracting-out. See for example the Government long-term projections
www.dwp.gov.uk/asd/asd4/LT3.xls
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28. A higher level of spending on state pensions (both today and in future) would therefore be explicitly
accounted for, as would be an increase in the amount of money flowing in to the NI fund from the abolition
of contracting-out. However, these two elements are generally not shown together in one place.

29. There is therefore no double-counting of, or “using twice”, the money currently spent on contracted-
out rebates.

Public Policy Institute

17 May 2006

Memorandum submitted by the National Institute of Economic and Social Research
following the Pension Policy Institute’s oral evidence on 24 April

We have read the transcript of oral evidence given to the Work and Pensions Committee at the House of
Commons on 24 April 2006, and would like to oVer some response to comments made by Ms O’Connell
about work we recently did for the Department for Work and Pensions.

Ms O’Connell stated that, having looked very closely at our work, she believed that it was subject to a
flaw which invalidated our conclusions about the eVects of a reduction in means-testing. Our work implies,
as Professor Miles suggested, that a reduction in means-testing of retirement benefits will encourage
increased savings andwork eVort from poorer people (whowould benefit from improved incentives to save),
and the reverse from those who are better oV. The eVects of means-testing for population aggregates implied
by our analysis consequently depend upon these oV-setting behavioural responses. As was noted by Ms
O’Connell, the reason that higher-income households choose to save less and retire earlier when subject to
a reduction in means-testing is that they receive higher retirement benefits.

Ms O’Connell stated that the proposals for policy reform that are currently being considered would
actually give less to higher earners rather than more, so that it would be inappropriate to draw inferences
from our work regarding the Iikely behavioural responses to the proposed reforms. There is only a small
element of truth in what she says.

If means-testing of retirement benefits is reduced in such a way as to make aZuent households no better
oV, then a compensating adjustment elsewhere is required. In this context, the approach of “oVsetting” has
been publicised by PPI, and was analysed by the Pensions Commission as part of its Second Report
(pp 244–247). The principle is to abate the increase in any universal pension entitlements in proportion to
private (contracted in or contracted out) pension rights that have already been accrued. As such, the oVset
should be considered as a “one-oV’ lump-sum capital levy on accrued pension rights. The oVset is a
temporary policymeasure designed tomanage the cost of the transition between diVerent pension regimes—
if it were applied repeatedly then it would be equivalent to a means-test.

Our analysis does not and was not meant to focus on the transitional arrangements between pension
policy regimes, and so we do not consider the eVects of an oVset. In this context there is some point to Ms
O’Connell’s observation about the absence of discussion of such an oVset.

However our analysis sets out to reflect the likely behavioural responses to reducing means testing in the
long-run. As the current pensions debate is concerned with finding a durable solution to the existing UK
pensions problem, this long-run analysis is most important. A viable transition to an unsatisfactory long
run would hardly be a desirable outcome of the current debate. It is also noteworthy that the Pension
Commission does not consider oVsetting to be a solution to the distributional issues that arise with the
transition between pension regimes.

James Sefton, Justin van de Ven andMartin Weale
National Institute of Economic and Social Research

3 May 2006

Supplementary memorandum submitted by the Pensions Policy Institute
following the publication of the Pensions White Paper

1. This evidence (supplementary to our memo ofMarch 2006) gives an initial assessment of how well the
proposals contained in the White Paper Security in retirement relieve the problems in the state pension
system. It then raises some concerns with the policy for Personal Accounts. Suggestions to consider in the
passage fromWhite Paper to legislation are highlighted in the text and additionally listed at the end of this
submission.
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State Pension Reforms

2. Paragraph 4 of the PPI’s March 2006 submission to the Committee identified four widely-agreed
problems with the current state pension system. TheWhite Paper proposals will relieve these to some extent,
but none will be solved.

3. The first problem is that there are unequal outcomes. Higher earners do better from the state pension
system than lower earners (who are more likely to be women). TheWhite Paper recognises that an earnings-
related state pension is part of the problem, and proposes that State Second Pension (S2P) becomes flat-
rate. The reduction of the number of qualifying years for Basic State Pension (BSP) will help to equalise
outcomes between men and women.

4. However, unequal outcomes, favouring the better oV, will persist for decades.385 This is because (1) the
flattening of S2P is slow (2) earnings-indexing the BSP gives more to pensioners with higher BSP and (3) the
White Paper rejects the Pensions Commission’s proposals to make the BSP universal for over-75s or any
other measure to improve entitlement for current pensioners.

5. Further, proposed improvements to S2P still leave gaps in S2P credits. There will still be a range of
outcomes from S2P. Women (who earn less, and are more likely to fall between the gaps) are still unlikely
to qualify for full S2P.

6. Because S2P is proposed to stay indexed to prices in payment, while BSP is indexed to earnings, the
state pension income of older pensioners will be lower than that of comparable younger pensioners.386

7. The White Paper says that anyone who has been in employment or caring throughout their working
life could receive £135 a week at retirement in state pensions.387 For the reasons given above, many people—
more than a third388—will receive less than £135 a week.

8. The White Paper proposes a tighter squeeze on Savings Credit than the Pensions Commission’s
proposal. From 2008 (at least 4 years before BSP starts to be earnings indexed) the level above which income
becomes eligible for Savings Credit (currently the full BSP level) will be indexed in line with earnings. Less
income will become eligible for Savings Credit than in the current system. Low-middle earners currently
eligible for Savings Credit will receive less as a result. This will particularly aVect older pensioners, who are
less likely to have a full BSP and more likely to have low SERPS/S2P pensions; so will find less saving
qualifying for Savings Credit. Some pensioners currently receiving Savings Credit will no longer be eligible
when entitlement is re-calculated at the end of their assessed income period.

9. TheWhite Paper presents the future indexation of the Guarantee Credit to earnings as a gain. But this
indexation was anticipated anyway in all realistic policy analysis and the Government’s long-term
expenditure projections,389 so has not changed the expected position of those expected to claim
Guarantee Credit.

10. Overall, the income distribution of people over state pension age will change very little as a result of
the White Paper proposals. The better-oV will benefit slightly more than the less well-oV.390 The problem of
unequal outcomes will remain.

11. The second problem with the state pension system is its complexity. The White Paper proposes to
remove the complexity of contracting-out for DefinedContribution pensions. It also proposes making some
of the credits for BSP and S2P the same.

12. But complexity will still be a very significant problem in part due to continuing widespread means-
testing. The White Paper suggests that in 2010, 45% of “pensioner benefit units” are eligible for Pension
Credit, but that proportion will reduce to around one-third.391 The starting-point of this analysis seems low
given oYcial estimates that between 44% and 51% were eligible in 2003–04.392

13. PPImodelling suggests a similar shape in the decline of eligibility for PensionCredit after the reforms,
but starts at 50% in 2005, more consistent with the current oYcial estimate. The PPI estimate therefore
arrives at a higher proportion eligible in 2050 (45%) than the White Paper estimate (33%).393

14. The White Paper acknowledges that the number of older people eligible for Pension Credit will be
uncertain, but only shows a point estimate calculated as the average of the midpoints of the ranges of
outcomes from two diVerent models used.394 Government should publish the range of outcomes from the
models used to estimate the proportion of pensioner benefit units eligible for Pension Credit in future and
the assumptions used.

385 This is shown in Table 5, page 32 of Curry and Steventon (May 2006)Transition Trade-oVs: Options for state pension reform,
PPI. This paper modelled the Pensions Commission’s proposed option for reform. More recent modelling by the PPI has
confirmed that the White Paper proposal is close enough to the Pensions Commission’s proposal for the conclusions from
the analysis in the PPI paper to apply to the White Paper proposal. The PPI is undertaking further new modelling.

386 See PPI Briefing Note Number 31.
387 White Paper page 20.
388 PPI initial estimate.
389 Regulatory Impact Assessment Appendix A.
390 See Table 4 and Chart 8 of Curry and Steventon (2006).
391 White Paper Figure 3.v page 123.
392 PQ Lord Oakeshott of Seagrove Bay Hansard 25 April 2006 Column WA15.
393 Curry and Steventon (2006).
394 White Paper Footnote to Figure 3.v page 123.
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15. As well as causing uncertainty about the future value of saving now, Pension Credit complicates the
system, and makes it harder for people to understand what they are likely to receive from the state.

16. Complexity also remains as S2P remains. It will become a flat-rate pension like the BSP, but will still
have diVerent qualifying criteria.

17. The Government recognised the BSP should be a near-universal underpin.395 It is possible to achieve
this with either a residency or a contributory test.396 Government stresses administrative diYculties with
proving past residency (although the PPI believes it would be possible) and prefers to keep the contributory
principle.397 There are also administrative diYculties with the proposed new contributory system. For
example, theWhite Paper leaves for consultation how a system of certificationwill work to claim new carers’
credits for each week that someone cares for 20 hours a week for more.398

18. The most eVective simplification would have come from adopting a single-tier: merging the two
diVerent state pensions BSP and S2P into one. The White Paper consideration of this alternative cited the
Pensions Commission’s opinion that transition would be diYcult to implement—an opinion with which the
PPI disagrees having analysed the National Insurance system and other issues carefully.399

19. TheWhite Paper also cited cost and unfairness as reasons not to go ahead.400 The cost of a single-tier
solution need not be more than that of the White Paper reforms.401

20. The perceived unfairness in moving to a single-tier is similar to that in suddenly reducing the
qualifying years for the contributory system from 44 to 30—those who have paid “extra” eg, because of
paying voluntary contributions suddenly get the same as those who did not. This illustrates that despite the
Government professing to believe in the contributory principle, it will significantly dilute the principle with
this proposal.

21. Further, a single-tier solution would have the benefit (not recognised in theWhite Paper) of reducing
the proportion eligible for Pension Credit further than the White Paper proposals will—down to around
10%.402

22. How some of the complications of reducing the number of qualifying years to 30 will be managed in
practice is not explored in the White Paper. Legislation will have to address some practical details of the
change to 30 years such as how to deal with peoplewho have paid voluntary contributions, or how reciprocal
social security agreements with other countries may need to be altered.

23. The streamlining of some of the qualifying criteria of BSP and S2P means that it would be easier in
future to merge the two into a single-tier. The logic of doing this will become clearer once contracting-out
has been abolished and S2P has flattened further. Legislation could set a date, say 2015, for a review to
examine the feasibility of merging BSP and S2P.

24. Overall, there are roughly 100 parameters that define what any individual may receive from state
pensions and Pension Credit. After theWhite Paper reforms, there will still be around 95 parameters.403 The
problem of complexity will remain.

25. The third problem of the current state pension system was that it placed too high expectations on
private savings. The White Paper, through the indexation of the BSP to earnings in particular, shows that
Government now recognises the state will have to continue to be a significant provider of income in later life.

26. However, the way in which theWhite Paper phrases the intention to index BSP to earnings still leaves
open the possibility that it will not be secured in future. In order to minimise the political risk in indexation
policy, legislation should include not just the start date but the definite commitment to ongoing earnings
indexation of the BSP as a minimum (not contingent on later decisions).

27. The potential over-optimism in expectations of Personal Accounts is considered later in this
submission.

28. The fourth problem with state pensions is that policy was widely seen as unsustainable. This was
largely because of the future growth in eligibility for Pension Credit. It is therefore helpful that the
Government has clarified it never intended that a significantmajority of people should be entitled to Pension
Credit.404 The White Paper proposals should stop the future spread of Pension Credit.

29. However, the White Paper does not allay uncertainty in the future extent of Pension Credit. It
provides no mechanism by which the intention of earnings uprating Guarantee Credit, or the uprating of
the Savings Credit threshold, will be assured. Both these parameters have a significant impact on the

395 White Paper Paragraph 3.74.
396 Curry and Steventon (2006) pages 20-24.
397 White Paper Paragraph 3.75.
398 White Paper Paragraph 3.94.
399 For a project commissioned by the NAPF, Towards a Citizen’s Pension (2004) and (2005).
400 White Paper Box 3a and Regulatory Impact Assessment Paragraph 4.17.
401 Curry and Steventon (2006) Table 8 and PPI Briefing Note Number 30.
402 See Curry and Steventon (2006) for the impact and feasibility of diVerent ways of transitioning to a single-tier pension

(contributory or residency) and PPI Briefing Note Number 30.
403 PPI analysis. Excludes Personal Accounts.
404 White Paper Paragraph 31.
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proportion of people eligible for PensionCredit.405 The uncertainty inwhat these parameters will be in future
means the future value of saving now is made more uncertain than it otherwise would be. The uncertainty
could be minimised by setting the uprating of all Pension Credit parameters in legislation in the same way
as BSP earnings indexation.

30. The White Paper reforms suggest more people than now will have a 100% withdrawal rate on their
savings (because of being eligible for Guarantee Credit but not Savings Credit) although fewer will have a
40% withdrawal rate (because of Savings Credit) than would have been the case if current policy
continued.406 This trade-oV has the advantage of fewer people eligible for Pension Credit, but the
disadvantage of penalising some lower income savers more heavily than currently; where to strike the
balance is a diYcult policy question.

31. The long-term growth in the share of GDP now planned to be spent on pensions as a result of the
White Paper proposals is more realistic than in previous projections, given the growth in the number of
people over state pension age.407

32. The proposed abolition of contracting-out for Defined Contribution (DC) arrangements will result
in an increase in Government revenue of more than £4 billion in 2012. This has not been factored into
Government projections of spending on pensions,408 even though the resulting higher future spending on
S2P has been counted. If the increased revenue is also allowed for, there is very little immediate change in
the Government’s overall net fiscal position. The increased revenue from abolishing contracting-out for DC
arrangements will almost exactly oVset the short-term costs of state pension reform.409

33. However, whether the revenue gain will be “hypothecated” in this way is not addressed in the White
Paper. Government should account for how the revenue gains from abolishing contracting-out on DC will
be spent, in particular confirming that they will be spent on improving pensions rather than on other areas
of Government spending or debt reduction.

34. The planned increase in State Pension Age (SPA) also adds to the sustainability of state pensions by
reflecting life expectancy improvements. The increases proposed by the Pensions Commission appeared
modest410 and the White Paper proposals, although to be made earlier, appear reasonable.

35. The PPI suggested that the age for Guarantee Credit remain lower than SPA to help mitigate the
impact of diVerent life expectancies for diVerent socio-economic groups.411 The White Paper suggests that
increasing the Guarantee Credit age from its then level of 65 be considered nearer the time of proposed SPA
increases (from 2024), based on updated evidence of life expectancy trends at that time. This seems sensible.
The commitment to hold a review on the eligibility age for Guarantee Credit, say in 2020, could be written
into legislation.

36. The intention of holding periodic reviews of life expectancy trends and other issues as set out in
Paragraph 3.40 of the White Paper412 also seems sensible. However, to make sure these reviews actually
happen, legislation could lay down time spans within which the Government of the day has to commission
a formal, evidence-based independent review of specified pensions policy issues or general reviews of the
eVectiveness of pensions policy.413

37. Regular reviews to confirm or otherwise the rationale for planned increases in SPA would be
especially helpful because of the uncertainty in future trends in longevity. For example, the intention to raise
SPA on the schedule in the White Paper could be made to depend on the outcome of reviews on certain
dates. To illustrate, each of the planned SPA increases would be subject to review and able to be revised
upwards no less than 15 years before the planned change and down no less than 5 years before the planned
change; both movements needing to be justified by life expectancy changes being better or worse than that
projected in the justification of the planned schedule. The first SPA review could be coincident with the
review of the default retirement age in 2011.414

38. Working longer is of immense significance as a response to demographic trends. The White Paper
focuses on enabling and informing individuals and employers about their choices. As part of this,
Government should try harder to explode the myth that we all have to work to state pension age that
continues in reporting of policy on later working. And including likely life expectancy in state pension
forecasts would give useful information in context.415

405 PPI Briefing Note Number 31.
406 As illustrated by White Paper Figure 3.v page 123.
407 PPI Briefing Note Number 27.
408 See page 24 of the White Paper.
409 White Paper Figure 9, page 24.
410 PPI evidence to House of Commons Work and Pensions Committee March 2006, Paragraph 11.
411 PPI evidence to House of Commons Work and Pensions Committee March 2006, Paragraph 11.
412 And also referred to in Paragraph 2.52 of the White Paper.
413 New Zealand and Ireland are examples of countries with legislation requiring general policy reviews at specific times. See

PPI Briefing Note Number 29.
414 .White Paper Paragraph 4.13. See PPI memo to the Pensions CommissionMarch 2005 for more detail on how to make SPA

increases contingent on a rolling review.
415 The PPI suggested this in a letter to the then Pensions Minister in September 2004.
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The NPSS, Renamed in the White Paper as Personal Accounts

39. The PPI has previously raised concerns about the risks in the policy and design of the NPSS, while
appreciating the potential value of an auto-enrolment scheme.416 The White Paper does not take the
discussion on the NPSS or Personal Accounts very much further than the Pensions Commission proposal
and leaves many issues for consultation. The PPI’s concerns about both policy and design of the proposal
therefore still remain. Comments follow on some of the most critical policy issues.

