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About N.F.O.P 

1.
The National Federation of Occupational Pensioners (N.F.O.P) is the oldest and largest occupational pensioners’ organisation in the UK, with close to 90,000 members nationwide organised into 180 branches. 

2.
N.F.O.P works to provide support and fellowship to members and campaigns to enhance their lives through improvements to pensions, health services and transport.
3.
We welcome the opportunity to make a submission to the Commission.
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Introduction 

4.
We agree with the Commission that the fundamental problem facing the UK’s pension system is that we are currently not saving enough for our old age and that improving access to saving for retirement through the workplace has an important role to play in solving this problem. 
5.
As the call for evidence points out, pensioners’ incomes have grown more quickly than average earnings over the past decade. With the decline of good quality defined benefit occupational pensions, we can expect pensioner incomes to fall quickly in the future, even with the reintroduction of the link between the rise in the basic state pension and earnings. 
6.
The prevalence of pensioner poverty has fallen over the recent years and the introduction of Pension Credit has made a real difference for many poorer pensioners. Whilst Pension Credit has helped to reduce pensioner poverty, too many do not claim their entitlement and are losing out on about £34 per week, amounting to some £1.6bn to £2.9bn saving to the Treasury
. 
7.
Furthermore, for those on lower incomes, there is a real question of “is it worth it to save?”  The current system of means testing and uncertainty about the future value of pension savings will be a significant problem facing the new system of automatic enrolment into pension schemes.  

8.
It is therefore important to deliver a pension system that offers greater transparency about expected returns from pension savings and the value of state retirement benefits. We believe that the aim of the Commission should be to reverse the decline in the quality of workplace provided pension provision. Rather than seeing the shift towards DC schemes as inevitable, we believe that the Commission needs to explore ways in which existing DB schemes can be protected and new models of risk sharing between employers and employees can be introduced. 
Responses to the Questions
Question 1: Is this the right assessment of the state of retirement saving provided through the workplace and elsewhere today – and likely future trends?
9.
N.F.O.P agrees with the analysis in the overview on page 9. 
10.
We agree that average pensioner incomes have risen faster than average earnings, and we agree that this is due to the presence of occupational pensions. We would add that most of these occupational pensions are good defined benefit (DB) schemes. The disappearance of these schemes presents the biggest challenge to pensioner incomes in the future.  
11.
The decline in DB provision has been rapid and Chart 3 published in the Pensions Green Paper
 illustrates this – 8.1 million active members in 1967 but only 2.4 million today.

12.
The same chart shows a more worrying trend in that, as DB provision fell quite rapidly, the numbers in defined contribution (DC) schemes grew slowly between 1979 and 2000, but then remained fairly constant and even falling back slightly from 2005. With just under two million active members, this means that as DB schemes closed not all employees have joined DC schemes. From 2005 to 2007 there were over one million fewer active members of DB schemes whilst over the same period membership of DC schemes was static.
13.
The figures on page 11 of the Call for Evidence show the startling difference between levels of employer and employee contributions between DB and DC schemes. The figures show that that on average 24 percent of gross salary is paid into a DB scheme compared to 11 percent for a DC scheme.  
14.
The figure for DB schemes will be inflated to take account of future service contribution rates plus additional contributions for deficit reduction.  Nevertheless, even taking this into account average contributions to DC schemes are still below those of DB.  The average pension derived from a DC pension will, therefore, be much less than that from a DB scheme so that many more people will be retiring with insufficient income in the future.

Question 2: What are the barriers to getting people to save – and to save more – for their retirement? What further actions might overcome some of these barriers?

