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Preface
On 29 May 2014, Rachel Reeves MP, then Shadow Work and Pensions Secretary, launched
an Independent Review of Retirement Income to look at how to boost defined contribution
(DC) savers’ retirement income following the introduction of the Coalition Government’s
‘freedom and choice’ pension reforms announced in the 2014 Budget. She invited Professor
David Blake, Director of the Pensions Institute at Cass Business School, to lead the review,
with Professor Debbie Harrison of the Pensions Institute as a senior consultant.
The terms of reference are as follows. ‘The Independent Review of Retirement Income will
consider how to support a pensions market that works for all, retaining flexibility and choice
on how savings are accessed and drawn down, while ensuring all savers, including those on
low and modest incomes, are able to secure a decent and reliable retirement income.
Specifically, this will include:






How to ensure that the workplace pension retirement products available to people
are those best suited to ensure they have security and confidence in retirement
The support savers need to make the right choice at retirement for them and their
family and how to build on the lessons of auto-enrolment
How savers can be helped to manage longevity risk
The role of the National Employment Savings Trust (NEST) in helping savers to access
good quality retirement products
The role of collective pension schemes and how these could be introduced in the
UK’.

On 24 November 2014, the Review team issued a Consultation Paper containing 76
questions. As part of the consultation process, we also held a number of meetings at which
representatives of consumer groups, trade unions, scheme sponsors, providers, consultants,
and fund managers participated. These meetings generated very useful feedback and we
are also grateful to the participants in those meetings. They were held under Chatham
House rules which means that the quotations we use from these meetings are
unattributable. A summary of the feedback to the consultation paper has been prepared by
Dr Edmund Cannon from Bristol University and a Fellow of the Pensions Institute. Again, the
responses that we cite are unattributable.
The Review team are members of the Pensions Institute, an independent academic research
centre, based at Cass Business School. We believe that the subject of this Review is crucial
to the long-term success of both ‘freedom and choice’ and auto-enrolment, the latter being
a policy decision which has cross-party support. We agreed to undertake this study because
we believe it is important to have pension schemes which generate good consumer
outcomes in the face of the significant structural and social challenges facing people at
retirement. The Report is independent and not party political. We would have undertaken
1

the same task had we been invited to do so by any other organisation. The Labour Party has
not sought to influence the Report in any way. Our model for writing the Report was the
Pension Commission and its two reports of 2004 and 2005.1 Nevertheless, we believe that
this is the kind of report that the Government should have commissioned before
introducing the pension reforms announced in the 2014 Budget.
We used four sources of evidence gathering: published reports and surveys, individual
interviews and panel session discussions, the responses to our consultation paper, and press
articles. In total, we reviewed around 100 reports and surveys, read more than 2,000 press
articles, and had discussions with around 100 people. In addition, 30 individuals and
organisations kindly responded to our Consultation Paper. We are grateful to all the
individuals and organisations that have directly and indirectly helped us to prepare this
Report. We would particularly like to thank the pensions journalists whose articles
summarising the often turbulent developments in the UK pensions market over the last 18
months have been invaluable to us: they allowed us to listen in on the fascinating
conversations taking place in the pensions industry during this period. However, we absolve
all these people and organisations from any responsibility for the contents of this Report.
In terms of the Report’s structure, the early sections of each Chapter are used to assemble
the relevant facts, arguments and industry views. These are followed by a section
summarising the specific feedback we received from our interviews and the consultation.
The final section of each Chapter is used to provide an analysis and recommendations. The
vast amount of material that we sifted through and the discussions that we had enabled us
to identify themes and patterns in industry practice, regulatory pronouncements and
political decision making which both informed our analysis and guided our
recommendations. There is also a separate Executive Summary of the Report.
I would like to thank: Professor Debbie Harrison for conducting a significant amount of the
background research and interviews and for commenting on early drafts of the Report, Tom
Boardman (Visiting Professor at the Pensions Institute) for commenting on early drafts of
the Report, Dr Edmund Cannon (of Bristol University and a Fellow of the Pensions Institute)
for preparing a summary of the feedback to the Consultation Paper, and Professor Kevin
Dowd (of Durham University Business School and a Visiting Professor of the Pensions
Institute) for preparing the illustrations of drawdown withdrawal strategies using the

