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Introduction

1. The National Employment Savings Trust (NEST) is the new personal (defined contribution) pension scheme aimed at between 3-6m low-average paid employees who currently do not have access to an appropriate occupational pension scheme. 
2. The new scheme will be phased in from October 2012, starting with the biggest employers and is expected to be completely rolled-out by 2017. The NEST will be operated by the NEST Corporation, a not-for-profit trustee corporation which is accountable to Parliament through the Department for Work and Pensions (DWP) and regulated by the Pensions Regulator. 
3. NEST's members will be able to choose to buy a retirement income product from the approved panel or shop around on the open market. The panellists are Canada Life, Just Retirement, Legal & General, Partnership and Reliance Mutual. These private pension providers will manage investments, levy charges and of course make profits. 
4. The government has appointed the following people to serve as the trustees: Chair: Lawrence Churchill, Tom Boardman, Laurie Edmans, Paul Hewitt, Chris Hitchen, Julius Pursaill, Sue Slipman, Iraj Amiri, Sharon Darcy and Nigel Stanley. The appointments will commence on 20th June 2011 for terms of five years. Trustees receive a remuneration package of £20,100 per annum for a time commitment of 30 days a year. 
5. NESTs will have relatively low annual charges on the total value of the fund (currently 0.5%), compared with other personal pension schemes, but the charges could rise in future because unlike stakeholder pensions, there is currently no legal cap on what those charges could be. NESTs also offer a limited choice of investment funds with a default fund for those who do not make a choice, and an annual contribution limit of £3,600.

How will NEST work?
6. All employees above the PAYE threshold of £7500, regardless of the size of their employer’s business, will be automatically enrolled in an occupational pension scheme or NEST unless they actively choose to opt out or they already have an occupational pension that is superior. For those whose workplace scheme does not meet certain requirements, NEST will become the default scheme. Those aged below 22 or earning less than £5000pa in a single job will be excluded from NEST, even if their combined income from several jobs amounts to over £5000. Those earning between £5000 and £7500 may volunteer to join NEST and if so, their employer will have to make a contribution. Those earning less than £5000 can still opt-in, but their employer is not required to make any contributions. 
7. Contribution levels will be phased in, starting with a minimum 1% of band earnings from each of employer and employee, with a further 1% from the Government through tax relief, making 3% in 2012. This will rise to 8% by the time all employers have signed up to the scheme, assumed to be by 2017. At this stage the employer will have to contribute 3%, the employee 4% and there will be an additional 1% of tax relief. However, the recent report by the Workplace Retirement Income Commission recommended that there should be a cap on charges similar to that applied to stakeholder pensions: 1.5% pa for the first ten years and 1% thereafter. Failure to do so could leave the government open to complaints about mis-selling.

8. Employers and employees will be able to contribute more than the minimum and to structure their contributions in different ways, but employees will not be allowed to transfer funds between NEST and other pension schemes. NEST will be portable across jobs. However, employees often have several small pension pots from previous jobs. This makes the funds difficult to manage and leaves them vulnerable to higher charges.

9. Those with pension pots of less than £5000 also find it very difficult to buy an annuity – and even if they can, the rate is often very poor. There is a case for either enabling small NESTs to be managed more efficiently or for those with less than a total pension pot of around £18,000 to be allowed to opt out of taking an annuity altogether and instead receive a cash lump sum.

What are NEST’s chances of ‘success’? 
10.  All the main political parties and the TUC support the NEST scheme, albeit for different reasons. However, it has already received strong criticism from respected organisations such as Price Waterhouse Coopers and the Pensions Policy Institute. Financial analyst Ned Cazalet even claimed that individuals would be better off putting their savings in a teapot because NESTs were a “mis-selling scandal in the making”.

11. Despite the claims of NEST being a low-cost savings option, this will depend on annual charges being maintained at 0.5% of the fund. Moreover, the government has declined to pay for start-up costs and instead is extending a loan to the scheme. To repay the loan and interest, NEST is implementing a 2% commission on annual contributions from employer, employee and the government. Given that the private pensions’ industry will make profits from NEST, it seems totally unacceptable that they will pass the start-up costs onto employers and employees. 
12. Many low paid workers, particularly women, are likely to opt out of NEST because they will be unable to find the extra money to put aside, in addition to their NI contributions. A survey by B&CE Benefits Schemes, which helps manage a large number of workplace pension schemes, found that 28% of workers thought they would be unable to afford the 4% contribution.
    

Those with debts at high interest rates would also be better advised to pay them off rather than pay into NEST.
13. Furthermore, some employers may seek to avoid paying the compulsory 3% contribution, for example by keeping employee’s wages below the £7500pa starting threshold on part time contracts, or they may illegally ‘persuade’ eligible employees to opt out. Those employers who are currently paying more than 3% into their company pension schemes may reduce their contributions to that level and a recent survey by the Association of Consulting Actuaries found that 41% of smaller employers were now considering closing existing schemes in favour of less expensive NESTs.
 
14. Where employers previously had no pension scheme, they will tend to hold wages down in order to fund their 3% NEST contribution. This will affect the wages of all their employees. But while the better-paid may gain some compensatory benefit from a NEST annuity when they retire, those individuals most likely to opt out (or who are excluded) will be the lowest paid, who will gain nothing at all from NEST. They will effectively subsidise the NEST members. 