40. The White Paper accepts that the state should provide a flat-rate pension and leave earnings-related
provision to the private sector. This is in line with what the majority of pensions experts would view as the
best roles of each sector.417

41. But the White Paper goes further than many pension experts suggest by a very significant
Government intervention in the private sector with Personal Accounts. This intervention aims at fairly high
earnings-related retirement income (around 45%NAE for an average earner). The alternative view of many
experts is that the Government should focus on delivering good flat-rate basic provision (minimum 21–25%
NAE) and encourage/facilitate further provision without getting involved in its delivery.418

42. The White Paper justification for the significant intervention in private saving through Personal
Accounts is selective. No targets for success are defined. Expectations may be over-optimistic and potential
reasons why the proposed intervention may not be eVective are not fully addressed. The policy choice is
inherently risky, yet policy alternatives are not fully explored.

43. The White Paper suggests that adequacy of retirement income against an income target is a better
measure of policy success than the proportion of state vs. private income (it is proposed to drop the so-called
60:40 aspiration).419 The number of people “undersaving” to reach the target is the key measure used by
Government to illustrate current problems.

44. The Government does not set a target for the reduction in the number of people “undersaving” as a
result of the proposed reforms. Such a target would be very diYcult to set, given the inherent shortcomings
of any analysis to measure the extent of undersaving.420 (which are not discussed in the White Paper). This
means that whether the policy is a success or not will be to a large extent subjective.

45. TheWhite Paper illustrates amedian earner with a full life of NI contributions and saving in Personal
Accounts who should reach a replacement rate of 45%.421 Despite stating that a 45% replacement rate is not
a target (let alone a guarantee)422 it may become an expectation in the absence of any other measure.

46. As earlier sections of this note discussed, basic state provision will not be certain or adequate enough
to form a secure base for Personal Accounts. Means-testing through Pension Credit is likely to remain at
high levels, up to 45% of pensioner households. Personal Accounts will therefore have to both make up for
inadequacies in state provision as well as get to a higher replacement rate.

47. The success of Personal Accounts is therefore very likely to become a continuing tough test for future
Governments. Government should address what it believes should be the target outcome of Personal
Accounts, and how that can be measured.

48. The White Paper may set unrealistically optimistic expectations for what Personal Accounts can
achieve. In particular, remaining complexity and uncertainty in the extent of means-testing through Pension
Credit will continue to make the value of private saving (in Personal Accounts or otherwise) uncertain.
Especially if that means the Financial Services Authority cannot give clear generic advice on the definite
value of staying opted in to Personal Accounts, then opt-outs may be higher than expected.423

49. The White Paper suggests a central estimate of 6.7 million employees out of 10.8 million eligible to
be automatically enrolled into Personal Accounts will stay opted in: an implied opt-in rate of 62%.424 This
is slightly more modest than the Pensions Commission’s assumption.

50. As the White Paper recognises, the only evidence of the impact of auto-enrolment on take-up rates
is in employer-based schemes where the employer has voluntarily decided to introduce auto-enrolment. But
many employees will not receive any encouragement to stay in Personal Accounts from their employer. The
opt-in rate could therefore be lower than 60%. The White Paper suggests a lower bound of 50%, but this

416 See PPI evidence to House of Commons Work and Pensions Committee March 2006, O’Connell (2006) NPSS policy and
design choices, PPI and Initial analysis of the Pensions Commission’s Second report (PPI, February 2006) Paragraphs 15 et.
seq.

417 PPI (2006) Shaping a Stable Pensions Solution
418 See PPI (2006) Shaping a Stable Pensions Solution and O’Connell (2006).
419 White Paper Annex C.
420 For a review of the problems with undersaving analysis see O’Connell (2006) pages 12-13.
421 White Paper Paragraphs 1.100-1.102, Regulatory Impact Assessment Paragraph 1.64.
422 Regulatory Impact Assessment Paragraph 2.45.
423 House of CommonsTreasuryCommittee,The design of theNational Pensions Savings Scheme and the role of financial services
regulation Fifth Report of Session 2005-6, Paragraphs 48-49.

424 Regulatory Impact Assessment Figure 2.i page 49.
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may still turn out to be optimistic. There is no evidence from any other national auto-enrolment scheme in
operation, but the New Zealand Government suggests 25% of eligible employees will stay in the planned
KiwiSaver.425

51. The White Paper examples of saving in Personal Accounts also assume that having started, people
stay contributing continuously throughout a working life with a full National Insurance record.426 This may
well be over-optimistic, given the diversity of working lives. Women in particular would be expected to opt
in and out of Personal Accounts.

52. The White Paper gives the reasons why people do not save as they “should” as the complexity of
incentives to save, inertia and the cost of providing pensions, and the reforms are designed to combat these
problems.427 But it ignores other reasons why people do not save, for example: lack of money, preference
for spendingmore or paying down debt, lack of trust in pensions or investments, preference for non-pension
savings vehicles. For example, one survey showed 54% of non-savers do not save because they have no spare
money; the next reason was the risk of poor returns at 18%.428 Given the multiplicity of reasons, auto-
enrolment is likely to help, but it may not be the “silver bullet” that solves the perceived problem.

53. Any intervention by Government into the savings, capital and labour markets risks distorting those
markets. Previous interventions (by previous and current Governments) either did not meet expectations
(stakeholder pensions) or had to be wound back (SERPS). Parts of the White Paper focus on rolling back
regulation from previous interventions (contracting-out, GMPs) while a chapter is dedicated to introducing
a state/private vehicle which will necessitate new complicated and restrictive regulation.

54. The risk of future practical diYculties is compounded by the requirement, in either of the two
proposed Personal Account models, for new large-scale system development.429

55. These risks should be set in the context that Personal Accounts are expected to be a small part of
the overall retirement savings sector. Government estimates are that even at maturity, the stock of assets in
Personal Accounts will be less than 1/10th of the total sector assets.430

56. This is because Personal Accounts are aimed at one group—those without current private pension
provision. But necessarily, the introduction of Personal Accounts means additional regulation and other
consequences across the whole sector.

57. The White Paper briefly refers to the investment risk a saver will run from Personal Accounts.431 The
fact that the Government is planning to organise, regulate and encourage Personal Accounts has been
confused with a Government guarantee of outcomes in some reporting of the proposals. Future
Governments may face calls for compensation if there is a major problem with the outcomes from Personal
Accounts. Government will have to make unambiguously clear in all literature what the nature of
Government guarantee is in Personal Accounts and consider how acceptable it will be if people do not fully
appreciate their investment risks.

58. The White Paper addresses quite briefly why it is Government’s role to address “undersaving” by
imposing auto-enrolment.

— The Government takes from the Pensions Commission’s research that very few median earners
want [a replacement rate] less than 45%.432

— It takes as a given that the Government should intervene in the private savings market to help
individuals reach that level of income through a Government-sponsored savings scheme, because
individuals are not likely to make the decision to start saving if left alone, even with improved
information.433

— It proposes that auto-enrolment would tackle some reasons why people do not save (as outlined
in Paragraph 52 of this note).434

— It proposes two diVerent delivery options for Personal Accounts.

59. The White Paper did not explore any alternatives for diVerent balances between state and private
provision, any diVerent types of intervention into private savings markets (other than to rule out
compulsion) or diVerent policies in which auto-enrolment could be eVective with less risk. The options
considered for Personal Accounts were diVerent delivery methods.

425 O’Connell (2006). Note that KiwiSaver will operate auto-enrolment similarly to the NPSS, but there is no compulsory
employer contribution and less tax incentive than in the NPSS. But the value from saving is more certain, as there is no risk
of being caught in means-testing.

426 White Paper page 61, Annex E; Regulatory Impact Assessment page 53.
427 White Paper 1.32-1.45.
428 ABI (2005) The State of the Nation’s Saving 2005 pages 12 to 16. See also Mayhew (2003) Pensions 2002: Public attitudes to
pensions and saving for retirement, DWP Research Report no. 193, Tables 2.25 and 2.26 which also suggests there are
numerous reasons why individuals do not save.

429 White Paper Paragraphs 1.55-1.56; Figures 1.vi and 1.vii.
430 Regulatory Impact Assessment Paragraph 2.111.
431 White Paper Paragraph 1.75.
432 White Paper Paragraph 1.100.
433 White Paper Paragraph E.20 Annex E, Regulatory Impact Assessment Paragraphs 2.22–2.28.
434 White Paper 1.32–1.45.
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60. One alternative policy, not mentioned in the White Paper but considered by the PPI,435 is a model
where:

— Basic income is better assured through the state pension, with much less means-testing.

— Less prescriptive auto-enrolment is introduced into existing savings products to help people save
flexibly rather than implicitly impose a target of a specific replacement rate for pension income in
retirement.

61. There are many ways this could work. As one example, if NI rates were increased by 1% for employer
and employee and state pensions improved commensurately, then a sound base would be better secured.
Minimum contribution rates to an auto-enrolment savings vehicle could be set at 6% rather than 8%, with
no need for contingent compulsion on employers. This would give a similar overall result to theWhite Paper
reforms at less risk. It could be a better balanced policy, especially beneficial for low earners.

62. Given the risks and uncertainties inherent in the policy choice underpinning both models of Personal
Accounts in the White Paper, more policy analysis of the rationale for and alternative models of an
auto-enrolment savings scheme seems necessary before detailed product design is undertaken.

63. Many of the remaining Personal Accounts design questions depend on practical details that only
someone working as an employer or a provider day-to-day will understand, for example the practical issues
of transferring current pension saving into Personal Accounts or how to deal with people with more than
one job. There would be significant advantages to Government in bringing people with practical experience
of working in industry into the Personal Accounts development team as early as possible.

64. One of the criteria suggested for analysing the options for Personal Accounts design is value for
money for the taxpayer.436 There are two aspects to this: (1) the cost of tax foregone in reliefs on corporation
tax, employee income tax and NI contributions as a result of additional saving, expected to amount to
£1.2–3billion a year;437 and (2) the IT, administration, marketing and regulatory costs that are paid by the
taxpayer rather than recouped through Personal Account fees.

65. Whether there is value for money from tax reliefs is a significant issue not addressed in the White
Paper, which assumed the current pension saving tax relief policy would follow through into Personal
Accounts (it would not be desirable to have two diVerent tax relief systems running alongside each other).
The Pensions Commission suggested that reforming the current system is too diYcult, although recognised
the widely-held view that it is highly regressive, costly and ineVective.

66. Discussions between the PPI and practitioners suggest that reform would be possible. A review of
value for money to the taxpayer of current and alternative systems of tax incentives for pensions and other
forms of savings would help address a remaining significant policy issue.

67. The White Paper quotes the Pensions Commission’s estimate of £500 million set-up cost, but oVered
no further analysis. It gave no details on how the cost would be split between the taxpayer and Personal
Account fees.438 Given this large uncertain cost to the taxpayer, and previous bad experiences with
Government-run IT projects, the plans for the design and build of Personal Accounts would have to be very
carefully scrutinised, costed and compared to alternatives. As a base-line comparator, there would be no
set-up or additional on-going administration cost to the taxpayer from providing better pensions through
the state.

68. One crucial policy diVerence between the two models of Personal Accounts presented in the White
Paper is how much choice the individual should be oVered. It would be helpful if Government confirmed
its policy intentions on promoting personal responsibility. Does it want to achieve bothmore pension saving
and a better understanding of how to approach investment (more consistent with the “brand choice”model)
or does it just want more people putting money into pension savings without necessarily engaging with the
process (more consistent with the Pensions Commission model)?

69. TheWhite Paper is light on plans for giving information about Personal Accounts to individuals and
helping them make their choices in Personal Accounts—initial and ongoing—and other related financial
decisions. If Government introduced a national auto-enrolment savings scheme without providing a good
free source of independent generic advice on a wide range of lifetime financial decisions,439 the impact of
Personal Accounts may be limited and/or the risk of mis-buying increased.

70. Government plans for providing a good, free source of independent guidance in making the financial
decisions required by the introduction of auto-enrolment need to be more detailed and costed.

435 This alternative is suggested from the work done in New Zealand to plan for KiwiSaver, see O’Connell (2006) and PPI
evidence to House of Commons Work and Pensions Committee March 2006.

436 White Paper paragraph 1.71.
437 Regulatory Impact Assessment Appendix E page 169.
438 Regulatory Impact Assessment Paragraphs 2.123–2.127. In addition, it estimates costs to employers (excluding
contributions) could be £230 million set up and £90 million pa, White Paper Paragraph 1.125.

439 “Advice” probably describes it best but can be confused with regulated “best advice” which is not what most commentators
envisage for an independent source of generic advice. It should be more than just information, and help people make their
own decisions, stopping short of telling people what to do.
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Summary of Suggested Issues to Consider

a. Government should publish the range of outcomes from the models used to estimate the proportion
of pensioner benefit units eligible for Pension Credit in future and the assumptions used (Paragraph 14).

b. Legislation will have to address some practical details of the change to 30 years qualification period
for full BSP such as how to deal with people who have paid voluntary contributions, or how reciprocal social
security agreements with other countries may need to be altered (Paragraph 22).

c. Legislation could set a date, say 2015, for a review to examine the feasibility of merging BSP and S2P
(Paragraph 23).

d. In order to minimise the political risk in indexation policy, legislation should include not just the start
date but the definite commitment to ongoing earnings indexation of the BSP as a minimum (not contingent
on later decisions) (Paragraph 26).

e. Further uncertainty could be minimised by setting the uprating of all Pension Credit parameters in
legislation in the same way as BSP earnings indexation (Paragraph 29).

f. Government should account for how the revenue gains from abolishing contracting-out on DCwill be
spent, in particular confirming that they will be spent on improving pensions rather than on other areas of
Government spending or debt reduction (Paragraph 33).

g. The commitment to hold a review on the eligibility age for Guarantee Credit, say in 2020, could be
written into legislation (Paragraph 35).

h. Legislation could lay down time spans within which the Government of the day has to commission
a formal, evidence-based independent review of specified pensions policy issues or general reviews of the
eVectiveness of pensions policy (Paragraph 36).

i. Regular reviews to confirm or otherwise the rationale for planned increases in SPA would be especially
helpful because of the uncertainty in future trends in longevity. The first SPA review could be coincident
with the review of the default retirement age in 2011 (Paragraph 37).

j. Government should try harder to explode the myth that we all have to work to state pension age that
continues in reporting of policy on later working. And including likely life expectancy in state pension
forecasts would give useful information in context (Paragraph 38).

k. Government should address what it believes should be the target outcome of Personal Accounts, and
how that can be measured (Paragraph 47).

l. Government will have to make unambiguously clear in all literature what the nature of Government
guarantee is in Personal Accounts and consider how acceptable it will be if people do not fully appreciate
their investment risks (Paragraph 57).

m. More policy analysis of the rationale for and alternative models of an auto-enrolment savings scheme
seems necessary before detailed product design is undertaken (Paragraph 62).

n. There would be significant advantages to Government in bringing people with practical experience of
working in industry into the Personal Accounts development team as early as possible (Paragraph 63).

o. A review of value for money to the taxpayer of current and alternative systems of tax incentives for
pensions and other forms of savings would help address a remaining significant policy issue (Paragraph 66).

p. The plans for the design and build of Personal Accounts would have to be very carefully scrutinised,
costed and compared to alternatives (Paragraph 67).

q. It would be helpful ifGovernment confirmed its policy intentions on promoting personal responsibility
(Paragraph 68).

r. Government plans for providing a good, free source of independent guidance in making the financial
decisions required by the introduction of auto-enrolment need to be more detailed and costed
(Paragraph 70).

Pensions Policy Institute

June 2006
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Memorandum submitted by Intelligent Money

Introduction

Intelligent Money is pleased to submit evidence to the Department of Work and Pensions Select
Committee on pension reform.

Intelligent Money has been working with the Royal Bank of Scotland for the last two years to produce
the Alternative Retirement Contract—ARC (working title) to provide consumers with a real solution to the
ever increasing pensions crisis via a capital secure, low cost, tax free savings plan.