1

U.K. Pensions Commission 2004, Pensions: Challenges and Choices: The First Report of the Pensions
Commission, TSO, London.
(image.guardian.co.uk/sys-files/Money/documents/2005/05/17/fullreport.pdf);
U.K. Pensions Commission 2005, A New Pension Settlement for the Twenty-First Century: The Second Report of
the Pensions Commission, TSO, London.
(webarchive.nationalarchives.gov.uk/+/http:/www.dwp.gov.uk/publications/dwp/2005/pensionscommreport/
main-report.pdf)
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PensionMetrics software. I have tried to check all the facts as well as I can and I apologise
for any errors that remain.
The Report uses the following terms interchangeably: saver, investor, consumer, scheme
member, client, customer, policyholder and individual. We also need to recognise that the
pensions world is one of constant change. Even an organisation as longstanding as the
National Association of Pension Funds (NAPF) has decided that it needs a new name and in
October 2015 rebranded as the Pensions and Lifetime Savings Association (PLSA). However,
for most of this Report, it will still be referred to by its original name. Constant change is a
feature of pension policy and regulation. This Report was finalised in mid-February 2016 and
does not take into account developments after this point.
The overarching question that the Report seeks to address is this: What is the best way for
the private-sector DC pension system to reconcile the fundamental principle of autoenrolment during accumulation – the success of which is predicated on member inertia –
with ‘freedom and choice’ during decumulation – the success of which is predicated on the
ability of members to make informed decisions?
The Report, despite at times being critical, is intended to be helpful and constructive. It is
also intended to start a debate on the future of retirement income provision in the UK
following the introduction of ‘freedom and choice’. We look forward to participating in this
debate.
Professor David Blake
Director, Pensions Institute
Cass Business School
London
March 2016
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TUC
TV
UC
UCIS
UCITS
UFPLS
VA
WGA
WPAs

Trades Union Congress
Transfer Value
Universal Credit
Unregulated Collective Investment Scheme
Undertakings for the Collective Investment of Transferable Securities
Uncrystallised Fund Pension Lump Sum
Variable Annuity
Whole of Government Accounts
With-Profits Annuities
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Recommendations of the Independent Review of Retirement income
Chapter 1. Introduction
Recommendation 1.1: Criteria for a good DC pension scheme
We recommend that scheme providers should be required to demonstrate to scheme trustee
(or governance) committees and to regulators how their schemes provide good outcomes for
members in terms of the following criteria:













Delivers adequate and sustainable pensions; by sustainable, we mean having support
mechanisms in place that help people not to spend their pension fund too quickly
after retirement
Produces stable and predictable lifelong retirement incomes, even if those incomes
cannot be guaranteed (unless a lifetime annuity is purchased)
Offers the flexibility to purchase a lifetime annuity at any time (or at regular
predetermined intervals)
Has the flexibility for members to withdraw funds to meet ‘lumpy’ expenses, such as
the cost of a new boiler
Provides an investment strategy that reflects the scheme member’s attitude to and
capacity to take risk, and generates a return at least as high as inflation
Provides value for money for every pound saved in the scheme
Has transparent charges and costs
Provides reliable and efficient administration
Delivers effective communications to members
Protects scheme assets from fraud or theft
Has minimum quality standards in terms of operational efficiency, charges and
governance with a duty by the governance committee to act in members’ best
interests.

Recommendation 1.2: Explaining key risks involved in the generation of retirement income
from pension savings
We recommend that scheme providers should be required to explain to scheme trustee (or
governance) committees (and where possible to members) the following key risks in
retirement income provision and how their scheme deals with these risks:




Contribution risk – The risk that pension contributions (and hence pension savings)
are lower than planned, e.g., because the scheme member becomes unemployed, is
unable to work due to ill health, or is unable to pay off their debts
Retirement timing risk – Uncertainty about when the scheme member will retire
and/or begin to make withdrawals
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Product choice risk – Uncertainty about how the scheme member will make
withdrawals, not least because of the very large set of choices now available
Investment risk – The risk that investment performance is worse than expected or the
risk that investments do not generate incomes in a way that matches the desired
pattern of consumption in retirement. A particularly important example of
investment risk is sequence-of-returns risk
Inflation risk – The risk that inflation is higher than anticipated
Interest rate risk – The risk that interest rates are low at the point of annuity
purchase
Longevity risk – The risk that individual savers live longer than their life expectancy
(i.e., idiosyncratic longevity risk) and the risk that savers as a whole live longer than
anticipated (i.e., systematic or aggregate longevity risk)
Cost risk – The risk that the total costs of running the pension scheme during
accumulation and decumulation are higher than expected or understood
Political risk – The risk that the Government changes the rules in an adverse way
(e.g., reduces the level of tax relief)
Regulatory risk – The risk that regulations change in an adverse way (e.g., the
regulator increases regulatory capital requirements, which has the effect of reducing
annuity rates)
Demographic/cultural risk – The risk that younger cohorts refuse or are unable to
honour the implicit intergenerational contract that underlies many pension schemes.
For example, the next generation of workers refuses – or is unable – to pay the
pensions the retired generation expects to receive, because they are unwilling to
honour the implicit contract or because there are too few of them in relation to the
size of the retired population. Also, an arrangement that works in one culture (e.g.,
Holland) might not work in another (e.g., the UK)
Market conduct risk – The risk that those who provide services to the scheme act in a
way that disadvantages scheme members (e.g., investment managers subject to a
charge cap negate the effects of the charge cap by increasing portfolio turnover, or
the benefits of economies of scale go to scheme providers’ shareholders rather than
to members); fraud and the activities of scammers would be included here
Behavioural risk – The risk that scheme members behave in a way that is not
considered to be rational (i.e., is not in their long-term interests, since they make
short-term decisions that they subsequently regret and are unable to learn from past
mistakes). Inertia and lack of engagement would be included here, as would be the
risk that members fail to understand the risks they face
Financial knowledge and understanding risk – The risk that a member’s financial
knowledge and understanding are insufficient for the member ever to make an
‘informed’ choice
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Mental impairment risk – The risk that a scheme member’s mental faculties are
reduced due to the onset of dementia, for example.

Chapter 2. How to ensure that savers can get the best products in retirement
Recommendation 2.1: Implementing the retirement financial strategy
We recommend that providers offering retirement income solutions make clear to customers
how their solutions for implementing the customer’s retirement financial strategy –
comprising an investment strategy, a withdrawal strategy, and a longevity insurance
strategy – make use of products that offer:




Accessibility – the degree of flexibility to withdraw funds on an ad hoc basis
Inflation protection, either directly or via investment performance, with minimal
involvement by individuals who do not want to manage the investment risk
Longevity insurance.

We recognise that there may be important differences in implementation strategy and
disclosure requirements, depending on the distribution channel, i.e., these will be different
where a customer pays a fee for a personal recommendation – selected from the retail
product market and based on an adviser’s understanding of the customer’s complete
financial position/objectives – and where a trustee (or governance) committee offers a
decumulation product to auto-enrolled members (which might also be via a default or
default pathway). It is also important to bear in mind that many customers in the mass
market may not have a clear retirement financial strategy.
Recommendation 2.2: Terminology
We recommend that the pensions industry reviews the terminology it uses in order to both
modernise the language and bring greater clarity to customers. In particular:





Arrangements which do not involve longevity insurance should not be allowed to call
themselves ‘pension schemes’, but should be required to use another name, such as
‘drawdown management schemes’. The term ‘pension scheme’ should be a protected
name
Annuities should be rebranded as ‘guaranteed income for life products’, and deferred
annuities need to be rebranded as ‘longevity insurance’
Arrangements which do not involve longevity insurance should be classified as
complex and high risk from a regulatory standpoint.

Recommendation 2.3: Criteria for granting safe harbour status to key retirement income
products
We recommend that regulators agree a set of criteria for granting safe harbour status to key
retirement income products. Providers and advisers could not subsequently be sued for
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offering or recommending a safe harbour product, having first determined its suitability for a
client as part of a safe harbour retirement income solution.
We recommend the following criteria are used to do this:











Design and construction – There needs to be a much clearer picture of how products
are designed and constructed, especially if they involve guarantees. For example, if
the guarantees are hedged with options, there needs to be clarity over whether the
options are exchange traded or over-the-counter and, if the latter, the nature of the
counter-parties involved. It is also critically important that the charges, particularly
for guarantees, are not excessive
Investment strategy – It needs to be made clear how the investment strategy meets
the aims claimed for the product. The circumstances under which the investment
strategy might fail to meet these aims also needs to be specified
Projected real returns – Providers of drawdown products should present stochastic
projections of the range of likely real outcomes (i.e., income adjusted for inflation
and total charges and costs) that their products could deliver based on the product’s
underlying investment strategy
Accessibility – The degree of flexibility to withdraw funds on an ad hoc basis
Longevity protection – The degree of longevity protection afforded by the product,
illustrated by the probability of running out of money at different ages for a range of
possible withdrawal strategies. Also included here will be the impact of the amount,
if any, paid on death
Value for money – The benefits and costs of the product need to be clearly stated and
the balance between them assessed.

