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Witnesses:  Ms Christine Farnish, Chief Executive, and Mr John Wigley, Strategic 

Adviser, National Association of Pension Funds, examined. 

Q230  Chairman:  Welcome, Ms Farnish and Mr Wigley.  We are very pleased to see you 

here.  We are not a very big Committee, as you can see, but we may be joined by the Earl of 

Dundee shortly.  First of all, thank you very much for coming along.  This is quite a difficult 

inquiry and we are trying to get a good range of evidence both in writing and orally.  Just one 

or two practical points, if I may.  First of all, this session is of course open to the public and 

may be recorded for broadcasting, which means that not only what you say but even your 

asides may be heard, so we all of us have to give attention to that.  Secondly, there will of 

course at the end be a verbatim transcript, which will be sent to you and you can correct it as 

you wish and send it back and it will be published.  So those are the main points.  The last 

point I do want to mention is that the acoustics in these rooms, which are very beautiful, are 

not up to the standard of the décor!  So if you could keep your voices up reasonably well that 

would be much appreciated. Thank you very much indeed.  Would you like to make a 
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statement at the beginning or would you like to go straight on to questions?  If you would like 

to say something to begin with we would very pleased to hear that. 

Ms Farnish:  I think we would like to make a very brief opening statement, my Lord 

Chairman, by way of introduction.  I am the Chief Executive of the National Association of 

Pension Funds and my colleague here is our Senior Pensions Policy Adviser and also a senior 

actuary.  As far as we are concerned, our mission in life is to promote the provision of 

workplace retirement provision so that people in the world of work can have opportunities to 

build up savings and pensions for their retirement.  That is why the NAPF exists and it is 

something we have been doing for about 80 years.  Our interest in this particular issue is 

particularly with regard to Article 4 of the Directive and the impact that might have on the 

annuity market, although of course as a matter of general policy we welcome measures to 

remove unnecessary discrimination that is gender-based. 

Q231  Chairman:  Thank you very much.  If we may, we will continue with some questions.  

I have re-read your written evidence again this morning, but just one or two points first of all 

on the background so that we are clear.  You represent about 1,000 pension funds, I believe, 

which is perhaps 5,000 employers’ organisations.  Perhaps you would let us know roughly 

what proportion that represents of the employer provided pension sector? 

Ms Farnish:  It is about two-thirds of that sector, both by the number of members and by the 

size of assets, of pension funds themselves. 

Mr Wigley:  Not by the number of schemes, I think we ought to emphasise. 

Ms Farnish:  Absolutely, because a relatively small number of very large schemes obviously 

dominate this particular market. 
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Q232  Chairman:  Yes.  Is the tendency to an increase in the number of employees in 

employer-provided pension schemes or is there more contracting out to self-employed 

individuals? We need to get a better picture of the way the trend is going. 

Ms Farnish:  The trend is, sadly, not going towards increasing the number of workers who 

are members of such schemes; the trend is rather going in the opposite direction.  Currently, 

around 45% of the UK workforce are members of occupational pension schemes.  The 

number is reducing for a variety of reasons, but one of the main factors is the change in the 

pattern of provision from final salary to defined contribution. Fewer people are actually 

joining the defined contribution schemes which are replacing the old style of final salary 

provision and, of course, since 1988 it has not been within the law for employers to require 

new entrants to their workforce to also be members of the pension scheme and I think that has 

fed through.  We have started to see the downward trend since that time. 

Q233  Chairman:  Thank you very much.  Perhaps you would describe a little more fully the 

types of employer-provided pension schemes and as far as we are concerned, how they are 

likely to be affected by the Directive, which is what we are enquiring into. 

Mr Wigley:  Employer-sponsored pension schemes fall into a number of distinct categories.  

The traditional defined benefit scheme, where typically a member will accrue a pension based 

on salary at or close to retirement and the period of service (typically it may be one-sixtieth of 

salary for each year of service), is the area of pension provision which has been declining.  It 

is a major change that something like two-thirds of defined benefit schemes of that nature are 

now closed to new entrants.  By assets they still represent the largest part of the occupational 

pension schemes, but in terms of new employees joining them very much a smaller part.  

Those schemes would be affected by the Directive in relation to areas where members have 

options in the scheme, for example commutation of part of their pension from pension into a 

lump sum.  If that was done on a unisex basis that would change the terms.  Transfer values 
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that are available from those schemes to other schemes when a member leaves service, 

changes employer and takes with him or her the accrued value of the benefits they have 

accumulated in their schemes, again if they were on a unisex basis there would be changes.  

Also, such matters as surrender of part of a pension in favour of another individual, a 

dependent or a spouse which occurs in many schemes.  If those factors were all to be on a 

unisex basis there would be opportunities if they were left unchanged at the more generous 

levels.  There would be opportunities for people to take advantage to select against the 

scheme, so that would probably result in a deterioration in factors to those of the less-

favoured sex.  Other types of schemes, defined contribution schemes, schemes where the 

accumulating pension pot for the individual is converted into a pension at the time of 

retirement, unisex conversion terms there at retirement, unisex annuity rates, would have a 

significant impact and also on other types of employer-sponsored pension schemes, the group 

personal pension schemes, which are essentially individual arrangements operated 

collectively by an employer, and finally stakeholder pensions, which employers have to 

provide access to if they have no other pension provision for members’ stakeholder pensions.  

At present there is an enormous number of them which are just empty boxes, but again the 

conditions which attach to conversion from accumulated fund into pension would be affected 

if they were on the unisex basis. 

Q234  Lord Howie of Troon:  I want to ask you about consultation.  Was your association 

consulted by the Commission before these proposals were drawn up? 

Ms Farnish:  Not directly, no, but we are the leading member of a European organisation 

known as the European Federation of Retirement Provision, or EFRP, and they were 

consulted by the Commission.  The EFRP notified us of this Directive at the back end of last 

year and proposed that their own response to the Commission should be such that they 

questioned the necessity of Article 4.  We agreed with that position and the response they 
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finally sent in (I believe it was November 2003) said that the EFRP was broadly in support of 

the proposed Directive, but that the blanket ban in Article 4 of the use of sex as a risk factor in 

actuarial calculations and/or tables was unnecessary and insufficiently justified, and there 

seemed to be no factual basis for such a prohibition in the draft Directive.  So that was the 

EFRP’s position.  It was happy with the Directive apart from Article 4, but it had grave 

concerns about the justification for Article 4. 

Q235  Lord Howie of Troon:  That is your position as well? 

Ms Farnish:  Yes, it is. 

Q236  Lord Howie of Troon:  I was just going to ask you that question.  Thank you very 

much.  Now, let me go on to research.  Have you any views on the research undertaken by the 

Commission before it drew up these proposals and do you think that they understand the 

British position fully? 

Mr Wigley:  We are not aware of what research has been undertaken by the Commission.  It 

has not been shared with us, certainly.  As far as understanding the UK context, I think it is 

unlikely that they fully appreciate the differences between the UK and many of the 

Continental European countries in this context.  Ireland and the UK are quite distinct in terms 

of the way the annuity market operates in those two countries. 

Q237  Lord Howie of Troon:  Nonetheless, you are broadly in support of the Directive apart 

from that distinction you made, is that right? 

Mr Wigley:  We are not supportive of the Directive in relation to the requirement to ignore 

sex in actuarial calculations.  I am an actuary by training and it is one of the fundamental 

features of actuarial investigations that there is a very clear distinction between mortality rates 

and other factors between men and women. 
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Q238  Lord Howie of Troon:  That is the same on the Continent, of course. 

Mr Wigley:  It is the same on the Continent, but the annuity market in the Continent operates 

in quite a different way generally from the way it operates in the UK. 

Q239  Lord Howie of Troon:  You think the British way is better, do you not? 

Mr Wigley:  The British way is the British way because that is the legislative environment 

against which we operate. 

Lord Howie of Troon:  That was nearly an answer!  Thank you, Chairman. 

Chairman:  Thank you.  We are going on to the main point about annuities, which of course 

has been the main point of contestation in much of the evidence that we have received. 

Q240  Lord Colwyn:  You will probably realise from my question and that of my colleague 

Lord Howie that we have both been told we need financial advice during the course of this 

inquiry!  I am beginning to realise why.  Can you say whether it is correct that the main 

problem with the Directive is the UK requirement to purchase an annuity once the time has 

come for it to be taken and that the benefits are based on actuarial assumptions that women 

live longer than men?  Is that the way it is done at the moment and how does this situation 

compare with the EU at present? 

Mr Wigley:  The main issue does relate to the requirement to convert an accumulated pension 

pot into an annuity and if there were to be a requirement that would be on a unisex basis, 

rather than on the basis which took account of the different mortality expectations of men and 

women, that would cause inefficiencies in the market which would be to the detriment of 

everybody at the end of the day.  It differs from the European position and I must confess I 

am not an expert on the European annuity market, but the requirements are different there and 

there are different types of annuities which essentially have a profit-sharing arrangement 

which enables differences in experience to actually be shared with the annuitant.  When an 
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annuity is purchased in the UK it is set up on terms which are established at the point of 

purchase and those terms continue throughout the life of the annuitant and any spouse or other 

dependent who is also joined in the annuity. 

