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Introduction
1. UK households are facing a series of challenges and changes that are putting the
health and sustainability of their finances under pressure: weak income growth since the
financial crisis; low interest rates; greater freedom over how to use retirement savings; the
rise of self-employment and the growth of the gig economy; an ageing population; and
falling home ownership among working-age people, especially the young. Some of these
pressures have their roots in the aftermath of the 2007–08 financial crisis and subsequent
recession, but others are likely to be lasting structural changes that affect household
finances in the long term.
2. Against this background, the Treasury Committee’s inquiry into household finances
has had a broad frame of reference, covering all elements and drivers of the household
balance sheet.1 The Committee considers that all aspects of household finances must be
analysed together, if meaningful conclusions and recommendations are to emerge from
its work.
3. Nonetheless, the Committee sought to keep the scope of the inquiry manageable
by focusing at a relatively high level on a set of particular issues concerning household
finances. These included:
•

Trends in, and the sustainability of, aggregate levels of UK household savings
and debt.

•

The number and characteristics of over-indebted households, the causes of overindebtedness and the scope for policy to ameliorate it.

•

The state of households’ “rainy day” saving, and the effectiveness of policies
intended to incentivise and support such saving.

•

The state of and prospects for long-term and pensions saving, including the
impacts of automatic enrolment, the shift from defined benefit to defined
contribution, the role of the state pension and triple lock, and the effectiveness
of policies intended to incentivise and support pension saving.

•

Early evidence on the results of pension freedoms and the provision and take-up
of guidance and advice on retirement provision.

•

The implications of rising self-employment and the “gig economy” for household
finances.

4. As part of the inquiry, the Committee held four dedicated oral evidence sessions.
The first three of these covered the overall state of household finances, high-cost credit
and over-indebtedness, and pensions saving and retirement provision. The final session
covered the full inquiry with Financial Conduct Authority (FCA) directors and Ministers
from HM Treasury and the Department for Work and Pensions. The Committee also took
evidence at its regular scrutiny sessions with the senior leadership of the Bank of England
and FCA. In addition, the inquiry received over fifty written evidence submissions. The
Committee is grateful to all those who have assisted its work through the evidence they
have provided.
1

The original terms of reference for the inquiry are available on the Treasury Committee’s website:
https://www.parliament.uk/business/committees/committees-a-z/commons-select/treasury-committee/newsparliament-2017/household-finances-launch-17-19/
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1 Background
5. In evidence to the Committee, Andrew Bailey, the Chief Executive of the Financial
Conduct Authority (FCA), set out some of the challenges to UK household finances that
form the motivation and background for this inquiry:2
If we put Brexit to one side, heroically, this is the big issue [we face]: what I
broadly call the lifecycle model of borrowing, saving and pension drawdown.
It is a very serious issue. What you have in the mix here is a combination
of lower retirement saving rates, higher indebtedness at a younger age…
people going into the housing market at a later age and therefore having
mortgages to a later age, and a prolonged period of low real interest rates.
6. These challenges are linked to long-term structural changes in the UK’s economy and
demography. For the most part, these changes lie outside the scope of this report’s terms
of reference, but they form an important backdrop to understanding current and future
pressures on household finances. Some of the changes that have a particular bearing are
outlined below.

A slowdown in household income growth
7. The decade since the 2007–08 financial crisis has been an exceptionally tough one for
household incomes. The Institute for Fiscal Studies (IFS) has calculated that the median
equivalised real household
income3 increased
by 0.6 per cent
IN CONFIDENCE
– FOR COMMITTEE
USEper annum on average
6 over
2007/08 to 2016/17, having fallen over the earlier part of that period and recovering at a
subdued pace in the latter. That compares to an average growth rate of 2.0 per cent during
the forty years prior to 2007.4
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mid‐19th Century (although there has been a robust recovery in numbers
Institute for Fiscal Studies, Living standards, poverty and inequality in the UK: 2018, 20 June 2018
employed).5 Growth in working age benefits has been roughly zero since

2007/08 (they rose in the immediate aftermath of the crisis but fell later,
reflecting employment growth and policies of successive governments to
control welfare expenditure), while pensioner benefits and income from
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8. The different components of household income have evolved in different ways since
the crisis. Wage growth–the most important element for working households–has been
slower in the last decade than at any point since the mid-19th Century (although there
has been a robust recovery in numbers employed).5 Growth in working age benefits has
been roughly zero since 2007/08 (they rose in the immediate aftermath of the crisis but
fell later, reflecting employment growth and policies of successive governments to control
welfare expenditure), while pensioner benefits and income from private pensions have
both increased. As a result, the pressures on household finances have tended to differ
across demographics. For example, according to the IFS, the gap in incomes between
working-age and pensioner households has shrunk since 2007 from around 20 to 10 per
cent (and has disappeared entirely if adjusted for housing costs).6
9. Relatively weak growth in earnings has been one of the most important influences on
household finances in recent years. Torsten Bell, the Director of the Resolution Foundation,
told the Committee that “[the effect on incomes of] the earnings squeeze that start to some
degree in the mid-2000s and then became very severe from 2009 to 2014… is very big, and
it dominates almost everything else.” He went on to say that, although earnings growth
may pick up in the coming years, particularly for those benefiting from minimum wage
rises, the incomes of some households would face pressure from the ongoing working-age
benefit freeze: “No one is doing well, so the macro picture is not an inequality picture…
But the difference for the next four years versus the previous five is that we are moving
into more of a skewed thing… because of the benefit freeze.”7

The “new normal”: productivity and interest rates
10. The ultimate determinant of the prospects for household incomes is productivity
growth. The latter has performed poorly since the financial crisis, persistently enough
that the UK’s official forecasters have concluded that labour productivity growth will
most likely not return to pre-crisis norms for the foreseeable future. Since the Autumn
2017 Budget, the Office for Budget Responsibility (OBR) has forecast that the future rate
of productivity growth lies “roughly halfway between the pre-crisis [around 2 per cent]
and post-crisis [around 0.5 per cent] averages”.8 In the Bank of England’s forecast, labour
productivity does not grow by more than 1¼ per cent in any year.9
11. If the forecasters are correct about labour productivity, there will be long-term
negative implications for household incomes, and most directly for wages and salaries.
Robert Chote, the Chairman of the OBR, told the Committee: “weaker productivity
growth over the medium term implies weaker earnings growth than you would otherwise
have had. That obviously matters to most people, primarily because of what it tells you
about living standards.”10

5
6
7
8
9
10

Mark Carney, The Spectre of Monetarism, Speech at Liverpool John Moores University, 6 December 2016
Institute for Fiscal Studies, Living standards, poverty and inequality in the UK: 2018, 20 June 2018
Oral evidence taken on 17 November 2017, Q23
Treasury Committee, Fifth Report of Session 2017–19, Autumn Budget 2017, 22 January 2018
Bank of England, Inflation Report May 2018, 10 May 2018
Oral evidence taken on 14 November 2017, Household finances: income, saving & debt, HC 600, Q187
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MPC member, has indicated recently that he expects Bank rate to rise to just 2 per cent
over the next few years.12 The average Bank rate in the ten years leading up to the financial
crisis was close to 5 per cent.

13.
make mortgages
Oral Lower
evidenceinterest
taken onrates
17 November
2017, Q23and credit cheaper for households. However, for
8long-term saving, they imply that more income needs to be put aside, or a greater share
Treasury Committee, Fifth Report of Session 2017‐19, Autumn Budget 2017, 22 January 2018
9needs to be allocated, to higher-reward, higher-risk investments, in order to obtain a given
Bank of England, Inflation Report May 2018, 10 May 2018
level of return. In the words of the Financial Services Consumer Panel in written evidence
to the Committee, “Saving [needs] to be seen in the context of a seemingly permanent low
interest rate environment… It is difficult and unrewarding to save.”13
7

Trends in inter-generational wealth and home ownership
14. The rate of home ownership in the UK has fallen, and the decline is concentrated
among younger households. In mid-2017, 51 per cent of households were owner-occupiers
(with or without mortages), from a peak of 58 per cent during 2002. Home-ownership
rates have fallen among all age groups, except those over the age of 65, but most steeply for
those aged 24–35 (from around half in 1990 to a quarter in 2017).14
11
12
13
14

For example: Bank of England, Monetary Policy Summary and minutes of the Monetary Policy Committee
meeting ending on 20 June 2018, 21 June 2018
Michael Saunders, ‘Why raise rates? Why “Limited and Gradual”?’, Speech at the Fraser of Allander Institute, 20
April 2018
Evidence submitted by Financial Services Consumer Panel (HHF0023)
Resolution Foundation, Home ownership in the UK, 22 September 2017. The share of all households that
own their home outright (currently 27 per cent) has continued to increase and surpassed the share of those
with mortgages (currently 24 per cent) in 2013. Adults living in their parents’ homes are counted as separate
households in these figures.
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15. This shift in the rate of home ownership reflects a broader inter-generational shift in
overall household wealth. A Resolution Foundation report has found that each generation
born since 1956–60 currently has lower median net wealth than the preceding five-year
cohort had at the same age. The shortfall is greater for those born more recently, with
those born in 1986–90 having 84 per cent less wealth than those born in 1981–85 had at
the same age.15 Torsten Bell told the Committee that the “dominant problem” behind the
shortfall in savings for the youngest cohort was “that their wages are no higher today…
than people born 15 years before them.”16
16. The impact of these trends in wealth and home ownership on lifetime household
finances will unfold over decades and could be profound. If today’s younger households
continue to experience a reduced rate of home ownership through their lives, more of
them will need to finance rent payments out of their retirement savings. Ashwin Kumar,
Chief Economist at the Joseph Rowntree Foundation, told the Committee that “there is
probably 100 pounds a week difference in your housing cost if you are a renter or an
owner-occupier in retirement” and Torsten Bell said “we should start worrying about how
we provide that security to people who are going to be renting… think of the housing
benefit bill”. In this context, the role of inheritances and parental gifts could have an
amplified impact on the intra-generational distribution of wealth. An aging population is
further complicating the role of inheritance by delaying the point in their lives at which
people typically receive bequests. Mr Kumar said “I am particularly concerned about the
idea of reinforcing inequalities through inheritances… I do not think we are even at the
start of understanding how those interactions are going to play out.”17
17. Housing and incomes are only some of the pressures on inter-generational household
finances. Michael Johnson, a research fellow at the Centre for Policy Studies, expanded on
some of the other pressures facing younger generations:
… Generation Y18 have burdens the previous generations have not had.
Currently there is around £101 billion or £102 billion of student debt, for
example. Although it is income-contingent, it is not an experience that
many of us in this room have had, along with all the other challenges that
Generation Y has: no [defined benefit] pensions, fragmented careers etc.19

Conclusion
18. Household incomes were hit hard by the financial crisis and its aftermath. But
structural changes to the economy—including permanently weaker productivity
growth, lower rates of home ownership, lower real interest rates and an ageing
population—mean that, for many households, the pressure on their finances will
persist. Left unchecked, these pressures are also likely to exacerbate inter- and intragenerational differences between households.

15
16
17
18
19

Resolution Foundation, The generation of wealth: asset accumulation across and within cohorts, 20 June 2017
Oral evidence taken on 14 November 2017, Household finances: income, saving & debt, HC 600, Q8
Ibid, Q14, Q17, Q19, Q20, Q54
Born in the 1980s and 1990s—Generation Y is broadly synonymous with Millennials
Ibid, Q54
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2 Overall levels of household saving and
debt
The flow of income into savings (the household saving ratio)
19. The aggregate flow of household incomes into savings and investments has been lower
in the past two decades than it was in preceding decades, and it has fallen to historic lows
in the last two years. The household saving ratio (the difference between total disposable
income net of taxes and total consumption spending across all households) averaged 8–9
per cent since 2000, compared with 11–12 per cent over the 1980s and 1990s. The ratio
rose immediately after the financial crisis, but it fell sharply in the latter part of 2016. In
2017, the household saving ratio was just 4.2 per cent, the lowest on record (since 1963).20
20. The full measure of household disposable income includes income from financial
investments and imputed income that has little relation to day-to-day household finances.21
The Office for National Statistics (ONS) also produces a “savings ratio on a cash basis” that
excludes these sources IN
of income
and which
to this
inquiry agreed was a more
CONFIDENCE
– FORwitnesses
COMMITTEE
USE
12
relevant measure of the proportion of income that households feel they are putting aside.22
This ratio also fell back sharply in late 2016, and in 2017 it was negative for the first time
since before the financial crisis.23

Chart 2.1 Household net saving ratio (% of disposable
income)
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The long‐term decline in the total saving ratio may reflect an ageing
population, as retirees drawing down their savings account for an ever‐greater
Office for National Statistics, Quarterly
UK: January to March 2018, 29 June 2018
share of households.24 Johnsector
Glen,account,
the Economic
Secretary to the Treasury told
For example, employers’ pension contributions and income earned by pension schemes on behalf of households.
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Committee
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confidence, since "people tend to save more when the economy is intoaDecember
worse
2017, 12 April 2018. The longer-term trends are unknown since the cash measure is not currently25available prior
state, because they feel vulnerable and they cannot access credit". This may
to 1997
be a factor, but the Committee has taken evidence that the interruption to
growth in real incomes that occurred over 2016 to 2017, while consumer
spending slowed but continued to grow, was a greater influence in pushing
down saving rates.26
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21. The long-term decline in the total saving ratio may reflect an ageing population, as
retirees drawing down their savings account for an ever-greater share of households.24
John Glen, the Economic Secretary to the Treasury told the Committee that the decline
since 2016 may also be a result of improved confidence, since “people tend to save more
when the economy is in a worse state, because they feel vulnerable and they cannot access
credit”.25 This may be a factor, but the Committee has taken evidence that the interruption
to growth in real incomes that occurred over 2016 to 2017, while consumer spending
slowed but continued to grow, was a greater influence in pushing down saving rates.26
22. The saving ratio is a macroeconomic residual that can be highly volatile from quarter
to quarter, so short-term movements in it must be interpreted cautiously.27 Nonetheless,
the prospect of the saving ratio remaining at historically low levels, as it does in the latest
Office for Budget Responsibility (OBR) and Bank of England forecasts,28 may be a cause
for concern. Professor Sir Charles Bean, a member of the OBR’s Budget Responsibility
Committee, told the Committee:
The point that the saving ratio cannot keep on falling is an important one.
The only way you can do that is by building up more and more debt and,
ultimately, that would be unsustainable for households, so that is the reason
for thinking that there is a limit to how far down it can go. Obviously if
you have temporary fluctuations in income, you might have shortterm
movements in the saving ratio, but you would not expect it to settle at a
very low rate.29
23. Household saving can be combined with household investment to give the household
sector’s overall rate of net lending (net saving) to the other sectors of the economy. Across
the economy as a whole, sectoral borrowing and saving must balance. If households are
to be net lenders, then the combination of government, corporations and the rest of the
world must be net borrowers. Sir Charles observed that falls in household saving in recent
years has been correlated, to some extent, with falls in government borrowing, although
he was unsure about causation:
There certainly is a correlation… [whether it is causal] is the much harder
thing to tease out. My story for the last few years would be that consumers
retrenched at the time of the financial crisis… with the rise in unemployment
and the slowdown in income growth… it stayed high for quite a while and
then has been coming down gradually. That is the sort of mirror, at least
partially, of what has been happening to government borrowing. As the
Government have been borrowing less, households have been saving less.
That is the flip.

