Aspect Response to Consultation on 
“Local Government Pension Scheme – 
Delivering Affordability, Viability and Fairness”

Aspect is pleased to present this response to the informal consultation on possible amendments to the Local Government Pension Scheme (LGPS) that are intended, according to the Government, to “… beneficially impact on the conduct and outcomes of the 2010 valuation and to assist in maintaining Scheme viability generally”. These proposals are those set out in the letter dated 25 June 2009, addressed to LGPS Stakeholders in England and Wales, from Mr. T B J Crossley, Deputy Director for Workforce, Pay and Pensions at the Department of Communities and Local Government.

Aspect is the professional association and trade union representing professionals working in educational improvement and children’s services. We represent over 4,000 professionals working in the field of whom the great majority are members of the LGPS.

The Scope of consultation

There are two distinct issues that are covered by this consultation exercise:

· First, it sets out possible changes to the rules governing the funding of the LGPS that are aimed at enabling what the Government describes as “… a feasible and balanced response to the current stock market impacts on LGPS pension fund liabilities likely to be indentified in the forthcoming 2010 valuation exercise”; and

· Secondly, it suggests a possible “re-alignment” of the employee member pension contribution tariff that means, in the main, increases in the cost of membership for higher paid members of the LGPS.

The two issues raised in this current consultation document are discussed in turn below. However, it needs to be emphasised that there is absolutely no connection between the two issues, except that they both relate to the LGPS and, according to the consultation document, they both impinge on the viability of the Scheme. Aspect is concerned that while there is clearly some justification for looking urgently at the first issue, given that the economic problems that have arisen over the last year will undoubtedly have a direct impact on the forthcoming 2010 valuations, there seems to be no justification for re-opening the second issue so soon after it was discussed and resolved in the context of the April 2008 Scheme changes. 

Aspect notes, in particular, that there is nothing in the consultation paper that was not already known at the time the existing contribution tariff was decided upon. If it is considered that a further change should be made in the contribution tariff after such a short interval, it is up to the Department, or anyone else who advocates such a change, to set out what new and compelling reasons there are for doing so. Aspect, for its part, is not aware of any such reasons.

Aspect notes that there will be a separate parallel consultation exercise on the longer term future of the LGPS and how it might best respond to changes in the workplace, workforce and the economy. We look forward to taking part in that exercise but it is still worth making the general point that Aspect is committed to protecting good quality defined benefit pensions within local government and we will seek to resist any attempt to use either exercise as a covert way of reducing standards of provision in future. We share the view of the Local Government Association, mentioned in the consultation paper, that the LGPS is an essential component of the total reward package needed to recruit, retain and to motivate local authority employees, including, for this purpose, members of Aspect.

Issue 1. A possible new approach to solvency

Aspect is not opposed in principle to changes in the rules governing the funding of the LGPS that will stabilise future Scheme costs, particularly those following the forthcoming 2010 valuation exercise. This may well be in the interests of local government in England and Wales and of council tax payers. It might also be in the interests of all scheme members, to the extent that it will avoid unnecessary pressure on the finances of the Scheme and, hence, on the perception of what can be afforded in terms of future benefits.

As far as the interests of local government and council taxpayers are concerned, it is clear that it would not be in anyone’s interests to impose disproportionate and unnecessary costs just at the time when it is anticipated, given current economic difficulties, that it will be exceptionally problematic to meet them. This is particularly the case given, as stated in the consultation document, the strong liquidity of the Scheme, i.e. its ability to pay current benefits from its existing resources, and the constitutional permanence of local government that provides a strong employers’ covenant. To put it more directly, it would not be wise to have a system of financing pensions in local government that means additional costs are imposed on local government just at the very time it is expected that it will be most difficult to meet them.

From a members’ perspective, the main priorities must be first, to secure the benefits that have been promised to date; and secondly, to avoid precipitate action based on short-term difficulties that might, potentially, lead to pressure for changes in future benefits that are found to be unnecessary in the longer term. Given the financial robustness of local government, as outlined in the consultation document, we do not see any disadvantage in taking a longer term view of the need to secure an adequate level of solvency within the LGPS and we are confident that in all plausible circumstances members’ benefits within the LGPS will be paid, whatever the level of Scheme solvency. In other words, the funding strategy is in practice more about deciding when is the best time for the employer to fund the promised benefits, rather than providing members with an adequate level of security.

