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Foreword
After years of blood, sweat and tears, the UK pensions market is about
to reach its moment of truth.
A stark difference remains between what people expect they need to save and the
reality which would secure a comfortable retirement. Consumer confidence that their
pension will deliver that retirement has never been worse. Retirement savings have hit
a record low.
However, significant progress has been made on the part of Government and the
industry to mitigate these issues and in reforming the pensions market. Following the
successful launch of NEST there are signs of an increasingly robust and competitive market developing, particularly in
regards to support for employers, who now have a critical role to play. The introduction of automatic enrolment has
engendered strong support across the board, with a renewed pragmatism about the amount of money people will need
to prioritise as retirement savings. There is also widespread support for the proposed move to a single state pension, at a
level above the current Guarantee Credit.
The timing for the publication of the eighth annual Scottish Widows UK Pensions Report is therefore timely. The Report
is the UK’s most authoritative survey of consumers’ preparation for retirement. Since 2005 we have surveyed and
scrutinised the views of 40,000 people in total. The strength and depth of our research and the range of questions
we ask give us an unparalleled view of the UK retirement market, helping us to produce robust analysis of changes
in attitudes and behaviours over time.
Scottish Widows is pleased to be able to provide policymakers and other stakeholder groups with the information they
need to determine what can be done to help consumers prepare for a comfortable retirement and how to achieve this
vital goal.
In this year’s report, therefore, we are making a number of recommendations on how best to build on the framework that
is already in place, with the emphasis on transparency, simplicity and encouragement. We should be positive about the
legislative momentum, but remain mindful of the challenges that remain in implementation.
The platform is there – now is the time to build on it.

Toby Strauss
Group Director Insurance
Lloyds Banking Group
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Executive Summary
Scottish Widows Pensions Index 46% (-5% compared with 2011)
Scottish Widows Average Savings Ratio 8.9% (-0.4%)
Relying mainly on a defined benefit pension 27% (33%)
Non-savers 22% (+2%)
Gender gap 7% (+4%)

The eighth annual Scottish Widows Pensions Report reveals a worrying decline in the level
of preparation for retirement over the last year, largely due to reduced expectations of
benefits from defined benefit pension schemes. The Scottish Widows Pensions Index is at
its lowest level ever, and there is a significant gap between expectations about retirement
and the likely reality.

The reducing reliance on defined benefit schemes
reflects the reality that, outside the public sector, active
membership is falling rapidly. But there is also lower
confidence among members that their schemes will
deliver the level of benefits they previously expected.
Among those expecting their retirement income to
come mainly from defined contribution pensions and
non-pension savings, only a quarter are currently
meeting our benchmark rate of 12% of income. The
gap between men and women has widened again,
after narrowing in 2011.
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The research was carried out online by YouGov who
interviewed a total of 5,200 UK adults over the age
of 18 between 23 March and 28 March 2012.

The Scottish Widows Pensions Index
The Pensions Index measures the current adequacy
of provision by those who could and should be
preparing financially for their retirement.
•

Only 46% are making enough provision for their
retirement, down from 51% in 2011.

•

22% are saving nothing in 2012, compared with
20% in 2011.

•

The main reason for the 5% fall in the Pensions
Index is a reduction of 6% in the percentage
expecting a defined benefit scheme to provide their
main retirement income, down from 33% to 27%.
Confidence that defined benefit schemes will deliver
as planned has fallen from 45% to 38%.
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31% of those depending mainly on a defined
benefit pension are no longer active members of
their scheme. Conversely 16% of active members
do not expect their defined benefit scheme to
provide their main income in retirement.

•

The gender gap between men and women is 7%,
up from 3% last year. 49% of men are currently
saving adequately, compared to 42% of women.

•

The age gap is similar to last year. 54% of over-50s
are preparing adequately, compared with 42% of
those between 30 and 50.

•

The earnings gap has increased, from 11% to 14%.
Currently 54% of those earning over £30,000 are
saving adequately, but only 40% of those earning
between £10,000 and £30,000.

•

The Scottish Widows Average
Savings Ratio
The Average Savings Ratio focuses on those who are
not relying on a defined benefit pension for their
main income in retirement. It measures their savings
for retirement as a percentage of total income.
•

The Average Savings Ratio for 2012 is 8.9%, down
from 9.3% in 2011.

Characteristics of different saving groups
•

Adequate savers are typically male, married and in the
latter part of their career. They are often in stable
employment with large organisations, but are not
necessarily high earners. They value their employer’s
pension arrangements, but also have significant
personal savings outside pension. Their retirement
expectations are generally realistic.

•

Those who are somewhat undersaving (6-12% of
income) are typically younger than adequate savers
and more likely to move job frequently. They often
have modest incomes and other financial
commitments, such as a mortgage. While realising
the importance of saving for retirement, they often
have a limited understanding of how retirement
income may compare with their earnings, and are
likely to be receptive to guidance, whether online
or face-to-face.

•

Those who are seriously undersaving (0-6% of
income) are often relatively high earners, but are
making little effort to save. Many are single or
co-habiting, but a large proportion have dependent
children. They are often self-employed or working
for smaller companies. Expectations of retirement
income and age may be unrealistic.

•

Non-savers are typically lower earners. Many lack
job security and a significant proportion work parttime. Retirement expectations are generally low,
and many expect to have to work beyond age 70.

