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Foreword
Decisions on pensions are some of the most important of our lives.

Building on the foundation of our reforms to state provision and to financial services,
this Green Paper sets out proposals to simplify occupational and private pensions saving
and make flexible retirement easier. Our aim is to help people choose how they plan
for retirement, how much they save and how long they keep working.

Our immediate priority on coming to office was to tackle pensioner poverty. Measures
we have introduced, including the Pension Credit, mean the average pensioner household
will be £1,150 a year better off in real terms, compared with 1997. 

Today we face fresh challenges. Longer lives are good news, but if people are to get
the retirement income that they want, they must be able to judge whether they need
to save more, work longer, or both. But for too many people pension planning is an
incomprehensible maze.

Employers’ support for pensions also faces pressures of longevity, complex tax rules and
red tape.

This Green Paper sets out a new more flexible approach making it easier for people to save
and easier for employers to contribute. We propose radical simplification of tax rules,
better information about pension choices and a range of options to strengthen protection
for employees.

We want people to be able to choose between simple, quality products, assisted by
trustworthy information tailored to their own circumstances.

We believe pensions saving should be based on partnership, with employees, employers,
pensions providers and government all working together. 

We believe our proposals will renew this partnership, improve saving through the
workplace and enable people to extend their working lives if they choose.

It is important that the impact is independently monitored. So we will establish a pensions
commission to assess trends in occupational and private pensions and long-term saving,
and to advise whether there is a case for moving beyond the current voluntarist approach.
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I look forward to comments on this Green Paper so that the action we take is fully
informed by the views of the public and can deliver simplicity, security and choice
in working and saving for retirement.

Rt Hon Andrew Smith MP
Secretary of State for Work and Pensions
December 2002
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Summary
1. The Government is committed to building a fairer and more inclusive society to which

everyone can contribute, and in which everyone can share in rising national prosperity. 

2. We all want to be able to retire on an income that meets our expectations, and as we live
longer and healthier lives, we need to save more or work longer so that we can make the
most of our retirement. 

Our proposals

3. This consultation builds on the 1998 Green Paper A new contract for welfare: partnership
in pensions enabling future generations of pensioners to prepare for their retirement.
It sets out the Government’s proposals to renew the partnership between the Government,
individuals, employers and the financial services industry which has long been a strength
of the UK pensions system. The new proposals will:

● help people make better informed choices about their retirement;

● reaffirm the role and responsibilities of employers in the pensions partnership,
improving saving through the workplace, and providing greater protection for
members of occupational schemes;

● encourage simple and flexible savings products, broadening access to the financial
services industry; and

● introduce measures to extend working lives.

Reforms since 1997

4. The immediate challenge when this Government came to office was pensioner poverty.
So the Government introduced the Minimum Income Guarantee and above inflation
increases in the basic State Pension. All pensioners are better off as a result.

5. From October 2003, the Pension Credit will build on these changes – guaranteeing a
minimum income and rewarding pensioners who have done what successive Governments
have asked and saved.

6. A key challenge was also to help today’s employees – tomorrow’s pensioners – provide
for their retirement. At the time of the 1998 Green Paper, pensioner incomes for the
better-off had been rising dramatically thanks to the maturing of the State Earnings-
Related Pension Scheme (SERPS) and the growth of occupational pensions. But it was also
clear that some people were not saving or working for long enough, particularly in light
of rising longevity. So, to complement the Government’s reforms to address pensioner
poverty, the 1998 Green Paper also set out reforms directed at tomorrow’s pensioners.
These have now been implemented:
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● we replaced SERPS with the State Second Pension to provide more generous pensions
for those on low and moderate incomes and, for the first time, to give a second
pension to many carers and people with disabilities;

● we introduced stakeholder pensions to provide a good value, simple and flexible
vehicle for saving for retirement; and

● we reformed the regulatory framework for saving, replacing ten regulators with
a single one – the Financial Services Authority (FSA) – enabling consumers to save
with more confidence.

7. All this was built on a stable macro-economic foundation, providing a secure basis for
long-term saving.

The challenges we face

8. To build on these reforms, simplify and broaden access to private pension provision, last
year the Government announced three reviews of pensions and saving.

● A Simpler Way to Better Pensions – An Independent Report, by Alan Pickering,
July 2002, put forward suggestions for simplifying the occupational pensions system.

● Medium and Long-Term Retail Savings in the UK – A Review, by Ron Sandler, July
2002, addressed the market for personal pensions and other personal investments.

● Simplifying the taxation of pensions – increasing choice and flexibility for all, Inland
Revenue, to be published alongside this Green Paper, proposes a new simple system
for taxing pensions.

9. In addition, the report of the Quinquennial Review of the Occupational Pensions
Regulatory Authority is published concurrently with this Green Paper. 

10. These reviews took place against a background of increasing concern over the adequacy
and security of pension provision. Some of these concerns are legitimate but many have
been overstated. Most people are being paid the pension they were promised. Most are
saving for their retirement, either in pensions or in other forms. There has been a 40 per
cent increase in pension contributions since 1997. 

11. The main concerns are: 

● longer life spans mean that people will have longer retirements – if people choose
not to work longer, and do not wish to see a drop in living standards, they will need
to save more;

● at the same time, there are signs of a decline in pension provision by some
employers. While a shift from defined benefit to defined contribution pensions may
not in itself be a cause for concern, the level of employer contributions does matter.
Employee confidence has also suffered due to the action of a few companies, who
have let their employees down when they have become insolvent with an under-
funded pension scheme; 
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● the complexity of products, the cost of financial advice and the legacy of pensions
mis-selling mean that too many people are excluded from the financial services
industry; and

● many people are leaving employment too early.

12. Rising longevity is to be celebrated but it brings important challenges for all developed
countries. Our analysis shows that the UK is better placed than most other developed
countries to adapt to an ageing population. For example, the old-age dependency ratio
is expected to increase by less in the UK than in the EU as a whole, and the employment
rate for older workers has risen significantly following a steady decline during the 1980s
and 1990s.

13. In addition, the level of private funded provision in the UK is high by international
standards and the value of UK pensions assets is similar, relative to Gross Domestic Product
(GDP), to that of the US. By contrast most other European countries have very few or no
private pension funds. 

14. This well-developed private pension provision, together with targeted State support,
means that the UK is better able to cope with these demographic challenges.

15. The projections set out in HM Treasury’s recent report on the long-term sustainability of
public finances shows that public spending on pensions is likely to remain relatively stable
over the next five decades – fluctuating around 5 per cent of GDP, in marked contrast to
other EU countries. 

16. But none of this can be a cause for complacency. There is still much to be done. The
Government’s analysis and reviews have identified clear areas where action is needed to
enable people to control and plan their work and savings to give them the retirement
they want. 

17. This Green Paper sets out the Government’s proposals to address these issues. Once
the reforms are in place, we believe that people will take action to build their income
for retirement.

Informed choice for individuals 

18. The Government provides the foundation of pension income, but in a voluntary system
the amount people should save in addition to the basic State Pension will depend on their
own circumstances and preferences.

19. Assessing levels of under-saving is complex. Some methods used to quantify a ‘savings
gap’ have serious shortcomings. They have failed to take account of alternative ways of
saving and the various choices people may make at different stages of their lives.

20. Current estimates show that up to 3 million people are seriously under-saving for their
retirement – or planning to retire too soon. In addition, a further group of between 5 and
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10 million people may want to consider saving more, working longer, or a combination
of both, depending on their expectations for retirement.

21. The Government believes this reflects the fact that choice is currently frustrated
by complexity and confusing flows of information which do not relate clearly to an
individual’s circumstances, by hard-to-compare products and by expensive advice. 

22. The Government wants to help people make better informed choices about their
retirement and believes that those who seem to be saving too little will save more if:

● there is a simpler framework to help people understand their choices; and 

● individuals are equipped to understand financial choices and receive clear information
tailored to their own circumstances. 

A simpler pensions framework 

23. There are currently eight different tax regimes for pensions and within these regimes
there are different rules concerning the levels of contributions and the levels of benefits.
This proliferation of regimes and rules creates complexity which makes pensions difficult
to understand and explain, constrains people’s choices about when and how to
save, and imposes unnecessary administrative burdens on employers, individuals and
pension providers. To reduce this complexity we will radically simplify the pensions
tax regime.

24. We will introduce a single regime with a lifetime limit on the amount of tax-privileged
pension saving. This will increase individual choice and flexibility, helping to ensure that
people make informed decisions on how, when, and how much to save for retirement.

25. The vast majority of people will be able to save more in a pension than existing rules allow.

Helping individuals to understand financial choices 

26. The Government recognises the value of good information in helping people to make
informed choices, and will continue to work with the FSA to improve basic financial
literacy and make sure that individuals are equipped to understand financial choices. 

27. But the Government also believes that providing tailored information based on an
individual’s circumstances will make the biggest difference and encourage people to save
more. This approach will be developed by:

● increasing the number of people receiving forecasts of their pension income,
by working with employers and scheme providers so that more people with private
savings can receive combined pension forecasts, and begining to issue state pension
forecasts to the self-employed, and to people who are not members of personal or
occupational pension schemes; and

● improving the range of services providing tailored information, by offering an
integrated telephone service and website, and by issuing information at key points in
people’s lives to encourage greater awareness and understanding of savings options. 
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Pensions and the workplace 

28. Employers have a major role to play in the pensions partnership by providing access,
information and contributions to pensions for their employees. The workplace is an
effective place for people to save – administration is more effective and there are generous
government incentives in the form of relief on National Insurance contributions.

29. Employers gain from the important benefits for recruitment, retention and staff motivation
that good pension provision brings. Indeed, many employers contribute generously, and
many give employees the good quality pension information they need to make choices for
their retirement.

30. However, employers have expressed concerns about the burdens of administering pension
schemes. There are also growing anxieties among employees and trade unions over
scheme closures and reductions in pension contributions. Confidence has been
undermined by a number of well-publicised cases where schemes have wound up,
sometimes failing to meet the reasonable expectations of their employees. 

31. The proposals will reaffirm the role and responsibilities of employers in the pensions
partnership and encourage saving in the workplace. 

Making pension provision easier for employers 

32. The Government is determined to make it easier for employers to set up and run good
pension schemes. The complexity in pensions legislation and tax rules will be reduced by: 

● radically simplifying the tax treatment of pensions to reduce the costs of providing
and administering a pension scheme by removing unnecessary burdens and introducing
new, more flexible, rules;

● replacing the Minimum Funding Requirement with scheme-specific regulation
to allow schemes greater flexibility. It will also make the funding position more
transparent for scheme members;

● simplifying the structure of contracted-out benefits and reducing complexity for
both past and future service. This will greatly simplify administration for schemes and
could reduce funding pressures. It will also give schemes greater flexibility in the benefits
they offer their employees and increase transparency for scheme members; and

● consolidating existing pensions legislation and simplifying legislation that relates
directly to scheme administration and governance. We believe that the level of
prescription should be based on the risk to scheme members. We want to give
schemes greater flexibility to design and manage themselves in a more efficient
and effective way that supports the business of the sponsoring employer.

33. Overall, the simplification proposals could save employers £150–200 million a year
in administration.
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Better protection for members

34. However, there is a balance to be struck. The Government is determined to ensure that
reduced regulation and red tape around pensions is married with greater protection for
consumers to give them the confidence they need to join schemes.

35. This is why the Government is proposing a new pensions regulator that will focus on
protecting the benefits of scheme members. The new regulator will operate proactively
to anticipate problems, concentrating its effort on schemes where it assesses that there
is a high risk of fraud, bad governance or maladministration.

36. To reinforce this approach the Government is also looking at proposals to protect members
when problems do arise, such as when employers become insolvent or when there is
insufficient funding in the pension scheme to meet all the pension liabilities. These proposals
would potentially:

● provide members with better protection where schemes are wound-up; 

● make sure that schemes are compensated for the full amount lost as a result
of acts of dishonesty; and

● give employees the right to be consulted on changes to an employer’s pension
scheme to prevent firms changing or closing schemes without dialogue with
employees.

Sharing best practice

37. The Government wants to encourage employers to ensure that their current and potential
employees understand the value of any pension contributions made. We will set up an
employer task force to draw on business experience and innovation in identifying and
promoting good practice. 

