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Pensions unchained… A short-notice round-table on the budget’s proposals for 
reforming retirement income.  With Oonagh McDonald, David Pitt-Watson (London 

Business School), Alan Brown (Schroders), Mark Stopard (Partnership) and  Jonathan 
Stapleton (Professional Pensions). 

 
To be held on Monday, March 31, 2014, from 8:30-10:00am. 

At the London Capital Club, 15 Abchurch Lane, London, EC4N 7BW. 
 

The reforms were broadly welcomed, partly because of the poor value currently on offer in the 
mass annuities market and partly because of increased flexibility in access to pension pots. With 
only £3,600 a year on offer to a 65-year-old spending £100,000 on an inflation-linked annuity, it 
would take until 93 to get the money back. 
 
However, the purpose of a pension – securing a regular income on retirement – remained the 
goal of long-term savers, who would be in danger of running out of money before they died 
under the liberalised regime. So the annuity market would live on, with many buying the product 
later. Indeed, it was designed to cover a 15-year period, not the 25-30 years of current long-lived 
pensioners, which was a daunting challenge for insurers to cover. Where there was competition, 
people were already able to get better value. 
 
The gold standard was said to be the Dutch system where a defined contribution pension was 
about 50% higher than in the UK, all else being equal. Reasons included economies of scale in 
large funds and the absence of a hard pension promise – Dutch pensioners had on average 
seen their pensions cut by 2% since the financial crisis.  
 
Several people advocated the pooling of longevity risk either via collective provision of 
retirement income by large DC funds, or through the government – using NS&I – writing deferred 
annuities. One way to get nearer the Dutch and Australian systems would be to abandon the 
current “pot follows member” plan for workplace DC schemes, and instead for employers to pay 
into a super fund(s). 
 
The advent of a genuine open market in the UK was seen as presenting an opportunity to life 
assurers and fund managers to be innovative. Many people would seek a combination of annuity 
and continued investment. It was pointed out that an equity income fund would provide a better 
dividend yield, with some inflation protection, than the income available on annuities. The pot 
could then be kept intact to pass on at death, or to ensure that funds were being preserved to 
keep retirees off state benefits. Few thought that people would cash in their full pension pot in 
one go because of the continuing income tax deterrent. 
 
Because of the complexity of choices and the industry’s patchy record in providing suitable 
products, advice would be essential. At present the majority did not have trusted advisers, hence 
the government’s offer of independent guidance on retirement. This would help people to get 
better value as well as pointing them towards further sources of advice. Trust was key since 
problems would not emerge for 5,10 or 20 years. 
 
The problems particularly resided with people with smaller pension pots. According to the ABI, 
the average amount used to purchase an annuity last year was £35,600, with the median at only 



£20,000. This highlighted the lack of understanding about how much needed to be saved, 
suggesting contribution rates should be higher eg 12% of income rather than the 8% planned for 
auto-enrolled schemes.  
 
Another approach, suggested by a member of the audience, would be to cut the £54bn a year in 
tax relief on pension saving and to redirect some or all of it into a substantially higher state 
pension.  
 
With the public purse stretched and governments inclined to fiddle with the savings system, no 
one thought the latest reforms would mark the end to changes. 

 