Scotland and Yorkshire & Humberside are currently
the regions preparing best for retirement, with the
North-East and South-West worst-placed.
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Readiness for automatic enrolment
•

39% of consumers are aware of automatic
enrolment, with most having learnt about it through
the media.

•

58% of those not currently in a pension scheme
do not plan to opt out after they are automatically
enrolled, while 16% currently intend to opt out with
the remainder undecided.

•

Expectations of the amount employees will have to
pay when automatically enrolled are now realistic,
with an average of almost £77 a month. Many also
realise the need to pay more than the minimum to
ensure a comfortable retirement.

•

Encourage the right behaviours
•

While state pensions tend to be expressed in weekly
amounts, this is not how most working people
understand their income. They will generally have
a good idea of their yearly salary, and to enable
them to make comparisons state pensions
expressed as a yearly amount would be desirable.
For example, £140 a week might sound a
reasonable amount to many, but expressing it as
£7,300 a year would give a much better impression
of how it compares with current earnings.

•

Government and industry should jointly consider the
structures we use in Britain to reward savings.

•

Maintaining momentum on automatic enrolment
is crucial, but becomes more difficult with the
extended staging period. The Government’s
publicity campaign on pensions should continue
until the smallest employers are brought in to the
new system. All groups should be vigilant to issues
that could destabilise automatic enrolment if
reported unfavourably in the press, and act quickly
on any that arise.

•

Effective use of the workplace is vital to increasing
financial capability, and so savings, among
employees. Ideally this might be through a full
individual advice process, but in many cases that is
not realistic. An alternative is to provide financial
support through an employer’s intranet system, for
example with budgeting software and pension
planners. Scottish Widows’ mymoneyworks initiative
gives an example of what is achievable here.

A key group for automatic enrolment, and especially
for NEST and other lower-end providers, are those
earning between £10,000 and £30,000 who work
for companies with fewer than 25 staff. This group
is currently not preparing well for retirement, and
is more likely than others to choose to opt out.

Policy issues and recommendations
Improve Customer Confidence

4

•

The move to a single state pension is likely to be
viewed positively by most, but will lead to significantly
lower state pensions for higher earners with a full NI
contribution record. It is important that there is real
transparency in the change, with those who will end
up worse off aware that they need to make
alternative provision.

•

The other challenge for Government is to retain as
much simplicity as possible in the transition, while
being seen to be fair to those affected. There are
particular issues around those who have been
contracted out of SERPS and S2P, who may end up
with a state pension well below the advertised level.

Remove barriers to saving and protection
•

Recognising that most people are unable to afford
individual professional advice, the success of the
Money Advice Service and other generic guidance
initiatives is critical. Consumers should not be
deterred from saving due to lack of relevant
information and guidance.
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Part 1: 2012 Pensions Index
and Average Savings Ratio
The percentage of people who are currently making adequate retirement provision has
fallen this year. Fewer than half of those who could and should be preparing financially
for their old age are currently saving enough.
The Scottish Widows Pensions Index
The Scottish Widows Pensions Index has fallen sharply,
down from 51% last year to 46% this year, which is the
joint-lowest result in the history of our pensions report
(see chart 1).
The Index is based on those we believe could and
should be preparing financially for retirement, which we
define as those earning over £10,000 a year and aged
between 30 and 64 for males, or 30 and 59 for females.
Provision is considered adequate if the individual is
saving at least 12% of current income for retirement
or expecting a defined benefit (DB) pension to provide
their main retirement income.

The Scottish Widows
Average Savings Ratio
Our second key metric is the Scottish Widows Average
Savings Ratio, which is the percentage of earnings being
put aside for retirement by those not depending mainly
on a defined benefit scheme. This year it has fallen
slightly from 9.3% to 8.9%, though it is still well above
the levels seen in the early years of our survey (see
chart 2). This reduction in average savings is also
reflected in an increase in the percentage falling just
short of our target savings – 18% are saving between
6% and 12% of earnings, compared to 15% last year.

Chart 2:
Trend in Average Savings Ratio
%

There has been a sharp fall in the percentage
saving adequately for retirement.
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Chart 1:
Trend in Scottish Widows Pensions Index
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Key Driver: DB decline
The Index reduction is largely caused by a significant
fall in the percentage depending mainly on a defined
benefit scheme from 33% last year to 27% this year
(chart 3).

Chart 3:
Percentage relying mainly on DB provision
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One-sixth of active DB scheme members do not
see this pension providing their main income
in retirement.
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Note: 2005 not included because of slightly inconsistent data