Havingworked in the industry for over 20 years the directors would like tomake some observations about
pensions design drawing on the work they have done to develop a product which closely resembles the
principles laid out for a National Pensions Savings Scheme by the Pensions Commission.

The following submission seeks to focus on two of the inquiry’s particular areas of interest:

— The impact of saving behaviour of the reforms and of existing incentives.

— Proposals for reform of the state pensions system.

We believe the key barriers to saving include:

— Mistrust of the pensions industry.

— Lack of ownership of money within pension funds.

— Fear of getting back less than has been put in.

— Disincentives from pensions credit and unfair taxation regimes.

— Inflexibility of current pensions models.

— Taxation environment which creates disincentives.

We have therefore built a product which we believe overcomes these issues, and we would like to share
our learnings as part of the national debate on pensions. This document will seek to expound some of our
key recommendations which follow.

Key Recommendations

We believe that to overcome inertia a savings product should provide:

— A clear and transparent structure with low cost, understandable charging system—ie not a fund
based annual management charge.

— Complete “ownership” for the account with clear understandable choices built within a “stripped
down” SIPP wrapper including:

— stock market focus;

— house price focus; and

— stock market and house price focus.

— Increased flexibility with a:

— minimum investment level of £50 a month with no minimum contribution term;

— access to 25% cash on retirement;

— access to 10% at any time (which could be used for house purchasing, or student tuition
fees); and

— a fund which can be inherited by children and spouses.

In addition we believe the government must:

— abolish higher tax rate relief; and

— end pensions credit and increasing the state pension.

1. A clear and transparent structure with a low cost, understandable charging system

Our research shows that people are put oV saving because they do not understand the charging system.
This has been a factor in leading to a breakdown in the trust in pensions companies.

£14 million is wiped oV the value of UK personal pension plans everyday in pension fund management
charges. This means losses to 10 million consumers of £5 billion a year.

Last year consumers individually (ie not including employers contributions, tax credits or contracted out
payments) saved a total of £4.3 billion into personal pension plans—and the pension industry took £5 billion
back out again in charges. This is because fund management charges are based upon the total amount
invested, not the amount contributed.
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So if a 30 year old saves £200 a month until they are 65 they will have put away a total of £84,000, but
can pay charges of £120,000 plus lose £56,000 to the taxman.

And the problem gets worse the closer consumers get to retirement, as the fund is growing to its largest
size, the charges are approaching their peak.

It is vital that a disincentive like this is removed from pensions so consumers feel they really do “get what
it says on the tin”.

We recommend a new and fresh approach to charging for the provision of the NPSS that decouples a
management fee from the fund size. So it would not deduct a fund based annual management charge. A
fixed annual administration fee charged either directly to the fund or provided for in the terms of the account
is a far fairer and transparent solution. This would be fixed regardless of howmuch an individual contributes
or how large their investment grows.

2. Complete “ownership” for the account holder with clear understandable choices

It is vital that the framework of a National Pension Savings Scheme (NPSS) addresses the needs and
concerns of those being contracted into the Scheme.

A great lesson can be learned from failure of Stakeholder Schemes to appeal to its target audience as it
did not address the needs or concerns of the British public.

There are basic requirements needed to ensure acceptance of a contracted in scheme, which whilst
providing a foundation, will still not provide suYcient funds for most to live on in retirement. Based on 8%
of a £25,000 salary, assuming 7% annual growth with no charges, it would take 22 years to build up a fund
of £100,000.

It is therefore vital that the public is motivated to save in addition to the contracted in minimum.

Considering that the British public has twice as much held in deposit accounts as in pension plans it is
reasonable to assume that the safety of cash, even when taxed, is preferable to the risks and complications
of pension funds.

This assumption is perhaps borne out by the fact that there is twice as much money in mini cash ISAs as
in maxi stocks and shares ISAs (even with the maximum investment limit for cash ISAs being less than half
that for maxi ISAs).

The obvious starting point for a NPSS should therefore be to limit the underlying asset to cash.

The next step is to calculate how the interest is paid. Obviously traditional deposit account interest is
unlikely to provide the optimum returns for investors over the long term.

Taking 10 year blocks over the past 50 years, in most 10 year periods both the stock market and house
prices have massively outperformed cash and therefore the interest payable should be in line with the FTSE
and house prices.

In fact the optimum asset allocation over 145 10 year periods (taken monthly since the FTSE began) is
virtually 50% FTSE and 50% house prices. This is due to both of these asset classes being non-correlated.

The table below shows the best worst and average ten years returns from these asset classes and compares
these returns to those that would have been achieved with a 50–50 blend tracking the FTSE 100 andHalifax
House Price Index at a 140% participation rate:

HHPI FTSE Blend

Minimum 4.10% 18.28% 88.21%
Maximum 173.79% 220.07% 209.65%
Average 66.73% 124.42% 133.80%
Count 145 145 145

We recommend a choice of three types of accounts built within a “striped down” SIPP wrapper to allow
for both pension transfers and new investments that will benefit from a £10 tax credit for every £35 saved:

— Balanced Account—Stock Market Focus:

20% grows at 2% above Bank of England base rate.

30% grows in line house prices (Halifax HPI).

50% grows in line with the stock market (FTSE 100).

— Balanced Account—House Prices Focus:

20% grows at 2% above Bank of England base rate.

30% grows in line with the stock market (FTSE 100).

50% grows in line house prices (Halifax HPI).
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Alternatively, Accelerator Account with an option to replace the cash element with an accelerated level
of growth from house prices and the stock market. The Accelerator account would grow in line with house
prices and the stockmarket, but at an accelerated rate of 40% above house price and the stock market:

— Accelerator Account—House Prices and Stock Market:
50% grows at 40% above house prices (Halifax HPI).
50% grows at 40% above the stock market (FTSE 100).

3. Increased flexibility

We believe that potential savers have been put oV pensions savings because of a perception that they can
achieve similar growth elsewhere, with greater access and flexibility. Lack of flexibility is particularly
disincentivising for young savers. Having to purchase an annuity at 75 or take an ASP with a 40% tax bill
upon death is a major reason to not save in any pension vehicle.

We recommend a solution which provides access and flexibility at key points in the life cycle, but has
suYcient security to assure growth.

The key features should include:

— a minimum investment level of £50 a month with no minimum contribution term; and

— a facility which allows any pension funds to be transferred to the account.

Allow access to a proportion of funds saved (or inherited) at three “lifetime” stages ie:

— 10% tax free cash available from inherited NPSS for house (main home) purchase—not deducted
from 25% tax free cash available at minimum retirement age.

— 10% tax free cash available from inherited NPSS for university fees or repayment of student
loans—not deducted from 25% tax free cash available at minimum retirement age.

— 10% tax free cash available from non-inherited NPSS element at any event—deducted pro-rata
against the 25% tax free cash available at minimum retirement age.

— Abolition of the taxation of inherited pension funds for those who choose to pass pension funds
down to their children within the pension wrapper.

4. Abolition of Higher Rate Tax Relief

Revenue rules state that no benefit can be derived from a pension fund until retirement. However, higher
rate tax payers benefit from a reduced tax liability equal to 18% of their pension contributions.

The cost toGovernment of both the PensionCredit andHigherRate TaxRelief could be farmore usefully
employed by providing a higher basic state pension, a higher overall basic tax relief for all funds, or a
matching arrangement on lower contributions.

We suggest that the Government dismantles the Higher Rate Tax Relief credit and realigns that resource
by matching all contributions over £500 on a one-to-one basis, thus creating an added incentive for the less
well oV to save.

5. Ending pensions credit and increasing the state pension

We do not believe that any Government can introduce a “contracted in” NPSS whilst continuing with a
means tested pension credit.

The Pension Credit as it currently stands first £28,000 of a pension fund will simply provide the same level
of income as would have been received by the Pension Credit.

This means that low income families could actually be better oV not saving into the NPSS, thereby
defeating the object.

We believe that the Government should use the revenue saved by the above proposals to provide an
increased basic state pension and provide either matching of lower contributions.

Final Shape of NPSS

Alongside wholesale reform of state pensions, the private sector has a key role to play in taking forward
the proposals outlined in the final report of the Pensions Commission. We present our submission to the
Committee’s inquiry as a contribution to the debate on shaping a workable National Pensions Saving
Scheme that will overcome the barriers to saving faced by the public. We argue that a long term solution
can only be reached by designing a scheme which is incentivising, fair and transparent.

Our Recommendations above would lead to a NPSS that would provide:

— Total capital security on all contributions (including the opportunity to secure the value of existing
pension funds).
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— Responsible asset allocation covering the stock market, property market and high interest cash.

— Transparent, non fund based, simple charging structure (well within the equivalent of a 0.3% fund
based charge).

— Ahigh incentive for lower paid workers tomake additional contributions (the £500matching band
would increase the average contribution, and resultant retirement income, by a third).

— Removal of the “access” barrier to investing in a pension scheme.

— Provide a higher and stable basic state pension for all.

Intelligent Money

March 2006

Memorandum submitted by National Association of Schoolmasters Union of Women Teachers

1. NASUWT is fundamentally opposed to an increase in the state pension age or the “normal pension
age” for teachers, but supports:

— the proposed introduction of a National Pensions Savings Scheme along the lines suggested by the
Commission;

— the introduction of a minimum contribution by employers towards their employees’ retirement
savings;

— automatic enrolment in an appropriate pension scheme;

— The need to improve the level of retirement provision among women, carers and the more
vulnerable groups;

— the concept of universality in the provision of the basic state pension provision;

— the restoration of the link between the basic state pension and national average earnings; and

— the establishment of a permanent independent body to succeed the Pensions Commission in order
to monitor progress on pension reform and report to Parliament accordingly.

General Comments

2. NASUWT welcomes the opportunity to comment on the Work and Pensions Select Committee
Inquiry into whether the proposals contained in the Pensions Commission’s Second Report (the Turner
Report) and the forthcoming Government White Paper provide the basis for enduring pension reform.

3. NASUWT is the largest union representing teachers and headteachers throughout the UK.

4. Teachers in the state-maintained primary and secondary education sector are eligible for membership
of the occupational Teachers’ Pension Scheme (TPS) as are teachers in the independent (private) sector if
their employers choose to subscribe to TPS, and oVer their employees membership of the scheme. The
Teachers’ Pension Scheme (England andWales) has approximately 1.4 million members (2005) made up of
567,000 active members, 400,000 deferred members, and 434,000 retired members.

5. Since the Government response to the Commission’s Second Report is not yet known, NASUWT’s
comments relate to suggestions contained within the Turner Report. NASUWT notes that the Select
Committee will accept supplementary evidence once the White Paper is published.

Specific Comments

6. NASUWT accepts the general thrust of the analysis in the Pension Commission’s Report and its
central conclusion that the current system of private pension provision is not fit for purpose. NASUWT
welcomes the Government’s intention to introduce legislation that will “seek to lay the basis for a consensus
on a lasting pension settlement.”

7. NASUWT agrees that recent evidence suggests the current voluntary system of privately funded
occupational and personal pensions combined with the current state system will deliver increasingly
inadequate and unequal results and that a national industrial and political consensus over a long-term policy
for robust pension provision is urgently required.

8. NASUWT supports the Commission’s proposal for a National Pensions Savings Scheme (NPSS) that
will enable and encourage individuals to save for a minimum, low-cost, earnings-related pension in addition
to the state pension provision.

9. NASUWT supports compulsory contributions by employees and employers to the proposed NPSS
and believes that a system whereby employers could only opt out of the NPSS if they provide at least
equivalent benefits would help create “a level playing field” among employers in respect of pensions and
improve the extent of pension coverage and level of provision. NASUWT believes the proposed minimum



3367124105 Page Type [O] 17-07-06 14:09:16 Pag Table: COENEW PPSysB Unit: PAG2

Work and Pensions Committee: Evidence Ev 417

level of employer contributions of 3% of relevant earnings is modest and employers and employees are to
be encouraged to exceed the minimum, but NASUWT does not believe the proposed level of contribution
warrants an exemption for small and medium enterprises.

10. NASUWT also supports the view that automatic enrolment in NPSS or an appropriate pension
scheme, whether at local, occupational or national level, has a significant part to play in improving the level
of pension provision within the UK.

11. In this respect, proposals within the current review of the Teachers’ Pension Scheme (TPS) for
automatic membership of TPS for part-time teachers (as opposed to the present system of part-time
employees ‘opting in’ to the scheme) would help maximise the occupational retirement provision of
thousands of part-time teachers, most of them women, who currently remain outside the occupational
pension provision for teachers.

12. Whatever the eventual governance structure and fund management arrangements for the NPSS,
NASUWT believes that NPSS funds should be investment through a limited range of “low-cost” vehicles
(rather than a single investmentmanager) including at least one “responsible investment” option, with equal
numbers of member representatives on the governing body of NPSS in keeping with the principle that
members should have equal representation on trustee boards in occupational pension schemes.

13. NASUWT welcomes the Commission’s objective of reducing pensioner poverty and improving
retirement provision for carers and those individuals with interrupted work patterns in particular. In this
respect, NASUWT supports the concept of “universal” state pension provision and restoration of the link
between the basic state pension and national average earnings as the best means of addressing the existing
inequalities within the state pension system and protecting the living standards of the poorest pensioners.

14. NASUWT has noted the Government’s proposals for the raising of state pension age and for
increases in respect of the normal pension age for public sector pensions in general.

15. NASUWT believes that any increase in state pension age will have little impact on the retirement age
of the better oV, who can aVord to retire when they choose, but will impact disproportionately on those in
the lowest socio-economic groups for whom life expectancy is not as long and early retirement not a realistic
option and who would, therefore, be more likely to work longer, although they are less likely to enjoy a long
and healthy retirement.

16. As a result, NASUWT believes any such increase in state retirement age would be premature and
unfair, and supports the TUC in endorsing a target of increasing the employment rate from 75% to 80% as
a means of addressing the cost implications of the growing imbalance between the working population and
retired population (as outlined in the TUC’s Report: “The Eighty Per Cent Solution”).

17. NASUWTremains opposed to any increase in the normal pension age for teachers (ie the age at which
teachers can draw an unreduced occupational pension from the TPS) and opposes any proposals for further
increase in the state pension age beyond 65 for the foreseeable future. The Union is, however, currently
discussing with Government and employers a number of possible changes to the TPS, including changes to
the normal pension age for new entrants to teaching and the scope for introducing more flexible retirement
options within the TPS as a result of the introduction of pension reforms and tax simplification measures.

18. While the Union notes the Commission’s call for any increase in state retirement age to be supported
by policy measures to help individuals to work longer and to protect those with lower life expectancy—
including anti-discrimination legislation, financial incentives, improved occupational health and training—
it also notes the Commission’s estimate that at least half of existing tax concessions flow to the higher paid,
which needs to be addressed.

19. Around one in four of all teacher retirements under the Teachers’ Pension Scheme in recent years
involve the payment of a pension before normal pension age, with an appropriate actuarial reduction. In
fact, according to statistics from Teachers’ Pensions, the number of voluntary “early” retirements has
almost doubled—from 15.5% of all TPS retirements in 2001–02 to 28.1% in 2004–05—while only 1% of
retirements involve teachers working beyond age 65. NASUWT believes it is unlikely that this will change
in the foreseeable future and it is diYcult to envisage any form of incentive system that would be likely to
reverse the trend.

20. Finally, NASUWT supports the Commission’s suggestion that there should be a permanent
independent body set up, similar to the Low Pay Commission, to monitor progress on pension reform and
report to Parliament accordingly.

NASUWT Recommends That

— there should be no increase in the state pension age or the normal pension age for teachers;

— a National Pensions Savings Scheme should be introduced along the lines suggested by the
Pensions Commission;

— a minimum contribution by employers towards their employees’ retirement savings should be
introduced;

— there should be automatic enrolment of employees in theNPSS or an appropriate pension scheme;
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— there should be a universal basic state pension linked to increases in national average earnings; and

— a permanent independent body be established to succeed the Pensions Commission and tomonitor
progress and advise on pension reform.

NASUWT

March 2006

Memorandum submitted by the Occupational Pensioners’ Alliance
following the publication of the Pensions White Paper

The recentWhite Paper refers to “further reform of the requirement to apply price indexation to pensions
in payment”. The Occupational Pensioners’ Alliance is concerned about the possible implication of that for
existing occupational pensioners.

Employees have seen the regulated increases on the pension they are earning change from LPI at 5% to
LPI at 2.5%. That could change again, and employees would have to adapt their saving and employment
plans accordingly.