15.
Savings habits of working people will vary according to age, income, economic conditions, family commitments, and the financial commitments the people have entered into to pay off mortgages, student loans, etc.  For younger people it will be hard to persuade them to part with say eight percent of their salaries and put this away for say 40 years or more.  Their priorities are more likely to be paying off a student loan, paying their mortgage (if they can get one) or their rent, and providing for their children etc.  A pension for a 21 year old is “something to think about later”.
16.
There will be questions of “is it worth saving if all I do is forgo future state benefits?”; “charges are too high and I will lose too much”; “with very volatile financial markets, historically low annuity rates, I might just as well save in an ISA or property or put the money under the mattress.” There is a significant lack of trust in financial institutions. People have seen the effects of the financial crisis on investment values.  Falling markets and interest rates, drastically reducing longer term returns, showed starkly how the high charges levied by some pension providers can and did reduce the overall value of pension savings.

17.
Much work will have to be done to re-establish trust in the financial services industry to persuade people that they are getting value for money from management charges.  There is also a need to increase both the clarity of and people’s understanding of the benefits system so that people have a clear idea if saving will provide them with a benefit better than someone who chooses not to save.
Question 3: How far will auto‐enrolment address these barriers? How do you think employees and employers will respond to auto‐enrolment?

18.
Automatic enrolment will be a very important plank in the future to help address the issue of pension saving.  Many N.F.O.P members say that if there was no automatic enrolment into their pension scheme when they started work, they would probably not have joined and would now be dependent upon state benefits instead of receiving a good occupational pension.

19.
For an employee, automatic enrolment should be relatively painless and currently represents a contribution rate only four percent of their gross salary (one percent is contributed via tax relief). Individuals tend to live off their take-home pay so if they are enrolled early this should be manageable. However if a person does not join a pension scheme early on in their career, it becomes more difficult to “give up” part of their take-home pay and they are less likely to join, unless there is some other incentive.

20.
Inevitably, there will be some who opt out, but inertia will keep many in Nest, or their workplace pension scheme and will mean that they will be saving for their retirement, possibly for the first time. This will provide a significant boost to the number of people actively saving for their retirements. 
21.
Employers have no option but to enroll their staff automatically into a pension scheme. The danger will be that employers will take advantage of the opportunity to reduce their costs by “levelling down” their contributions to three percent to match the minimum under the current regulations. This has to be resisted and the Trades Unions and workplace representatives have to work with their employers to maintain better pension scheme provision.

Question 4: Why do employers provide pensions? What is the role of the employer in providing retirement income, and where does this responsibility end? Does this vary by size of employer?

22.
Employers provide pensions as part of the employment package offered to their staff. Pensions were seen as important in attracting and retaining good quality staff. However, this seems no longer to be the case and employers have closed pension schemes, sometimes offering no alternative scheme, but more often providing a much inferior (and cheaper for the employer) DC scheme.
23.
It is accepted that DB laid all the risk with the employer and these schemes were becoming increasingly expensive, particularly as actuarial calculations caught up with the significant increase in longevity in the latter half of the 20th century. However, very many employers enjoyed significant contribution holidays during the “good times” of booming stock markets. Had they continued to make contributions, albeit at a reduced rate, many of the current deficits would be much smaller and possibly much more manageable. Such short term views in a system built on long term investments have come back to bite employers, most of whom reacted by closing their schemes and effectively reneging on the pension promises made to their employees.
24.
The move to pure DC schemes, however, has shifted all of the risk onto the employee, who in general is not equipped to deal with the investment issues over their working life to provide a decent pension pot.

25.
If an employer closes a pension scheme and offers a poor alternative, they are effectively passing responsibility onto the state and future taxpayers, to support their former employees. This could be seen as morally indefensible.
Question 5: What priority will employers give to pensions compared to other workplace benefits – including other saving vehicles – in their remuneration policy post 2012?
Question 6: Where are the remaining gaps in coverage both in terms of types of worker who will be at risk of undersaving for retirement and sectors of the labour market? What are the potential policy solutions?

26.
Whilst automatic enrolment will increase the number of people saving for their retirement, an eight percent total contribution rate is not sufficient to give people the same level of pension that would be provided by a DB scheme. 