The percentage relying on DB provision appears
to have fallen decisively, having been at a similar
level over each of the previous six years.
As is well documented, few employers outside the
public sector offer defined benefit pensions to new
staff, so as existing staff move on and schemes close to
future accrual the number of active DB scheme
members will fall. However, there is likely to be some lag
in the Index reducing because the DB scheme may still
be seen as an individual’s main provision. Eventually the
Index will reflect the current position, either because DC
provision has become substantial or because the
individual loses confidence in DB. Both scenarios appear
to be factors this year.
In the five years between 2006 and 2011, the
Government’s ASHE survey found a reduction of 8%
in the number of active members of DB schemes, with
a reduction of 40% in the private sector being partly
offset by an increase of 7% in the public sector1.
During that period the percentage in our survey relying
mainly on DB provision remained within a fairly narrow
band between 30% and 35%. The fall this year may be
partly due to the time lag in people’s perceptions of
their main provision, though its effects may still not be
fully felt. Currently around three in ten (31%) of those
depending mainly on a DB scheme for their retirement
income are deferred rather than active members.
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However, confidence is a major contributor too.
The percentage of those with a DB pension who are
confident it will deliver as planned has fallen
considerably from 45% in 2011 to 38% in 2012.
This fall has been particularly pronounced in the private
sector, where the confident group is down from 48%
to 37%, whereas for public sector employees the fall
is from 41% to 37%. In the charitable sector the figure
has remained constant at 47%. Reflecting the fall
in confidence, one in six (17%) of active DB scheme
members do not expect it to provide their main
retirement income, compared to 11% a year ago.

27

15

0

Three in ten of those depending on a defined
benefit pension for their main retirement income
are no longer active members of the scheme.

Overall, in the public sector 42% of employees expect
a defined benefit pension to provide their main
retirement income, compared with just 19% in the
private sector.
We noted last year that our survey was conducted
around the time of the publication of Lord Hutton
of Furness’s report on public sector pensions, which may
have increased awareness of DB provision at that point.
However, even stripping the effect of that out, it appears
that there has been a decisive fall in dependence on DB
pensions this year.

Effect of gender and age
Last year we noted a trend towards differences in savings habits becoming generational rather than genderrelated. The age gap remains however, the gender gap
has widened again this year compared
with the reduction we saw last year.

Chart 4:
Pensions Index by gender
65%

Age differences remain much the same as in 2011
(chart 5). In both age groups tracked, the fall is greater
for women than for men, with women over 50 having
particularly suffered. The Index for them has fallen from
56% to 46% and the Ratio from 10.0% to 8.0%. This
group appeared to make up ground last year, but has
fallen back again, particularly in their personal savings for
retirement. Another notable change is a widening of the
age gap among men, with 59% of those over 50 saving
adequately compared with 44% for those aged 30 to
50. This compares to 40% of 30 to 50 year old women
who are preparing adequately.
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As would be expected, those earning over £30,000 are
likely to be making more provision for their retirement
than lower earners. However, the gap has widened this
year, and those earning over £50,000 have overtaken
the group earning £30,000-£50,000 (table 1).

41%

Table 1:

35%

2006

2007

2008

2009

Male

2010

2011

Pensions Index by personal income

2012

Gross Personal Income

Female

£10,000£30,000

£30,000£50,000

Over
£50,000

2010

44%

56%

54%

2011

47%

59%

56%

2012

40%

54%

55%

Pensions Index
DB coverage fell for both sexes, and the sharper fall
in the Index for women than for men, displayed in
chart 4, is largely due to the savings rates among those
outside the DB group. The Average Savings Ratio for
men actually increased from 9.7% to 10.2%, whereas
for women there was a reduction from 8.8% to 7.5%.
Chart 5:
Pensions Index by age
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For those earning over £30,000, the Index fall was
caused by a reduction in those relying mainly on DB provision for their retirement. Very high earners have generally increased the amounts they save. However, among
lower earners there was a fall in average savings, with the
Ratio falling from 8.8% to 8%. Again, it looks as though
the squeeze on household incomes is having a particular
impact on this group.
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Effect of employment and pension
arrangements
Unsurprisingly, the public sector remains the best
provided for, though the Index for this group has fallen
from 65% to 57%, largely reflecting the fall in
confidence highlighted above. For private sector
employees, the Index has fallen from 45% to 41%,
while for the self-employed it is only marginally lower
at 36% (37% last year). Interestingly, 20% of selfemployed people expect their main source of
retirement income to come from a defined benefit
scheme, which is marginally higher than for private
sector employees (19%). This suggests that many who
previously worked in the public sector or for large private
sector companies, and who are now running their own
businesses, still believe the bulk of their income will
come from their old employer’s pension scheme.
Self-employed people are as likely as private sector
employees to consider that their main retirement
income will come from a DB pension.
We have classed all those relying mainly on a DB
scheme for retirement income as adequate savers. In
addition, 70% of those who have active or deferred
employer-arranged DC pensions (including group
personal pensions) are currently saving adequately,
highlighting the importance of employers in ensuring
adequate retirement income.
70% of members of employer-arranged DC pensions
are currently saving adequately for retirement.
Chart 6 summarises the retirement provision of those
who are currently classed as providing adequately for
their retirement.
Chart 6:
Pension provision of adequate savers
%
Currently contributing
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This chart shows clearly that a large majority of those
saving adequately benefit from an employer’s pension
arrangement. It also shows that one in seven (14%)
of those classed as adequate savers are not currently
contributing to a pensions scheme, in most cases because
they are relying on a former employer’s DB arrangement.

Regional variations
Regional results tend to be more volatile than the overall
Index and Ratio because sample sizes are relatively low,
but this year the only regions with more than half
saving adequately are Scotland (56%) and Yorkshire &
the Humber (54%). Many Scots are employed by large
organisations (for example, banks and the public sector)
while Yorkshire & the Humber has a high percentage of
public sector employees. The regions with fewer than
40% saving adequately are the North-East (32%) and
South-West (38%). The North-East has a low
percentage of employees who are active members
of defined benefit schemes. Given the relatively high
proportion of public sector workers in the region, this
suggests that many have opted out of their employers’
pension arrangements. The South-West has a high
proportion of self-employed people, while both regions
have below-average income levels.