Retired people are in a very diVerent position—they are not able to work longer or save more. In the past
this has been recognised as a principle in pension regulation design; occupational pensions crystallise when
the individual retires. The pensions include the regulated increases that the retirement decision is based on.
DiVerent periods of service lead to diVerent regulated increases. The section 67 rules and the priorities at wind-
up also reflect the principle that retirees’ pensions should only reduce in value in the most exceptional
circumstances.

A “further reform” that diminished the value of retirees’ pensions in payment generally would not be
merely an adjustment to what has gone before. It would be a U-turn, a break with principle and justice.

There is no practical justification for such a “reform”. On the contrary, experience and analysis show that
because pensioners spend proportionally more on items like Council Tax, rather than plasma TVs, they
suVer more than the average impoverishment through inflation. Degrading existing occupational pensions
would not be good government—in many cases it would have to be compensated for from taxes.

OPA asks the Committee to look carefully at what lies behind the coy wording of the White Paper, and
to note the need to honour the basis on which retired individuals made their retirement decisions.
Occupational Pensioners’ Alliance
June 2006

Memorandum submitted by Harry Shutt440
following the publication of the Pensions White Paper

This paper is confined to addressing one central featureof theWhite Paper’s recommendations: the proposal
to raise the State Pension age (ie at which the basic state pension becomes payable). This proposal—which
follows the recommendations of the Pensions Commission chaired by Lord Turner and has been endorsed by
a broad consensus of the pensions industry, political parties and the media—will be shown to be both
economically unjustified and self-defeating in terms of the implicit financial and social objectives of pensions
policy. The paper seeks both to point out flaws in the reasoning used to justify the proposal and to identify
crucial factors ignored by the White Paper which would render it unworkable in practice.

The key weakness—both theoretical and practical—in the proposal is that it fails to take proper account
of its likely impact on the labour market. It is striking that the White Paper is at pains to avoid considering
the potential impact of extending people’s working lives on the balance of supply and demand for labour.
Indeed it contains no reference to the current level of unemployment or any impact the proposed increase
in pensionable age might have on it. On the other hand, its authors are clearly aware that the balance
between the level of employed and non-employed in the economy is a relevant consideration. However, so
far from recognising the self-evident truth that any increase in the state pension age is bound to result, other
things being equal, in a higher rate of unemployment among the workforce, the White Paper commits two
astonishing errors in its eVort to avoid addressing the question:

(i) It states (paragraph 4.5) that an increase of one million in the number of older workers (defined
as aged 50–69) would help achieve of theGovernment’s aim of raising the employment rate to 80%
of the working age population (defined as aged 16–59 for women and 16–64 for men)—even
though it should be obvious that for such a calculation to be meaningful the working age
population must be redefined to include those aged 64–69;

440 Harry Shutt is an economic consultant and writer whose publications include:
The Jobs Crisis. Increasing unemployment in the developed world. (The Economist Intelligence Unit, 1980).
The Myth of Free Trade. Patterns of protectionism since 1945. (Basil Blackwell/The Economist, 1985).
The Trouble with Capitalism: An enquiry into the causes of global economic failure (Zed Books, 1998).
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(ii) It asserts (paragraph 4.7) that “reaching [an employment rate of] 80% would lead to a significant
increase in GDP, perhaps by as much as 2.7 percentage points by 2050”. Such a claim suggests a
belief in the fallacy known as “Say’s Law”—that supply creates its own demand—and that the level
of employment can thus be viewed as an “independent variable” without regard to the level of
demand for goods and services on which that for labour obviously depends. This error seems all
themore remarkable in the context of a globalised economy inwhich, while overall output is rising,
the ILO reports the global rate of unemployment to be close to its all-time high and the global
employment rate has been in long-term decline for at least 10 years.441 This apparent long-term
decline in the global employment rate, it should be noted, can be explained both by still rising
world population and growing productivity—the latter being a factor behind the well known
phenomenon of “jobless growth” in Europe since the 1980s.

All this evidence is totally at odds with the view promoted in the White Paper (again following Turner
and many other commentators on the causes of the pensions crisis) that the problem can be defined in terms
of the rising “dependency ratio” (ie of pensioners to those of working age) in the population. This
economically meaningless concept—which ignores the impact of rising labour productivity in determining
the evolution of the ratio of labour to total value added (GDP)—has been linked by some opinion-formers
(although not explicitly by Turner or the White Paper) to the notion that there is a long-term structural
labour shortage in Europe.442 In fact, the view that there exists an actual or potential labour shortage in the
UK must be seen as implicit in the proposal to raise the state pension age.

A more realistic assessment of the eVects of raising the state pensionable age must conclude that there is
every probability that it will lead to a significant increase in the rate of unemployment among the expanded
workforce (ranging from ages 16–67 rather than 16–64). If this is so, it should be equally obvious that the
result will be an increase in non-pension welfare payments to those suVering consequent increased hardship,
a development which could well result in costs to the taxpayer largely, if not entirely, oVsetting the savings
achieved by raising the state pension age.

It may be argued that because it is proposed to implement the increase (from 65 to 68) only over an
extremely extended timescale the current long term trends in the labour market may be reversed so as to
create a greater demand for labour by 2024 and subsequently. Yet bearing in mind this would require a
reversal of the trend of perpetually rising productivity established since World War II—or else a sustained
decline in the working age population, such a development appears highly improbable. Meanwhile,
however, it is noticeable that many sponsors of occupational defined benefit schemes, particularly in the
private sector, are already indicating that they will use the arguments advanced in theWhite Paper to justify
raising the pensionable age applying to their schemes sooner rather than later. To the extent that this
happens in practice it seems certain to hasten the demise of these schemes—foreshadowed by Turner—as
more and more employees lose faith in the “pensions promise” of the private sector. Hence the prospect
arises that the accelerated unravelling of the private occupational sector—as employers are eVectively given
the oYcial green light to use rising longevity as an excuse for cutting benefits—will throw an even greater
burden on to the taxpayer (and much earlier) than the White Paper already envisages.

Space precludes any attempt here to explore the implications of the above arguments for what should be
seen as more realistic approaches to resolving the very real pensions crisis. It should nevertheless have been
demonstrated that, whatever the solution to this crisis may be, raising the retirement age cannot be any part
of it.

Harry Shutt

June 2006

Memorandum submitted by John Hunt
following the publication of the Pensions White Paper

A. I Refer to theWhite Paper Entitled “Security inRetirement: Towards aNew Pension System—
May 2006”

1. The Prime Minister states in his forward that he is “proud of what the Government achieved for
pensioners”. My experience indicates that this Government should be ashamed of what it has done for me
and some 85,000 others. I supply the evidence as follows :

All that this Government has done for me is that it has caused my pension to be stolen from me contrary
to Section 8 of theHumanRights Act 1998 and Protocol 1 Article 1 ( the protection of Property)of theHRA
1998. Legal advice indicates we have a robust case.

From an early age, I did what I considered was right and attempted to provide for my old age and for my
family, by making contributions over 38 years to my company Defined Benefit pension scheme. The Trust
Deeds of the scheme assured that the defined Benefit would be Paid under all circumstances including

441 ILO, Global Employment Trends Brief 2006.
442 A suggestion clearly belied by chronically high European unemployment rates as well as by the ILO data cited above.
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scheme wind up. However when I came to claim benefit two years ago I found that my pension had been
reduced to 25% of my expected entitlement because the company claimed that the 1995 PA had overridden
the irrevocable definitive scheme trust deed and that in scheme wind up they were responsible only for the
Statutory Debt derived from the MFR.

Even more despicable, the chancellor raided company schemes to the tune of £5 billion pa ever since this
Government took oYce and twice reduced an already inadequate MFR, contrary to actuarial advice,
thereby ensuring that some 85,000 of us would not receive the pensions we had paid for in full and in
advance. All of this was done in the full knowledge that it was damaging to the benefits of DB scheme
members, and yet at the same time DWP and OPRA were telling us and our Trustees that our pensions
were safe.

Also in his forward the PM expresses the need to put in place a future pension system which “encourages
people to save for their retirement”. How can people possibly have any confidence in future saving for
pensions whilst the matter of our stolen pensions remains unresolved?

2. The Rt Hon John Hutton MP in his forward states that “the immediate crisis of pensioner poverty is
being successfully addressed”. Whilst 85,000 of us remain deprived of our rightful entitlement this is not
true. Even in its revised form, FAS provides very little for only a few of those deprived, and even then
capping severely limits payments. Many, including those currently aged below 48 and members of schemes
with a still solvent company are excluded fromFAS.What chance have I at age 65 of making up the shortfall
in pension which I planned and paid for over the whole of my working life? I am unfairly excluded simply
because my company remains solvent.

B. I Refer the Parliamentary Ombudsman Report “Trusting in the Pensions Promise”, the

Government’s “Response to the Report by the Parliamentary Report”, MFR and FAS

1. It appears from theGovernment’s Response that the Committee is not convinced that individuals were
misled by theGovernment Documents which were issued nor indeed that they would have taken any action.
In my case, following the 1995 PA and Government information received by the Trustees, the chairman in
his forward to an amended scheme members Hand Book dated July 1998 made the following Statement:
“Our Provision of pensions is known as a final salary scheme. This legally commits the Company to fund
the trust set up to provide employees’ pensions . All other company pension schemes or personal pensions
are eVectively saving schemes which give no guarantee of value in relation to earnings at your retirement.”
I trusted in this statement derived from the Government Advice given to the Trustees and had I known that
my pension was not guaranteed I would have certainly withdrawn from the scheme and invested elsewhere.
Further advice—from government which I read confirmed the safety of my pension, some of this arriving
after the time when I could have taken alternative action. The chairman persuaded me to defer taking my
pension for two years on the basis that it would be enhanced by doing so but during the intervening time
he realised that Government had provided him with the opportunity of claiming that the secondary
legislation to the 1995 PA was overriding the Trust Deed and to his own financial advantage, he was not
required to honour my pension entitlement. Had I known the true facts and not believed what Government
was telling me I could have taken benefits earlier which would have been in full.

2. Moreover, the advice given by government , that my pension was secure, appeared to be supported by
the wording of the Primary Legislation to the 1995 PA. Nothing in the Primary Legislation indicated that
my pension could be stolen from me. Everyone, including the MP’s who voted to pass the Act into law
believed that the purpose and spirit of the law was to protect pensions. Even the secondary (delegated)
legislation does not indicate that my pension could be stolen and the vast majority of people believed that
terms likeMFR indicated that our pensions were safe. It was not until much later that the actuaries worked
out that their Guidance Notes (GN 27) meant that our pensions were not safe. Government on realising
that pensions were not in fact safe, continued to advise us that they were safe. Even worse Government took
£5 billion pa out of company pension scheme and twice weakened our chances of recieving full entitlement
further by reducing MFR. From where I stand, it is very diYcult to understand how delegated legislation
can be manipulated contrary to the spirit of the Primary Legislation, eVectively reversing the decision of
Parliament.

There is some evidence that the same thing has happened again in the case of the 2004 PA, which was only
passed through by leading MPs into believing that FAS would provide suYcient remedy for those eVected.
FAS falls well short of providing remedy since many are toally excluded, and it is in any case a minimal
payment.

3. Given the very weak response by Government to the PO Report, how can Government continue to
refuse to adopt the full PO recommendations?No reasonable person could find that the content of the report
is incorrect and that the recommendations are not fully justified. I have to ask the question why it should
be necessary for us to take the matter to Judicial Review to prove the point?

4. The PrimeMinister in his rebuttal of the PO report claimed that cost of fully compensating all of those
whose pensions have been stolenwould be £15 billion and that because of this compensation and acceptance
of the PO recommendation was not aVordable. However, at the very end of the Government response to
the PO report it is admitted the cost would be less than £100 million pa over a number of years. How can
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he have mislead parliament to this degree? I suggest that this cost is very aVordable and payment of this is
essential if people can be expected to save for their future pensions and trust Government in future.

5. TheFairness of future Pension Provision—Government has said that it is unfair to expectGovernment
to underwrite the Pensions of those employed in the private sector. Surely this is most unfair, as it has to
underwrite the pensions of those in the public sector. This means that nearly half of the population enjoy
pensions which are protected, whereas the other half enjoy no such protection. Inmy view everybody should
be allowed to save for their old age secure in the knowledge that such savings cannot be stolen from them.
Indeed this right is covered by one of the fundamental freedoms provided by European Convention of
Human Rights and HRA 2004—The Protection of Property and the entitlement to the peaceful enjoyment
of his possessions.

Protection for everyone against theft of pensions must feature in future pension provisions for everyone
and this has to be made retrospective, if people in the private sector are to be encouraged to save for their
old age in the future.

John Hunt

13 June 2006

Memorandum submitted by History and Policy
following the publication of the Pensions White Paper

Summary

1. To understand the present and future position of pensioners we need to know some history. It takes
40 years to accrue a pension. There are pensioners todaywith rights dating back to legislation passed in 1925.
Everyone’s pension rights are an incomprehensible mish-mash deriving from constant short-term policy
changes over the past 80 years.

2. The last major review of British pensions, the Beveridge Report (1942), established fundamental
principles:

— Subsistence level benefits.

— Rational, uniform administration.

— Universal compulsory cover and uniform state pension rights.

3. In combination, Beveridge intended that these principles would:

— Remove the need formeans testing and pensioner destitution arising from their reluctance to apply
for means-tested benefits.

— Reduce administrative complexity and cost, not least by excluding the private sector.

— Maximise transparency.

— Create incentives to save.

— Minimise consumer risk by giving the same pension for the same contribution.

— Protect women and others unable to sustain long-term contributions.

4. Contrary to a belief perpetuated by theWork and Pensions Secretary,422 the Attlee government largely
ignored the central principles of the Beveridge Report, causing many of the current problems with the
pensions system.

5. The Turner Commission returned to many of Beveridge’s basic principles:

— Universality, basing state pension rights on citizenship.

— An independent authority to oversee pensions in the collective interest.

— Unification of funded pension contributions (under the NPSS).

— Phasing-out means-tested benefits.

6. In the White Paper, the Government has abandoned most of these, retaining many of the weaknesses
in the present system, including:

— Continuing poor levels of pension in Britain, not least for women.

— A lower state pension at 68 for claimants than would be the case today.

— Means tested benefits for one-third of future pensioners.

— Enhanced levels of individual consumer risk.

— Administrative complexity, and elevated costs.

— No independent governing body or cross-party consensus.

422 Regulatory Impact Assessment Paragraph 2.45.
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7. TheWhite Paper meets theGovernment’s aVordability test: the provisional commitment to restore the
earnings link makes oYcial priorities clear. But, it fails tests of simplicity, transparency, political viability
and social justice. Under its proposals, British state pensions will remain among the worst in the western
world.

Historical Perspectives: the Beveridge Report and its Current Relevance

8. The 1942 Beveridge Report [Social Insurance and Allied Services] sought to impose administrative
rationality and reduced costs on the ramshackle apparatus of state social security schemes that had
developed over the preceding 30 years.

9. But the postwar settlement departed from the Beveridge Report in a number of important respects.
Under the post-war Attlee government and its successors, constant political amendment coupled with the
inclusion of the private sector created inadequate basic state pensions and a regulatory mess impenetrable
to anyone outside a small body of experts.

10. Beveridge demonstrated that:

(a) Means tested supplements (under the Assistance Board) to vast numbers of state pensioners were
expensive to administer and created inequalities between those who claimed and those who did
not.

(b) Poly-centric systems of privatised social security administration, like those found in the National
Health Insurance Scheme (the forerunner of the NHS), were administratively more costly and less
eYcient than centralised unified systems. The running costs of NHI were nearly nine times those
of the unified Unemployment Insurance scheme. Commercial competition between multiple
providers created what Beveridge called “duplication and waste”.

(c) Fluctuations in income security rendered regular saving impossible for poorer people, leading to
high drop-out rates among those contributing to voluntary life insurance policies, but creating
large profits for commercial insurance companies who sold policies on the doorstep to clients who
could not aVord them. Beveridge wanted to keep commercial insurance away from the
administration of state benefits.

(d) Unification minimised risk and guaranteed social justice as all scheme members were guaranteed
the same benefits for the same contribution. Then as now, this did not happen under
commercial systems.

11. In his 1942 White Paper, Beveridge set out to establish fundamental principles of social justice:

(a) Subsistence level benefits to:

(i) Remove means testing, and reduce administrative complexity and cost.

(ii) Create incentives to save for a better pension, either through non-profit making institutions
(such as Friendly Societies) or the commercial sector.