24
25
26

27
28
29

Evidence submitted by the Open University PUFin (HHF0030)
Oral evidence taken on 8 May 2018, Household finances: income, saving & debt, HC 600, Q296
Oral evidence taken on 22 May 2018, Bank of England Inflation Reports, HC 596, Q162–163 and Oral evidence
taken on 30 November 2017, The Budget Autumn 2017, Household finances: income, saving & debt, HC 600,
Q209–210
Oral evidence taken on 14 November 2017, Household finances: income, saving & debt, HC 600, Q2
Economic and fiscal outlook March 2018, 13 March 2018 and Bank of England, Inflation Report May 2018, 10
May 2018
Oral evidence taken on 30 November 2017, The Budget Autumn 2017, Household finances: income, saving &
debt, HC 600, Q204
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When asked whether public sector net borrowing could fall to zero while household saving
rates rose, Sir Charles said it was possible if, for example, corporate investment increased
and became a stronger driver of growth:
That depends on what is happening with the corporate sector and, for that
matter, the rest of the world… suppose there is an autonomous recovery in
investment.
Now companies
start
dissaving. You
IN CONFIDENCE
– FOR
COMMITTEE
USEcould have a world where
14
households might be saving quite happily and also government borrowing
has come down to relatively low levels to balance or whatever.
Chart 2.2 Sectoral net lending (% of GDP)
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24. The aggregate household saving ratio is volatile, and short-term movements
should not be over-interpreted. Nonetheless, the recent sharp fall, to record lows on
The aggregate
saving
ratio
is reflects
volatile,
short‐term
certain
definitions,household
is a cause for
concern.
It also
the and
UK economy’s
reliance
movements
should
not
be
over‐interpreted.
Nonetheless,
the
recent
on consumer spending to drive growth. If rates of household saving remain low, it
sharp fall, to record lows on certain definitions, is a cause for concern. It
could reduce the resilience of households to downturns and undermine any gains to
also reflects the UK economy's reliance on consumer spending to drive
economic stability from cutting public sector borrowing.
growth. If rates of household saving remain low, it could reduce the
resilience of households to downturns and undermine any gains to
Overall
levels
of household
economic
stability
from cuttingdebt
public sector borrowing.
25. Aggregate levels of household debt have fallen relative to household incomes since

Overall
of household
debtstudent loans, household debt amounted to 125 per cent of
thelevels
financial
crisis. Excluding

15
20

annual disposable income in 2017, up a little from 122 per cent in 2015, but down from
Aggregate levels of household debt have fallen relative to household incomes
144 per cent in 2008.30 Nonetheless, household debt remains high by historical standards
since the financial crisis. Excluding student loans, household debt amounted
30
Including
studentof
loans,
debt has
only fallen from
147 to 133
cent ofup
disposable
since
to 125
per cent
annual
disposable
income
inper
2017,
a littleincome.
fromHowever,
122 per
loan repayments are income-contingent and since the loans30are written off after a certain threshold,
centstudent
in 2015,
but down from 144 per cent in 2008. Nonetheless, household
they are unlike other forms of debt. See Treasury Committee, Seventh Report of Session 2017–19, Student loans,
debt6remains
high by historical standards (it was below 100 per cent of income
February 2018
prior to 2002). The clear majority (78 per cent of the total) of household debt
is mortgage debt secured on dwellings, and therefore rises in house prices are
a driver of the long‐term rise in debt levels. Consumer credit is a relatively
small part of overall household debt (12 percent), but has grown rapidly in
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(it was below 100 per cent of income prior to 2002). The clear majority (78 per cent of the
total) of household debt is mortgage debt secured on dwellings, and therefore rises in
house prices are a driver of the long-term rise in debt levels. Consumer credit is a relatively
small part of overall household debt (12 percent), but has grown rapidly in recent years.
The pace has eased recently, from a peak of 11 per cent annually in November 2016 to 9
per cent in April 2018.31
26. The Bank of England’s Financial Policy Committee believes that the risk to UK
financial stability arising from UK household debt is at a manageable level. The FPC
has taken steps to constrain the growth in consumer credit and high income-multiple
mortgages in recent years. The Governor told the Committee:
The overall context is that UK households have worked hard. They have
paid down a lot of debt. At its trough, they paid down 20 percentage points
of debt relative to income, vis-à-vis the peak that came in 2008. There has
been some pickup from there, but it is still down 14 percentage points from
the peak. The second point is that people have got themselves into work.
They have improved their balance sheets. The quality of the borrowers has
gone up quite substantially …
The third point is that from a debt service perspective… the burden on the
people who are borrowing… is very low. The debt service ratio is about 7.7
per cent. The historic average is about 9 per cent.
With that context, from a Financial Policy Committee perspective, we see
[consumer credit] as a pocket of risk. As you note, it has been growing at 10
per cent rates and, as we note in terms of our reviews of the underwriting
standards, as I said a moment ago, in our judgment, banks have given too
much credit for the improvement in the underlying creditworthiness of
those households. We are looking for an adjustment to be made …
Dr Carney also said that the rapid growth in consumer credit in recent years had been
inflated by a “statistical anomaly” due to the growth in personal contract purchase (PCP)
car finance.32
27. A number of witnesses told the Committee that, in terms of the impact on household
finances and harm to households, at present the distribution of debt, and particular types
of potentially more damaging debt, were a greater concern than the overall level of debt.
Ashwin Kumar, Chief Economist at the Joseph Rowntree Foundation, told the Committee:
… there are higher levels of unsecured debt for people who have higher
income. It is not the debt per se; it is the problem debt that is the problem,
as it were. It is people who are in arrears, people who are finding their debt
a burden. Therefore, the aggregate amount of debt is perhaps not the issue.33
28. Matt Upton, Head of Policy for Consumer and Public Services at Citizens Advice,
made the point that “debt with consequences”, such as bills arrears, may not fall under the
strict definitions of consumer credit or household debt at all:
31
32
33
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… people can get fixated on this £200 billion to £210 billion figure … One
thing that is worth focusing on is those debts that, for obvious reasons, have
more significant consequences. Those would be priority household debts
around rent arrears that can involve you being kicked out of your home,
energy debts that can mean you being cut off, or debts to, say, your council
that can involve imprisonment.
One of the real dangers is that a lot of those debts, the non-consumercredit debts, are not captured as part of this £200 billion figure. The Bank
of England and other bodies are very clear on the size of this consumer
credit bubble, but absolutely no attention is being paid to these much
more damaging debts, which we know run into the billions and billions
of pounds and have those more severe consequences. There is a sense of
someone needing to grip the overall picture, rather than just obsessing
about consumer credit.
29. In identifying where debt may cause harm to households and pose risks to the
stability of household finances, it is relevant to consider the distribution of household
debt, as well as the aggregate level. Additionally, it is important to take a broad view
of debt, including not only financial debts, but also non-credit debts, such as rent and
bills arrears to both the private and public sectors.

The balance of responsibility between regulators and Government
30. Some submissions to this inquiry have called for the Financial Conduct Authority
(FCA) to be given an objective to take account of and/or improve overall levels of household
saving, arguing that “there is no coherent, joined up government policy to promote
saving and investing.”34 When they appeared before the Committee for this inquiry, FCA
directors and the Economic Secretary to the Treasury were asked to clarify the remit of
the FCA and other regulators as regards household saving and debt. They were asked in
particular about the point at which saving and debt becomes a broader Government and
Treasury responsibility. Christopher Woolard, the FCA’s executive director of strategy
and competition said:
As a regulator, we act where we see the most harm and we particularly
prioritise those who are vulnerable. If we want to translate that into the
specifics that relate to households, we have looked at a number of the major
markets that most affect households, so credit cards, mortgages, retirement
income, asset management, which sits behind pensions that people have,
and things like the payday cap and high-cost credit.
When you want to think about the overlap between ourselves and
Government … when I think we are approaching questions of what you
might describe as social policy, we very much look at Government …
[Regarding the overall health of the UK household balance sheet] When
you look across the regulators, there are specific things that the Bank of
England does, that the PRA does, that we do, and indeed some of the other
utility regulators may do, that can contribute to this. When you look at
34
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the balance sheet in the round, and in particular some of the big questions
like intergenerational issues, they are clearly matters principally for
Government, even though regulators may contribute to some part of that.35
31. When asked whether the Treasury gives weight to the health of the household finances
of the nation, as well as the public finances, when forming economic strategy, John Glen
responded “absolutely we do”. When further asked to clarify whether the impact of savings
on long-term structural economic stability and on future living standards is a Treasury
responsibility, he responded “ultimately, of course… the Chancellor makes decisions
every fiscal event about making adjustments to how we raise money and how that affects
different cohorts in the population.”36
32. Ministers have not always been so clear about the Treasury’s responsibilities in the
past. In response to a question in the House regarding the Government’s responsibilities
for alleviating the risk of a household debt crisis, the previous Economic Secretary, Stephen
Barclay, responded:
The hon. Gentleman misstates the position. It is an independent
responsibility of the Bank of England to address that—[Interruption.] It is.
It is of course an area where there will always be frequent discussions with
the Treasury, but it is a Bank of England matter.37
The Autumn Budget 2017 report does not mention the household saving or household
debt forecasts of the OBR, or discuss the implications of historically low household savings
rates.38
33. The responsibility for improving overall levels of household net saving sits more
appropriately with the Government and HM Treasury than the financial regulators,
because they have a broader remit and a wider range of policy objectives and tools.
34. The Committee welcomes the Economic Secretary’s clarification that the Treasury
does take into account the health of household finances in setting economic policy,
and that Treasury Ministers are ultimately responsible for ensuring that low rates of
saving or high rates of indebtedness do not imperil long-term economic stability or
living standards.
35. The importance of this responsibility is not reflected in the Autumn Budget
report, which contains no discussion of household savings or debt. The Treasury
rightly has much to say about the public finances. In the next Budget, the Treasury
should report on the state of household finances and the level and rate of household
savings, at a regional and national level, including its assessment of the implications
for future living standards and wider economic stability. It should identify the most
consequential risks to the financial resilience of households and set out its strategy for
addressing them.

35
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3 Helping over-indebted households
36. The previous chapter considered the aggregate levels of household debt, and reached
the conclusion that attention should be focused on identifing cases where debt may cause
most harm to households. How this might be done, and an overview of an approach that
could help ameliorate the damage from household debt, is considered in this chapter. It first
discusses evidence on the scale and distribution of problem debt and over-indebtedness,
including non-credit arrears owed to the public sector. The remainder of the chapter
considers remedies for over-indebtedness under three broad categories: regulation of
high-cost credit; easing the burden of debt; and improving the availability of lower-cost
credit. The next chapter considers a forth category of remedy: precautionary “rainy day”
saving buffers.

