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SUmmary

Pendons are a the heart of the debate on globdisation and wdfare. At agenerd leve
there is the threat posed by footloose capitalism to the effect that companies will be
unwilling to locate in, or remain in, countries where adequate statutory provison
impacts on cogts. More fundamentally, there is the division between those who view
pension policies as being first and foremost about the role of the State in securing a
reasonable stlandard of living for the retired and those for whom the primary issueis
the potentid of the transfersinvolved for capita accumulation and economic growth.
The decisive move towards privatisation in the UK — and success of the latter
perspective — is noted in the paper. Data from alarge scde survey indicates, however,
that these profound changes have occurred in a context where understanding of
pensonsis very limited, where there are high and now, perhaps, misplaced
expectations of what the State will ddliver and where there is very little support for the
model of provison that is being put in place.

I ntroduction

Pensions policy in the UK has moved sharply away from provison and perspectives

in other EU countries over the past twenty years. In the face of testing demographic
trends most EU countries have made some amendments to statutory provision by, for
example, equalising retirement ages and adjusting replacement rates. UK policy

stands out, however, by virtue of the range and depth of measures taken to curtall state
provison and the intention that the state should cease to be a provider of second tier
pensions for the genera population.

The changes have been extensve (Evason, 1999) but in, summary, the main
developments have been asfollows. In 1980 the uprating formula for the basc
pension, payable on the basis of contributions to the nationa insurance scheme, was
dtered so that annud increases arein line with inflation only. This produced a
derisory incresse this year of 75p and the basic pension representsadwindling
percentage of average wages. 1n 1986 substantia modifications were made to the
second tier State Earnings Related Pension Scheme. The cuts begin to take effect this
year and the result will be that, roughly spesking, entitlement will be half what would
otherwise have been the case. Throughout, the intention has been to “encourage’
reliance on occupationa and persona pensions despite the various scandd's that have
surrounded these forms of provison.

The palicy of the present government is to maintain and, indeed, accentuate these
trends. The basic penson will continue to decline — though nationd insurance
contributions remain subgtantial. SERPS will be phased out with the state providing a
second pension only for those on low earnings and othersin very limited
circumstances. Beyond this people will be expected to make their own arrangements.
Government is promoting stakeholder pensions as an dterndtive but these are smply
low cost persond pensions. There will, moreover, be no compulsion to make such



provison as such would imply underwriting by the Sate — alighility thereis dearly
concernto avoid. 1n essence, the Sate is seeking to severely curtall itsrolein
pensions, thisis occurring a atime when employers are, as aresult of the changes
occurring in employment, more reluctant to provide the traditiond fina sdary
occupationa pension and are moving towards other arrangements or none & all.

Recent Research

Data from alarge scale survey in Northern Ireland conducted in 1999/2000 — response
rate 70% - raise a number of questions about current policy. 1t would appear that, in
line with other data (see, for example, Hedges, 1998), the population has only a
limited underdanding of the arrangements for retirement that they themselves are
making and there is much confusion about broader policy. It aso appearstha many
have a confidence in the sate which is, perhaps, misplaced and that the generd thrust

of pensons palicy isout of step with what people actudly want.

Thoughts about retirement and provision being made.

1,695 people were interviewed and table 1 details their employment status by gender.
Predictably the pattern is one of the mgority of women being outside full-time
employment.

Table 1 — Employment Status by Gender

Mde Femde Total
Working full time 64.3 32.1 46.9
Working part time 34 20.5 12.7
Full time home care 1.0 24.4 13.7
In full time education 7.2 6.4 6.8
Permanently sick/disabled 8.3 34 5.7
Unemployed seeking work 6.6 3.1 4.7
Retired 6.2 1.1 34
Not working — not seeking 14 39 2.8
work
Other/Refused 1.6 5.1 3.3
769 926 1695
100.0 100.0 100.0

Table 2 isof interest inasmuch as, whilst the policy outlined above requires people to
be proactive and engaged with the issue of how they will manage on retirement, only
agmdl minority had given alat of thought to this.




Table 2 — Amount of thought given to how will manage when retired

Mde Femde Tota
A lot of thought 16.4 9.6 12.7
Some thought 32.9 32.7 32.8
Not much thought 20.2 21.0 20.6
Or, no thought &t all 29.3 35.7 32.7
(Don't know) 0.2 0.5 04
Not answered/refused) 1.0 0.6 0.8
Totd 100.0 100.0 100.0

Neverthdess, despite this lack of thought, few of our interviewees expected to be
“quite badly off” or “very badly off” astable 3 indicates.




