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CABINET OFFICE CONSULTATION ON PROPOSED INCREASES TO EMPLOYEE CONTRIBUTIONS TO THE CIVIL SERVICE PENSION SCHEMES 
- GMB Response -
October 2011

GMB RESPONSE TO THE CABINET OFFICE CONSULTATION ON PROPOSED INCREASES TO EMPLOYEE CONTRIBUTIONS TO THE CIVIL SERVICE PENSION SCHEMES EFFECTIVE FROM APRIL 2012
Introduction
1. GMB is the UK's third largest union and represents several thousand members of the Principal Civil Service Pension Schemes (PCSPS) working primarily for the MOD and HM Prisons.  These are core public sector jobs, low earning but vital to the security of the country;  this is a world away from the impression Ministers have given of civil servants as faceless bureaucrats with six figure salaries and pensions to match.  

2. This response is in addition to the NTUC submission made jointly by GMB and the other national Civil Service unions.

3. Cabinet Office is well aware that the reforms to the PCSPS that took place in 2005-7 resulting in a new pension scheme for the civil service:  nuvos, is and will continue to save the taxpayer billions of pounds.  In addition the swathes of redundancies inflicted on the civil service are resulting in fewer contributing scheme members and therefore lower cash amounts of employer/taxpayer contributions.
4. It is therefore extremely disappointing and provocative that this consultation to increase member contributions has been launched at this time.  GMB members in the civil service, as in other parts of the public sector, need to know that their retirement savings are secure and their scheme is viable and sustainable for the future.  Government's piecemeal approach to reform is decimating the trust its employees have in occupational pension provision.  The consequences will be individuals with lower savings, increased poverty in retirement and higher welfare, NHS and local authority costs for the taxpayer to bear in the future.
5. Government needs to decide on its priority - either sustainable long term scheme reform or a 'tax and grab' on members of the PCSPS.  Durable long term reform will not be a viable option if government persists in imposing this tax on pension savers.  Not only does this policy send a bad message to the state's own employees but it runs counter to DWP's efforts to 'reinvigorate' good quality workplace saving.
6. GMB has more than 610,000 members, half of whom work in the private sector.  They are well aware of the destruction of good quality pension schemes in the private sector over the last few decades.  They are also aware, however, that worsening the pensions of public sector workers will not result in a penny more for private sector workers in retirement.  It may be convenient for government to portray the public sector workforce as the enemy of the private sector pension saver but it does nothing but reinforce scheme members' perception of the reform agenda as being an ideological rather than a financial policy.
Inappropriate Premise of Consultation - Insufficient Evidence for Contribution Policy
7. GMB is particularly disappointed that the repeated commitment articulated by government and endorsed by Lord Hutton to maximise participation in the PCSPS plays so little a role in the government's consultation.  Cabinet Office's consultation draws repeatedly, but selectively, on Lord Hutton's report into public sector pension schemes.  However, nowhere does the consultation put the quotations in context, either of the report as a whole or the civil service employment context in particular.  The Hutton Report is a substantial document but not all of it applies to the PCSPS or its members and not all of the assertions made by Lord Hutton and repeated by government have an evidential basis to justify them.  It is of profound regret that Treasury and Cabinet Office have refused to allow any scrutiny of the Hutton Report during the discussions with unions.
8. The bold statements used in Cabinet Office's consultation repeatedly fail to recognise the complexity of the PCSPS and the workforce to which it applies.  One reason given for increasing member contributions in the consultation is the increase in life expectancy for 60 year olds between the 1970s and now.  No consideration is given to the substantial number of nuvos members in the PCSPS who already have a retirement age higher than 60, nor is any specific data referred to in relation to the life expectancy of civil servants.  We are sure that had Cabinet Office proceeded with the scheme's valuation it would have demonstrated that the actual retirement age of PCSPS members is increasing thereby challenging Lord Hutton's unsupported assertion that increase costs of life expectancy have generally fallen to the taxpayer.