The scale and incidence of over-indebtedness
37. Submissions to this inquiry offered a number of definitions and figures to describe
the scale of over-indebtedness, some of which are quite broad. The Money Advice Service
(MAS) said in written evidence that 8.3 million adults in the UK—around one in six—
are over-indebted, defined as being likely to find meeting monthly bills a heavy burden
and/or missing more than two bill payments within a six-month period.39 Phil Andrew,
Chief Executive of the debt charity StepChange, told the Committee that he sees this as
a fair definition of over-indebtedness, but that there is a subset of 2.9 million people that
are in “significant financial difficulty”. Matt Upton, Head of Policy for Consumer and
Public Services at Citizens Advice, said that their figures showed that 1 million people had
struggled with debt persistently over eight years.40
38. Both of these witnesses felt that problems of insecurity and indebtedness were getting
worse rather than better. Mr Andrew said:
We are seeing the average amount owed going up slightly at the moment,
with the amount owed on individual credit cards going up to over £8,000
for individuals. We are seeing that individuals are not just owing to one
creditor, but owing on average to just over five creditors.
However, he added:
… we do not see credit in itself as a bad thing. The question is whether it is
affordable, appropriate and sustainable. Do you understand, when you are
getting into it, what you are getting yourself into, and then are you using it
appropriately? For instance, if you are using credit cards to pay your utility
bills or you are using credit to pay off credit, these are the classic signs that
you are getting yourself into trouble.41
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39. StepChange’s written evidence identifies a rise in the share of their clients aged under
40 (from 53 per cent to 63 per cent) and who are renters (from 67 per cent to 80 per cent).42
When asked about the drivers and causes of this over-indebtedness, Mr Upton pointed to
the importance of “a life shock of some kind—they fall ill, lose their jobs or have a quiet
month on a zero-hours contract”.43
40. Nisha Arora, Director of Market Intelligence, Data and Analysis at the Financial
Conduct Authority (FCA), described the findings of its inaugural Financial Lives survey
regarding the distribution of household debt:
if we take the younger generation, so our 18-to-34 group, what we are seeing
is fledgling earnings, low saving levels, and… a higher average debt level.
If we look at the 25-to-34 age group, 23 per cent of that age group are overindebted. That is the highest proportion in any of the age groups we looked
at.44
Ms Arora described the key characteristics that make people vulnerable to financial harm.
The FCA’s measure of the overall scale of over-indebtedness comes to a similar figure as
that of the MAS (around one sixth).
The key characteristic… is low financial resilience. That might be because
people are over-indebted. We found 15 per cent who were over-indebted. It
might be that, if there is a small financial shock, they would suffer …
There are then people who also have low financial capability, who might have
health problems. For example, 5 per cent of people have health problems
that affect their day-to-day activities. There are also people who suffer
serious life events. For all those people, that is going to make engaging with
financial services much harder. It will limit access to financial services. It
can mean people cannot plan properly, and it might mean people cannot
make the right choices. When they have to make these really complicated
choices and take various options, it inhibits that.
That is the overall picture, but then within that there are people who have
low financial resilience and then, within that, arguably the worst-off are
what we call people in difficulty. We found that 8 per cent of the population
are in difficulty. That is people who, in the last six months, have failed to pay
a bill or a credit commitment three or more times.45
41. In written evidence, the Financial Services Consumer Panel (FSCP) said that “the
UK lacks any robust system for monitoring problem debt, and there is no coherent crossgovernment policy for tackling the issue” and “there is not even an agreed definition of
‘over-indebtedness’”.46 The Committtee heard that the FCA’s Financial Lives survey could
form an evidential basis for this work: Ms Arora said that “one of the reasons we have
done [the survey] is not only to inform our interventions but to publish the data tables to
make them available to others, so others in Government, policy makers and charities.”47
42
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When they appeared before the Committee, the Economic Secretary to the Treasury and
the Minister for Pensions and Financial Inclusion said that they had not to date read
Financial Lives.48
42. There is no formally-agreed definition of over-indebtedness, but there seems to be
a rough consensus that a key indicator is difficulty in keeping up with bills and credit
commitments. Risk factors for over-indebtedness include being young, renting and
exposure to a ‘life shock’.
43. The FCA’s Financial Lives survey contains important information on the
distribution and causes of over-indebtedness and financial vulnerability that should
form the basis of evidence-led policy to tackle these problems. It is concerning that
Treasury and Department for Work and Pensions (DWP) Ministers were not familiar
with it before they gave evidence to the Committee. The fact that officials had not
familiarised Ministers with the report gives the appearance that the departments
do not attach enough importance to it. The Treasury and DWP should produce a
joint response to Financial Lives, in which they set out how it has informed their coordinated efforts to identify the most financially vulnerable households, and which
policies could be most targeted and effective in improving their situation.

Non-credit debts, and arrears to government and local authorities
44. These definitions of over-indebtedness include not only conventional credit, but
also arrears (or potential arrears) on bills, including those owed to government and
local authorities. The witnesses from StepChange and Citizens Advice, among other
contributors to the inquiry, stressed that debts of this type were an important contributor
to over-indebtedness; that they represent an increasing share of problem debts; and, that
government and local authorities were often found to be the most zealous and unsympathetic
of creditors in collecting arrears. Phil Andrew of StepChange told the Committee that the
charity was now seeing “council tax debts, over 1,000 pounds on average… in around
31 per cent of our clients”. According to StepChange’s written evidence, 40.6 per cent of
clients are in all type household bill arrears, including council tax.49 Mr Andrew added:
Quite often, the governmental organisations are very aggressive in the way
in which they go about getting the payments made. This quick jump to the
use of bailiffs, particularly on council tax areas, is something that we are
really quite concerned about.50
Matt Upton of Citizens Advice expanded on the debt collection standards of public
authorities:
This is a point that people find slightly difficult to grasp, because when
people first hear that government collection and local authority collection
is effectively worst in class, versus consumer creditors, perhaps they hear it
on a rational level, but it is quite difficult to accept emotionally. Government
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must be better than some of these rapacious firms that we hear about.
Actually, there is a lot that Government could learn in terms of forbearance
and standing from some of those consumer creditors.
Part of that has been because regulation has brought some of those firms
in line but, partly, if you talk to banks, it is because lots of organisations
have realised that incredibly aggressive collection methods are not effective
in and of themselves at getting money in the door, because people do not
respond well to some of those tactics. There are a couple of reasons why
Government and local authorities should look at the way that they collect
debts.51
45. Committee members had also heard similar testimonies on a visit to a Citizens Advice
Bureau in Nottingham, where concerns about central government collection practices
were also expressed. The Money Advice Trust said in written evidence that it had found
that 2.3 million debts were passed to bailiffs by local authorities in 2016/17.52
46. Christopher Woolard, the FCA’s Executive Director of Strategy and Competition,
told the Committee that instances of non-credit arrears had risen in recent years, and
linked this to the decline in payday loans that followed the imposition of the high-cost
short-term credit cap in 2014:
If we go back pre-payday cap, so three years ago, when people were arriving
for debt advice at Citizens Advice or a similar body, they were, roughly
speaking, turning up with about £5,000 worth of debt. That was the problem
they found themselves in. What we have seen over time, particularly as we
have introduced the cap on payday lending and a number of other things
have tightened up in this space, is the average point at which someone seeks
debt advice is now roughly closer to £2,500. The amount has halved.
However, the proportion of people who are arriving as what Citizens
Advice calls nocredit clients—in other words, their debts are about utility
bills, council tax and those kinds of things—has gone up. That has gone up
to somewhere possibly in the region of about 20 per cent of their client base.
Undoubtedly, we are seeing some shifts there …53
47. Written submissions to this inquiry recommended that the Government improve
practices around the collection of arrears to public authorities along that same lines that
have been adopted by the utilities sector. For example, the MAS “would encourage the
adoption of our Creditor Toolkit… [which] encourages creditors to examine their debt
collection strategies and collaborate with the debt advice sector”.54 These calls were echoed
in evidence from the financial services industry. For example, UK Finance called for the
inclusion of DWP, HMRC, local authorities and utilities in forbearance frameworks.55
48. John Glen, the Economic Secretary to the Treasury, told the Committee that the
Government had initiatives to tackle the problem:
51
52
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HMRC has Time to Pay; there is a support service available for people
who find themselves in debt. The Cabinet Office has established a Fairness
Group to try to give advice on this. We also have the reform to the bailiff
law in 2014 to provide protection against aggressive recovery. It is not a
universal problem, but I acknowledge that it exists […] I can concede that
there is work to be done.56
49. Arrears to local authorities are growing. These debts are often pursued overzealously, and with routine recourse to bailiffs. In addition to local government, the
Committee has heard reports that central government can take an uncompromising
approach to debt collection. The public sector should be leading by example in their
treatment of the most financially vulnerable; but the current approach risks driving
them into further difficulty.
50. The Committee welcomes the Economic Secretary’s acknowledgement of this
problem, but it would like to see more evidence that the Government is tackling it as a
priority. By bringing central government and local authority debt collection practices
consistently into line with industry best practice, the Government has the power to
make a significant difference to the burden of problem debt in a short space of time. In
its response to this report, the Treasury should set out how it intends to do so.

Remedies: Regulating high-cost credit
51. There is widespread recognition that the provision of unsecured credit is an essential
service for many households. Phil Andrew told the Committee that “From a StepChange
perspective, we do not see credit in itself as a bad thing”. However, there is also a
widespread concern that some existing credit products are not well-designed or suitable
for the households that rely on them. Mr Andrew continued “The question is whether it
is affordable, appropriate and sustainable” and Matt Upton of Citizens Advice told the
Committee “it is the product itself than can often cause the [problem] debt.”57
52. The Financial Services Act 2012 transferred the regulation of consumer credit from the
Office of Fair Trading (OFT) to the FCA from 2014 and gave the FCA powers to impose a
cost cap on high-cost short-term credit (HCSTC), including payday loans.58 The Financial
Services (Banking Reform) Act 2013 then mandated the FCA to introduce such a cap. The
series of measures that subsequently came into effect at the start of 2015 included a total
cost cap of 100 per cent of the loan principal and a limit of two loan rollovers.59
53. The cap has had a major effect on the HCSTC industry. In evidence to the Committee,
Andrew Bailey, the Chief Executive of the FCA, agreed with statements that it has
“decimated payday lending” and reduced it by a “factor of more than 10”.60 Moreover, the
FCA believes that this shrinkage in the sector has generally been beneficial for consumers.
Christopher Woolard (FCA) told the Committee:
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The work that we did around the review of the effect of the payday cap
showed us that there was no real appreciable evidence of people moving
into illegal money lending. You have to be careful with that, because clearly,
by its nature as an illegal activity, it is very hard to measure … We worked
very closely with people like the illegal money lending team, and they have
given us good evidence that suggests they are not seeing a significant rise
in any of that.
What people actually told us happened was, in about 60 per cent of cases,
people found a way of coping when refused credit. Indeed, the evidence
from the first time around when we did the payday cap said that people
marginally refused credit actually ended up with better economic welfare
over time than those who did get the credit in the first place on payday
lending. We had around 15 per cent who did look at other high-cost or
other credit products. The remainder turned to other sources, including
family and so forth. We are seeing a range of coping mechanisms deployed
there.
Perhaps most interestingly, for about 64 per cent of people who we surveyed,
they said that was the moment where they effectively said, “Right, enough is
enough”. They described being refused as actually being beneficial.
54. The HCSTC cap has been generally welcomed by consumer representatives. Matt
Upton (Citizens Advice) said that “you will not find any credible voice that argues anything
other than the fact that the payday loan cap was a success.”61 Witnesses from other highcost credit industries agreed that they had not seen an increase in business as a result of
the cap, and although some raised concerns about a possible move into illegal lending by
consumers, the Committee has not seen corroborating evidence.62
55. Beyond the HCSTC cap, the FCA is seen as having taken a tougher approach
to consumer credit regulation than its predecessor, with a focus on its “fair treatment
of customers” principles. Hamish Paton, the Chief Executive of rent-to-own lender
BrightHouse, told the Committee “we now have a tough regulator in the FCA, with a
lot of scrutiny and robust processes.”63 The FCA has a number of reviews and studies
into consumer lending ongoing and recently completed, including its Credit Card Market
Study, a review of its rules on creditworthiness assessment, and the High-Cost Credit
Review. The latter identified arranged and unarranged overdrafts, rent-to-own, homecollected credit and catalogue credit as areas for remedies in July 2017. In July 2018, the
FCA launched consultations on remedies in all these industries, but proposals for price
controls on overdrafts and rent-to-own were subject to further discussion.64
56. When asked about the time being taken to introduce these remedies, and in particular
the possible price controls, Mr Bailey pointed to the legal process the FCA is required to
follow:
61
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[The FCA’s proposals] around fees and charges for overdrafts, and… the cost
of rent to own… are economically big interventions. We have to go through
the process of getting the evidence and doing a cost-benefit analysis. I would
emphasise that, because if you take the case of overdrafts, 10 years ago, the
OFT lost this case in the Supreme Court … I have to be very careful to be
clear that we have not therefore pre-packed the solution, because we have to
do this work; otherwise, we are vulnerable to legal challenge.
Additionally, Mr Bailey suggested that the FCA had been undergoing a change of view
more broadly about price controls and caps:
There is an interesting question that we debate quite a bit: is the price cap,
which is quite a heavy tool to use, something you use as a last resort when
you do not think the other tools that are more directed are going to work; or
do you bring it in early? […] I was on the board of the FCA when the payday
cap was brought in—it was very much viewed as a last resort. If you cannot
design a package of more targeted measures, that is what you do.
Interestingly, what is regarded as the success of the payday cap has probably
changed the debate around the price cap… Is it still right to think of it
as the tool you use when others do not work, or do you say, “Look, it has
worked for one thing; why do you not use it for another thing”?65
57. Debt charities and consumer representatives called for the FCA to go further than it
is currently proposing, in some areas. In written and oral evidence, Citizens Advice called
for a cap on all forms of high-cost credit, including doorstep lending, and for a full ban
on unsolicited credit limit increases on credit cards, rather than the voluntary industry
agreement brokered by the FCA.66 However, in other areas, the FCA’s proposals are
broadly in line with proposals made in evidence to this inquiry, such as StepChange’s call
for a ban on overdraft fees.67 Mr Woolard told the Committee that the setting of standards
to be followed throughout the lending industry, which could be taken to include Citizens
Advice’s call for a cap on all forms of high-cost credit, would be a task for Government
and Parliament rather than the FCA:
Where there are debates that say there should be a minimum level that runs
throughout a market, for example, of what good or bad looks like, again,
that is very difficult to ask us to do with the powers that we have, when we
have to look at each individual market on a case-by-case basis and look at
the cost-benefit. If there is a social norm to be set, that is absolutely a matter
for Government and absolutely a matter for Parliament to take a view on.
58. The transfer of responsibility for consumer credit regulation to the FCA has led
to a change in approach and a shift in the debate around the regulation of high-cost
credit. In particular, the evidence that the high-cost short-term credit price cap has
been beneficial for consumers suggests that there is not always a trade-off between
regulating harmful credit products, and denying access to credit to those who need it.
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59. The Committee encourages the FCA now to move forward with its proposals on
other forms of high-cost credit—including overdraft fees—as quickly as it can. When
it comes to review the impact of these proposals after they are implemented, it should
reconsider whether a wider cap on high-cost credit, and compulsory restrictions on
unsolicited credit limit increases, are needed.
60. The HCSTC cap precedent also indicates that Government and Parliament can
move more quickly than the regulator acting on its own in cases where there is clear
harm to consumers in lending markets, and to enforce consistent standards across the
industry.