The regulator should establish minimum standards for each of these criteria. Any product
satisfying these minimum standards could be classified as a safe harbour product. As part of
the process of product regulation, a product rating service should be established to assess
whether products satisfy the minimum standards.
Recommendation 2.4: Modelling outcomes for different retirement income products
As indicated in Recommendation 2.3, an important aspect of product design and
construction is modelling outcomes. We recommend that:





The use of deterministic projections of the returns on products should be banned
They should be replaced with stochastic projections that take into account important
real world issues, such as sequence-of-returns risk, inflation, and transactions costs in
dynamic investment strategies
There should be a commonly agreed parameterisation for the stochastic projection
model used, i.e., a ‘standard model’ should be developed
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There should be a commonly agreed set of good practice principles for modelling the
outcomes from retirement income products.

As in the case of Solvency II, product designers would be free to use an ‘internal model’, so
long as they explained the differences between this and the standard model.
Recommendation 2.5: Establishing a metric for measuring product value for money
We recommend that the regulator establishes a metric for measuring product value for
money that would:





Reflect the benefits and costs of the product and the balance between them
Reflect key risks
Have credibility and transparency
Be clear, simple, difficult to dispute and difficult to manipulate (i.e., avoid room for
gaming the process).

An example of such a metric would be the money’s worth (MW) of a product, which is the
ratio of the expected present value of payouts on the product to the price, with due
allowance made for the greater flexibilities of some products in terms of accessibility and
death benefits. The MW of a product could be measured relative to the benchmark
provided by a lifetime annuity. Similarly, the risk of a product could be expressed in terms of
the likelihood of a potential shortfall relative to a lifetime annuity.
Recommendation 2.6: Measuring and reporting charges and other costs
We recommend that:




A standardised method for measuring the charges (and other costs) for all retirement
income products is introduced. The measure should cover all the costs borne by the
customer either directly or indirectly, including operational (administration) costs,
fund management (including transaction and guarantee) costs, and delivery
(platform) costs
A standardised method for reporting the charges (and other costs) for all retirement
income products is introduced.

Charges are a key aspect of a product’s money’s worth. They could be reported in the form
of both a ‘rate of charge’ – which could then be deducted from the gross rate of return to
give a net rate of return – and as a monetary amount – which can then be compared with
the monetary value of the customer’s fund.
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Recommendation 2.7: Candidate products for safe harbour status
Subject to meeting Recommendations 2.3 – 2.6 and to meeting suitability requirements, we
recommend that the regulator grants safe harbour status to the following products used to
provide retirement income:





In the annuities class:
o Lifetime annuities (with/without capital protection) – fixed and inflationlinked
o Investment-linked annuities (with a minimum income underpin and
with/without capital protection)
o Enhanced annuities
In the drawdown class:
o Capped drawdown (with a minimum income underpin)
In the hybrid class:
o Variable annuities (with a minimum income underpin)
o Guaranteed drawdown (with a minimum income underpin).

It is important that there is full transparency over the product design and over charges for
each of the above products – and that the charges are demonstrably not excessive.
Recommendation 2.8: Provider regulation and the economics of both institutional
solutions and retail retirement income solutions
We recommend that the regulator:




Aligns provider regulation with Recommendations 2.1 – 2.7
Reviews the economics of both institutional solutions and retail retirement income
solutions, and
Encourages the use of institutional solutions over retail solutions where it can be
demonstrated that these provide better value.

Recommendation 2.9: Capping charges
We recommend that, in due course, a charge cap should be imposed on a simple default
decumulation product. The regulator should undertake preliminary work on what a
reasonable level for the charge cap would be.
At a minimum, the following should be included in any cap:




The total expense ratio or ongoing charges figure on the default investment strategy
(including the costs of any guarantees)
Transactions costs (what is covered to be agreed)
Cost per ad hoc withdrawal subject to a maximum number of withdrawals.
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The following additional costs would apply to any cap for retail drawdown:



Platform charge
Adviser fee if any.