9. Cabinet Office claims in the consultation that Lord Hutton's report justifies the £2.8bn increase in member contributions being imposed across some of the unfunded schemes in the public sector.  GMB challenges government to highlight any statement or text from the IPSPC report that says it is appropriate for members of these schemes to increase their contribution by £2.8bn.  While the report does state that contribution increases are an effective way of generating short term savings, Hutton does not quantify the level of contribution rise, he does however, state that increasing member contributions must be carefully considered alongside the maximisation of participation and the context of longer term reform.
10. Cabinet Office states that 'These savings are intended to rebalance the contributions made by employers and staff'.  If that is the intention then the policy is fundamentally flawed.  Cabinet Office has confirmed to GMB that the employer contribution to the PCSPS is not changing as a result of the imposition of this member contribution rise.  Far from rebalancing the contribution, Cabinet Office is merely increasing the total income of the PCSPS, not in order to safeguard benefits but to generate income for Treasury.  GMB believes that Cabinet Office should be clear about exactly what the purpose of this policy is, if it is not the stated purpose then we query the validity of this consultation.
11. Cabinet Office argues that, following the Chancellor's pronouncement in the Comprehensive Spending Review, this policy will raise £2.8bn by 2015.  The Chief Secretary to the Treasury has confirmed this means a 3.2% 'saving' from each scheme, starting, for the civil service with a 1.28% average increase in member contributions.  GMB contends that contrary to government statements, this is not a 'saving'.  The cost of the schemes remains the same (excepting the change in indexation that government claims is unrelated) and the employer contribution levels, Cabinet Office confirms, will not reduce.  This is not therefore a policy intended to generate 'savings', it seeks to generate income for the Treasury, these are two different concepts.  Given this discrepancy, it is exceptionally and unnecessarily restrictive of government to refuse to entertain the notion of alternatives to an arbitrary member contribution increase.  Alternatives that would actually meet the stated Treasury objective of generating 'savings' instead of seeking to increase income.
Background to this Consultation
12. Cabinet Office seeks to restrict discussion of its approach to civil service pension provision to one specific element rather than the more logical approach that would involve discussion of scheme costs, participation rates, workforce profiles and the future form of the civil service.  GMB regards this atomised approach to pension reform inappropriate and ill-conceived.  
13. Although government has suspended the scheme valuation, depriving members and the public of any actual evidence relating to the sustainability of the schemes, we know that the cost of the PCSPS will be falling.  This was evident from the comprehensive reform negotiations that were undertaken between 2005 and 2007.  When introduced, GAD figures confirmed that the nuvos scheme had a lower cost to the employer/taxpayer that the existing schemes (classic, premium and classic plus).  As currently approximately 20% of active PCSPS members are in nuvos, it is reasonable to assume that, as intended, the overall cost of the accrual of civil service pensions is falling.
14. The cut in the indexation of civil service pensions in payment, in deferment and nuvos revaluation will also result in significant savings to the employer/taxpayer from April 2011.  Across all schemes in the PCSPS it would be reasonable to assume a substantial annual saving as a result of this policy.  As the majority of the impact is felt by nuvos members, this saving will actually increase over time.  The savings from reduced nuvos revaluation are in excess of this cut to other public sector pensions and were not fully outlined in the Treasury's Budget analysis (where this policy change was announced).  GMB contends that as a minimum, the savings generated by this aspect of the indexation cut should be offset against the target savings government has stated are required.
15. Cabinet Office was supposed to conduct and publish an actuarial valuation on the PCSPS in 2010.  Without cause or explanation government has suspended this process meaning this and the broader discussions of scheme reform are being conducted without the up to date information required.  Given the seismic reform of 2007:  the introduction of nuvos, this decision deprives scheme members and the taxpayer of a means of objectively assessing the progress of scheme reform that has already begun and the possible areas for further potential reform.  GMB again asks Cabinet Office to explain why it has decided that pension reform should be undertaken in the absence of appropriate data and why it has prevented nuvos being properly valued.
Arbitrary Application
16. The Cabinet Office consultation, reflecting statements made by the Chancellor and others purports an intention to ensure the lowest are protected from the increase in employee contributions.  No analysis is provided to explain why lowest paid is deemed to be £15,000 in Cabinet Office's preferred approach.  It seems incongruous that government accepts that civil servants earnings under £21,000 should be exempt from the pay freeze due to their financial circumstances but that the 200,000 that earn between £15,000 and £21,000 can and will afford to pay more to save for retirement.  GMB seeks an explanation of this anomaly from Cabinet Office as part of this consultation process.