Q241  Lord Colwyn:  Are unisex annuities popular and much used in this country at the 

moment? 

Mr Wigley:  There is a requirement that part of an individual’s entitlement, a very small part, 

should be converted on unisex rates.  We are going to get into technicalities and jargon, I am 

afraid, with the protected rights. 

Q242  Lord Colwyn:  We will notice if you get it wrong, I am sure! 

Ms Farnish:  It is equivalent to what you would have had if you had not contracted out of 

SERPS, or the Second State Pension as it is now called. 

Mr Wigley:  It is a relatively small part of the UK market in total and it is not the most 

competitive area in terms of rates. 

Q243  Lord Colwyn:  Let us move on to another aspect.  Are we correct in thinking that 

many women are covered by their husband’s annuities?  I have just discovered that my wife is 

not covered by my potential annuity and I am going to have to do something about it, hence 

the need for financial advice.  Does that mean that any changes in this Directive would be of 

relatively limited benefit to employed women in the near future while most numbers of 

women whose only private pension is provided by husbands would obviously lose out?  Is 

that likely to change? 

Mr Wigley:  The statistics suggest that roughly 80% of annuities are purchased by men rather 

than women.  That is an historic feature of the employment patterns that we have had in this 

country where traditionally the male has been the major breadwinner.  That is changing.  It 
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will change, but it is going to take probably decades before we get anywhere close to equality 

and I suspect we may never get there because of the different work patterns of women with 

their child-rearing responsibilities and so on.  So I suspect that it would not completely 

disappear over time, but if the Directive were to come into effect and unisex rates had to be 

used there would be a smaller annuity paid to men and a larger annuity paid to women than 

under the current arrangements where the differential mortality rates are recognised.  To the 

extent that women are married to men who are converting their pension pots into annuities the 

income of the family unit would be reduced in those circumstances and to the extent that there 

is a survivor’s benefit payable to a widow negotiated at the time of the purchase of the 

annuity that would also be smaller than would otherwise be the case.  So one of the perverse 

consequences of this Directive could be that women are actually worse-off and men are 

worse-off as well and that a small group of women would be a little better-off. 

Q244  Lord Howie of Troon:  Did I understand you to say that at one time for a certain 

amount of money contributed a man would have got an annuity of a certain size, whereas later 

on for the same amount of money invested he would now get a smaller return?  Is that what 

you are saying? 

Mr Wigley:  If this Directive were implemented, yes. 

Lord Howie of Troon:  Thank you. 

Q245  Lord Colwyn:  Let me move on again.  We have heard evidence from insurers that 

unisex annuities would only produce marginal benefits for women, in fact the FSA cite an 

example that annuity rates of women aged 60 would be likely to increase by only 2% and 

those for men might fall by 3%.  Is that the way you see it? 

Mr Wigley:  The example that is based on is probably for a purchase of an annuity at a 

relatively young age, 60 or so.  At older ages the differential would be bigger; the penalty 
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would be bigger.   The current differential at age 70, for example, might be 12% between the 

male and female and that would have to be split between the reduction in the annuity for the 

male and the increase for the female according to the proportions that the insurance industry 

thought were likely to be buying annuities, the proportions of men and women who would be 

likely to be buying annuities at that age.  If it were 50:50 then we would be seeing a 6% 

improvement for one group and a 6% reduction for another.  It is more likely to be a bigger 

increase for a small group of women and a slightly smaller reduction for men. 

Q246  Lord Colwyn:  I have a note here from the Pension Policy Institute, who we are going 

to see later this afternoon, saying that less than 10% of annuities are worth £50,000 or more.  

Is that a fact?  In fact they say annuity income is therefore only a small part of the retirement 

income for most pensioners.  Is that the way you see it? 

Ms Farnish:  That is true and I think that is largely because a lot of the people so far who are 

in the annuity market have pension products that are either additional to an occupational 

scheme pension or some other way of topping up their income in retirement.  We have not yet 

seen a whole generation of mass market consumers, if I can call them that, coming up who are 

purely on defined contribution style of pensions that then have to convert into a mandatory 

annuity purchase.  So far it tends to have been supplemental income. 

Q247  Lord Colwyn:  So is the Directive a big issue for you? 

Ms Farnish:  It will be going forward.  It will be more important because more people will be 

in the annuity market and potentially affected. 

Mr Wigley:  That is because of the change, the very significant change which is taking place 

in the workplace between occupational defined benefit schemes, where the pension is defined 

relative to earnings and service, to defined contributions where the benefit is just an 

accumulating pot of money with fixed contributions going in year by year and that pot being 
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converted at the end of the day into the pension, the annuity.  The annuitisation issue is going 

to become much more important over the next decade. 

Q248  Lord Colwyn:  We were about to move on to longevities.  Is there anything I should 

have asked you that I have not that you feel you ought to say? 

Mr Wigley:  I think that is an unfair question! 

Lord Colwyn:  That is fine.  I am grateful for your answer. 

Chairman:  Did you want to raise a point on this, Lord Harrison?  You looked as though you 

might. 

Q249  Lord Harrison:  I did.  I think, Mr Wigley, you said that some countries on the 

Continent have a profit-sharing basis and I wanted to ask you whether that in any sense was 

attached to a unisex approach, or was it simply a different approach?  If it is a different 

approach, does it have the same outcome as the British and Irish schemes; in other words does 

the annuitant at the end of the day get reasonably the same whether he or she is in Britain, 

Ireland, France, Germany, or wherever? 

Mr Wigley:  I have to admit my ignorance there, but my understanding is that in the majority 

of Continental European countries there is still recognition of the difference in life 

expectation between men and women in the annuity terms, but the market is very much 

smaller than the UK.  The Prudential writes more annuity business than the total annuity 

business in some Continental European countries, so that gives you a measure of the scale of 

the difference between the UK.  It is very much a UK and Ireland issue, I think. 

Q250  Baroness Massey of Darwen:  Could I ask a few things about life expectancy, which 

we have touched on earlier on.  It seems that the gap in average life expectancy between men 

and women is narrowing.  We might assume from that that this could continue, reflecting 

11 



women’s lifestyles.  We do have some evidence that a small gap is likely to remain, but 

would that make a significant difference to overall risk assessment in comparison with other 

factors? 

Mr Wigley:  You are correct in stating that the gap in life expectancy has been reducing.  It 

has been consistently reducing for many decades and the expectation must be that there will 

continue to be an erosion of that gap. But all the research and evidence so far points to that 

gap continuing to exist for a considerable time to come, if not indefinitely, and that it would 

continue to be significant and certainly a factor which it is quite legitimate for insurers to take 

into account in assessing risk, putting groups together in a way which enables them to operate 

an efficient insurance market. 

Q251  Baroness Massey of Darwen:  What about lifestyle factors?  The Commission would 

argue that these are a better guide to life expectancy than other factors, for example education 

and income would affect that.  Also, that much of the actuarial information on which insurers 

rely is out-of-date.  Does this indicate that maybe a fresh approach, a more sophisticated 

approach to risk assessment is needed and that, for example, abolishing gender as a criterion 

might produce new opportunities for fairer annuities to be developed? 

Mr Wigley:  Could I first of all dismiss entirely the suggestion that the information on which 

the actuarial assessments are based is out-of-date.  The Institute of Actuaries and Faculty of 

Actuaries operate the Continuous Mortality Investigation Bureau – it is the investigation 

which is continuous rather than the mortality – and frequently publishes reports and new 

tables and insurers are enormously interested in the most up-to-date projections of mortality.  

They will not be basing their calculations and annuity rates on out-of-date information.  There 

is an enormous amount of work going on in this area, both within the actuarial profession and 

at individual insurance companies and in preparation for today I dipped into a paper which 

was presented to the Institute and Faculty of Actuaries earlier this year, 148 pages (I did not 
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read it all) entitled “Longevity in the 21st Century”.  That is just an illustration of how active 

this particular area of investigation is.  As far as using other factors than sex, and age which is 

also an important determinant of life expectancy, apart from using those an awful lot of work 

is going on to use other factors such as lifestyle.  Smoking is an obvious example which is 

already used in life assurance.  We have been concentrating on the one area of annuities, but 

there are also consequences in other areas and life assurance is one of them.  Women have 

lighter mortality and pay less for a given sum of life assurance than men, but there is also a 

differentiation within that market for smokers and non-smokers.  Active investigation is being 

undertaken in all these areas in order that risks can be properly assessed and to determine that 

one legitimate area of differentiation should be excluded from consideration would cause the 

market to act much less efficiently than it potentially could. 

Ms Farnish:  If I could just comment as a non-actuary, I think what my colleague says is 

absolutely right in terms of the focus on this particular issue recently and it may be fair 

comment to say that perhaps there was not quite so much focus in the past. But I am certainly 

convinced that the actuarial profession is very much on the case on this whole question of 

longevity and the right assumptions and the right factors to take into account now, more than 

ever before. 

Mr Wigley:  If I could leap to the defence of the actuarial profession just for a second.  There 

has always been a focus on this area.  The focus that is new has been caused by the pace at 

which longevity has increased; it has happened much more rapidly than anybody anticipated.  

