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Work and Pensions Committee Call for Evidence: Protecting Pension Savers: Saving for Later Life  
Financial Inclusion Commission Response: February 2021 

 
Executive Summary 
 
The Commission believes that there is wide – huge, even – disparities in the financial position 
different groups of people will find themselves in once they reach retirement age.  But, too often, 
people are expecting the same outcomes from very different inputs.  The wide disparities are not 
generally recognised by the people concerned.  
 
Most people’s expectations of the lifestyle they will be able to afford in retirement are very much 
the same – broadly in line with what current retirees are experiencing – regardless of whether what 
is being built up for them is likely to meet those expectations (a minority) or not (the considerable 
majority).   
 
Overall, problems with the adequacy of savings have been well described by others. For example, by 
the Pensions Policy Institute in their report ‘What is an adequate retirement income’1, in June 2021. 
Similarly, we are aware of, have contributed to and support the conclusions of studies which show 
the clear gaps in provision, according to gender and ethnicity. 
 
We would like to bring the following to the Committee’s attention: 

• the overall picture raises serious disparities within it which have not, to our knowledge, 
received much consideration.  These disparities are aligned with the nature of one’s 
employment. 

• the paradox of most people believing that they are set for a secure financial life after 
retirement, regardless of savings adequacy– with expectations rising even as the overall 
level of provision falls.  

 
In this response, we try to: 
 

1. Show the disparities, where they occur, and their scale. 
2. Make clear the paradox: peoples’ expectations rising, while likely outcomes fall. 
3. Describe some of the reasons why we think this situation exists. 
4. Suggest some steps that could be taken to address it: particularly measures to ensure that 

the increasing number of pensioners slipping into poverty does not become an irreversible 
slide.  

5. Set the context for out later submission to the Committee, which will provide answers to the 
nine questions that form the call for evidence. 
 

We, therefore, suggest: 
 

A major effort to ‘turn the light bulb on’ for many people 
 

There is a real danger of many people ‘sleep walking’ into a much-reduced set of circumstances in 
retirement compared to what they are expecting. The Committee’s inquiry is a big step towards 
preventing that, but we believe that the evidence it gathers should lead to: 
 

A fresh Pensions Commission review and report 
 

 
1 Pensions Policy Institute (June 2021), What is an adequate retirement income?; 
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The situation has changed so much since the last comprehensive – and widely agreed - analysis of 
pensions prospects was carried out by the Pensions Commission. Such an analysis, based on 
conditions now, is needed to achieve a consensus on the situation as powerful as was created then.  
This is vital if the slide of most peoples’ savings pensions towards inadequacy is to be halted, let 
alone reversed. So, we believe a fresh Pensions Commission report should be commissioned, and as 
soon as possible. 
 

The problems have changed in the last 20 years ago – the solutions need to change, too. 
 
About the Financial Inclusion Commission  
  
The Financial Inclusion Commission (FIC) is an independent body made up of experts from financial 
services, businesses, the charity sector, academia, and parliamentarians from all major 
parties https://www.financialinclusioncommission.org.uk/  
  
Our mission is to champion financial inclusion as a policy priority for public bodies, businesses and 
civil society, and challenge exclusion wherever it occurs. Our vision is for a financially inclusive UK 
where financial services are accessible, easy to use and meet people’s needs over their lifetime, and 
where everyone has the skills and motivation to use them.  
  
Financial exclusion remains a significant challenge for 21st century Britain which prides itself on 
being a global leader in financial services.   
  
Just over a million people in the UK do not have a bank account, one in four households lack 
insurance protection and one in five adults would not be able to cover more than one month of 
living expenses if they lost their source of income.  
  
Financial inclusion is the means by which people can make their money work well for them, enabling 
them to maximise opportunities, move into employment, become more self-reliant, and enhance 
physical and mental wellbeing. Financial inclusion contributes to greater social mobility and levelling 
up, a more effective welfare system and greater national resilience from economic shocks.  
  