The consultation document suggests two possible new approaches to providing a new approach to solvency with the LGPS; i.e.:

· First, each LGPS administering authority would, instead of producing a full (100%) funding recovery plan, produce a “Funding Plan” to demonstrate how in the short, medium and then long term it would fund its pension liabilities; or

· Secondly, the LGPS administering authority would be allowed to adopt a long-term funding target that would not necessarily be set at 100%, providing this could be sustained and justified.

Aspect does not at this stage of the consultation process have a firm preference for either approach and, in practice, it is likely that the difference between them is more a matter of presentation, rather than in any difference in the cash flows into the Scheme that will result by adopting one, rather than the other. However, we reserve the right to comment in more detail at a later stage, in the light of other comments that are made during the consultation process.

Issue 2. A Revised Employee Contribution Tariff

The existing, earnings related contribution tariff has only been in force since April 2008 and Aspect is firmly of the view that it is too early to consider any change in the tariff when there is no apparent reason for doing so. As mentioned above, no arguments have been advanced for such a review that would not have been equally applicable when the existing tariff was decided upon. Given the stress that the consultation paper places on “authoritative, evidence-based debate” (paragraph 10), it is unfortunate that no evidence is presented in the consultation document about what problems the existing tariff presents and, in any event, Aspect is of the view that a longer period is required under the new system before any such evidence, even if it was available, would be of real value. 

There are only two arguments advanced in the consultation paper with regard to the contribution tariff, i.e.:

· The belief that there are many high earners in the local government workforce who are paying a disproportionately modest amount towards their pension benefits; and

· The need to re-consider the extent to which the existing tariff is found to be prohibitive for lower paid employees in local government.

These arguments are looked at in turn below.

High Earners and Equity
Aspect has not been opposed in principle to an earnings related contribution tariff but we do believe that any such tariff should be based on the evidence, rather than as a knee-jerk response to wider concerns about so-called “high-earners”. And to the extent that there are problems that need to be addressed, they should be dealt with directly in an open manner, rather than by making adjustments to associated terms and conditions, where the impact is far from clear and can lead to unfairness between different groups of employees on what is effectively a random basis.

Aspect believes, in particular, that applying higher contributions to the higher paid cannot be justified without adequate data. We accept that there may be arguments that even on a percentage basis, higher paid members may receive greater value for money, if they tend to live longer or have better promotional increases over a career. However data to back up such assumptions has never been provided and we would be unwilling to see any further top-loaded increases in member contributions for those at the higher tiers without such evidence. It needs to be emphasised that we already have what is a percentage based tiered contribution structure.

Table 1 sets out the existing contribution tariff and that proposed in the consultation document. The rates shown are the gross rates, expressed as a percentage of pensionable pay, and the final column shows the change in that rate. Aspect notes that the tariff set out in the document is only “illustrative” but the general pattern is clear and it can be assumed that the outcome, as commented upon below, can be taken as given. In other words, we do not think that simply adjusting the proposed rates will avoid the problems that are identified, which are inherent in the whole approach.

	 Table 1. Current and Proposed Contribution Tariff – Gross Income

	 
	Contribution Rates (% of gross pensionable pay)

	Pensionable Pay (pa)
	Existing
	Proposed
	Change

	£0 to £11,999
	5.5%
	5.5%
	0.0%

	£12,000 to £13,999
	5.8%
	5.5%
	-0.3%

	£14,000 to £14,999
	5.9%
	5.5%
	-0.4%

	£15,000 to £17,999
	5.9%
	6.0%
	0.1%

	£18,000 to £21,999
	6.5%
	6.0%
	-0.5%

	£22,000 to £29,999
	6.5%
	6.5%
	0.0%

	£30,000 to £39,999
	6.8%
	7.0%
	0.2%

	£40,000 to £74,999
	7.2%
	7.5%
	0.3%

	£75,000 to £100,000
	7.5%
	8.5%
	1.0%

	£100,001 and over
	7.5%
	10.0%
	2.5%


The pattern of change can be seen, with relatively small reductions for members earning up to £22,000 pa, small increases for those earning between £30,000 pa and £75,000 pa and larger increases for those earning over £75,000 pa. The only exception is the rather odd increase, albeit one that is small, for those earning between £15,000 pa and £18,000 pa. 