So life expectancy has been increasing and increasing very rapidly.  The expectation was that 

life expectancy would increase but it has been increasing much more rapidly and that is where 

the new focus is concentrated. 

Q252  Baroness Massey of Darwen:  So are you saying that the issue of gender as a criterion 

should not be abolished but other factors should be included as well? 
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Mr Wigley:  Other factors are being included.  It is not a case of should be, they are being 

included.  It is an area of active investigation and already the markets are developing in that 

area.  If we go back to the annuity market, there are already differential rates for so-called 

impaired lives, people who have lower life expectancy because of particular lifestyle habits, 

and enhanced annuities are available for particular occupations.  So it is not a big area but it is 

happening and the market will continue to develop in that way. 

Baroness Massey of Darwen:  How does that apply to education, the lifestyle factor? 

Lord Howie of Troon:  Could I just butt in?  I have four children.  They are grown up, they 

are not children at all.  Three of them have university degrees and one of them does not.  Is he 

out of luck in the longevity business?  Is this what you are driving at? 

Q253  Baroness Massey of Darwen:  How do you assess the impact of education? 

Mr Wigley:  I have not seen any investigations that look at the impact of education on 

longevity.  Lifestyle, social class, socioeconomic class is much more easily identifiable and 

lifestyle would include such matters as smoking, for example. 

Q254  Lord Howie of Troon:  Would you conclude that the education argument is a red 

herring? 

Mr Wigley:  It is certainly unproven as far as I am concerned that there is a relationship 

between education and longevity. 

Lord Howie of Troon:  I thought you might say that. 

Q255  Baroness Massey of Darwen:  What was the paper you mentioned at the beginning?  

You said you had been reading this vast paper. 
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Mr Wigley:  It is called “Longevity in the 21st Century” and it is available from the Institute 

and Faculty of Actuaries.  It is on their website if you would like to dip into it.  It is not a light 

read! 

Baroness Massey of Darwen:  Few things are in here.  Thank you. 

Q256  Chairman:  I have actually got the text of the Commission’s document in front of me 

so I just want to follow up one point which you did refer to.  The Commission’s document 

says that the lifestyle and other criteria have a more significant impact than sex on life 

expectancy and the use of other such criteria will enable a more accurate evaluation of risk by 

insurers than is currently the case with the industry’s over-reliance on the sex element.  It is a 

matter of judgment here and I assume from your reply that you did not agree that it was more 

accurate.  Is that right? 

Mr Wigley:  I do not agree that it is more accurate and it is not more important. 

Chairman:  Thank you very much.  Can we carry on now with a number of other points 

relating to transparency and pension policy. 

Q257  Lord Harrison:  I was going to ask about transparency and I was minded to put the 

first question.  Have you ever won an award from the plain English campaign? 

Ms Farnish:  Has the NAPF?  I have only been there for two years so I do not know.  

Certainly not in the last two years.  I do think, though, to take the spirit of your question, there 

is an enormous challenge to all those involved with pensions in trying to explain what should 

be a fairly straightforward proposition in terms that ordinary mortals can understand. 

Q258  Lord Harrison:  Have you had any evidence that people have not thoroughly 

understood what they have let themselves in for, and in particular they do not understand the 

gender criteria is actually in force and therefore has an impact on what they eventually 
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receive?  Has there ever been an element of conspiracy that the less people know the better it 

is for our firms?  I know I am being provocative here. 

Mr Wigley:  Could I suggest to you that if you approach the average man in the street and ask 

him about life expectancy between men and women there will be an enormously well-

informed response to that.  Women in general live longer than men and if the European 

Directive implies that we must ignore that it will be contrary to what most people understand 

to be the facts. 

Q259  Lord Harrison:  Yes.  I think my question is antecedent to that.  I am asking, do 

people thoroughly understand the consequences of having that street knowledge that women 

live longer than men, that it can have an effect on the annuities they receive in time? 

Mr Wigley:  It can be very simply explained to them if they do not understand it in terms that 

the given sum that is available to purchase the pension or annuity has to last longer for a 

woman than it has to for a man and consequently you get less each year if you are a woman 

than you would do if you are a man.  It is a very simple concept. 

Q260  Lord Harrison:  I am still really asking this question, do you feel you do enough to 

get over to people what it is they are letting themselves in for, and the question here is would 

a requirement for such details to be clearly explained to consumers be a reasonable quid pro 

quo, as it were, for retaining the gender criteria?  I believe you should put down what you are 

offering in plain English in the first instance and I would have thought you would want to do 

that, but maybe this is something we should expect as a consequence of the Commission 

looking at this particular area? 

Ms Farnish:  If I could just come in.  I think there are far more important pieces of 

information that consumers who are about to buy an annuity, if I could put it in those terms, 

need to know.  They are things like, do they just need an annuity for themselves or do they 
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have a dependent to consider?  Should they be going for a flat rate annuity where they have 

the risk of inflation to face or should they be going for an annuity that is indexed in some way 

that will protect them?  I think they are far more significant and material things that 

consumers do need to be aware of and understand at the point of annuity purchase and will 

make a far bigger difference potentially to what they get and to how they can care for 

dependents, for example.  There is always the danger with putting too much information into 

a product that you clutter the whole thing up with a lot of , “Oh, by the way this,” and, “Oh, 

by the way that,” and the net effect is that people do not engage and fail to understand the big 

things. 

Q261  Lord Harrison:  I think that is a fair point, but given that it is something like 80% of 

men who buy annuities in the first instance, often then dealing with their wife, is the wife 

sometimes one step removed and therefore is not given the time by you to explain what her 

husband is buying and the consequences for her in due course?  Could more effort be made 

there? 

Ms Farnish:  Occupational pension schemes communicate with the members of the scheme, 

so they would not have a direct opportunity to communicate with spouses, partners, etc.  It 

would cost an awful lot to attempt to do that.  One assumes that the members will then take 

that responsibility upon themselves. 

Mr Wigley:  The occupational pension scheme will not normally be the provider of the 

annuity; it will normally be an insurer and the occupational pension scheme is essentially in 

the background at that stage, but I certainly have a great deal of sympathy with any 

suggestion that greater clarity and greater explanation to members and others who derive 

benefit from occupational pension schemes is to be encouraged.  I do not think anybody 

would argue with that.  It is, unfortunately, a complex area, it is loaded with jargon and 

17 



enormous efforts are required to make sure that the message that is given is the message that 

is received. 

Ms Farnish:  If I could just come back briefly.  I think that before we can deal with the sort 

of point you are raising, my Lord, we need to face the basic truth that an awful lot of 

consumers who have personal pensions or defined contribution pensions that will need to be 

converted into an annuity do not understand that there is this other product called an annuity 

that their pension needs to turn into at the point when they retire.  They think the fact that they 

have got a pension is it. 

Lord Colwyn:  I would tend to support Christine Farnish.  I received a document, I think 

from her, totally unrelated to this inquiry.  It is addressed to all Members of the House of 

Lords.  I am sure many of you have received it.  It is a Pensions Bill briefing and I found it 

very easy to read and good, plain English.  Ten out of ten for that. 

Q262  Lord Harrison:  Could I pass on to pension policy.  I was just going to allude to that 

document that Lord Colwyn has described and say to you that in your written evidence 

proposing reform of the state pension system you give an introduction about a citizen’s 

pension.  Would you like to describe that to us and are there elements that might be 

incorporated into the Commission’s formulation that is under scrutiny at the moment.  How 

could you help us there? 

Ms Farnish:  Well, I suspect that our ideas on a citizen’s pension are not particularly related 

to the subject matter for discussion today, but I am delighted to have the opportunity to 

explain more.  The NAPF has been concerned for some time that the UK suffers from a very 

complicated overall pension system, which tends to confuse ordinary consumers and turn 

people off from pension saving.  Furthermore, it does not give people a clear idea of what 

they might get back from the State when they come to retire because there is quite a fuzzy 

boundary depending or not on whether you contract in or you contract out and, of course, 
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increasingly confused by the growing raft of means-tested benefits which pensioners can 

claim, particularly pension credit.  So our proposal is one to simplify the state pension system 

and replace the current system, which is two state pensions plus pensions credit and a 

minimum income guarantee, with a much simpler framework that we believe should be a 

universal benefit for all those who reach state pension age.  If people are very well-off as 

pensioners the most efficient way to deal with that is through the taxation system. We believe 

a universal pension is a better approach but that, of course, does mean you get away from the 

old contributory relationship between you work, you pay your National Insurance, you pay 

your stamp and you get this thing from the State as your prize.  It would break that link. But 

we think it would be a more efficient system and it would deal with this problem of women.  

The majority of poor pensioners now, and going forward for many decades yet I suspect, will 

be female simply because of biological reasons and also the fact that many women work part-

time and have periods out of work, far more than men generally speaking.  So we feel that 

having a universal system would be a very simple way of sorting out that problem and it 

would also mean everybody would know where they stood in terms of what they would get 

from the State and what they would not get. There would be far clearer incentives then for 

people to have to do something for themselves if they wanted things like new cars or holidays 

or the occasional bit of entertainment out or nice food. 