This means a United Kingdom in which:  

• every adult is connected to the banking system, through having access to – and the 
ability to make full use of – a transactional account of his or her own;  
• every adult has access to affordable credit from responsible lenders;  
• every adult, young person and child is encouraged and enabled to save, even in 
small or irregular amounts, to share in the importance of a common savings culture, to 
help build up resilience against financial shocks and as an additional resource 
for retirement;  
• every adult has access to the right insurance cover for his or her needs, at a 
fair price;  
• every adult has access to objective, affordable and understandable advice on 
credit, debt, savings, and pensions, delivered via the channel most suited to 
that individual;  
• every adult and child receive the financial education he or she needs, starting in 
primary school and carrying on throughout life and into retirement;  
• the overall level of pensions provision – state plus private – in the UK, does not lag 
behind other developed countries, especially for the low paid;  
• every adult will have a clear picture of what their income in retirement is likely to 
be, so they can plan and get ‘no surprises’.   
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Section 1.  Wide disparities by nature of employment, show people will have widely differing 
outcomes at retirement 
 
The disparities, according to nature of employment can be seen by considering the position of 
different groups which, together, make up the bulk of the working population: 
 
Table 1: 

Pensions provision from employment Number of 
workers 

Type of 
Scheme 

Typical total 
pension 

contributions 
(% of all 

earnings) 

      
 (Employer 
and Employee 

No provision 6,000,000 None None 
New Savers from Automatic enrolment (mainly 

small/micro employers & ‘Agency’ workers 7,000,000 DC 6.50% 

Larger private sector employers (DC) 7,000,000 DC 10.80% 

 DB scheme (6.5m public sector/1.0m private 
sector) 7,500,000 DB 25% 

  27,500,000     
    

 
More detail, and limitations of the data, are given in Appendix A.  Sources:  ONS2; NEST Insight3; The 
Pensions Regulator4; Willis Towers Watson5.  
 

Expressing these disparities in terms of the lifestyle likely to be achieved in retirement is best 
illustrated by Figure 1 from the Pensions Policy Institute in its report ‘The member impact of 
accelerated DB pension scheme closure6’. The figure shows the probability of reaching the PLSA 
‘moderate’ retirement income standards according to the level of contributions made, for example: 

 
2 Office for National Statistics (January 2022), Employment in the UK; 
3 NEST Insight (October 2021), Retirement saving in the UK 2021; 
4 The Pensions Regulator (March 2021); DB Defined Benefit Annual Report; 
5 Willis Towers Watson (July 2021), FTSE 350 Defined Contribution Survey 2021; 
6 Pensions Policy Institute (July 2021), The Member Impact of Accelerated DB Pension Scheme Closure; 
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Observation of Figure 1 enables it to be seen that, with a typical total contribution rate of circa 11%, 
even employees of larger employers are likely to experience living standards below ‘moderate’. 

 

Figure 1: Pensions Policy Institute (July 2021), The Member Impact of Accelerated DB Pension 
Scheme Closure; 

One possible further disparity arises from the absence of easily available data about the extent to 
which employer matches above the minimum contribution levels for a scheme – frequently available 
for employees of larger companies - are taken up.  The Willis Towers Watson FTSE 350 DC Pension 
Surveys show that more than 80% of employers enrol new entrants at the minimum ‘core’ level of 
contribution available under their scheme, and that less than 3% of employers do so at the 
maximum level.7 

But information does not seem to be easily available about the extent to which employees, enrolled 
at lower levels, ‘upgrade’ and get the benefit of additional employer contributions of circa 3% -5% of 
earnings per annum. This would make a substantial difference to the living standard a member could 
achieve at retirement. See Appendix B. 

The decision to move the Basic State Pension to a flat rate, at a higher level than previously, has 
been an important move towards reducing reliance on means tested benefits. The present value at 
retirement age, of the Basic State Pension – of the order of £250,000 – is an important plank in the 
retirement resources for many people. This flat rate also reduces exclusion of lower earners.  
However, even the New Basic State Pension – currently £179.60 a week - is not far above the 

 
7 Willis Towers Watson (July 2020), FTSE 350 DC Pension Survey 2020;   
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average weekly rent in the UK,8 so another important dimension on which to assess adequacy is 
whether a person continues to rent in retirement or owns their own home. 

Section 2: The paradox: people’s expectations are improving while provision for many has 
decreased 

It is well documented that many people do not have a clear idea of what their financial situation in 
retirement is likely to be.  Headlines of typical studies include: 
 

• Nine in 10 unsure of their pension entitlements’9 
• ‘90% of people are ‘pensions apathetic’10 
• ‘Over 90% of all current DC savers may be at risk of saving insufficiently to replicate working life 

standards in retirement’11 
•  ‘DC pension holders’ expected retirement living standards falling’12 

               

This results in many people being more confident of their likely position than assessments of their 
likely retirement financial outcomes indicate will be the case: 
 

• Institute of Fiscal Studies (March 2020)13: 
o ‘Confidence in retirement incomes has increased in recent years’ 
o ‘The proportion of individuals who are confident that their income in retirement will 

give them the standard of living they hope for increased by 11 percentage points 
between 2008 and 2017’ 

o A similar pattern of increased confidence in retirement income adequacy is observed 
across both men and women, those working and not working, and those working in 
the public and private sectors’ 

• Retirement Confidence survey, AEGON UK (July 2019)14: 
o ‘Retirement Confidence is on the rise, but overconfidence carries risks’ 

 
Comparing the contributions being made into DC schemes (Table 1) and their likely outcomes in 
living standards (Figure 1), confidence does not tally with the way provision for the current 
workforce, at least in the private sector, has developed with the switch to DC and the advent of 
automatic enrolment. 
 