Remedies: easing the burden of over-indebtedness
61. In October 2017, the Treasury launched a call for evidence about a “breathing
space” scheme in England that would make available a period of respite from charges
and enforcement for people in serious problem debt, while they arrange a sustainable
repayment plan. A similar Debt Arrangement Scheme (DAS) is already available in
Scotland. The Government has said it will publish a policy design for consultation this
summer, in time for breathing space to be launched in 2019.68
62. The breathing space proposals were widely welcomed in submissions to this inquiry
as an important step towards reliving the burden faced by over-indebted households. Phil
Andrew of StepChange told the Committee “We fundamentally support it.”69 However,
the Committee received numerous calls for two changes in particular to the Government’s
current proposals.
63. The first was for a greater period of maximum breathing space than the six weeks
the Government is intending. Mr Andrew said “If it is only for six weeks, it is just not
enough, because it does not give people time to get themselves on their feet, have sensible
conversations with their creditors and work it though.”70 Similar calls for an extension
were made in written evidence by the FSCP, the Money Advice Trust, the Children’s
Society and the Open University Centre for Public Understanding of Finance.71 However,
John Glen told the Committee that the Government was minded to keep to the six-week
proposal for most people:
One of the key drivers of the evidence was the conversations with the
Scottish Debt Advisory Services, which… have a situation where they keep
it at six weeks … Where we did make a concession, very happily, was on
the recognition that people with mental health conditions need longer
… One of the principles I want to observe is that if you extend it too far,
you end up extending the period for which an individual’s life is left on
hold … I acknowledge the very well-researched, deep experience of many
contributions across the House from all sides on this, and I am sure they
will be considered in due course.
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64. Secondly, when asked whether breathing space should include non-credit arrears
such as utility bills and council tax, Matt Upton of Citizens Advice told the Committee
“For us it is the full set … About 50 per cent of people now come to us with those sorts
of government priority debts, so it would have to include those to be effective, from our
perspective.”72 Similar calls were made in written evidence by industry representatives
UK Finances and the Finance & Leasing Association.73
65. The breathing space scheme is an important initiative that should help relieve the
burden on severely over-indebted households and give them a better chance of entering
sustainable repayment plans. The Government should carefully consider the case for
extending the period to be covered beyond six weeks.
66. Given the growing role of non-credit arrears in problem debt, and the aggressive
collection practices used by many public sector creditors, the case to include non-credit
arrears in the breathing space scheme is overwhelming. The Committee can only offer
its support for the scheme if its scope is expanded accordingly.
67. Another important approach to easing the burden of over-indebtedness is the
provision of debt advice. The Money Advice Service (MAS) provides financial support
for free-to-client debt advice, spending £49 million on its debt advice work in 2016/17.74
However, the Committee has heard that demand for such services greatly exceeds supply.
Mr Andrew said:
… the [debt advice] sector overall is fundamentally underfunded. If you
take away the approximately £35 million a year that individual debtors pay
to organisations for help and advice, the sector gets about £150 million a
year to provide debt advice and solutions … Bear in mind that StepChange
as a charity has been in demand-suppression mode for four years because,
if we advertise, we simply cannot cope with the number of people who want
our help. We have to demand-supress down to about 620,000 people a year,
when we know that somewhere between 1.3 million and 1.8 million people
could really do with our assistance.
68. Citizens Advice echoed this point in written evidence, saying “Currently, debt advice
services are overstretched… Tens of thousands people with debt problems each year are
currently unable to get through to our AdviceLine because it is over capacity.” It called
for the debt advice levy to be extended to non-consumer creditors, in order to improve
funding:
Currently, general debt advice is predominantly paid for by a levy on
financial services providers. However, more than half of the debt problems
seen by Citizens Advice are debts to government and other essential service
providers. Those service providers should contribute to the funding of debt
advice in the way banks currently do.75
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69. The current provision of free-to-client debt advice appears insufficient, despite the
support from the MAS. In consultations over how its successor, the Single Financial
Guidance Body (SFGB) will allocate its budget, the SFGB and the Government should
consider how the resources available for this advice could be increased, based on an
assessment of existing and projected demand for these services. The Government
should consider the case for making more funds available by extending debt advice
levies to non-credit arrears providers.

Remedies: improving the availability of lower-cost credit
70. Andrew Bailey (FCA) told the Committee that “I do not think we have a sustainable
means of providing [people who are less well off] with credit at the moment in this country,
hence we had payday loans”.76 Christopher Woolard (FCA) has expanded on this point:
The way I put this is, if you have a good credit rating, it is relatively easy to
get cheap credit at this moment in time. If you have a poor credit rating, it is
less easy, but it is still relatively easy to obtain quite expensive credit. What
is missing when you look at the market is effectively the bit in the middle.
Where is the mid-cost credit offering? You can see that offering in other
countries sometimes.77
71. Some witnesses identified UK lenders’ approach to credit ratings as one reason why
this gap in the market exists. Ashwin Kumar, Chief Economist at the Joseph Rowntree
Foundation, told the Committee that the market is not functioning properly:
It is a highly constrained market, partly because… credit ratings are not
particularly differentiated. As soon as you have got any negativity on your
credit file, basically, you are excluded from the mainstream credit market
and you are into the highcost credit market. In a normal functioning
market, you would not expect to see such a cliff edge; you would expect
to see continuity. But because of the way that credit ratings work, there is
much more of a cliff edge than there should be.
72. Similarly, in written evidence, the MAS said that “poor creditworthiness assessments…
can result in people being… denied credit they could manage, causing them to turn to
higher-cost forms of borrowing”.78
73. One approach to reducing the cliff edge in credit ratings suggested to this inquiry
would be to widen the data available for creditworthiness assessments. John Montague,
Managing Director of the Big Issue Group, spoke to the Committee in support of Lord
Bird’s Creditworthiness Assessment Bill, which would require lenders to include rental
and council tax payment history into account in credit rating assessments (CRAs):
… there are 12 million renters and growing. The biggest bit of someone’s
spending is their household rent … They are being excluded from the credit
service market, because they do not have a digital footprint … They do
not exist… Our real challenge on creditworthiness is what the right data
sets are that we should be recording for calculating someone’s credit rating
76
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and, more importantly, that the data is available to look at affordability and
suitability of product … If you have no digital footprint or a very thin file
from that credit bureau, you are automatically paying more. That is wrong.79
74. Other witnesses were more cautious on the impact of expanding the criteria for CRAs
in this way. Phil Andrew of StepChange said “For some people it would be incredibly
helpful, but for a minority of people it could push them further into social exclusion”, while
Matt Upton of Citizens Advice said “of the clients we see who struggle to access credit
there is a proportion for whom credit referencing is a factor … For a greater proportion it
is not the big factor.”80
75. John Glen told the Committee that he agreed with the aims of the Creditworthiness
Assessment Bill, but that the Government was developing an alternative approach:
I have also taken forward my predecessor’s initiative on the Rent
Recognition Challenge, which will develop a solution so that those people
who traditionally have difficulty proving their creditworthiness will be able
to use the data derived from their consistent paying of rent to allow them
to access more affordable borrowing … Where we would be with that is
that we agree with the aims of the Bill, but we think imposing an acrossthe-board obligation is probably not going to be cost-effective. What I hope
will happen is that we will see the Rent Recognition Challenge develop a
product that is widely applicable.81
76. The inclusion of rent and other non-credit regular payment commitments in credit
rating assessments could improve access to low- and mid-cost credit. There is some
concern that an across-the-board obligation could penalise some people, however. The
Government says it has an alternative to the Creditworthiness Assessment Bill in the
Rent Recognition Challenge: it should set out in its response to this Report how this
programme will meet the aim of increasing access to credit more effectively than the
Bill, and how soon its chosen alternative will be implemented.
77. A further possibility for expanding the provision of mid-cost credit could be an
expansion of the credit union and community development financial institution (CDFI)
sector. This possibility has been raised recently by the FCA, as part of its High-Cost Credit
Review. However, there is scepticism over whether credit unions have the potential to
scale-up to the point where they could collectively make a significant dent in the high-cost
credit market. Christopher Woolard told the Committee:
When we are talking about credit unions, we need to remember it is a very
broad group of firms. The largest ones are absolutely the same kind of size
and scale as the larger building societies, all the way through to two, three,
four people running a very small credit union. Certainly for the larger ones,
we are seeing some quite encouraging signs of, for example, partnerships
with CDFIs, so community finance organisations. They are looking at how
they can be quite imaginative about filling the so-called mid-cost gap that
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we see in the market. Credit unions will be part of the answer, but they will
be part of what will need to be many different solutions to this. I do not
think we can pin the whole thing on credit unions.82
78. Among those offering support for increased efforts to boost credit unions were the
Money Advice Trust, who said in written evidence:
We believe the government could and should do more to support the growth
of credit union lending as part of a strategy to improve access to affordable
credit amongst low income households. Building a more sustainable and
modernised credit union sector is an important part of tackling financial
exclusion, and that increased support… should be a central component of
the government’s efforts in this area.83
79. While governments have launched several initiatives over the years to boost credit
unions, they have been piecemeal. In answer to a written question in the House of
Commons, Guy Opperman, the Minister for Pensions and Financial Inclusion, revealed
that the £38 million “Credit Union Expansion Project”, launched in 2013, had closed
in February 2018 after creating a digital banking platform currently serving 16,500
members.84 When asked about the Government’s plans on credit unions, John Glen told
the Committee about Treasury moves to increase the common bond and capped interest
rate over the last few years, and that “we need to look at the number of asks that have come
from a call for evidence four years ago.”85
80. Some submissions, including those from StepChange, the FSCP and the End Child
Poverty Coalition to the inquiry pointed out that the localisation and scaling back of
the Social Fund (the funding for which halved between 2010 and 2016) had reduced the
backstop credit options available for less well-off households.86
81. There may be potential for credit unions and community development financial
institutions to take a greater role in providing mid-cost credit to households currently
relying on high-cost credit. The Committee would like to see the Government take a
more strategic approach in coordinating what currently seem like piecemeal efforts
across Government, regulators and industry towards promoting the expansion of this
sector. It should also set out what it expects a successful credit union sector to look like.
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4 Saving for a rainy day
82. Many of those submitting evidence to this inquiry made the point that a relatively
modest pool of readily accessible precautionary savings can make a decisive difference to
the stability of a household’s finances, and help it avoid getting into an unsustainable debt
spiral. The debt charity StepChange told the Committee if every household in the UK had
at least £1,000 in accessible savings, the number of households in problem debt could be
reduced by 500,000.87
83. While estimates vary, it appears that millions of UK households do not have this
level of savings, or any savings at all. StepChange estimates that over 7 million households
(25 per cent) have savings below £1,000. Meanwhile, the Open University Centre for
Public Understanding of Finance (PUFin) cited data showing that a third of households
have no savings at all. StepChange’s research indicates that low incomes, living in rented
accommodation, having dependent children and being younger, were are all risk factors
for having a low level of precautionary savings.88
84. In written evidence, the Money Advice Service (MAS) said that “there is an urgent
need to help people build up savings buffers… alongside focused attempt to tackle…
problem debt”. However, it also acknowledged “there is increasing recognition that there
are some groups… for whom building any sort of meaningful buffer is an unrealistic
expectation”.89
85. There is widespread evidence that many households are lacking in “rainy day”
savings buffers, and that helping households to build precautionary savings could
have a significant impact on levels of problem debt. Clearly, that will not be a practical
possibility for all households, and does not detract from the need to address problem
debt by easing repayment burdens, making more credit available at a more reasonable
cost and regulating problematic debt products.

Incentivising cash saving
86. The principal savings incentive provided by the Government takes the form of tax
relief on interest, primarily through ISAs. In 2016/17, the cost of tax relief on ISAs was
£2.75bn, a figure that is forecast to rise to £2.9bn in 2017/18.90 The generosity of tax relief
on cash ISAs increased markedly in 2014, when the amount that could be saved annually
rose from less than £6,000 to £15,000. Recent years have also seen increases in the ‘Starting
Rate for Savings’, and the introduction of the Personal Saving Allowance (PSA), which
offers tax relief on all cash saving on gross interest up to £1,000 and £500 for basic and
higher rate tax payers respectively.91 In 2016/17, the PSA added £0.4bn to the tax relief
bill.92
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87. However, in submissions to this inquiry, there was widespread scepticism that tax
relief is an effective way of encouraging potentially vulnerable households to save for
a rainy day. StepChange said that tax relief “is less of an incentive for lower-income
savers”, while Open University PUFin said that “there is a lack of evidence on whether
fiscal incentives… increase saving relative to the level that would have occurred in their
absence”. It also commented “In 2014, the National Audit Office found that HMRC does
not routinely evaluate whether tax reliefs designed to change behaviour are effective.”93
88. There is also a recognition that tax relief is not targeted at low-income families. In oral
evidence, Torsten Bell, the Director of the Resolution Foundation, told the Committee:
If you are really rich, we are doing a really good job of tax‑relieving all of
your savings in very large ISAs and rollover PEPs [Personal Equity Plan].
If you tried really hard, you could have got to £1 million in the tax‑relieved
savings pot. It is not clear to me that is a good use of Government funds …
We are doing a moderately awful job of encouraging those in lower income
families to save. That is because the first suggestion of direct matching
for those groups, which evidence does show has some effect, was in 2001.
Direct matching has more effect than other forms of incentives, although it
is still not as strong as some of us would like and you may be better just to
give them the money.94
89. In 2016, the Government announced a new scheme rolling out from 2018 called Help
to Save, which is open to those entitled to Working Tax Credit or claiming Universal
Credit with a monthly private income of at least £542.88. Participants can save up to £50
and receive a bonus of 50 per cent of the highest balance achieved after two and four years.
The maximum bonus is therefore £1,200.95
90. Among submissions to this inquiry, there was more enthusiasm, albeit cautious, for
Help to Save than for ISAs. For some witnesses, it goes some way to restoring a gap left
when another saving bonus scheme, the Savings Gateway, was abolished before it began in
2010.96 Mr Bell told the Committee “You can imagine policies like Help to Save working
[to encourage people to get into the habit of saving], and I would not quibble much with
the detail… except that it is more targeted on higher earning families and slightly less
generous than Saving Gateway.” Ashwin Kumar, chief economist at the Joseph Rowntree
Foundation, said that the bonuses in Help to Save could be more effective than tax relief
but warned “the cost of Help to Save will be £70 million by 2021… it is dwarfed by the
increases in costs for additional ISA allowances.”97
91. In written evidence, Toynbee Hall praised Help to Save for not predefining the
purpose of saving or setting high targets, which its evidence shows can be off-putting to
lower income households, but it called for the eligibility criteria to be widened.98 The MAS
said:
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We welcome Help to Save, which recognises the need for more targeted
incentives to promote saving among particular groups, in this case lowincome families. There is a lack of evidence that policy interventions aimed
at encouraging saving behaviour manage to get consumers who weren’t
previously saving to start… Explicitly targeting groups that are known to
have issues with saving is one potential way in which to address this… This
might include considering widening eligibility for Help to Save, pending
learning from roll out and evaluation …99
92. John Glen, the Economic Secretary to the Treasury, told the Committee that “10
thousand people have signed up to [the Help to Save trial, and] we anticipate that 350,000
will use it”. He also said that he was not aware of a Treasury commitment to provide an
annual progress statement on Help to Save, but that “it would be entirely appropriate for
you to bring me here to account for the progress”.100 Even if met, the 350,000 forecast
would amount to around 10 per cent of the 3.5 million people who are eligible for the
scheme.101
93. There is little evidence that tax relief is an effective way to stimulate household
saving, especially among lower-income households. There is, however, more evidence
that cash bonuses and direct matching can stimulate saving and have the potential
to help people build a precautionary savings buffer. The Treasury and HMRC should
study the impact that recent increases in the opportunities for tax relief on savings
has had on the scale and distribution of household saving. Any future changes should
be justified in terms of the expected outcomes for the level and distribution of saving.
94. The Help to Save scheme is a promising approach towards helping lower-income
households build precautionary saving. However, at this stage its ambition is limited.
The Treasury should make regular written reports to Parliament on the usage of the
scheme and its efforts to increase take-up. It should give consideration to widening the
eligibility criteria in future.