We do not have a view on the size of the charge cap or when it should be introduced.
However, if there is little further evidence of innovation, there would be little point in
delaying its introduction. Of course, products outside the decumulation default would not be
subject to a charge cap.
Recommendation 2.10: Stranded pots
We recommend that the Government investigates the feasibility of introducing one the
following two models for dealing with the issue of stranded pots: a) the aggregator model
and b) the scheme-follows-member or the one-member, one-scheme model.
While both have disadvantages (principally switching costs and the requirement for a central
clearing house, respectively), they are both consistent with a transition of the UK pension
system towards a small number of large trust-based schemes – which might be the natural
outcome of the auto-enrolment process, an outcome that the Government should
encourage.
The pause on dealing with this issue, announced by the Government in October 2015, gives
the Government an opportunity to completely rethink the problem of stranded pots.
Chapter 3. Supporting savers to make the right choice at retirement for them and their
family and how to build on the lessons of auto-enrolment
Recommendation 3.1: Safe harbour retirement income plans
We recommend that a quasi-default retirement income plan is designed and used by
providers and advisers. This will involve a simple decision tree and a limited set of default
pathways. The plan would be self-started following a guidance or advice surgery, and the
plan member has the right to opt out until the point at which the longevity insurance kicks
in.
The guidance or advice surgery needs to collect information on:







pension pot size
other sources of lifelong income (especially any state and defined benefit pensions)
other sources of wealth (such as housing equity)
liabilities (e.g., mortgage, credit card debts)
health status
family circumstances, including bequest intentions
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given other income sources, health status and family circumstances, decide the levels
of expenditure that are considered essential, adequate and desired
tax position
risk attitude
risk capacity.

The plan could be operated by a provider or an adviser. Two forms of the plan would be
acceptable:



drawdown plus a deferred annuity, or
layering – first secure essential life long expenditure (‘heating and eating’), then
allow for luxuries.

The plan must allow for:




access – the flexibility to withdraw funds on an ad hoc basis
inflation protection (either directly or via investment performance), and
longevity insurance.

The customer will choose from a set of safe harbour products approved by the regulator. The
purpose of the decision tree is to identify the products that are most suitable for meeting the
customer’s needs. To be feasible, any default pathway using a decision tree would need to
be aligned with the guidance guarantee process in a way that it is not classified as regulated
advice or a personal recommendation. This is because a decision tree is advisory – not advice
– and so would be granted safe harbour status. Any adviser or provider making use of such a
retirement income plan would be protected against future mis-selling claims.
A whole range of problems that emerged during the early months of ‘freedom and choice’
can be overcome by using such a default, e.g., lack of financial engagement and capability by
members, ineffective communications, and scammers.
Recommendation 3.2: Simplifying the definitions of information, guidance and advice
We recommend that the Financial Conduct Authority:




reviews its multiple definitions of information, guidance and advice with a view to
replacing them with just two categories: ‘personal recommendation’ and ‘financial
help’, with the latter replacing everything that is not full regulated fee-based advice
where the adviser takes responsibility for the personal recommendation
recognises that a quasi-default decumulation strategy is ‘advisory’ rather than
‘advice’ and that advisers and providers should be able to explain the quasi-default
decumulation strategy and assess suitability without this being classified as
regulated advice.
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The simplest solution involves only three routes:




execution-only – the customer makes all the decisions (‘I want to do it myself’)
‘financial help’ – the customer is helped or steered towards tailored options using a
decision tree; but this is currently classified as advice (‘Help me do it’)
personal recommendation or full regulated advice (‘Do it for me’)

It is also important to recognise that guidance and advice cannot be a single event, but has
to be a process. There needs to be periodic financial health checks or just simple reminders:





10 years prior to the nominated retirement date to confirm whether a de-risking
glidepath is required and, if so, when it needs to begin
1 year prior to the nominated retirement date to re-confirm commencement date
at age 74 to review death benefits
at ages 80 and 85 to confirm implementation of longevity insurance (i.e., the switch
to annuitisation if drawdown was used at the beginning of retirement).

Recommendation 3.3: Appropriate segmentation of the advice market
We recommend that:




an attempt is made to segment the advice market in a way that would be helpful to
consumers. There are a number of ways of doing this, e.g.:
o by level of assets – Is there a level of a ssets below which ‘financial help’ alone
will be adequate (for most people) and above which full regulated advice is
recommended?
o by spending type – Are there spending types for whom ‘financial help’ alone
will be adequate and are there spending types for whom full regulated advice
is recommended?
o by behavioural type, e.g., ‘econ’ or ‘human’. Econs only need information in
order to make informed decisions. Humans face behavioural barriers and
biases which need to be identified early on (e.g., low levels of financial
literacy, overconfidence, and self-control and hyperbolic discounting
problems). Are there simple nudges that would improve effective decision
making by humans, such as:
 help
 What do ‘people like me’ do?
 advice (simple and targeted)?
an attempt is made to agree on:
o the appropriate level of help or advice for each market segment
o the appropriate role of technology (e.g., robo-advice) for each market
segment.
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The service in economy class is broadly similar across different commercial airlines and the
same is true for business class and first class. Millions of people are content with this simple
classification. Why can’t the financial advice market be segmented in a similar way?
Recommendation 3.4: Turning financial advisers into a recognised profession
We recommend that financial advisers undertake a review of their industry with a view to
transforming themselves into a recognised profession. The following issues would be covered
in the review:




formalising and improving the professional (including training) standards of advisers
introducing a fiduciary standard for financial advisers who provide full regulated
advice
the appropriate charging model for the service offered (fixed fee or percentage of
assets), with the charges demonstrably delivering value for money to the customer
and with full transparency over charges.

Financial advisers are not a recognised profession, yet they wish to provide advice on
billions of pounds of UK retirement savings. Further, research by the FCA shows that
customers are put off seeking financial advice because they are unable to trust the advice
they receive or judge its quality. The obvious solution is to transform themselves into a
recognised profession. They should continue to improve their professional standards,
accepting that the advice market might be smaller, although more profitable as a result. In
particular, the professional training of advisers should be improved, with a much greater
emphasis on understanding the risks involved in delivering retirement income solutions and
how those risks can be measured, monitored and managed.
Advisers should also consider introducing a fiduciary standard for those who provide full
regulated advice, as in starting in the US. This requires advisers to act solely in their clients’
best interests.
The current disparate views expressed by the industry on both the nature of the service
offered (ranging from ‘everyone needs bespoke advice’ to ‘advice is only necessary for the
very well off’) and the charging model (fixed hourly rate vs percent-of-assets) is not helpful
to consumers or in the long-term interests of advisers. We need a common national
narrative on both these issues, bearing in mind that surveys show that most consumers are
not currently prepared to pay very much for advice, because they do not place much value
on it.
In terms of adviser fees, there needs to be much greater justification of ad valorem fees
where the fee is unrelated to the amount of work done. Such fees are now very uncommon
in most other types of professional services organisations. Charges also need to be
transparent and easy to understand. It is not acceptable in this day and age that a potential
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client needs to have a long face-to-face meeting with an adviser before they are told what
the charge will be, and then feel under some moral pressure to accept this charge.
Recommendation 3.5: Review of the unresolved implementation challenges of the pension
reforms
We recommend that the Financial Conduct Authority:



reviews the circumstances where mandatory advice is necessary
clarifies the legal consequences for customers, advisers and providers when ‘insistent
clients’ act against advice.

We support proposals, made by the ABI and others, to deal with the remaining
implementation challenges of the pension reforms.
Recommendation 3.6: Review of the powers of independent governance committees
We recommend that the Government reviews the powers of independent governance
committees (IGCs) in contract-based schemes with a view to making them equivalent to the
powers of trustees in trust-based schemes.
This essentially means giving IGCs a fiduciary duty to act in the best interests of scheme
members. For example, IGCs should be given the power to fire an underperforming fund
manager without requiring the members’ express consent.
Recommendation 3.7: Dealing with pension fraud and investment scams
We recommend the following measures are taken to deal with the problems of pension
fraud and investment scams:




all financial product sales (covering both regulated and unregulated products) should
be brought under a common regulatory umbrella
telemarketing (cold-calling) should be made illegal
penalties for pension fraud and investment scams should be greatly increased.

There can be no hiding place for pension fraudsters and investment scammers.
Recommendation 3.8: Customer responsibility
We recommend that the Government initiates a national debate amongst relevant
stakeholders on the appropriate degree of customer responsibility and what industry and
regulators need to do before consumers can reasonably become liable for their decisions in
retirement.
Associated with this should be attempts to improve customer engagement via better
customer communications.
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Recommendation 3.9: Introduction of an ‘early warning system’ to help retirees
We recommend that the Government introduces the following measures to support
consumers as soon as possible:



a ‘pensions dashboard’
‘personal pension alerts’ to help policymakers intervene where appropriate with the
sub-groups it has identified as at particularly high risk.