Underlying the situation is, of course, the demise of private sector DB pensions: 
 

• Pensions Policy Institute:  
o Active members of private sector DB schemes have fallen from more than 8 million in 

1967, to 4.1 million in 2000, 900,000 in 2019, and projected to be less than 500.000 by 
2041.15 16 

 

 
8 Spare Room (Q3 2021), Average Rent in the UK; 
9 Pensions Expert (November 2021), Nine in 10 unsure of their pension entitlements; 
10 Aviva (March 2021), Pension savers given a voice on ESG issues; 
11 Pensions Policy Institute (July 2021), The Member Impact of Accelerated DB Pension Scheme Closure; 
12 Pensions Age (December 2021), DC pensions holders’ expected retirement living standards falling; 
13 Institute for Fiscal Studies (March 2020), Lots more employees have a pension, and they expect to retire 
later; 
14 AEGON UK (September 2019), Retirement confidence is on the rise but overconfidence carries risks; 
15 Pensions Policy Institute (August 2020), The DC Future Book: 2020 Edition; 
16 Pensions Policy Institute (June 2021), Pension Facts June 2021; 
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In short, we believe that peoples’ likely outcomes in retirement have changed radically in the 21st 
Century, but expectations and the attitudes which form them, are still those of the 20th. If 
widespread dissatisfaction and significant problems from an under-resourced future generation of 
people of retirement age are going to be avoided, action to correct this is needed, and soon. 
 
Section 3: Why does this situation exist? 
 
People are human beings, not calculating machines 

 
One of the key observations from behavioural economics is ‘optimism bias’. Another is the age old, 
and well recognised, fact that most people would rather have £1 worth of remuneration from their 
employer, in their pay packet today, than £2 of value, also paid by the employer today, but not 
received by the employee until some point in the future.  
 
This arises from a mixture of factors. First, most human beings not being ‘economically rational 
man’, hence the characteristic described clearly in studies of behavioural economics, of people 
placing a lower value than is appropriate on future benefits whilst overvaluing the present. 17 Second, 
most people simply do not understand where they stand – consequently, their expectations for their 
financial position in retirement are often significantly out of line with what the outcome from their 
pension saving is likely to deliver, as described in Section 2 above. 

 
Employers are, though, economically rational 

 
• Employers are likely to pay people according to what they value most. 
• People value immediate cash more than they value higher amounts – even much higher 

amounts – postponed, and most people don’t understand that £1 of pay into a pension 
today is worth at least £2. 

• Most people are not ‘economically rational’, but employers are. 
• So, employers are more likely to (and evidence shows they do) pay people lower amounts, 

by way of immediate pay, rather than higher amounts by way of pension contributions.   
• This is what most employees, especially if they don’t understand that ‘£1 is worth £2’, would 

prefer, as well. 
 
The consequences of this are: 

a. Prior to the advent of automatic enrolment, most employers in the private sector 
cut back sharply, when they moved from DB to DC, on the amount of their 
employment costs which go into pension schemes rather than immediate pay. This 
is tantamount to pay cuts. 

b. There has been virtually no employee push back against those reductions. 
(University staff and the Underground are the exceptions that prove the rule. The 
rarity of collective bargaining today is probably a factor). 

c. Despite these reductions most employees now have the same expectations of 
income in retirement as was the case before they took place.  There is, therefore, no 
clearly expressed demand from employees for a particular level of pension 
provision. Reports suggest that most employers do not think that their pension 
provision makes any difference to recruitment or retention. 18 

d. Although ‘Save More Tomorrow’ approaches have been shown to be very effective 
in seeing employees steadily increase their contributions, we believe that the 

 
17 Mitchell and Utkus (January 2005), Pension Design and Structure: New Lessons from Behavioural Finance; 
18 Peoples’ Pension (October 2017), Employee and Employer Attitudes to Pensions as a Workplace Benefit; 
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implementation of such arrangements is low. Employers have little commercial 
incentive to see their costs of employment rise, if there is little resultant positive 
effect on recruitment, retention, or employee satisfaction. 

