The Pensions White Paper- “Security in retirement: towards a new pensions system”
Introduction
The White Paper, published on 25th May, presents the Government’s proposals for pension reform following the Pensions Commission Report.  John Hutton, Secretary of State for Work and Pensions, said in the Foreword,

“The proposals in this paper set out a new structure for the UK pensions system for the long term.”

There is little in the paper specifically to help today’s pensioners.

John Hutton set out five key tests to meet the present challenges.  The proposals must:

1. promote personal responsibility: tackling the problem of undersaving for retirement;

2. be fair: protecting the poorest, and being fair to women and carers, to savers, and between generations;

3. be simple: clarifying the respective roles of the State, the employer and the individual;

4. be affordable: maintaining macroeconomic stability and striking the right balance for provision between the State, the employer and the individual; and

5. be sustainable: setting the basis of an enduring national consensus, while being flexible to future trends.
Since 1997 the Government have introduced several measures aimed specifically at pensioners:

· Winter Fuel Allowance

· Help with Council Tax (for one year only)

· Pension Credit

· Pension protection Fund

· Financial Assistance Scheme

· State Second Pension

The Winter Fuel Allowance continues to be paid at £200 per household with a person aged over 60.

Pension Credit was a major piece of legislation.  The Government argued that the priority was to lift more than 5 million pensioners out of poverty.  They chose to do this by a means tested Pension Credit.  Today no person need live on less than £114 per week in retirement.  Furthermore, if a person qualifies for Pension Credit Guarantee Credit they are automatically passported into Housing Benefit and Council Tax Benefit.

A Savings Credit was also introduced to help those with small occupational pensions which lift them just above the Guarantee Credit maximum.

The problem with Pension Credit is that it is a means-tested benefit.  Some 20 percent of those eligible to receive it do not claim.  This means that about 1 million pensioners lose out.  A key test of fairness should be that no-one misses out on Pension Credit or other State benefits.  The White Paper does not address this.
The Pension Protection Fund (PPF) was set up to protect those people in final salary schemes where the employer goes into liquidation leaving a deficit in the pension scheme, resulting in people losing all or part of their pensions.  At the same time the Pensions Regulator was set up to provide an oversight of the management of these schemes.  We welcomed these initiatives as providing members with more protection from rogue or poor employers.
The Financial Assistance Scheme was set up to provide a compensation payment to those pensioners whose schemes were wound up prior to the PPF being formed.  The rules for eligibility were drawn so tight that the vast majority of the 80,000 or so affected would receive no help.  A key test of fairness would suggest that something had to be done about this.

The State Earnings Related Pension Scheme (SERPS) was set up in the 1980s to provide people with no access to an occupational pension scheme a second tier earnings related pension.  It was designed to provide a pension of half of average earnings at retirement for those with full contribution records.  The scheme was devalued on several occasions by Government legislation.

The main problem with SERPS was that it was earnings related, so the lower paid received the smallest pay-outs.  Also, because it was contributory carers or parents looking after their children lost out.  In 1997 SERPS was replaced with State Second Pension (S2P) and this provided credits for carers and parents and credited in low paid people as though they were earning £12,000 per year.  The White Paper proposes changes to S2P to help carers.
Pensioners have received some higher than average RPI increases in their State pensions.  However because of the normal RPI increases, the value of the basic state pension has fallen rapidly compared to the incomes of people in work.  The increase in average earning has been consistently one to two percent above the RPI for the last 25 years.

There are also other perks such as free eyesight tests, free TV licenses for the over 75s, free off-peak local bus travel (free peak travel also in some areas) and in 2008 free national travel.

Very many people retiring today have benefited from forty years of contributions to good defined benefit (final salary) pension schemes and are retiring on “reasonable” pensions.  This means that on average pensioner incomes have risen faster than earnings since the 1980s.  However averages can distort the real picture.  Very large numbers of pensioners have low incomes.  The Government’s own figures show this, namely that some fifty percent of pensioners are eligible to receive Pension Credit.  This is due in large part to the RPI increases instead of the Average Earnings increases in pensions.  The White Paper proposes to introduce the earnings link in 2012, two years later than the Pensions Commission proposed.
People are living longer.  In 1950 a man aged 65 could have expected on average to live until 76.  Today he can expect to live to 85 and by 2050 to 89.  Women will on average live even longer, maybe into their 90s.