We support the various proposals that have been made to develop a ‘pensions dashboard’
that would enable consumers to view all their lifetime pension savings (including their state
pension) in one place. In the past, this idea has been dismissed as too much of a
technological challenge, given the multiple data bases that this information is held on, but
we understand that the technology is now available to do this.
We also support the proposal for introducing ‘personal pension alerts’, developed by the
Social Market Foundation, which would enable potential interventions, such as ‘targeted
support and advice; initiatives to make retirees think twice before taking one-off decisions
such as withdrawing all their pension savings; and, a “mid-retirement financial health check”
to encourage older people to reconsider their financial position for their later years’.
Recommendation 3.10: Monitoring outcomes
We recommend that the Government puts in place a monitoring mechanism to assess the
success of the ‘freedom and choice’ pension reforms. This should be benchmarked against
the criteria for a good pension scheme listed in Recommendation 1.1 and Table 1.1.
Data should be collected from sources such as Pension Wise, the ABI, the FCA and HMRC.
Focus groups should be established to discuss their experience. We support the Work and
Pensions Select Committee’s request for better information on: ‘customer characteristics of
those using freedoms from pot size to sources of retirement income; take-up of each
channel of guidance; reasons for not taking up guidance and advice; subsequent decisions
made and reasons for those decisions’.
Recommendation 3.11: The annuities market
We recommend:



The sale of immediate annuities should be via an auction
The Government should facilitate and encourage the development of a market in
deferred annuities.

The first point deals with the problem identified by the FCA in 2014, namely ‘consumers’
tendency to buy from their existing pension provider [which] weakens competitive
discipline. Not only do incumbent providers feel less pressure to offer competitive vesting
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rates, but challengers find it difficult to attract a critical mass of consumers. As a result,
there has been limited new entry into the decumulation market in recent years’. It is also
likely that these annuities will be medically underwritten, i.e., applicants have to fill in a
medical questionnaire which asks health and lifestyle questions.
The second point attempts to address the problem that an open market in deferred
annuities does not exist in the UK, yet is essential to provide the longevity insurance needed
for the decumulation default to work (see Recommendation 3.1). The various reasons why
a deferred annuity market does not exist (e.g., onerous regulatory capital requirements
under Solvency II) need to be addressed.
Recommendation 3.12: The self-employed and non-eligible job holders for auto-enrolment
We recommend that the Government:





considers revising the qualification for auto-enrolment from a ‘per job’ basis to an
‘combined jobs’ basis
begins to collect more reliable information on the pension arrangements of the selfemployed and non-eligible job holders for auto-enrolment
investigates the possibility of establishing a Government-backed arrangement (like
an ISA) to help these groups save for their retirement
considers how to help these groups draw a retirement income in a cost-effective
manner.