Using a good pension to help recruit and retain staff

38. The Government wants more employers and employees to see a good pension as a key
part of a total remuneration package. We want to encourage employee awareness of
pension benefits, so more firms learn about the benefits of pensions to help recruit and
retain the best employees. We set out proposals to:

● encourage employers to adopt best practice in informing employees and
prospective employees of the pensions offered through total benefit statements,
information on pay slips and in recruitment material; and

● help employers to provide information and guidance for employees, through
such initiatives as an FSA approved pension pack for employers to use to
communicate with their employees.

39. The Government is also looking at what can be done to encourage better pension
provision and help employers who do offer a good deal to their employees. For example,
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the proposals will look at whether employers could make joining their pension
scheme a condition of employment for new recruits. 

40. We also want to encourage immediate vesting to ensure that all members enjoy the
benefits of their employer’s contribution as soon as they join the scheme. However,
to avoid this becoming an administrative burden for schemes when a member leaves,
trustees should be able to transfer de minimis amounts to a stakeholder pension
unless the member objects or asks for the rights to be transferred elsewhere. 

41. The Government believes that taken together these proposals will renew the role of
employers in the pension partnership and improve individual choice to save through
the workplace. 

Informed choice in pensions: building trust and
understanding in financial services

42. The financial services industry is a key player along with the Government, employers and
individuals, in the provision of secure incomes in retirement. The industry provides
investment and administrative services to occupational pension schemes provided by
employers. It also provides personal pensions to individuals.

43. The Government’s aim is to ensure that both of these markets work efficiently and
effectively. Since 1997 we have taken action to clear up pensions mis-selling, re-build trust
in the financial services industry and introduce new savings products, including ISAs and
stakeholder pensions – these have opened up opportunities for more people to save. 

44. The Government wants to build on this approach and encourage simple, flexible savings
products to help more people save more for their retirement. 

45. The proposals to achieve this include:

● implementing Ron Sandler’s recommendations to make it easier to save through
simple products and sales processes; to help develop generic advice products; and
to make offering financial advice through the workplace easier;

● introducing value protected and limited period annuities; and 

● ensuring that the regulation of equity release and home reversion plans
protects consumers and allows the market to work effectively.

Extending opportunities for older workers 

46. In planning for retirement, saving is only half of the equation. Enabling people to work a
few years longer can make a huge difference to the income they can expect. This Green
Paper sets out how we will make sure that our employment and pension policies work
together so that there is flexibility in the system to give individuals the choice to extend
their working lives. 
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47. We inherited relatively high inactivity rates amongst the over 50s – something we have
already done much to tackle. But many people who are willing to, and capable of, work
still do not have the opportunities they need. 

48. The Government is determined to tackle these issues and to give more people a greater
range of options to work for longer. We will do more to help over 50s into work and
tackle age discrimination, by:

● providing extra back-to-work help for those aged 50 and over and piloting
measures to help recipients of incapacity benefits return to work;

● treating men and women between 60 and 64 as active labour market
participants, as women’s State Pension age rises towards 65 from 2010; and

● implementing by December 2006 age legislation covering employment and
vocational training, in which compulsory retirement ages are likely to be
unlawful unless employers can show that they are objectively justified.

49. The Government is also determined to do more for those in employment who are
prevented by tax rules from carrying on working. We will consult on proposals to allow
individuals to continue working for the sponsoring employer whilst drawing their
occupational pension, and consult on best practice to ensure that occupational
pension rules do not discourage flexible retirement.

50. For public service schemes, we intend to make an unreduced pension payable
from age 65 rather than age 60, initially for new members.

State Pension age

51. The State Pension age for women is already set to increase from 60 to 65 between 2010
and 2020 to match State Pension age for men. It has been suggested that we should go
further after 2020, increasing the State Pension age for men and women to perhaps 67
or 70. This Green Paper does not propose an increase in the State Pension age. 

52. Raising the State Pension age would impact most heavily on those most dependent on the
State Pension. The first priority is to address the employment rates of those approaching 65. 

53. The Government is also keen to encourage people to work past 65 where they want to,
by developing further the concept of flexible retirement. At present, people who defer
taking their State Pension until after they reach 65 (60 for women until 2010) get an
increase in their pension. We want to improve these incentives.

54. From 2010 people will gain at least 10 per cent for each year they delay drawing their
pension – compared to 7.5 per cent now. To encourage more people to consider later
retirement, we will bring this forward so that people can benefit from it as soon as
possible. We are also looking at the possibility, where people defer taking their pension,
of offering a choice of either increased regular State Pension or a taxable 
lump-sum payment, comparable with the value of the pension increase.
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55. The Government will also work with employers to help them play their part through
encouraging good practice in employing older workers.

Pensions and women

56. The state and private pension systems have together delivered impressive improvements
in the living standards of successive cohorts of pensioners. But the current generation of
female pensioners are over-represented in those groups of pensioners with low incomes.

57. This reflects the historical gender gap in employment rates and pay that women faced
over their working lives, which are partly driven by the different family roles of women and
men. These trends adversely affect occupational pension coverage, and also feed through
from lower pay into lower pensions.

58. The remaining gender gap in employment rates and pay, together with the prevalence of
female part-time work, mean that it has been harder for women than it is for men to build
up adequate National Insurance rights and private pensions. The pension they do accrue
then has to last over a greater number of years in retirement due to the greater life
expectancy of women.

59. We are also supporting women’s labour market position. This includes additional
investment in childcare, the introduction of the National Minimum Wage, and extra
support for families from April 2003 with the introduction of new tax credits and changes
to maternity and paternity provision.

60. We have already taken action to help women build up state pensions despite the various
labour market disadvantages they face. We have also introduced stakeholder pensions
which are designed to suit female employment patterns. Measures suggested in this Green
Paper to promote the labour market participation of older workers will help more women
work later in life, often when childcare responsibilities have ended. 

61. The Government is committed to improving pensions information for everyone but
awareness of pensions issues remains low among women. Proposals in this Green Paper
to promote informed choice, such as individualised pension forecasting, will help. 
But we will also look at the information we provide for women to assess, for
example, the best way of informing people not only of their expected pension position
but of the rules of state and private pensions and the pensions implications of changing
circumstances over the working life.

Ensuring progress

62. Pensions policy has to be for the long-term. If we want people to plan for the future,
stability in the framework of pensions policy is a key component. There are currently
obstacles in the way of an effective voluntary system. The measures outlined in this paper
are designed to address this issue and to make the voluntary system work effectively. 
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63. It is vital that progress is closely and independently monitored. We need good information
so that we can judge whether sufficient progress is being made and that employers, the
financial services industry and individuals are responding to the challenge. But this will
require all partners fully to play their part. 

64. We will be establishing an independent pensions commission to report regularly to
the Secretary of State for Work and Pensions on how effectively the current voluntarist
approach is developing.

65. In view of concerns about the quality of information available to policy-makers,
the commission’s first task will be to look at this area and make recommendations 
to the Government. 

Conclusion 

66. These proposals for better information, simpler pensions, simplified tax treatment, better
protection and more flexible retirement are designed to enable people to make their own
choices for retirement. They build on the foundation of the State Pension.

67. The proposals are consultative. We look forward to comments from the public, employers,
trade unions and the financial services industry so that future policy rebuilds and strengthens
the contribution that the pensions partnership makes to security in retirement.
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Chapter 1: Introduction
1. This Green Paper sets out the Government’s proposals to renew the partnership between

government, individuals, employers and the financial services industry that has long been
a strength of the pension system in the UK. The aim of these proposals is to enable future
generations of pensioners to plan more effectively for their retirement. They will help
people to make better-informed choices. They recognise the important role that employers
play within this partnership and reaffirm their responsibilities; and they help to increase the
availability of simple and flexible savings products. In these ways, this Green Paper builds
on the 1998 Green Paper, A new contract for welfare: partnership in pensions1. And it is
complemented by the parallel radical simplification of the tax system for pensions set out
in Simplifying the taxation of pensions2.

2. The immediate challenge when this Government came to office was pensioner poverty.
The Government therefore introduced the Minimum Income Guarantee, the Pension
Credit and above inflation increases in the basic State Pension. All pensioners are better
off as a result.

3. A key challenge was also to help today’s employees – tomorrow’s pensioners – provide
for their retirement. At the time of the 1998 Green Paper, the incomes of better-off
pensioners had been rising dramatically due to the maturing of the State Earnings-Related
Pension Scheme (SERPS) and the growth of occupational pensions. But it was also clear
that some people were not saving enough or working long enough, particularly in light
of rising longevity. So, to complement the Government’s reforms to tackle pensioner
poverty, the 1998 Green Paper also set out reforms, now implemented, directed at
tomorrow’s pensioners.

● We replaced SERPS with the new State Second Pension from April 2002 to provide
more generous pensions for those on low and moderate incomes, many carers and
people with disabilities.

● We introduced stakeholder pensions to provide a secure, simple and flexible vehicle
for saving for retirement.

● We tackled pensions mis-selling and reformed the regulatory framework for saving,
replacing ten regulators with one, the Financial Services Authority (FSA), enabling
consumers to save with more confidence.

4. All this was built on a stable macro-economic foundation, providing a secure basis for
long-term saving.

1 Department of Social Security, December 1998.
2 Simplifying the taxation of pensions, HM Treasury and Inland Revenue, December 2002.
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5. To build on these reforms, simplify and broaden access to private pension provision, the
Government announced three reviews of pensions and saving in 2001.

● A simpler way to better pensions – An independent report by Alan Pickering,
July 2002.

● Medium and Long-Term Retail Savings in the UK – A Review, Ron Sandler, July 2002.

● Simplifying the taxation of pensions, Inland Revenue, a review of the tax rules for
pensions.

6. In addition, the report of the Quinquennial Review of the Occupational Pensions
Regulatory Authority was published concurrently with this Green Paper.

7. These reviews took place against a background of increasing concern over the adequacy
and security of pension provision. Some of these concerns are legitimate, but many have
been overstated. Most people are being paid the pensions they were promised. Most are
saving for their retirement, either in pensions or in other forms. There has been a 40 per
cent increase in pension contributions since 19973.

8. There are four main concerns.

● Longer life spans mean many people will have longer periods of retirement. If people
choose not to work longer, and do not wish to see a drop in living standards, they
will need to save more.

● At the same time, there are signs of a decline in pension provision by some
employers. While a shift from defined benefit to defined contribution pensions may
not in itself be a cause for concern, where such a shift is accompanied by a reduction
in employer contributions, then it poses more serious problems. In a few cases,
employees have seen dramatic reductions in their pension entitlements when their
companies became insolvent.

● The complexity of products, the cost of financial advice and the legacy of pensions
mis-selling mean that too many people are excluded from the financial services
industry.

● Many older people are leaving employment unnecessarily early. 

9. Plainly, rising longevity is welcome but it brings important challenges for all developed
countries. In this Green Paper, we assess the scale of these concerns. Although not a cause
for complacency, it is clear from this analysis that the UK is better placed than most other
developed countries to adapt to an ageing population.

10. The Sandler and Pickering reviews have now reported and the Government’s proposals
flowing from the Inland Revenue review were published alongside this Green Paper.
They re-affirm the Government’s belief in the potential of the voluntarist approach.

3 Office for National Statistics, data deflated by Retail Price Index.
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They show how, with all partners playing their part, the voluntarist approach can work
to the maximum effect.

11. This Green Paper sets out: 

● an assessment of the challenges we face and the progress we have made so far
(Chapter 2);

● our proposals for helping people make informed choices (Chapter 3); 

● measures for improving planning and saving for retirement in the workplace
(Chapter 4);

● further proposals for providing simple and flexible products (Chapter 5);

● measures to address the cliff-edge of retirement (Chapter 6); and

● the particular challenges women face in accumulating sufficient pension income
(Chapter 7).

12. Simplifying the taxation of pensions, published alongside this Green Paper, sets out
proposals for transforming pensions tax rules to increase individual choice and flexibility,
and reduce administrative burdens on employers and pension providers alike. 

13. These are all tasks that need to be addressed by the pensions partnership. This partnership
has worked well in the past but needs to be renewed.

● The Government now provides a stable foundation of support for pensioners, and
will continue to develop a framework that helps people to save more and to work
longer if they so choose.

● Individuals need to decide how much income they want in retirement above the state
foundation and plan their working lives and saving to match this, in partnership with
their employers.