Conclusions
The biggest contributor to the sharp fall in the Pensions
Index is the reduced number of people relying mainly
on a defined benefit scheme for their retirement
income. This, in turn, is partly caused by there being
fewer active members of these schemes and partly by
a drop in confidence in them. The second major factor
is lower retirement savings by women. This is particularly
worrying given the improvement we recorded last year,
which now appears to have reversed.
In the next chapter we’ll look into the characteristics
of different groups of savers and non-savers, and look
at how their retirement expectations compare to the
reality of their situation.
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Part 2: Expectations and reality
Different savings patterns are likely to lead to very different
retirement outcomes.
We divide those who make up our Pensions Index group
into four categories:
Adequate Savers – putting aside at least 12%
of income for retirement, or expecting their main
income in retirement to come from a defined benefit
pension scheme
Somewhat Undersaving – putting aside between 6%
and 12% of income for retirement
Seriously Undersaving – putting aside up to 6%
of income for retirement
Non-savers – currently making no provision at all for
retirement
The assessment includes employer pension
contributions and non-pension savings intended for
retirement, but does not include shorter-term savings
or property investment.
Chart 7 shows the percentage of our Index group falling
into each category.

Chart 7:
Savings groups 2012
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In this section we look at the current position and
expectations of these four groups, and how these
expectations match the reality of their retirement.

Adequate Savers
Adequate savers are typically in mid-career or older,
with 56% aged 45 or over. Personal income is not
necessarily high, with over half (52%) having income
of under £30,000 a year. However, many have a
working partner, and average household income is
above the national average at just under £50,000.
They are less likely than other groups to have
dependent children, but where they do they are more
likely to be supporting them financially in adulthood.
Adequate savers tend to work for larger employers, and
to move job relatively infrequently. Just over half (51%)
work for organisations with at least 1000 staff, and the
same percentage have worked for the same organisation
or in self-employment throughout the last 10 years.
They feel relatively secure in their jobs and understand
the importance of pension provision. 78% view their
employer’s pension scheme as an incentive to stay in
their current job.
Adequate savers understand the value of saving
regularly and for the longer term, and they are putting
aside significant amounts for retirement on top of their
pension savings – £231 a month on average. A large
majority (86%) have only one or two pension schemes.
While most have no financial adviser, they are generally
keen to obtain financial information and guidance,
including online.
Retirement aspirations among adequate savers are close
to the average for all those included in our Index. Over
half (58%) would feel comfortable with a household
income of between £15,000 and £30,000 at age 70.
Most would like to retire by age 62, but realistically they
expect to have to work until age 64 on average. Most
expect a significant fall in their income after retirement,
with 41% estimating this as between 25% and 50%
of pre-retirement income. However, just over half
(54%) believe they are preparing adequately or more
than adequately for their retirement.
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The overall picture for this group is positive. Usually
helped significantly by their employer, they have
recognised the importance of retirement planning and
have taken action, even if they feel it is not quite enough.
Their expectations on retirement age and income appear
realistic, and they can look forward to a relatively
comfortable standard of living in retirement.

Case Study: Adequate Saver
Jan is 47 years old and earns £30,000 a year as a store
manager for a large retail group in Harrogate. She is a
member of the company’s career revalued average
salary pension scheme. Although the company plans
to increase the pension age when staff will receive full
pension beyond 65 she understands that she is
fortunate to be in a very good scheme. However, she
would really like to retire at age 60.
Jan is married to Pete, who earns a similar amount
to her and is in his employer’s defined contribution
scheme. They have two children at university, and
expect to continue to support them financially for
the next few years.
Jan has started saving £150 a month into an ISA
to build up a fund to supplement her retirement
income and hopefully allow her to retire early, or at
least move to part-time work. She expects to move
some of her savings into a pension nearer the time.
Pete is also saving a similar amount, and they hope
to increase that substantially as the children become
financially independent. Jan and Pete are reasonably
confident about their retirement prospects, but
recognise they may face quite a substantial fall
in their income.

Somewhat Undersaving
Those who are somewhat undersaving (6-12% of
income) are typically younger than adequate savers,
with 55% under age 45. Personal income is often
relatively low, with 63% earning under £30,000,
however like adequate savers many also have partners
who are earning. They may well have children and be
buying their home with a mortgage. Around one in five
(19%) has a financial adviser, which is similar to the
other groups, and where they do they are likely to
consult them on a wide range of financial matters,
including pension.
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Those who are somewhat undersaving are quite mobile
when it comes to employment, with 39% having
moved job at least twice in the last 10 years. Only 6%
are active members of DB pensions, while 34% are
building up a DC pension through their employer.
This group has relatively high aspirations for retirement
income, with 29% looking for household income over
£30,000 at age 70. Over a third (36%) expect to have
to work beyond age 65. Many in this group could not
estimate how their retirement income might compare
with their earnings, which points to a need for more
financial education. However, most do recognise the
need to do more to prepare for retirement.
The picture for this group could also be considered
relatively positive. They are making some effort to
prepare for their retirement, while also recognising the
need to do more. Most still have time to increase their
savings to a more adequate level. However, with few
having access to DB provision the future for them is
relatively uncertain, and they need to have confidence
in the financial system. Access to financial education
and guidance through the workplace could be
particularly important for this group.