17. The consultation launched by Cabinet Office contains a certain level of analytical detail but does not explain why a blanket approach to the contribution increases is deemed appropriate.  The employer contribution to the PCSPS is regressive, with the highest earners in the highest value schemes having an employer contribution ten percentage points higher than the lower earners who are members of nuvos.  The tiering of contribution increases for members proposed by Cabinet Office makes no allowance of differences in scheme value, impact of other policies (most notably the cut in indexation which has had a disproportionate impact on the nuvos scheme) or the demographics of the different memberships.
Absence of Appropriate Opt Out Analysis
18. HMT's estimation of the reduction in pension participation across the public sector is 1% of pensionable pay bill.  Again, there is no evidence put forward to support this claim and GMB is aware that it has been queried by the OBR among many others.  Treasury's justification as outlined by them is based on behavioural assumptions of members of the PCSPS.  The rationale is that as the schemes remain 'good value' members would be wrong to opt out as a result of a contribution increase.  
19. This presumption is flawed on several levels.  Firstly, it ignores a basic law of economics that the government relies on to justify other related polices such as the cut in pensions indexation from RPI to CPI.  To quote Lord Freud during the debate on the draft Up-rating Order [14th March 2011]:
“A basic principle of economics is the law of demand, which states that, all other factors being equal, a rise in the price of a good will cause consumption to fall and vice versa.”
A pension is a good and through increasing member contributions, government is increasing the price of that good.  This is exacerbated by the fact that while the price of pension saving for 96.4% of civil servants is set to increase under this policy, 'all other factors' are not equal.  Government has already cut the value of the PCSPS schemes, by at least 15% for the final salary schemes and around 25% for the cheapest scheme in the PCSPS:  nuvos.  Furthermore Treasury has signalled an intention to radically reduce the value of this 'good' further through a dramatic increase in the schemes' pension ages and a cut in the accrual rates.  For many therefore, already affected by a pay freeze, job insecurity and increased workloads, it will not seem 'rational' to pay more for a good whose quality they can not be sure of.  No other goods are bought on this premise outside a fairground's 'lucky dip'.  This is not a prudent or rational way to conduct pension reform and GMB urges government to reconsider its approach.
20. The second flaw in government's opt out assumptions relating to this policy relates to the arbitrary nature of salary bands used.  It is clear from Cabinet Office's own illustration that, despite claimed objectives to the contrary, the contribution increases applied are not genuinely progressive.  After tax relief, a member earning £31,000 will be asked to pay an extra 1.28% while a member earning £60,000 is asked for 1.2% and a member earning £50,000 is asked for 0.96%.  GMB does not view this as progressive, and while this partly results from an inequity in pension contribution tax relief which the union has argued many times should be resolved, Cabinet Office should not exacerbate this issue through the contribution bands it imposes while claiming the policy is 'progressive'.
21. The third issue is the particular impact an increase in contributions has on those working part time, the substantial majority of whom earn less than £25,000 and 87% of whom earn less than £30,000 on the basis of a full time equivalent salary.  GMB's key concern is that the approach used fails to recognise the fact that these workers' income level is, by definition, significantly below this full time equivalent salary.  Many of these civil servants are either in receipt, or very close to being in receipt of tax credits and other welfare benefits.  Those whose full time equivalent salary is above £21,000 have endured a pay freeze and to expect these workers to contribute more with minimal benefit from the 'progressive' approach for what will be a very low pension on retirement flies in the face of economic rationality.
Impact of Cabinet Office's Imposition of this Member Contribution Increase
Proportionality of Impact

22. The equality analysis demonstrates that failure to properly analyse the demographics of pension schemes and the workforces to which they are applied leads to this sort of arbitrary policy application that has unknown consequences as well as a predictable effect of discouraging scheme membership.  The fact that nuvos members have been hardest hit by this government's approach to public sector pensions has an impact beyond the reduced pension savings of the only growing sector of the civil service workforce. In the interests of transparency GMB expects Cabinet Office to show how government's policies apply to all groups of members of the PCSPS, not simply an average that disguises the true impact of the policies imposed.
