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Bill preview

T
he UK is sitting on a demographic ticking time 
bomb. Birth rates have fallen by almost 30% over 
the past 40 years. Those born in the 21st century 
can now expect to live 30 years longer than 
someone born a century ago. Compared to today, 

the number of people over 65 will be half as many again 
in 2030, and will have doubled by 2060. There are three 
possible ways to deal with this demographic challenge: get 
people to save more, extend working lives or reduce pension 
benefits. The last one is an unpalatable option, so the 
solution must come from a mixture of the first two.

The Pensions Act 2008, which introduced auto-
enrolment, will go some way to addressing this challenge 
by boosting savings. The forthcoming Pensions Bill 
should – if it is designed appropriately – help on both 
counts by extending working lives and giving people clarity 
about what the state will provide. Our pensions system 
is complex. Its foundations were laid over a century ago 
and since the 1960s successive governments have changed 
elements of both the state and private pension system. 
The current three tier system – Basic State Pension (BSP), 
Second State Pension and private pension – combined 
with the myriad of additional benefits pensioners can 
claim – creates significant uncertainty for people trying 
to understand how much income they will receive in 
retirement, and therefore how much they need to save 
during their working life to achieve a good income in 
retirement.

So the Pensions Bill – which aims to create one single 
State Pension – is timely. From October this year, auto-
enrolment will get many people saving into a workplace 
pension scheme for the first time in their life. To support 
auto-enrolment, CBI members believe a simplification of 

the current State Pension regime would be a positive step. 
Giving people greater certainty about how much income 
they will receive from the State means they will have a 
clearer picture of how much they need to save privately, 
in the most part through the scheme provided by their 
employer. People should take responsibility for their 
retirement and take ownership of the tools that will allow 
them to save adequately for a pension. 

Having said that, for this radical reform to be achieved, 
the government must be bold in weeding out the negative 
effects of the change from the old system. Employers have 
serious concerns about the increase in National Insurance 
contributions that will result from the abolition of the 
contracting-out rebate for DB schemes, for instance. The 
value of the rebate is estimated to range between £4m and 
£60m per large private employer. Ensuring DB scheme 

sponsors and employees are not worse off is absolutely 
critical to business support for this measure. With two 
million active members of private sector DB schemes and 
a further five million in the public sector, the stakes for 
getting this reform absolutely right are very high indeed, 
both in terms of financial affordability for businesses and 
employee relations.

The Bill also proposes to raise the State Pension Age 
(SPA) to 67 between 2026 and 2028. The CBI has long 
argued for a rise in the SPA and we support this proposal. 
Otherwise, current levels of age-related benefits would 
not be fiscally sustainable in the long-term. The Office of 
Budget Responsibility (OBR) forecasted that in 40 years’ 
time public expenditure on the State Pension will be around 
one per cent of GDP higher than in 2009/10. HM Treasury 
also notes that direct age-related expenditure of all sorts 
is projected to increase by over two per cent of GDP by 
2029/30. This will be happening at the same time as labour 
market activity will decline by -0.15 per cent a year once 
the baby-boom generation begins to reach the current SPA 
at 65. Extending working lives is not only the right thing to 
do from a fiscal perspective, it is the only way we can ensure 
the state can provide the pensions it has promised in the 
long-term.   
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Extending working lives is the only 
way we can ensure the state can provide 
the pensions it has promised

With new legislation due to be 
published, three experts look at the 
coalition’s progress on pensions
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cent of women (30 per cent of men) retiring in 2016 would 
have less than the £140 a week in the old system, and will 
get higher state pensions. Anyone already entitled to over 
£140 from past rights will still receive the higher amounts, 
so there will be years of transition to the full new scheme.

This new system will reduce, but not eliminate, 
pensioner means-testing. 

Future pensioners without a full NI record (mostly 
women who paid married women’s stamp or earned less 
than the lower NI threshold), or those needing Housing 
Benefit or Council Tax Benefit may still be means-tested.

The changes will be cost-neutral, so state pension 
spending will not rise overall, the money will just be spent 

differently.  Savings from increasing state pension age, 
abolishing Savings Credit and paying nothing to those 
with under seven years’ NI contributions will offset the 
increased state pension costs.

Contracting-out of the state pension system will end 
(since there will be no Additional State Pension to contract 
out of), so private schemes will be allowed to reduce 

their benefit structure in recognition of 
no longer having to replace state pension 
rights. Interestingly, public sector pension 
schemes may be unable to do this due to 
the recent 25-year reform deal. Ending 
contracting-out will mean workers and 
employers with contracted-out pension 
schemes can no longer pay reduced 
national insurance rates, but there will be a 
better state system in future.