Case Study:
Somewhat undersaving
Liam is 32 years old and earns £25,000 a year
working for a mail order business in Chesterfield.
He is a member of the pension scheme, paying in
3% of earnings with the company also contributing
3%. He knows the company will match additional
contributions up to a maximum of 2%, but at
present feels unable to pay in more. However, he is
saving £50 each month into an ISA, and hopes to
use that to help fund his retirement if it is not needed
for an emergency before than.
Liam’s partner Susan works part-time while also caring
for their 5-year-old daughter. She has no pension
arrangements. The couple also have a mortgage,
which takes up a lot of their income.
Liam is optimistic about his career prospects, and
hopes to earn substantially more over the next few
years. While much of the extra income will go towards
family and possibly a move to a larger home, he also
hopes to increase his pension contributions as his
earnings increase.

uite mobile
aving
Only 6%
4% are
oyer.

retirement
ome over
ct to have
could not
compare
or more
nise the

dered
ort to
nising the
ease their
with few
them is
onfidence
ducation
e

ear
field.
ying in
tributing
ditional
at
er, he is
pes to
ot needed

Seriously Undersaving
Those who are seriously undersaving (0-6% of income)
are of a similar age to those somewhat undersaving, but
tend to have higher personal income, with over half
(51%) earning more than £30,000 a year, the highest
percentage of any group, and 3% earning over
£100,000. They are less likely to be married or in a civil
partnership than other groups, but more likely to be
single or cohabiting. They are also more likely than
better savers to have children, and often more than one,
perhaps spread over a period. However, they are
relatively unlikely to have adult dependants.
This group has more long-term self-employed people
than others (9%) and includes relatively high
representation in health and social work, manufacturing
and the legal profession. Job mobility is around average,
and there is a wide spread across different sizes of
employer. Many have pensions started in the past but
no longer active – 23% of those with a pension are not
currently contributing. They often save from time to
time rather than on a regular basis.
This group has similar retirement ambitions to those
somewhat undersaving, but one in four (24%) expect
to have to work to age 70 or beyond. However, a similar
number (24%) expect to be able to retire before age
65, which may well be unrealistic. One in five (20%)
expect their retirement income to match their final
earnings, which again looks unrealistic unless they
increase their savings dramatically.

Case Study: Seriously undersaving
Jim is 44 years old and earns £40,000 a year working
in a private healthcare practice in outer London.
He has recently moved in with Helen, who works
as a PA and has a teenage son from a previous
relationship. Jim is divorced and helping support
two young children of his own.
Jim has a modest NHS pension built up from previous
employment, and has paid into a personal pension
since joining the practice. However, he has cut his
contribution from £300 to £100 a month because
he feels unable to afford the higher amount while
maintaining the lifestyle he wants. He is aiming to
save in a high-interest account when he can afford
to and hopes that will help provide for his retirement.
Jim realises that he is currently not preparing
adequately for his retirement, but hopes he will
be able to save more in the future. He is also hoping
an inheritance from his parents may help fund his
retirement, and would be prepared to consider
downsizing his home if necessary. However,
he is currently too busy with work and family
to spend much time thinking about the future.

Many in this group appear to be sleepwalking towards
retirement. With some evidence of an attitude of living
for today, they are making only a token effort to save
for retirement. Their aspirations are relatively high, but
there appears to be little evidence of taking action to
achieve these aspirations. This group needs a serious
wake-up call.
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Non-savers
Non-savers have significantly lower average earnings
than other groups, with half (49%) earning under
£20,000 and a similar number (50%) in households
with total income under £30,000. They are often
younger than other groups, though a quarter (26%) are
in their 50s. Family patterns are similar to other groups
except that they are more likely to have two or more
dependent children.
Non-savers are less likely than other groups to be
working full-time, and are often worried about job
security, with only one in five feeling optimistic about
this. They are more likely than other groups to be
employed on a temporary contract or to be selfemployed. One in six (16%) has moved job more than
three times in the last ten years. They are much less
likely than other groups to work for large companies.
Almost half (47%) have no pension provision at all, and
80% of these say that a key reason is that they have no
spare money. 43% of those without a pension expect
never to start one, while a further 31% say they don’t
know when that might happen.
Retirement expectations of this group are relatively
modest, with half (50%) thinking they could live
relatively comfortably on a household income of under
£20,000 a year. 23% expect to have to work beyond
age 70, while 32% do not know when they might be
able to retire. Only 15% expect to have retirement
income within 25% of final earnings, and 84%
recognise they are not doing enough to prepare for
their retirement.
While the current position is very poor, this group at
least recognises that it is not doing enough and that
this will have serious consequences in retirement. If they
receive a clear message that they need to save for their
retirement and that they can be confident this will make
a difference, there is a good prospect that automatic
enrolment will make a big difference to this group. 43%
say they expect to stay in their employer’s scheme after
automatic enrolment, with a further 24% still to decide.
So further education is required to persuade those still
undecided of the benefits to remain opted in.
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Case Study: Non-saver
Paula is 33 years old and earns £18,000 a year
working as a hairdresser in Gateshead. Still single,
she is currently renting a small flat. Paula feels very
constrained financially, and any spare income she has
is used to go out with friends at the weekend and
to save towards a yearly holiday overseas.
Paula currently has no pension arrangements, and has
built up debts of over £15,000. Realistically, she does
not feel she can start saving in the foreseeable future.
However, she has heard about automatic enrolment
and would like to remain in the pension scheme
when that happens because she recognises that
the employer contribution and tax relief will double
her payments.
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Part 3: Readiness for automatic enrolment
Automatic enrolment will be available from July for the very largest
employers, and will be compulsory for all existing employers within the next
five years. Most employees are in favour of automatic enrolment, but those
working for micro employers are the most likely to opt out. Expectations of
required contribution levels are now much more realistic.
Two in five of current employees (39%) are aware that
automatic enrolment is coming. Of these, 61% learnt
about it through the media, while 16% were informed by
their employer. Awareness is higher among employees
of large companies, but not dramatically so. 61% believe
automatic enrolment is a good thing, most commonly
because it imposes the discipline of retirement saving
on them (42%). 28% support it because employers will
have to contribute, and 20% because it will help them
reach their retirement goals. Affordability is the most
common reason given by those opposed to automatic
enrolment (34%).
40% of employees expect to remain automatically
enrolled (up from 33% last year) while 11% expect
to opt out (the same as last year). When those who
already have pension arrangements are excluded, the
percentage expecting to remain automatically enrolled
increases to 58%, while the percentage planning to opt
out is 16%. However, significantly fewer of those
working for the smallest companies are confident that
they will stay in a pension (chart 8). This group still has
a few years to decide, and nearer the time effective
education for them will be vital.

