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ndent body with remit to make recommendations
to the Secretary of State for Work and Pensions

Terms of reference:

* “to keep under review the regime for UK private
pensions and long-term savings, and to make
recommendations to the Secretary of State for Work
and Pensions on whether there is a case for moving

beyond the current voluntarist approach.”

Simplicity, Security and Choice: Working and Saving for Retirement, DWP Green Paper,
December 2002




State pensions

— Basic State Pension (flat rate, 16% of average earnings)
— State Second Pension (earnings—related, within limits)
— Means-tested Benefits (income top-ups)

* Private pensions
— Occupational (defined benefit or defined contribution)
— Personal (defined contribution)

— Can ‘contract-out’ of state second pension into private
pension

* The UK pension system is “the most complex in
the world” and rules have changed frequently
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Life expectancy has increased and could continue to
increase: the question is by how much?
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Source:  Pensions Commission analysis 1950-1970 based on GAD historical data, England and Wales
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Source: Mational Long Term Care Surveys, 1982-1999, LS. Manton and Gu (2001), Copyright 2001 National Acaderry of Sciences, LISA.




nificantly...

Average age  Life expectancy
of exit from  at age of exit Percentage of adult life
workforce fromwarkforce  spentin retirement

1950 67.2 108 m

Source: Bléndal and Scarpetta (1999)
Pensicns Commission estimates from 1990 onwards.

The dependency ratio will inevitably rise. The baby
boom has disguised this up to now and over the next 30
years we will see a rapid increase in the dependency
ratio as we catch up.
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Working age
population

Source:

MNote:

34.3m
Inactive Unemployed
7.4m 1.3m
Single/Partner
Retired Mot retired In work does not
0.8m 6.6m 25.6m contribute
A
Contributes
to private
Pension
14.3m

Single/Partner - Single/Partner
does not loes not

Partner
contributes
1.2m

contribute contribute
5.4m Z=r 8.8m

FRS, 2002-03

Those individuals with personal pensions that are only receiving contracted-cut rebates have been counted among non-contributors
since they will only accrue pension rights equivalent in value to the SERPS/SZP rights foregone (assuming that GAD calculations o
appropriate rebates are fair).

A's the numbers of inactive and unemployed individuals contributing to Stakeholder Pensions are small (fewer than O.1m in FRS) they
have been ignored for the purposes of this analysis.

Figures may not sum due to rounding




Membership of occupational pension schemes

in

the private sector has been in long term

decline since the 1960s.

Million
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Source:  Occupational pension schemes 2000, CAD

Contributions to funded pension schemes have
remained relatively stable over the last decade

1% 1%
0% 0%
1992 1594 1996 1998 2000 2002

Personal pensions

Insurance company managed occupational schemes

Normal employer and emplay ee contributions to self-administered schemes
Employer special contributions to self-administered schemes




If DB and DC contributions remain at current
levels then the DB-DC shift leads to falling
pension contributions as percent GDP

2.9%

2002

Following DB-DC shift

M Personal M Private oocupational funded
Public funded M Defined benefit special cantributions

Source: Pensions Commission Estimates
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Median
Earnings

Adequate i B

ratirament £13,700

income

Ratirameant £4,100 £7 900
income

0 gsp Retirement income av ailable from median
financial haldings

source;  MES, 2003, GB and Parsions Commission Anshyss

Shortfall
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To assess the scale of under saving the
Pensions Commission assumed a sliding
scale of target replacement rates.
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£50,000 and more S0%

9.6 million people are under saving. This is
sensitive to assumptions, but the story is not.

36-45 46-55 56-59/64
Age 41% 40% 19%
<£17,900 - =£25,000 -
=£9,500 £9,500 - £17 499 £24,999 £39,999 <£40,000+

Income 15% 34% 21% 19%
Men ‘Women
Sex 61% 39%
Employed Self-employed
Ernployment status 79% 21%
. Inadequate
Mo pension DC Inadequate personal
Pension status 54% 7% 39%

Source:  Pensions Commission anaysis based on FRS 2002/3, NES, GAD and Inland Revenue data




For society there is a gap between what is needed to
maintain living standards and what savings will produce

Required in 2050 to maintain
pensioner relative incomes

retirement ages

retirement age equalising
to male by 2020

Present transfer to over SPA 9.1
pensioners 2002 :
Transfer to over 65 year old

pensioners in 2050 with current

state plans and private savings

behaviour:

— if same percentage of funded

pension income flows to normal 69 0.8 9.8-10.3
retirement age pensioners as it

does today
— if all funded pension income
flows to normal retirement age 69 0.8 11119
pensioners
0% 5% 10% 15% 20%
M State pension I Public sector unfunded pension Funded pension

Cptimistic funded pension I Total pension income
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The demographic challenge means society will need to
transfer an increasing share of GNP to pensioners to
maintain their incomes

But trends in private and state provision suggest this is not
happening

There are also significant inequities in UK pensions —
because of the pension system and the labour market
There are only four options

erent barriers to effective pension
markets

— Behavioural economics
— Psychology
» Specific UK barriers
— Complexity and lack of trust

— The impact of high selling and
administration costs

— The impact of means-testing




een these four
re are no alternatives.

» Pensioners poorer relative to average incomes

» Higher taxes/NI contributions devoted to pensioners

» Higher funded pension savings

» Higher average retirement ages

e are no other options.

* Pensioners poorer relative to average incomes
— Pensioners poorer by 30% relative to today
» Higher taxes/NI contributions devoted to pensioners
— Increase basic rate of income tax by 16 percentage points
» Higher funded pension savings
— Triple the amount of private pension saving
« Higher average retirement ages
— Increase average retirement age from 63.8 to about 70
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