Funding Impact

23. One key consequence of this broad brush approach to the employee contribution increase results from the means by which existing benefits accrued in the schemes are funded.  As a Pay As You Go arrangement, the PCSPS relies on income from members in the form of employee contributions.  Discouraging pension saving among new civil servants who, by definition will be younger than the members of the other schemes in the PCSPS, will exacerbate the demographic balance that is the cause of the current cash flow shortfall for the PCSPS.  If civil servants stop joining nuvos and other PCSPS members decide to opt out of scheme membership, the shortfall will worsen.    Cabinet Office should produce some sensitivity analysis showing the risk assessment that has been conducted to reach the conclusion that this 3.2% contribution rise is appropriate.
Impact on Contribution Yield

24. This consultation is supposed to generate £176m - £196m in increased income to the PCSPS in 2012-3 and £441m – 491m by 2015 with a notional allowance for a 1% of pensionable pay bill lost as a result of increased opt outs.  Again, no sensitivity analysis of this has been conducted.  It is unclear whether the current round of redundancies and consequential reduction in pay bill has been factored into these objectives as this will exacerbate the difficulty in achieving the goal set by means of this contribution increase policy.  It is widely acknowledged that government has heavily underestimated the rate of opt outs likely from this policy which will have a direct impact on the chance Treasury has of generating the targeted extra income.  Members are legitimately concerned that if the additional income for Treasury does not look like it will be met for the reasons outlined, the contribution increases in subsequent years already flagged up by Cabinet Office, will be even greater.  While this will make the problem worse, it seems in keeping with government's flawed intention to increase the price of pension saving alongside a policy of reducing the value of that retirement provision.  Again there is need of a sensitivity analysis to show in what circumstances the department believes the target 'saving' will be reached.
Wider Economic and Social Impact

25. Cabinet Office should be mindful of the wider impact of the policy on which they are consulting:
· taxing workers who chose to save for retirement undermines stated government policy to encourage pension saving;
· fewer people saving in schemes that offer value for money will magnify the current endemic mistrust of the occupational pension system;
· reduction in the actual contribution yield resulting from redundancies and opt outs will exacerbate the cash flow shortfall currently evident in the scheme as a result of its maturity;
· reduced retirement provision by civil servants, particularly those on lower incomes, will result in increased levels of poverty in retirement and reliance on state benefits;
· increased poverty, whether in retirement or during working life, means extra pressure on other areas of the public sector, most notably the NHS and local authority care and welfare services; and
· the constant interaction of benefit reductions and cost increases detracts from the PCSPS's role as a recruitment and retention tool, when added to the pay freeze, job cuts, increased workload and near constant criticism from Ministers, the civil service in the future will have even greater difficulty recruiting and retaining the best employees.
26. No recognition of these elements has been included either in the consultation document produced by Cabinet Office, the Treasury pronouncements referred to throughout or the limited discussion Cabinet Office have agreed to hold with Civil Service trade unions.
Failure to Consider Alternative Approaches
27. Even if there is justification for creating savings beyond those already in place, and GMB does not accept that this is the case, there are alternative ways of generating this additional income/reducing cost by the requisite amount without the negative consequences outlined above.  It is clear from this consultation and such clarification from Cabinet Office as there has been, that there is absolutely no desire by government to even consider, let alone discuss, alternative solutions.  GMB questions the credibility of a consultation that is unprepared to examine alternative proposals.  The impression given by this approach is that it is the taxation of pension saving for civil servants that is Cabinet Office's objective, not generating income or a flawed approach to 'rebalancing' contributions.
28. As discussed above, PCSPS savings are already been generated through:
· the introduction of nuvos;
· removal of the compulsory retirement age;
· reduction in indexation of pensions in payment;
· reduction in indexation of pensions in deferment;
· reduction in the revaluation mechanism for the career average nuvos scheme;
· Civil Service redundancies; and
· the ongoing pay freeze.