27.
We believe that there is a risk that people will believe that being a member of a workplace scheme or Nest will be sufficient to provide them with a retirement income equivalent to their parents and grandparents. It is important that the eight percent contribution rate should be seen as the bare minimum rather than the standard rate of employer and employee contributions to pension savings.  
28.
It is therefore important that people are provided with clear information about the amount that they should be saving in order to secure a decent retirement income, otherwise there is a danger that whilst automatic enrolment might reduce the number of people with no pension savings it could lead to an increase in the number of people who are undersaving for retirement. 
Question 7: What level of income should individuals be targeting in retirement?

29.
Income needed for retirement is considered on the basis of the percentage of salary that people think they need to replace with retirement income, the replacement rate. Replacement rates will depend on individual circumstances and the kind of financial commitments that people will face when they retire. Will they have paid off their mortgage; what other sources of income do they have, what disposable assets do they own etc? 

30.
DB schemes typically provide 50 percent of salary if payments have been made throughout a working life. The Pensions Commission’s guidance of 45 percent of salary is a good guide as a minimum level.  
31.
People are, however, increasingly expecting to have a more active retirement for longer and this means that the replacement rate might need to be higher to give people the lifestyle they expect to be able to lead in retirement.   
Question 8: Is an 8% total contribution enough to achieve the desired outcomes? If not, what are the potential policy responses and how might these be delivered?

32.
Eight percent total contribution is barely enough if a pension roughly equivalent to a DB pension is to be achieved. We know from looking at contribution rates to DB schemes that approximately 16 percent of salary being paid for about 40 years is required as a total contribution rate to make a reasonable pension pot at retirement. 
33.
Of course, retirement income may not be just from a pension and other forms of savings such as ISAs can be used. However, the overall level of savings has to be significantly greater than eight percent.

34.
It is, in general, the employer contribution which makes the difference to the value of a pension. Very few individuals could afford to save 16 percent of their gross salaries. The current proposed level of employer contribution of three percent is inadequate, and allows employers to reduce their costs at the expense of the employee. The level of this contribution must be re-visited in the near future, if Nest is ultimately to be successful.

35.
Time will tell, as Nest gathers pace, as to what sort of pension outcomes there will be. This must be kept under review and contribution rates adjusted accordingly.

Question 9: What effect has the financial crisis had on confidence in saving for retirement?

36.
The financial crisis has further undermined the public’s trust in the financial services sector. 
37.
The crisis has increased uncertainty as to the financial viability of pension providers. The crisis has also brought attention to the high charges imposed by fund managers that have had very a significant effect on reducing pension pots.  

38.
The squeeze on incomes from a combination of wage freezes, cuts in public spending, rising taxes and inflation have all mitigated against people’s willingness to save. A period of stability is now required to restore some confidence.

Question 10: What can be done to improve trust and confidence in pensions?

39.
The main cause of the public’s lack of trust in the pension system is often a lack of transparency about how the pension system works, and a lack of certainty about the income they will receive from state pension benefits and pension savings. People often don’t feel equipped to make the long term economic calculations about the best home for private pensions savings and feel that the pensions industry is more focused on extracting charges rather than maxmising their long term returns. 

40.
We believe that there is a need to provide simpler information to people about their expected income from state provision. There is a need to preserve existing good quality DB schemes and to devise new ways to share risk between employers and employees. The private sector needs to deliver simpler and cheaper products. 
Question 11: What are the respective roles of government, employers, individuals, employees and other groups (eg trade unions) in helping to improve understanding about the need to save for retirement?

41.
The Government must provide everyone with a decent State pension, set at a level above the current poverty line to reduce dependence on means tested benefits.

42.
The Government also has an important duty to make sure that there is greater clarity about the state pension system and the income that people should expect from state provision. The Government has an important role to play in educating the population and ensuring that people know the importance of saving for their retirement.  
43.
Employers have a key role in increasing the understanding of pensions’ savings and the value of pensions as part of an overall salary and benefits package. Over recent years both employees and employers have overlooked the value of pension packages as a key part of salary and benefits, which to a certain extent has given employers the cover to downgrade provision. 

