Pension Freedoms: Three Big Ideas
The greatest individual challenge we face today is how to assure our retirement. We might not all want to retire; but
most of us dream of doing so at some stage. According to new research from Scottish Widows, however, one in five
Brits - more than 10 million people - say they’ll work until they’re physically unable to, while one in 20 - another three
million people – say they expect to work until they die.
This grim prospect arises in part from the decline in defined benefit pension provision. Improvements in state
pensions, welcome though they are, cannot fill the gap. More and more of us in the UK are going to be dependent on
money purchase pension savings in retirement. How is this going to work?
Building up a big pot is one side of the story. Automatic
enrolment has succeeded, so far, in making a start; partly
because the mandatory contributions have been very low
and partly by capitalising on inertia. No decision required,
unless you want to opt out. (Presently we’re holding our
breath while we wait to see the eﬀect on opting-out of this
month’s hike in minimum contributions from 2% to 5%.)
A new report from the House of Commons Work and
Pensions Committee focuses on the other end of the story, ie
what you do with the pot when you need the money to live
on. It contains three big ideas.
After ‘pension freedoms’ came in three years ago, the old
rule which forced occupational DC scheme members to buy
an annuity is dead. Instead, everyone has to make their own
choice.
Too often, the report says, people are poorly
informed and take the whole pot as cash, leaving what’s left
after tax languishing in low-interest cash bank accounts.
Most pots fully cashed-out so far have been small – less
than £30,000 – and trust-based DC schemes don’t oﬀer a
drawdown alternative anyway, because of the extra cost of
set-up and administration. The Committee’s beef, though, is
the lack of innovation and competition among drawdown
providers. So consumers go with the one they know: the
same problem we had with the annuity market, even after the
Open Market Option came in.
So here’s the committee’s first big idea: they recommend
that every pension provider oﬀering drawdown should be
required, by April next year, to oﬀer a default decumulation
pathway suitable for their core customer group, with charges
capped at 0.75% as for auto-enrolment.
More
controversially still, they say NEST should be allowed to do
that too, on the grounds that this will stimulate a competitive
market.
The Committee oﬀers no idea of what this default drawdown
route might look like though. The FCA hasn’t put forward
anything either.

My guess is that something based on experience of the
capped drawdown regime might emerge.
Their second idea is about how to increase consumer
engagement: pension wake-up packs are too much and too
late. They don’t work. A one-page “pensions passport” has
more chance of being read, and an earlier ‘mid-life MOT’ at
age 50 might help too, they say. Automated advice – so-called
‘robo-advice’ - is promising if proven reliable and trustworthy.
Their third idea will provoke more controversy. There’s a
strong consensus now in favour of the pensions dashboard.
Opinion is divided though on whether we should have just one
dashboard, or many.
Initially the government said
development should be “industry led”, so the ABI got cracking
and demonstrated a prototype last October. Insurers want to
oﬀer their own dashboards, and might be able to get them up
and running by next April as the Government wants.
However, there is strong support for a single dashboard hosted
by the new Single Financial Guidance Body, due to be
established in October this year. This would be the simplest
way of ensuring an individual can see all their pension
entitlements – state, DC and DB - in one place, free of
commercial bias. If we’ve learned one lesson from recent
decades, it’s that pensions need to be made simple.
The Work and Pensions Committee has come out strongly in
favour of this. DC providers in theory should not have great
diﬃculties, except perhaps in extracting data from ancient
legacy systems. The Pensions Minister has acknowledged
that the state pension will be a key component.
The Committee is absurdly optimistic about DB schemes
though: while recognising provision of data will have to be
made mandatory, and that “some DB schemes, especially
small legacy schemes set up long ago may struggle”, the
Committee wants a timetable to bring 80% of DB pensions
visible on the dashboard by next April.

Good luck with that, we might say. And yet the government might have to pay attention: witness the way they
responded to the Committee’s earlier report on cold calling, that demanded quicker action. The Government has tabled
amendments to its own Financial Guidance and Claims Bill to do just that.
Click here here for a more detailed analysis of this potentially influential Report from the Work and Pensions Committee.
The government has got to ensure people have a smooth path to secure retirements. These three big ideas look
positive, but will they be enough?
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