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In this issue we focus on:
l The public sector are on strike... over pensions!
l Why the government wants to control the cost of final salary schemes
l Do the strikers have a point?
l So what are the Government’s recommendations on Public Sector Pensions? 

The public sector are on strike... over pensions!
Well who’d have thought it? A co-ordinated mass public sector strike over... wait for it... yes, pensions!

How extraordinary, I never thought I would see such a thing. Just think of it, Pensions, finally, high on the list of
employee appreciation, moving from neglected also ran - to front runner in the employee benefit race. And not
before time!

The cause of the current upset? The necessity for the Treasury to reign in the frightening cost escalation of the
‘final salary’ pension arrangements of public sector employees.

Defined Benefit (final salary), index linked, pension schemes all but disappeared from the private sector many
years ago, driven out by spiralling costs, increasing longevity, burdensome legislation and lengthening liabilities.
20 years ago Defined Benefit pension schemes were seen by the younger generation as a doubtful and unattractive
“some time never” employment carrot that had little appeal, compared with the bright new world of Personal
Pensions, high investment returns and early retirement. How times change.

Why the government wants to control the cost of final salary schemes
Only in the public sector has the golden goose of the Defined Benefit scheme been nurtured and protected. For
many years successive governments have turned a blind eye to the ever rising costs of public sector pensions. It
was so much easier to leave well alone than to call time on this taxpayer funded beanfeast. All of this changed
following the Election. Upon taking office the new Chancellor instructed the newly ennobled Lord Hutton (formerly
John Hutton, Labour Cabinet Minister and one time Secretary of State for Work and Pensions) to chair the
Independent Public Service Pensions Commission and report upon the state of public service pension provision.

The result of the Commission’s nine months of study was published in the form of a Final Report on 10th March
this year. The findings were unsurprising - the rising costs of public sector pension provision was declared as
“unsustainable” by Chancellor George Osborne; the £32bn of benefits paid out in the 08/09 tax year was set to
increase by a contribution gap of £9bn over the next 4 years. That these circumstances did not run well with the
new Office of Budget Responsibility was hardly a shock.

So, finally, Government is getting to grips with public sector pension costs – and is seemingly quite content to
face the predictable threat of disruption.

Do the strikers have a point?
Have the strikers got a point? Depends on where you stand. Public sector employees do indeed enjoy a huge
and very valuable employment benefit in the form of their pension scheme. In fact, when taking into account
inflation protection, early retirement benefits (and ill-health early retirement benefits) and the Government’s absolute
guarantee, the result is employee pension provision on a truly unique level. Lord Hutton reports that the average
pension of a public sector member is (only) around £7,800 per annum. Not a king’s ransom – but a 60 year old in
the private sector would still need £260,000 of fund to buy it!
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Most public sector schemes are ‘unfunded’, meaning there is no accumulated pool of money into which
contributions might be received and from which pension benefits would be paid out. The liability of each scheme
is simply borne by the Treasury – and hence the taxpayer.  Most members of public sector schemes are required
to contribute towards the cost of their benefits. Although member contributions represent less than a third of
scheme cost, it is the intended increase in this member contribution that seems to be the main cause of upset -
and of next week’s threatened strike action.

Lord Hutton’s report (www.hm-treasury.gov.uk/indreview_johnhutton_pension) includes a summary of current public
sector employee pension contributions, relevant to each of the arrangements. These costs, together with relevant
employer contribution costs are interesting to see – and worthy of study. I therefore undernote this reported
information, showing contributions as percentages of earnings.

Independent Public Service Pensions Commission: Final Report, 10th March 2011 – Page 75

Elsewhere in Lord Hutton’s report is the Commissions observation upon the effect of increasing longevity. The
point is made that a public sector pension scheme member retiring at 60 could reasonably look forward to
spending 41% of their adult life in retirement – half as long again as those who retired 40 years ago.

Source: IPSPC analysis of scheme data returns.
a) Average rate, employer contribution rates tiered by earnings.
b) Employer rates determined at individual fund valuations, and include contributions to fund past deficits, as do many of

the employer contributions to the unfunded schemes.
c) Occupational pension schemes survey 2009. 

Table 3.G: Current Contribution Levels

Scheme Employee Employer Proportion of Total
Contribution Contribution Contributions Paid by
(%) (%) Employees (%)

Teachers 6.4 14.1 31

NHS 5.5 – 8.5 14 26 – 38

Civil Service 1.5 or 3.5 19a 6 – 17

Police – 1987 Scheme 11 24.2 31

Police – 2006 Scheme 9.5 24.2 28

Fire – 1992 Scheme 11 26.5 29

Fire – 2006 Scheme 8.5 14.2 37

Armed Forces - Officers 0 37.3 0

Armed Forces - Others 0 21.4 0

LGPS 5.5 – 7.5 14 – 25b 18 – 35

Average Private Sector 5.4 14.9 27
(Open DB)c

Average Private Sector 3.0 6.4 32
(Open DC)c
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A long and happy retirement is of course what we all wish for – but thus far, the remorseless escalation of cost of
public sector pensions has been carried by the Treasury. This has to change – because the pension accrual of
UKs working population has steadily polarised into the ‘have’s and the have not’s’. Fewer than 35% of private
sector employees now enjoy active membership of an employer sponsored pension arrangement – whereas over
80% of public sector employees enjoy membership of their employers top quality scheme, a weighty burden upon
the Treasury that is only going to get heavier. 

So what are the Government’s recommendations on Public Sector Pensions? 
So does Lord Hutton recommend an abandonment of the public sector’s cherished defined benefit pension
schemes? Well no – in fact absolutely not.  Does he seek to eliminate the costly indexation protection? Nope. How
about a major scaling down of the early retirement and ill health early retirement benefits? Well no, not that either.
Lord Hutton’s principle recommendations are that future benefit accrual should adopt a ‘Career Average Revalued
Earnings’ structure (similar to SERPS), a Normal Retirement Age that falls in line with State Pension Age and that
the member contributions, made by most employee members, should increase to represent a ‘fairer sharing of
risk between Government and scheme members’. Hmm... that’s not so bad is it? Try asking those in the private
sector for a view...!

Robert Taylor
23 June 2011

The opinions expressed are those of the author. The material provided is for general information only and does not constitute
investment, tax, legal or other form of advice. You should not rely on this information to make (or refrain from making) any
decisions. Links to external sites are for information only and do not constitute endorsement. Always obtain independent
professional advice appropriate to your own particular circumstances.
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