Q263  Lord Harrison:  So whilst it is not immediately germane to this Directive, in so far as 

it may well benefit women perhaps we should be interested in it and in our particular report.  

Thanks very much for that.  If removing what we understand is the present legal obligation 

for all members of private occupational personal pension schemes in the UK to purchase 

annuities opens up new opportunities for insurers and other financial service providers to 

devise new investment, would it give you that opportunity to provide better for women’s 

needs beyond and above what you have just described in the citizen’s pension? 
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Mr Wigley:  I believe, and it is NAPF’s policy, that a pension should be provided as a lifetime 

pension.  I think what you are referring to is the possibility that the requirement to purchase 

an annuity no later than age 75 might be removed.  We do not believe that that would be 

beneficial.  A pension scheme is devised to provide an income for life and if that requirement 

were removed there would be people whose resources would be exhausted before the end of 

life.  An annuity ensures that that does not happen.  So to the extent that your question relates 

to that specific legislative requirement at the moment, we would be opposed to any change in 

that requirement. 

Q264  Lord Harrison:  Thanks very much for that.  Again, this is slightly peripheral to our 

immediate interest, but should annuity providers be allowed to invest more widely to give 

annuity holders a better return? 

Ms Farnish:  With return goes risk and I would put the question back that if you were 

dependent upon this annuity for your income in retirement would you really want it to be in 

risky investment assets?  I certainly would not. 

Q265  Lord Harrison:  That sounds like a very good answer.  My final question is, what 

more might Government do in this situation to help improve women’s pension prospects other 

than beyond what you describe as a citizen’s pension? 

Ms Farnish:  I think that obviously there are particular things about women’s working lives, 

in their caring responsibilities and, of course, many of them have children as well and that 

tends to impact on their ability to work full time and pursue careers for some of their working 

lives. But something that would help women but would also help men, I believe, would be 

more flexible ways of enabling people to be economically active throughout the years 

between say 20 and 70, or maybe even longer.  I think we have a lot to do in this country to 
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break down the very old, rigid, fairly inflexible working culture that tends to have grown up 

whereby you are either absolutely flat out or else you are out of it. 

Lord Harrison:  Yes, that is right.  Thank you. 

Chairman:  Thank you.  Having just passed my 70th birthday I am glad you added the point 

about going a bit beyond 70.  I am certainly working hard. 

Lord Howie of Troon:  You are one of the younger set, Chairman. 

Chairman:  Here, perhaps.  Are there any other points that my colleagues wish to raise?  If 

not, can I thank you very much indeed for coming to speak to us.  As I say, we already have 

your written evidence and we will take the two together when we come to our report.  I just 

remind you that the transcript will come to you and if you could let us have it back fairly soon 

because we like to keep moving on this inquiry.  Thank you very much indeed.  Your 

evidence is much appreciated. 
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Memoranda submitted by Pensions Policy Institute  

and Equal Opportunities Commission 

Examination of Witnesses 

 

Witnesses:  Ms Alison O’Connell, Chief Executive, Pensions Policy Institute and 

Ms Amanda Ariss, Head of Policy and Research, Equal Opportunities Commission, 

examined. 

Q266  Chairman:  First of all, can I say welcome.  We are very pleased to see you here, Ms 

Ariss and Ms O’Connell.  We have already had one session today so we are warmed up 

already.  I would like just to make one or two very practical points first and that is to say that 

this session may be broadcast so please give attention to that.  Your asides as well as your 

interventions may be heard.  So if you would bear that in mind.  Secondly, of course, we will 

give you a transcript and you will be able to correct that and send it back.  The transcript 

ultimately will be published, so I give you notice of that now.  The next point I always have to 

mention is that the acoustics in this room are not very good, which is an understatement.  So if 

you would try to keep your voices up a bit it would help us all and we will try to do the same.  

I should say that I do fully appreciate that although we have two organisations here at the 

same time and that you did make reference to each other’s work in your written submissions, 

we do fully appreciate that you are quite separate bodies and we do not want to confuse you.  

What I suggest is that you should each have an opportunity to speak separately at the 

beginning, if you wish, about the work of your organisations and then I thought it would be 

desirable if we gave the Equal Opportunities Commission a chance to speak first on the first 

questions which are directed specifically to your view and after that we have a number of 

questions which either of you may wish to comment on.  That is the plan.  If you wish to 

make any statements at the beginning, we would be delighted to hear them. 
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Ms Ariss:  Thank you, my Lord Chairman.  I would like to make a brief statement, if I may.  

Firstly, the Equal Opportunities Commission very much welcomes the opportunity to give 

evidence to your Committee this afternoon.  The Equal Opportunities Commission was 

established in 1975 and our role is three-fold:  it is to work towards the elimination of 

unlawful sex discrimination, to promote equality between women and men and to advise the 

Government on keeping the law on sex discrimination and equal pay up-to-date.  In that 

particular role of advising the Government on keeping the law up-to-date, we have had some 

longstanding concerns about the Sex Discrimination Act (SDA) and the Equal Pay Act.  Some 

of those over the years have been addressed, others remain.  Some of the concerns that we 

have are as a result of case law developments which have interpreted the SDA in a particular 

way and others of those concerns are to do with the basis of the Sex Discrimination Act and 

the Equal Pay Act.  They are both pieces of legislation which effectively rely on putting 

things right after they have gone wrong.  There is very little in the legislation which actually 

tries to prevent things going wrong in the first place.  So we have been seeking to promote a 

number of different approaches that would be more preventative than curative.  I should say at 

this point that unlike many of the people who are giving evidence to you, we at the EOC are 

not experts on insurance.  We are experts on sex equality across a whole range of fields of 

policy, but we lack the actuarial expertise that many other witnesses, including Alison, 

possess, but we are very pleased that the draft Directive on goods and services has been 

brought forward.  European legislation on employment has been of great significance in terms 

of sex equality in the UK and we hope that the draft Directive will also be a useful 

development.  When we submitted our written evidence we had only had quite a limited 

amount of time to consider the draft report that we had received from the Pensions Policy 

Institute and we indicated in our written evidence that we had reached tentative conclusions 

but that those had not yet been discussed by our Board of Commissioners who are our 
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decision-making body.  They have now had a chance to consider the report and our 

conclusions from it so I can confirm today that the tentative view we took in our written 

evidence is in fact now our firm view.  So it is more definite than it was.  I would also just in 

finishing like to take this opportunity to make one addition to the written evidence in which 

we omitted to mention, I am afraid, that we had for some while been asking the Government 

to set up a working group bringing together the insurance industry and other interested parties 

to address some of the issues around annuities and pensions.  We have not been successful in 

persuading the Government to take that approach forward, but it is one that we hope may still 

be a practical way forward in the future.  Thank you. 

Ms O’Connell:  My Lord Chairman, thank you very much for the opportunity to give 

evidence to this important Committee.  I am an actuary by training, a demographer having 

studied gerontology most recently.  I am very interested in the longevity aspects of this and 

for 15 years I have worked in the financial services industry for companies that price the sorts 

of products we are talking about today.  The Pensions Policy Institute, of which I am the 

Director, is an independent research body, committed to the quest for facts about how 

pensions policy works and in that role we were commissioned by the Equal Opportunities 

Commission to answer the question of what might happen if annuities had to be priced on a 

unisex basis.  I hope the results from that are useful to your deliberations.  Thank you. 

Q267  Chairman:  Thank you very much.  Can we turn to a number of specific questions.  Of 

course, the Equal Opportunities Commission has given us evidence which focuses mainly on 

the effect which the draft Directive, if it were implemented - it does actually require 

unanimity, I may say, en passant – would have on pensions, but I would like just a little bit 

fuller statement of your view about the Directive as a whole because of course it does cover, 

for example, housing and quite a lot of other areas which are not quite so controversial 
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probably.  What do you see as the practical objectives of the Directive, who gets the benefit 

and will it achieve what it should do? 

Ms Ariss:  My Lord Chairman, it is quite difficult for us to know exactly what the objectives 

of the draft are because clearly we are not its drafters, but as we understand it the aim of the 

Directive is to make sure that women and men receive equal treatment in the provision of 

goods and services throughout the Union and as such one would expect that the beneficiaries 

could potentially include individual men and women in any Member State country and men 

and women as a whole, but we think that in relation to the impact of the Directive in Britain, 

leaving aside the provisions about insurance and annuities, the more general provisions will 

have a relatively limited impact within the UK because we already have in the Sex 

Discrimination Act many of those provisions.  Therefore, we expect that the impact of the 

Directive, if it is agreed in its current form, would be rather more significant in some Member 

State countries than in ours. 

Q268  Chairman:  Thank you very much indeed.  What do you think of the argument that in 

fact it has been too narrowly drawn, it should have been drawn more widely?  In earlier 

versions it was said that it would have covered, for example, education and some other things.  

It does not do that.  Do you think that is a disadvantage or do you think that these matters are 

relatively well covered by our own Sex Discrimination Act? 

