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Aspects of the Economics of an Ageing Population





This is a submission from a confederation of associations of members of occupational pension schemes – the consumers of occupational pensions.   COPAS is democratic and non-political.  A list of our more than forty associations can be found at www.copas.org.uk (apart from a few who prefer not to make their membership public).  





How might policy reverse the recent trend towards early retirement?





Current policy will reverse the trend.  The government’s policy of allowing companies to dishonour their pension promises will lower pension outcomes and prevent many early retirements from being economically viable.





Should legislation to outlaw age discrimination be introduced? Would it work?





Some legislation will be introduced, to meet the UK’s European obligations.  It will protect older workers if the government intends it to do so, and will not work if the government wants no more than the appearance of protection.





(a) There is an analogy with the current occupational pensions position for consumer protection.  The Pensions Ombudsman’s Office is ineffective because it is under-resourced, unmonitored, and operates in a context that inevitably leads to expediency outweighing justice.   (There are details in the COPAS input to the Commons Select Committee on the Future of Pensions, published in their Volume III.)  The OPRA is ineffective on consumer issues because its decision-making committee is totally dominated by representatives of the pension provision industry.





(b) Experience in the US is relevant to this issue.  Many companies there are converting their traditional pension plans to ‘cash-balance’ plans.  These conversions discriminate against older workers, with their benefits sometimes halved.  Even as the class actions about this discrimination meander through the courts, corporations have successfully lobbied to have what constitutes age discrimination in this context re-interpreted.  (See, for example, the Chicago Tribune article at http://bernie.house.gov/documents/articles/20030227104311.asp )





Why do people not save enough for retirement? How might they be encouraged to do so?





Many people do not save for retirement because they believe they are doing their saving with their National Insurance Contributions and they cannot afford more.  Those that can afford more are deciding, quite logically, that there is no suitable vehicle.  The government has allowed companies to get away with a mis-selling exercise in occupational pensions - companies have claimed they were “taking the risk” for these schemes when in fact they have been allowed to close schemes (often to the detriment of members) and replace them with cheaper schemes, as soon as the companies could no longer take contribution holidays.  Private schemes have better consumer protection, but represent a poor investment for many because the returns will be means-tested.





People will only be encouraged when the government chooses to do more than talk about the importance of pension promises, and when it relents on its extreme means-testing policies.  





How should the following objectives of pension provision be prioritised in formulating pensions policy: adequacy, fairness, protecting incentives, affordability, certainty, simplicity, transparency, practicality and choice?





The most significant of these is “certainty”.   Absolute certainty for the consumer can never be achieved but that does not lessen the need for more certainty.  Members of occupational pension schemes thought they had some certainty via pension funds that were separated from companies and trusts that were controlled independently of companies.   When big gaps appear between what they were promised and what is delivered, and when the behaviour of trusts is not consistent with independence, they are entitled to be aghast if the government has no regulations in place to protect them.  (See for example, www.amipp.org.uk which describes the IBM affair.)   The long-term existence of government is a near certainty.  But if government chooses to regard pensions as corporate charity that can be withdrawn at will, rather than an enforceable bargain for deferred pay in exchange for work, that government certainty is wasted. 





In respect of the state pension, the government has attempted to increase certainty by repeating its intention to have a low-value state pension that would force more saving into private schemes.  The difficulty here is that many experts think that such an extreme position (relative to the policies in other countries) is unsustainable.   Means-testing for half of all retirees is not something the retirees will find politically acceptable.





“Transparency” must come high on the list of priorities.  Bad things happen when small numbers of people can be secretive about facts and behaviour that affect large numbers of people.  At present, members only get actuarial reports every three years, and that report can be delayed up to a year from the date it relates to.  Is there any scheme in the country where the status four years ago is a good guide to the status now?  When the members do get a report, it does not necessarily contain a realistic understandable figure for the scheme’s obligations (the “buy-out” cost). 





“Affordability” is important, but it is essential to distinguish the corporate view of unaffordable (meaning it would lower the share price and make executives’ share options less valuable) and the national issue of what is affordable.  The Bank of England has recently pointed out that,  “even under relatively cautious assumptions about technological progress and capital accumulation, aggregate living standards (as measured by GDP per head) are set to double over the next 50 years.”





“Simplicity” has various senses.  A simple rule that scheme members would get in retirement what companies offered to achieve their recruitment and retention would be excellent.  But “simplicity” as a disguise for deregulation, where the regulations are already inadequate on consumer protection, is undesirable.   Simplicity in the sense of reducing the number of lines of Pension Act devoted to GMPs and contracting out is of minimal importance.  In this computer age, the cost of change may be high and the cost of retaining complex but already programmed rules may be low.





“Choice” can also be undesirable, as in the case of private pension offerings that differ in some unimportant ways just so that the providers can distinguish them in their advertising.   However, there is one area where a combination of transparency and choice could reverse the trend for companies to cheapen their pensions schemes.   If new employees can understand enough about the pension schemes offered by prospective employers then employers will be motivated to improve their pension schemes.





“Fairness” will always be contentious, but the current overwhelming corporate privileges, when compared with the feeble consumer protection, can hardly be described as “fair”.  Most members never see the small print (the “deeds”) that company lawyers can use to belittle the pension promises that the members thought they had.  This is a particular problem when the members’ bargain is with a UK subsidiary that is under foreign control, and the English notion of “fair play” has little impact. 





At the level of individual schemes, the best guarantee of fairness is to have trustees that are members of that pensions scheme.  Since all the assets in the pension fund are there as the result of members’ efforts, and the entire fund is to be used for the members’ benefit, it could reasonably be argued that all the trustees should be member elected.  However, the government has decided that member elected trustees are second class trustees who can be put in a position where they are permanently outvoted by company appointees and are disregarded members of the trust board.





The corporate control of the DWP, as evidenced by the DWP’s choice of membership of review teams and of agendas for consultation, also operates against fairness.





“Fairness” needs a high priority because it motivates other criteria; the needs for transparency, adequacy, and regulated consumer protection are driven by a desire for fairness.








Yours faithfully,














Dr Brian Marks, chairman.
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