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change. We ask difficult questions and present new solutions to the challenges and 
opportunities of ageing. We undertake research and policy analysis and create a forum for 
debate and action.
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On Monday 25th January 2016 ILC-UK, in association with Age UK, held an event entitled 
“The Future of Private Pension Savings”. It was prompted by the ongoing Government 
consultation on the pensions system and the use of tax incentives to save. The event 
looked at the implications of reforms to pensions and asked how we can incentivise 
people to save effectively for retirement. This report summarises the discussion, drawing 
upon the contributions of panellists and attendees to present five key recommendations 
for the government to consider. 

Reforms: Tracing the Previous Six Years
The pensions system has changed significantly over recent years in an attempt to make 
it simpler and more sustainable. The current consultation on tax relief must be seen in the 
context of the reforms which collectively affect the incentives of people to save and consume 
their retirement savings. 

Automatic Enrolment
Introduced from October 2012 to address under-saving, by 2018 
auto enrolment will ensure all eligible workers are incorporated 
into a pension scheme. According to the Government’s 
December 2015 review, over 5.6 million workers have been 
automatically enrolled to date.1 Whilst the scheme has been 
very successful in improving participation, there remain gaps 
in coverage. Self-employed people, for example, now at a 
record number, miss out on the changes despite being one 
of the groups most at risk of failing to save.2  From April 2019 
contribution rates will be escalated to 8% overall. 

Pension Freedoms
Introduced in April 2015, new “pension freedoms” allow those 
with defined contribution pension schemes to access their funds 
from age 55 to withdraw and use as they see fit. In practice 
this has meant the Government overhauling the tax system, 
removing  the tax charges that disincentivised cash withdrawals. 
The reform has proven popular, with figures showing that in the 
three months following the reform, 204,581 pension policies 
were accessed.3 The freedoms have however raised concerns 
about the potential for consumer harm by those who may invest 
in risky assets or scams, be hit by taxation on withdrawals or 
spend their retirement savings too early because they fail to 
annuitise. The Government has sought to address this through a 
guidance guarantee, ensuring all those soon to retire can receive 
generic advice on accessing their pot but questions remain 
about whether guidance alone can support good decisions at 
the point of retirement, and whether enough people who would 
benefit are taking up the guidance on offer. 

1 Department for Work and Pensions (2015) ‘Review of the automatic enrolment earnings trigger and qualifying earnings band for 2016/17: 
supporting analysis’. Published 15th December. Available at:https://www.gov.uk/government/uploads/system/uploads/attachment_data/
file/484972/review-of-ae-earnings-trigger-2016-2017.pdf

2  Prudential (2015) ‘Millions of Britain’s Self-Employed Are Turning Their Backs on Saving for a Pension’. Published 3rd December. Available 
at: http://www.pru.co.uk/pdf/presscentre/self-employed-pension.pdf

3 Financial Conduct Authority (2015) ‘Pension freedoms data collection exercise: analysis and findings’. Published 16th September. Available 
at: https://www.fca.org.uk/news/pension-freedoms-data-collection-exercise-analysis-and-findings
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State Pension
Most notable amongst the changes are those to the state 
pension. The Government is introducing a new single-tier state 
pension, tied to individual national insurance contributions. Those 
who have contributed will get the higher of the new single rate, 
or their previous rate. Whilst the new state pension will arguably 
simplify the system, some groups will be adversely affected, 
including those who formerly benefited from their spouse’s 
contributions, and those who do not meet the national insurance 
contribution rates necessary to receive the full amount. Current 
pensioners do not qualify, remaining in the current system. 
The current government has committed to increasing the state 
pension by the highest of the Consumer Price Index, growth 
in average earnings, or 2.5% (the so called ‘triple lock’). While 
this raises the question of whether the triple lock is affordable 
for the Government over the longer term,4 it makes a significant 
contribution to maintaining adequate pensions for future 
generations.5 The Government have also begun the process of 
equalising the State Pension age between men and women to 
65 by 2018, and raising it to 66 by 2020 for both. 

Changes to Maximum Savings
The Government has reduced the amount someone can save into their pension before being 
liable for tax to £1.25m, down from £1.8m. This will reduce to £1m in April 2016 and be 
revised in line with CPI beginning in 2018. The Government is also going to introduce a taper 
to the amount that can be saved annually (the ‘annual allowance’) in 2016. This means that for 
those with high incomes, the annual allowance will reduce by £1 for every £2 over £150,000. 