44.
Individuals do have the responsibility to think about their future and use the information provided to them to make sensible decisions about their future requirements.
45.
Trades Unions will have a vital role to play in educating and informing their members of the benefits of pension savings.
Question 12: Are there barriers that prevent or discourage employers from providing support to their employees when it comes to saving for their retirement?

Question 13: In saving for retirement, how much risk is it appropriate for the employee to bear, and how much is appropriate for the employer to bear? Could risks be shared differently or more equitably? Does the capacity for risk alter with firm size?

46.
We believe that the decision of many employers to close their DB schemes and offload all the risk for future income in retirement on to employees through a switch to DC schemes has been regrettable and often driven by short termism. 
47.
In most cases employers, large ones especially, are in a much better position to bear the risk of future pension liabilities. We do accept that changes, such as increases in longevity and a more mobile labour force, mean that the traditional final salary pension may not affordable or suitable for many employers. However, there are various options that would allow a sharing of risk between employers and employees, such as a switch to career average schemes or hybrid schemes to enable an element of final salary to be retained.  
48.
The capacity for risk does alter with size and many small companies would not be in a position to run their own schemes, but could consider combining with other companies to take advantage of increased size of a scheme, making it more viable. For those companies unable to do this, then it may appropriate for the risk to be borne by the employee through a DC scheme. However, the employer should be expected to make sufficient contributions to a DC scheme to give employees the chance to build up a decent pension pot. 
Question 14: To what extent does the regulatory system push risk disproportionately to the employer or disproportionately to the scheme member? If this is a problem, what are the solutions?

49.
Regulatory burdens have been used partly to justify closing DB schemes; therefore the regulatory effect has been to skew the risk away from employers entirely to the employee in DC schemes. However, with the advent of risk sharing schemes such as Career Average, this risk is becoming balanced, and hopefully will allow more employers to retain an element of final salary provision.

Question 15: Will additional flexibility lead to an increase in saving? What would it mean for the balance between long‐term and short‐term saving? What issues might any additional flexibility raise for employees and employers?

50.
We believe that additional flexibility could encourage some people to save who would otherwise not do so. We are, however, concerned that allowing additional flexibility could lead to an undermining of the privileged position of pension savings in the tax system.  

51.
Often the demand for funds for things such as deposits for houses etc comes early in peoples’ careers before significant savings have been built up and the drawdown of these funds, unless they are quickly replenished, will risk a significant reduction in retirement income. 
52.
Before drawdown is allowed, the individual must be made aware of the effect this will have on the value of their pension. This element of flexibility should be subject to a strong regulatory regime.
53.
We believe that the development of other savings vehicles such as ISAs have given people the opportunity to build up a mixture of retirement savings and more accessible savings.  However it is our strong view that pension saving remains the best long term vehicle for most. 
Question 16: Are there additional issues that need to be addressed in the ‘at retirement market’ that have not been addressed so far in the Government’s legislative programme?

54.
We welcome the relaxation in the rules that means that people do not have to purchase an annuity at the age of 75, especially given the very poor returns on annuities. This flexibility, however, is relevant only to a very small number of people with large pension pots and sufficient other sources of income not to have to rely initially on an annuity.  The vast majority of people will be unaffected by this and will still have to take out an annuity at or very soon after retirement.  

Question 17: What impact will the increase in the State Pension Age and the abolition of the default retirement age have on a) employee behaviour and b) employer behaviour?

55.
It is difficult to say what the effect of an increase in the State Pension Age and the abolition of the default retirement age will have on behaviour.  
56.
There is an advantage that a longer working life will allow people to build up larger retirement savings. The job market is, however, difficult for people who are over the age of 65. Despite legislative changes, age discrimination is still a problem and despite improvements to health and longevity, the possibility of not being able to work due to ill health will increase with age, this is especially true of those who work in more physical occupations. However removal of the DRA is very much welcomed.
Question 18: What are the pros and cons of having a long tail of small schemes? Are any new policy initiatives needed? What lessons can be learned from abroad?