GMB believes these elements should all be properly costed to assess the savings each is generating.  It is unacceptable that this information has not been provided during the consultation period despite repeated requests by GMB and others.  If Cabinet Office does not possess the information then it is legitimate to question the impact assessment associated with this consultation.  Put simply, it is evident that the policy has not been properly thought through.
29. Government has, following Lord Hutton's report, indicated that it wishes to introduce another new pension scheme to the PCSPS to replace the existing schemes.  GMB believes that if government entered into evidence based, informed and transparent negotiations with trade unions this could be achieved ahead of its intended 2015 timescale.  This is unlikely however, if Cabinet Office persists in this annual increase in member contributions or decides to introduce further cuts to benefits ahead of a new scheme being introduced.  If a new scheme was introduced earlier, savings could be achieved in the timescale of the contribution rises planned thereby removing any imperative for an arbitrary member contribution increase.
Unsatisfactory Process of Consultation
30. Initially Cabinet Office proposed an unfeasibly short consultation for this contribution increase consultation.  This appears to reflect the standing in which Cabinet Office holds this consultation but as was eventually recognised, this is a significant consultation for members and there is no justification for a reduction in the standard 12 week consultation period.
31. However, the incremental process of PCSPS reform from the indexation cut to the Hutton report and now an annual member contribution increase cannot be objectively judged as an appropriate or fair approach to pension reform.  No account is taken of the current workforce who are subjected to these changes.  Even less acknowledgement is made of the future workforce despite the supposed long term nature of the reform proposed.  Just as reform has been needed to ensure occupational pensions are appropriate to today's workforce, so there will be a need to ensure the future PCSPS is appropriate to the workforce government expects to participate and in which civil servants will be expected to save for their retirement.
32. GMB believes consultations on pension reform should be transparent, informed by accurate and contemporary data, holistic - in that all reforms are discussed in context, impact assessed and fully costed – with relevant sensitivities analysed.  It is a matter for grave concern that Cabinet Office have adopted an approach that is:  atomised (focusing on one cut at a time); opaque, with limited engagement of members or taxpayer; put forward without any evidence to support the impetus behind the policy; without analysis of the potential impact of any of the changes; and bereft of any narrative articulating how each policy is intended to achieve a desired objective.
Timetable
33. Government has set out the timetable for the creation of the new public sector pension schemes to be created following the Hutton report.  This gives less than one month (October) from the delayed issue of the cost ceilings for schemes to the required submission of new scheme design.  While Cabinet Office have not been as transparent as other government departments in articulating this timetable, GMB has no cause to assume any more sensible timetable is to be used for discussing further reforms to the PCSPS.  The ludicrous time framework government have bestowed on these discussions cannot be viewed by anyone as a sign that it intends to engage with scheme members or their representatives.  The absence of Cabinet Office communication with GMB and other nationally recognised trade unions until comparatively late in the process reflects this negative intention.  The result will be a pension scheme uninformed by the very workforce to which the new scheme will be applied.
Conclusion
34. GMB does not accept there is a need for this tax on pension saving.  Cabinet Office has not provided any evidence of its necessity and has not properly examined the repercussions of imposing this proposal.  As set out above, the following requests are made of Cabinet Office in relation to an open and transparent consultation process:
a) to highlight any statement or text from the IPSPC report that says it is appropriate for members of these schemes to increase their contribution by £2.8bn;
b) to articulate what exactly is the purpose of the policy subject to this consultation;
c) to explain why it has decided that pension reform should be undertaken in the absence of appropriate data and why it has prevented the planned actuarial valuation of nuvos and the other schemes in the PCSPS;
d) to explain why the tiering has not made accommodation of the impact of current tax relief rules;
e) to produce sensitivity analysis showing the risk assessment that has been conducted to reach the conclusion that this 3.2% contribution rise is appropriate; and
f) to cost the following changes already generating savings:
· the introduction of nuvos;
· removal of the compulsory retirement age;
· reduction in indexation of pensions in payment;
· reduction in indexation of pensions in deferment;
· reduction in the revaluation mechanism for the career average nuvos scheme;
· Civil Service redundancies and
· the ongoing pay freeze.
If Cabinet Office have conducted an informed policy consideration process, this information should not be difficult to produce.  GMB therefore expects this and the other data unions have requested to be forthcoming.
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