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The Changing Landscape for Insurance and Long Term Savings

Theme: The Ageing 
Society And Paying For 
Life After Work

While the world’s population will continue to grow dramatically over the next two 
decades, our own society is ageing and our ratio of workers to retirees is falling. 
This makes the current pensions system increasingly unaffordable. But ageing 
also brings with it challenges for which our society is financially unprepared; the 
impact of dementia on our health system, the household economics of living for 
30 years post-retirement and the need to fund care in later life either at home or 
in residential facilities.

This will make radical reform of our welfare state a pressing concern over the next 
decade; while the Beveridge reforms of the 1940s envisioned a basic safety net for all 
with additional benefits for those who contributed to them during their lifetime, recent 
decades have seen the contributory element diminish while the overall level of welfare 
has increased. This has left a system mismatched for modern requirement which will 
have to radically reformed to become more affordable and be better aligned to wider 
society. 

The ageing society will pose its own economic challenge for the UK and the West, 
increasing demand for more flexible housing, driving growth in the residential and 
private care sectors, stretching the welfare state’s ability to fund dignity in retirement 
and potentially creating a new labour force of the semi-retired. For insurers, the most 
obvious challenge will be to innovate to help fund a range of solutions to long term care 
provision in a way that meets shareholder, political and regulatory approval. But 
potentially an equal challenge will be to develop flexibility in retirement solutions to 
reflect the financial requirements of the semi-retired and to adjust to a labour market 
with fewer younger workers and more older part-time employees.
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Key Events Since 2013

The medium term changes anticipated in ‘Challenges’ 
have happened in waves of rapid activity since then in 
the UK. The Budget of March 2014 brought sweeping 
reforms as the Chancellor decided that those in defined 
contribution pension schemes would no longer be 
required to choose between an annuity or income 
drawdown, but could take their money out and spend it 
as they wished. Alongside these ‘Freedom and Choice’ 
reforms, the Budget announced a free government 
service, Pension Wise, to offer guidance and help 
people understand their options at retirement. 

Shortly after the Budget, the Government confirmed a 
charge cap of 0.75% for those automatically enrolled 
into a default pension scheme. The cap includes all 
administration costs associated with the scheme but 
excludes transaction costs as a result of the buying, 
selling, lending and borrowing of investments. These 
measures were announced at a time when workplace 
pension charges are at their lowest level in history and 
ABI members are focused on improving the 
transparency of charges on all pension products. 

The final Budget from the Coalition Government in 2015 
announced that the Freedom and Choice reforms of the 
previous year would be extended further with the 
introduction of a secondary annuity market by April 
2016. This would enable people who purchased an 
annuity before the Freedom and Choice reforms to sell 
their annuity to other investors for a cash lump sum. 
However, in the Summer Budget following the General 
Election the timetable for implementation was delayed 
until 2017 to ensure the right regulatory structures are 
established to protect consumers.
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Summary

•	 The Government’s emergent personal responsibility 
narrative sounds attractive, but generates significant 
tensions in practice.

•	 Not least is the ability of society as a whole, long term, to 
fund the retirement of an ‘elderly society’ – this would be 
a huge burden for the State, but equally a huge 
challenge for employers and individuals. 

•	 If individuals are to make a success of personal 
responsibility, many of them will need help, and in this 
context ensuring that responsibilities are clear, advice is 
accessible and incentives are in place, is critical.

In February 2015 the ABI published Retirement 205028 
- an extensive report on the future of long term savings 
and pensions in the context of an ageing society and 
significant upheaval in the pensions market. This think 
piece focuses on one aspect of this upheaval - the 
emerging narrative of ‘personal responsibility’ in 
savings and retirement policy, why this presents a 
challenge and what the Government and industry can 
do to strike the right balance of responsibility to enable 
customers to make the most of their long term savings.

Despite the political commentary, transferring responsibility 
from the State to the individual is not straightforward. There 
is a tension between the desire for personal responsibility 
on one hand, with a popular narrative that it’s ‘your money, 
your choice’, and on the other hand a societal expectation 
that people will have a minimum standard of living in 
retirement. Moreover, auto-enrolment, with its reliance on 
inertia to engineer retirement savings, and the pension 
freedoms are arguably at odds with each other. In this tug 
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of war between giving people flexibility and ensuring they 
have security, there are two crucial factors for policy-
makers to consider:

•	 The ability of the State and individuals to fund adequate 
retirement outcomes;

•	 Driving adequate behaviour through incentives, financial 
capability and access to advice.

Ability of the State and individuals to fund 
adequate retirement outcomes

With an ageing population and constrained public finances, 
there is substantial pressure on Government’s ability to fund 
tax relief on private pensions, but this pales into 
insignificance compared to the State Pension. If the State 
Pension remains triple-locked to increase each year by the 
highest of average earnings growth, inflation, or 2.5%, it will 
cost the UK around £438bn per year by 2062 in real terms, 
over four times what it costs today29. Arguably, the personal 
responsibility narrative now underway is a necessary 
precursor for Government to lay the cultural groundwork for 
difficult decisions on the State pension in the future. 

Automatic enrolment into workplace pensions will make a 
vital contribution to starting people on the path to adequate 
savings for retirement, but the Government’s own projections 
show that despite automatic enrolment, 11 million people are 
still under-saving. This trend is most pronounced in the 
income band between around £22,000 and £53,00030. 