The problem with these figures is that they ignore the effect of income tax which, as is well known, lessens the impact of contributions on take-home pay, particularly for members paying tax at higher rates. Table 2 (shown overleaf) therefore sets out the net contribution rates that are paid at different levels of pensionable pay, taking account of the different levels of tax. The Table shows the net contributions that are payable, expressed as a percentage of net pay, i.e. after the deduction of pension contributions and income tax, both under the present rules and as proposed in the consultation document. It also shows what the proposed change means for members, first as a percentage of their net pay and then as the reduction in their annual take-home pay, expressed in cash terms.

The tax rates and allowances that have been used for calculating the figures in Table 2 are those that apply in the current tax year but, since the new tariff is intended to apply from 2010, account has been taken of the new 50% rate of tax payable above £100,000 per annum and the withdrawal of the personal allowance. The table does not go above £150,000, however, partly to avoid the further complications that will arise from the withdrawal of higher rate tax relief on pension contributions that will apply from 2011. It is worth emphasising, however, that this will mean an even greater prospective cost for those earning above this level.

It should be noted that because of the complexity of the interaction between the contribution rates that apply at different levels of income and the various tax rates and allowances, the figures in the Table have to be quoted for sample levels of pensionable pay, rather than bands of income like those in Table 1. This version of the Table shows the effect on those with higher earnings – the impact on lower paid employees is considered in more detail below in Table 3.

	Table 2. Current and Proposed Contribution Tariff – Net Income

	Pensionable pay
	Contribution Rates (net of tax)
	Change in take-home pay (£ pa)

	
	Current
	Proposed
	Change
	

	£10,000
	4.7%
	4.7%
	0.0%
	£0

	£20,000
	6.0%
	5.6%
	-0.4%
	£80

	£30,000
	6.5%
	6.6%
	0.1%
	-£48

	£40,000
	6.9%
	7.2%
	0.3%
	-£96

	£50,000
	5.4%
	5.6%
	0.2%
	-£90

	£60,000
	5.6%
	5.9%
	0.3%
	-£108

	£70,000
	5.8%
	6.0%
	0.2%
	-£126

	£80,000
	6.2%
	7.0%
	0.8%
	-£480

	£90,000
	6.3%
	7.2%
	0.9%
	-£540

	£100,000
	6.4%
	7.3%
	0.9%
	-£600

	£110,000
	4.5%
	6.2%
	1.7%
	-£1,300

	£120,000
	6.3%
	7.8%
	1.5%
	-£1,200

	£130,000
	6.8%
	9.1%
	2.3%
	-£1,950

	£140,000
	6.9%
	9.2%
	2.3%
	-£2,100

	£150,000
	6.9%
	9.2%
	2.3%
	-£2,235


The general pattern of the proposed changes in the contribution tariff can be seen in Table 2 but the outcome is illustrated in more detail in Figure 1 (shown overleaf), where the results are set out in a graph, with the results calculated at £100 pa intervals of income. 

What Figure 1 shows is the arbitrary and essentially random impact of the proposed changes. This arises because of the interaction between the contribution tariff and the various tax rates and thresholds. What it also shows is that while the impact on members below £46,000 or so is limited, the reduction in take-home pay is material for members with incomes above £75,000 pa and particularly so for members earning above £120,000. There are also some odd fluctuations around £110,000 pa. that arise because of the progressive withdrawal of the personal allowance and the introduction of the new 50% rate of tax. 
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 Another way of looking at the impact on members at different levels of pay is to consider the net cost to the member expressed as a proportion of the overall cost of the benefits that they each accrue. Since the cost of a member’s benefits depends on his or her age, this comparison has to be made on an age by age basis. The results are illustrated in Figure 2 for members aged 20, 40 and 60 respectively. As with Figure 1 the results are for those earning up to £150,000 pa at £100 pa intervals of income. Two lines are shown for each age group, the solid line being the share under the current tariff and the dashed line that under that proposed. 
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Since the contributions are the same whatever the member’s age but the cost is lower the younger they are, the member’s share of that cost will be higher for younger members. So the highest pair of lines (in green) shows the results for those aged 20, while the results for members aged 60 are those at the bottom (in red).  The results for those aged 40 (in blue) fall midway between the extremes.