These extra years of life in retirement are putting pressure on the system.  They have to be paid for.  Because of the affordability key test the White Paper proposes to increase the State pension age to 68 by 2044- six years earlier than the Pension Commission recommended.

For people in work the outlook looks bleak unless action is taken now.  DB schemes have closed in large numbers and where they have been replaced, the contribution rates into the Defined Contribution (DC) schemes have been abysmally low.  In some cases the employer has ceased to make a contribution.  The White Paper proposes a new National Pension Saving Scheme (NPSS) with compulsory employer contributions.
Overall the White Paper is good and introduces most of the Pensions Commission’s recommendations.  Of course the devil is always in the detail and whereas the proposals are reasonable the time scale for their introduction is not.  Furthermore there should be much more to help today’s pensioners.
The Proposals

The White Paper says:

“Having assessed the recommendations of the Pensions Commission, we will:

• Introduce low-cost personal accounts to give those without access to occupational pension schemes the opportunity to save. People will be automatically enrolled into either their employer’s scheme or a new personal account, with the freedom to opt out. Employers will make minimum matching contributions.

• Improve the foundation for all while continuing to tackle pensioner poverty. We will reform the state pension system by uprating both the guarantee element of Pension Credit and the basic State Pension in line with earnings growth, rather than prices.  We will make the State Pension fairer and more widely available and we will raise the State Pension age in line with increasing longevity.

The reforms set out here will make an immediate difference to those working and saving for retirement, striking a new balance of responsibility between employer, State and individual. At the same time, we will continue to protect the poorest pensioners from poverty, and we will ensure that all pensioners share in rising national prosperity.  We will bring forward legislation on these reforms during the second session of this Parliament.”

Executive summary 15
1.
 National Savings Pension Scheme (NPSS)
The Government is calling the NPSS a “new scheme of personal accounts”.  Employees will be autoenrolled into the scheme but can opt out.  Inertia will, I hope mean that relatively small numbers will opt out if they do not have a good occupational pension provided by their employer.  Self-employed people will be able to opt-in to the NPSS.  I welcome this as the self-employed are not eligible for the S2P and many just do not save for their retirement.

Employees will contribute four percent of their salary between £5,000 (the lower NI threshold) and £33,000 (the NI Upper Earning Limit); employers will be compelled to contribute three percent on the same band of earnings and there will be one percent in tax relief making a total contribution rate of eight percent.  It is estimated that this should provide about 45 percent replacement rate for lifetime median earners.  This is a reasonable start but needs to be increased in the future.

The problem is that the Government has bowed to pressure from the CBI and made future increases in the employer’s contribution extremely difficult to achieve.  The Government propose to set the three percent employer contribution rate in the primary legislation and so to change it there will have to be further primary legislation.  This is unprecedented and we will fight it. Furthermore even the three percent will be phased in over time.

In the White Paper the Government say:
“Support for employers

We have developed a package of measures to help employers manage the transitional impacts of minimum contributions. The key elements of our proposals are that:

· the level of the national minimum employer contribution will be set out in primary legislation, so that employers can have confidence in the stability of this level over time;

· the minimum employer contribution will be phased in over three years (as will the employee contribution); and

· employers will be given due notice of the rate and timing of the introduction of the scheme.”

For “confidence in the stability” read unchanging.  This is not good enough.  We know that it is the employer’s contribution which makes all the difference to an employee’s pension.  I will seek to ensure that the legislation is not set in stone and that it can be altered a Statutory Instrument agreed by Parliament.
Phasing in the three percent will mean lower pensions for the first people who join the NPSS.  This is unfair.  The Government’s own figures show that the cost to employeres of the three percent contribution is a maximum of 2.4 percent for the higher earners.  For lower earners it is only 1.6 percent (the first £5,000 is ignored for contributions).  The CBI claimed that the introduction of the National Minimum wage would cause severe problems to industry; I see no evidence of this.  The claims of hardship caused by the compulsory employer NPSS contributions therefore ring hollow.
2. 
State Pension
The proposal is to link rises in the State pension to earnings.  This is a victory for UNITE and other pensioner organisations who have been fighting for this for many years since it was abolished in the 1980s.  However there is a sting in the tail.  The words used in the White Paper are:

“link the basic State Pension to rises in average earnings. Our objective, subject to affordability and the fiscal position, is to do this in 2012 but in any event at the latest by the end of the next Parliament. We will make a statement on the precise date at the beginning of the next Parliament;”

The weasel words, “subject to affordability and the fiscal position” mean that the Treasury has won.  This is a get out of jail free card for Gordon Brown.  The Treasury can say that this is unaffordable and the fiscal position (tax revenue) is poor at any time to justify doing nothing.
Furthermore it is proposed to introduce the link in 2012 (at the earliest), two years later than the Pensions Commission proposals.  We need to find just how much this saves the Treasury.

It is unfortunate that between now and 2012 millions of pensioners will become poorer because of the continued RPI increases.  Added to that many women will have had to wait longer to receive their State pension as their State pension age starts to rise in 2010.  Furthermore very many of today’s pensioners will have died and will not benefit at all.  We need to fight this proposal to delay the introduction as hard as we can.  This is the only morsel given to some of today’s pensioners.

3.
State Pension Age

The proposals to increase the State pension age are again a victory for the Treasury.  The Pensions Commission recommended increasing the age to 68 between 2030 and 2050.  The White Paper wants to start increasing the age from 2024 and achieve 68 six years earlier in 2044.  This is purely and simply a money saver.  Women will have only just got used to having to work until 65 in 2020 only to have to start the process again 4 years later.
It is disappointing that there is no mention of the problems of different mortality rates in different parts of the country.  This will have to be addressed if an increase in the State pension age is to be seen to be fair.

Furthermore many people just are unable to continue working in some jobs past 65 because of the physical nature of the work for example.  It is disappointing to see that the White paper does not address this.

4.
National Insurance Contributions
The Government want to retain the link between contributions and eligibility for State pension.  However many can never reach the current maximum contribution records of 44 years for men and 39 for women.  They propose to reduce the maximum number of contributory years to 30 for everyone.  This is welcomed.
5.
Carers and Parents

There are also other changes for carers and parents.  Home Responsibilities Protection (HRP) will be abolished and parents will have weekly National Insurance credits.  There will also be a major change to allow weekly credits into the S2P instead of requiring a total of contributions and credits through a tax year.

Carers looking after someone for more than 20 hours a week will receive credits into the State pension and S2P.

6.
Citizen’s Pension
The Pensions Commission recommended making the State pension flat rate to everyone from the age of 75.  This is in effect a Citizen’s Pension.  The Government have rejected this only on the basis of cost.  They say it would cost 2.2 percent of GDP by 2020 and “that this is clearly unaffordable and would put at risk the stability of public finances.”  Much more work needs to be done on a Citizen’s Pension.

7.
State Second Pension (S2P)

S2P is currently earnings related, the more you earn up to £33,000 the more you get.  This was to replace SERPS, but is less generous to higher earners and more generous to lower earners.

The White Paper proposes to make S2P a flat-rate payment from about 2030.  This will certainly be a money saver for the Treasury.  We must ensure that all the savings go back into the State pension.

If the S2P becomes flat rate how will this be different from the State pension?  I guess more contributions for a worse return.  If the reverse were true then I am sure that the Treasury would have been pressing to roll up the S2P into the State pension to save money.

There are some other proposals which are more technical.

8.
Conclusions
Overall I welcome the proposals.  However there are several battles ahead over the details and dates for implementation of some of the proposals.

How do the proposals meet the five key tests?

1. promote personal responsibility

Good in that the NPSS has autoenrollment and people have to opt out.  There is also an incentive to save with the compulsory employer contribution.

2. be fair

Fair to some but not others.  I suppose winners and losers is part of politics, but for pensions it is more serious.  There is certainly nothing to help today’s pensioners, and so this is very unfair.
Increasing the State pension age six years earlier than the Pensions Commission recommended is in my view unfair.

3. be simple

I am not sure that any of the proposals make the system simpler.  There are still contribution records to maintain, there will be different rules for different people with the S2P.  I think this key test has not been met.

4. be affordable

If you are the Chancellor then yes I guess it is affordable only if you delay the earnings link and increase State pension age earlier.  To anyone else the original Pensions Commission proposals were affordable.

5. sustainable

Only time will tell.
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