 
In the private sector at least, the proportion of total remuneration paid as pension contributions 
rather than direct pay is unlikely to change, unless the reaction from employees shows this to be 
commercially sensible.   
 
An additional factor in why private sector employers show little resistance to taking opportunities to 
cut back on retirement provision for their staff is a behavioural one. Prior to the advent of much 
more limited annual and lifetime allowances, most decision-making executives in businesses were 
members of the pension scheme. Reducing benefits for their employees whilst maintaining their 
own was not commonplace. The much reduced lifetime and annual contribution mean that most 
decision makers are now not in the same pension scheme as their employees. The UK situation 
contrasts with a measure designed to address this in the USA, where highly compensated employees 
are not allowed to make contributions to a 401k plan, which are excessive when compared to non-
highly compensated employees. 
 
This view of the declining interest employers are taking in their employees’ financial position in 
retirement is supported by the way in which employer concern is diminishing as many of the larger 
ones move away from single employer trusts and into master trust arrangements.  The Willis Towers 
Watson Survey 2021 showed that only 47% of FTSE 350 employers who had moved to Master Trust 
had ‘improved retirement outcomes for employees’ as an objective,19 compared with 70% for those 
who had not. 
 
Section 4. Some steps that could be taken to address the problems: ‘Turning the light bulb on’ 
 
Because many people: 

• are ‘sleep walking’ into a much tougher financial situation in retirement than they 
expect. 

• are not taking the steps which could be available to them to correct this, such as, 
taking up higher levels of employer matching contributions, taking advantage of 
income tax, capital gains tax and National Insurance Contribution concessions. 

and employers: 
 

• are unlikely, despite some expressing concern, to take steps which would significantly 
increase their employment costs without adequate appreciation from their employees. 

 
It seems unlikely that employees’ pensions outcomes can be brought more into alignment with their 
expectations without actions of some sort being taken. 
 
Increasing the mandatory contributions for automatic enrolment 
 
Rates of contribution 
 
Many in the pensions industry are hoping that a significant increase in minimum automatic 
enrolment contributions, and broadening the net, will address issues and leave them without the 
need to do anything, extend the 20th Century inertia which has so successfully brought more people 

 
19 Willis Towers Watson (July 2021), FTSE 350 Defined Contribution Survey 2021; 
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into saving for retirement and thus significantly increase the contributions the industry receives and 
funds under management on which they are remunerated. 
 
We fear this may be ‘Waiting for Godot’. With the cost of living rising faster than wages, the 
proposed National Insurance Contribution increase, the impact of Covid, we see no sign that 
employers have any inclination to either see their costs of employment rise or think their employees 
are ready to see earnings redistributed from take home pay towards retirement savings. It is difficult 
to see that a significant uplift is likely to be implementable for some years.  In a recent survey of 
employers, the CBI found that while a majority said that they would support an increase in AE 
contributions at some point, most said this should be five years away.20 

 
During which time, the inadequacies and disparities now becoming evident, will have taken root for 
many people.  Pension contributions lost, especially in early years are lost forever, together with the 
crucial added compound interest effect of returns on them.  
 
Even if an increase in mandatory minimum contributions is contemplated, for it to be acceptable to 
employees who will see greater reductions in their take home pay, or at the least, in the share of 
their employer’s employment costs available to them as take-home pay, the current 
incomprehension of the importance and value of retirement provision needs to be addressed.  
Employers in the CBI survey supported this: 87% said that Government should instead prioritise 
educating people about the importance of pensions over the next 2 years.21 
 
 
Age and earnings limits 
 
We believe, however, that there is a strong case in the short run for reducing the age limits at which 
people are automatically enrolled, for reducing or freezing the lower earnings limit on which 
contributions are based and for removing or reducing the £10,000 earnings threshold. 
 
Such measures would bring in a significant proportion of the 6 million people currently making no 
provision.  At present people being paid less than their colleagues are excluded due to the current 
limits are as they miss out employers’ contributions.  
 
Addressing these issues would be a valuable step towards greater inclusion and reducing the gaps 
between lower and better paid employees, who are over-represented amongst women and some 
minorities.  
 
As part of considering this, the affordability of contributions made by such employees would have to 
be carefully evaluated. It is not, we think, axiomatic that low earnings in a particular employment 
means difficulty in affording in every case.  For example, in situations where the employee is part of 
a household with multiple earners, or where someone has more than one part time job. 
 