(iii) Avoid pensioner destitution caused by the widespread reluctance to apply for means-tested
supplements.

(b) Rational, uniform administration designed to:

(i) Forbid “contracting out”, which increased administrative costs.

(ii) Exclude the commercial sector from the administration of public benefits because of higher
administrative costs.

(iii) Minimise consumer risk derived from:
— Markets: because national poolingwould avoid diVerent benefits being paid for the same

contribution.
— Politics: unified administration would promote rationality and discourage political

“tinkering” for short-term gains.

(iv) Sustain transparency, prevent complexity and avoid anomalies.

(c) Universal compulsory cover to:

(i) Protect women and others unable to sustain contributions.

(ii) Prevent complications (and costs) due to problems of persistence.

Historical Perspectives: After Beveridge

12. Beveridge assumed that unity, universality and uniformity would guarantee social justice,
transparency and public support for his scheme that would protect it against future amendment or other
political meddling. He was wrong.

13. Attlee’s postwar Labour government introduced a flat-rate state pension as part of the newly
established welfare state. However, owing to strong Treasury opposition, pension payments were never at
subsistence level. From the start, means-testing was needed for those with no other income in old age.
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14. Since the 1946 National Insurance Act we have seen a succession of major pension reforms and
innumerable minor changes. None of these alterations has restored Beveridge. Many have broken with his
principles.

15. Almost all these major changes were shaped by the Treasury (eg the introduction of a minimalist
earnings-related pension in 1961, private pension plans in 1988, stakeholder pensions in 2000 and a state
second pension in 2002). Those that were not (such as the introduction of SERPS in 1978) it bitterly
opposed.

16. Postwar pensions policy has been dominated by the Treasury, excluding stakeholders such as trade
unions from the policy making process.

A New Pensions Settlement for the Twenty-first Century?

17. In its review of current pensions, the Turner Commission returned to many of the principles
established by Beveridge. Turner sought to:

(a) Eliminate pensioner poverty by:

(i) Raising pension benefits.

(ii) Moving to a single flat-rate benefit to reduce complexity.

(iii) Instituting a residency rather than contribution qualification.

(iv) Indexing future rises to average earnings.

(b) Minimise means-testing and thus enhance incentives to save and minimise pensioner poverty
arising from non-claimed benefits.

(c) Ensure financial viability by raising the state pension age.

(d) Provide universal earnings-related top-up benefits via a new funded National Pensions Savings
Scheme with auto-enrolment. The NPSS would be administered by a body responsible to
Parliament rather than government, and oversee investment of contributions in stock and bond
markets.

18. The Government, in the White Paper, has chosen to break with many of Turner’s recommendations.
For example:

(a) The basic state pension (BSP) will continue to be based on contributions rather than residency.
Various proposals for mitigating the eVects of this are proposed (eg reducing the number of
qualifying contribution years to 30), but would not be backdated. The existing problem of large
numbers of people, mainly women, with poor contribution records and little or no pension
entitlement will continue.

(b) Although government intends to re-index the BSP to earnings this will happen in 2012, not 2010
as Turner recommended. This delay generates exchequer savings over the long term. But the price
is a larger number of people condemned tomeans-tested assistance and a large number condemned
to poverty because they will fail to claim that assistance.

(c) By 2050 we are promised that only about one-third of pensioners will still be claiming Pension
Credit. But as just over 40% of pensioners are eligible for Pension Credit today, this hardly
represents a radical improvement.

(d) Although the White Paper is vague when it comes to discussion of earnings-related pensions, it is
fairly clear that the Government envisages a private sector solution. This will be no surprise to
anyone who has studied the history of state earnings-related pensions in Britain, not least because
the City, the pensions industry, the Treasury, and occupational pension scheme members fought
a successful battle against similar proposals made by Labour in 1957. If administration of NPSS
is placed with the private sector we are oVered a rehashed version of Stakeholder pensions, with
increased compulsion and retaining full exposure of the contributor to the risks of provider or
market failure.

19. The White Paper promises a state pension rising to £135 per week423 as the retirement age rises to 68.
This is no improvement for the average pensioner: the contrary is the case.

(a) £135 is less than the state pension that contributors can receive today at 68. Eg, a man retiring in
2006 with full contributions under SERPS and S2P, with earnings rising from £3,500 to £18,500
(1978–2005) could defer his claim to his state pension until 68 and receive £199.85 per week. A
woman claimant with the same earnings profile could receive more (£279.05 per week—but this
advantage will disappear by 2020 as male and female retirement ages are aligned).424 From 2020
to 2044 (should deferment regulations continue) this £199.85 per week would fall as the pension
age rises. Future pension rights will depend on birth date (and gender): for the same contribution,
the state pays diVerent pensions to diVerent generations.

423 House of CommonsTreasuryCommittee,The design of theNational Pensions Savings Scheme and the role of financial services
regulation Fifth Report of Session 2005-6, Paragraphs 48-49.

424 Regulatory Impact Assessment Figure 2.i page 49.
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(b) The White Paper proposes to abolish contracting out for all DC schemes (personal pension plans,
Stakeholder and reformed company pension schemes).

(i) Only DB schemes are to remain exempt: as the White Paper itself remarks, numbers covered
by DB pensions have declined recently.425 A large proportion of the future working
population will fall within the combined state pension, which will become flat-rate by 2030.

(ii) TheWhite Paper states that forty years of work or credits under its proposed system, will give
a low earner an additional top-up of around £60 per week.426 Added to the present day £84.25
BSP, this makes £144.25 at age 65. Deferred for three years, this oVers £189.26 at 68.

(iii) This leads us to conclude that the state pensions on oVer in theWhite Paper are unfair, uneven
and oVer a disguised pension cut to future pensioners.

20. The White Paper accuses other industrialised countries, also faced with pension problems, of
demonstrating “the dangers of establishing unsustainable policies, requiring them to reduce commitments”.
Other western countries have been forced to modify and reform their pension system in the face of growing
longevity, falling birth rates and budgetary diYculties. However, their future pensions still compare very
favourably with the proposed British reforms, for example:

(a) In Germany, by 2030, current pension reforms will reduce the earnings-related state pension from
c 70% to around 58% of previous average earnings.

(b) In France, the 2003 reform oVers a full pension (at c 70% of previous earnings) for all completing
42 years contributions/credits. 5% is deducted for each year short of this requirement. This means
that 40 years contribution/credit will still create the right to a pension at 60% of average previous
earnings.

(c) In the USA, social security currently oVers a pension at c 40% of previous earnings for a 40-year
working life.

(d) In Britain, the White Paper proposes a pension of c. 30% of median earnings for 40 years of
contributions/credits by 2044.427 By any estimation, this is meager.

21. In Sweden and Italy, real and complete pension reform has been achieved. The National Defined
Contribution systems adapted by both these countries calculate pension as a proportion of previous
earnings, modified by age-cohort size and life expectancy on retirement. This creates a political compact
between generations while avoiding the penalties and risks imposed by market uncertainties under real DC
schemes. It also enables people to plan for their retirement more eVectively. If the British government places
the administration of NPSS in private hands, this will impose the very uncertainties and risks on
contributors that these countries have sought to mediate.

22. All pension schemes in these countries have historically been administered under systems of joint
representation from both sides of industry. This establishes the link between contributors and scheme
governance that has long facilitated public deliberation about pensions and the possibilities for their reform.
In Britain, by contrast, policy remains in the hands of a small group of economic specialists in the Treasury,
and financial viability is always given absolute precedence over transparency and social justice. This
perpetuates mistrust in government as a guarantor of social well-being.

Conclusions

23. By obscuring important diVerences between the 1942 Beveridge Report and the 1946 National
Insurance Act ministers have claimed that their White Paper is “a new Beveridge”. It is not.

24. Ministers have contrived to give the impression that the White Paper represents “a new pensions
settlement for the 20-first century” because it embodies the key principles of the Turner Report. It does not.

25. The White Paper is merely the latest instalment in a long series of changes to British pensions that
have attempted to mitigate the worst eVects of the postwar settlement but almost always made it worse.

26. The White Paper claims to oVer working people a better state pension on retirement in the future. It
does not.

27. Ideally we would like the Government to:

(a) Restore the right to a basic state pension that does not require means-tested supplements and
extend this to all UK citizens and long-term residents (as recommended by the Pensions
Commission and as currently oVered in the Netherlands and Sweden).

(b) Retain a centralised NPSS and establishing an independent, representative governing body to
administer the earnings-related pensions it oVers (as recommended by the Pensions Commission).

425 O’Connell (2006). Note that KiwiSaver will operate auto-enrolment similarly to the NPSS, but there is no compulsory
employer contribution and less tax incentive than in the NPSS. But the value from saving is more certain, as there is no risk
of being caught in means-testing.

426 White Paper page 61, Annex E; Regulatory Impact Assessment page 53.
427 White Paper 1.32-1.45.
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(c) Abolish contracting out for DB schemes, leaving employers to adjust occupational pensions
accordingly.

History and Policy

June 2006

Memorandum submitted by Ronnie Sloan

1. The 3% employer/5% employee split is unappealing to employees; moreover, it is only a loose
approximation, in that 4% net paid by employees in fact attracts 1.13% tax relief at 22%, thereby making
the total contribution 8.13%, split 3% employer/5.13% employee.

2. It is wrong for the 3% employer contribution to be lost if the employee cannot, for whatever reason,
aVord to pay the full 5% gross, or 4% net, which is a demanding hurdle for young employees.

3. The flat-rate contribution scale proposed would result in unduly low benefits at older ages, and too
high at younger (see Table 2), hence my suggestion of age-related contributions (with £ for £ matching) on
top of a compulsory flat-rate core (see Table 1). Table 2 shows the outcome of my suggested scale.

4. Money Purchase involves too high a degree of risk being borne direct by employees, and therefore
needs some form of indexed (or smoothed) pension investment vehicle as a default option.

5. My age-related structure would typically involve an employer cost of some 3.75% of payroll, but this
could be capped at say 3.5% of total payroll to avoid possible age-discrimination.

6. It is vital that employees (and not employers) be allowed to choose their own pension providers, if we
are to avoid repeating the “empty boxes” of Stakeholder Pensions.

7. The existing NIC system, already used for remitting contracted-out rebates to the Personal Pension
provider chosen by each individual employee, could readily be extended to the NPSS.

Ronnie Sloan
Independent Consulting Actuary

June 2006

Memorandum submitted by Brenda Lécand-Harwood

NATIONAL PENSION SAVINGS SCHEME

1. A welcome and necessary scheme but unworkable in the suggested overall proposed format. The
proposals expect every working member of the general public over 22 years and earning over £5,000 pa to
consider and select a risk savings plan oVered by independent companies making a charge for their services
with the caveat of the small print to protect those companies. This is inadvisable, unrealistic and dangerous.

2. The proposals are unnecessarily complicated. The prime objective is to reduce applications for Pension
Credits/Social Security benefits? As automatic enrolment and compulsory contributions are proposed
within the NPSS but with the right for people to opt out how can the Government achieve its aims. This is
totalling confusing. The percentage of people holding a Stakeholders’ Pension is a good indication of the
potential failure of the NPSS to achieve the Government’s aims.

3. The proposed format of the NPSS allows a section of the general public to save for their retirement,
leaving the larger section ignoring the scheme either because it is too complicated, too risky or they are too
busy, or knowing that the Pension Credits/Social Security will be available. As is the current state of aVairs.
This is an unfair situation.

4. To simplify such a scheme and making it fair to everyone, the implementation has to be compulsory
and collected via the National Insurance Contributions. The NPSS contributions would be incorporated in
the N.I. under a separate unit headed NPSS.

5. The NPSS part of the N.I. contributions would be transferred to the NPSS fund necessarily
administered by the Government. This system will enable the employers to simply pay over an additional
sum, alongside the N.I. contributions to the Treasury thereby absolving the need for employers to promote/
advise and run such a scheme. This will be more cost eVective and uncomplicated for everyone.

6. The employers’ contribution can be any amount over the minimum statutory percentage, a minimum
percentage has to be compulsory. The employers can use their percentage contribution within a package to
attract employees.

7. The inevitable need for a waiting period to which the employee can be accepted in the scheme will be
unnecessary, the NPSS can be implemented from day one, parallel to the N.I. and Tax contributions.
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8. Such a compulsory scheme can be readily introduced to the “public” not just as another stealth tax
increase but onewith substantial benefits for them, an extension of their Basic State Pension and second state
pension. The options must allow for additional contributions by the employee at any stage of the scheme.

9. I give an example of our son to demonstrate that the failure to have a personal pension scheme is not
due to ignorance. His whole school life was in independent education. He achieved GSCE’s and A’levels
and a BAHonours degree in Politics & Social Policies at Brunel University inUxbridge over a 4 year course,
with one year’s word experience in the Human Resources Department at Addenbrooks Hospital in
Cambridge.

10. He works in London for company that contributes to a pension scheme after 1 year. After 4! years
he has not yet taken up the oVer of a pension operated by an external company. He feels the need to look
into this company and digest the material they have sent. If the compulsion of the NPSS was in place he
would have no problem with contributing to the scheme, in fact he would welcome it.

11. A sound tax incentive is crucial to this scheme. Cash withdrawals cannot be allowed. Opting out can
only be allowed when transferring to a Private Pension scheme whereby the monies already accumulated in
the NPSS can be transferred. On leaving the Private Pension scheme the monies will automatically be
transferred to the NPSS. The scenario is that everyone has to have an additional pension savings plan.

12. I have worked in the NHS financial administration and at one of the Cambridge University Colleges
both operating good pension schemes. However, on leaving both positions I was given the opportunity of
a cash sum or leaving the money in the pension fund, the latter attracting a bare minimum per week on
retirement, not an attractive option. The death benefits and widower’s benefit would cease. I decided to take
the cash.

13. If the NPSS had been in place the money would have automatically been transferred to the NPSS
fund, a compulsion I would naturally have preferred.

14. Any person with a stakeholders’ pension would have their funds automatically transferred to the
NPSS. Not a sound prospect for the fund-holders but essential. The Government would not find this
diYcult. It abolished the previously attractive sound tax incentives for PEPS and Pensions Schemes and the
withdrawal of these is a contributory factor to the decline in savings and pensions with the attendant impact
on the stock market. The substitute scheme is not attractive.

15. The section of society, including large companies operating pension funds, which took advantage of
the tax incentive in place, looked elsewhere for long term investment i.e. property investments. It is hardly
surprising therefore that the current property market exists.

16. The Exchequer has benefited substantially from the consequential Stamp Duty and from the
withdrawal of the mortgage tax relief therefore a good tax incentive for the NPSS has to be achievable.

17. The Select Committee has listened to a number of expert witnesses. From the meetings I have seen a
Consultant and Frank Field gave their considered views on why it is untenable for independent companies
to operate such a scheme.

18. We have already experienced the collapse of some pension funds with the attendant serious
repercussions to the pensioners. This, and the volatility of the stock-market, will scare the “general” public.

19. Mr JohnHutton’s comment to the Select Committee on 7 June 2006 that there is naturally an element
of risk with this type of savings plan, was somewhat misguided. A Government should never legislate for
any Pension savings plan that carries a risk, particularly one sold via independent companies. There is no
element of risk in the Civil Service, NHS, Police, Fire Service pension funds.

20. The Government is compelled to run the scheme. Frank Field’s suggestion of using the National
Savings is sound. However, an attractive and safe option is to utilise the department that administers the
Civil Service Pension Fund.

21. The NPSS must include life assurance and a monthly widows/widowers benefit rather than a
repayment of the savings because this would only defeat the purpose of the NPSS.

22. The administration is in place, extra staVwould be employed, funds would be kept under the control.
Only updating of the existing software would be necessary.

23. The substantial monies coming into a single “public pension fund”would obviate the need for charge,
thereby increasing the savings element. The Fund would generate enough money to pay for the
administration.

24. The commission alone for obtaining term-life assurance on behalf of the “public” would be
substantial to the NPSS fund. Life assurance companies can administer the application forms for the NPSS
as they currently do for anyone applying for life assurance. Term-assurance policies particularly when taken
out at an early age are very “cheap”.

25. To oVer the option of cash withdrawals defeats the purpose of the suggested scheme, i.e. to ensure
people have enoughmoney for their retirement thereby reducing the need for Pension credits/social security.

26. A section of the population would cash in their savings before pension age and then apply for pension
credits. Any person suggesting otherwise needs to consider very carefully the aspects of human nature.
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27. By using a Governmental Department to administer the fund allows for easy transfer of allowances
to the NPSS for those people who become unemployed or receiving incapacity benefits or HRP benefits.
There should be no waiting period for anyone unemployed to receive such credits.