“Sidecar” savings
95. In 2017, the NEST pension scheme, together with the MAS, announced a trial of
“sidecar savings”, a hybrid product which would allow people to put part of their pension
savings into a rainy-day fund, which could be accessed in emergencies. Potentially,
sidecar savings could be brought into the pensions auto-enrolment system. Previously,
the Treasury had concluded that this approach should not be pursued, following a call for
evidence in 2011.102
96. The evidence received by this inquiry was mixed on the prospects for a wider rollout of
sidecar savings. Matt Upton, Head of Policy for Consumer and Public Services at Citizens
Advice, told the Committee that “we would encourage the principle, but not anything that
ebbs away at your pension”, while John Montague, Managing Director of the Big Issue
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Group, said “The whole point of auto-enrolment was to try to build something… To rob
it now really is Peter and Paul.” However, Phil Andrew, Chief Executive of StepChange,
was more positive:
We think there is a place for this, if it is properly policed and done for
extremely specific purposes for a small portion of your overall pot. If it is a
small, short-term bridging element, we are okay with that.103
97. In oral evidence, the former pensions ministers, Baroness Ros Altmann and Sir
Steve Webb, thought that sidecar savings could be suitable, with proper limits. Sir Steve
suggested that the limit could be set at the amount eligible for the 25 per cent tax free lump
sum.104
98. The evidence on the merits of sidecar savings schemes is mixed. The Government
should examine the results of NEST’s trial of sidecar savings, and, if it is a success,
assist with a wider trial and rollout, including any necessary legislative changes.
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5 Saving for retirement
99. A number of changes are presenting new challenges to households saving for
retirement. In particular, the ongoing shift from defined benefit (DB) to defined
contribution (DC) pensions105 is placing more responsibility and risk on individuals in
ensuring they have sufficient funds for retirement. Additionally, if forecasts that reduced
productivity growth and low real interest rates will persist in the long term prove to be
accurate, more income will need to be put aside in savings, in order to reach a given
standard of living in retirement.106
100. The UK has a low state pension by the standards of other advanced economies,107 and
hence reliance on private savings to bolster the incomes in retirement is greater. Baroness
Ros Altmann, the Minister of State for Pensions from 2015 to 2016, told the Committee:
The problem we have here is that we have a very low state pension and it
has to be supplemented by private pensions for most people in order to get
a decent lifestyle later… Younger people are either going to be very poor in
later life, if we do not plan in the longterm future to supplement the state
pension, or future generations of taxpayers are going to have to subsidise
them.108

The UK savings gap
101. The Government’s Automatic Enrolment Review 2017 reported that 12 million people
in the UK are currently not saving enough for their retirement (or 38 per cent of those
aged between 22 and the state pension age).109 According to the analysis, many of those
under-savers are relatively high earners, but 1.6 million are forecast to have an income at
the point they retire of less than £24,500 (in today’s earning terms). 5.7 million of the total
12 million under-savers are forecast to miss their retirement income targets by less than
20 per cent.110
102. The Review did find that there had been a substantial reduction in under-saving
recently, due mainly to the introduction of automatic enrolment. As of November 2017,
over 9 million employees had been automatically enrolled, while the opt-out rate was 9
per cent. Automatic enrolment had reduced the number of under-savers by an estimated
2 million, and the share of the youngest cohort that is under-saving from 48 per cent to 36
per cent.111 Automatic enrolment is considered in more detail below.
103. Witnesses to this inquiry agreed that the UK faced a long-term household savings gap.
Ashwin Kumar, Chief Economist at the Joseph Rowntree Foundation, told the Committee
that “it is manifestly the case that so many people simply do not have enough pension
savings”. Michael Johnson, a research fellow at the Centre for Policy Studies, agreed and
added that there was an especially large savings gap for women:
105
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Yes. Clearly there is a huge savings gap and it is particularly pertinent in
respect of women … If we look at the number of women, for example, who
are participating in some form of DC savings arrangement, it is roughly 3.5
million; in respect of men, it is nearly double that. If you look at the size of
the respective pots, a typical woman’s pot at 60 or 65 is maybe £50,000 to
£55,000; for men, it is more than double that.112
104. Nisha Arora, Director of Market Intelligence, Data and Analysis at the Financial
Conduct Authority (FCA), told the Committee that its Financial Lives survey broadly
confirmed this picture:
The people we spoke to feel that they have relatively little in their pots. Of the
people, for example, who accessed a DC pension in the last two years, half
agreed the pension income they had was not sufficient to live on … More
women than men are relying on the state pension. That is both retirees and
those due to retire. Fewer women—60%—have a private pension, compared
to 70% of men. Average saving levels for women are less than for men.
All this means that women told us they were less happy with the pension
arrangements and more likely to worry they will not have enough money to
last them into retirement.113
The Automatic Enrolment Review reports that, of the 1.6 million low earners who are
under-saving for their retirements, 0.9 million are women and 0.7 million are men.114
105. As part of the Automatic Enrolment Review, the Government proposed a package of
changes to automatic enrolment, including the removal of the Lower Earnings Limit that
excludes the first £5,876 default pension contributions, and a reduction in the lower age
limit from 22 to 18. The analysis found that these measures reduced under-saving, but only
by 200,000. When the Committee asked Guy Opperman, the Minister for Pensions and
Financial Inclusion, about the savings gap, he focused on the existing plans for automatic
enrolment:
… Auto-enrolment and nudge theory have been absolutely a success and
have addressed that particular problem of pension savings … it is not the
ultimate solution but we are heading in the right direction.
… The [automatic enrolment] review itself, which we have adopted, sets
out the particulars whereby it is reducing the age rate from 22 down to 18,
changing the LEL, changing the £10,000 limit down to the first pound and
addressing things in relation to low earners in particular. We believe those
are the next steps… but the serious point is we need to get past 8% [default
pension contribution rate]. We need to get to April 2019, get to 8% and
review where we are in terms of opt-out. […] We have further to go, but we
have a review and we have next steps planned… We cannot go any more
quickly right now.115
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106. Submissions to this inquiry recognised the early successes of automatic enrolment,
and many agreed that there should be a focus on ensuring the smooth implementation of
the planned increases in the default contribution rate.116 Torsten Bell, the Director of the
Resolution Foundation, told the Committee that:
The most important thing that can be done right now is to make a success of
auto‑enrolment and that not going wrong. For all of us who were involved
in the late 2000s and into the early 2010s, there are not many public policy
triumphs; this is one.
[…]
The risk is that we have been seeing very low opt-out rates from
auto‑enrolment. That is partly [because] the level of contributions are tiny
at the moment and are going to go up a lot over the next few years… For
a typical earner, it may well be that all of their earnings growth is taken
in increased auto‑enrolment contributions, so they will see no take-home
pay increase. We all think it is a good thing that they are saving more—we
support the policy—but we want to think hard about what that is going
to do to the opt-out rates from it, particularly for the groups that we have
seen real successes among, the young and women… I would be seriously
thinking about whether we are doing everything we can to reduce the
chance of opt-out.117
107. Despite the welcome and significant boost to savings rates achieved by automatic
enrolment, millions of people are still expected to under-save for their pensions on
current policies, many of them to a significant extent. Further reforms to the pensions
saving landscape and automatic enrolment will be required to ensure that households
have sufficient income in retirement.
108. The Committee is concerned by the evidence it has received that this savings gap is
particularly large among women. The Treasury should assess what is driving this gap,
and what the consequences could be for both individuals and households.
109. Auto-enrolment has, to date, been enormously successful. The Government is
right to focus on ensuring that existing plans for raising the default contribution rate
go smoothly. However, looking beyond that, there is little evidence of a plan, or even
an ambition, to reduce further the number of under-savers from its current level of 12
million. If the Government has reasons to think that current levels of under-saving are
acceptable, then it should say so and explain why.