It may be that, even where affordability is a key issue, the employers’ contributions could still be 
allocated. Perhaps in the event of an employee indicating that they do not intend to opt out, in the 
event of their age/earnings passing the minimum thresholds - using the same logic as has been 
shown to work in schemes which use ‘Save More Tomorrow’ to gradually build contributions to a 
better level.   
 
Collective Defined Contributions 

 
20 CBI/Mercer (October 2021), Pensions Report: Commitment through Crisis; 
21 Ibid. 
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Collective Defined Contribution Schemes are sometimes suggested as the answer to the dilemma. 
They bring with them a possible solution to the most likely key factors in the decline in DB schemes: 
the scheme sponsor’s exposure to adverse performance of investments, to inflation and to 
increasing longevity. The combination of these is an anathema to most businesses, because it 
undermines their ability to project a substantial amount of employment costs accurately and can 
bring with it unexpected and difficult finance demands for capital to make up funding shortfalls. 

 
The snag is that the comfort this can bring to the employer necessitates a degree of uncertainty for 
the scheme member.  Again, we do not go into this in detail as ‘CDC’ is much discussed elsewhere, 
but: 

 
o Given that, most employees name ‘security’ as a priority for retirement, it is difficult 

to see that adverse reactions to reductions in benefits paid, which are the balancing 
item, will not follow the experience of the Netherlands (and of Equitable Life ‘with 
profit annuity’ holders in the UK); in which members are happy to see benefits vary 
upwards, but upset when they vary downwards. 

o It may be possible, with a significant amount of communication effort, to get to a 
point where members accept a degree of volatility in their pensions, especially if 
those pensions are significantly higher than those, they could expect form a ‘pure’ 
DC scheme. 

o It will require a major effort given the lack of understanding of their current 
position.  

 
The reason why CDC will be likely to deliver better pensions than pure DC is because, the 
contributions going in are likely to be higher. For this to happen the employer attitudes must 
change, if they are to increase contributions, and take on the risk that employees might, even if 
without an enforceable right to demand it, press for similar contribution increases or shortfall 
payments, as in DB, to maintain the pensions expected.  The alternative, increasing employee 
contributions, could lead to disproportionate subsidy of current retirees by younger workers, with 
the risk that those younger members might not be able to receive in future, pensions their 
predecessors have received, or which their contributions should have merited. 
 
In sum, pensions payable can only be the result of: 

• Contributions  
• Investment returns  
• Less expenses 

 
For CDC to be a success, employees and employers will, both, almost certainly need to significantly 
increase the value that each place on having a higher proportion of total remuneration deferred, 
rather than paid immediately.  This could come about, if the characteristic of CDC, that it gives the 
employee a yardstick if not a promise, helps to ‘turn the light bulb on’ for employees, as described 
below. 
 
We believe that a change of format without a change of both employer and employee attitudes is 
unlikely to bring about significant adoption of higher levels of contributions.  
 
Other measures to improve understanding and engagement:  

 
We are very supportive of measures which are already planned to improve the general level of 
understanding and engagement, such as: 
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• the Pensions Dashboard.  
• measures to improve the take up of ‘Money Helper’ guidance at and prior to retirement. 
• measures to reduce the proliferation of small pension pots.  
• the ‘Mid- Life MoT’.   
 

We agree with the Committee’s view, following the inquiry’s second stage, that the present 
‘stronger nudge’ proposals are not sufficient to make this the norm, and support the call for 
‘automatic enrolment’ into such appointments. 

 
We also welcome the measures being taken to deal with the ‘Net Pay anomaly’ as it particularly 
affects many low paid people. 
 
 ‘Turning the light bulb on’ 
 
Making such resources and information available is not the same thing as having them taken up and 
acted on. We believe they are necessary, and welcome, but not sufficient. 
 
We believe they, and similar measures such as the adoption of CDC, should be accompanied by a 
major campaign with the objective of ‘turning the light bulb on’, notifying the public that in the 21st 
Century it is essential for them and their families to have at least a fair impression of how they are 
likely to be placed in retirement. 
 
By ‘major campaign’ we mean a campaign of sufficient order of magnitude to reach the majority of 
the 30 million people at work. This would be unprecedented by previous promotional efforts. To be 
effective, it would need to be of an order which achieved ‘share of voice’, to be heard through all the 
noise and distraction of other campaigns – such as those to promote gambling or build brand 
recognition for financial institutions.   
 