Table 3 - Expected Standard of Living on Retirement by Employment Status

Working Working Looking Sick/ Unemployed Full time Other Totd
Full ime Part time after the Disabled Education
home

Comfortably Off 16.3 16.2 12.6 1.9 8.2 20.7 13.0 14.6
Quite well off 24.3 14.4 12.2 4.9 10.6 12.4 18.6 18.3
Able to manage 47.7 51.1 57.3 59.2 52.9 20.7 45.8 48.3
Quite badly off 3.1 11.4 7.3 19.4 10.6 - 6.8 6.1
Very badly off 0.2 1.3 1.2 1.0 2.4 - 1.7 0.8
Don't know/no answer 8.4 5.6 9.3 13.6 15.3 46.3 14.1 11.9
Towd 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0




Close examination of the provison being made for retirement by this sample raised
some concern about the grounds for the optimism noted above. Summarising the deta
very briefly, 295 persons were in occupationd pensions and as, in the main, these

were the more advantageous final sdlary schemes, these may be consdered fairly

sound though much will depend on tota years of membership. This option will, of
course, be open to fewer in the future in consequence of the trends noted above. More
importantly, perhaps, pengonable employment is more likely to be public sector
employment (66% of our sample) and is thus declining as the state shrinks.

Alongside those with occupationa pensions, were those with persond pensons where
fina outcome depends on the volume of contributions, performance of investments

and annuity rates, which have falen sharply in recent years, on retirement. 262
persons were currently contributing to persond pensions but, as table 4 indicates,
many were making contributions which fell below the benchmark of £50 a month
conventionaly used as an adequate payment for thiskind of provison. Noting that at
current rates — roughly spesking — afund of £10,000 is required to produce an annual
income of between £500- £800, some of these arrangements will deliver very modest
pensions indeed.

Table4 —Monthly Contribution to Personal Pension by gender

Mde Femde Totd
£20and under 9.0 25.2 15.4
£21-£30 11.2 17.9 13.8
£31-£40 13.3 9.8 11.9
£41-£50 16.0 5.7 11.9
£51-£100 19.1 6.5 14.1
£101 and over 15.4 9.3
Don’t know 16.0 35.0 235
Total 100.0 100.0 100.0

Thethird, and largest, group in our sample conssted of those with neither
occupational nor persond pensons and currently relying in full on statutory

provison. A minority of these (18.6%) reported that they had no record of
contributions to the nationd insurance scheme with the largest grouping here being
women engaged in full time home care. With regard to those with some contribution
record, 70% reported that they had paid full contributions for most of their working
livesto date. In our sample people placed considerable reliance on these contribution
records and broader payment of taxation. Thus, for example, 66% of this group
agreed with the statement | have paid my tax and nationa insurance so | assume|
will bedl right” and the proportion was rather higher (80%) amongst those in full

time employment. Whilst, under current policy this group may be consdered
problematic and is depicted as not making provision for the future, their perspectiveis
not an unreasonable one. They have paid contributions — which remain substantia
despite the decline of nationd insurance benefitsin the UK — for many years and
clearly congder that they actudly have been making provison. The critical dement
isthe sharp change in what these contributions will deliver for those outsde the scope




of the new second pension.  To sum up this section of the data, of our three groups,
two give some cause for concern. Nevertheessthere is only limited awareness of

possible problems ahead.

Understanding of what people want.

The explanation for this optimism appears to be that people have a good ded of faith
but little understanding of their own pensions and policy generdly. Only 32% of

those in occupationd pensions said they had a good idea of what their pension would
be. 35% of those with personal pensions did not know whether theirs was an
gpproved persona pension or not. The mgority of interviewees (77%) thought that
the basic Sate pension was a universal pension paid to al on reaching retirement age.
Astable 5 indicates, many were surprised at the lowness of the basic pension and
thought it a poor return for contributions. More broadly, there was a generd view that
more could be afforded and little support for sdlectivity.

Table5— Responses to Attitudes to Questions

Neither
Agree | Agreenor | Disagree
disagree

Strongly Don't
disagree Know

Strongly
Agree

1 The basic state pension
£66.75 islower than | 140 336 165 274 31 55
thought it was

2 The basic state pension
isn't much for those who
have paid tax and 430 46.2 43 21 04 40
contributions all their
lives

3 Government should
and could find the extra
money to pay a proper
basic pension to
contributorsiif it wanted
to

43.6 46.8 4.6 11 0.3 3.6

4 There are alot of

people who have good
incomes and they 5.0 189 121 46.3 116 6.2

shouldn’t get the basic
pension

5 When people have paid
their contributions they
are entitled to the 326 478 6.6 79 038 42
pension regardless of
their income

With regard to preferences for the future, table 6 shows strong support for the models
of provision currently being abandoned.




Table 6 — Optionsfor Future Preferences

1) The gate continues to provide a very modest basic pension and helps

the poorest with a means-tested top up 18.5
2) The gate provides amodest penson which is sufficient to liveon

without hardship or having to claim Income Support. |f people want 37.6
more they have to provide it themsdlves

3) The date provides a pension based on earnings which is sufficient to

live on with afew luxuries and means that peopl€ s living standards do 36.1
not fal substantidly when they retire

4) Other option — (Writein) 0.6
Don’'t know 7.3
Conclusion

UK pensgions policy has moved decisively towards privatisation. This has occurred
with little public debate. The conundrum for government isthat area debate and a
genuine effort to promote greater understanding of pensions may bring into sharp
relief the gap between the current agenda and the preferences of the population.
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