28. People outside these categories who opt to take time away fromwork or become self-employed should
have to make some contribution to the scheme based on their circumstances. The public suVering bad debts
should be allowed a holiday-period following an application to the NPSS.

29. Both categories would have to cover any consequential shortfall by compulsory collections at a later
stage via PAYE or via the benefit system. The life assurance element of the NPSS can therefore remain in
place.

30. The Government has to look at the operation purely on a business basis. It is a substantial business
with trillions of pounds each year being utilised on behalf of the population.

31. The Government would criticise any company for losing 1.8 billion pounds by way of incorrect
overpayments that involve anxiety for the people who have to make repayments, as the Treasury has
done recently.

32. There is no excuse for mistakes in Governmental Departments particularly with the technology
available. Therefore, administration of such a Pension Fund should be relatively straightforward.

33. The records available demonstrate that Pension & Tax credits and Social Security and Housing
Benefit are complicated to most people. They are either unaware of their rights, or have to seek advice from
bodies such as the CAB or fail to apply because they do not wish to seek “charity”. However, the NPSS
proposals expect those same people to understand such a scheme.

34. Advice cannot be available from the CAB and other bodies on which fund holder to choose because
the proposed NPSS is a risk investment.

35. The NPSS proposals leaves the Government open to possible scandal with consequent legal
repercussions of under-performing funds or stock market fluctuations.

36. Public pressure would be so intense that the Government would have to cover the losses or seek
reimbursement from the operating companies, as in the case of the mis-selling of endowment policies and
the selling of pension funds to people that had existing preferential pensions. Or, very importantly, have to
pay Pensions Credits/Social Security Benefits, a defeating purpose for introducing NPSS.

37. A member of the Select Committee raised a valid point. If one person chooses a “provider” that
under-performs the fund on retirement to that of another person choosing a diVerent “provider” that
performs well, there would be problems. This is an indisputable outcome of allowing the NPSS to be run
by a multitude of “providers”.

38. To suggest a “body” could oversee a multitude of independent fund holders is impracticable. This
must not be laid at the door of the Financial Services Act, it is a self-regulatory body. More finances will be
wasted to administer and investigate such a scheme.

39. A “Select Committee” or its equivalent, involving MP’s, Specialist businessmen and previous MP’s
should oversee the General Pension Fund on a quarterly, six monthly, or yearly basis and naturally with the
National Audit OYce’s participation. There should be a Minister purely for this scheme.

40. The NPSS should automatically produce the pension/savings forecasts to every person on
engagement to the scheme and at, say, 5 yearly intervals. The Pensions OYce at Newcastle already supplies
pension forecasts. Therefore it is perfectly feasible to give projections over a series of set years. The NPSS
literature produced for the public should be explicit in layman’s terms.

41. The public knowing the NPSS was being operated by the Government Department operating the
Civil servants Pension Scheme would have a sense of security, an essential requirement for the NPSS.

42. Any legislation must make provision for change in Government/policies ensuring the implemented
NPSS cannot be changed to suit the country’s state of aVairs under any Government.

43. For example the Government cancelled the 26 week period Widows’ Pensions entitlement available
to those under pension age thereby ensuring that those widows unable to financially or mentally cope with
their lives and work had to apply for social security increasing the means tested regime.

44. People need a sound and compulsory scheme, rewarding them for working hard and saving in the
knowledge that if they die at any stage their family will reap the rewards through those savings by life
insurance and widows/widowers/ pension benefits. Without these criterion the NPSS is an unworkable
“novelty”.

45. Simple reimbursement of savings to the deceased’s family will once again defeat the purpose of the
NPSS “saving for retirement”.

46. A proper tax incentive for the employee and the employer is crucial. The suggested 1% Government
contribution is not enough, the employer should receive some tax relief for their contribution.
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BASIC STATE PENSION—INTRODUCTION OF 30 YEARS CONTRIBUTORY PERIOD

1. The extension of the retirement age and the reduction of contributory years to the State Retirement
Pension are contradictory.

2. In 2010 if a woman commences employment at, say, 18 and continues until she is 65 she has worked
for 47 years but her full state retirement pension has been achieved in only 30 of those years.

3. Whilst her second State Pensionwill accumulate during the 17 additional years she has towork to reach
the compulsory retirement age she will have no other incentive, other than a salary, to work the additional
17 years.

4. She only has to work from the age of 35 or up to 50 years or less dependent on the number of years’
contribution, to achieve the full state pension.

5. The same circumstances apply to men but currently with diVerent number of contributory years.

6. If, as I understand it, the proposed reduction in contributory years is to cover a woman or man staying
at home to look after children or other family, this is easily resolved by giving a caring credit to cover the
loss of years giving them a full Basic State Pension.

7. The people under the category of unemployment, training and incapacity benefits will automatically
have any of their lost years covered by the State. There should be no waiting period for people going onto
unemployment through loss of job etc.

8. The people under the category of “further education” should also receive similar credits.

9. People under the above categories will cost the Government a fraction of the cost of the proposed
reduction in the number of contributory years.

10. What category therefore is the Government aiming at by reducing the number of contributory years?

11. What happens when the contributory 30 years expires but the person has another 10! years to work?
Will their National Insurance contributions relevant to the Basic State Pension cease, including the
employers’ contribution? This is an extremely important and serious point.

12. If it does not then the Government is proposing to impose a wholly unfair compulsion on people. I
believe it could be classified as illegal. The Government would not allow a private company to impose such
a plan, i.e. compulsory taking money from their employees that had previously been credited to the Basic
State Pension but was no longer applicable because they had already reached the 30 year contributory
period.

13. The Trade Unions will certainly oppose such a system.

14. If the N.I. contributions cease at 30 years for men and women the loss to the Treasury would be
substantial. The concept of increasing the retirement age is to ensure the Government could fund future
pensions.

15. I cannot understand the rationale behind the proposal. It is an acknowledge fact that due to the lower
birth rate there will be a shortage of employees in the future with an ageing population. The reduction in
the number of contributory years will add to this problem.

16. A section of society will have the option to remain in further education until the age of 35 or retire
at the age of 55, or earlier, dependant on their number of contributory years, or take a gap of 10! years in
the middle of their working life to do their own “thing in the full knowledge that at pensionable age they
will receive a full Basic State Pension.

17. In this scenario the Government is expecting employers to change their whole pattern of recruitment.
The age of entry from University into work has already increased, with the attendant lack of work
experience.

18. Whilst Further Education is commendable situations arise whereby the person who decides to extend
this facility finds it diYcult to enter into the restrictions of a workforce at a later stage.

19. A person seeking its first time position at the age of, say 33 onwards will further add to this problem
thereby causing considerable diYculties to both employers, further education etc.

20. What does theGovernment expect to happen in the Civil Service, NHS. Teachers etc by the reduction
in the number of contributory years. Will their Pensions also have an embargo of 30 years contributions?
This will be a minefield for the Government.

21. The increase in retirement age will therefore not resolve the problem of shortage of workers in the
future.

22. If the Government unwisely imposes the 30 years contributory period they must legislate an incentive
for people working over the 30 years contributory level, other than accumulation of the second state
pension. The procedure is currently in place to make the simple calculations. If the Government does not
legislate for this it would be wholly unfair on those members of the general public.

23. The reduction in the number of contributory years will aVect the benefits of the proposed NPSS and
easily defeat the Government’s aim for proposing such a scheme.
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24. The Exchequer will lose tax revenue, National Insurance contributions and a reduction in savings
through the NPSS, a facility aimed at reducing the need for Pension Credits. And just as importantly the
reduction in workforce.

25. The proposals make the system unnecessarily complicated, unfair and unworkable.

26. Mr John Hutton told the Select Committee that his department was unable to work out any other
system for those people retiring a few days before 2010 when the new contributory period commences. This
is incomprehensible, regardless of the fact that some women in this category will have the benefit of retiring
at 60, rather than 65.

27. It is theGovernment’s responsibility tomake an evaluation of each person’s contribution record. For
example from the date the final White Paper is legislated, reducing the number of contributory years, say
in 2007, every person who has at that date worked over the 30 years contributory period should have a credit
added to its Basic State Pension.

28. For example: From 2007—a person who retires in 2010 with 45 years contributions must have an
increase in the Basic State Pension for the 15 years they have worked over the 30 years.

29. From 2007 a person with over 30 years contributions retiring in, say, 2115 must have an increase in
the basic state pension to cover the additional years they have worked over the 30 years.

30. Or the pension element of theNational Insurance contributions cease in 2007 for people with 30 years
contributions, together with reimbursement of any contributions previously made by people/employers
above the reduced 30 contributory years.

31. Without these provisions the Government could discover to its great cost that in 2010 a person with
30 years contributions could decide to stop work and move abroad or similar, collecting their basic state
pension at retirement age.

32. I have sympathy for people having to care for members of the family. A possible scenario could arise
with some people opting to stay at home until their children reach independent age. This scenario has far
reaching complications.Reduction inworkforce, reduction inN.I. and tax contributions, increase in “caring
credits’ reduction in Day Nurseries.

33. Is the Government going to withdraw the tax credits for nursery care/education for parents who go
out to work? Children benefit from early education and mixing with other children.

34. Due to our circumstances, I worked full-time when our children were small, through maternity leave
with our son. During a 4 year period when our daughter was young and when I worked full-time during
the day, I also looked after my mother for 4 evenings/nights a week to help with her essential renal dialysis
at home.

35. I am therefore fully aware of the complexities and stress of working and caring for members of the
family.

36. Whilst typing these notes I am convinced that the proposals are unfair, unworkable and legally
incorrect. The Government needs a straightforward and fair system. Retain or increase the number of
working years to coincide with the increase in retirement age. Give home credits to carers, outside the
attendance allowance regulations, to ensure they receive the basic state pension.

37. Or introduce the 30 years contributory period with an increase in the basic State Pension calculated
on the number of contributory years worked over the 30 years. However, if the Government impose the 30
years contributory years, there will still be severe problems as mentioned above.

38. I consider the possibility of introducing a basic state pension under a residency status is dangerous
with consequential loss of workforce outside the proposed statutory period in which the residency status
imposes.

39. The proposals to reduce the contributory years and increase the retirement age are incompatible. The
workforce would be seriously aVected.

40. The take-up of Pension Credits/Social Security will increase due to people opting to reduce their
number of working years thus decreasing their savings/earnings.

CURRENT STATE PENSIONS—PENSION CREDITS

1. The Government’s refusal to increase the Basic State Pension to a sensible figure in line with earnings
places some people in a poverty category and a heavy reliance on Pension Credits/Social Security.

2. Whilst the Pension Credits have helped a large section of the community there are a serious number
of other people who will not apply for what they call “charity” revealing their very personal circumstances
on forms that are too complicated for most people.

3. The CAB, Age Concern and Help the Aged have all given their views on this. Means testing should
not replace a proper Basic State Pension.

4. A point was raised at the Select Committee that by increasing the Basic State Pension to people who
have enough money to live on was unfair. This cannot be used as an excuse.
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5. People in this category have to complete a tax return, a husband would be compelled to include his
wife’s State Pension or she can if she completes her own tax return.

6. People who have lived and worked hard in the UK but deciding to live abroad for many reasons are
not eligible for Pension Credits. They therefore receive a poverty line Basic State Pension without the means
to apply for social security in the country they live in because it does not have compatible social security.

7. We live in France, a member state of the EC. This member state has an agreement with the UK to
reimburse a percentage of the Health Costs.

8. We have to pay complimentary health cover to cover the shortfall of approximately 36% because we
cannot aVord meeting large sums of money at any one time. From October 2000 to date this has amounted
to just under 8,000 euros.

9. My husband receives the winter fuel allowance only because he reached retirement age before we
moved to France.

10. Pension credits should be available to people in our circumstances, as we aremembers of the EC living
in a member state.

11. The French Social Security system diVers in that any application is subject to each child, wherever
they live and from any previous marriage, completing an application revealing their and their partner’s
financial circumstances and assets to establish whether they could support the applicant, rather than the
French State. This is not an option for us.

12. On 14 February 2006 I was entitled to my Basic State Pension and additional pensions as below:

13. My entitlement to the basic state pension was 71%. I never sought to pay married woman’s reduced
contributions.

14. Basic State Pension £58.26
Additional State Pension £19.74
Graduated retirement Benefit £ 2.68 Total £80.68

15. I was allocated a period of HRP to look after our son. During the other missing years I looked after
my husband and other members of the family, my step-daughter’s two children. They did not come under
the attendance allowance category.

16. There was also an absence of contributions when my husband and I had a small company. The
financial advisor/accountant and his colleagues failed to make the necessary contributions to the Tax
Collector. We were unable to make up the contributions because of this.

17. If I had not worked at all I would have been entitled to 60% of my husband’s State Pension.

18. It was therefore not unreasonable forme to ask the PensionsOYce tomake upmy basic State Pension
by giving me 29% from my husband’s state pension to cover the number of lost years. The Government
would still be better oV by 31%.

19. This system, if it had been available to me, would give me the reward I believe I am entitled to for
working full-time whilst our children were babies, through maternity leave. For 2 years in my full-time
working life I additionally worked full-time every Saturdays and Sunday, i.e. 7 days a week. I had to pay
the full National Insurance Contributions for both employments.

20. It is inexcusable therefore that my Additional State Pension and Graduated retirement Benefit only
adds up to just under the full Basic State Pension. This, together with the poverty line basic State Pension
and the inability to apply for Pensions Credits is unacceptable.

21. My husband’s ex-wife did not work until she was in her 40’s. She therefore did not have enough
contributory years to get the State Pension in her own right. At the age of 60 she received a teacher’s pension
with a State Pension based on my husband’s contributions to the date of their separation/divorce.

22. Whilst I believe she should have this entitlement because she stayed at home to look after their
children, I am thoroughly disenchanted that I receive no benefit from my husband’s pension at all. We have
been together for 39 years and married for 30 years on 16 July this year. My husband is 77 in August.

23. Our approximate monthly commitments are as follows:

Rent 415.00 euros
Health Insurance 160.00 euros
Car Insurance 57.00 euros
Telephone 75.00 euros
Internet 30.00 euros
Mobile telephone 7.00 euros
Plus other direct debits

My pension is approximately 435.00 euros per month—my husband’s pension is approximately 623 euros
per month, leaving us with limited funds to live on. We cannot cope. Our car is 16 years old.
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24. The Government should immediately introduce a proper Basic State Pension in line with earnings, it
should top-up a wife’s lost years by using a percentage of the husband’s contributions. It should introduce
a compatible benefits system for those British living in amember state where themember-state does not have
a compatible system.

Brenda Le’cand-Harwood

26 June 2006

Memorandum submitted by Ian Hopkin

I feel that this important subject is being viewed from the wrong end. You appear to be trying to find ways
to compulsorilymake people save for their future. I say this is totally the wrong approach, surely if you want
people tomake sacrifices for the future for themselves, partners and family then people really want to know,
“what’s in it for them”.

At this moment in time we are advised to save as much as we can for a pension, the Insurance company
will only be to pleased to receive our hard earned money in return for charges of course, somewhere around
1% a month with a reduction for larger funds. And the Chancellor of the Exchequer will have his cut, After
the years of saving, a sacrifice that is not only made by the pension holder, but his wife/partner/family/etc
one has hopefully got together a sum of say £250,000 which to us working people is a very considerable sum
of money, but as you would know this amount will not keep you in a standard of life one would have hoped
for, this sum would just about raise £100 a week after reduction of the lump sum. Alas there is nothing at
this moment in time one can do to improve your lot with one exception, which I will come to in a moment.
Having saved this money paid the charges to the Insurance companies and tax to the government the
cruellest thing is about to hit you right between the eyes. This money, in law yours, is about to be taken away
from you. You are made to buy an ANNUITY no if, ands or buts, it is time to give this most pressious and
apart from any property you may own, valuable thing you hold, for you and your families future to a
company that will immediately make their percentage on the amount you have as further charges and in
return for receiving your money guarantee you in the worse case scenario, NOTHING in return. They will
invest your money and generously give you a pension that in no way relates to what you should get over the
years. They will tell you that a mans life expectance is now 84 years so that would give him just 19 years
pension, during this time he would not have received half of his entitlement, should he die at 84 years the
balance of his account would be over half of the original sum, Who has the rest, well surprise, surprise, the
Insurance Company. I know that one could have guarantee periods, but try getting more that 10 years, I
know that if you are survived by your spouse, then provided you have chosen the right option, she Will get
the money for the rest of her life, but of course in each case the Insurance companies will reduce your annual
pension, one can say to ensure you cannot get back your full return! The other option I referred to earlier
is do not sign the annuity form but take your own life some insurance companies will pay out the whole sum
if not too large) to the estate others will pass a pension on to a surviving member of the family. (The scrooge
ones) Hopefully you may have seen a drama/play on the TV on this very subject matter a short while ago.