Moreover, in the long term we will have a retiring population 
who will be less likely to own property and more likely to 
retain an element of debt later in life. For many of today’s 
young adults, with limited property equity to fall back on, 
their savings are likely to be all they have to fund a longer 
and more expensive retirement. 

It is often suggested that leading fuller working lives is a 
solution to funding retirement needs in an ageing society, 
and indeed semi-retirement is already a reality for many. ABI 
research from March 2014 indicates that 51% of people 

who deferred a decision about accessing their defined 
contribution pension did so because they wanted to 
work31. There will be no shortage of supply of older 
workers, but the feasibility of this part of the labour market 
will also depend on whether the demand continues to grow 
in the long term. The current Pensions Minister and her 
predecessor have done much to promote this agenda, and 
the growth of demand for older workers from the mid-
1990s has been linked to the increasing importance of 
interpersonal skills in the workplace as a result of the shift 
from manufacturing to services32. But in an increasingly 
fast-changing, digitised world, it feels hard to say with 
confidence that this trend will continue sufficiently for work 
to be a reliable source of income for many in later life.  

Driving adequate behaviour through incentives, 
financial capability and access to advice

It is therefore vital to encourage adequate retirement 
savings throughout people’s working lives. There are two 
key factors that may help to improve, if not fully optimise, 
savers’ behaviour:

1. Incentives

The industry was very pleased to see the publication of the 
Government’s recent Green Paper on strengthening the 
incentive to save, having advocated a review since 2013. 
“Supporting personal responsibility” was one the Green 
Paper’s principles for reform: any reform should allow 
individuals to take personal responsibility for ensuring they 
have adequate savings for retirement, and to save enough 
during their working lives to meet their aspirations for a 
sufficient standard of living in retirement.

The ABI response made clear that retaining the status quo 
is not an option as the current system is poor at 
incentivising lower and medium earners, and fiscally 
unsustainable as the roll-out of automatic enrolment 
continues to small and micro employers, and higher 
contribution rates are phased in through 2017 and 2018. 
Instead, the industry advocated a single rate of tax relief, 
topping up pension contributions at a rate between 25% 
and 33%. This would be simple and transparent for 
employers and savers and would help to target tax 
incentives towards lower and middle income earners. This 
single rate of relief should also be reframed to be more 
accessible, for example as a ‘Savers’ Bonus’ or 
‘Government top-up’ – making the State’s contribution 
visible will act as a powerful incentive.  

For many of today’s young adults, 
with limited property equity to fall 
back on, their savings are likely to 
be all they have to fund a longer 
and more expensive retirement.
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2. Financial capability and access to advice

However, financial capability and access to advice still 
remain very important. There is established evidence that 
people find it difficult to make decisions about the long term 
and are poor judges of their own life expectancy. Moreover, 
in the new, more flexible retirement market, more options 
on using those savings are available to more people. 
Drawdown, previously seen as a niche product available 
only to those with large pots, is now being offered to the 
mass market without advice by many providers. But the 
risks, such as the difficulty of recovering from losses while 
making withdrawals, are not easy to comprehend and have 
not gone away.

In this context, improving financial capability in both the 
savings and retirement phase has never been more 
important. Driving engagement with savings and retirement 
planning right through people’s working lives, rather than 
merely towards the end of them, is vital. Free, impartial 
guidance from Pension Wise and the activities of the Money 
Advice Service will remain important, as will the 
development of user friendly tools and online dashboards 
allowing savers to engage more interactively with their 
savings projections and options throughout their working 
lives. Access to affordable advice for those with modest 
savings remains a major long term challenge, and the 
Financial Advice Market Review, being conducted by the 
FCA and the Treasury, presents a welcome opportunity to 
tackle this.

What can policymakers and industry do to 
address these challenges in the future?

The drive for personal responsibility in savings and 
retirement presents many challenges, of which those above 
are just a few, but testing the balance and limits of 
responsibility sheds further light on how to navigate pension 
policy problems. The lessons are similar for Government, 
regulators and for our sector itself.

1. Decide and articulate what a good outcome looks 
like and build policy and propositions around it

This involves a value judgment, and should focus on quality 
of life in retirement. It should be possible to achieve a 
consensus view of what a pension is for and what minimum 
standard of living is acceptable, to give parameters for what 
makes a policy or a product acceptable.

2. Work with human behaviour, understanding that 
people are different

This could mean defaults for some, and better access to 
advice with prompts to take it up, but it could also mean 
more freedom and responsibility with accompanying risk for 
those who want it. It means better communication of 
concepts like tax incentives, seeking to engage all 
customers and acknowledging that people engage in 
different ways.

3. View pensions policy challenges with a holistic and 
long-term mindset that engenders trust

For policy-makers, this means joined-up policy not just 
across tax and regulation, but all aspects of saving and 
ageing, helping to build consistency and trust between 
Government and savers. There needs to be a more stable 
and certain policy framework established, with cross-party 
support and relative independence from the peaks and 
troughs of the parliamentary cycle. As set out in Retirement 
2050, the establishment of an independent ‘Retirement 
Commission’ could play a key role here33.

For providers, it means continuing to build trust by 
demonstrating a long-term commitment to customers and 
understanding their needs and responding to their 
aspirations. Where tensions such as that between personal 
responsibility and safeguarding adequate retirement 
outcomes do arise, the needs of customers will be best met 
by Government, regulators and industry working together to 
resolve them. Our work with industry bodies, regulators and 
Government towards a common language on pensions and 
retirement, to be used by all who deal with consumers at 
retirement, is one example of such co-operation.