● Employers should play a key role as providers of and contributors to occupational
pension schemes and as sources of information about pensions options.

● The financial services industry should facilitate these choices by developing a simpler,
more transparent market in which trusted and trustworthy providers sell simple,
good value products to increasing numbers of informed consumers.
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Chapter 2: The context

2.1 The demographic context 

1. People can look forward to a longer retirement than ever before. The average number of
years spent in retirement has increased significantly: in 1960, a man aged 65 could expect
to live for another 12 years. Today, he could expect to live for another 16 years, and by
2050 it is projected that this figure will increase to around 19 years. Similar increases apply
to women. 

2. Figure 2.1 shows past, current and expected future life expectancy at age 65 for men
and women1 in the UK. As we will see later in this chapter, widespread early retirement
means that the average number of years spent in retirement is higher than suggested
by Figure 2.1. The picture is similar across developed countries.

Chapter summary

All developed countries face the challenges posed by an ageing population. The UK is
better placed than most, but there is no room for complacency. As more people look
forward to longer and healthier lives, it is all the more important that they plan their
work and saving patterns so that they can attain their desired standard of living
in retirement.

Today’s pensioners are now much better off in real terms than they were five years
ago. From October 2003, as a result of measures introduced by this Government, the
poorest third of pensioners will be £1,500 better off a year in real terms than they
were in 1997. The Government has also taken steps to increase saving for retirement
among those of working age, by introducing the State Second Pension and
stakeholder pensions and by helping people to work longer. 

Any assessment of the adequacy of current saving for retirement is complex. It is
impossible to make definitive statements on this issue. But our estimates suggest
that there are likely to be around 3 million people who are seriously under-providing
for their retirement. Depending on their expectations and circumstances, a further
group of between 5 and 10 million people may wish to consider saving more or
working longer.

The successful development of the voluntarist approach to pension saving requires
a renewal of the partnership between the Government, individuals, employers and
the financial services industry.

This Green Paper outlines what each of these partners need to do to ensure the
continued success of pensions and how the Government can help them to meet
their responsibilities. 

1 State Pension age for women is currently 60 but will increase to 65 by 2020.
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Figure 2.1: Life expectancy at age 65

Year Men Women

1928 11.5 13.3
1960 12.1 15.3
2002 16.0 19.0
2025 18.3 21.1
2050 19.0 21.7

Source: Government Actuary’s Department (GAD), 2002.

3. Rising longevity, welcome as it is, underlies many of the long-term challenges to pension
provision. People need to fund longer periods of retirement than ever before. Increasing
longevity, coupled with the effects of lower birth rates, means that countries across the
developed world are faced with ageing populations. 

International comparison of the scale of demographic change

4. The ageing of the population is less marked in the UK compared to Japan and most EU
countries. Over the next 50 years, EU countries as a whole are expected to see almost a
doubling in the old-age dependency ratio (people aged 65 and over as a percentage of
those aged 15 to 64) to nearly 55 per cent. Japan is likely to experience an even greater
increase. By contrast, the old-age dependency ratio in the UK will rise by a relatively
moderate 15 percentage points to almost 40 per cent between now and 2050.

Figure 2.2: Population aged 65 and over as a percentage of those aged
15 to 64, in selected developed countries

1975 2000 2025 2050

France 21.5 24.5 36.2 46.7
Germany 23.3 24.1 39.0 54.7
Italy 18.9 26.7 40.6 68.1
The Netherlands 16.9 20.1 34.3 45.0
Spain 16.1 24.8 36.1 73.8
Sweden 23.5 27.1 41.5 54.5
UK 22.6* 24.4 32.8 39.2

Weighted average of EU Member States 20.7 24.5 37.1 54.7

Australia 13.6 18.2 29.2 37.5
Canada 12.9 18.5 32.6 40.9
Japan 11.6 25.2 49.0 71.3
US 16.3 18.6 29.3 34.9

Sources: World Population Ageing 1950–2050, United Nations, 2001. The UK figures are updated based

on GAD historical data and 2001-based interim principal population projections.
* Figures for 1976.
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Early retirement

5. The trend towards rising life expectancy is compounded by a tendency towards early
retirement across the industrialised world. Figure 2.3 shows that, in a range of
Organisation for Economic Co-operation and Development (OECD) countries, on average,
people currently tend to retire before age 65 (the State Pension age for men in the UK).

Figure 2.3: Average age of withdrawal from the labour force in selected 
OECD countries in 1999

Year Men Women

Canada 62.4 60.8
Germany 60.3 60.1
Italy 58.8 57.9
Japan 68.5 64.7
The Netherlands 60.4 59.8
Sweden 63.7 62.7
UK 62.6 60.4
US 64.6 63.4

Average 62.3 61.1

Source: Ageing and Income, OECD, 1999 (1998 data for Germany and the Netherlands).

Note: Figures refer to median age of withdrawal.

6. In the UK, employment rates for men and women start to decline quite sharply after age
55. This is shown in Figure 2.4. By State Pension age (currently 60 for women and 65 for
men) around two-thirds of men and half of women have left the labour market. In total,
a third of people between 50 and State Pension age – almost 3 million people – are
outside the labour market.

Figure 2.4: Employment rates of older workers by age in 2002 (UK)

Source: Labour Force Survey, 2002.
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2.2 How are countries responding to the demographic
challenges? 

7. Increasing life expectancy and the trend towards earlier retirement mean that societies
need to fund longer periods of retirement than ever before. As people look forward to
longer and healthier lives, it is all the more important that they plan their work and saving
patterns so that they can attain their desired standard of living in retirement. These
demographic pressures are already being felt in countries with large unfunded state
pay-as-you-go pension systems, in which the current working-age population pays for
the pensions of current pensioners. 

8. The level of privately-funded pension provision in the UK is high by international
standards. Figure 2.5 compares pension funds as a proportion of Gross Domestic Product
(GDP) in a range of OECD countries. It shows that the value of UK pensions assets is
similar, relative to GDP, to that in the US – well over 75 per cent. Most other EU countries
have little or no private pension provision. The Netherlands is a notable exception. 

Figure 2.5: Financial assets of pension funds as a percentage of GDP

Source: Institutional Investors Statistical Yearbook, OECD, 2001.

Note: Figures refer to 1999.

9. On the assumption of unchanged policies, public spending on pensions in the EU is projected
to increase substantially from around 10 per cent to around 13 per cent of GDP. This raises
questions about the long-term fiscal sustainability of their pensions arrangements.
Reducing the long-term costs of pensions will be a key challenge in many EU Member
States in the next few years. 

10. By contrast, the relatively high level of privately-funded pension provision places the UK
in a much better fiscal position to face the demographic challenges. Annex 3 contains
projections of state spending on pensions. These projections show this spending, as
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a proportion of GDP, continuing at broadly its current level of around 5 per cent in
future years. 

2.3 The UK pensions system – a partnership approach

11. The UK is much better placed to meet the demographic challenges because of its system
of targeted state support coupled with a well-developed, funded private pensions system.
This system provides individuals with greater choice and flexibility over how much to save
and the timing of their retirement. The continued success of the UK approach to pension
provision relies on the renewal of the partnership between the Government, individuals
and employers, underpinned by a competitive and accessible financial services industry.

12. The Government wants to ensure that no pensioner lives in poverty, while providing a clear
and stable framework so people can plan for their future, and ensuring the system
remains affordable. To achieve this, the Government’s role is to:

● provide a minimum income for less well-off pensioners;

● provide a stable and coherent foundation of state support for all pensioners; 

● encourage and support individuals and employers to make private provision for
retirement; 

● oversee an efficient, effective and transparent private pensions market, where
consumers are adequately protected and informed of the choices available to them,
and complexity is kept to a minimum;

● remove barriers that working people may face if they wish to work in later life; and

● enable those older individuals who are out of work to find employment.

13. Above the foundation of support provided by the State, individuals, where possible
supported by their employers, are responsible for deciding the level of income on which
they wish to retire. They need to choose the appropriate combination of saving and
working to achieve this, making use of the choices offered to them by the Government,
employers and the financial services industry. 

2.4 Reforms to state support since 1997

14. The Government’s immediate priority in 1997 was to tackle poverty among today’s
pensioners. While average pensioner incomes had risen over the previous few decades,
improvements in incomes had not been evenly distributed. Real median incomes of the
poorest fifth of pensioner couples grew by 34 per cent between 1979 and 1996/97,
compared with over 80 per cent for the richest fifth. The poorest single pensioners
in 1997/98 had to live on incomes as low as £68.80 a week.
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The Minimum Income Guarantee

15. The Government reformed Income Support for pensioners by introducing the Minimum
Income Guarantee (MIG). This reform included an increase in the amount available to
pensioners and a relaxation of the capital rules, ensuring that fewer pensioners saw their
entitlement reduced by their savings. From April 2003, no single pensioner need live on
less than £102.10 a week and no couple on less than £155.80 a week. These are real
increases of over a third since 1997 for the poorest pensioners. The Government will
continue to increase the MIG in line with average earnings for the rest of this Parliament,
benefiting over 2 million pensioners.

The Pension Credit

16. The introduction of the Pension Credit from October 2003 will build on the success of the
MIG. The Government believes that the efforts pensioners have made to provide for
themselves should be rewarded by the system of state support. Like the MIG, the Pension
Credit will bring pensioners’ incomes up to a guaranteed minimum entitlement. It will then
give extra support to those with modest incomes over and above the basic State Pension. 

17. At an additional cost of £2 billion in the first full year, the Pension Credit will entitle nearly
half of all pensioner households to an average of £400 more a year. Through the Pension
Credit, we are abolishing the intrusive weekly means test and rules which exclude
pensioners with savings of more than £12,000 from government support. The Pension
Credit will ensure that pensioners benefit from their thrift and effort in providing for
their retirement. The new Pension Service, part of the Department for Work and Pensions,
will deliver this fundamental reform, providing a modern, dedicated service to improve
take-up of pensioner entitlements. This will be responsive to the needs of individuals,
such as black and minority ethnic pensioners, who might face extra barriers to claiming
their entitlements.
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Providing more support for all pensioners

18. In addition to extra help for the poorest pensioners, the Government is committed to
providing support for all pensioners throughout retirement. The basic State Pension will
continue to be the foundation for income in retirement. From April 2003, the full basic
State Pension will increase to £77.45 a week for single pensioners – an increase of 7 per
cent in real terms since 1997. For future years, the Government has announced that it
will increase the basic State Pension by at least 2.5 per cent a year, even if the Retail Price
Index (RPI) is below this. 

19. The Government has introduced various other payments to meet the particular needs of
pensioners, helping them regardless of their income. These include Winter Fuel Payments –
at £200 for the remainder of this Parliament – and free TV licences for households with
someone aged 75 or over. Many pensioners will also benefit from the increase in
age-related personal tax allowances, which will ensure that no pensioner over the age of
65 will pay tax on income of less than £127 a week from April 2003. The allowances will
be raised at least in line with earnings, rather than prices, for the rest of this Parliament. 

Supporting today’s black and minority ethnic pensioners

Black and minority ethnic groups are over-represented among Britain’s poorest
pensioners. 

The Department for Work and Pensions produces comprehensive guidance for
staff on providing a service for black and minority ethnic pensioners. This includes
guidance on cultural awareness, ethnic naming systems, and partnership
organisations that work with black and minority ethnic communities. The Department
also provides information in a range of languages and holds its annual Ethnic
Minority forum at which issues affecting black and minority ethnic pensioners
are discussed. But there is more to be done.

The new Pension Service faces a particular challenge in the delivery of services to
black and minority ethnic pensioners. Perceptions of state entitlements are strongly
influenced by cultural and religious factors and negative perceptions have led to
non-claiming, under-claiming and delayed claiming. The Pension Service is
determined to rise to this challenge.

The Partnerships Against Poverty initiative was established in 2001 to enable
organisations with a shared aim of reducing poverty and tackling social exclusion
among pensioners to work together. A sub-group of this forum focuses on black and
minority ethnic pensioner groups. One of the first tasks of the group was to
commission research into the particular barriers faced by black and minority ethnic
elder communities. This research will help inform the provision of services to black
and minority ethnic pensioners. The report is due to be published in summer 2003.
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Increasing pensioners’ incomes

20. Together, these measures offer considerable extra financial support for all pensioners while
channelling most additional help to households with lower incomes or extra needs. As a
result of measures introduced since 1997, the Government is spending around £6 billion
extra in real terms on pensioners in 2002/03. The poorest third of pensioners will receive
an additional £2.5 billion – three times more than an earnings link in the basic State
Pension would have provided. Chapter 7 sets out the particular challenges faced by
female pensioners and how these measures have helped to address them.