Ms Ariss:  They are relatively well covered by our own Sex Discrimination Act, so the 

disadvantages of the relatively narrow scope of the draft Directive are not enormous in our 

context here, although potentially in other Member States they could be.  So I think we have 

some sympathy with the view that to an extent this is a missed opportunity in that the 

Directive is quite narrowly construed.  We would also like to have seen the Directive taking a 

more preventative approach, stopping things going wrong rather than putting them right after 

the event.  We suggested at a relatively early stage in the discussions about the drafting of this 

25 



Directive a couple of years ago that it might potentially include an active duty on public 

bodies to take steps to eliminate unlawful discrimination in the provision of goods and 

services and to take active steps to promote equality between women and men.  The 

Commission decided not to go ahead with that idea in the draft Directive, but we have been 

having similar conversations with the UK Government and we were very pleased to see in the 

White Paper that was issued on the proposed Commission on equality and human rights that 

there is a suggestion there will be active steps taken to introduce such a measure in domestic 

legislation. 

Chairman:  Thank you very much. 

Q269  Baroness Massey of Darwen:  You recommended the inclusion of facilities in 

addition to goods and services as in the UK legislation, and additional language to make sure 

it covers all acts carried out by public bodies.  Can you expand briefly on the reasons for this 

recommendation and would the inclusion of what English law considers to be facilities be 

properly understood and applicable in Community law? 

Ms Ariss:  That is quite a hard question.  There are two issues there really, are there not?  

There is the issue about the inclusion of facilities and the issue about the scope and whether 

there would be an exclusion of certain acts carried out by public bodies.  I would like, if I 

may, to answer those two separately.  On the question of facilities, the reason why we feel it 

would be helpful for it to be included in the Directive is that we are concerned that its 

exclusion could create confusion within our domestic legislation.  It is already a relatively 

difficult area of law.  There is not a consistent understanding of what the difference is 

between goods and services and facilities, which makes it quite hard both for individuals and 

service providers to understand what it is the law requires them to do.  The EOC’s view is that 

confusion and inconsistency generally make for rather poor implementation of legislation.  So 

we would like to see facilities included in the Directive to reduce the scope for confusion and 
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also because the Directive, if it is implemented as it currently stands, would introduce some 

changes in the way in which court cases would be dealt with, particularly the question of how 

the burden of proof was dealt with.  We think it would be very confusing indeed if you could 

have a case where if it was about goods or services the burden of proof would be dealt with in 

one way and if it was about facilities it would be dealt with in another.  So we think the 

simplest way of getting around that and ensuring that the Directive will actually have the 

effect that is intended would be to include facilities.  There is not, as far as we are aware, 

European case law which would define facilities.  So there may be difficulties in interpreting 

it, but we think it would be helpful to work through those difficulties rather than just to leave 

the confusion for domestic courts to address. 

Q270  Lord Howie of Troon:  Which particular facilities had you in mind? 

Ms Ariss:  That is also, my Lord Chairman, a difficult question to answer because the legal 

definition of facilities is unclear, but as we understand the sorts of areas where one could deny 

access to a facility you could refuse, for example, somebody access to a building and that 

constitutes denying them access to a facility.  So you could deny them access to a leisure 

centre, for example, and in practice that also means denying them use of the goods and 

services but you are simply denying them use of the facility.  There have been cases brought 

where the distinction between denying somebody access to a service and denying them access 

to a facility, which is rather an arcane and technical legal point, has made it difficult for cases 

to be effectively resolved. 

Q271  Lord Howie of Troon:  You do not just mean the building though, do you? 

Ms Ariss:  Yes.  There have been cases where access to the building or parts of the building 

has been the point in question.  This is going back some while, but there is a case, quite a 

famous one at the time, where women were not allowed to order a drink at the bar of a 
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particular wine bar.  They could go into the building and they could sit down and be bought a 

drink by somebody else, but they could not actually buy a drink at the bar.  When that case 

was being considered the distinction between access to a service and access to a facility was 

involved in it. 

Lord Howie of Troon:  The reason for that is they wanted to buy drinks with umbrellas in 

them and that takes an awfully long time! 

Q272  Baroness Massey of Darwen:  Quite a different question.  Why do you think gender 

reassignment was omitted and does that matter?  Have you detected much support among 

Member States for including it? 

Ms Ariss:  We do not know why gender reassignment was omitted.  We did argue that it 

should be included, that it would be helpful for it to be so.  It may be that there was a 

relatively low level of understanding when we had some discussions at an official level within 

the Commission about the reasons why gender reassignment is addressed by our domestic sex 

discrimination legislation, but we do not know why particularly it was excluded.  We do think 

it is important.  Although only a relatively small number of people would be affected by its 

inclusion, they are a group of people who face quite considerable hostility and exclusion, 

quite a lot of social stigma still, and although our domestic legislation does cover gender 

reassignment in relation to employment and vocational training it does not do so in relation to 

the provision of goods, facilities and services.  We do receive quite a number of complaints 

from people who have been denied access to services and facilities and at the moment they 

have no remedy and we cannot see that there is an in principle reason why they should be left 

with no remedy when the discrimination they are facing is as a result of their gender 

reassignment. 

Baroness Massey of Darwen:  Thank you. 
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Q273  Earl of Dundee:  Article 5 enables positive action to prevent or to compensate for 

disadvantages linked to sex.  What is the EOC’s view of this? 

Ms Ariss:  We think that it is potentially a useful part of the Directive, although it might only 

be used in relatively limited circumstances, but it is a permissive provision rather than one 

which would require bodies to take positive action.  As we understand it, the provision and 

the Directive would enable Member States to allow positive action to be taken where it was 

necessary but it would not require anyone to do so.  So we think that permissive provision is a 

helpful one, which would clarify the position because in practice there are probably people 

who are effectively taking some forms of positive action now and if it were clear that that 

were lawful it would be a helpful position. 

Q274  Earl of Dundee:  So you do not foresee that this could have an unbalanced outcome, 

you see it to be consistent? 

Ms Ariss:  Well, as we read the draft Directive it provides for it to be made clear that positive 

action can be lawful where it is necessary.  So we think that there is a safeguard in the way 

the Directive has been drafted. 

Q275  Earl of Dundee:  Article 12 calls for the abolition of laws and I think you express 

concerns about that and in fact you see a need for more “proactive wording”.  Could you 

explain what your concerns are and why you would like proactive wording, and are there 

other aspects which you feel will make the draft Directive difficult to be put into practice? 

Ms Ariss:  There are two particular reasons why we argued that we would like to see changes 

to the wording of Article 12.  The first is that it introduces an inconsistency with the Equal 

Treatment Amendment Directive which was agreed a couple of years ago.  The Equal 

Treatment Amendment Directive has a rather more positive wording which says the State 

shall actively take into account the objective of equality between women and men when they 
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are formulating and implementing laws, regulations, administrative provisions, policies and 

activities.  So it is putting the onus on Member States to take action to prevent things going 

wrong, rather than simply repealing laws which would be contrary to the principle of equal 

treatment.  We think that is a more positive and sensible approach.  It is consistent with the 

approach which the current Government certainly aims to take in the way that it develops 

policy and law and we think it is preferable to have consistency in that regard with the Equal 

Treatment Amendment Directive.  Your question also asked about whether we think there 

would be any difficulties in enforcing the Directive as it is currently drafted.  It is quite early 

days, obviously, because there is a lot of negotiation still to go on before the Directive reaches 

its final form.  We mentioned in our submission some of the areas where we do anticipate 

there would be difficulties.  You have already asked about the exclusion of facilities from the 

Directive.  You also asked another question about the scope, which I am conscious actually 

that I did not fully answer when it was asked.  You asked about why we wanted to ensure that 

all the functions of public bodies were addressed and there were not exclusions.  Perhaps I 

could just go back on that point.  We think that one is important because we cannot see any 

good reason why some functions of public bodies should be covered by the principle of equal 

treatment between women and men and others should not be.  It seems to us an arbitrary 

distinction was created by the Amin case and the Government has already removed that 

arbitrary distinction in relation to domestic race relations legislation and we think this would 

be a good opportunity to remove it in relation to sex discrimination legislation, but if it 

remains we think there will be a potential difficulty in implementing the Directive because 

there will be still this uncertainty about which activities by public bodies are covered and 

which are not. 

Earl of Dundee:  Thank you. 
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Q276  Lord Howie of Troon:  Chairman, before we move on I would like to ask Ms Ariss a 

question about equality, which she mentioned, which is different from equal opportunities and 

possibly different even from equal treatment.  As we know, women tend to live longer than 

men do and therefore they enjoy their pensions for a longer period and while the pensions 

paid each year might be different, unequal, it might be that over the period of the pension the 

woman would actually get more than the equivalent man.  Is that equality or what is it? 

Ms Ariss:  Well, my Lord Chairman, that brings us to the heart of the questions about 

annuities, pensions and insurance.  Our view at the EOC is that there are some circumstances 

in which it could be justifiable for those providing annuities, or indeed those providing 

insurance, to take gender into account alongside other factors when deciding what annuity 

rate to offer or what premium to quote if we were talking about insurance, but we think that is 

only justifiable where there is clear and recent evidence that there is a significant difference in 

the risk that is related to gender.  So we think there are certainly some circumstances in which 

that would be justifiable, but we are concerned that it should only be allowed in those 

circumstances where it really is justifiable. 

