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In a typically black-and-white way of thinking, pension schemes have been labelled either as 
'defined benefit' (DB) or 'defined contribution' (DC).   The pendulum of favour has swung from 
one extreme to the other and back again over the past century, with some hybridisation along 
the way - generated mainly by the complexities of contracting-out. 

Whatever the modus operandi, the desired outcome of pension saving for most people is a 
predictable retirement income.  If it cannot be a defined benefit, at least the opportunity to 
target such an outcome should be open.

So we who toil in the private sector need to be aware not 
only of the potentially catastrophically low rate at which 
DC pots are being funded, but also the future tax burden 
to cover the unfunded DB pensions in the public sector.  
That's why we need to incentivise pension saving. 

As well as incentivising pension saving, we need to focus 
on removing disincentives (and not creating any more).  
Some stem from inappropriate application of a 'one-size-
fits-all' approach to legislation. 

Take the bulk transfer rules, for example.  They've been a 
barrier to efficient consolidation of small pots in DC 
schemes.  They have also prevented action to free 
'orphan schemes', where the employer and sole trustee 
no longer exists.  The rules were designed for DB schemes: 
they require an actuarial certificate and a relationship 
between the transferring and receiving schemes.  Finally, 
the DWP has now come up with concrete proposals to 
scrap these requirements for transfers between DC 
schemes.   

We could go further: some argue the Lifetime Allowance 
should be scrapped for DC saving, as a tax on investment 
performance.  Others say the Annual Allowance is unfair 
on DB members who may incur a tax charge they cannot 
avoid.  Fairness is a noble objective, but the myriad forms 
of hybrid scheme present a challenge. 

Ostensibly, the rigid framework of pensions tax legislation 
offers this, by decreeing that pension savers in both DB 
and DC arrangements shall have the same lifetime 
allowance (currently £1 million, though nobody's betting 
against further tinkering in the Budget this month). 

It doesn't work though.  With a £1m pot, a 65-year-old 
might buy an index-linked pension of around £24,000 pa.  
Contrast that with the £50,000 DB pension allowable 
before the lucky holder is liable for a lifetime allowance 
tax charge. 

This grossly unfair disparity could very easily be fixed.  All 
the government has to do is change the valuation factor 
in s.276 of the 2004 Finance Act: if that were doubled, it 
would bring the LTA charge threshold more nearly into 
line. 

But I don't expect that is going to happen.  The reason is 
the effect it would have on the pensions of civil servants, 
most other public sector workers, and of course 
politicians themselves.  Because there is a rapidly-
growing divide: DB provision is increasingly a public 
sector phenomenon, while in the private sector almost 
all pension saving these days is via DC arrangements. 

We need to talk about this, because taxpayers are on 
the hook for approximately £1.5 trillion.  That's the size of 
the unfunded public sector DB pension liabilities.  It's 
about the same as the total estimated liabilities of 
private sector DB schemes (a measure which itself is 
hotly contested). 

Meanwhile, two vitally important government decisions are imminent.  One is the response to 
the Automatic Enrolment Review, expected next month.  The other is the White Paper on the 
future of DB funding, which might appear in February.  So will the government be putting up 
walls or breaking them down, and if they do, how will it affect the view?  

I'm sure of one thing: if we don't get pension provision on a sustainable footing, I fear for the 
future.