Question 19: Are pensions in the UK too expensive to the consumer? Is this perception or reality?

57.
The real question is, can people afford not to save? Will a better long term return be achieved through other forms of savings? However if savings other than a work place pension are chosen, then the individual will lose the employer contribution resulting in much smaller pension pots.

58.
We do believe that charges in the industry are too high and the realisation that significant proportions of a pension pot will be eaten up by charges is a significant disincentive to saving.   
Question 20: Does the current structure of tax relief incentivise the right people? If not, what would a more effective structure look like?

59.
No, people who benefit most from tax relief are the higher rate tax payers, who in general are the ones who will be members of good pension schemes. Restricting tax relief to the basic rate and refocusing that money on better state pension provision would be a move in the right direction.

Question 21: Should pensions be more (or less) tax favoured than other forms of saving?

60.
Notwithstanding our comments on question 20 above, we believe that the tax position of pension savings is a significant incentive to saving and we believe that any pressure to end basic rate tax relief on pensions savings should be resisted vigorously. 

Question 22: Do we have the right balance of risk and regulation in UK pensions and the right regulatory architecture? If not, what policy solution would deliver the right mix? Is there a case for an alternative, principles‐based, approach?

61.
We do not believe that the current regulatory system should be weakened and we believe that there is a need for tighter regulation of some aspects of DB schemes. 

62.
The regulation of DC schemes needs to be more uniform. Trust based DC schemes are regulated by the Pensions Regulator, whereas contract based schemes are regulated by the FSA. Even if this makes little difference, people should be made aware of the regulatory regime for any particular scheme and it should be transparent to the scheme member. This is an area which needs to be addressed. 

Question 23: Does the way in which pensions are currently regulated act as a barrier to employer‐provided pension provision or determine the form of that provision, and to what extent is it a barrier to innovation?

Question 24: What is the optimal form of governance for pension schemes, whether DB or DC?

63.
Members should be involved in the governance of their pension schemes. It is their retirement income at stake. DB schemes are in general run under a Trust and this works well, apart from the preponderance of schemes with a majority of company appointed trustees on their Boards. This needs to be addressed urgently.

64.
For DC schemes, a Trust based governance structure should be the preferred option. Nest is a good example.

65.
Much more needs to be done to represent those in contract based schemes. Every pound paid out in charges is a pound less for their final pension pot. It is impossible, in general for an individual to interact sensibly with a large insurance company. We recommend that the NAPF examine this issue urgently.
Question 25: What are the trends in the role that pensions and savings institutions play in the wider economy? How might this change in the future?

Question 26: What steps need to be taken to meet the Government’s Coalition Agreement commitment to “reinvigorate occupational pensions”?

66.
We welcome the coalition’s decision to press ahead with the automatic enrolment and the establishment of the Nest Corporation. These steps are, however, the bare minimum that need to be taken to try to stave off a future pension’s crisis. We are concerned that rather than reinvigorating occupational pensions, the introduction of a minimum employer contribution of three percent could lead to levelling down as employees who currently contribute more than three percent reduce their contributions. 
67.
Our view is that once the automatic enrolment system is established, the Government ought to begin a process of increasing the minimum employer contribution. 
68.
The Government has an important role to play in preserving the DB schemes in the public sector, albeit with reforms such as a switch to career average benefits. The Government should be pressing the private sector to improve provision rather than taking part in a race to the bottom. 
69.
It also has an important role to play in ensuring greater transparency in the pension system, giving people more confidence in pensions savings through improved regulation.  
� A state pension for the 21st century, April 2011, Cm8053, page 21


� A state pension for the 21st century, April 2011, Cm8053, page16
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