Lord Howie of Troon:  You would not call it equality, would you?  You do not need to 

answer that. 

Chairman:  We are allowed rhetorical questions in this Sub-Committee.  That is bullet point 

7 in your evidence, which is engraved on my heart already.  It is a very important point and I 

was going to assure Ms O’Connell that we are coming on pretty soon to the potential 

consequences for retirement income, which is actually at the heart of the inquiry, but we have 

been roaming a bit wide and I did want just to deal with one point on motor insurance and 

then we will come on to annuities, pensions and all the other elements that we have been 

discussing.  Also, Lord Harrison cannot ever be held back on motor insurance. 
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Q277  Lord Harrison:  Ms Ariss, given that women are better drivers than men, should that 

be reflected in previous insurance and would you tackle the particular case of a young man 

and a young woman where there is a differential and where we cannot learn from their 

experience that they have built up over a number of years, nor from their conviction record, 

the differences between a young man and a young woman.  Is that justified with the EOC, as I 

heard from your answer earlier on?  Would you be prepared to accept an exemption to gender 

neutrality here? 

Ms Ariss:  In terms of motor insurance there are a number of factors that, as we understand it, 

insurance companies will take into account in deciding what premium to quote.  As you say, 

on average women are less likely to have accidents than men, but the particular history of 

individuals is obviously something that insurance companies want to take into account in the 

same way that what kind of car one drives, one’s claims history, where you live and whether 

the car is in a garage and all sorts of other things are taken into account in the way the 

insurance premia are calculated.  In the particular question of new drivers, or young drivers 

where there is no claims record to fall back on, it does seem to us that in principle that could 

be a situation where gender could legitimately be taken into account in calculating premia.  In 

formulating the view that we set out in our written evidence we are starting from the position 

that the principle of equal treatment is a good and appropriate one, but there should be 

situations in which insurance companies should be able to depart from it and the one you have 

cited is probably one where that would be justifiable. 

Q278  Lord Harrison:  Thanks very much for that.  Could I just take it one step further.  

When we talked to the insurance companies and representatives and so on what they said was, 

“Were we to move to gender neutrality everybody would be worse off.”  Do you agree with 

that argument?  I know you have said that you are not an expert in this area., but one of the 

claims they make, again in the case of our young men and young women, is that they say 
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more young men would be drawn in were the premia to be equalised and therefore lower for 

young men who might then potentially be of a greater risk to the companies.  Do you agree 

with their reasoning on that or are you suspicious? 

Ms Ariss:  It is certainly possible to follow the logic of their argument.  When you are dealing 

in a hypothetical situation it is obviously quite difficult to know exactly what the 

consequences of any particular step would be, but it is not entirely unreasonable to imagine 

that the consequences of the complete ban on taking gender into account in any way could 

result in premia across the board rising.  However, we are concerned to make sure that what 

the Directive achieves is that gender is only taken into account when it really is relevant to do 

so and we are concerned that the existing exemption in our domestic sex discrimination 

legislation is quite widely drawn.  So in a sense what we are seeking to do is to narrow the 

scope of that gap and if a well-run, well-managed insurance company can demonstrate that 

gender really is absolutely relevant and is material then it would still be able under the 

proposal we are making to take gender into account in pricing insurance alongside a range of 

other factors, but we are concerned that the existing exemption is somewhat too widely 

drawn. 

Chairman:  Thank you.  We are coming on now to annuities and retirement income and I 

would like to thank you again for your detailed written evidence.  I think this is an area we 

have had a lot of evidence on and the area which is probably the most controversial in the end 

on this Directive.  Could I ask Lord Colwyn to open the questions. 

Q279  Lord Colwyn:  I seem to be becoming an expert on this.  I am fast learning how badly 

I have organised my own pension scheme, but that is irrelevant to this.  I think the question by 

Lord Howie earlier just began to cover this when we were talking about the actuarial 

assumptions on women living longer, but this British system where the benefits of annuities 

are based on this assumption that women live longer, do you think that is correct or is it just a 
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problem in the UK and would there be a case for saying that maybe we ought to opt out of it, 

as we opted out of the Working Time Directive? 

Ms O'Connell:  The UK has a specific requirement that any defined contribution pension pot, 

in other words a pension pot that has been built up by contributions, has to be converted into 

an annuity by the time that person reaches age 75.  It applies to anyone who has bought that 

type of product, whether that is an employee, a self-employed person or whatever.  In other 

countries in the EU there is not such a large annuity market and there is not that compulsion 

to buy an annuity by the age of 75.  So in those respects, yes, the UK market is different from 

others. 

Q280  Lord Colwyn:  I think in your evidence you say, and I quoted it to the last people who 

gave evidence, that less than 10% of annuities were worth £50,000 or more.  Is that right? 

Ms O'Connell:  Yes, and in fact most annuities, as you say, are so small that they would buy 

a few pounds a week of pension income and in fact there is a current proposal that annuities 

smaller than £15,000 will not need to be commuted into an annuity.  So a large number of 

annuities will not need to be annuitised if those proposals were to come into force.  I think 

that speaks to the fact that while the subject of annuities is, as you say, quite controversial and 

quite difficult, in actual fact not many people have annuities.  Of those who have them the 

annuity tends to be small, so there is a rather small number of relatively well-off people for 

whom the pricing of annuities is of great importance.  Therefore, the unisex pricing for 

annuities could be done.  It might not have that much of an impact but it is the case that some 

women would be worse off as well as some men and so it does not quite have the blanket 

advantage for women that sometimes it is thought would be the case. 

Q281  Lord Colwyn:  I understand that when the annuity is built up in fact although it is a 

relatively safe investment it can actually have a variance, is that correct? 
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Ms O'Connell:  Yes.  It depends what the money is invested in, of course.  If it is invested in 

equities, it has the risk of that equity investment. 

Q282  Lord Colwyn:  Let us move on to your analysis that suggested that more people could 

lose from switching to unisex annuity rates than those who would gain in the short term, and 

you also estimate that total annuity income is likely to rise over 10 years and that the 

proportion of women retiring with a personal pension will also grow.  The draft Directive 

already includes a possibility of deferring this implementation up to, I think, 8 years.  Would 

you see a case for extending this to a longer period or would that lead to what the insurers say 

is adverse selection? 

Ms O'Connell:  As the number of people with annuities and the amount of those annuities 

grows as we described it, as we expect to happen over the future, it still will not make that 

much difference whenever compulsory unisex pricing would be brought in.  We have done 

the analysis making some assumptions for the growth rate in future and it still does not have a 

massive effect.  So I would say that the decision of deferring or not implementation of the 

Directive does not really relate to anything about the growth of the annuity market.  You 

asked also about adverse selection.  I think that is also a little bit of a red herring in terms of 

whether or not the Directive should or should not be implemented.  Adverse selection arises 

when somebody chooses to go into the insurance pool knowing that the risk they bring with 

them is higher than the price they are paying to be covered for that risk.  In this context that 

would happen if women waited until the Directive were implemented before they chose to 

convert their pension pot into an annuity.  In practice, as we know, there are not very many 

women with annuities.  If they have them, they tend to be small and anyway people tend to 

make the choice to convert to an annuity because they need the money, not because there is a 

Directive about to be implemented or not.  I think adverse selection in this context is a little 

bit of a red herring. 
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Q283  Lord Colwyn:  How widely do you think this is understood by people who have 

annuities?  I have only understood about mine since I have been on this inquiry. 

Ms O'Connell:  I think, as with many financial products, the general level of understanding is 

fairly low. 

Lord Colwyn:  Well, we are going to move on to life expectancy and our expert is Lord 

Dundee! 

Q284  Earl of Dundee:  We understand that the gap between men and women in longevity is 

narrowing and the evidence is that this trend will continue.  I have no doubt that a small gap 

in favour of women will for a long time remain but if that is the case, and it is only a small 

gap, is this really enough to justify a significant difference in overall risk assessment 

compared with other factors? 

Ms Ariss:  My Lord Chairman, perhaps I may kick off in response to that particular question.  

One of the reasons why we are suggesting the amendments that we are to the draft Directive 

is to try and create a framework, a fair and straightforward framework for the insurance and 

annuity industry to operate within which will be effective whatever happens in terms of long 

term changes in life expectancy.  I know there are many people far more expert than myself 

on the question of longevity, but whatever happens in terms of the narrowing of the gap 

between women and men we think it will be sensible for the policy framework to be one 

which allows for the industry to take gender into account so long as it remains a materially 

significant factor.  If we were ever to reach the point when lifespans were exactly the same 

then perhaps it would not be, but we are clearly some way away from that now. 

Q285  Earl of Dundee:  But would you go further than that?  Whether or not a small gap 

might always remain or for a long time remain between men and women compared with how 

long they lived or if it disappeared altogether, in either case should there now not be deployed 
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a new, more sophisticated approach to risk assessment?  The EOC and others may feel that 

actuarial information on which insurers rely is rather out-of-date and the Commission argues 

that lifestyle is the important thing, and other people tell us that income and education are 

better guides than gender.  Taking these views into account, how do you react? 

