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SOCIAL SECURITY REVIEW: PENSIONS
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My Paper (¢

4a Strategy fo

Pension Scheme

Occupﬂtional or

contribute, I ha¥e

iESt way of achievi
Plementation proce

ow :
S eve?: to remind co
SSentia],

on the outcome of the Review of Social Security set out
ions which would replace the State Earnings Related

) and give all those in work the right to an

1 pension to which their employers would also
discussing further with colleagues concerned the
t strategy and we are agreed on a phased

h is explained below. It may be helpful,

s first of the reasons why change is

COST OF skRps

ly difficult. But there are some
certain - notably that the number
lly. This rise is:

1985 9.98 million pensione
2005 10.1 million pensioners
2015 11.1 million pensioners

2025 12.3 million pensioners A
2035

12.5 million pensioners.

There ;

e 1s : : i ;

Signifs: N0 doubt, therefore, that expenditure on pensions is set to rise
Lficant]y,

Spendiny The only question is by how much. Currept pensions
Cost ofgsés'abOUt £15% billion. Without any allowanc inflation, the
tota] RPS alone will reach £25 billion a year by - making

5 Priz::§lons spending £45 billion a year (if basic pe are uprated
and £66 billion a year (on earnings). At the ime
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Projections by the Government Actuary's Department shows that the number

PeNsioners therefore worsens:

of . . : i
9 contributors remain about the same. The ratio of contributors to

@ 1985 2:3
"I.EOOS 212
2015 2:0

2025 1:8

) :
Aot The'bulld pending on SERPS is about to begin. If we do not
BOWELE Qs iy

a. Costs wil

and the contributions of the working
Population will

b : : s .
" Public spending will be pre-empted - at a time when demands from

ghe elderly will mean more pressure for spending on the health

Servyi : . ’
311V1°e and personal social services., There will be consequences for
other programmes,

c. . . . . -
20 There will be no impr in personal occupational pension
Ver. The trend to more pe enefits provided by the State will
continue,
Our con

that chIUSion in the Ministerial Gro
phobaiss ?ost of SERPS was unacceptabl
j € to give everybody the right t

we also saw a wider
Job; ang T own pension through their
glve people a personal stake
T own pension investments,

throug Eheq economy and their future

REPLACING gpgpg A

4
. Th
a requie Proposal agreed in MISC 111 was that SERPS should be replaced by

re S ; ;
employersmznt for at least a minimum level of contribution by both

n . .
The focug ind employees to an occupational or persona@wn scheme.,

ocial Security (MISC 111) was

Change _Subsequent discussions has been on how t through the
© Private pensions for all. '
5!

The
Te are two main issues:

a, -
OCCUPZE?;e 1S the short-term i@pact of‘a-major.extensio. ?ded
the exisc?zl and personal pension provision while the 1idb es of
efore Th% pay-as-you-go National Insurance system conti
the * *h1s must have an impact on employers and employee

publj

¢ and private sectors. But we have concluded that
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Borrowing Requirement (PSBR) and take-home pay - can be reduced to
acceptable levels by phasing in the new arrangements over three

@ years, This will allow sufficient time both for contributors and the

o effect - which is shared between employment costs, the Public Sector

financial institutions to adapt to the changed financial flows.

A- We need to take account of the impact of the change in the
Pension expectations of those retiring in the coming years. This
could be considerable for those now in their fifties who would not
have time to build up their own pension sufficiently to replace the
SERPS entitlement they might be expecting. For the younger age

8roups gthis is not a problem: even at the minimum contribution

leve er cent), they should be able to achieve a reasonable level

entitlement from their own investment. We have concluded

that t way to proceed will be to allow older workers to remain
D ?ERP retirement. This will require a system of age-related
National nce contributions to be introduced but it will ensure
g;at nobod ing this century would be affected by the ending of
RPS
6. In ;
Summary, my 1 could be put into effect as follows:
a. _for men aged ot over and women aged 45 or over, SERPS would
continue until their retirement;
b.

for all other employees SERPS would be replaced over three years

b o e ; 3 . . A
Y a minimum private pension gequirement, This would involve:

i Preservation of S rights earned up to 1987;
ii. reduced rates of ac

f additional SERPS rights in
1987-88 and 1988-89; and n

SERPS rights thereafter;
iii, a minimum private pensio ribution by employers and
employees of 1 per cent each i 88; 1.5 per cent in
1988-89; and 2 per cent in 1989

e : 5 ;
T hNatlonal Insurance contribution ratAld be changed to
ch:

1+ all those under 50 who would no longer be in SERPS would
Pay a standard contribution rate of 16.45 per cent (shared

between employers and employees) in 1989—90mn0

contr.'acted-out rebate following a phased ch om the current
combined rate of 19.45 per cent;

;1- those remaining in the SERPS (ie the contra over
.08) would pay a combined rate of 20.45 per cent 87-88

lnstead of 19,45 per cent at present;
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iii. those over 50 currently contracted-out would pay a combined

the current 19.45 per cent combined rate less the contracted-out

9 rate of 16.45 per cent in 1989-90 following a phased change from

rebate of 6.25 per cent on relevant earnings;
igures assume that the self-employed would not be affected by the

c
T : : : : : :
QEEE_iﬂBllEEElEEE- The phasing out of SERPS in this way will:
4.  Lessen the initial impact of the change. 1In the first year the
net effgct would be to increase the PSBR by £100 million. An extra

£600 ion of pensions investment would be generated but this would
Mean rage a net increase of only 0.3 per cent in private sector
emPl?Y sts and a net reduction in take-home pay (after paying
99“319n pbutions) of only 0.2 per cent. Even at the end of the
Efansltlo riod in 1989-90 the net effects are manageable: the
otal addi ensions investment would be £1.3 billion and the

ased by £0.6 billion in 1989-90. The net effect
eriod would be an increase of only 0.2 per cent
oyment costs and an average reduction in

r cent,

b : ] ;

e Still secure almost all the possible long-term public

thPEndlture savings. Compared with an unphased abolition of SERPS,
€ Proposal means foregoing savings which would have risen to about

:% billion by the turn of thegcentury, But thereafter the savings
18e to over £22 billion i@—:ﬁ&.

N e
Yearg sflmzliEEEions for individu

retirment - the age group

as follows. Those within fifteen

expeCtations \ ncerned about their pension
Private prov_"'W111 be unaffected. e younger age groups the move to
Minimun 1ev91310n shou}d not pose any s problems. Evgn at the
Performan of contribution and on ca forecasts of investment

$Ea onable comparison with

SERPS , the expected pension offers
Choosge toeimust also expect that.a‘substan oportion of people will
Problep fOranSt more than the minimum. No ss, there could be a
ave insuffi i J?St below'the age limit fo- e 1n}ng in SERPS who will
Consider; Clent time to build up extra pension provision. I shall be

amelioraEZE further how the cliff-edge effect of the age limit can be

THE NEy SYSTEM

9
7 The ; > ‘
Pringjy;. PPFoach to pensions put forward in C(85) 9 is

ple of : on the
the State-o t?lﬁ pillars; basic flat-rate provision to through
Job apq hisaddltlonal provision to be made by the individu ugh his
Veryboqy OWn savings. It is an approach which not only i

the right to their own pension but also offers the
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mu . . . . .
ch greater involvement and much greater choice in his pension
drrangements,

3 - We are currently legislating to give members of
9 Cupational pension schemes fairer treatment:

@ a, the right to a transfer value when leaving a job;
b. preserved rights for early leavers;

C. better information for scheme members.

zzu?zv: shown our.commitment to t?e concept of pers?n§1 pensions, and they
PeﬂsiOne much easier to operate without the comp1e§1t1§s ?f the'Current
imPOSsiilst ture. To carry the process further is difficult if not
outlined the present SEBPS structure, The ?roposals I h§ve
ble us to achieve our strategy while safeguarding those

age. They will meet our obligations to those now in
low employers and employees to adjust to the change
iod, and they will enable us to stimulate the
ide schemes for those industries in which employers
up their own schemes. The new framework of

show that we have put in place an entirely

acement for SERPS which offers virtually

eir own occupational pension.

Creation of ing
E?ﬁibe reluctant
CrEdTET requiremen
Sl € and effecti

e the assuranceé” o

10. 2 Lofles
I invite colleagues to endorse my proposals.

Depart ‘
Ment of Health and Social Security )

7 May 1985
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