Tax relief on pensions
110. The main financial incentive that the Government provides for long-term saving is
tax relief on pension contributions. In 2016/17, the cost to the taxpayer of income tax and
NICs relief on pensions was around £41 billion.118 The tax relief offered has become less
116
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generous in recent years, with the annual allowance currently £40,000, against £255,000
in 2010/11. Meanwhile, the lifetime allowance has fallen from £1.8 million to £1.03
million. Additionally, the annual allowance has been tapered for high earners since 2016,
and the money purchase allowance was introduced alongside pension freedoms. In 2015,
the Treasury consulted on reform of pensions tax relief, but no fundamental changes were
announced at the subsequent Budget.119
111. As was the case with cash savings,120 there was widespread scepticism among witnesses
to the Committee about the effectiveness and fairness of tax relief in incentivising pension
saving. Baroness Altmann told the Committee:
Tax relief is poorly understood and poorly targeted … If you wanted to
encourage lots of taxpayer spending to incentivise saving, the people you
would normally most want to incentivise are those who have least ability to
save. The way tax relief works, of course, gives most incentive to those who
are at the top end. I have done research in the past on this and most people
do not have a clue how much money they get from tax relief, what it is worth
to them and what it even means. Indeed, in some cases, those people who
have no financial education at all, when they hear “tax relief”, think it is
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112. Michelle Cracknell, the Chief Executive of the Pensions Advisory Service told the
Committee that, even among the relatively engaged pool of people that contact her
organisation, tax relief and other benefits of pension saving are poorly understood:
When people contact us, they are aware that they need to do something
in respect of their pension, but they find the barriers too high and it is a
combination of lack of knowledge and lack of confidence. We find that a
lot of people miss out on opportunities and so do not get the most out of
the tax reliefs or they do not get the benefit from employer contributions
because of misunderstandings.
[…]
Looking at the automatic enrolment population or where we do outreach
work, it is fair to say that tax relief has very little meaning to people, although
they do get the concept that if you put one in, the employer will put in one
as well and you will get a bit from the Government.123
113. Michael Johnson strongly criticised the cost and effectiveness of tax relief and
advocated its abolition:
[There] is a fundamental question that countries around the globe are
struggling with, which is: do financial incentives actually work? I am
coming round to the idea, having done a fair amount of research on this,
that the answer is no. […]
I would scrap all pensions tax relief, including employer NICs rebates. That
creates a cash flow of about £46 billion a year. I would introduce a bonus
structure that is an incentive disconnected from your tax‑paying status …
I would also bring down the annual allowance from today’s £40,000, which
is irrelevant to virtually everybody in the country, to a number between
£8,000 and £10,000. I would abandon the lifetime allowance as a quid pro
quo, because it is essentially manna from heaven for consultants and does
not do a great deal for everybody else. […]124
114. However, other witnesses were more cautious about the feasibility of reform at this
scale, and advocated more incremental steps.125 For Sir Steve Webb, the Minister of State
for Pensions from 2010–15 and now Director of Policy at Royal London, such steps could
include a reduction in the annual allowance and abolition of the lifetime allowance:
In terms of incremental reform, it has become hideously complicated…
so simplification would be the most important thing. Instead of having an
annual allowance, a tapered annual allowance, a lifetime allowance, have
a simple, perhaps lower, if necessary, annual allowance. Having an annual
allowance and a lifetime allowance seems odd; you are capped on the way
in and on the way out, and the lifetime allowance is a cap on success …
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[You should also] stop tinkering. We have had six cuts to limits on tax relief
in seven years. That keeps financial advisers up all night trying to keep
up with everything, and it means the public have no idea what the rules
are, which keep changing… In terms of big-bang reform, it would be very
difficult to do because of huge numbers of gainers and losers.126
Written submissions to the inquiry from the pensions industry also called for a period of
stability in the pensions tax relief system.127
115. Other witnesses advocated replacing the current system with a flat rate of tax relief
for all incomes. Ashwin Kumar said that “I cannot see any justification for it being higher
than the basic rate of tax”128 while Baroness Altman told the Committee “my preference
would be for everybody to get the same incentive for the same contribution”. Baroness
Altmann also suggested that “It would be really helpful and more effective if we were
able to badge tax relief as a Government bonus on your pension or the Government
contribution to your pension”.129
116. John Glen, the Economic Secretary to the Treasury, acknowledged the debate around
further reform of tax relief, but did not commit to going further:
[Reductions to the annual and lifetime allowances has been] a significant
journey to change the whole incentives and tax relief. I recognise that there
are a range of opinions about how much further that could go and what the
appropriate contribution is that the state should be making to incentivise,
but we have to see it against that starting point.
You are right to say that there are other ways of looking at this in terms
of whether it should go further or whether it should be a flat rate. These
debates have been out there for a long time. There is, however, also an issue
around stability, and we have got to a place now where we are saving, I
think, £6 billion from the changes that we have made and, arguably, a lot of
that was going to subsidise wealthy people’s pensions.130
117. There is widespread acknowledgement that tax relief is not an effective or welltargeted way of incentivising saving into pensions. Ultimately, the Government
may want to return to the question of whether there should be fundamental reform.
However, the existing state of affairs could be improved through further, incremental
changes. In particular, the Government should give serious consideration to replacing
the lifetime allowance with a lower annual allowance, introducing a flat rate of relief,
and promoting understanding of tax relief as a bonus or additional contribution.
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The Lifetime ISA
118. At Budget 2016, a new long-term savings product, the Lifetime ISA (LISA), was
announced. Although it borrows the long-established label “ISA”, the LISA is effectively
a combination of a long-term pensions saving vehicle and the Right to Buy ISA, which it
is due to replace.131 As implemented, it allows participants to save up to £4,000 each year
until they are 50, in stocks and shares or cash, with the Government awarding a 25% bonus
each year. The investment can be withdrawn without charge for the purposes of buying a
first home costing no more than £450,000, or after the age of 60. If it is withdrawn early,
there is a 25 per cent charge on the entire investment.
119. The LISA represents a step towards replacing tax relief with matching bonus
incentives. However, it was strongly criticised by many witnesses to this inquiry for its
complexity and its inconsistency with the other parts of the long-term savings landscape.
Sir Steve (former minister and now Royal London) said:
When the lifetime ISA was announced, it felt like snatching defeat from the
jaws of victory. We had autoenrolment, where the 20somethings and the
30somethings are the most likely to stay in; there are well over 2 million
under-40s now in workplace pensions who were not before. We already
had Help to Buy ISAs, so if you think that those sorts of schemes help and
do not just ramp up house prices, we had one of those already. We had
workplace pensions finally getting young people into pension-saving, albeit
at a modest level and then, suddenly, we get this strange hybrid.
The original worry was people would choose lifetime ISAs and opt out of
the workplace pension, giving up employer contributions and tax relief and
so on. In fact, it has been a bit of a flop … The market for the providers that
provided the stocks and shares ISA was the children of rich parents. You
have a rich parent who cannot use up all their pension tax limits any more,
has some cash, gives it to junior, junior gets £1,000 off the Government. That
does not seem, to me, to be the priority group for Government spending, so
that did not really work …
Perhaps for the selfemployed, who are not getting an employer contribution,
you might think this might be relevant, but what we know about the
selfemployed is they quite like the idea of accessing their cash. Of course,
in a LISA, yes, they can, sort of, but there is a hefty penalty, so it is not quite
clear what question the LISA is the answer to.132
Baroness Altmann advocated the LISA’s abolition:
… I would urge the Committee to recommend abolishing the lifetime ISA;
just scrap it. It is, in my view—and I have seen this for so many decades—
another mis‑selling scandal waiting to happen. That is why a lot of providers
did not offer it …
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First, the lifetime ISA confuses house purchase with pension in a very
unhelpful way. Secondly, lifetime ISAs have the wrong behavioural
incentives. First of all, the contributions stop at age 50. Actually, most people
can start affording a bit more than that, but if you are in the lifetime ISA
as a retirement‑savings vehicle, come age 50 you will think, “I have done
that. That is me sorted,” so you will not do any more. [Secondly], unlike the
lifetime ISA, where you can get your hands on the money tax‑free at age 60,
the pension has built‑in disincentives for you to spend it too early; you face
big tax penalties… If people start relying on ISAs and LISAs for retirement,
they are bound to be pretty poor in their 80s.133
120. The written evidence received by the Committee indicated that the Lifetime ISA was
also unpopular in the financial services industry. UK Finance wrote that it “has yet to
prove popular with providers and has therefore seen limited take up by customers … we
also have concerns on where LISA fits in the overall savings landscape… [and] would
encourage the Government to consider extending the Help to Buy”.134 As further evidence
of the LISA’s limited take up among pensions savers, the Pensions Advisory Service told
the Committee that they have received no questions where the substantial part was about
LISAs, and only three online queries since April 2017 (of 25,000) that mentioned the LISA
at all.135
121. At a hearing for this inquiry, the Committee raised the specific problem of the charging
structure for the LISA with John Glen. It was put to him that, since the Government awards
a 25 per cent bonus to LISA savings, it may seem to investors the 25 per cent charge would
only amount to the loss of the bonus. In fact, the charge applies to the total investment,
including the principal and any growth. This means that the investment principal is at
risk, since if there were no growth, an early withdrawal would result both in the loss of
the investment, and 6.25 per cent of the principal. This had not been explained on the
LISA pages on the gov.uk website. In a subsequent letter, Mr Glenn agreed that this was a
valid point, and said that appropriate changes to the website would be made. As of 18 July
2018, these changes had not been made. The Committee welcomes this commitment, and
would like to see it fulfilled as soon as possible.136
122. This inquiry has received strong criticism of the Lifetime ISA (LISA) over its
complexity, its perverse incentives, its lack of complementarity with the pensions
saving landscape and its apparent lack of popularity with the industry and pension
savers. The Government should abolish it.
123. In promoting the LISA to retail investors, the Government has not been clear
enough that those withdrawing their money early lose not only the 25 per cent bonus,
but also a fraction of their capital. In this respect, the standards of disclosure on the gov.
uk website fall far below those expected of regulated firms. The Committee welcomes
the Minister’s commitment to clarifying the website, but it is deeply disappointed that
it has not yet been done, two months after the Minister promised to do so.
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Increasing savings under automatic enrolment—auto-escalation and
self-employment
124. As outlined above, many of those who gave evidence to the Committee on automatic
enrolment emphasised the need to consolidate its early success, and ensure the smooth
implementation of the planned increases in the default contribution rate. Nonetheless,
two main areas of reform were highlighted that could make a contribution to closing
further the saving gap.
125. The first of these was automatic escalation, which expands on the “nudge” principle
by linking future rises in the default contribution rate above 8 per cent to individuals’
increases in pay. Sir Steve told the Committee:
… if you are on a low wage and you get a state pension, [8 per cent] is
enough, but it is not enough for people much beyond that. […] I believe we
should keep the 8 per cent where it is, but in behavioural economics there
is the “save more tomorrow” idea. Every time you get a pay rise, that 8 per
cent becomes 8.5 per cent, then 9 per cent. It just steps up, because the most
painless time to put more in a pension is when you have had a pay rise—
money you have never had… Any other things we might come up with,
such as incentives, advertising, education and so on, are tiny compared
with auto‑enrolment, defaults and nudges. It works.
Baroness Altmann agreed that automatic escalation with pay rises makes sense but added
“there is nothing to stop the pensions industry recommending people to do that and
talking to employers about doing that now … it does not need legislation.”137
126. While maintaining its focus on keeping opt-outs from automatic enrolment low
during the rise in the contribution rate to 8 per cent, the Government should start
considering the options for raising contribution rates for at least some people beyond
that point, potentially by automatically escalating individual contribution rates in
line with pay rises. This option and any alternatives should be analysed at the next
automatic enrolment review.
127. The second area of reform concerns the growing numbers of self-employed, including
“gig economy” workers, who are not covered by auto-enrolment. Witnesses to this inquiry
widely agreed that there is a need to address this issue. Michelle Cracknell said she was
concerned about the lack of engagement among the self-employed with pension saving:
[The Pensions Advisory Service] are currently doing some work on trying
to understand how to reach the self‑employed. The reason for that is the
number of people who contact us who are self‑employed, out of our 205,000,
is only 8 per cent, which is incredibly low when you think that those people
have no other support mechanism … At the moment, the majority of the
self‑employed people who contact us have previously had an employment
experience, so they have in their mind already an idea that they do need
to provide something out of their pay that covers benefits and pension,
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etcetera. Again, it is quite worrying that with an increasing number of
people going into self‑employment, in the broadest definition of the word,
they do not have any grounding as to how they should apportion their pay.138
128. Ashwin Kumar and Torsten Bell also argued that the exclusion of the self-employed
from automatic enrolment system had exacerbated the incentives for employers to create
pseudo-self-employment roles, without the degree of autonomy normally associated with
self-employment, in order to benefit from lower taxes.139
129. When asked whether the Government should get on with moving the self-employed
into automatic enrolment, Sir Steve answered:
Absolutely, yes. We do not have an exact parallel with the employer, but
we have something pretty close… In the order of 2 million self‑employed
people fill in a tax return. There is no reason why you could not use the
tax return as, effectively, a default into pension saving … Early on in the
tax‑return process, when you are still feeling confident… you are asked, “If
you were to put money in a pension, where would you put it?” You nominate
a pension. At the end of the calculation, HMRC says, “We have done your
tax calculation. We have included in this a 4% or 5% contribution. You do
not have to do this. You can opt out.”
Sir Steve added that the Government “are just being too timid about it” following the
attempt to raise class 4 NICs at the Spring Budget 2017.140 Michael Johnson (Centre for
Policy Studies) suggested that the difference between class 1 and class 4 NICs could
be used to create an automatic enrolment system for the self-employed, but similarly
acknowledged that the Government may be reluctant to be seen to raise NICs for the selfemployed.141
130. The Government’s response to the 2017 Automatic Enrolment Review was criticised
for concluding that “there is no single or simple and straightforward mechanism to bring
self-employed people into workplace pension saving” and only promising to test unspecified
“targeted interventions” without a timescale.142 Guy Opperman told the Committee
“we have not ducked the opportunity… there is no one solution to the individual selfemployed.” He also suggested that developments in fintech would help provide a solution.
When asked whether the Treasury was considering using self-assessment or NICs to bring
the self-employed into automatic enrolment, John Glen said “that is not something that
we are minded to do.”143
131. There is an urgent need to bring the self-employed into the automatic enrolment
system, but it is not clear that the Government has a clear strategy or timetable for
doing so. According to the evidence received by this inquiry, the most straightforward
solution would make use of self-assessment and national insurance contributions. The
Treasury should keep an open mind towards doing so, and the possibility should be
analysed as part of the next automatic enrolment review.
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The state pension triple lock
132. The “triple lock”, which raises the state pension annually by the highest of either CPI
price inflation, average earnings growth or 2.5 per cent, was implemented in 2012 and has
remained in place since. Earnings growth has frequently been below either 2.5 per cent
or inflation and, as a result, the state pension has increased sharply relative to earnings.144
In the long term, the triple lock would be expected to exert what the Institute for Fiscal
Studies has called a “ratchet effect” on the state pension: because it will always rise with
the fastest of earnings, inflation or 2.5 per cent, it will grow faster than each of them.145
133. The Committee received mixed evidence on the role of the (new) state pension and
triple lock. Following the implementation of pension freedoms, the state pension is seen as
having an important role in providing a backstop minimum income for retirees. It is also
noted that the triple lock had reduced pensioner poverty and that the UK state pension
remains low by the standards of OECD economies. However, the triple lock is not seen as
sustainable in the long run.146
134. Steve Webb told the Committee that he thought that the state pension was now
roughly at the appropriate level, relative to earnings:
The state pension is £8,300 a year. The auto‑enrolment threshold is £10,000
for a reason. There are two sorts of folk. For the folk who always earn £8,000
or £9,000 a year for their entire lives, a state pension of £8,000 or £9,000 is
exactly what is right and appropriate. […] The public sector is on the hook
for bucket loads of longevity risk across health, social care, public services
and pensions.147
135. Nonetheless, according to the Automatic Enrolment Review, moving from the triple
lock to an earnings-uprated state pension would increase the number of under-savers by
1.8 million people.148
136. The Government has committed to maintaining the triple lock on the state
pension to the end of this Parliament. If it is maintained in the longer term, the
state pension will rise relative to earnings indefinitely. This is clearly unsustainable.
However, according to the Government’s analysis, replacing it with earnings-uprating
could result in a large rise in the number of under-savers. The next auto-enrolment
review should explore the options for making up with private savings the shortfall that
could result if the triple lock were abandoned in future.
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6 Planning for retirement after pension
freedoms
137. The advent of pension freedoms, and the associated removal of the powerful tax
incentive to use pension pots to purchase annuities, has fundamentally transformed the
retirement market. According to the Financial Conduct Authority (FCA) Retirement
Outcomes Review, from the introduction of pension freedoms in April 2015 to September
2017, 1.5 million defined contribution pension pots were accessed. Of these, 72 per
cent were accessed by customers below the age of 65, and 55 per cent of pots were fully
withdrawn. Of those pots not fully withdrawn, twice as many were used for drawdown
products as annuity products, the market for which has shrunk sharply. Around 30 per
cent of drawdown purchases, and 65 per cent of annuity purchases, were made without
advice, and there has been a bias toward entering drawdown with the existing pension pot
provider.149
138. In these early days, the overall impact of pension freedoms on the welfare of
pensioners is unclear. Drawing on the FCA’s Review, the main features seem to be high
levels of early access and complete withdrawal of pots, a shunning of annuities and many
decisions being taken without advice. However, witnesses to the inquiry emphasised that
the early days were likely not representative, since the vast majority of pots withdrawn
have been small.150 The Committee did not receive evidence to suggest that a significant
number of pots accessed through pension freedoms had been spent immediately on highvalue consumer items such as sports cars.
139. This chapter discusses the main themes that have emerged from the early days of
pension freedoms, and indicates the future directions that policy ought to take, including
some specific steps the Government could take soon.