An annuity is the last thing a saver wants to buy I pose you this simple question, would you give to me
£200,000 I can invest it, in return I will give you £100 a week until you die I assume your age to be 65.

So what is required, If you want people to save there must be something in it for them, the present scheme
only has something in it for the Insurance Companies, The Tax man, and The Annuity provider At present
the day after receiving your first pension (or even before) one could be killed or be informed of a terminal
illness and that hard luck on both you and your next of kin and good for the Annuity provider. This system
will have to change and soon.

What is required is a simple system easily understood, where the benefactor is the saver.

TEPA or Tax Exempt Pension Account. An account run on the lines of the old TESSA or newer ISAwith
diVerences all monies placed into this account by you and/or your employer will earn tax free favourable
interest (above inflation) apart from the regular payroll receipts extra amounts up to certain levels can be
added. NO MONEYS CAN BE WITHDRAWN FROM THE ACCOUNT UNTIL 1. Death of the
account holder. 2. On retirement of the account holder (at a required minimum age).

In the case of the death the moneys will pass to the estate of the deceased, and in the case where the
partner/wife/etc survives the deceased, and isNOT of pensionable age themonies will remaining in
the TEPA account and can be added to by the new account holder.

On reaching pensionable age The monies held in the TEPA would be transferred into a TEMPA
that is a Tax Exempt Matured Pension Account again this account would attract tax tree interest
at a level above the inflation rate the account holder would be able to draw down the interest only
as his pension In the case of his/her subsequent death the money in the account would pass to his
surviving wife/partner/etc and still be drawn down as a pension, here the person receiving the
monies from a deceased is not of pensionable age, the money would be returned into the former
TEPA. As opposed to the NO alterations of the Annuity the recipient of a TEMPA would, on
evidence provided, be able to withdraw some of the capital amount, eg where a spouse/partner etc
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is deceased and the account holder becomes of very great age or be diagnosed with a terminal
illness he could request more pension income to cover the extra costs and be allowed to die in some
comfort. At this moment in time I can draw down more money in the above way from my ISA
than my potential Annuity provider is prepared to oVer.

This is a choice that I am sure Insurance Companies etc would lobby hard against as there is nothing in
it for them however the two accounts are simple, open and honest, you or your family will get back what
you put in. It is transparent.

Ian Hopkin

20 June 2006

Swedish Orange Envelope

Your public pension, before taxes, at age 65 and with economic growth of 0% (SEK 12 000 
per month) consists of SEK 9 800 in inkomstpension and SEK 2 200 in premium pension.

You can receive a pension from several sources

This annual pension statement shows only your public pension. 
Most people also receive a pension from other sources, such as 
private pension saving or an occupational service pension from their 
employer. See the  www.minpension.se website for an estimate that 
also includes your service pension. There you can find information 
from most companies that manage service pensions.

More estimates and more information

At the www.forsakringskassan.se website, you can obtain additional 
estimates of your pension based on your own thoughts about the future.  
There, and at www.ppm.nu, you can find further information on the  
public pension in Sweden. You can also call the self-service number of 
the Social Insurance Agency, 020-524 524.

The Social Insurance Agency and
the Premium Pension Authority

Anna Andersson
Vägen 12
123 45 Stadsorten
Sweden

If you begin withdrawing your public pension at the age of

Provided below is an estimate of the pension that you will receive each 
month for the rest of your life starting when you retire. The estimate 
is based on the total credit that you have earned so far toward your 
public pension. The current amount of your pension credit – or the 
balance of your pension account – is shown in the box on page 2.

We have assumed that for each year until you retire you will have the 
same income and therefore earn the same pension credit as in 2003. 
Your pension credit for 2003 is shown on page 5.

Estimate of your public pension

61: With 0 % growth, you will receive SEK 9 500 per month  With 2 % growth, you will receive SEK 14 500 per month

65: With 0 % growth, you will receive SEK 12 000 per month  With 2 % growth, you will receive SEK 20 000 per month

70: With 0 % growth, you will receive SEK 17 000 per month  With 2 % growth, you will receive SEK 31 300 per month

1
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Changes in your public pension                   
accounts during 2004                                   Inkomstpension (SEK)        Premium pension (SEK) 
  

Opening balance, 31 December 2003                   796 548                                  40 717*
  

Pension credit for 2003                                         + 45 824                                 + 7 160

Inheritance gains                                        + 492             + 41

Repayment of fund fees                                              -                                           + 121

Administrative costs                                                    - 521                    - 116

Change in value                                                    + 20 189                                 + 2 916

Closing balance, 31 December 2004                     862 532                                  50 839             

* Your premium pension credit for 2002 is included in your opening balance.

Total balance of your accounts on 31 December 2004:
Inkomstpension account                          Premium pension account                                    
SEK 862 532                                   +      SEK 50 839                        =                        SEK 913 371

Statement of your public pension accounts

Your public pension balance

Anna Andersson
Vägen 12
123 45 Stadsorten
Sweden

2
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3

Premium Pension Authority (PPM)
826 86 Söderhamn
Sweden

Personal identifi cation number 650102-1243

Anna Andersson
Vägen 12
123 45 Stadsorten
Sweden

Statement of your premium pension (ppm) account:

your investment funds

              Fund holdings, 31 December 2004

Change 
in value 
(percent)

6

-29

-3

-23

-16

Fund 
number

111 111

222 222

333 333

444 444

555 555

Distribution 
chosen 
(percent)

20

20

20

20

20

Number 
of shares 
in fund

73.6526  

19.2047  

14.0311  

478.3054     

157.2951    

Price 
per share 
(SEK)

143.24  

366.89

689.14 

15.99

52.72 

Current value 
of investment 
(SEK) 

10 550     

7 046

9 669

7 648 

8 293

Current 
distribution 
(percent)

25

16

22

18

19

Acquisition 
value 
(SEK)

9 928

9 928

9 928

9 928

9 928

Change 
in value 
(SEK)

622

- 2 882

 - 259

- 2 280

- 1 635

Name of fund

Real Interest Rate Fund     

Equity Fund America       

Equity Fund Sweden         

Equity Fund Europe          

Equity Fund Japan            

                       Total fund investment, 31 December 2004                             43 206* 

For each fund, the change in value through 31 December 2004 has been 
calculated for the most recent period in which you held shares in 
that fund.  Fund prices are normally those quoted on the last banking 
day before 31 December 2004. Since fund values are rounded down, 
there may be minor rounding errors. 

New deposits to your account are invested in funds according to the 
percentage distribution that you most recently chose. You are free to 
change these percentages at any time, or to change funds, at no cost. 

Would you like further information?
For current information on funds, information on changes in your 
account, or to change funds, go to the www.ppm.nu website or call 
the ppm  self-service number, 020 – 776 776. You can also call the ppm 
personal service number, 020 – 776 776.

* This amount does not include your premium pension credit for 2003 or the interest on this 
pension credit. That money will not be invested until after 31 December 2004. In your 
statement on page 2, however, this pension credit and the interest on it have been included 
in your pension account balance.

Change in value of your premium pension account from the beginning

Change in value 
(SEK) 

- 6 434

Change in value 
(percent) 

- 13

Current value 
(SEK)

43 206

Acquisition value 
(SEK)

49 640 *
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4

Pension credit 
Pension credit is calculated from your pension 
basis of SEK 286 400. Your pension basis is 
the total of your pension-qualifying income and 
your pension-qualifying amounts, if any. 

Your pension-qualifying income
Your pension-qualifying income for 2003 
has been determined by the Tax Authority to be 
SEK 245 500. This determination is based on 
information on your income for income year 2003. 
The ceiling on the pension basis is 7.5 income-
related base amounts (SEK 306 750 for 2003). 

Pension credit for the inkomstpension
Your pension credit for the inkomstpension is 
16 percent of your pension basis. This means 
that your inkomstpension credit is 16 percent of 
SEK 286 400 = SEK 45 824.

Pension credit for your premium pension
Your pension credit for the premium pension is 
2.5 percent of your pension basis. This means 
that your premium pension credit is 2.5 percent 
of SEK 286 400 = SEK 7 160.

Child-care years
You have been credited with a pension-qualifying 
amount for child-care years according to 
alternative 3. 

This means that your pension credit has been 
calculated as if you had earned SEK 40 900 more 
in 2003 than you actually did.

Legal provisions on which 
determinations are based
The provisions concerning pension-qualifying 
income are found in Section 2 of the on the 
Income Based Old Age Pension Act (1998:674). 
The provisions for other pension-qualifying 
amounts are found in Section 3 of the Act. 
Section 4 contains provisions relating to the way 
that we determine pension rights and pension 
credit.

You can appeal these determinations
If you wish to appeal any of these determinations, 
write to the Social Insurance Agency (Försäkrings-
kassan). Indicate which determination (or deter-
minations) you want to appeal (the determination 
of pension credit, of pension-qualifying income, 
or of pension-qualifying amounts), how you would 
like it to be changed, and why. If you want your 
pension-qualifying income to be changed, the 
Social Insurance Agency will forward your request 
to the Tax Authority. Be sure to provide your name, 
personal identifi cation number, address, and 
telephone number. You, or an agent acting on your 
behalf, must then sign your appeal. If your agent 
signs the appeal, you must include a written power 
of attorney with your appeal.  

The Social Insurance Agency must receive your 
letter of appeal by 31 December 2005, or if you 
have not been notifi ed of your pension-credit 
determination by 1 November 2005, within two 
months from the date when you received such 
notification.

Information
Any questions about the determination of 
your pension credit? Go to the 
www.forsakringskassan.se website, or call the 
self-service number of the Social Insurance 
Agency, 020-524 524. 
At www.forsakringskassan.se you can also find 
the text of the applicable law.

Continued from page 5:  Your pension credit 

for 2003 – how we have calculated it
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5

Your pension credit for 2003

The Social Insurance Agency 
(Försäkringskassan)
107 23 Stockholm

DETERMINATION OF PENSION CREDIT, 
12 DECEMBER 2004

650102-1243
Anna Andersson
Vägen 12
123 45 Stadsorten
Sweden

For each year that you work, you earn new pension credit toward your public 
pension. On the basis of your pension-qualifying income (your annual 
income up to sek 306 750 after deducting your individual pension contri-
bution) and your pension-qualifying amounts, if any, the Social Insurance 
Agency has determined that your pension credit for 2003 is as follows:

Your inkomstpension                            Your premium pension  
credit for 2003 is                                    credit for 2003 is

             SEK 45 824                                    SEK 7 160
  

Your new pension credit is added to the credit that you have previously 
earned. To find out how much that is today, see page 2.

The Tax Authority has determined that your pension-qualifying income
for 2003 is as follows:

Income from employment        SEK 245 500
Other earned income         SEK  0

The Social Insurance Agency has determined that your pension-qualifying 
amounts for 2003 are as follows:

Sickness or activity allowances          SEK 0
Compulsory national service          SEK  0
Studies          SEK  0
Child-care years           SEK   40 900

Your pension basis – the total of the above – is   SEK  286 400

More information about the determination 
of your pension credit

On page 4 we explain how we have performed our calculations. 
There you will also find information in case you have questions or wish 
to appeal any of the above determinations. 
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The Swedish public pension includes the inkomstpension, the premium pension, and the 
guaranteed pension. The largest of these is the inkomstpension. You can make your own choice 
of investment funds for your premium pension. The guaranteed pension provides the protection 
of a basic pension for persons who have had little or no income.

Your pension credit for 2003

Each year that you work, you earn more credit toward 
your public pension. Your pension credit is deposited to 
your pension account in the form of pension contributions. 
You pay a portion of your pension contributions together 
with your taxes, and your employer also pays a portion 
of your contributions. Your total pension contributions 
equal 18.5 percent of your pension-qualifying income, 
of which 16 percent is credit for your inkomstpension and 
2.5 percent is credit for your premium pension.

In addition, you receive pension credit if you have small 
children or if you are studying, performing compulsory 
national service, or receiving sickness benefits. Your pension 
contributions for these amounts are paid by the national 
government. 

Pension account
Remaining life expectancy

= 
Your monthly pension

Your income

Pension contributions
= 

Pension credit

Pension credit
+

Interest, etc.
= 

Pension account

Statement of your public pension accounts

Your pension credit is deposited to your pension accounts, 
one for your inkomstpension and one for your premium pension. 
The balance of these accounts is determined by your total pension 
credit and the interest, or return, on it. The interest on your 
inkomstpension account depends on how much wages increase in 
Sweden – in 2004 that increase gave you interest of 2.4 percent. 
The return on your premium pension account is determined by the 
increase or decrease in the value of your premium pension funds. 
On the Statement of your premium pension (PPM) account, 
you can see what has happened with each of your funds.

The balances of both your pension accounts are also affected 
by so-called inheritance gains. These gains, which consist of 
money from the pension accounts of persons who have died, 
are distributed to all surviving pension savers. 

Estimate of your 
public pension

The longer you continue working, 
the larger your pension. For example, 
if you work until you are 67, you will 
earn more credit toward your pension 
than if you retire at 65. Your monthly 
pension also depends on the average 
length of time that persons your age 
are expected to live after they retire. 
If you retire later, the total balance in 
your pension accounts will be spread 
over fewer years. Your monthly 
pension will then be higher.   

What decides the size of your public pension?

Memorandum submitted by BBC Radio 4: You and Yours

You and Yours is BBC Radio 4’s flagship consumer and social aVairs programme broadcast between 12
noon and 1pm every week day lunchtime.

The programme has 3.181 million listeners per week. Their average age is 59. 56.1% of You and Yours
listeners are female. 43.9% are male.

The social grading of listeners breaks down as follows:

— A and B: 36%

— C1: 36%
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— C2: 14.4%

— D and E: 13.6 percent.

Introduction

Between 26 June and 3 July, working in conjunction with The OYce for Work and Pensions Select
Committee members, we gave our listeners the unique opportunity to contribute directly to the committee’s
inquiry into pension reform.

Our phone in programme “Call You & Yours” which invited listeners to air their views on Pension
Reform was broadcast between 12.00—13.00 on Tuesday 27 June 2006 on BBC Radio 4. We specifically
asked our listeners to respond to the following question:

“What do you think of the White Paper’s proposals for pension reform?”

Response

“I think the You and Yours programme managing to get the ear of Commons Select Committees is
a fantastic coup, and the fact you’ve been able to bring the public’s opinions on to them on this and
other issues is very welcome.”

Gerard Guy, You and Yours Listener

Gerard Guy’s email sums up the feeling of many “You & Yours” listeners. They are very keen to be
involved in this process and despite only having a week to submit their contributions, the response was very
strong. From 26 June to 3 July we have received 184 calls and emails. They break down into the following
categories:

— 25% (46 listeners) said they were unable to trust pension companies or government advice to invest
in pensions.

— 14% (27 listeners) commented on pension age.

— 11% (20 listeners) were concerned about under pensioned groups.

— 10% (19 listeners) said there was no incentive to invest in pensions.

— 9% (17 listeners) submitted their suggestions for pension reform.

— 9% (16 listeners) commented on a government run pension scheme.

— 6% (11 listeners) commented on MPs pensions and public sector pensions.

— 4% (7 listeners) commented on the link between pensions and earnings.

— 2% (4 listeners) of listeners wanted advice.

— 2% (3 listeners) were concerned about small businesses.

— 8% (14 listeners) other.

1. Examples of those concerned about trust

Many of our listeners contacted us to say that they no longer trusted pension schemes or advice to invest
in them. Many listeners contacted us to say that they had lost substantial amounts of money or had seen
close relatives lose money. Many thought the Government had not protected pension schemes and they
would like to see tighter regulations to protect their investment.

Mark Wood

I am in my forties and have paid into a pension for the past 15 years and it is now worthless. I have no
faith in the system or in pensions and am now looking at alternative ways of providing for myself in old age.

Bonnie Winton, HGV Driver

I am 23 and currently do not have a pension. I have had a forecast from a financial advisor but don’t think
I could live on what I would get. I would rather put my money into a property.

Peter Noble Jones, Company Director.