21. Figure 2.6 shows the distributional impact, in 2003/04 prices, of the Government’s
pensioner policies. From October 2003, pensioner households will be over £1,150 a year
better off on average in real terms than in 1997 – around £22.50 extra a week – as a
result of the reforms introduced by this Government. The poorest third of pensioner
households will have gained over £1,500 a year in real terms, helping poorer households
catch up with the rest of the population.

Figure 2.6: Overall gains for pensioner households from Government pensions
policy since 1997

Source: Department for Work and Pensions’ simulations based on 2001/02 Family Resources Survey,

projected forward to 2003/04.
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2.5 Planning for retirement in the future

22. In addition to tackling pensioner poverty and providing a solid foundation for retirement
income through the basic State Pension, the Government also sets the framework for
individuals to make their own retirement provision. In the UK, the majority of working-age
individuals are compelled to contribute towards their State Pension through the National
Insurance system. Contributions entitle individuals to the basic State Pension and, in many
cases, to the State Second Pension.

23. In 1998, the Government’s Green Paper, A new contract for welfare: partnership in
pensions, set out major reforms to broaden the pensions partnership, building on the
existing elements of compulsion and voluntarism.

The State Second Pension

24. The Government reformed the State’s second-tier provision, the State Earnings-Related
Pension Scheme (SERPS), to give extra help to the low paid and those with caring
responsibilities. The State Second Pension was introduced in April 2002. It provides
employees with a pension in addition to the flat-rate basic State Pension, based on the
level of their earnings throughout their working lives. 

25. The State Second Pension boosts the pension rights of low and moderate earners and
brings in groups of non-workers for the first time. Under the State Second Pension,
around 4.5 million low earners2 will build up an additional State Pension worth at least
twice as much as that which SERPS would have provided. Around 2 million people with
substantial caring responsibilities – including those caring for children below school age –
and an additional 2 million people who become ill after a period of work will, for the first
time, build up the same substantial rights as low earners.

26. People wishing to contract out of the State Second Pension can do so. For members of
contracted-out defined benefit schemes, the occupational pension replaces the pension
they would earn in the state second-tier pension, and in return for this they pay lower
National Insurance contributions. For those contracted out through an appropriate
personal or stakeholder pension, full-rate National Insurance contributions are payable
but the State then makes a contribution directly into the individual’s private pension.

27. The 1998 Green Paper envisaged a second stage of reform for the State Second Pension,
moving towards a flat-rate State Second Pension. It recognised that it would be prudent
to take time to evaluate the impact of the new pensions framework, and to consider the
public cost and impact on savers before going ahead with such a reform. It is clear that
the Government would need to ensure that it was able to make those affected aware of
the change, because if a person did not act they could lose out. The Government will keep
the position under review, taking account also of progress on stakeholder pensions and
the wider developments in pensions and savings as set out elsewhere in this Green Paper.

2 People earning between £3,900 and £10,800, 2002/03.
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28. Some have suggested more fundamental changes in this area, such as the complete
abolition of contracting out, primarily on the grounds of its complexity. Under this
proposal, there would no longer be a National Insurance rebate, removing around
£11 billion a year from private pension funds.

29. Such a reduction in funding to pension schemes would be likely to lead to lower private
pensions. It would mean an increase in National Insurance contributions for those
contracted out into defined benefit schemes (because they currently pay a lower rate
of National Insurance contributions) and it would directly reduce private pensions for those
in defined contribution schemes. For these reasons, the Government is not attracted to the
abolition of contracting out. The Government is, however, committed to simplifying the
arrangements. Details of the Government’s simplification proposals can be found in
Chapter 4.

Stakeholder pensions

30. Personal pensions provide a retirement savings option for those who do not belong
to occupational pension schemes, including the self-employed. They can be expensive,
however, with high charges up front that deter people who may not be able to make
substantial contributions or sustain them for a long time. 

31. The Government responded to these issues in the 1998 Green Paper by announcing
legislation for a low-charge, simple new product. Stakeholder pensions were introduced
in April 2001 and are now available through the workplace to the majority of those
employees who currently do not have access to an employer-sponsored pension
and to the self-employed and non-earners.

32. Stakeholder pension charges are transparent and low, with a cap of 1 per cent of the
fund. This allows individuals to contribute intermittently, if they cannot maintain regular
contributions, without fear that the bulk of their contributions will be lost in charges.
More than one million people have taken up stakeholder pensions so far. Stakeholder
pensions are discussed further in Chapter 5.

The state structure in the longer term

33. Some argue that the state structure should be reformed to make support less targeted in
favour of a single payment to all pensioners. The Government could not provide such a
pension system without substantially reducing the support for poorer pensioners or greatly
increasing state spending (which would mean higher taxes or undermine the long-term
sustainability of the public finances).

34. For example, if all our spending on the MIG were re-directed into the basic State Pension,
maximum basic entitlement would only increase from £75.50 to £85.50 a week. Even this
increase would be possible only on the generous assumption that consequent savings from
other benefits were channelled back into the basic State Pension. Given that from April
2003 the MIG will stand at £102.10 a week, this policy would mean imposing big cuts
on the incomes of the poorest pensioners. 
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35. Even with such a dramatic reform, Housing Benefit and Council Tax Benefit would have
to continue to be paid if extreme hardship were not to be imposed on the poorest.
Thus many pensioners would continue to depend on income-related benefits. 

36. Others argue that additional resources should simply be spent on a universal payment to
older pensioners. It is true that older pensioners tend to be poorer on average. However,
inequality is far more pronounced across the whole pensioner population than between
pensioners of different ages. For example, the median net income of the richest fifth of
pensioner couples is around four times that of the poorest fifth. Recently retired pensioner
couples3, on the other hand, have incomes around 25 per cent higher than couples aged
75 and over. The poorest third of pensioners will gain on average twice as much from the
Pension Credit than if the equivalent amount were spent on a higher basic State Pension
for those aged 75 and over.

37. The Government’s approach strikes a careful balance between providing a solid foundation
of support for all pensioners while targeting support at those who need it most.

38. Others have argued for an increase in the age (perhaps to 70) at which people can first
claim their State Pension, for example to fund a more generous flat-rate State Pension.
This issue is discussed more fully in Chapter 6. The Government does not propose to
increase State Pension age but, in moving to a more flexible view of retirement, we do
want to ensure that people are rewarded through the state system if they choose to work
beyond this point. 

39. Some commentators have also argued that we should introduce compulsory private pension
saving on top of the existing compulsion in the National Insurance system. In Australia,
for example, employers are required to contribute a set proportion (9 per cent) of their
employees’ salary to a private pension. Mandatory employer contributions in Australia were
introduced at the expense of wage increases as part of a collective bargaining process.
We believe it is preferable to build on the UK’s voluntary partnership. The successful
development of the voluntarist approach does, however, require all the partners –
individuals, employers and the financial services industry, as well as the Government –
to play their full part in the process.

Improving the activity rates of older workers

40. The Government has also taken steps to increase the employment rates of older workers.
We have introduced the New Deal 50 plus, Work-Based Learning for Adults and
Jobcentre Plus, and provided extra resources to help people return to work in areas
of high unemployment. 

41. Alongside the measures to help people find work, the Government has improved the
financial attractiveness of work through the Working Tax Credit. This builds on the success
of Working Families’ Tax Credit and Disabled Person’s Tax Credit. The Government is also
working with employers to tackle age discrimination. Since 1997, the employment rate for
those aged between 50 and State Pension age has increased from just over 64 per cent to
68 per cent. Progress made, and further measures to encourage older people to find and
remain in work, are discussed in Chapter 6.

3 Within five years of State Pension age.



Simplicity, security and choice: 
Working and saving for retirement

26

2.6 Provision for retirement by future pensioners

Overall saving levels

42. The Government provides the foundation of support for retirement income through the basic
State Pension and the State Second Pension. The amount that individuals should save in
addition will depend on their circumstances and preferences. There has been some discussion
as to whether, in light of the demographic trends highlighted earlier, today’s workers are
working for long enough or saving enough to ensure sufficient income in retirement. 

43. Concerns about whether overall levels of current saving are sufficient have focused on two
aggregate measures of savings behaviour. The first is the aggregate household saving ratio
– broadly the ratio of household saving to household income. The relatively low level of
this ratio since 1997 has been interpreted by some as evidence of households not saving
enough to ensure a comfortable retirement. However, this interpretation is open to doubt.

● Movements in the saving ratio tend to be highly cyclical. A high saving ratio is
often associated with economic weakness – households retrenching in the face
of uncertainty about factors such as employment prospects and inflation. On the
other hand, a low saving ratio may reflect greater economic stability and consumer
confidence, reducing the need for households to save for precautionary purposes.

● When considering retirement, a much more relevant measure is the trend in
long-term saving. Economic stability since 1997 has provided an environment
conducive to longer-term saving. Overall contributions to pension funds increased
by nearly 40 per cent in real terms between 1997 and 2001 (the latest full year)4.

44. The second focus of concern about overall saving relates to a quantifiable ‘savings gap’
representing the difference between aggregate levels of actual and desired savings. This
type of analysis has been used to suggest that there is a large discrepancy between what
the UK as a society is currently saving and what it will need to save to ensure against a
substantial fall in income during retirement. Such aggregate ‘snapshot’ measures suffer
from serious shortcomings that call into question their usefulness as a guide for policy-
making because: 

● individuals’ preferences concerning incomes in retirement may vary. For example,
many individuals find that their living costs are lower in later life as they may no
longer face the costs of raising children or paying off a mortgage;

● patterns of consumption and saving will also vary over an individual’s lifetime, based
on changing commitments, circumstances and expectations; and

● an exclusive focus on the level of individual pension savings ignores the wider range
of assets that individuals may use to generate income for retirement, and the
pensions and other assets that individuals might share with a partner. 

4 Office for National Statistics (ONS) data, deflated by RPI. Note that the ONS has conducted a review of aggregate
contributions data. This has led to 30 recommendations to improve data in this area. There is a working group with
representatives in government and outside considering how best to implement these recommendations. As a result,
better data on total contributions will become available over time.
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Individual patterns of working and saving

45. Recognising these complexities, and in order to inform policy-making, we have looked at
disaggregated data such as household surveys to try to estimate the number of individuals
who may be under-saving. This methodology looks beyond a ‘snapshot’ of current
employment and savings behaviour to projected levels of working and saving over a
person’s lifetime. It also takes into account forms of retirement provision other than
pensions, as well as the assets of partners.

46. Annex 4 sets out the issues and methodology in detail but the main conclusions are
summarised in this chapter.

What income might individuals want in retirement?

47. In planning for their retirement, most people will compare their projected living standard
in retirement to that enjoyed during their working life. The ratio of retirement income to
income when in work is called the replacement rate.

48. Current pensioners have, on average, an income that is equal to around two-thirds of
the average earnings of working-age people just before retirement. This suggests that
their own replacement rates in retirement might be close to around two-thirds of their
own earnings. 

49. This rate is high by historical standards. Pensioners’ incomes have outstripped average
earnings consistently over the past 20 years due to growth in the coverage of private
(especially occupational) pensions, the maturing of SERPS and strong returns on
investments. Twenty years ago, the replacement rate was lower – around 60 per cent.

Levels of support provided by the State

50. The Government has no specific objective on earnings replacement. The state system,
through the MIG and the Pension Credit, guarantees a level of income rather than a
specific replacement rate. It is the responsibility of individuals, where possible supported
by their employers, to determine the level of income in retirement they want over and
above that provided by the state system. But in order to assess the potential scale of
under-saving, two benchmarks have been considered: two-thirds of earnings (close to the
replacement rates of current pensioners); and half of earnings.

51. The Government’s strategy is to focus resources on those pensioners who need them the
most. As a result, for those on the lowest incomes, the foundation of support provided
by the State will take them close to or beyond these benchmark levels. As illustrated in
Figure 2.7, for those with low lifetime incomes, replacement rates provided by the
State on retirement are more than 100 per cent.
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Figure 2.7: Retirement income from the State in 2050 as a percentage 
of weekly average earnings

Source: Department for Work and Pensions calculations.