4 Institute for Fiscal Studies (2015) ‘High levels of income for current retirees shouldn’t blind us to future challenges’. Press Release. Published 
20th October. Available at: http://www.ifs.org.uk/publications/8026

5 Pensions Policy Institute (2013) ‘Automatic Enrolment Report 1: What level of pension contribution is needed to obtain an adequate 
retirement income?’. Available at: http://www.pensionspolicyinstitute.org.uk/publications/reports/what-level-of-pension-contribution-is-need-
ed-to-obtain-an-adequate-retirement-income
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The Consultation
In March the Chancellor is expected to respond to the 2015 Government consultation on 
‘strengthening the incentive to save’. The consultation follows on from the recent reforms 
to the pensions environment and asks respondents to consider the suitability of the current 
system of tax relief according to a number of criteria: simplicity and transparency, personal 
responsibility, sustainability and the extent to which it builds upon automatic enrolment. 

At the moment the UK pension system is what is called EET (exempt-exempt-taxed). This 
means that workers are effectively exempt from tax on the contributions they make and (most 
of) their returns on investments, but they are taxed for withdrawals. Whilst technically workers 
are taxed prior to contributions, the Government negates that taxed income by providing tax 
relief on contributions up to 100% of income in their respective tax brackets. 

The Government is considering several options to reform this system. The two most significant 
options are moving toward a TEE (taxed-exempt-exempt) system where individuals are taxed 
for contributions but withdrawals are free, or a move towards a flat rate of tax relief under the 
current EET system. Under the current system, people who are higher rate taxpayers when 
contributing to a pension fund benefit the most. By comparison a flat rate EET system would 
have a redistributive effect, improving the outcomes for basic rate taxpayers and worsening 
outcomes for higher rate taxpayers.6 

The Future of Private Pension Saving
The Future of Private Pension Saving incorporated two events; a panel discussion in the 
House of Lords on the Government’s changes to pensions within the UK, and a second 
roundtable presentation, the following Wednesday, on the nature of the pensions system within 
the United States. 

Acknowledging the complexity of the new pension changes and proposals, and their 
wide ranging implications, the events brought together several experts with experience in 
industry, politics and public policy to provide their opinions on the pensions environment. The 
contributors were as follows;

Panel Discussion:

Baroness Greengross (Chair - Former CEO of Age Concern England and Chief 
Executive of ILC-UK)

Angela Rayner MP (Shadow Pensions Minister)

Sarah Luheshi (Deputy Director, Pensions Policy Institute)

Jackie Wells (Head of Policy and Research, Pensions and Lifetime Savings Association) 

Yvonne Braun (Director of Long-Term Savings Policy at the Association of British 
Insurers)

Q&A Roundtable:

A special presentation was given by David John, Senior Strategic Policy Adviser at 
AARP on Wednesday 27th January, as he was unfortunately unable to attend the panel 
discussion due to weather conditions in Washington DC.

6 See PPI’s analysis for more details: https://www.abi.org.uk/~/media/Files/Documents/Publications/Public/2015/Pensions/Tax%20relief/
ABI%20Consultation%20Response%20PPI%20Tax%20Relief%20Report.pdf 

https://www.gov.uk/government/consultations/strengthening-the-incentive-to-save-a-consultation-on-pensions-tax-relief


  I  6  I   The Future of Private Pension Saving

Conclusion: Tax - One tool amongst many
Panellists and questioners alike raised the point that incentivisation cannot simply begin 
and end at the tax system. Incentivisation must incorporate education and information, 
it must determine the access points for engagement, and it must work more effectively 
with employers who often act as the gateway to pension saving for their employees. 
Fundamentally the Government should be sensitive to those groups for whom the 
changes are more severe, or who have missed out completely, including women, the 
self-employed and the low paid.

 
Recommendations
Looking to the long term: A new commission or standing committee dedicated to 
investigating the pensions system is needed. This Committee would consider what the 
impacts of policy initiatives would be on the overall pensions system, how the system can 
be made more sustainable for the long term, and how we can facilitate greater stability and 
consistency in pensions policy.  

Acknowledging hard truths: People will need to work longer, contribute more of their 
income and plan for their retirement sooner. The Government should acknowledge this and 
pursue complementary policy.

Honesty and clarity: The Government should communicate changes more effectively and 
empower people so they may better understand their financial situation. Enabling people to 
access information on the current state of their pension savings, and expanding the reach of 
Pension Wise to ensure individuals are able to access its services on a regular basis including 
those with defined benefit pensions, should form part of this.