I have stopped contributing to my pension fund after taking a big loss from Equitable Life. I am very
disillusioned with the FSA and Government who failed to spot the problems and then just walked away
from them.
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Derval Ingleton

The government should legislate to protect pensions from being raped by the pension fund companies.
When times are good and the FTSE is climbing they take huge bonus payments to congratulate themselves
on doing such a good job, when times are bad they still take substantial fees and bonus payments. The whole
system takes advantage of us where we vulnerable and in an area where most of us are too naive.

Anon

We have been in a pension scheme for 30 years and since this government has taxed pension funds via the
back door—ie share dividends, where most Pension schemes make their funds, our expected pension has
been halved. I feel I can’t justify encouraging my son who is 23 to save for a pension. I just do not trust the
government with the money!

Kevin Jones

Young people are not prepared to risk their savings in company pension funds when companies can
“steal” their savings and go bust. This could be solved if legislation required that company pension scheme
funds are separated from company accounts and are held independently and in perpetuity for the benefit of
the savers.

Melanie Cavey

I’m 32 and would like to get a pension however I am not sure I can trust the pension companies. My
father’s accountant lost everything when his pension firm failed him.

The government will look after me, why would I trust a private firm that will make a profit out of me?

John Booth

The greatest damage to pensions has been done by state interference that has made investment in a
pension less attractive, whether directly by removing tax concessions and by means tested benefits or
indirectly by the regulators.

2. Examples of those concerned about Pension Age

There were many views on Pension Age. Some listeners felt that the pension age should be raised sooner
than theWhite Paper’s proposals. Others were concerned about age discrimination and the physical impact
of working beyond 65.

Fransisco

The White Paper’s proposals are quite reasonable but are tame. Life expectancy has gone up
tremendously. If we set the age of retirement at 70 or 75 then we’d be able to aVord a decent pension for
everyone.

Sue

I feel that waiting till 2024 to increase the pension age is far too late. We need to think about the problem
now and not wait till it escalates. Give us the choice; let us work till the age we want to and not to be told
when to stop or retire. We also need to educate the employers to accept older workers.

Sam Russell

An increase in pension age must be accompanied by safeguards for those who simply are not well enough
to work in their 60s and beyond. People should be able to claim pension if they are not well enough to work.
Perhaps those well enough to the work beyond 65 could be rewarded with an enhanced pension when they
do actually retire?

Peter Jones

I don’t understand why the government thinks that it is practical to work to 68 before receiving a pension.
I am 43 and have been out of work for three years. I am highly experienced and have two good degrees with
sought after skills. Employers tell me that in this recession they will not take on people over the age of 40
years of age.
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Beth Johnson

Ageism is rife in the UK. I have had to be self employed for many years because of age and too much
experience. I do not earn enough to put into a pension. There should be legislation to make companies take
a quota of over 50s. We do not want to work at supermarket check-out desks!

Mary Murray

It is easy for people with comfortable oYce jobs to decree that people should work until 68. Many people
in physical or stressful jobs are burnt out by 55, such as teachers, social workers and nurses.

Peter Kidds

Retirement age should be increased to 68 for those fit and able to work to that age. The total number of
years worked should also be taken into account. Someone who starts work at 16, remains in employment
throughout his working life and contributes NI should have the opportunity of retiring a bit earlier than a
person of similar age who spends an extra 10 years as a student before beginning any contributions.

3. Examples of those concerned about being under pensioned

Many diVerent groups were concerned about being under pensioned—self employed people, women,
people on low incomes, disabled people and people from ethnic minorities.

Alison Faulkner

I am 48 and work freelance. I have very little in the way of pension provision—the longest I have worked
anywhere is 8 years. I just do not know where to start with getting good financial advice.

Catherine Yandle

As a single parent still unassessed for maintenance by the CSA after 5 years, I am in my 40s, work part-
time and cannot even aVord the £15 a month I contribute through work.

Lesley Abraham

My husband is a farmer and due to the down turn in farming he has to have a second job to make ends
meet. We do not have any spare money to put towards a pension.

Kellan Wilkes, London

I am on long term disability benefit and I do not envisage being employed in the future. I am on a low
income and cannot save. The government doesn’t seem to be considering people in my situation.

Ali Khan

Iwanted to raise a crucial point on pensionswhich appears to have been ignored by the committee, namely
that of ethnic minorities, the first wave of whom are coming up to or passed retirement age. A large
percentage of thesewould have spent large periods of their working lives due towidespread prejudice outside
“the system”, underemployed or unemployed but not signing on or being forced into low earning “self-
employment”. Even though with Asians there is a strong saving culture, high inflation and taxation during
their prime would have destroyed their value.

V Jean Yates

Why can divorced or widowed women access their husbands contributions to give them 100% pension?
Yes I know, I can wait until my husband is entitled to his pension; but then if I accept a married woman’s
pension I only get 60% losing some of my contributions. Married working women of my generation are
getting a raw deal on the state pension.
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3. Examples of those concerned about being the lack of incentive to save

Most of the listeners were concerned about 2 issues:

1. Means Testing. The way the system is structured, those who have made no provision for their old age
are often eligible for benefits which top up their income to the same level as those who did save.

2. Poor Investments have meant that many listeners now feel there is little incentive to save.

Graham Wright

What is the point of saving for our old age? The message from this and previous governments is clear:
work hard and save for your retirement andwewill tax you on your earnings, your savings and your pension.
On the other hand, don’t bother to work or save and the state will look after you despite the fact you have
not contributed anything.

Carole Dische

My father had a state pension and a small private pension so he was not eligible for state benefits. He
needed a hip replacement which he paid for out of his savings and suddenly found himself eligible for lots
of benefits—why had he bothered to save?

Tony Archer

I’m a retired teacher and paid into the AVC scheme. It has proved to be worthless as the rate I get back
I will have to live until I’m 80 to even break even with my investment. As I retired due to ill health I doubt
I’ll make 80.

4. Listeners Suggestions for Pension Reform

John Ritson

Pensioners who are on lower incomes should have the State Pension linked to a Pensioners Price Index
which would reflect their expenditure. A substantial proportion of income is spent on essentials such as
utilities and Council Tax, the cost of which has risen far in excess of the CPI.

David Bennion

We should have a system like Switzerland. Whilst they have raised the retirement age to 67, at retirement
they receive between 80–95% of salary and this is expected to remain. By law contributions from both
employee and employer go to a totally independent company for investment. By law, only 10% may be
placed on the stockmarket, the rest must be invested in Swiss industry. Funds are thereby safeguarded from
employers and dangerous financial risk.

Terry Davey

If people really require a “push” in order to encourage them to save for their own pensions, then reverse
the tax relief rules so that those on low incomes receive 40% on their contributions and higher earners
receive 22%.

Andrew McCarthy

Why can’t we administer our own pension funds?

Brian Skittrall

Why not allow people to choose when to start their state pension? If you start later, you get a higher
pension?

Gill Kriehn

Not having to pay tax on a pension would help enormously. This money saved has already been taxed.
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5. Examples of those interested in Government Saving Schemes and NPSS

Many listeners expressed an interest in a government backed scheme if it meant that their investments
would be safer than in a conventional scheme. Many thought that there are too many saving schemes which
are too complicated.

Anon Independent Financial Advisor

My firm looks after a number of company pension schemes and, without doubt, after advice, the majority
of employees wish to join. Those that don’t have only one reason . . . they can’t aVord it. Making
contributions compulsory with opt out will not help the target group. They will simply opt out.

Scott Charlish

I am very sceptical that another type of pension can solve this problem. Instead of trying to implement
more legislation to an already complicated system I believe two simple concepts would help. Firstly banish
means testing so that everyone will know the starting point at which they can then base their judgement on.
Secondly incentivise saving by oVering government matched contributions up to say £5K per annum.

Iain Lang

If the Government wants to get us into the swing of saving, they should reduce the minimum amount for
Premium Bonds from £100 to £25. This would make it more accessible to younger people.

Tim Young

People are reluctant to save enough for their retirement because they are wary of the savings vehicles
promoted by the government, which tend to have an uncertain value and involve paying fees without clear
benefits. Why not allow more tax-free saving in straightforward bank and building society accounts? Allow
people to save for their pensions in products that they trust, and they might well save enough to solve the
problem.

6. Examples of those concerned about MPs’ and Public Sector Pensions

Some listeners thought that public sector pensions were unreasonably generous.

Mary Brown

When MPs give themselves the same pensions rights as the public we could begin to take their concerns
on our pensions seriously. MP’s have voted themselves the best pensions scheme in the land.

Anon

If we could be given as generous terms as judges and MPs, then we would be more than happy to
participate in pension schemes. As it stands, a lot of people in this country resent the inequality and injustice
that not everyone is allowed to benefit from similar schemes.

Bill Hayward

With the problems of the security of the private sector pensions, why are we continuing to contribute via
our taxes to the public sector and their two thirds final salary inflation proof pensions when we can’t aVord
our own or they have gone bust.

Peter Birch

When I entered the public sector in the late 70s, wewere told that the “generous” pension terms and earlier
retirement age were in return for accepting a salary that was significantly lower than those we could expect
in the private sector for similar jobs and qualifications. Does this messing with pensions and retirement age
represent the breaking of faith with public sector workers?
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7. Examples of those concerned about Pensions linked to earnings

Ian Peters

I think the link should be restored before 2012, with retirement age rising sooner and public sectorworkers
coming into line as soon as possible.

Nigel Lewis

Pensions must be linked to earnings as this is a true measure of costs & aZuence in society.

Anon

Pensions should certainly be related to earnings. However, tax payers who have paid into the system for
many years should by right receive a great deal more than those who have paid very little, or nothing, into
the system. It is grossly unfair to see incomers receiving benefits to which we are not entitled.

8. Examples of Small Businesses concerned about Pensions

Julie Babis

As the owner of a small business, I don’t know where I am supposed to find themoney to fund an increase
to my payroll of 4% to make compulsory pension contributions for my employees. It seems to me that a
requirement to individual responsibility is what is missing—people have to make their own provision out
of their own earnings. It is not fair for the government to pass the buck onto employers. I also resent the
concept of having to work until I am 68, and having to make adjustments for employees who may be less
physically able to cope with manual work later in life, in order to fund public sector pensions which are
payable at a lower age.

David Woodward

Small business people like me loose out on pensions. No employer contributions for us and accountants
that advise we go Limited and pay ourselves through dividends rather than salaries, so reducing the amount
of money we can put into our pensions. Don’t we deserve a break?

You and Yours feedback:

This programme prompted a very healthy response from our listeners. The vast majority of listeners who
contacted us had direct personal experience of the issues and were clearly extremely keen to be involved with
the radio programme because of the potential to help shape the Select Committee’s final report.

Producer: Steven Williams
BBC Radio 4: You and Yours
July 2006

Memorandum submitted by the Mayor of London

Summary

— The Mayor welcomes the proposal for a National Pensions Savings System, though the key issue
is how eVective this scheme would be.

— The Mayor welcomes the proposal to move over time to a universal Basic State Pension.

— The Mayor suggests that the Committee may wish to explore options for a gradual introduction
of the Enhanced State Pension, which do not turn on adopting a contributory approach, as this
will almost certainly exclude a significant proportion of the population from an improved flat rate
entitlement.

— The Mayor recommends that on reaching State Pensionable Age, full entitlements under both
elements in the reformed state pension system should be triggered by a period of residency in the
UK of 10 years or more.

National Pensions Savings System

1. The Mayor agrees with the view of the Pensions Commission that the “self-interest of well-run
companies will not result in an increasing level of voluntarily provided earnings-related pensions’, and on
the importance of reducing annual management charges if lower income groups are to have realistic access
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to earnings related pensions provision. The Mayor also broadly agrees with the view that the focus of tax
funding for pensions should be on providing a decent flat rate pension (although he has reservations about
the mechanism proposed, which would fall short of full universality).

2. The Mayor’s support for government moving away from supporting earnings related pensions is
pragmatic: a decent tax funded earnings related scheme along with an enhanced flat-rate entitlement might
be possible, but this would require either a major increase in tax revenues or a major realignment of public
spending. In the absence of these broader changes, the priority for tax funding should be building up flat rate
entitlements for asmuch of the population as possible while continuing to provide the additional support for
pensioners with the lowest incomes which has been so successful at reducing pensioner poverty in London.

3. This means that there will need to be a major expansion of funded earnings related provision. The
Mayor therefore welcomes the proposal for a National Pensions Savings System (NPSS) as set out in the
Turner Report. The key issue is whether a NPSS is likely to achieve the improvement in coverage and
provision for earnings related pensions which is so badly needed, and it is on this basis that the proposal
must be judged.

4. Turner makes a convincing case that auto-enrolment of workers in the NPSS (with the right to opt
out) strikes the right balance between compulsion and a purely voluntary approach. The Mayor believes
this approach is sensible. On the employer side the picture is less clear, as the system, while voluntary for
theworker, is compulsory for employers who are not oVering an employer pension scheme already, provided
the worker has not chosen to opt out of NPSS.

5. Some employers could react to this by seeking to recruit workers who are more likely to opt out of
NPSS such as younger workers, or migrants who are intending to leave the UK after a few years. This raises
the possibility of market distortions and segmentation of the workforce in terms of pension entitlements,
something which the proposal is intended to overcome. Turner mentions the danger that
“employers . . . may attempt to persuade individuals to opt out, perhaps oVering increments to cash wages
as an inducement.” It should also be recognised that distortions could arise even in the absence of this kind
of behaviour on the part of employers (which should in any event be outlawed).Recruitment strategies could
be skewed towards groups which aremore likely to opt out of NPSS. Firms in labour intensive sectors which
already employ large numbers of workers who are likely to opt out would have a cost advantage over their
competitors.

6. In order to ensure a level playing field for job candidates and to avoid disadvantaging employers who
recruit among workers who are less likely to opt out of NPSS, the Mayor feels it will be necessary to make
the 3% employer contribution compulsory for all employees who are not enrolled in another employer-
supported pension scheme. This wouldmean that employers would incur contributions costs for all earnings
between the Primary Threshold and the Upper Earnings Limit, for workers who are in private employer
supported schemes, those who are in NPSS and those who are not enrolled in any scheme. Employer
contributions for non-NPSS enrolled staV could then either be invested with the returns redistributed across
all enrolled NPSS contributors or used to oVset the administrative cost of the scheme.

7. As the Turner Report shows, the contributions will have a greater proportional impact on the payroll
costs of Small andMediumEnterprises (SMEs), whowill often be in aweaker position to absorb these costs.
The Mayor favours the suggestion in Turner that smaller firms could receive a fixed cash rebate on
contributions, and the Mayor thinks this would be a more transparent mechanism than the alternative
suggestion of oVsetting the small company corporation tax rate.

Future State Pension System

8. The Mayor welcomes the proposal to move over time to a universal Basic State Pension (BSP).
However Turner proposes that entitlement to the other part of the future state system—the flat rate state
second pension to replace the earnings related second pension, referred to as the Enhanced State Pension
(ESP)—should be on a contributory basis. Turner argues that the shortfall in coverage of this approach
could be overcome through a system of credits for carers, the unemployed, those incapable of work through
illness or disability etc along the lines of the existing system of credits for BSP. However the arguments for
universality of the BSP apply to the second pension as well, so having diVerent entitlement conditions for
the two seems perverse.

9. The motivation for the proposal is in fact sound: Turner argues that if entitlements to the second
pension are not built up over time but are created instantaneously, we would see a significant increase in
public expenditure, the income eVect of which would be tilted towards higher income groups. However, as
Turner acknowledges it would also be possible to deal with these problems by phasing in the introduction
of a universal ESP. TheCommittee maywish to explore options for a gradual introduction of the ESPwhich
do not turn on adopting a contributory approach which will almost certainly exclude a significant
proportion of the population from an improved flat rate entitlement.
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10. As Mayor of London, a key issue in reform of the state pension system is the future entitlements of
the 1,940,000 Londoners whowere not born in theUK. For this reason themove away from a contributions
basis for the BSP is very welcome and as stated should be extended to the ESP. However the Turner Report
recommends that BSP entitlements should be built up over the period of residency in the UK, with
entitlement pro rata to a working life of 45 years.

11. This is far too narrow an approach for a city which owes so much to the contribution of migrants.
Many non-UK born permanent residents in London would not accrue full rights. The Mayor cannot
therefore support this proposal. The approach in New Zealand and the approach proposed by the National
Association of PensionFunds underwhich full entitlement is triggered by amuch shorter period of residency
is far preferable.

12. The Mayor therefore recommends that on reaching State Pensionable Age, full entitlements under
both elements in the reformed state pension system should be triggered by a period of residency in the UK
of 10 years or more.

Mayor of London

April 2006
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