Companies denied power to switch pension schemes to less generous CPI

By Daily Mail Reporter


Short of giving companies today have been denied the power to pay lower pensions to workers than they had previously promised. 

Pensions Minister Steve Webb said companies that said they would increase defined benefit pensions in line with the Retail Prices Index (RPI) each year would not be allowed to switch to the Consumer Prices Index, which tends to be lower.

He said the Government was not recommending the change, as it would undermine people's confidence in saving into a pension. 


Read more: http://www.dailymail.co.uk/money/article-1336839/Companies-denied-power-switch-pension-schemes-generous-CPI.html#ixzz17YtGYjHp
He said: ‘Contrary to press speculation, we do not plan to grant schemes a modification power to make it easier to use CPI where they do not already have the power to amend scheme rules. 

‘We believe that members' trust in schemes and the scheme rules could be severely damaged if we intervene to give schemes the power to change their rules where the scheme does not already have such a power.

‘Trust in pensions is important and I believe intervention demands strong justification.’ The Government announced in July that the minimum rate by which occupational pensions for retired and deferred members must be increased was being changed from RPI to CPI, in line with public sector pensions and state benefits. 

The move will affect all pension schemes that promise they will raise benefits each year in line with the minimum level set by the Government, but it will not affect those that say they will increase pensions by at least RPI. 

There had been speculation that the Government would allow such a change among firms that offer an RPI guarantee, sparking anger among unions and concern among industry commentators that the move would enable companies to make changes to pensions that had already been accrued for the first time. 

It is estimated that enabling defined benefit schemes to increase benefits by CPI not RPI would halve the funding shortfall the pensions currently face. But in a consultation document launched today, the Government did offer some help to schemes that have pledged to raise benefits in line with RPI.

It is considering removing the requirement for these schemes to increase pensions by CPI in years when this measure of inflation is higher. However, it is also considering forcing firms to consult their employees if they want to make any changes to indexation in future. But unions responded angrily to the news that CPI would still be used for minimum pension increases for some schemes. 

CPI has been an average of 0.5 per cent lower than RPI during the past 20 years, meaning the change could reduce people's pensions by thousands of pounds during the course of their retirement. Len McCluskey, general secretary-elect at Unite, said: ‘The Government is offering companies a licence to steal money from the pensions of workers who have already earned it and saved it for retirement.

‘The CPI is not a better guide of inflation, it's a lower one which the Government has opportunistically seized upon with scant regard to its impact on vulnerable pensioners. 

‘These proposals have not gone unnoticed and will not go unchallenged.’ Dave Prentis, Unison's general secretary, said: ‘The Tories/Lib Dems are slashing away at the pensions that people have saved for all their lives. 

‘They have already cut pensions in the public sector by moving the link to the CPI, meaning people lose thousands of pounds. Now they want to reduce the value of pensions in the private sector, where many people don't even have a pension. 

‘Pushing people into poverty in retirement and removing any incentive for people to save for their future is a disaster for working people.’

Joanne Segars, chief executive of the National Association of Pension Funds, said: ‘The pensions industry is surprised that the Government is no longer considering allowing all pension schemes to have the choice of switching their inflation measure. 

‘Having marched us up to the top of the hill and created confusion in the pensions industry, the Government has now marched us back down again. The Government really under-estimated the complexity of this issue. 

‘While keeping many pensions locked into RPI is good news for current and future pensioners, the effect on the sustainability of final salary pensions is less positive. 

‘Pension funds are under great stress, and some really need the breathing space that an option to switch to CPI would have given.’ 

She said research carried out by the NAPF suggested that 61 per cent of pension schemes could not shift to CPI because they had RPI indexation ‘hard-wired’ into their pension scheme rules. 
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