Bringing in employers: The Government should appreciate the role of employers more; 
they are experts in the tax environment and trusted by employees to look after their pensions. 
Working more with employers, including small employers, whilst reducing the costs of red tape 
and bureaucracy around tax contributions would be welcome. Companies should also be 
regarded as access points to disseminate information and offer pensions advice. 

Making taxation clear and fair: Suggestions of a move to a TEE system are problematic. 
People will be discouraged from saving when the immediate costs of contributions are 
increased and the benefits of saving seem further away. The Government should retain the 
current EET system, and concentrate its efforts on using tax reform to make the system fairer. 
While effective communication of tax relief as an incentive to save will be important, it is no 
silver bullet. Considering incentivisation beyond the tax system will be critical to supporting 
greater long term savings.  
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‘US Tax Benefits for Retirement Saving: Who Benefits and Why?’:  
Roundtable with David John

David John gave a roundtable Q&A on Wednesday the 27th January, on the topic of the 
US system of pension tax relief. In attendance were representatives from industry and 
the third sector.

Mr John’s presentation highlighted the similarities between the British and American 
tax relief environments. The United States has a system predominantly featuring 
defined contribution pensions – a model of pension provision that the UK is moving 
towards. Many of the challenges facing the UK such as low financial literacy and 
distrust of financial advisory services are also present in the United States. In the US, 
where annuitisation is not required, very few annuitise. Both EET and TEE systems are 
available, but research has concluded that whilst TEE is simple to understand, it does 
not provide a savings incentive. Indeed clearly a tax on pension contributions can act as 
a disincentive to save. 

However, the presentation noted that evidence shows that only 15% of retirement 
savers are ‘active savers’, i.e. those who respond to tax subsidies and move their assets 
accordingly. Therefore changing the tax rules may only result in behavioural changes 
across some consumers and not all. 

Panel Discussion Points
The following summarises contributions to the panel discussion on Monday 25th January 2016. 
The discussion touched upon many different subjects and highlighted the interdependency of 
the different parts of the current pension system in securing a greater incentive to save. 

Women 
Panellists discussed the nature of the current system, noting the challenges 
women face in the form of the gender pay gap, which discourages saving 
sufficiently. One attendee noted that whilst women are often involved in 
financial decisions in the home, they are less confident when it comes to 
financial decisions about pensions. This may be influenced by the way in 
which pensions are communicated. Pensions have for too long been seen 

as something affecting men, about which men seek advice. Women must be encouraged to 
seek information and advice, making the most of advisory services like Pension Wise. 

Communication and education
Communication was a central concern of the panellists and those 
in attendance. Angela Rayner MP began by lamenting the poor 
communication between Government and women as part of the changes 
to the State Pension age. Sarah Luheshi echoed this comment, saying 
that whilst Pension Wise had begun to address the issue in part, people 
needed to begin thinking about retirement earlier. A common theme was 

the relationship between communication and education, including financial literacy, which 
those in attendance felt was lacking amongst the general public. 

Attendees pointed out that people often struggle to predict their life expectancy and what 
they will need in retirement, but that this was also exacerbated by a lack of communication 
and access to information about their circumstances. One attendee noted that in the United 
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States periodic accounts of social security circumstances are sent to people, whilst in the UK 
people have to ask for a state pension statement. Poor communication in an environment of 
constant change also left people feeling bewildered about their pensions and unsure of the 
correct action to take. Those in attendance suggested that the Government address data 
issues, perhaps looking to Sweden as an example where dashboards have been developed 
which allow people to access information about their pensions. There were also suggestions 
of a centrally administered communication to 50 year olds to encourage them to begin thinking 
about retirement. Regarding Pension Wise, panellists suggested allowing people multiple 
sessions and extending the service to those with defined benefit pensions. 

Tax reform and TEE
The Government consultation specifically concentrates on reform of tax 
relief, including considerations of moving from an exempt-exempt-taxed 
(EET) system to a taxed-exempt-exempt system (TEE). Panellists and 
attendees agreed that TEE may be slightly easier to understand initially but 
no simpler regarding what people can expect from their savings. Those in 
attendance expressed caution that any short term benefits in tax revenue 

gained from a TEE system would be offset by a serious disincentive to save. Yvonne Braun 
of the Association of British Insurers cited research which showed that under a TEE system 
employers would expect their staff to save less and to value employer contributions less, 
whilst one attendee in particular expressed his opinion that a TEE system would ‘kill’ pension 
saving as people would not find the promise of tax exempt withdrawals forty years later to be 
credible.