Private provision needed to ensure adequacy

52. However, those on incomes of more than around £11,000 a year (£300 a week) need
to make some private provision if they wish to ensure that their retirement income falls
within the half to two-thirds range. Given their state income, Figure 2.8 below estimates
the weekly contributions individuals and their employers would need to make to achieve
either half or two-thirds of final earnings in retirement. These are shown for a 2050 retiree
who starts saving 35 years before retirement. The contribution rates need to increase with
the individual’s earnings.

Figure 2.8: Savings rates required to retire on half and two-thirds of final
salary in 2050, taking account of both state and private income

Gross replacement rate Gross weekly earnings over working life

£300 £400 £500 £600

Half Savings amount £5 £30 £55 £70
Savings rate 1% 7% 11% 12%

Two-thirds Savings amount £30 £60 £85 £110
Savings rate 10% 15% 17% 18%

Source: Department for Work and Pensions’ calculations.

Note: Savings amounts have been rounded to the nearest £5.
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53. Someone earning £300 a week would need a total contribution of around 10 per cent
of earnings to achieve a two-thirds replacement rate, and someone earning £400 a
week would need to put in 15 per cent. For most people saving in a private pension,
part of the total contribution will be made by the employer. 

54. These figures are illustrative only. If the individuals above chose to work and save for
longer, then the contribution levels required to generate the chosen target levels of
income in retirement would be lower.

Lifetime saving patterns

55. There are currently around 25.6 million people of working age in work. Of these,
22.7 million are employees and around 3 million are self-employed. Many people
not making private pension contributions at a particular point in time will have saved
in the past. Over time, people move in and out of private pension saving and between
different types of pension products. For example, when people were surveyed over
a nine-year period, almost 9 out of 10 of those earning more than £10,000 a year
had saved in a pension for at least four of those years. Those not saving at all or only
occasionally tend to be younger (and therefore will probably go on to save more in the
future), at the lower end of the earnings range (and therefore likely to be adequately
covered by state provision), or in less secure jobs.

Non-pension saving

56. In assessing whether people might be saving ‘enough’ for retirement, it is important not
only to look at savings patterns over the lifetime but also to recognise that people have
other assets apart from pensions, some of which may be used in retirement. 

57. Although people with good private pension provision also tend to hold more than the
average in terms of other assets, non-pension wealth can be important for other groups,
too. Around 20 per cent of employees (and around 30 per cent of the self-employed)
have liquid financial assets of more than £10,000. 

58. The level of liquid financial wealth among households is usually much lower than their
housing wealth. Of employees not contributing to a private pension, 17 per cent own
their own home outright, while the equivalent proportion of self-employed is around
30 per cent. A further half of employees and the self-employed have a mortgage –
and are therefore likely to own their home by retirement5. This reduces housing-related
spending in retirement.

59. Few people will want to use all or even most of their housing ‘equity’ to boost their
retirement incomes. But given that many people move to smaller properties when they
retire, ‘trading down’ or equity release – discussed in more detail in Chapter 5 – are
possible means of supplementing income in retirement.

5 Family Resources Survey, 2001/02.
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Partners

60. Some households may choose to have one person saving in a pension on behalf of a
couple. Around half of those with little or no private pension saving have a partner who
is saving. Once account is taken of partners, fewer households are likely to be seriously
under-saving. However, many partnerships do not survive until retirement and therefore
individual retirement saving is more secure than relying on joint savings.

An overall assessment of ‘under-provision’

61. As explained more fully in Annex 4, we have taken account of the various factors
affecting retirement saving – earnings, private pension saving over time, partnerships and
other assets – and have estimated lifetime saving of moderate and higher earners. Our
estimates suggest that there are likely to be around 3 million people who over time are
seriously under-providing for their retirement – that is, their income in retirement is likely
to be less than half that during their working life. 

62. Depending on their expectations of retirement and their circumstances, a larger group
of perhaps 5 to 10 million people may also want to consider saving more or working
longer. This group have replacement rates at the lower end of the benchmark range set
out in Figure 2.8. If they increase their savings rates by around 1 per cent to 2 per cent,
and this is matched by their employers, many would move towards the upper end of
the range.

Why are people not saving or working long enough?

63. The barriers to saving more or retiring later are discussed in detail in Chapters 3 and 6
respectively. The rest of the Green Paper sets out how individuals, employers and the
financial services industry, working in partnership with the Government, can overcome
those barriers and help people to plan more effectively for their retirement. 

2.7 Ensuring progress

64. Pensions policy has to be for the long term. If we want people to plan for the future,
stability in the framework of pensions policy is a key component. There are currently
obstacles in the way of an effective voluntary system. The measures outlined in this Green
Paper are designed to address this issue and to make the voluntary system work effectively. 

65. It is vital that progress is closely and independently monitored. We need good information
so that we can judge whether sufficient progress is being made and whether employers,
the financial services industry and individuals are responding to the challenge. But this will
require all partners to play their full part. 

66. We will be establishing an independent pensions commission to report regularly
to the Secretary of State for Work and Pensions on how effectively the current
voluntarist approach is developing.
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67. In view of concerns about the quality of information available to policy-makers, the
commission’s first task will be to look at this area and make recommendations to
the Government.

68. The terms of reference of the commission will be: 

To keep under review the regime for UK private pensions and long-term savings,
taking into account the proposals in the Green Paper, assessing the information
needed to monitor progress and looking in particular at current and projected
trends in: 

● the level of occupational pension provision:
– trends in employer and employee contributions;
– trends in coverage of occupational pensions;

● the level of personal pension savings, including:
– take-up of stakeholder and personal pensions;
– contributions to stakeholder and personal pensions; and

● the level of other saving:
– financial assets, for example Individual Savings Accounts, housing,

businesses, savings, and other assets of partners.

On the basis of this assessment of how effectively the current voluntarist approach
is developing over time, 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.
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Chapter 3: Informed choice
in pensions – choices for
individuals

3.1 Introduction

1. The Government believes that, given the right opportunities, people will plan ahead
sensibly. If informed and empowered, many would choose to save more than they do.
But, at the moment, there remain significant barriers to saving.

2. Information about pensions is widely available, but people do not know which sources
to trust, or how the information relates to their circumstances. People find it hard to
judge which of the many products available will provide them with good value and a
suitable level of risk. Financial advice can help, but can also eat heavily into funds
intended for retirement.

Chapter summary

There are a range of barriers to pension saving which need to be addressed.
The Government believes those who are saving too little will save more if:

● there is a simple framework that helps them understand their choices – this
chapter sets out the Government’s plans to simplify the taxation of pension
schemes radically so that all pension schemes are covered by a single set
of simple rules;

● they are equipped to understand financial choices – so the Government
proposes to improve financial education and awareness by, in particular,
continuing its publicity campaign, sending targeted information to people
at key points in their lives, and re-branding tax relief on individuals’
contributions to demonstrate the generous incentives that tax reliefs provide;

● they receive clear information tailored to their own circumstances – so the
Government plans to broaden the provision of combined pension forecasts
by employers and pension providers and extend the automatic issue of state
pension forecasts to people who are not members of private pension
schemes; and

● they are offered a choice of suitable products – and so the Government plans to
simplify savings products and asks for views on offering the self-employed
the right to opt in to the State Second Pension.
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3. In this chapter and the next we explain how we propose to tackle these barriers to
pension saving. We propose to empower people by putting tailored information about the
outlook for their own retirement into their hands, to give them clarity about the choices
they face for the future and enable them to take control. We propose to build on our
track record in Kitemarking financial products, so people can be sure that they are buying
good-value, secure products that suit their circumstances without having to pay for
financial advice.

4. This chapter sets out the role of individuals in the pensions partnership.

● Section 3.2 examines the choices facing individuals in planning for their retirement.

● Section 3.3 sets out the barriers to saving and identifies four areas for government
action to enable people to overcome these barriers. 

● Sections 3.4 to 3.7 set out the Government’s proposals to help individuals to
overcome each of these barriers.

3.2 The choices facing individuals

5. People save at different times over their lifetime for different reasons. Most financial
advisers would suggest that, in the short term, individuals should focus on their immediate
security by paying off debt and putting aside some money for a rainy day. But in due
course, and looking to the longer term, individuals will also want to build up assets for
their future security, which will often include saving in a pension and buying a house.
Most people will want to do both at the same time.

6. With respect to pensions, some countries, such as Australia, make saving in a private
pension mandatory. But in the UK, people choose whether to save in a private pension.
So people who want to live on more than their income from the State in retirement will
want to choose how much to work and save to secure their preferred retirement income.

7. As choices of career and lifestyle become clearer, people will be better placed to consider
their choices for retirement. Decisions such as the age at which they retire and their
desired retirement income will be difficult and uncertain. But between them, they help to
indicate broadly how much individuals need to save over the remainder of their working
lives. If they are not on track, they will need to adjust their savings, the expected timing
of their retirement or their income in retirement. This chapter focuses on additional saving.
Chapter 6 explores the impact of earlier and later retirement.

How much to save

8. Each person needs to decide where the balance between current and future needs lies
for them. There will be times in many people’s lives when they cannot afford both to
contribute to a pension and meet their current needs, but it is important that people
save when they can afford to do so.
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9. Many people find that their living costs are lower in retirement than during their working
life. For example, they may no longer face the costs of bringing up children or paying off
a mortgage, so they can maintain their working-age lifestyle on a lower income in later
life. But the income they are seeking in retirement may well exceed the State Pension,
in which case they will need to consider additional saving.

10. Because these decisions reflect individual preferences and circumstances, it is not possible
for the Government to stipulate the level of income that any particular person will need
in retirement, and therefore the additional saving any one individual should make. 

11. It is possible, however, to make broad projections of the amounts people would need to
save to achieve a certain level of private pension income. Figure 3.1 shows the amount
a man who begins saving at 20, 30 or 40 years of age must save each week in order to
retire at the age of 65 with the target private pension income shown (in addition to any
State Pension entitlement). It brings out a clear message: by saving from an earlier age
someone need save significantly less a week in order to reach a given ‘target’ private
pension income. Figure 3.1 shows the net contributions individuals should make.
This means that both the tax relief they receive on their contributions, and the income
tax they must pay on their pension, have been taken into account.

Figure 3.1: The impact of starting to save as soon as possible: the amount
people need to save each week for different target incomes (net)

Target weekly income Age saving starts

20 30 40

£50 £10 £15 £20
£100 £20 £30 £45
£200 £45 £60 £85
£300 £65 £90 £130

Source: Department for Work and Pensions calculations.

Notes: Full modelling assumptions are set out in Annex 5. All figures rounded to nearest £5.

Assumes tax relief is paid at basic rate.

12. The assumptions used in Figure 3.1 are outlined in Annex 5. The results are sensitive to
the particular assumptions made and, because of this, the projections1 should not be taken
as ‘guarantees’. However, they do give a broad indication of how to link savings behaviour
today with resulting retirement income tomorrow.

1 The figures in the tables do not include projected income from the basic State Pension, the State Second Pension
or the Pension Credit. The target income shown in 2002/03 earnings terms is for the year of retirement, which
is assumed to be 2050.
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Choosing a savings vehicle

13. As people move into work, most should have the opportunity to join a pension scheme
provided through their employer. If the employer contributes to the scheme, this is likely to
be a very good option. The workplace should provide an opportunity to learn more about
pensions. It is in employers’ interests to play their full part and thus maximise recruitment
and retention of skilled and motivated staff.

14. As well as, or instead of, a pension, individuals might save through an Individual Savings
Account (ISA), through their house or, in the case of the self-employed, their own
business. But in most cases, a pension will be at least part of the answer. 

15. If people use a pension to save for retirement, they benefit from the more generous tax
treatment that pensions enjoy in comparison to other forms of investment. In the UK,
contributions into approved pensions benefit from upfront tax relief and, in addition,
pension fund growth is mostly tax free. The income resulting from pensions is taxable,
but the Government offers an incentive to save in a pension by allowing pensioners to
take a significant proportion of their savings as a tax-free lump sum. The Government’s
proposals to simplify pensions tax will allow for even more generous tax-free lump sums
to be paid by many occupational pension schemes.