Such a campaign has been costed, but not recently. In the latter part of the last century, experts 
such as Saatchi and Saatchi costed it, at approximately £25 million a year for 3- 5 years, to achieve 
the shift in public attitudes needed. It was envisaged that this could then be reduced to a much 
lower ‘maintenance’ level. We do not know how much the 2022 costs would be. Inflation alone 
would suggest £50m, but what would be needed in the internet age might be very different.   
 
We are very aware of the antipathy in many quarters to the suggestion of spending significant 
amounts of money on promotion in this area.  The link between the amount spent and results is very 
difficult to prove, and critics will brand it as a ‘waste of money’, because it is almost impossible to 
show a direct link of causation between the amount spent and any relevant change in consumer 
behaviour.  To put it in perspective: 
 

• Even if the rate of spend for the first few years was £100m, this would represent just 
four one-thousandths of a percent of the pensions industry’s £2.5 trillion assets under 
management.  To contemplate this, for a short period of years, as a means of radically 
improving the prospects of the industry’s millions of customers and increasing 
substantially the funds under management by the industry, does not seem inordinate. 
At 0.004%, for a limited period, it should not be a significant enough amount to be likely 
to result in charges to customers having to be increased. 
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• The advertising and promotion budget of just one of the major banks, was reported in 
2021 as £187m.22 

 

 
So, as well as measures to improve information available, what is needed is a major effort to alert 
people to where they stand and what can be done about it.  To move people from expectations 
founded on 20th century experience into what is likely in the 21st.  
 
Inertia alone will not bring pension outcomes in line with even moderate expectations unless a 
significant increase in the mandated minimum rate of automatically enrolled contributions is 
implemented. This seems unlikely for some years at least, even this might not do the job. As shown 
in Figure 1, DC contributions of 15% are needed to get 50% of the population up to the PLSA’s 
moderate living standards. 15% is above most suggestions of the level to which mandatory 
contribution levels should be increased. 
 
Further, there must be a risk, if employees do not appreciate the value of pension contributions 
made for or by them, that opt out rates might increase. This would be because ceasing higher rates 
of contribution would make a bigger difference to take home pay. The percentage of eligible 
employees saving persistently already appears to be drifting down.23 
 
Another factor which could significantly improve retirement outcomes is the nature of investments 
in which DC members find themselves – especially when defaulted into them.  The amount of risk 
which members can bear is usually related to the return over time which they might obtain and is 
we believe greater than typical default fund ‘life styling’ enables. See Appendix C. 
 
If members had a better understanding of the relative benefit of tolerating some variation as 
markets move, as opposed to the impression of the safety of cash savings subject to inflation, their 
likely retirement outcomes would be increased significantly.   
 
4.5 Could a campaign to achieve such a radical shift in peoples’ attitude be achieved?  
 
Experience and research in the UK and elsewhere,24 shows that, for most people, once the bare 
bones are made clear, of what their outcome in retirement (in terms of living standards) is likely to 
be, and what the factors are which are most important in terms of aligning their likely outcome with 
their expectations, they experience a ‘light bulb moment’. This causes a reassessment of their view 
of the value of assigning a somewhat higher proportion of their earnings to making provision for 
retirement or other positive actions generally not otherwise undertaken. 
 
The usual objection to this is ‘the primary reason most people don’t save for retirement is because 
they can’t afford to’. This assertion does not stand up to examination. It is, without question, what 
people are most likely to say in an opinion survey, but analysis of affordability has shown that the 
propensity to save for retirement does not vary significantly with income once it is above 
approximately 40% of National Average Earnings.25 Propensity to save is much more related to 
attitude. 

 

 
22 Campaign Magazine (March 2021), Lloyds Banking Group launches in-house for cheaper, ‘more empathetic’ 
comms; 
23 Pensions Policy Institute (September 2021), The DC Future Book: 2021 Editions; 
24 Cronqvist, Thaler and Yu (May 2018), When Nudges Are Forever: Inertia in the Swedish Premium Pension 
Plan; 
25 ABI (September 2001), The Future Regulation of UK savings and Investment: targeting the savings gap; 
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Further supporting evidence that ‘turning the lightbulb on’ can make a quite dramatic difference can 
be seen from the success Hymans Robertson have experienced with their ‘Guided Outcomes’ (‘GO’) 
programme of employee communication.26 In this, scheme members are given a simple ‘traffic 
lights’ indication of whether their lifestyle in retirement is likely to meet their expectations.  Hymans 
Robertson have told the Commission that: 
 

• 37% of all members using ‘GO’ started to save more. 
• Of those members using ‘GO’ they observed an average increase in total contributions of 

4.5% of earnings. 
• After 3 years of using ‘GO’ the number of members assessed as ‘on track to meet target’ had 

doubled. 
 