Attendees noted that tax relief is most efficient for higher earners. Sarah Luheshi of the 
Pensions Policy Institute noted research which showed that tax concessions do not incentivise 
people to save. This point was echoed by Yvonne Braun who added that they have found 
the biggest influencing factor to be employer contributions. There was some support to a 
move toward a flat rate of tax amongst the panellists, with Yvonne Braun from the Association 
of British Insurers suggesting branding it as a ‘savers bonus’ to encourage people to take 
advantage.7 

What role for employers? 

Employers are at the front line of the pensions system. They often represent 
their employees’ pension interests and it is they who are responsible for 
the auto enrolment of employees. Thus far however, the implementation 
process of auto enrolment and other initiatives have yet to fully harness the 
power of employers to engage their staff on saving for retirement.

Attendees noted that employees trust employers with their pensions. 
Employers are experts in the tax environment and are seen as particularly trustworthy, but 
there are costs to employers in admin and resources when the tax and pensions systems that 
they have to deal with are complicated. Ensuring that the structure of tax relief is simple for 
employers is therefore important. Sarah Luheshi, in her opening statement, suggested that 
workplaces should be seen as access points through which employees can be targeted with 
information on pensions and advisory services. 

The Government should work with businesses to take advantage of their expertise and their 
workplace environments to address the issues of communication that have arisen. As auto 
enrolment is now in its third phase of rollout (small employers), the Government needs to 
engage with smaller employers more, as these organisations lack the resources that larger 
companies can draw upon.

7 See the ABI’s news release for more details: https://www.abi.org.uk/News/News-releases/2015/10/Simple-fair-sustainable-ABI-propos-
es-Savers-Bonus-help-incentivise-greater-saving-retirement
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What role for employees? 

Employees have already begun to see changes in the system through 
auto enrolment, state pension changes and also the coming escalation 
of contribution rates. But it was felt that reforms will have to go further 
still. Panellists noted that people will need to work longer, and will need to 
contribute more. Sarah Luheshi in her opening comments noted that even 
at the 8% contribution rate, savings will not provide sufficient replacement 

income in retirement. As such the Government must consider escalating further to ensure 
savings are sufficient. In light of this other pressures have to be acknowledged, including the 
squeeze on wages and issues of age discrimination for the older employed and unemployed, 
both of which may prevent people from being able to contribute effectively. 

More generally it was felt that the new pension freedoms presented a danger in older people 
investing in the housing market with their savings. Jackie Wells of the Pensions and Lifetime 
Savings Association noted that whilst this may currently present an enticing prospect for 
returns, in the long term it exposes older people to high levels of risk which may prove 
disastrous. Attendees and panellists agreed that investing savings in property should be 
discouraged and that action was needed to encourage older people to work longer and invest 
their pensions more safety.

One issue that has yet to be dealt with is pension saving and the self-employed. As self-
employed people miss out on auto enrolment they are at real risk of under-saving. The 
Government should seek to engage this group in particular. 

Building for the long term 

Throughout the discussion there was acknowledgment of the need to 
move beyond political short termism. There were also further concerns 
about the nature of the pensions environment within the current economic 
context.

Panellists and attendees alike agreed that a major obstacle to incentivising 
saving was the degree of change witnessed by the pensions landscape. 

There was a feeling amongst many people that governments had constantly ‘moved the 
goalposts’, making it difficult for people to plan effectively for retirement. However some 
panellists suggested that there was still further work to be done in building on the changes 
that had been implemented. Sarah Luheshi agreed with one attendee that auto escalation is 
needed, and that this must be considered now so it can be implemented as soon as practical. 
The suggestion of a pensions commission or standing committee drew wide support amongst 
panellists and attendees as a way to objectively determine what future changes were needed, 
giving some certainty to those retiring in the future. 

There was some concern over the Government’s economic policies and their impact upon 
pensions. David Sinclair, Director of the International Longevity Centre – UK highlighted IFS 
research which suggests we have 10 more years before financial concerns around pensions 
come to the forefront. Income inequality and the reliance upon low interest rates for growth 
was concerning to attendees, as these were seen as damaging the incentive to save. 

Lawrence Churchill, Chair of the Pensions Policy Institute, argued that amongst the four 
characteristics needed for an effective pensions system, as identified by the European 
Commission, (Participation, Adequacy, Security, and Sustainability), the UK succeeds 
on participation and security, but fails on adequacy, and sustainability to an extent. He 
recommended that the Government look at other incentives such as reducing stamp duty on 
downsizing, enabling early access to pensions and ensuring people can switch providers more 
easily to encourage better value financial products.  
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