The combined size of these two groups is significant: 4.5m self-employed people (17% of the
employed population) and 6.2m non-eligible job holders (24% of the employed population),
implying that around 11m people working in the UK will not be auto-enrolled onto any
pension scheme.
The qualification for auto-enrolment is assessed on a ‘per job’ basis, which implies that
individuals with a number of low-paid jobs will be excluded from auto-enrolment onto a
pension scheme. The PPI estimates that ‘if the income from both first and second jobs was
taken into account when assessing eligibility for automatic enrolment, then a further 80,000
people (60,000 women and 20,000 men) would earn enough to meet the qualifying criteria’.
We fully recognise the practical difficulties of implementing this recommendation. Further,
the recommendation might not actually be desirable if it results in workers falling into a
benefit trap. Indeed, it might be the case that the only feasible way of dealing with this
group of workers is through the state pension system.
We could find no accurate data on the combined number of the self-employed or noneligible job holders with individual DC policies. Similarly, when it comes to decumulation, it
is likely that these groups will fail to benefit from institutional value for money solutions and
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instead will have to rely on the high-cost retail market, unless NEST establishes a
decumulation scheme which they could join.
We support the call of the Resolution Foundation ‘for greater intervention to ensure the
self-employed [and and non-eligible job holders for auto-enrolment] are adequately
prepared for their later years’. These groups should be encouraged to save more for their
retirement, but in a way that allows them flexible access to their savings and has low
charges. We therefore support the recommendation of the RSA for the introduction of a
Government-backed ISA (e.g., provided by National Savings & Investments) to facilitate this.
In addition, the groups could be encouraged to join NEST. We also support the RSA’s ‘Save
When Paid’ proposal which automatically diverts a percentage of every pay cheque to a
savings account.
When it comes to drawing an income in retirement, both groups should be allowed access
to a national decumulation scheme like NEST (once its decumulation blueprint has been
implemented).
Chapter 4. How savers can be helped to manage longevity risk
Recommendation 4.1: Longevity bonds working party
Since longevity bonds have a potentially important role to play in hedging systematic
longevity risk, we recommend that the Government sets up a working party to undertake a
cost-benefit analysis of government issuance of longevity bonds to help manage the
associated longevity risk exposure.
The terms of reference would cover: the benefits that would accrue to all stakeholders; the
scale of the longevity risk that Governments would be assuming; the actions Governments
can take to mitigate this risk; inter-generational equity; the practicalities of issuing longevity
bonds, such as the construction of reference longevity indices, potential demand, pricing,
liquidity and taxation
Chapter 5. The role of the National Employment Savings Trust in helping savers to access
good quality retirement products
Recommendation 5.1: A role for NEST in decumulation
We recommend that NEST should be allowed to compete in the decumulation market from
2018 to provide a value-for-money decumulation product in the same way that it has in the
accumulation market.
This would enable NEST to set a competitive charge and governance standards that would
provide a market benchmark.
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Chapter 6. The role of collective pension schemes and how these could be introduced in
the UK
Recommendation 6.1: Collective individual defined contribution schemes
We recommend that the Government looks at the feasibility of establishing collective
individual defined contribution schemes.
Such schemes would be compatible not only with the defined ambition agenda, they would
also be compatible with the new pension flexibilities following the 2014 Budget, while, at
the same time, exploiting economies of scale to the full and allowing a high degree of risk
pooling.
Chapter 7. Conclusion: Developing a National Narrative
Recommendation 7.1: Reviewing the working relationships within the pensions industry
We recommend that the pensions industry – via its trade associations – conducts a review of
the working relationships of its various components – providers, advisers, investment
managers and insurers – to remove the serious fissures and thinly disguised hostilities that
currently exist, and which impede customers getting the best solutions for their needs.
All these parties are necessary to provide appropriate, effective and value-for-money
retirement income solutions. Yet the evidence we have gathered for this report suggests
that the working relationship between the parties is not working effectively in the best
interests of customers.
Recommendation 7.2: Creating a single pensions regulator
We recommend that the Government creates a single pensions regulator, with the
regulatory powers of the Financial Conduct Authority over contract-based schemes
transferred to The Pensions Regulator.
This would be consistent with the enhancement of the powers of independent governance
committees in contract-based schemes to match those of the trustees in trust-based
schemes proposed in Recommendation 3.6. It would also help to provide greater
consistency of treatment between trust-based and contract-based schemes. Particularly
important in this context is the issue compensation in the event of the insolvency of a
pension scheme or a service provider to a scheme. Our research shows that there are many
serious and significant discrepancies between the compensation rules of trust-based and
contract-based schemes. The creation of a single regulator would help to bring clarity and
consistency to pension savers' rights and protections.
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Recommendation 7.3: Establishing a pension tax and tax relief framework that reflects
how people behave
We recommend that the Government establishes a pension tax and tax relief framework
that encourages the optimal level of pension savings given the reality that most people are
‘humans’ not ‘econs’.
The aims of the pension tax and tax relief framework would be:
1. To encourage the level of pension savings needed to achieve a target standard of
living in retirement which might be defined as:
a) ‘essential’ – income sufficient to cover an individual’s minimum basic
expenditure needs
b) ‘adequate’ – income sufficient to achieve a minimum lifestyle to which an
individual aspires in retirement
c) ‘desired’ – income sufficient to achieve the full lifestyle to which the
individual aspires in retirement.
2. To encourage individuals to make provision for long-term care. (While this is not
directly a pension issue, the relationship between the increases in longevity and
morbidity inevitably link the two.)
3. To achieve tax neutrality over the life cycle. One objective of pension tax relief is to
encourage larger pension funds than otherwise, but to do so in a way that is tax
neutral to each generational cohort, so that the cumulative value of tax reliefs during
the accumulation phase broadly equals the present value of tax that will be collected
during the decumulation phase (both valued at the date of retirement).
4. To achieve a degree of equity between members of the same generation through a
redistribution of resources between low- and high-income individuals, men and
women etc.
5. To achieve a degree of equity across generations and, in particular, to avoid unfair
burdens falling on future generations.
Recommendation 7.4: Establishing a permanent independent Pensions, Care and Savings
Commission
We recommend that the Government establishes a permanent independent Pensions, Care
and Savings Commission which reports to Parliament.
Recommendation 7.5: Adopting a national retirement savings target of 15% of lifetime
earnings
We recommend that the Government adopts a national retirement savings target of 15% of
lifetime earnings, achieved through auto-escalation, to avoid future pensioner poverty.
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