NAPF Conference/Westminster Briefing – Mike Taylor
Creating a Sustainable Public Pensions System
Welcome etc.

I’m here as a key player in the Local Government Pension Scheme, or LGPS, not so much to put the case for the defence, as to argue for a proper debate on public sector pensions in front of an expert and discerning audience of professionals. Maybe not the headlines you see here. I’m concerned that we may be heading for a major downgrading or scrapping of the scheme as a result of press pressure and opportunist, populist political pressure.
I am not here to defend the status quo.

I would argue that the need for change in public sector pensions is undeniable, and although it is the only major public sector scheme that is funded, the LGPS is no exception. The LGPS is not designed to pay benefits for ever increasing periods of retirement and, without change, will face extinction. 
Employer or taxpayer contribution rates currently take all of the strain of increasing liabilities in the LGPS. This situation cannot continue and either those liabilities must be reduced, or employees bear a fairer share of the increasing costs.  

But the question here is not "Public sector pensions – yes or no?" The options are not simply:

· Keep public sector pensions as they are, 
or

· Get rid of them

There are a whole range of options along the spectrum between these two options.
And just as I am not arguing the case for the status quo, I would also question whether, realistically, any politician will present the electorate next year with the message, "Vote for me, and I will abolish pensions for nurses, doctors, the armed forces, the police, firefighters and teachers". [Let alone MP's…]

Any pension scheme is sustainable if the balance between contributions, benefit structure and retirement age is right.

This presentation seeks to unravel the issues, analyse the situation facing the Local Government Pension Scheme as an example, and looks ahead to how public sector pensions, indeed how any pension scheme can be affordable in future.

Public sector pensions have faced a barrage of criticism in the media. Tales of unfair, unaffordable and ‘gold plated’ benefits being paid out to public servants while employees in the private sector face poverty in retirement are rife. 
Informed, thoughtful debate on the real issues, however, is conspicuously absent. My organisation, the London Pensions Fund Authority, along with others such as CIPFA, is trying hard to generate a proactive and constructive debate on the future of public service pensions and in particular the Local Government Pension Scheme (LGPS). But it's vital that this debate is firmly grounded in fact, not pre-conception.
For example, some of you may be surprised to learn that the LGPS is a funded scheme, with invested assets of around £120 billion today, in which benefits payable are roughly equal to member contributions and investment returns.

And let's not pretend that local authority pensions are "gold-plated". The average LGPS pensioner gets less than £4,000 a year. About one third of you'd get if you were earning the minimum wage. What will be the impact of George Osborne’s proposal to cap pensions at £50,000? Virtually none. In the LPFA scheme, only about 90 out of 33,000 pensioners get a pension above £50,000, or 0.3% of pensioners.
And despite what you may read about how much of your council tax goes towards local authority pensions, the facts are that councils spend far more on transport, environmental protection, public order, social care for vulnerable children and adults and many, many times as much on education.
If nothing else comes out of this exchange of views, at least we can start to visualise the bigger picture. Are we really talking about scrapping all public sector pensions and the promises that have accrued over literally the last century? Or is there a way to preserve what is best in a way that is affordable, fair and certain for taxpayers, employers, scheme members and pensioners.