Ms Ariss:  I think we would always have concerns in any situation where gender alone was 

being used, but our understanding is that both in relation to annuities and indeed a wider 

range of insurance products a number of factors are taken into account together, including 

factors about education, income, health factors and so on and so forth.  We are concerned that 

gender should only be taken into account when it is relevant and makes a significant 

difference in its own right.  We would not want to see it being used as a proxy that could be 

better measured by other factors, but if in its own right it is a significant factor we can see that 

in those circumstances it may be legitimate for it to be taken into account. 

Q286  Earl of Dundee:  How would you advise that it should not be disproportionately taken 

into account?  How thus would you seek to prevent it becoming emphasised more than it 

ought to be, yet conversely very much entertained when it should be?  That balance needs a 

system, does it not? Otherwise it may not be achieved. 

Ms Ariss:  Yes.  That is why one part of the proposal we are making is that there should be a 

monitoring role for an appropriate independent regulatory body to have a watching brief, if 

you like, to ensure that the system we are proposing was operating effectively. 

Earl of Dundee:  I see. 

Q287  Lord Howie of Troon:  Could I come back on that point, Chairman.  How do you 

think this could be incorporated into the Directive? 

Ms Ariss:  Well, there are parallels, as we understand it so we hope, my Lord Chairman, that 

it would not be particularly difficult to construct some wording that would be fit for purpose.  
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It would obviously be a matter for particular Member States which body it was that would 

carry that responsibility in their particular country, which is why we have made the proposal 

in rather broad terms about an independent regulatory body rather than specifying a particular 

UK body, but we would envisage that it would be something which should be part of the 

functions of a body that already exists, not creating something new in our domestic context, 

and we envisage a regime that would give consumers confidence that the rules were operating 

fairly but without being unnecessarily burdensome. 

Q288  Lord Howie of Troon:  You describe it as a professional regulatory body.  What is 

your meaning of the word “professional” there?  Did you mean it was to be run by the 

actuarial profession or what? 

Ms Ariss:  What we had in mind was that it would need to be a regulatory body that was 

competent to carry out those functions, so it would need to be a regulatory body that had a 

sufficient understanding of the nature of the insurance and annuities market. 

Q289  Lord Howie of Troon:  So it would be the profession then to a large extent? 

Ms Ariss:  Well, our understanding of the way in which the regulation of the financial 

services industry in general operates domestically is that it is an independent regulatory 

function with a remit that is established by Parliament. So we would not see the regulatory 

body as necessarily being in the pocket of a particular vested interest, but we have also 

suggested that the Commission should review the effectiveness of the Directive from time to 

time so that there is a level of checking to make sure that the objectives of the policy are 

actually being achieved in practice. 

Ms O'Connell:  If I may add some more to the questions around the gap in average life 

expectancy.  I think the evidence shows that the gap has narrowed at a pace greater than many 

people expected, but there are differences of opinion as to whether the gap will narrow 
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further.  It is by no means a done deal that the gap will not narrow further and in fact the 

Government Actuary’s predictions are that in 1978, 65 year old women were living 4 years 

longer than 65 year old men.  That gap has now narrowed from 4 years to 2.8 years and the 

Government Actuary is not predicting that gap to narrow any further.  In all of the 

demographic literature about what causes the gap and what might change that gap it does not 

seem to come to any conclusion because we simply do not know enough about how the 

physiological factors operate and how lifestyle factors operate and how they might change in 

future.  So it is quite important for companies pricing products to have the flexibility to 

change to experience as it emerges and the mechanisms by which they have an interest in 

doing that are simply to maintain their position in a competitive market and not to lose money 

by getting it wrong. Regulation into pricing of the industry would change companies’ ability 

to do that.  You mentioned that there might be some concern that companies were using out-

of-date data.  I simply do not think that is the case from what I have observed of the amount 

of effort and resource that companies and the actuarial profession would generally expend on 

keeping up-to-date with the very latest mortality and longevity experience.  The EOC 

submission mentions a case from 1985, the Pinder case, where I think insurance companies 

were taken to task about using out-of-date data.  I think that there is a lot of confusion 

between using out-of-date tables, mortality tables dating from 1992 for example, but those 

tables provide a structure and insurance companies adjust them on a continuous basis to bring 

them up-to-date until sufficient work has been done to create a new table.  So a fresh and 

more sophisticated approach to risk assessment is, I think, under way and the competitiveness 

of the market is one way to encourage that happening. 

Q290  Earl of Dundee:  Would you go further than this in that if you’re reasonably 

competitive and sophisticated approach is already under way or has been under way and that 

the actuarial information is not out-of-date, then both adequate and timely responses and 
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adjustments will no doubt be achieved all the more.  We started by talking in the context of 

the gap in longevity between men and women.  If your approach reacts well to changes there, 

do you think it also responds as quickly as it should do to the effect which lifestyle income 

and education may have on longevity? 

Ms O'Connell:  I think all the studies that have been done show that gender is an extremely 

good indicator of longevity expectations.  The other factors that you mention there has been 

less work on and in particular they are more difficult to make practicable in a fair way to the 

pricing of insurance products, but there is a great deal of effort going on for companies that 

price annuity products to try and find different factors to make their pricing more accurate.  

So, for example, there is a growing market for what are called impaired life annuities.  Put 

simply, if you are sick you get a better rate of annuity because it is not expected that you live 

as long.  It has been expressed to us that if, for example, gender was not allowed as a rating 

factor then it would only be fair to say that other factors cannot be used either in the rating of 

annuities, so impaired life rating factors might be seen to be discriminatory against healthy 

versus impaired or disabled lives.  So I think to get the approach that you seem to be asking 

about where there are more and more factors that can be used with confidence that they do 

actually reflect the thing you are trying to price, the longevity --- 

Q291  Earl of Dundee:  The truth or the reality of what it is. 

Ms O'Connell:  Absolutely.  Then what needs to happen is that insurance companies are able 

to price on those factors, monitor their experience against those factors and then react quickly, 

as you say.  But if some of those factors cannot be used, especially one that we know has such 

a big impact like gender, that will reduce the company’s ability to gather useful data for the 

pricing process. 
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Q292  Earl of Dundee:  I wonder if I can return to your colleague’s very good idea of using a 

monitoring body. This is a convincing expedient. Without this it may not be so bad as results 

have been below standard, yet with it these results can only improve. No doubt the monitoring 

body would act in tandem with of the Commission, which as a benevolent and avuncular 

agency can assist it further. You mention the difficulties already which actuaries have in 

taking into account factors which they are not necessarily used to, such as education, income 

and lifestyle, although they are seeking to assess those factors.  But they are only just starting 

to do that and they are unused to focusing upon such factors.  How about the monitoring 

body?  If actuaries are unused to such considerations, although the latter are germane to their 

work, then would not the monitoring body which compared with actuaries has a different and 

part time role experience even more difficulties? Therefore, what approach should the 

monitoring adopt, and how can it push more than its weight? 

Ms Ariss:  Well, the monitoring body would need to have the relevant skills and knowledge 

to enable it to carry out those roles, but we think actually that it may well be a good way of 

taking forward developing expertise and thinking in this area because if it has got to carry out 

the job of checking that people are using gender appropriately it will have to develop a 

framework for assessing how to do that which could actually drive forward some of the 

science of this, if you like. 

Earl of Dundee:  Yes.  That is good. 

Q293  Lord Howie of Troon:  Something like Ofcom? 

Ms Ariss:  Well, there is already a number of regulatory bodies that are active in this 

particular field, are there not, particularly the Financial Services Authority? 

Q294  Lord Howie of Troon:  Yes.  Would your idea be a European body or a British one? 
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Ms Ariss:  We have been assuming a domestic one and we have written to them to discuss the 

proposal. 

Q295  Lord Colwyn:  The PPI analysis suggested that more people could lose from the 

switch to unisex annuity rates than would gain and the overall impression is that the draft 

Directive would do little to help women and that most men and some women would certainly 

suffer.  How about leaving things as they are and trying to persuade the Government to find 

other ways of dealing with this problem of inadequate female pensions?  What a good idea! 

Ms O'Connell:  Like many other organisations, we have researched the issue of female 

pensioner poverty and it is true to say that the women who have annuities are the better-off 

women just by virtue of having that private pension.  Most women are dependent upon the 

State and all women will have some State benefit in retirement, so it is very important to get 

the State pension system right.  As we and many others have pointed out, it is not right for 

women at the moment.  In terms of policy priorities, I think therefore it is more important if 

one is trying to improve pension prospects for women to look at the State pension in this 

country and understand that it automatically gives women less because of the strong link it 

has to work history and it rewards persistent high earners and women tend to be low, part-

time earners with career breaks.  So, like others, we have also floated the idea of a citizen’s 

pension which would be good for women.  If one could imagine that there were a citizen’s 

pension, in other words every single pensioner was entitled to a state benefit of at least the 

means-tested limit, then one argument for having to annuitise drops away.  One argument for 

having to annuitise is that if you do not you will spend all the money and fall back on means-

tested benefits.  With a citizen’s pension there would not be any means-tested benefits, so in 

that respect there is a link to this inquiry because it would change the environment in which 

annuities operate. 

42 



Q296  Lord Howie of Troon:  Would the citizen have to pay for this pension? 