3.3 Barriers to saving

16. Perhaps 3 million people are seriously under-saving (or planning to retire too soon).
Depending on their expectations of retirement and their circumstances, a further group
of between 5 and 10 million people may want to consider saving more or working longer.
There are several reasons why people may not save enough for their retirement. 

17. The Sandler review2 confirmed the Government’s view that the complexity of the current
tax rules acts as a barrier to saving, confusing individuals and imposing burdens on
employers and providers alike. This complexity drives product proliferation, and makes
pensions inflexible and hard to understand, tending to reduce how much people save,
and indeed to prevent some people, especially the less well off, from saving at all.

18. Evidence suggests that most people have only a limited understanding and awareness of
pensions and the pensions system.3,4 The Government’s own qualitative research5 suggests
that both public and private pensions are poorly understood and seen as complex. Many
people lack the knowledge and understanding to plan for and decide on pensions options
and products.

2 Ron Sandler, Medium and Long-Term Retail Savings in the UK, July 2002.
3 Office of Fair Trading, 1997, Report of the Director General’s Inquiry into Pensions, London.
4 Schagen, S and Lines, A, 1996, Financial literacy in adult life, National Foundation for Educational Research, Slough.
5 Hedges, A, 1998, Pensions and Retirement Planning, Department of Social Security Research Report No. 83,

Corporate Data Services, Leeds (qualitative research – 16 group discussions among 97 members of the public).
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19. Alongside a generally low awareness of pensions issues, the evidence also indicates that
most people are not sure of their own pension position or of the pension income they
can expect6. They may overestimate how well off they can expect to be in retirement and
therefore not fully understand the consequences of the decision not to save. Even if they
do understand their situation, they may not have the expertise to appreciate how much
they need to save and the best way to do so.

20. Research by the Financial Services Authority (FSA)7 has also identified problems for
individuals trying to navigate their way around the pensions products offered by the
financial services industry. People choosing financial products are unaware of what is
available to them, lack access to comparative information when they choose products
and find the jargon confusing. 

21. Of course, some people are not saving in a pension at a point in time for good reasons.
They may have low incomes or have substantial other financial demands. 

22. Taken together, the evidence suggests that there are four areas where action by the
Government, employers and the financial services industry can make informed choice
a reality for more people in future. In partnership we need to provide:

● a simple framework to help people understand their choices;

● financial education and awareness to navigate the system, including access to generic
financial advice for the mass market;

● personalised information tailored to individual circumstances, so people can make
rational choices; and

● a choice of suitable products. 

3.4 A simple framework

Tax simplification

23. All savings products operate within a framework of government regulation, including tax
law, which means that simplifying their taxation can lead to real benefits for consumers,
by stripping out similar products and so reducing confusion, as well as providing greater
scope for individual choice and flexibility.

24. The complexity of tax rules not only acts as a barrier to saving: it also biases advice on
saving because advisers seek to maximise tax advantages; and it increases costs, because
pension providers have to comply with numerous cumbersome rules. All in all, the tax
system weakens competitive forces by discouraging potential pension providers from
entering the marketplace and clouding the information that savers need in order to
make informed decisions.

6 Hedges, A, 1998, Pensions and Retirement Planning, Department of Social Security Research Report No. 83,
Corporate Data Services, Leeds (qualitative research – 16 group discussions among 97 members of the public).

7 Financial Services Authority, 2000, Better Informed Consumers, survey and qualitative work exploring the use
of information and advice by consumers when choosing financial products.
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25. This complexity has developed as the tax system has grown to reflect changing and ever
more diverse demands for pension provision. There are now eight different tax regimes
that apply to pensions. These are largely dictated by the type of pension scheme a person
is using and the date when they first joined the scheme. Figure 3.2 illustrates the
complexity of the current arrangements for taxing pensions. The differences in tax
treatment of the various pension options means that people often face constraints on how
and when they should save. So all too often, they need tax-based advice on the most
appropriate form of pension.

26. Having considered evidence from the Sandler review and elsewhere, the Government
firmly believes that radically simplifying the existing pensions tax regimes is an essential
feature of its strategy to encourage people to save in pensions. 

Figure 3.2: Current pension tax system

Figure 3.3: Proposed pension tax system

27. Alongside this Green Paper, the Government is launching the consultation document
Simplifying the taxation of pensions which sets out radical proposals to deliver a single
tax regime for all pensions. The main features of the Government’s proposed new,
single regime are:

● a single, lifetime limit on how much someone can save in a tax-privileged
pension. The Government proposes that £1.4 million is the appropriate level at which
to set this limit, because this would be broadly equivalent to the amount someone could
accrue in a pension by saving up to the current maximum limits over a working career;
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● each year, the great majority of savers could contribute sums to their pension
scheme equivalent to their annual earnings, thus for example increasing the
scope for savers to roll savings from ISAs into pensions; 

● a light-touch compliance regime of an annual limit on increments of value to
an individual’s pension fund. The proposed limit at introduction is £200,000.
In almost all cases, this will not restrict an individual’s pension saving; but it provides
a solid foundation for the lifetime limit; and

● increased flexibility on how people move from work to retirement. The
Government proposes to allow schemes to offer full, flexible retirement, enabling
people approaching retirement to reduce their working hours later in life and
supplement their income with benefits accrued in their pension. In recognition
of increasing life expectancy, the Government also intends, by 2010, to increase
the minimum age at which an individual can draw a pension from 50 to
55 years old.

28. These proposals will remove much of the complexity in the current pensions tax, reducing
compliance costs by at least £80 million each year and ensuring flexibility so that over
99 per cent of people saving in pensions would be able to save more in a tax-relieved
pension.

29. The proposals will deliver significant benefits to existing and potential savers in pensions
from April 2004. In particular:

● transparency – these proposals will help individuals understand the contribution
the Government makes to their pension via the tax system. This is important to help
them reach informed decisions on what to save in a pension in order to achieve a
secure and sufficient income in retirement;

● flexibility – simplifying pensions tax in this way will remove most of the tax controls
on how much a person can save in a tax-relieved pension. This will mean that people
have far greater choice on when, and how much, to save in a pension; and

● consistency – delivering a single set of rules that govern all pensions will ensure
that everybody has equivalent rights and opportunities. In principle, the tax system
will not distinguish between different types of pensions and the date at which an
individual first joined the pension scheme. This will reduce the need for people to
get financial advice on the tax issues and will ensure that people do not arbitrarily
benefit or lose out due to personal financial decisions.

3.5 Financial education and awareness

Financial literacy

30. Improving basic financial literacy is a key element of the Government’s strategy. There is
a wide variety of activity across government and regulators to inform consumers about
financial services and products such as pensions, including the following initiatives.
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● In September 2000, the Government introduced personal financial education as
a non-statutory part of the national curriculum in England. Scotland, Wales and
Northern Ireland are taking measures to improve personal financial education.

● The Department for Work and Pensions is working in conjunction with the
Pre-Retirement Association and other partners, including large employers, to develop
a web-based financial education package, due to be launched in 2003.

● The Department for Education and Skills has been working with the National Institute
for Adult Continuing Education (NIACE) to better understand the financial literacy
needs of older people.

Awareness campaign

31. The current government awareness campaign, supported by a series of pensions
information guides, has been running since January 2001. More than 2 million copies of
the guides have been distributed. The campaign so far has focused on making people
aware of the need to save for retirement whilst also providing simple and impartial
information on pension options. 

32. The Department for Work and Pensions’ research suggests that it is having the desired
effect on public attitudes: more people agree that it is better to start saving sooner rather
than later for retirement than did before the campaign began. However, similar campaigns
(such as those on drink-driving or wearing seat belts) have historically taken a significant
length of time to change public attitudes in a major way. The campaign must therefore
be sustained over the long term.

33. We intend to build on the work that has already been done, by moving the
emphasis of the campaign away from promoting simple awareness of the need
to save, and towards information that will prompt people to take action. We will
also ensure that the publicity campaign is linked into other initiatives, such as life
events marketing (see paragraph 39), that might be developed as part of this
Green Paper.

Tax reliefs on pension saving

34. The Government provides generous tax reliefs on pension saving in order to encourage
and help people to save for a secure income in retirement. These reliefs are a critical
component of the pensions framework. They are worth around £19 billion to private
pensions each year. Even after taking into account income tax paid on pensions in
payment, tax reliefs are worth around £13 billion net each year.

35. If tax reliefs are to remain an effective tool to encourage people to save for a secure
retirement income, it is crucial that the incentives they provide are clear, transparent
and straightforward. 

36. The tax simplification proposals provide a unique opportunity to encourage people to save
more in pensions by reshaping the way we deliver pension tax reliefs and communicating
the benefits they provide more clearly. These reforms will not mean changes to the rates
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at which tax relief is delivered – this will continue to be set at the person’s marginal rate –
but they will mean a simpler system, easy to explain and easy to understand.

37. Building on international evidence on how to encourage saving, the Government
will rebrand tax relief on individual contributions to personal and stakeholder
pensions, to illustrate more fully the generous matching top-up that these reliefs
provide. The change will deliver the matching message that:

for every £1 an individual contributes to a personal or stakeholder pension,
the Government provides an additional 28p.

38. Chapter 4 outlines how the Government will build on this message, by encouraging
all personal and stakeholder pensions to show individuals whether their employer
contributes to their pension and, if so, how much. It also sets out the Government’s plans
to complement tax simplification with radical reforms to the regulation of pensions,
facilitated by employers.

Access to information

39. Before making decisions, people need to know the sort of issues they need to consider
and what their options are. The Government has four further proposals to help ensure that
people can access or receive this information in a way and at a time that meets their needs. 

● Telephone and website information service. A number of organisations provide
an information service on pensions. Annex 6 contains a list of some of the key
contact points. Employers can also play an important role; this is discussed in
Chapter 4. All of these services are valuable. However, following a successful pilot8,
the Government believes that consumers would find it helpful to have a
clearer first port of call for answers to basic questions, access to general
information and help in navigating their way through to more specialist help
and advice. Such a service would not replace specialist sources of help and advice
or direct routes into them where people know where they need to go. Impartiality
would be essential, so there is an important role for government, but there would
be value in involving the pensions industry and other interests and in joint funding.
A similar approach could be adopted for an internet service, integrated with the
telephone service. We will discuss with the other organisations providing
services in this area how this proposal might be taken forward.

● Generic financial advice. The perception of advice as available free of charge in the
commercial sector (when it is actually paid for through commissions) has inhibited the
development of a market for advice as a stand-alone service. There is still a gap in
the market for those on moderate incomes who would like help in assessing their
financial services. The FSA is exploring how a new interactive financial planning tool
might be used as a stand-alone service by community or voluntary organisations to 

8 The then Department of Social Security operated a pilot helpline for six weeks in 1999 in conjunction with partner
organisations. 80 per cent of callers found it helpful, and the majority of callers intended to take action after calling
the helpline.



Simplicity, security and choice: 
Working and saving for retirement

42

help consumers assess their financial position. Financial ‘healthcheck’ products on
these lines are already being offered by some providers, both in the high street and
online. This is discussed further in Chapter 5.

● Interactive Digital Television. The Department for Work and Pensions has
launched a digital television pilot with a number of providers in stages over the last
few months9. This provides impartial information on pensions to customers who are
approaching or planning for retirement, as well as customers who are already in
retirement. The service is being evaluated to determine how the Department
could use digital television as a communication channel in the future. 

● Life events. Research by the Department for Work and Pensions10 has shown that
people are particularly likely to think seriously about planning for their future at
certain key points in their life – for example, when they start a new job, pay off their
student loan or have a child. The Government proposes to look further at these
and other life events and the information and messages that people would
find useful to accompany them. We will also look at the relevant data
requirements and data protection issues.

● An online retirement planner. The Association of British Insurers and the FSA
have recently launched a ‘ready reckoner’ at www.pensioncalculator.org.uk to
enable people to estimate the total state and private pension they might receive in
retirement. We would like to build on this to create a web-based retirement planning
tool that could enable people to view their total projected pension income, estimate
the income they might need in retirement and calculate any savings shortfall. The
planner could then be used to illustrate options for addressing any shortfall. This
service could also offer a facility to enable people to trace old pensions. We aim
to introduce a retirement planner in 2004. Such a planner could be run by the
Government, by the pensions industry or the two in partnership. 