To my mind there is no-one out there suggesting that saving for retirement is a bad thing. But the simple fact of human nature is that very few people in their 20s would voluntarily put aside maybe 20% of their income each week to save for their retirement. Incentivisation is key.
Government is responsible for public sector pensions and perhaps it has been the reluctance of government to respond to matters such as longevity quickly enough that has led to the current concerns. For funded schemes such as the LGPS, the raid by Gordon Brown on Advance Corporation Tax credits in 1997, changing solvency requirements in 1990 to offset the impact of the Poll Tax, have not helped. Recent government measures such as proposals to withdraw tax concessions for the higher paid – however well-intentioned – will only discourage saving for pensions.
It should go without saying that workplace pensions are a good thing. They encourage individuals to take responsibility for income in later life, provide employers with an important recruitment and retention tool and reduce the strain on the public purse of state funded benefits in retirement. As far as the public sector schemes are concerned, the key questions are how much can we afford and what is the role of government?
The central dilemma is the issue of certainty; employees want certainty of their pensions and employers want certainty of their costs. Unless we devise means to reduce or avoid the inherent incompatibility of these objectives, we are never going to resolve the pensions debate.
Let’s look at the LGPS. It’s been around in one form or another for over 100 years and the present scheme dates back to 1922. It’s transparent. Its structure is similar to the average private sector DB scheme. With nearly 4 million members, it’s the only major funded public sector scheme, with a normal retirement age of 65 and pensions accrue at 1/60th per annum. 
Members pay between 5.5% and 7.5% of pay, while employers, ultimately the taxpayers, currently pay on average just under 14% for future service accrual and around 6% towards past service deficiencies. Pensions are index linked annually to the Retail Price Index.
Overall the scheme is cash flow positive and will continue to be so for the next 12 - 15 years. Indeed in 2008/09, income to the scheme was almost double the outgoings. This enables us to invest sensibly for the longer term without worrying about short term market movements. It is many years before we will need to sell assets to pay pensions. In surveys, the LGPS has been assessed as being well managed, transparent, with good governance and good long term investment decisions.
The pattern has been the same for several years.
If pensions are such a good thing what is the problem and why the hue and cry from the media? At the heart of the issue is the long term affordability of pensions due to increasing longevity. Life expectancy has increased dramatically, but retirement ages have remained broadly unchanged. Without structural changes, therefore, pension schemes will become unsustainable.

In my own scheme, longevity is the biggest issue and on a simple measure of average age of death, you can see the trend. Of 33,000 pensioners, 38 are over 100 years old and our two oldest pensioners are 110 and 108. 
Life expectancy since the war has increased by two years every decade. 
A phased increase in the retirement age towards 70 would by itself go a long way towards ensuring long term sustainability. Lord Turner, whose recommendations as chair of the Government's Pensions Commission informed the most recent legislation, recently admitted that he had not been radical enough in his proposals to raise the state retirement age and now suggests it should rise to 70 by 2030. An IMF report last month reached a similar conclusion. As critical will be the application of an increased retirement age to the public sector schemes.
We should strive to balance the costs between employers and employees to increase the level of certainty. Rather than increased costs falling wholly on the employer and taxpayer, we could introduce fixed percentage cost sharing, and allow employees to top up.

A defined benefit scheme based on Career Average Revalued Earnings (CARE) is strongly supported by the professional groups, because it would be much fairer for the vast majority of employees. With conditional indexation, it would be fairer still. It would also remove the inherent unfairness of the large pensions granted to the handful of Chief Officers who may have had large pay increases in the final years of their employment. It removes the “fat cat” accusations at a stroke.
There are a variety of other ways the benefit structure could be changed, both to maintain an attractive scheme and to save costs. This could involve a reduction in accrual rates, death cover, ill health benefits, lifetime guarantees, or eliminate automatic payment of pension on redundancy under the normal retirement age.

We should press government to review the incentives, in particular the tax incentives, for funds and savers. Government’s role is to set standards for pension provision in the light of the macro-economic and demographic circumstances, and with reference to the costs that might otherwise be met by taxpayers to fund base levels of care provision for the elderly in the longer term.
In conclusion, ‘gold plated’ public sector pensions are a myth.
Pensions, per se, are not unaffordable, but increasing longevity may be.

Pensions are not an outdated concept – but the quality of the debate needs to be raised.
The right solution can only be found through careful consideration, leaving behind the prejudices and preconceptions that currently plague the debate. The quality of that debate is, to some extent, in your hands. We at the LPFA are keen to help facilitate the discussion. We are calling for an Independent Commission to review the scheme and establish the right basis for the future. We can help provide costings and advice on proposed changes for example. But I would urge all those with an interest in this area to play their part, and to help us start by raising the quality of that debate.
About the LPFA

The London Pensions Fund Authority (LPFA) administers a £3.5bn pension fund providing Local Government Pension Scheme benefits to almost 20,000 employees of 200 not for profit organisations and over 33,000 pensioners many of whom used to work for the Greater London Council and the Inner London Education Authority.

As well as administering its own fund LPFA provides a comprehensive range of third party pension services from full administration and pensions payroll to staff placement, data cleanse projects, pension websites and benefit statements. 
For more information see www.lpfa.org.uk
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