Adopting measures such as ‘Guided Outcomes’ (a logical development of the Pensions Dashboard), 
achieving the amalgamation of small pots, alongside a major campaign as described above, could 
transform the retirement prospects of many people from almost certain disappointment to life they 
are expecting. 
 
The cost of such a campaign, or any amount of a similar order of magnitude, does not seem to be a 
disproportionate amount, if the result is better informed and connected people with a much clearer 
idea of how they will stand in retirement. Other benefits include: 
 

• Many employees would be more likely to benefit from higher matching contributions – 
perhaps up to as much as £1bn a year and from accompanying tax and NI Contribution 
concessions. See Appendix B. 

• The industry would benefit from higher inflows of funds and the revenues associated with 
them.  

• Employers should not, at least over time, see an increase in overall costs of employment, if 
£1 put towards a person’s retirement savings becomes understood as being as valuable as 
£1 in immediate pay. Employers could also benefit from not being faced with employees not 
wishing to leave the workforce because they cannot afford to retire. 

 
 
 

 
 
  

 
26 Hymans Robertson, Guided Outcomes; 
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Appendices 
 

A. The growing disparity in pensions provision. 
B. An information gap: to what extent are employer matching contributions, available to 

employees who make contributions above the ‘core’ level of their scheme, take up those 
matches? 

C. Do current ‘lifestyle’ default funds have too conservative an investment approach? 
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Appendix A 

The growing disparity in pensions provision 
 
Table 2 shows how the level of pension contributions varies for people in different forms of 
employment. Data concerning the level of contributions is difficult to find and to ensure consistency. 
We were unable to find data for the many employers bigger than the SMEs, but smaller than FTSE 
350, or unquoted if larger; data showing the extent to which higher levels of employer match, where 
available, are taken up; and data on the effect on outcome of people moving between the different 
forms of employment. 
 
We believe the impression, that most people employed in even larger private sector employers are 
typically seeing contributions at a half of the value of typical former DB benefits and that 
contributions for people who are newly automatically enrolled are a quarter of them, is reasonable. 
 

Table 2: Disparities in pension contributions and expectations by nature of employment: 
 

 
      
        
Sources: PLSA27, ONS28 29, Corporate Adviser30, The Pensions 
Regulator31 32, NEST Insight33, Willis Towers Watson34      
        

  

 
27 Pensions and Lifetime Savings Association (September 2021), An employer’s guide to talking about 
workplace pensions; 
28 Office for National Statistics (January 2022), Employment in the UK; 
29 Office for National Statistics (April 2021), Employer contribution bands by size of business and pension type; 
30 Corporate Adviser (April 2021), Master Trust and GPP Defaults Report; 
31 The Pensions Regulator (March 2021); DB Defined Benefit Annual Report; 
32 The Pensions Regulator (December 2019); DC trust: scheme return data 2019-2020; 
33 NEST Insight (October 2021), Retirement saving in the UK 2021; 
34 Willis Towers Watson (July 2021), FTSE 350 Defined Contribution Survey 2021; 
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Appendix B 

 
An information gap: to what extent are employer matching contributions, available to employees 
who make contributions above the ‘core’ level of their scheme, take up those matches? 

A less immediately obvious disparity is between the prospects of an employee who takes advantage 
of employer matched contributions where they are available, and an employee who doesn’t. 
 
This is a topic which appears to be little examined in available statistics which describe the extent of 
provision for retirement. Some direct experience of members of the Commission and anecdotal 
enquiries of others in the industry, suggests that the level of take up of employer matches might be 
as low as used to be the case for ‘non-joiners’ prior to the advent of automatic enrolment. Only 
about one-half of employees who could take up an employer match do so. 
 
This is reflected in Willis Towers Watson’s 2020 and 2021 reports,35 36 which showed that more than 
80% of FTSE 350 companies use their minimum ‘core’ contribution in their scheme design as the 
default for entrants and says that unless “individuals understand… opportunities for increased 
(employer) contributions might be being missed out on”.  The latest report showed that only 2% of 
FTSE 100 and 3% of FTSE 250 companies automatically enrol into the highest level of employer 
contribution available. If 50% of people who could take up a match, of typically circa 3 – 5% of pay 
per annum (see Figure 2) are not doing so, ‘might be missing out’ could be something of an 
understatement.  