Advice, guidance and consumer engagement
140. Michelle Cracknell, the Chief Executive of the Pensions Advisory Service (TPAS),
painted a worrying picture to the Committee in which people approaching retirement
have not understood the nature of pension freedoms, lack a sense of ownership over their
pension pots and are making decisions without knowing the full implications:
The pensions landscape has changed dramatically, and the responsibility
that now sits with the individual to provide their own retirement income
has happened in the law but it has not happened in people’s heads. A
50‑year‑old’s only reference point today will be to look at their parents, who
pretty much had it all done for them. […]
Relative to pension freedoms, there have been a number of people who have
said, “I just want to move my money out of the pension pot into my bank
account,” with no specific reason for needing the cash. There is a very low
level of ownership of pensions. If you trawl our database, people very rarely
talk about “my pension”; they always talk about it in the third person: “Tesco
149
150

Financial Conduct Authority, Retirement Outcomes Review Final Report, MS16/1.3, 28 June 2018
Ibid, and Oral evidence taken on 13 March 2018, Household finances: income, savings and debt, HC 565, Q186
and Q192

42

Household finances: income, saving and debt

pension” or “Scottish Widows pension”. People do not see it as their asset…
when it is obviously so important for them to take personal responsibility
for their retirement income. […]
[W]e worry about… the amount of non‑advised drawdown activity…
people who are ending up in drawdown lack a huge amount of knowledge
about what that entails, and the decision has been driven by two things.
It is either, “I just want to get hold of my tax‑free cash,” and therefore the
provider has said, “You have to move it into a drawdown product,” or the
second reason is, “I have been told annuities are bad value, so I will buy the
alternative,” not really understanding what the alternative is.
One outcome of that is people end up in a drawdown product not
understanding the risks they are taking. Certainly we talk to people about
going into drawdown and say, “Where are you going to invest the money?
Have you thought about how to take the income and, potentially, issues
when the market goes down?” and they do not even realise the money has
to be invested.151
141. Ms Cracknell emphasised the need to prevent these bad habits from becoming social
norms, by intervening to create virtuous new social norms. These interventions would
include a “mid-life MOT”, whereby people are invited for a financial check-up around
the age of 50, and default guidance, whereby people will have to actively opt-out of an
appointment with the future Single Financial Guidance Body (SFGB) if they want to
access their pension pot without guidance:
We are strong believers that we need to create a society where it is normal to
be thinking about your retirement income, and the only way we can create
that new social norm is by introducing some interventions; otherwise, why
would a 50‑year‑old think to go and get some help on their pension? They
have no reference site to say, “That is what my parents did.”
We are strong supporters of the introduction of a mid‑life MOT as a
concept. We are also very strong supporters of default guidance, so that
when somebody is making a very big and irrevocable decision about their
pension, they are sent to go and have a guidance session. They can turn
around and say, “No, I do not want it,” but look at the inertia impact that
has been so successful with automatic enrolment. Let us book them in and
get them to turn it down, because I think then you will find that most people
will say, “Now I am here I might as well have one.”152
Ms Cracknell also suggested that prompts to seek to financial guidance could be linked to
a range of interactions with the public sector that occur during “life events”:
For example, when you go through a divorce process there is no nudge or
intervention to say… “Have you done any budget planning, because these
things are likely to have affected your financial position?” If we looked at
the life events of divorce, death, birth of a child, etc., we could do a lot more,
151
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very cost-effectively, to nudge people to think about their finances. The
evidence suggests that people are attuned to thinking about their finances
at the time of a life event and they will pick it up at that point.153
142. Several written submissions to the inquiry also expressed support for default
guidance.154 The Financial Guidance and Claims Act 2018 requires the FCA to make
rules requiring providers to ensure that consumers have either taken guidance, or made
a decision not to, before they are allowed to access their pensions. The Act gives the FCA
some latitude in how the consumer is required to indicate their opt-out. For example,
they could be required to contact the SFGB to opt-out, rather than opting-out with their
provider immediately before accessing their pension pot.155
143. Ms Cracknell also told the Committee the TPAS had only a limited budget for
outreach.156 When asked about whether this would change for the SFGB, John Glen, the
Economic Secretary to the Treasury, said “I am very sympathetic to it but the specific
way it is applied will be a matter for the body to examine.” Charlotte Clark, Director
of Private Pensions and arm’s length bodies at the Department for Work and Pensions
(DWP), told the Committee that the Department would be “really interested in looking
at [a proposal]”.157
144. The present level of many people’s engagement with and understanding of the
choices available to them as a result of pension freedoms is inadequate. One approach
to improving this situation is to encourage more people to take up the advice or, at a
minimum, free guidance options available to them.
145. In consultations over how it will allocate its budget and priorities, the Single
Financial Guidance Body (SFGB), together with the Government, should consider how
a mid-life MOT could be introduced, and develop proposals for increased outreach
work to engage people with pensions planning. The FCA should consider the case for
introducing a strong form of default guidance before people are allowed to access
their pension pots. Finally, the Government should make a cross-departmental effort
to identify opportunities to “nudge” people towards pension guidance at life events
where they interact with the public sector.
146. The Committee also raised with John Glen and Guy Opperman, the Minister for
Pensions and Financial Inclusion, the issue of departmental sponsorship for the SFGB,
which is currently given to the DWP. This followed an exchange of letters on the matter
between the Chair of the Committee and Mr Glen. The Chair set out a number of concerns
over whether the DWP was the relevant department to sponsor the SFGB, including: the
trend away from defined benefit to defined contribution meaning that increasing numbers
of pension schemes would be regulated by the FCA rather than The Pensions Regulator;
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and the need for the SFGB to work closely with the financial services industry.158 Mr
Glen’s response referred to the DWP’s experience in sponsoring “similar arm’s length
bodies”, but added:
DWP will be responsible for the day-to-day operational delivery of money
guidance and debt advice by the body and its partners, but the Treasury will
retain responsibility for the development of a national strategy to improve
financial capability, people’s ability to manage debt, and financial education
for children and young people, as described in the body’s strategic function.
[…]
I want to reassure you that we expect the Treasury Select Committee to
examine Treasury Ministers on those policy matters which remain the
Treasury’s responsibility. If this on occasion includes an interest in the
SFGB’s delivery, we would expect DWP Ministers and the body’s chair and
CEO would also be asked to provide evidence.159
At the hearing, Mr Glen declined to commit to keeping the sponsorship of the SFGB
under review.160
147. The Committee remains to be convinced that the SFGB should not be under
Treasury lead sponsorship in future, particularly given the continuing shift from
defined benefit to defined contribution pensions. The Government should keep the
SFGB’s sponsorship under review. In the meantime, the Committee intends to take
a close interest in the SFGB and scrutinise it in a similar way as it does Treasurysponsored bodies.

Default options and consumer protection
148. Increasing the take-up of pensions guidance and advice should empower people
approaching retirement to make better decisions about how to use their pension pots.
Nonetheless, evidence submitted to this inquiry argued that this needed to be balanced
with realism about people’s appetite for guidance and advice, the intrinsic difficulty of
assessing longevity risk, even for the most engaged and well-advised investors, and the
prevalence of behavioural biases that can lead people to make poor decisions. That could
lead both to people drawing down their pensions too quickly, or conversely to excessive
caution and unnecessary frugality.161 In written evidence, the Open University Centre for
Public Understanding of Finance (PUFin) said:
[S]ecure pensions are necessarily poor value for money. Our research
suggests that open-market annuity rates prior to ‘freedom and choice’
offered fair value. However, in a further example of how behavioural
biases influence decision-making, households tend to perceive annuities
158
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as an investment (offering a poor return) as opposed to insurance against
longevity risk and investment risk (for which it is reasonable to pay some
kind of insurance premium).
In further research, we have found that UK individuals are generally bad
at estimating their chances of surviving to later old age … Evidence from
other countries suggests that people trying to live off their investments in
retirement either run out of income early or live in excessive frugality …
It is also important to consider the limitations of financial advice. Even with
advice, households may accept higher or, more often, lower risk than would
be compatible with their situation and needs. Defaults can be an effective
way of achieving broadly sensible solutions for the majority, in addition to
increasing the quality and availability of financial advice.162
149. Despite the apparent preference for drawdown over annuities revealed during the
early days of pension freedoms, the International Longevity Centre UK told the Committee
about their survey of 5,000 55–70 year olds in which “75 per cent of people agreed with the
statement: I would prefer a secure guaranteed income in retirement over an income that
might rise or fall depending on returns in financial markets”.163
150. An additional limitation of advice (as opposed to guidance) is its prohibitive cost for
many people. It is not clear how solvable this is. Andrew Bailey, the Chief Executive of the
FCA, has said to the Committee:
What is the answer to the question of how you get low cost advice for
relatively small transactions? A lot of innovation is taking place there in the
so-called robo‑advice market. It is still early days to conclude where that is
all going to lead to. Another route will be to have a stable of more highly
standardised, relatively cheap investment products, for which you do not
need great advice.164
151. Several witnesses to this inquiry argued that greater levels of default investment
pathways and consumer protection were required alongside pension freedoms. Michael
Johnson, a research fellow at the Centre for Policy Studies, told the Committee:
[W]e cannot row back on freedom and choice [but we can] eliminate or
tackle the substantial part of the risk … I proposed the idea of what I call
auto‑protection. The idea is that when you reach 55, which is, by the way,
too early—it should be 60 or even later—if you do not take any action, some
form of auto‑drawdown starts to occur. You can opt out. Then, later in life,
when you are in your late‑70s, phase two is what I call auto‑annuitisation
and, again, you can opt out.165
152. Baroness Ros Altmann, the Minister of State for Pensions from 2015 to 2016, focused
on enhancing consumer protection, for example, from scams:
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I think pension freedoms are absolutely the right way forward. What we
have failed to do, unfortunately, is put in adequate consumer protection
alongside them at the same time … The FCA has talked about consumer
protection, but it has not actually done it as well as it could in practice.166
Michelle Cracknell (TPAS) emphasised that protecting consumers against scams would
require agility, and that the ban on cold-calling legislated for in the Financial Guidance
and Claims Act 2018 would only go so far:
We absolutely welcome the ban on cold-calling. […] Will it be enough? No,
absolutely not. We already have evidence that scammers have found other
ways of contacting people. The pension is just too rich pickings, because
you have people with low levels of knowledge and very big pots of money,
so scammers will continue to find ways to contact people.167
153. In its Retirement Outcomes Review, the FCA appears to be moving in the direction
of default pathways and greater consumer protection. In particular, the FCA is proposing
that providers should offer drawdown investment pathways, based on a simple set of
choices from the consumer, which it will review in a year’s time. It has also advised that
the Government should consider reforming the pension freedoms regime so that people
can access their 25 per cent tax-free cash without having to access the rest of their pension
pots.168
154. The level and quality of consumer protection and default investment pathways
associated with pension freedoms do not appear sufficient at present. There are
associated concerns that scams are appearing and evolving faster than regulators and
guidance bodies can adapt. The Government should be actively involved in working
with the FCA and the guidance bodies to identify opportunities to enhance consumer
protection and introducing default pathways to ensure that people do not make poor
choices in retirement. It can start by responding to the FCA’s suggestion that it consider
allowing people to access their tax-free cash separately from the rest of their pensions.

Annuities and longevity risk
155. Some witnesses to the inquiry were concerned that the sharp decline in demand for
annuities since the introduction of pension freedoms may have impaired the quality of
longevity risk pooling in the retirement market. Torsten Bell, the Director of the Resolution
Foundation, told the Committee that:
Even if you think it is optimal from the micro perspective, clearly, from a
macro perspective, one of our objectives is risk pooling. As longevity rises
and the distribution of longevity remains big, pooling some of that risk is
a very desirable thing, as a society as a whole. That is what the annuities
market should do, but for that to happen in an inexpensive way it needs to
be a big market. It needs to be liquid, it needs to be large and… we are doing
the exact opposite of that.169
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Andrew Bailey acknowledged concerns that pension freedoms had impaired the pooling
of longevity risk, telling the Committee “Arguably, you can say it has. […] if you think that
there has been too great a switch towards drawdown products, your point about pooling
longevity risk is correct.”170
156. Former pensions ministers Baroness Ros Altmann and Sir Steve Webb were more
sanguine about the falls in annuity sales, arguing that they will pick up as people now
entering retirement buy them in later life. Sir Steve said:
We are already starting to see a bit of a pick‑up in annuity sales. We [used
to buy] them too young… Actually, what we may see is people buying
annuities later in retirement. You might buy an annuity at 75, not 55 … We
may see hybrid products where you are in drawdown and the drawdown
starts looking much more like an annuity later on. I am not too worried
about what is happening in the annuity market.
Baroness Altmann added “Waiting until lots of life events have happened to you before
you buy an annuity rather than locking in forever would make much more sense and
could be part of later‑life planning.”171
157. Both also said there would need to be more innovation in product design in the
pensions decumulation market in order to improve longevity risk pooling.172 The FCA
identified a lack of product innovation for mass market customers in its Retirement
Outcomes Review, but decided to give the market more time to develop before proposing
remedies.173
158. It is desirable for individuals to be able to insure against risks over which they have
little control, including longevity risk. The introduction of pension freedoms—and the
associated sharp decline in demand for annuities—may have reduced the extent and
effectiveness of collective longevity risk pooling in the retirement market. It has been
suggested that retirees will instead choose to purchase annuities at later points in their
lives than they did before pension freedoms, which could offset some of the reduction
in risk pooling. If this is correct, we can expect to see a partial recovery in annuity
sales going forward. The Government should monitor this situation as it evolves, and
may need to intervene in future if evidence of sufficient risk pooling does not emerge.
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7 Conclusions and recommendations
1.

The finances of UK households have improved in a number of ways since the
financial crisis. But households are facing a series of economic challenges and
changes that will continue to place them under pressure. Against this background,
the Committee has identified some important points of weakness in the household
balance sheet that require action from the Government. Substantial numbers of
households are over-indebted or at risk of it and are vulnerable to aggressive debt
collection; have little or no precautionary savings; have insufficient pension savings;
and are dealing with an under-developed market for pension freedoms.