The results shown in the graph reinforce the conclusion that the contribution tariff is arbitrary and essentially random in its effects, with the share of the cost for a younger member earning £20,000 pa being greater than that of an older member earning £140,000 pa, even on the new contribution tariff. If the intention of the new tariff is to ensure that members carry a fair and consistent share of the cost of securing their benefits, this graph shows that the approach being proposed is no better at achieving this objective than the existing tariff.

Low Earners and Membership

The second argument that is advanced for having a new tariff is that the existing structure means that lower paid local government employees, a high proportion of whom are part-time, find the cost of membership prohibitive. Aspect accepts that this is a real problem and any meaningful steps that would materially help in this respect would have our support. However, we do not consider that the suggested changes provide any material assistance, as shown by the figures in Table 3. This repeats the figures shown in Table 2, but focussing on the impact on earners up to £30,000 pa. 

	 Table 3. Current and Proposed Contribution Tariff – Net Income

	Pensionable pay
	Contribution Rates (net of tax)
	Change in take-home pay (£ pa)

	
	Current
	Proposed
	Change
	

	£2,000
	5.5%
	5.5%
	0.0%
	£0

	£4,000
	5.5%
	5.5%
	0.0%
	£0

	£6,000
	5.5%
	5.5%
	0.0%
	£0

	£8,000
	4.6%
	4.6%
	0.0%
	£0

	£10,000
	4.7%
	4.7%
	0.0%
	£0

	£12,000
	5.1%
	4.8%
	-0.3%
	+£29

	£14,000
	5.3%
	4.9%
	-0.4%
	+£45

	£16,000
	5.4%
	5.4%
	0.0%
	-£13

	£18,000
	6.0%
	5.5%
	-0.5%
	+£72

	£20,000
	6.0%
	5.6%
	-0.4%
	+£80

	£22,000
	6.1%
	6.1%
	0.0%
	£0

	£24,000
	6.1%
	6.1%
	0.0%
	£0

	£26,000
	6.1%
	6.1%
	0.0%
	£0

	£28,000
	6.1%
	6.1%
	0.0%
	£0

	£30,000
	6.2%
	6.2%
	0.0%
	£0


What this shows is that the change in take-home pay that would be achieved by the suggested change in the contribution tariff is unlikely to be material in terms of the decision by any local government employee who is considering whether or not they can afford to join the LGPS. The impact is less than £2 per week at most and for some earning around £16,000 pa the result is actually a small reduction in their take-home pay.

The impact on low-paid part-time employees will generally be even less than might be suggested by an initial reading of the table. This is because of our understanding that the contribution tariff is based on full-time equivalent pay, rather than the pay that is actually received. So, for example, someone working for 50% of full-time receiving £11,000 pa would not benefit in any way from the proposed change in the tariff.

It is reasonable to conclude, therefore, while low take-up is a serious problem, the new tariff does very little to solve the problem. We are certainly unaware of any evidence that such small changes will have anything other than a very marginal effect. 
Concluding Comments

Aspect recognises the need to take steps to protect the long-term stability of the LGPS and we would not be against a new approach to assessing the Scheme’s solvency, along the lines that have been suggested in the consultation paper. We do not believe, however, that there is any evidence that the completely separate proposals for a new contribution tariff are either fair or reasonable, particularly given the lack of any data in support of any such change. In addition, we do not believe that they have any meaningful impact on the problem of a low take-up of membership by lower-paid local government employees. Finally, to the extent that there are issues to be addressed regarding higher levels of pay within local government, this should be done in a direct and open manner, rather than making changes to other terms and conditions, where the results are inevitably random and arbitrary.
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