Accurate statistics do not seem to be readily to hand which prove categorically the scale of employer 
matches available, but not taken up. However, if there are around half of the 14.6 million people in 
DC schemes who have access to employer contributions above the automatic enrolment minima,37 
and one half offer an employer match above the ‘core’ contribution level typical of FTSE 250 
companies of around 3%, which is not taken up by 50% of the employees who could; the based on 
the national average earnings around £1.4 billion per annum in available employer matches is not 
being taken up. This is a very crude estimate, but it would not be difficult to see that, allowing for 
error and for people who cannot afford to take up the match (a minority according to historical data, 
although this may have increased due to the Coronavirus pandemic), the amount of employer 
contributions foregone each year could be of the order of £1 billion. 

Inability to afford higher personal contributions is often cited as the reason for this.  But this 
assertion does not appear to stand careful inspection. What data there is suggests that the 
propensity to save is more directly related to attitude than to affordability. We believe this topic 
deserves to have greater exposure. Accurate statistics, and a clear understanding of the reasons why 
available employer matches are not taken up could realise a significant increase in retirement 
savings and gain employers who do provide such matches greater recognition of the value of their 
pensions provision. 

If, as Willis Towers Watson say, 80%+, even of large employers only offer their ‘core’ contribution 
rate as a default, this disparity cannot be addressed by inertia.38 It is another possible supporting 

 
35 Willis Towers Watson (July 2020), FTSE 350 DC Pension Survey 2020;   
36 Willis Towers Watson (July 2021), FTSE 350 Defined Contribution Survey 2021; 
37 Pensions Policy Institute (August 2020), The DC Future Book: 2020 Edition; 
38 Willis Towers Watson (July 2021), FTSE 350 Defined Contribution Survey 2021; 
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factor for starting to think that inertia is not enough and better means to equip people better should 
be sought. 

Figure 2: Willis Towers Watson (July 2021), FTSE 350 Defined Contribution Survey 2021; 
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Appendix C 

Do current ‘lifestyle’ default funds have too conservative an investment approach? 

The rationale for relatively defensive default funds is often based on one of two concerns: 
 

1. That the effect on the member of a sharp drop in the value of their pension pot would be 
beyond the member’s reasonable risk tolerance. 

2. That if a member sees a sharp drop in the value of their fund, they are likely to react by 
opting out of contributing, when the effect of ceasing contributions (and associated 
employers’ contributions, tax relief, etc.) is likely to be much greater over time, than 
fluctuations in the nominal value of someone’s DC pot. 

 
Considering both prompts the following thoughts: 
 

1. Risk tolerance 
 
Analyses of the risk tolerance of DC members often omit the value at retirement of the State 
Pension (circa £250,000) from their consideration. The reliability of the State Pension, and its 
scale relative to the size of DC pots typical now and for the foreseeable future, means that 
omitting it from a risk assessment can lead to an exaggerated impression of the effect of a 
sharp drop in the value of investments. This leads, in many cases, to a withdrawal of DC 
funds from growth assets earlier than is likely to be in the members’ best interests bearing in 
mind their overall risk capacity, as opposed to looking at the DC pot on its own. 39 
 

2. Will sharp falls in the value of members’ pots lead to members ceasing to contribute? 
 
We believe that, at the advent of automatic enrolment when a new population of savers, 
circa 10 million employees were included in pension saving, it was sensible and appropriate 
to take a defensive view. The impact on retirement prospects of someone ceasing 
contributions is much greater than that of a lower investment return. But recent experience, 
such as the falls in the stock markets during the Covid pandemic, suggest that this is not 
likely. Opt out and cessation rates remained low during the Covid pandemic,40 despite the 
FTSE 100 index falling sharply by 33%- from 7778 in May 2018 to 5190 in March 2020. We 
believe that the experience of 401k plans in the USA, for businesses which employed inertia-
based approaches to encourage participation has been similar, over a longer period, in 
encompassing more market drops.  

 
We believe, therefore that the case for being defensive with default funds – treating them as if each 
was, on its own, the key pillar of someone’s retirement finances – is not made. Furthermore, the ‘life 
styling’ which leads to too early a withdrawal of a significant proportion of a member’s savings from 
growth assets can be detrimental to their interests. However, we acknowledge that when people are 
asked, many express considerable aversions to risk to the nominal value of their savings. Such an 
attitude is more likely to lead to reductions in their real value and needs to be more commonly 
understood. Broadening awareness of this would be part of the campaign to move comprehension 
from the 20th century into the 21st. 

 
 

 
39 Pension Policy Institute (September 2021), The DC Future Book: 2021 Edition; 
40 NEST (November 2021), Corporation Annual Report and Accounts 2020/21; 