2.

The Government and the Treasury needs to take full and active responsibility for
helping households to ensure that their finances are as resilient as possible and
well-placed to support their standard of living throughout their lives. The financial
services regulators and guidance bodies have important roles to play in this, but
they have more limited mandates and policy levers. The Government should not
pass the buck to them.
Background

3.

Household incomes were hit hard by the financial crisis and its aftermath. But
structural changes to the economy—including permanently weaker productivity
growth, lower rates of home ownership, lower real interest rates and an ageing
population—mean that, for many households, the pressure on their finances will
persist. Left unchecked, these pressures are also likely to exacerbate inter- and intragenerational differences between households. (Paragraph 18)
Overall levels of household saving and debt

4.

The aggregate household saving ratio is volatile, and short-term movements should
not be over-interpreted. Nonetheless, the recent sharp fall, to record lows on certain
definitions, is a cause for concern. It also reflects the UK economy’s reliance on
consumer spending to drive growth. If rates of household saving remain low, it
could reduce the resilience of households to downturns and undermine any gains to
economic stability from cutting public sector borrowing. (Paragraph 24)

5.

In identifying where debt may cause harm to households and pose risks to the
stability of household finances, it is relevant to consider the distribution of household
debt, as well as the aggregate level. Additionally, it is important to take a broad view
of debt, including not only financial debts, but also non-credit debts, such as rent
and bills arrears to both the private and public sectors. (Paragraph 29)

6.

The responsibility for improving overall levels of household net saving sits more
appropriately with the Government and HM Treasury than the financial regulators,
because they have a broader remit and a wider range of policy objectives and tools.
(Paragraph 33)

7.

The Committee welcomes the Economic Secretary’s clarification that the Treasury
does take into account the health of household finances in setting economic policy,
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and that Treasury Ministers are ultimately responsible for ensuring that low rates of
saving or high rates of indebtedness do not imperil long-term economic stability or
living standards. (Paragraph 34)
8.

The importance of this responsibility is not reflected in the Autumn Budget report,
which contains no discussion of household savings or debt. The Treasury rightly
has much to say about the public finances. In the next Budget, the Treasury should
report on the state of household finances and the level and rate of household savings,
at a regional and national level, including its assessment of the implications for
future living standards and wider economic stability. It should identify the most
consequential risks to the financial resilience of households and set out its strategy
for addressing them. (Paragraph 35)
Helping over-indebted households

9.

There is no formally-agreed definition of over-indebtedness, but there seems to be a
rough consensus that a key indicator is difficulty in keeping up with bills and credit
commitments. Risk factors for over-indebtedness include being young, renting and
exposure to a ‘life shock’. (Paragraph 42)

10.

The FCA’s Financial Lives survey contains important information on the distribution
and causes of over-indebtedness and financial vulnerability that should form the
basis of evidence-led policy to tackle these problems. It is concerning that Treasury
and Department for Work and Pensions (DWP) Ministers were not familiar with
it before they gave evidence to the Committee. The fact that officials had not
familiarised Ministers with the report gives the appearance that the departments
do not attach enough importance to it. The Treasury and DWP should produce a
joint response to Financial Lives, in which they set out how it has informed their
co-ordinated efforts to identify the most financially vulnerable households, and
which policies could be most targeted and effective in improving their situation.
(Paragraph 43)

11.

Arrears to local authorities are growing. These debts are often pursued overzealously, and with routine recourse to bailiffs. In addition to local government, the
Committee has heard reports that central government can take an uncompromising
approach to debt collection. The public sector should be leading by example in their
treatment of the most financially vulnerable; but the current approach risks driving
them into further difficulty. (Paragraph 49)

12.

The Committee welcomes the Economic Secretary’s acknowledgement of this
problem, but it would like to see more evidence that the Government is tackling
it as a priority. By bringing central government and local authority debt collection
practices consistently into line with industry best practice, the Government has the
power to make a significant difference to the burden of problem debt in a short space
of time. In its response to this report, the Treasury should set out how it intends to
do so. (Paragraph 50)

13.

The transfer of responsibility for consumer credit regulation to the FCA has led to
a change in approach and a shift in the debate around the regulation of high-cost
credit. In particular, the evidence that the high-cost short-term credit price cap has
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been beneficial for consumers suggests that there is not always a trade-off between
regulating harmful credit products, and denying access to credit to those who need
it. (Paragraph 58)
14.

The Committee encourages the Financial Conduct Authority (FCA) now to move
forward with its proposals on other forms of high-cost credit—including overdraft
fees—as quickly as it can. When it comes to review the impact of these proposals
after they are implemented, it should reconsider whether a wider cap on high-cost
credit, and compulsory restrictions on unsolicited credit limit increases, are needed.
(Paragraph 59)

15.

The HCSTC cap precedent also indicates that Government and Parliament can
move more quickly than the regulator acting on its own in cases where there is clear
harm to consumers in lending markets, and to enforce consistent standards across
the industry. (Paragraph 60)

16.

The breathing space scheme is an important initiative that should help relieve the
burden on severely over-indebted households and give them a better chance of
entering sustainable repayment plans. The Government should carefully consider
the case for extending the period to be covered beyond six weeks. (Paragraph 65)

17.

Given the growing role of non-credit arrears in problem debt, and the aggressive
collection practices used by many public sector creditors, the case to include noncredit arrears in the breathing space scheme is overwhelming. The Committee
can only offer its support for the scheme if its scope is expanded accordingly.
(Paragraph 66)

18.

The current provision of free-to-client debt advice appears insufficient, despite the
support from the MAS. In consultations over how its successor, the Single Financial
Guidance Body (SFGB) will allocate its budget, the SFGB and the Government should
consider how the resources available for this advice could be increased, based on an
assessment of existing and projected demand for these services. The Government
should consider the case for making more funds available by extending debt advice
levies to non-credit arrears providers. (Paragraph 69)

19.

The inclusion of rent and other non-credit regular payment commitments in credit
rating assessments could improve access to low- and mid-cost credit. There is some
concern that an across-the-board obligation could penalise some people, however.
The Government says it has an alternative to the Creditworthiness Assessment
Bill in the Rent Recognition Challenge: it should set out in its response to this
Report how this programme will meet the aim of increasing access to credit more
effectively than the Bill, and how soon its chosen alternative will be implemented.
(Paragraph 76)

20.

There may be potential for credit unions and community development financial
institutions to take a greater role in providing mid-cost credit to households currently
relying on high-cost credit. The Committee would like to see the Government take a
more strategic approach in coordinating what currently seem like piecemeal efforts
across Government, regulators and industry towards promoting the expansion of
this sector. It should also set out what it expects a successful credit union sector to
look like. (Paragraph 81)
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Saving for a rainy day
21.

There is widespread evidence that many households are lacking in “rainy day”
savings buffers, and that helping households to build precautionary savings
could have a significant impact on levels of problem debt. Clearly, that will not be
a practical possibility for all households, and does not detract from the need to
address problem debt by easing repayment burdens, making more credit available
at a more reasonable cost and regulating problematic debt products. (Paragraph 85)

22.

There is little evidence that tax relief is an effective way to stimulate household saving,
especially among lower-income households. There is, however, more evidence that
cash bonuses and direct matching can stimulate saving and have the potential to
help people build a precautionary savings buffer. The Treasury and HMRC should
study the impact that recent increases in the opportunities for tax relief on savings
has had on the scale and distribution of household saving. Any future changes
should be justified in terms of the expected outcomes for the level and distribution
of saving. (Paragraph 93)

23.

The Help to Save scheme is a promising approach towards helping lower-income
households build precautionary saving. However, at this stage its ambition is limited.
The Treasury should make regular written reports to Parliament on the usage of the
scheme and its efforts to increase take-up. It should give consideration to widening
the eligibility criteria in future. (Paragraph 94)

24.

The evidence on the merits of sidecar savings schemes is mixed. The Government
should examine the results of NEST’s trial of sidecar savings, and, if it is a success,
assist with a wider trial and rollout, including any necessary legislative changes.
(Paragraph 98)
Saving for retirement

25.

Despite the welcome and significant boost to savings rates achieved by automatic
enrolment, millions of people are still expected to under-save for their pensions
on current policies, many of them to a significant extent. Further reforms to the
pensions saving landscape and automatic enrolment will be required to ensure that
households have sufficient income in retirement. (Paragraph 107)

26.

The Committee is concerned by the evidence it has received that this savings gap
is particularly large among women. The Treasury should assess what is driving
this gap, and what the consequences could be for both individuals and households.
(Paragraph 108)

27.

Auto-enrolment has, to date, been enormously successful. The Government is right
to focus on ensuring that existing plans for raising the default contribution rate go
smoothly. However, looking beyond that, there is little evidence of a plan, or even an
ambition, to reduce further the number of under-savers from its current level of 12
million. If the Government has reasons to think that current levels of under-saving
are acceptable, then it should say so and explain why. (Paragraph 109)
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28.

There is widespread acknowledgement that tax relief is not an effective or welltargeted way of incentivising saving into pensions. Ultimately, the Government may
want to return to the question of whether there should be fundamental reform.
However, the existing state of affairs could be improved through further, incremental
changes. In particular, the Government should give serious consideration to
replacing the lifetime allowance with a lower annual allowance, introducing a flat
rate of relief, and promoting understanding of tax relief as a bonus or additional
contribution. (Paragraph 117)

29.

This inquiry has received strong criticism of the Lifetime ISA (LISA) over its
complexity, its perverse incentives, its lack of complementarity with the pensions
saving landscape and its apparent lack of popularity with the industry and pension
savers. The Government should abolish it. (Paragraph 122)

30.

In promoting the LISA to retail investors, the Government has not been clear enough
that those withdrawing their money early lose not only the 25 per cent bonus, but
also a fraction of their capital. In this respect, the standards of disclosure on the
gov.uk website fall far below those expected of regulated firms. The Committee
welcomes the Minister’s commitment to clarifying the website, but it is deeply
disappointed that it has not yet been done, two months after the Minister promised
to do so. (Paragraph 123)

31.

While maintaining its focus on keeping opt-outs from automatic enrolment low
during the rise in the contribution rate to 8 per cent, the Government should start
considering the options for raising contribution rates for at least some people beyond
that point, potentially by automatically escalating individual contribution rates in
line with pay rises. This option and any alternatives should be analysed at the next
automatic enrolment review. (Paragraph 126)

32.

There is an urgent need to bring the self-employed into the automatic enrolment
system, but it is not clear that the Government has a clear strategy or timetable for
doing so. According to the evidence received by this inquiry, the most straightforward
solution would make use of self-assessment and national insurance contributions.
The Treasury should keep an open mind towards doing so, and the possibility
should be analysed as part of the next automatic enrolment review. (Paragraph 131)

33.

The Government has committed to maintaining the triple lock on the state pension
to the end of this Parliament. If it is maintained in the longer term, the state pension
will rise relative to earnings indefinitely. This is clearly unsustainable. However,
according to the Government’s analysis, replacing it with earnings-uprating could
result in a large rise in the number of under-savers. The next auto-enrolment review
should explore the options for making up with private savings the shortfall that
could result if the triple lock were abandoned in future. (Paragraph 136)
Planning for retirement after pension freedoms

34.

The present level of many people’s engagement with and understanding of the choices
available to them as a result of pension freedoms is inadequate. One approach to
improving this situation is to encourage more people to take up the advice or, at a
minimum, free guidance options available to them. (Paragraph 144)
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35.

In consultations over how it will allocate its budget and priorities, the Single Financial
Guidance Body (SFGB), together with the Government, should consider how a midlife MOT could be introduced, and develop proposals for increased outreach work
to engage people with pensions planning. The FCA should consider the case for
introducing a strong form of default guidance before people are allowed to access
their pension pots. Finally, the Government should make a cross-departmental
effort to identify opportunities to “nudge” people towards pension guidance at life
events where they interact with the public sector. (Paragraph 145)

36.

The Committee remains to be convinced that the SFGB should not be under
Treasury lead sponsorship in future, particularly given the continuing shift from
defined benefit to defined contribution pensions. The Government should keep the
SFGB’s sponsorship under review. In the meantime, the Committee intends to take
a close interest in the SFGB and scrutinise it in a similar way as it does Treasurysponsored bodies. (Paragraph 147)

37.

The level and quality of consumer protection and default investment pathways
associated with pension freedoms do not appear sufficient at present. There are
associated concerns that scams are appearing and evolving faster than regulators
and guidance bodies can adapt. The Government should be actively involved in
working with the FCA and the guidance bodies to identify opportunities to enhance
consumer protection and introducing default pathways to ensure that people do not
make poor choices in retirement. It can start by responding to the FCA’s suggestion
that it consider allowing people to access their tax-free cash separately from the rest
of their pensions. (Paragraph 154)

38.

It is desirable for individuals to be able to insure against risks over which they have
little control, including longevity risk. The introduction of pension freedoms—and
the associated sharp decline in demand for annuities—may have reduced the extent
and effectiveness of collective longevity risk pooling in the retirement market. It has
been suggested that retirees will instead choose to purchase annuities at later points
in their lives than they did before pension freedoms, which could offset some of the
reduction in risk pooling. If this is correct, we can expect to see a partial recovery
in annuity sales going forward. The Government should monitor this situation as
it evolves, and may need to intervene in future if evidence of sufficient risk pooling
does not emerge. (Paragraph 158)
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Wes Streeting

Draft Report (Household finances: income, saving and debt), proposed by the Chair,
brought up and read.
Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 158 read and agreed to.
Resolved, That the Report be the Nineteenth Report of the Committee to the House.
Ordered, That the Chair make the Report to the House.
Ordered, That embargoed copies of the Report be made available, in accordance with the
provisions of Standing Order No. 134.
[Adjourned till Tuesday 4 September at 1.00 p.m.
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