Chart 8:
Are you likely to choose to
stay automatically enrolled?
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The average amount people would be willing to pay
into a pension has increased dramatically, doubling
from £37.50 a month last year to £76.95 this year.
This is very close to the 5% of income (including tax
relief) that employees will be expected to contribute
if their employer pays the minimum.
There is also a high level of realism about the retirement
individuals can expect to experience if contributions are
only made at the minimum level for automatic
enrolment. Only 10% believe it would enable them
to live comfortably, while 29% believe it would provide
a basic but acceptable standard of living, while 33%
recognise that there would still be a gap to be filled.
28% say they don’t know.
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A key group for automatic enrolment
Last year we identified a key group for the success
of automatic enrolment as those earning between
£10,000 and £30,000 a year working for employers
with fewer than 25 staff. We see this as a key target
group for NEST and other new providers, while
recognising that they will also be used by larger
companies for sections of their staff.
Table 2 illustrates how this group of employees
is significantly worse off in retirement provision
than workers as a whole.
Table 2:
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Retirement preparation of moderate
earners with small companies
Earnings
£10,000 to
£30,000
working for
companies
with fewer
than 25 staff

All workers

Have some existing
pension provision

62%

67%

Active members
of a pension
scheme

31%

49%

Preparing
adequately for
retirement

30%

46%

Currently not
saving

42%

22%

Average
Savings Ratio

6.5%

8.9%

This group is generally in mid or late career, with 61%
aged 40 or above, compared to 46% of those with
similar income working for larger companies. On
average, they expect to have to work until age 67 before
they can afford to retire. This is a year later than the
average of all workers but in line with the expectations
of their peers at larger companies.
This group is less likely than average to anticipate
remaining automatically enrolled (38%, or 47% if
those already in a pension are excluded) and more likely
than others to have decided already to opt out (18%,
or 22% if those already in a pension are excluded).
It is also relatively pessimistic about the likelihood
of an 8% contribution rate being sufficient to provide
a comfortable or acceptable living standard in
retirement. 33% felt this was the case, compared with
44% among those with similar earnings at larger
companies. That may reflect lack of current provision,
meaning that they start from a low base.
Automatic enrolment for this group is over three years
away (unless employers choose to bring it forward),
but it is essential that it is implemented effectively.
A message that individuals should not wait until
automatic enrolment to start saving for retirement
could also be beneficial for this group.
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Part 4: Policy issues and recommendations
The role of Government is to provide a foundation for saving through state pensions,
a framework to optimise private provision and sufficient education for consumers
to understand their retirement needs and prepare for them. The latter two responsibilities
are shared with the pension industry and others.
Table 3:

Scottish Widows Vision
•

To make more people better off by saving

•

To ensure individuals in the UK are prepared for
the future

Responsibility for financial security
in retirement
Strongly
Strongly
Neither
agree/
disagree/ agree nor
somewhat somewhat disagree/
agree
disagree
Don’t
know

To achieve this, we need to undertake the following:
•

Improve Consumer Confidence

•

Remove barriers to savings and protection

•

Encourage the right behaviours

•

Place savings and protection at the heart of
Government policy

There is also, of course, an onus on individuals to make
sure they are financially provided for in retirement,
if they have the resources to do that. We asked
respondents about the balance between Government
and personal responsibility (table 3). The result reflects
a clear understanding of a move towards individual
responsibility, with three-quarters believing this is
necessary, and under half expecting the Government
to do more.