3.6 Personalised information

40. Information specific to the individual’s circumstances is likely to be even more influential
than general information.

41. We are committed to ensuring that people of working age have such information to help
them take personal responsibility and plan for their financial future – and that they receive
that information on a regular basis. The 1998 Green Paper set out the Government’s
intention to build on the existing state pension forecasts by developing ‘combined pension
forecasts’ which combine state and private pension rights. We now want to take this
strategy much further, so that the majority of the working-age population will receive
a pension forecast within the next five years.

9 The pilot was launched on cable via ntl and Telewest in May 2002, on satellite via Sky Active in October 2002,
and via UK online in November 2002.

10 Thomas A Pettigrew and N Tovey, Increasing Compulsory Pensions Provision – Attitudes of the general public and
the self-employed, In-house Report No. 48, Department of Social Security Qualitative Research.
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42. The Pension Service, part of the Department for Work and Pensions, provides pension
forecasts showing people in today’s prices how much they are likely to receive in
retirement from a pension.

● A state pension forecast shows someone the State Pension already earned,
and what they can expect to have earned by State Pension age. People can get
a forecast by contacting the Retirement Pension Forecasting Team on 0845 3000 168
(textphone 0845 3000 169).

● A combined pension forecast adds state pension information to the forecast of an
individual’s current occupational or private pension scheme, and is delivered through
the employer or provider.

● From April 2003, a Statutory Money Purchase Illustration must be issued annually
by providers of money purchase (that is, defined contribution) pensions, and gives
an illustration of the amount of pension that might be payable from retirement, at
today’s prices. This was introduced following consultation in the 1998 Green Paper,
so that members of these pensions receive information broadly equivalent to that
issued in statements from occupational pension schemes.

State pension forecasts

43. The Government has offered state pension forecasts on request for a number of years, but
savers have tended not to ask for them until later in their working life, by which time they
find it more difficult to save enough to increase their retirement income. We made clear
in the 1998 Green Paper that we planned to examine ways of providing state pension
forecasts automatically. We now plan to roll out automatic state pension forecasts,
starting with the self-employed, with a view to extending this service across the
rest of the working-age population over the next five years. The Government will
issue forecasts at regular intervals after that.

44. Self-employed people who have private pension savings can get a combined pension
forecast from their pension provider if the provider participates in the forecasting scheme.
However, around half the approximately 3 million self-employed people of working age
have no current private pension saving. From May 2003 we will automatically issue
state pension forecasts and supporting information to self-employed people who
have not had a combined pension forecast from their pension provider.

Combined pension forecasts

45. During 1999, the Government ran pilots of combined pension forecasts with a number
of major employers and pension providers. In the case of Emap plc, employees who had
not joined the occupational pension scheme were given a forecast of their State Pension,
which meant that all employees were sent either a state pension forecast or a combined
pension forecast unless they had specifically opted out. An example of the combined
pension forecasts issued by Emap is shown overleaf.
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Example of a combined pension forecast

Name: E Sample Date of Birth: 06/08/1963

Sex:  Male Normal Retirement Date:  06/08/2028

NI number: AB123456C Basic annual salary:  £35,654

Joined Company:  20/09/1985 Your current contribution rate:  7.00%

Joined Flexiplan: 01/04/1996 Company current contribution rate:  7.00%

Lifestyle investment choice:  B

Your Flexiplan Account

Balance at 6 October 2002 (see note 3): £23,677.30

On Retirement Age 60/65 Age 60 Age 65

At retirement, the money in your account is used to buy a pension. The amount
of the pension will depend on the investment returns achieved and interest rates
when you retire. As an illustration, based on the assumptions described opposite
(see note 5), the estimated pension payable from age 60/65 as a percentage of
plan pay is (see note 1): 13.6% 22.3%

Based on your current salary, this is equivalent to an annual pension of: £4,850.00 £7,940.00

with a partner’s pension payable on your death of: £2,425.00 £3,970.00

At retirement, you may take part of your account as a tax-free lump sum. Your
pension can be tailored to your needs. For example, you might want to provide
extra pension for your partner on your death or a higher rate of increases once in
payment.

In addition, you will also receive any State pensions to which you are entitled.

On Your Death In Employment

Flexiplan will pay a lump sum death benefit of (see note 7): £142,616.00

In addition, your partner or dependants will receive an annual pension of at
least: £7,131.00

On Leaving Employment

The full balance in your account can be transferred to your new employer’s
pension scheme or to a personal pension.

Protected Rights

Balance at 6 October 2001 (see note 4) £1,066.03

Total state retirement pension earned up to 5 April 2002: £4,178.05 a year

When you reach state pension age (65) your total state retirement pension is expected to be: £5,596.31 a year

If you stay in Flexiplan until your retirement age (65) your pension is forecast to be: £7,940.00 a year

Your combined pension from Flexiplan and the state when you are 65 is

forecast to be: £13,536.31 a year
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46. The pilots clearly demonstrated the value of the service. 98 per cent of those who received
a forecast found it useful, while 31 per cent sought further information about increasing
their pension provision.

47. For part of the Emap11 pilot, employees automatically received a pension forecast unless
they chose to opt out. During that stage of the pilot 8 per cent of the workforce either
joined the company scheme or increased the level of their contribution after receiving
their forecast. These results are early signs that combined pension forecasting will make
a difference. To illustrate, if the Emap results could be replicated across the whole of
the UK then around 2 million people might join or contribute more to occupational
pension schemes.

48. Following these successful pilots, the combined pension forecasting service was formally
launched in October 2001. We are expanding the programme on the basis of voluntary
participation from employers and schemes, and aim to have issued more than 1 million
combined pension forecasts by summer 2003.

49. However, there is a risk that some of those who need the information most might not
receive it because their employer or pension provider chooses not to join the programme.
Chapter 4 discusses the Government’s desire to extend the coverage of the combined
pension forecasting programme, whether on a voluntary or compulsory basis, through
employers and pension providers.

3.7 A choice of suitable products

Simple products

50. People need simple savings choices. With stakeholder pensions, the Government
developed the idea of simple, easy-to-understand products by legislating to produce a
pension product free from many of the features that had traditionally disadvantaged many
savers, such as high charges. Chapter 5 describes how the Government is working with
the financial services industry to empower consumers to make the right savings choices,
by providing simpler products.

The self-employed

51. The measures described in this chapter generally apply to people whether they are
employed or self-employed. However, unlike employees, the self-employed cannot build
up rights to the State Second Pension. As discussed in Chapter 2, self-employed people
tend not to have large private pension savings, and so there may be a case for increasing
their retirement incomes through the state pension system.

11 The characteristics of Emap and its employees will have contributed to the particular result they obtained.
Emap operates a policy of matching employees’ pension contributions up to 5 per cent or 7 per cent of salary
depending on the length of service. Forecasts were issued to 3,300 employees. Some employees may have joined
the pension scheme or increased their contributions in the absence of pension forecasting, but Emap believe this
number to be small.
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52. One option would be to allow the self-employed to opt to pay higher National
Insurance contributions and accrue rights to the State Second Pension on a
voluntary basis. There are many possible designs for such a scheme. For example, those
who choose to opt in could do so on a yearly basis with age-related contributions based
on profits. This could be of particular benefit to those self-employed with lower profits,
who would accrue State Second Pension rights equivalent to those built up by someone
earning almost £11,000 a year. We would welcome views.
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Chapter 4: Pensions and
the workplace 

Chapter summary

The workplace plays a vital part in pension provision. Employers provide information
on, access to and, in many cases, contributions to pensions. The Government
supports workplace pension saving with generous tax and National Insurance
reliefs on contributions made by employers. Workplace pensions and employer
contributions have been one of the main drivers of the rapid growth in pensioners’
incomes over the last 20 years. 

Many employers recognise the important benefits of recruitment, retention and staff
motivation that good pension provision brings. These benefits can only become more
significant. It is clear that employees, unions and potential recruits are attaching ever
greater importance to the pension support offered by companies.

But, elsewhere, some employers have been reducing their financial commitment and
contribution to workplace pensions. And there are growing anxieties among
employees and unions over scheme closures and reductions in pension contributions. 

The Government wants to help the many employers who provide good pensions,
while at the same time ensuring proper protection for pension scheme members.
This chapter sets out proposals to achieve this balance, including:

● major simplification of tax and private pensions regulations; and

● extra security and protection for scheme members through a new pensions
regulator and changes to procedures when a scheme winds up. 

The Government will be guided in its consideration of these issues by the aim
of avoiding increases in the overall burden of employers who stand behind their
responsibilities.

Employers providing schemes could often do more to highlight the value of their
pensions to employees. And employers who do not provide pension contributions
should help to ensure that their employees have the information they need to make
proper provision for themselves. This chapter therefore sets out a number of
proposals for improving the provision of pensions information by employers,
and the setting up of an employer task force to promote best practice and
innovation on pensions issues in the workplace.
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4.1 Introduction

1. Employers have a crucial role in the pensions partnership, as providers of, and contributors
to, occupational pension schemes, and as a source of information about pensions options.
We need to renew and build on this, to strengthen the commitment of employers and
ensure that the value of good employer provision is recognised by employees.

2. Employers choose to provide pensions to help them recruit and retain the best employees.
Employers also have a responsibility to help their employees to provide for their retirement.
Employees and unions have made it clear that they believe a good pension to be a key
part of any attractive remuneration package. To compete in the labour market today and
in the future employers will need to offer pensions that meet their employees’ needs.

3. The Government wants to make it easier for employers to provide pensions. Administrative
and financial burdens faced by employers should be minimised in order to support their
commitment and encourage greater provision. Employees also want to have confidence in
their pension. In some rare instances, this has not been the case, creating great hardship
for those affected. The Government is determined to strengthen protection offered to
scheme members to maintain confidence in pensions. We also want to help employers
to provide their employees with the information they need to make the right choices.

4. We are very aware, however, that we must balance simplification to support employers
against the need to provide protection for scheme members. Our aim is that the package
we take forward in the light of consultation will reduce the overall costs and burdens on
those employers providing pensions. 

5. Many employers:

● provide access to pension schemes and encourage employees to join;

● contribute to these schemes as part of the overall benefits package; and

● provide information to aid retirement planning.

6. Employers are well placed to fulfil this role. They can take advantage of economies of scale
and efficiencies in running pensions and providing pensions information, for example
through the use of payroll deductions and internal communication systems. They can also
design schemes so that employees can get maximum benefit from the employer’s total
payment and contribution.

7. Trade unions and workplace representatives also have a key role to play, particularly in
promoting awareness of the importance of pensions and making information about options
more readily available in the workplace. The Trades Union Congress (TUC) and its member
unions represent almost 7 million working people. Both at national level, and in the
workplace, they can raise awareness about the need to save for retirement and the value
to employees of good pensions. 
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8 For example, the TUC campaigns actively to maintain existing high-quality pension
schemes and for more work-based pensions, promoting stakeholder pensions for
individuals who do not have access to occupational schemes.

9. The Government promotes workplace provision, in particular by providing employers
with generous tax incentives to contribute to pensions. This recognises the importance
of employer pension contributions to a firm’s ability to recruit and retain staff and to
help employees to save for their retirement. In addition to upfront income tax relief,
employer contributions are exempt from both employer and employee National Insurance
contributions. This makes tax relief on employer contributions the most generous form
of pensions tax relief. For example, if an employer contributes £1 to a pension, this will
be worth 21p more to an employee than if the employee contributed from their pay.

10. The Government looks forward to continuing a constructive dialogue on pensions issues
over the coming months with employers, employees and their representatives. We are
keen to discuss with trade unions and employers what more can be done, building on best
practice, to enhance pension provision in the workplace. Later in this chapter we set out
our proposal for an employer task force. We want the TUC to be represented on this group.

11. This chapter sets out the Government’s strategy and proposals for promoting pension
provision and information in the workplace, addressing the concerns expressed by
employers, scheme members and their representatives. It covers trends in employer
pension provision (section 4.2) before setting out the Government’s proposals to address
the key challenges we face. 

● The complexity of pensions regulations can be a barrier to provision – section 4.4 sets
out the Government’s proposals for radical simplification.

● Employees and unions are rightly concerned about security – section 4.5 contains the
Government’s proposals to enhance pension protection.