Ms O'Connell:  Well, all tax-payers pay for a State pension. 

Q297  Lord Howie of Troon:  I did not just mean that, I meant specifically as we do 

allegedly at the moment, so that everybody would be on National Insurance whether they 

were working or not.  Is that what you mean? 

Ms O'Connell:  Well, that is the argument and it works in other countries.  Instead of having 

a National Insurance system, a pension payable to everybody is paid out of the general 

taxation pot.  It does not have to be done that way.  We could retain National Insurance. 

Q298  Lord Howie of Troon:  That was not what I meant.  I meant would the individual 

pensioner, someone who would at one time be a pensioner, have to pay a contribution 

whether he or she was working or not? 

Ms O'Connell:  At the moment State pensions are paid out of the general taxation.  The same 

thing would operate with the citizen’s pension, but the eligibility of whether you can have that 

pension or not is based on some measure of citizenship, perhaps that you have lived in this 

country for so many years rather than you have worked for so many years and you have 44 

years of National Insurance contribution history. 

Q299  Lord Howie of Troon:  I quite understand that.  You have described the system 

perfectly clearly and we do know that the pension is paid for out of general taxation, but there 

is a kind of notional insurance idea in it in the sense that you pay your stamp, as it used to be 

called, I do not know what it is called now.  Does this citizen’s pension come to everybody by 

right whether or not they have made a contribution of some sort other than income tax? 
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Ms O'Connell:  There are a number of ways one can do it, but the way in which it operates in 

other countries is by a residency requirement, which means you are eligible to it if by the 

State pension age of 65 you have lived in the country for the specified number of years. 

Lord Howie of Troon:  Right.  I think I have got it. 

Q300  Chairman:  We are not intending to invite Gordon Brown along to speak to us, but I 

have got the idea quite clearly, thank you very much on that. 

Ms Ariss:  My Lord Chairman, we at the EOC also do not think that reforms around the 

annuity system are the answer to the problem of women’s low income in retirement.  It is a 

problem which is of enormous concern to us at the moment because the gap between 

women’s average income in retirement and men’s average income is so very substantial, but 

we think that the steps that need to be taken to deal with this should be concentrated 

elsewhere.  We are concerned to see women having access to a full basic state pension in their 

own right.  There are a number of other changes that we would like to see to the pension 

system, but we think that the policy needs to be framed more broadly to tackle the reasons 

why it is so difficult for women to build up their pension entitlement over the course of their 

working lives.  As Alison has indicated, there are a number of reasons for that which are 

primarily related to the fact that women still do a greater share of the caring and domestic 

work than men and although that is changing it is still very much the pattern that women are 

far more likely than men to be absent from the labour market or to work part-time because of 

their family responsibilities and we still have a very significant gap in average pay per hour 

between women and men, and that is particularly the case for women in part-time jobs.  So 

we think the answer to the problem of women’s income in retirement lies elsewhere, but we 

still think that there is some merit in the Directive being pursued if it were amended in the 

way that we are suggesting because we think that would be a useful improvement in the 

domestic legislative position. 
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Chairman:  Thank you very much.  I think we have dealt with the point about monitoring, 

but Lord Howie, do you want to deal with consultation and research? 

Q301  Lord Howie of Troon:  I was going to ask about consultation but I think Ms Ariss 

mentioned this earlier on.  Did you have some dealings with the Commission before the 

Directive was drafted? 

Ms Ariss:  Yes, we did.  That was partly off our own bat because we chose to go and see them 

and talk about the things that we would like to have in the Directive, but the EOC is also 

represented on an advisory committee which advises the European Commission on equal 

opportunities between women and men. 

Q302  Lord Howie of Troon:  That is a European committee? 

Ms Ariss:  Yes, it is, and that has representatives from the equivalent bodies to the EOC from 

all of the Member States.  It also has representatives from Member States governments.  So, 

as you can imagine, it is now quite a large committee and that committee took a view about 

what it would like to see in the Directive at quite an early stage, so we had an opportunity to 

input in that way as well. 

Q303  Lord Howie of Troon:  Were you satisfied with the opportunity you had?  I do not 

mean did you get all you asked for. 

Ms Ariss:  I think we would always like to be consulted directly and in this case we were 

taking the initiative ourselves to go and see the officials who were working on this, but we 

have had plenty of opportunities to input and we are obviously in regular communication with 

ministers and with officials in the relevant departments.  As it happens, the officials who are 

leading the negotiations on this Directive, the Women Equality Unit at the DTI, are also the 

EOC’s sponsor team, so they are people of whom we see a great deal. 
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Q304  Lord Howie of Troon:  I do not imagine the PPI were consulted? 

Ms O'Connell:  No, we were not. 

Q305  Lord Howie of Troon:  No.  I had a feeling that might be your answer.  Now we come 

to a question which we ask everybody and I am not sure that they understand the question, let 

alone the answer.  We have been told that the implications of gender criteria are never 

explained to potential buyers of pension schemes.  Is that true?  It seems a criticism of the 

pension industry.  Is that true? 

Ms O'Connell:  When an individual considers buying a pension it will ultimately need to be 

converted into an annuity.  That individual has to be given what is called the statutory money 

purchase illustration, which shows the actual pounds of income he or she can expect in future 

from that product as a pension income and that number, which is therefore quite personal to 

that individual, will have been calculated on the right basis, the male annuity if it is a male or 

the female annuity if it is a female.  So no, there is not a warning or a sign saying, “This has 

been calculated on a female annuity, not a unisex annuity,” but the illustration is done on the 

basis pertinent to the individual. 

Q306  Lord Howie of Troon:  Yes, I thought it might be.  Do you think it would help 

anybody, male or female, if that gender distinction were drawn to their attention?  I think the 

answer must be no, but you tell me. 

Ms O'Connell:  I think what matters to an individual is, “Should I be buying this pension?  Is 

it right for me?  What am I going to have to do for it?  What will I get out of it?” and the sort 

of hypothetical question of, “What if I was a man?” is perhaps the last thing that is on your 

mind. 
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Q307  Lord Howie of Troon:  I must say, that is an extremely sensible reply.  Thank you, 

Chairman. 

Ms Ariss:  My Lord Chairman, may I add to the answer to that question?  There are a number 

of areas where we do have some quite significant concerns about the information which is 

currently available to people, which are related to gender.  We are concerned that most 

people, men and women, have an unrealistic idea about what their pension pot is likely to get 

them and that many women in particular do not realise how little they are going to have to 

survive on in old age.  So although it is a much broader question than specifically the one 

about annuities, we do think there is a very strong case for saying that more needs to be done 

to ensure that individuals understand what they should be doing throughout their working 

lives to make provision for their retirement and that women do need to understand that they 

need a bigger pot to start off to get the same income.  If they are going to go down the annuity 

route they need a bigger pot to start off with to get the same annual income as a man.  We are 

also concerned about the position in relation to the way in which people purchase single life 

and joint life annuities.  At the moment there are more men who have annuities than women.  

The majority of those men purchase single life annuities, which means that the annuity dies 

when they do.  If, as is often the case, they have a wife who survives for longer than they do, 

she then loses that annuity income.  Now, we do not think that most men intend to leave their 

widows with a lot less money and so we think that probably a lot of men simply do not realise 

when they purchase a single life annuity the full implications of that should they predecease 

their wives and we are very concerned that there should be a better system for ensuring that 

when people are making a choice between a single life and a joint life annuity that they, and 

their partner if they have one, fully understand the implications of that.  We hope that the 

Government will take some steps in the current Pensions Bill to address that situation. 
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Q308  Lord Colwyn:  If they realise and they do something about it, it depreciates the final 

amount by quite a dramatic sum? 

Ms Ariss:  Well, it is a question for individuals to choose which route they want to take, but 

our concern is that unless one takes an exceptionally pessimistic view of men we think that 

many men do not actually understand when they are making a choice for a single life annuity 

quite what the implications of that are. 

Q309  Lord Howie of Troon:  I find this quite hard to believe as a matter of fact because you 

tend to be told that your pension will either die with you or will pass on to your widow and 

arrangements are made accordingly, and the notion that this lack of knowledge is as 

widespread as you are suggesting seems to me to be slightly fanciful. 

Ms Ariss:  It may be connected to the fact that there are quite a lot of pension schemes in the 

process of changing from being defined benefit schemes, where generally survivors’ pensions 

are built in, to defined contribution schemes based on annuities where they are not.  So it may 

simply be that people do not understand the implications of what is happening there. 

Lord Howie of Troon:  I wish I was told this sort of thing when I was much younger and my 

mind was clearer than it is now! 

Chairman:  Thank you very much.  Can we thank you for your evidence, both written and 

oral.  That will be extremely valuable to us.  We ranged fairly widely but possibly the report 

will range fairly widely.  I think that is certainly likely.  I would like to thank you and remind 

you that a transcript will come to you and you can correct it and send it back as you wish, of 

course, but we would like it back because it will be published in due course.  So I think it just 

remains to thank you and we can go down and hear the Government’s summing up on the 

entire range of Foreign and Commonwealth affairs, which they are just about to do!  Thank 

you very much. 