Over the
coming years,
INDIVIDUALS in
the UK will be
required to take
more PERSONAL
RESPONSIBILITY
for their financial
security in
retirement

73%

7%

20%

Over the
coming years,
THE UK
GOVERNMENT
will begin to
take more
responsibility
for the financial
security of
citizens in
retirement

20%

53%

26%
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A solid foundation: State pensions
Despite the understanding of personal responsibility,
there is an expectation among consumers that, having
paid taxes and National Insurance throughout their
working lives, individuals are entitled to financial support
from the Government in retirement. The response of
pensioner groups to the proposed phasing out of higher
personal allowances for the over-65s highlights this
feeling of entitlement, and the political sensitivity of
changes for pensioners.
There is widespread support for the proposed move
to a single state pension, at a level above the current
Guarantee Credit. This will particularly benefit those not
currently able to build up State Second Pension (S2P),
including the self-employed and full-time carers.
The challenge for the Government is to make the change
in a way that is transparent and fair. Part of the cost is
funded by increases to state pension age, but many
people will end up with a significantly lower pension
than they would under the current system. The worst hit
will be high-earning employees who would currently
have a substantial S2P pension. Transition arrangements
will mean they keep the pension already built up, but if
current entitlement is at or over the level of the single
state pension their future working life will give them no
extra state pension.
We asked again about state pension entitlement, and
found a polarisation of opinion since last year (chart 9).
While the majority are in favour of entitlement based
effectively on residence, around a third are opposed.
This may depend partly on which groups individuals
think of who may not have a full tax record – for
example, whether it is carers or immigrants. The change
to granting full pension after 30 years of contributions
or credits appears to have been a good way of balancing
the two viewpoints.
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Chart 9:
All UK residents should be entitled to a state
pension, regardless of the level of contributions
they have made through taxation
%
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Recommendations
Improve Customer Confidence
•

The move to a single state pension is likely to be
viewed positively by most, but will lead to
significantly lower state pensions for higher earners
with a full NI contribution record. It is important
that there is real transparency in the change, with
those who will end up worse off aware that they
need to make alternative provision.

•

The other challenge for Government is to retain as
much simplicity as possible in the transition, while
being seen to be fair to those affected. There are
particular issues around those who have been
contracted out of SERPS and S2P, who may end up
with a state pension well below the advertised level.

Encourage the right behaviours
•

While state pensions tend to be expressed in
weekly amounts, this is not how most working
people understand their income. They will generally
have a good idea of their yearly salary, and to
enable them to make comparisons state pensions
expressed as a yearly amount would be desirable.
For example, £140 a week might sound a
reasonable amount to many, but expressing it as
£7,300 a year would give a much better impression
of how it compares with current earnings.

•

Government and industry should jointly consider
the structures we use in Britain to reward savings.

A strong framework: private pensions

state
ributions
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As noted in section 3, there is strong support for the
introduction of automatic enrolment, positive feeling
towards remaining automatically enrolled and a greater
realism in estimates of the amounts individuals will have
to contribute. NEST has now been successfully
launched, and a strong and competitive market appears
to be developing, with considerable support for
employers. Most consumers also appear to have some
understanding that the minimum automatic enrolment
contribution will not be enough in itself to ensure a
comfortable retirement.
All of this bodes well for the future, but there remain very
significant risks. One of these is the staging period for
automatic enrolment, which has now been extended.
This means that many working for smaller employers will
lose out on several years of potential contributions. It also
creates a danger that the momentum which has been
created will be lost by the time many employers
implement automatic enrolment. This could particularly
be the case if there are bad experiences of automatic
enrolment reported in the press, for example of poor
investment returns or high charges.
It is vital that the pensions industry is seen to be dealing
fairly with all customers, that employers are held to
account if they fail to comply with their duties and that
the Government and industry tackle issues as they arise.
For example, one possible scenario is that markets are
buoyant in the early years but NEST lags behind in
investment returns because of its relatively cautious
strategy. Clear articulation of why that strategy is
suitable for members in the long term may become
necessary to avoid negative press coverage.
In addition, there remains a general ignorance in
financial matters in the UK, which often leads to a lack
of confidence in saving. There are some excellent
resources available such as the Money Advice Service
and Pensions Advisory Service web sites as well as
those of commercial organisations, but much remains
to be done for them to be well used by consumers.

When considering how to improve the situation, we
need to recognise a number of realities.
1. Only a small percentage of the population – 15%
in our survey – has a financial adviser, and only half
of these have discussed pensions with their adviser.
The Retail Distribution Review is more likely to
reduce than to increase access to personal advice
except for high earners.
2. While banks have an important role to play in
providing financial advice, most people these days do
not have a personal relationship with their bank
manager. They are much more likely to look for
guidance from their employer. 36% believe that
along with a pension the employer should give access
to full financial advice and 55% that general
information about financial planning should be made
available (these figures include 17% looking for both).
Employers are key not just in organising pensions but
in helping staff access information and guidance.
3. Many individuals say they have financial needs that
they prioritise over pension, often legitimately.
These include everyday living expenses (40%),
paying off debt (30%), servicing a mortgage (24%)
and supporting children financially (15%). The
challenge is to enable them to see how they could
achieve retirement savings alongside these costs,
and perhaps reduce the priority they give to less
essential expenditure such as holidays (cited by
16% a having been prioritised over pension)
4. Few people will ever find retirement planning really
interesting, but they will start to take more interest
as their pension fund builds up. Clear presentation
of their pensions and the benefits offered is
essential, especially if the values shown could look
like bad news. For example, the illustrated pensions
shown on the mandatory yearly statutory money
purchase illustrations have often fallen quite sharply
in recent years due to a combination of factors
including lower assumed annuity rates, lower growth
assumptions and the ending of defined contribution
contracting-out. Unless such changes are explained
clearly they can dent confidence, even where
investments are performing reasonably well.
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Ultimately, people tend to distrust what they do not
understand, so better consumer education on the
benefits of saving is needed to improve engagement
with retirement planning.