● Employers want their workers to recognise the value of the pensions they provide
and employees want information on which to base sound choices – section 4.6
outlines proposals to improve pensions information in the workplace.
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4.2 Trends in employer provision 

Current employer provision in the UK

Figure 4.1: Pension provision by size of organisation, 2000 (private sector only)

Source: Employers’ Pension Provision Report, 2000 (GB).

Notes: Small employer defined as fewer than 20 employees; large employer is 20 or more employees.

Employers can offer more than one type of provision, hence the totals exceed the total for any provision.
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Pension provision in the workplace

There are two main types of occupational pension scheme.

In a defined benefit scheme the level of benefits is determined by the scheme rules.
Pensions are generally linked to the length of time an employee is in the scheme and
their salary at a set point in time or averaged over a set period. Final salary schemes
provide a proportion (such as 1/80th a year of membership of the scheme) of final
salary at retirement. Other common variants are based on lifetime average earnings
or the best earnings in, say, the last five years of work. 

In a defined contribution scheme (often called a money purchase scheme), set
periodic contributions are invested. The resulting pension depends on the amount paid
into the scheme, the investment return over time, and annuity rates at retirement.

Employers also often contribute or provide access to personal pensions. These are
defined contribution arrangements between the individual and a pension provider
such as an insurance company. In some cases personal pensions are grouped
together – a group personal pension – to make provision more cost efficient.
Stakeholder pensions, introduced in April 2001, are personal pensions with limits
set by the Government on, among other things, the level of charges.



Chapter 4: 
Pensions and the workplace 

51

12. As Figure 4.1 illustrates, different types of employers tend to provide different types of
scheme. Smaller employers often offer pension schemes that involve less administration for
the employer, such as group personal pensions. Larger employers who can take advantage
of economies of scale often run their own occupational pension scheme and are more
likely than smaller employers to provide defined benefit schemes.

13. In 2001/02, more than half of all employees were contributing to a private pension
(see Figure 4.2). Most – nearly 11 million people – were in occupational pension schemes. 

Figure 4.2: Private pension coverage for those in work

Source: Family Resources Survey 2001/02.

Notes: Personal pensions include stakeholder pensions.

People may contribute to both an occupational and a personal pension.

Changes in scheme type

14. There has been considerable attention paid in recent months to moves by some employers
from defined benefit to defined contribution provision. These switches tend to apply to
new employees only and therefore do not generally affect existing scheme members. 

15. Movement between pension scheme types is not new. In the 1950s, over half of all members
of private sector occupational pension schemes were in average salary schemes or schemes
providing fixed monetary amounts for each year of service. During the 1960s and 1970s,
as the overall number of schemes grew, these schemes gave way to provision based on
final salary and service. Over this period, the percentage of private sector members in
defined contribution occupational schemes remained fairly constant at around 5 per cent. 

16. From the late 1980s, however, there has been a shift towards defined contribution
occupational schemes. By 2000, around 16 per cent of private sector occupational scheme
members, and nearly 70 per cent of all private sector occupational schemes, were based
on defined contributions. The late 1980s also saw the launch of personal pensions. 
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17. The trend towards defined contribution schemes has accelerated. It has been reported that
around a third of FTSE100 companies have recently moved away from defined benefit
provision. But this trend should not be overstated. The latest figures available from the
Pension Schemes Registry suggest that, in the calendar year 2001, only just over 1 per
cent of defined benefit schemes reported as having closed to new members. And only
0.5 per cent closed to existing members.

18. Different scheme types will suit employees with different characteristics. Long-serving
employees with high salary progression tend to do well from final salary schemes, while
average salary schemes will often be better for those whose salaries peak in mid career,
rather than at the end. Defined contribution schemes tend to be better for employees who
move jobs more frequently, although the employee rather than the employer bears the
investment risk. Overall, therefore, none of the different scheme types is invariably better
than the others. 

Contribution rates

19. Average contribution rates tend to be higher in defined benefit schemes. Preliminary
results from the Government Actuary’s Department (GAD) Occupational Pension Scheme
Survey 2000 indicate that, as a percentage of earnings, the average employer contribution
rate in defined benefit schemes is 9.9 per cent compared to 4.3 per cent in defined
contribution schemes. 

20 To a large degree this reflects differences between the types of companies that offer the
different types of scheme. In particular, larger and more established companies are more
likely to have defined benefit schemes, whereas smaller, newer companies tend to offer
defined contribution schemes. This is reflected in figures from the Pension Schemes
Registry showing that only 3 per cent of all defined contribution schemes have 100
or more members compared to over a third of defined benefit schemes.

21. The shift of individual employers from defined benefit to defined contribution pensions
may not in itself be a cause for concern. A key factor in determining people’s future
pension income will be the level of contributions, and in particular, the contribution
the employer makes. If a reduction in employer contributions were to accompany
the shift away from defined benefit schemes, this would pose more serious problems.
Those employers who want to recruit and retain the best workers will need to
show continuing commitment to their employees’ pensions. Employers contribute
approximately twice as much as employees on average1 in private sector occupational
schemes. Their contributions play an important role in encouraging employees to join
pension schemes. The Association of British Insurers report, Stakeholder Pensions –
Closing the savings gap?, cited research showing that take up is around 70 per cent where
an employer contributes, but only 13 per cent if there is no employer contribution. Of the
total contributions to employer designated stakeholder schemes, employer contributions
accounted for 57 per cent.

1 Government Actuary’s Department (GAD) Survey of Occupational Pension Schemes 2000, preliminary results for
private sector schemes.
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4.3 Supporting occupational schemes and encouraging
employer provision

The key issues

22. In the UK, there is greater membership of occupational pension schemes and these provide
a larger proportion of pensioners’ incomes than in the majority of EU Member States. The
Government wants to reinforce this, building on the wealth of good employer practice.

23. The key workplace pensions challenge is to build on the existing level of employer
commitment and employee confidence. Employer pension provision has come under
pressure in recent years. Government, employers and employees and their representatives
must address this together.

24. A key issue is complexity, which imposes regulatory burdens and administrative costs on
employers who provide occupational pensions. The Government is determined to simplify
pensions. The proposals set out later in this chapter are designed to alleviate administrative
costs on employers who provide schemes while ensuring that scheme members’ rights are
properly protected. In addition to the administrative costs of running pensions, employers
also face funding costs and risk, particularly those providing defined benefit schemes.
This cost has increased over recent decades, partly as a result of increases in longevity.
For employers who provide defined benefit pension schemes, longer life expectancy
increases the length of retirement and hence increases the cost of providing a pension.
Stock market falls have been cited by some as a cause of increased costs. Stock market
movements are cyclical, however, and while poor equity markets inevitably bring higher
costs for a time, many employers benefited from contribution holidays when the stock
market was rising. Pensions are a long-term investment.

25. There are, however, major benefits to set against the direct costs. A good pension package
helps the employer to recruit and retain staff and hence furthers the long-term success
of the business. In the changing climate, with employees becoming ever more aware of
the value of pensions, employers will continue to find that pension contributions represent
money well spent. The Government’s proposals later in this chapter will help to ensure
that employees value their pension provision. They will also help to reduce financing costs
for employers.

26. The primary concern for employees is to have an occupational pension scheme that will
give them a good income in retirement. However, this pension must be secure. If it
is not then employees in defined benefit schemes may not get the pension they were
expecting, and if employees are not confident of this they will not join the scheme.
Secondly, employees need good information. They need to be kept informed about
the position of the scheme so that they can be confident that their pension is safe. They
also need to know what their options are and how large their pension is likely to be so
that they can plan effectively for their retirement. Lastly, employees should recognise
the commitment their employer is making to their pension and how valuable it is.
Only then will the employer realise the full business benefits. 
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The Government’s strategy

27. The Government will provide a regulatory framework that encourages and supports
employers in providing and contributing to good quality pension schemes. To achieve this
we must simplify the legislation surrounding private pensions. Overall, our intention is that
the package we take forward in the light of consultation responses should significantly
reduce the burdens placed on those employers providing pensions. But legislation is there
for a reason – to protect the pension rights of members. We need to ensure that while
simplifying the regulatory regime, we maintain consumer protection, trust and confidence.
Much of current legislation was introduced in response to the Maxwell affair a decade ago.
The pendulum must not swing back too far.

28. We have three linked sets of proposals. 

(i) A major simplification of private pensions regulation and tax rules
(section 4.4) to ease burdens on employers and promote private provision. 

(ii) Greater protection for scheme members (section 4.5) to increase confidence
and help to ensure that people get the pensions they expect.

(iii) Helping employers to provide better information for employees
(section 4.6) to help employees to understand the value of their pension
scheme and to facilitate informed choice.
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4.4 Simplification

Summary

We propose to simplify radically the regulatory regime for pensions. In total, this
could save employers £150–200 million a year in administration. We want more
employees to enjoy the benefits of a good employer-sponsored pension scheme.
Simplification and deregulation are necessary, not only to encourage employers to
provide and contribute to existing schemes, but also to encourage more employers
to include pension provision in the overall package of remuneration and benefits to
their employees. We have looked particularly closely at the extra burden of regulation
and complexity for defined benefit schemes, which is putting considerable pressure
on employers providing such schemes.

This significant deregulation is part of our commitment to strengthening our
partnership with employers for the provision of pensions. It builds on the approach
we set out in the 1998 Green Paper A new contract for welfare: partnership in
pensions, and reflects the proposals for simplifying many areas of pensions legislation
contained in A simpler way to better pensions. This independent report from Alan
Pickering, a former Chairman of the National Association of Pension Funds,
addressed continuing employer concerns about regulations. This chapter also draws
out the important implications for employers of the Government’s review of the tax
treatment of pensions, which are set out in the consultation document, Simplifying
the taxation of pensions, and which complement the other proposals in this section.

Our simplification proposals will reduce employer administrative and funding
costs, and include:

● radical simplification of the tax rules for private pensions;

● more flexible rules for scheme funding to reduce the short-term burdens
on employers; 

● a major simplification and restructuring of the contracting-out
regulations; and

● a range of proposals to give schemes much greater flexibility in how they
comply with the regulations.
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Tax simplification

29. The proposals to simplify radically the taxation of pensions are set out in Chapter 3.
These proposals will transform the tax environment within which pension providers
operate, providing greater choice and flexibility for individuals and reductions in
administrative costs for employers and pension scheme providers.

30. The proposals will remove almost all the existing compliance burdens on pension scheme
administrators. Most notably, data requirements will be dramatically reduced, calculating
benefits and payments will be far simpler, and complying with tax limits will, in many
cases, comprise a one-off valuation. And by applying the same tax rules to defined benefit
and defined contribution pensions, the artificial distinctions created by the tax system
will vanish, leaving employers sponsoring pensions free to decide which best suits their
circumstances and the needs of their workforce. Overall, we estimate that the annual
savings in administrative costs will be at least £80 million a year.

A new framework for scheme funding

The Minimum Funding Requirement

31. The existing Minimum Funding Requirement (MFR) sets out the minimum level to which
employers must fund their defined benefit pension scheme and the timescales for
addressing any shortfall. It also forms the basis for minimum transfer values. The MFR was
introduced following the Maxwell affair to help improve the funding of defined benefit
schemes. In practice the MFR has proved to be too inflexible – it does not take account of
the specific circumstances of individual schemes. It has also encouraged some schemes to
focus on short-term market conditions instead of the most appropriate longer-term
investment strategy for meeting their specific pension commitments. As a result, the MFR
leads to unnecessary administrative costs for schemes and has adversely influenced the
investment decisions of some schemes.

32. The Government has listened to the concerns that have been expressed about the MFR.
As a result, we propose to replace the MFR with scheme-specific funding
requirements. We originally announced our intention to replace the MFR in March 2001.
This major deregulatory change demonstrates our determination to eradicate unnecessary
red tape, and it could save companies up to £80 million a year. 

33. We have developed our proposals with the key stakeholders: the pensions industry,
employers, trade unions and consumer organisations. The key elements of the proposals are:

● employers, trustees and the scheme actuary will have to work together to develop an
appropriate funding strategy for their scheme. This will give them more flexibility –
allowing them to determine a contributions plan which best meets their and
members’ particular needs;

● reducing from three to one the number of actuarial valuations schemes generally
have to make in a three-year period;

● funding arrangements that will introduce greater flexibility in the investment
decision-making process, benefiting both scheme members and employers; and


