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Does pensions have an IGF problem...?

...or is it all about the decline of DB schemes?

“Savings levels need to be tackled, notably for those with predominantly defined
contribution pension provision”

“Given competing savings needs and an increasingly exclusive reliance on DC
pension provision, we believe young people risk retiring on materially lower incomes

‘ than current retirees”

“‘Retirement adequacy is a key worry where both PLSA and IFOA have highlighted
need for action over the last year or so, building on ACAs longstanding call for
minimum auto-enrolment contributions to be raised post-2019”

“We must do more to address low levels of financial education and understanding of
pensions including the accumulated wealth required to provide for a comfortable income in
retirement”



DB decline continues, DC contributions remain low

Fewer than one in five DB schemes now open to new entrants. 55% are also closed
to accrual. 5% of DB schemes used for AE purposes

Around two-thirds of companies use a low cost Master Trust for AE purposes

Participation high, but contributions low

Addressing this requires a “supply-side” and “demand-side” response

2018 (2017) median contributions rates (ACA survey)

Employer Employee
Contract Based DC 6% (5%) 3% (4%)
Trust Based DC 6% (5%) 4% (4%)
Master Trust 1-2% (1-2%) 2% (1%)

Defined Benefit 21-25% (21-25%) 6% (6%))



Supply-side issues

« AE minimum contributions are unlikely to meet retirement expectations for most
people. Worrying narrative that AE minimum plus State pension is sufficient?

Example 1. High 2. Low

Key assumptions

1% real salary growth

3% real returns pre-retirement
0.5% real returns post-retirement
Salary at age 21: £30,000

: “High” scale assumes 1:1 Er/Ee matching
Pension pot at £540,000 £270,000 State pension of equivalent value to current

Contributions (age)
- 21to 30 16%
- 31to65 16%

retirement single tier pension

Pension (today’s £19,200 £9,600

money terms) Based on all earnings.

State pension £8,500 £8,500 Significantly lower if
using AE “band

Replacement ratio 60% 39% earnings”

 Employers increasingly challenging where pensions should sit in reward packages.
Paternalism vs “low cost” tension

« Some innovation, but DC remains relatively unchallenged?



Supply-side issues — impact of DB schemes

« 80% employers with DB schemes say there is some impact on DC contributions.

« 84% said DB schemes have some impact on wider intergenerational fairness
(including pay)

« This compares to only 36% of employers who said their DB schemes had some
impact on “shareholder returns”

« Suggests relationship between DB cost “shocks™ and budgets for current (younger)
employees in DC schemes

« How should this play into public policy considerations?



Demand-side issues

« Competing savings needs risk “crowding out” retirement savings
e Could it ever be “rational” not to participate?

Contributions (age) Qverage_ FTB
- 21t030 16% 8% % J%)‘ Celsgc;sg (I)%
- 31to65 16% 8% 16% 8% HEoe, VU
Pension pot at £540,000 £270,000 £375,000 £190,000 Paid into a LISA this
retirement would take c.9 years
to build up
Pension (today’s £19,200 £9,600 £13,400 £6,700 (assuming 8% ee
money terms) conts + LISA bonus)
State pension £8,500 £8,500 £8,500 £8,500 Mi
iss out on
Replacement ratio 60% 39% A47% 33% employer
contributions




Demand-side issues

« Competing savings needs risk “crowding out” retirement savings
e Could it ever be “rational” not to participate?

Contributions (age) Qverage_ FTB
- 21t030 16% 8% % J%)‘ Celsgc;sg (I)%
- 31to65 16% 8% 16% 8% HEoe, VU
Pension pot at £540,000 £270,000 £375,000 £190,000 Paid into a LISA this
retirement would take c.9 years
to build up
Pension (today’s £19,200 £9,600 £13,400 £6,700 (assuming 8% ee
money terms) conts + LISA bonus)
State pension £8,500 £8,500 £8,500 £8,500 Mi
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Competing savings needs

4 )
1. House Deposits

Average FTB deposit is
c.£32,000

2. Student Loans
9% of iIncome over £25k

\- J
: 3. Rainy Day/ h
Emergency funds

Three months’ salary?

4. High rental costs/
other expenditure

\ J

* Where should retirement savings fit among these priorities?



The case for limited early access

« Facilitate higher savings, without missing out on employer contributions.
« Mirror Freedom and Choice? How would you manage behavioural effects?

Contributions (age)

- 21t030 16% 8% 0% 0%

- 31to65 16% 8% 16% 8% 16%
Pension pot at £540,000 £270,000 £375,000 £190,000 £460,000
retirement

Pension (today’s £19,200 £9,600 £13,400 £6,700 £16,300
money terms)

State pension £8,500 £8,500 £8,500 £8,500
Replacement ratio 60% 39% 47% 53%

Assumes 8% EE contributions (c.£30,000 at age 30)
withdrawn.

Employer contributions of 8% remain invested




ACA Policy Suggestions

Greater use of Technology. Continued support for Pensions Dashboard to strengthen
awareness

Greater work to address general levels of financial education — significantly more
support during accumulation phase

‘ Continued step ups in Automatic Enrolment contributions after 2019

' Consider additional flexibility around long term savings, e.g. controlled and limited early

withdrawal, to encourage higher saving early in the accumulation phase

‘ Consider wider public policy issues (e.g. pensions tax, social care) through Intergenerational
lens
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