Recommendations
Encourage the right behaviours
•

Maintaining momentum on automatic enrolment
is crucial, but becomes more difficult with the
extended staging period. The Government’s
publicity campaign on pensions should continue
until the smallest employers are brought in to the
new system. All groups should be vigilant to
issues that could destabilise automatic enrolment
if reported unfavourably in the press, and act
quickly on any that arise.

•

Effective use of the workplace is vital to
increasing financial capability, and so savings,
among employees. Ideally this might be through
a full individual advice process, but in many cases
that is not realistic. An alternative is to provide
financial support through an employer’s intranet
system, for example with budgeting software
and pension planners. Scottish Widows’
mymoneyworks initiative gives an example
of what is achievable here.

Remove barriers to saving and protection
•
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Recognising that most people are unable to
afford individual professional advice, the success
of the Money Advice Service and other generic
guidance initiatives is critical. Consumers should
not be deterred from saving due to lack of
relevant information and guidance.

Appendix 1: The Pensions Index and the
Average Savings Ratio
Calculation of the Pensions Index
The Scottish Widows Pensions Index is a snapshot
of how well employed and self-employed people in the
UK are currently preparing financially for retirement.
It is based on those who are of an age – between 30
and 64 (men) / 59 (women) – and an income level –
£10,000 or more a year – where they could reasonably
be expected to be saving for their old age. The target
retirement income is one that will leave most people
feeling they are in an acceptable financial position,
but which is likely to involve a sacrifice in living standard
compared with when they were working.
The level of retirement income which consumers are
likely to feel is acceptable will depend largely on their
income while working. However, the proportion
required is likely to be higher for lower earners than
for those who are relatively well-off, and that is reflected
in our assumptions.
We have assumed that saving 12% of earnings from
age 30 to age 64 will provide an adequate income
when combined with state pensions. The 12% includes
employer pension contributions, tax relief and any nonpension savings for retirement, and could produce a
pension of around 29% of earnings2.
When added to state pensions we believe this will meet
our adequacy requirement. For example, if the proposed
single state pension of £7,300 a year (£140 a week) is
implemented, those earning £10,000 a year and saving
12% a year may have an income replacement rate of
around 100% in retirement, those earning £30,000
may have a replacement rate of around 50%, and
those earning £50,000 may have a replacement rate
of around 40%.

We have not yet taken into account the increasing
state pension ages, either in setting the target
contribution rate or in defining the Index group, except
through an alternative index tracking women up to age
64. We will consider how this can best be allowed for
in future years.
Those with defined-benefit pensions need to be
considered separately, because there is no direct
relationship between contribution levels for individuals
and the pension provided. In calculating the Index we
have assumed that all those who expect to receive most
retirement income from a defined-benefit pension are
adequately provided for. We are aware that changes to
defined benefit schemes will, in some cases, mean that
benefits are reduced overall, but believe that those who
receive their main retirement income from a defined
benefit scheme will be relatively well catered for.
The Scottish Widows Average Savings Ratio is the
average percentage of earnings being saved for
retirement by those in the Index group, but excluding
those relying mainly on a defined-benefit pension.

Savings that are included
While pension arrangements remain the most common
and most tax-efficient method of saving for retirement,
many people use alternative savings vehicles such as
ISAs, perhaps with a view towards moving funds into
pension closer to retirement.
In calculating the Pensions Index and the Average Savings
Ratio, we have taken account of all savings specifically
intended to contribute towards retirement income. These
comprise company and employee contributions to
employer-sponsored pensions, individual contributions to
personal and stakeholder pensions and non-pension
savings. We have not included non-financial assets such
as residential property.
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Groups that are tracked
While we are able to track preparation for retirement
against many different criteria, there are three key
differentiators that we monitor every year:
Gender: women have always lagged behind men in
pension provision, and we measure whether the gap is
growing or shrinking.
Age: we divide the index between those aged 30 to 50,
who are generally some distance from retirement, and
those aged 51 to 64, who are approaching retirement.
Earnings: we monitor three bands to see the effect of
earnings level on retirement preparation – £10,000£29,999, £30,000-£49,999 and £50,000 and over.

1

ASHE Table P2.1 (Pension Type - For all employee jobs). Published by ONS.

2

Based on the ABI/Money Advice Service pension calculator at http://www.moneyadviceservice.org.uk/yourmoney/
interactive/pension_calculator.aspx, allowing for a single-life inflation-linked pension with no lump sum at
retirement. Female annuity rates used as a proxy for unisex rates.

20

ourmoney/
at

21

As part of the Lloyds Banking Group, Scottish Widows is proud to be an Official Provider of the London 2012 Olympic and Paralympic Games.
Scottish Widows plc. Registered in Scotland No. 199549. Registered Office in the United Kingdom at 69 Morrison Street, Edinburgh EH3 8YF. Telephone: 0131 655 6000.
Scottish Widows plc is authorised and regulated by the Financial Services Authority. Our FSA Register number is 191517.
46273 04/12