15. For many of those at whom the scheme is targeted, private pension saving may be a waste of money. Those, mainly women, with low lifetime earnings due to an incomplete employment history, periods of low paid and part time work, as well as those aged over 45, are unlikely to gain financially from NEST savings, since these will merely render them ineligible for means tested benefits. This is especially the case for those who would be eligible for Housing Benefit. The perverse interaction with means testing will depend, however, on whether state pensions are reformed to improve them substantially.

16. A serious flaw with the scheme is that the government is unable to guarantee how much individuals will receive, due to uncertain investment returns and annuity rates. For the average worker, NEST is estimated to provide an annuity of just £3000 per annum at current annuity rates, but these may decline further in future with rising longevity, adding to the risk of trivial NEST pensions. NEST differs from any state scheme in that it involves a market risk that is inappropriate for low paid workers with insecure employment, even if they can manage to pay the contributions in some years. For low paid workers, the NEST pension pot is likely to be small; the minimum contribution is just £11.75 a month, which currently would provide a pension of just £236 a year in retirement. For low paid workers with interrupted employment, the amounts would be even less.
17. A further drawback, mainly for women, is that, NEST - like other private pension schemes but unlike state pensions – will provide no credits for those who have time out of employment due to family caring responsibilities, sickness or unemployment. Thus two individuals may each work hard for 40 years, one in full time continuous employment who gains entitlement to a NEST pension, the other juggling employment with childcare and eldercare throughout her working life, receiving little or no pension from NEST or other private pensions.
 

18. Yet, whilst many individual NEST members are unlikely to secure a good pension under the scheme, the picture is not so bleak for the private pensions industry. For example, 6m workers on average wages, contributing £1000 a year, will provide a combined pension fund for investment of around £6bn each year. Consider that this fund will not see any withdrawals for at least ten years; and the pension providers are set to make an attractive profit for themselves. Given that some pension funds are involved in risky speculative investment in financial markets, they are also contributing to future financial crises. It is therefore highly questionable for the government to be setting up a scheme where the only certain beneficiary is the finance industry. At the very least all providers should adhere to the United Nations’ principles on responsible investment.
What is the link between NEST and the state pension scheme?

19. By abolishing the state earnings related pension scheme, which helped workers to achieve an adequate wage replacement rate, the government (in 1998) aimed to shift the balance of second-tier pension provision to private funded schemes, especially personal pensions. The failure of this policy, and the decline of occupational pension schemes, led to the current policy of promoting voluntary pension saving (above the compulsory NI amount) in private defined contribution funded pension schemes such as NEST. 
20 There is recognition that the widespread reliance on means testing in retirement – if it continued – would constitute a serious disincentive to saving in NEST. NEST will only be viable if means tested benefits are largely removed through improved state pensions. The introduction of a flat rate, near-universal state pension for those retiring after 2015/16 (as proposed in the recent Green Paper – A state pension for the 21st century) which was set just above the Pension Credit level, would mean that all income earned from NEST would be additional to the state pension – rather than some of it reducing entitlement to Pension Credit.  
21. In the past, governments have used the coverage of the more privileged half of employees by final salary occupational pension schemes as a justification for keeping the basic state pension low. If the addition of NEST substantially widens employee coverage by private funded pensions, there is a danger that future governments will again seek to use the same argument to downgrade state pensions.
Summary and conclusion
22. The NPC has always been critical of NEST and instead has championed an improved universal basic state pension alongside a state second pension for all workers, maintaining the higher replacement rate for the low paid and including contribution credits for those caring for others. 
23. Our main criticisms of NEST include the following issues:

· The scheme exposes low paid workers to an unacceptable financial risk

· The interaction between NEST and means-tested benefits (Pension Credit, Housing and Council Tax Benefit) is unclear. Without a universal state pension set substantially above the Pension Credit, it is doubtful whether NEST saving would be worthwhile
· There are no credits in NEST for time spent out of employment due to childcare and eldercare, perpetuating carers’ income disadvantage 
· Small pension pots of those with low lifetime earnings will generate poor annuity rates and low payouts. There should at least be the ability to combine all small pension pots as recommended by the Workplace Retirement Income Commission

· Low paid workers who opt-out of the scheme effectively subsidise those who join, through pressure on wage rates where employers are newly making compulsory pension contributions above NI level 
· Employers will tend to reduce occupational scheme contributions to the NEST level of 3%

· The main gainers from NEST will be the private pension industry and the City. With the poor track record of pension delivery to ordinary workers, it is unwise for government to rely on the same providers to make NEST a success. 
24. Placing the provision of a decent income in retirement for future generations of pensioners in the hands of either employers or
the financial markets is an expensive folly. If it is desirable to encourage additional second tier pension saving with voluntary contributions from employees and employers, this could be operated through an auto-enrolled Voluntary Earnings-related State Pension Scheme (VESPA) with credits for caring as in NI. 
25. The state pension system is a valuable levelling force across occupations and also redistributes fairly towards those who have family caring responsibilities. The means exist to provide lifetime financial security for everyone and not just the very rich, through a suitable state alternative. What is required is the political will to do so.
26. Our detailed policy remains as outlined in the NPC response to the State Pension for the 21st Century Green Paper consultation.
NPC Walkden House, 10 Melton Street, London NW1 2EJ
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