Radical reform is long overdue and, 
with auto-enrolment of low earners into 
workplace pensions, it is important to end 
mass means-testing. Hopefully it might 
be possible to include existing pensioners 
(perhaps the very oldest first) into this 
new system, to overcome the sense of 
unfairness they may feel at being kept on 
the old arrangements. 

T
he government should soon release its promised 
White Paper, outlining plans for radical state 
pension reform. The current state pension 
system was designed decades ago and has been 
tweaked and adjusted piecemeal, leaving a 

complex mess that most people do not understand.
And, for far too long, women have been second class 

citizens when it comes to both state and private pensions. 
With lower lifetime earnings, it is not surprising that 
women save less and have lower private pensions, but 
paying women much lower state pension too seems 
socially inequitable. 

Society needs women to fulfil important family caring 
roles, leaving less time in the labour market and lower 
earnings, so the state pension system should not penalise 
them in retirement too.

The White Paper will reveal the full details are 
important, but this article looks at the likely changes.

There will be a new flat-rate state pension of £140 a 
week (in 2010 prices), which will be worth 
over £160 by 2016. This is just above the 
current Pension Credit means-test level and 
will eventually replace Basic State Pension 
and all Additional State Pensions with one 
payment. 

It will not be a citizen’s pension, but 
will be based on age and having a full 
30-year National Insurance contributions 
record.  It will not apply to existing 
pensioners, only men born after April 1951 
or women born after April 1953 will be 
included.

Currently, nearly half of pensioners are 
entitled to means-testing, which penalises 
their private pensions, savings or earnings 
but the new system is designed to reduce 
this problem. Women, the self employed 
and pensioners on modest incomes with 
private savings will be winners. Sixty per 
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For far too long, women have been 
second class citizens when it comes to 
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The Office of Budget Responsibility (OBR), chaired by 
Robert Chote, has forecasted that in 40 years’ time public 
expenditure on the State Pension will be around one per cent 
of GDP higher than in 2009/10
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T
he Bill reforms the state pension system and 
brings forward the state pension age (SPA) to 67 
between 2026 and 2028. 

The very laudable aim is to make the state 
pension simpler and more sustainable as people 

live longer. The present state pension arrangements are 
fragmented and complex. Having a single state pension as 
now proposed albeit at a later age will be better understood 
and ought to be easier to administer. Pitched at the level 
of £140 a week (at last year’s prices) it will help to reduce 
reliance on and avoid overlaps with means-tested benefits 
– something which could be critically important as we 
embark on the programme of automatic enrolment of 
employees into a workplace pension and seek to stimulate 
private pension saving more widely in the face of a growing 
savings crisis.

As always with changes in pensions though, the devil 
is often in the detail and, in particular, in dealing with 
the problem of accrued rights. A large proportion of men 
and a smaller number of women will reach their SPA after 
the start date of the new scheme with an entitlement to a 
pension in excess of the £140 rate – from a combination of 
the old basic state pension, SERPS, the state second pension 
(S2P) and graduated retirement benefits. The government 
has already indicated it will honour rights to extra pension 
for these people, but for how long after the new scheme 
comes in? Will this continue indefinitely or for a limited 
period? And will the extra amount for those who receive 
it be given as a permanent addition to their pension or 
allowed on a “mark-time” basis and then gradually phased 
out by offsetting it against future increases in the general 
rate of pension until it is absorbed completely. This is 
operationally desirable but has shades of the “Granny Tax” 
attached to it and is likely to bring strong protests from 
those affected that they have paid their extra contributions 
for nothing and their accrued rights are not being fully met.

This latter approach is one I suspect the government 
may choose in the final analysis not to pursue for political 
reasons even though it will mean having to keep the old 
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system in place alongside the new one for calculating 
individual pension awards for perhaps the next 20 years 
or so until established rights above the new base level 
diminish. Nominally at least the two systems will also 
have to exist for even longer than that whilst there are still 
pensioners living who will have been excluded by virtue 
of having reached SPA in advance of the start of the new 
scheme but that will be less of a problem given the largely 
static nature of the pensions once awarded and in payment. 

There will doubtless also continue to be some 
resentment expressed from others, for example, 
existing pensioners who will be excluded from the new 
arrangements and the government must be honest and 
upfront as to the costs involved and why for the present at 
least it cannot do more.

Although it must take care, therefore, with some of the 
detail and be prepared to take note of the views of possible 
protestors, I trust the government will not be deterred from 
proceeding with its overall plan for what is a long overdue 
move to a unified state pension which will both simplify 
the current ridiculously convoluted system and act as a 
platform on which private pension saving can be made with 
more confidence in the future  

Changes to pensions in the past have not always 
delivered the goods in the way some of us had expected. let’s 
hope this Bill proves to be an exception and is the starting 
point for a more coherent pension system across the board.  

Steve Webb, the pensions minister, is the man responsible for rebuilding a state 
pensions system which is currently “fragmented and complex”


