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Business leaders remain committed to pensions 
– a consistent and near-unanimous finding in our 
pension surveys over the years – but there is clear 
concern in our survey findings this year about 
regulatory changes eroding the incentives that 
are left to save for retirement.

Nowhere is this more obvious than on pensions 
taxation where the message from business leaders 
is clear: no more change. Government must heed 
this message as it reviews the pension tax relief 
framework. Businesses view the current framework 
as the best one for incentivising pension saving, and 
worry about further tinkering affecting their financial 
ability to stand-by their scheme and damaging 
employee confidence in the system even more.

Raising statutory minimum contributions is another 
area where there is a similar message. Business 
has always recognised that for most people, saving 
beyond the statutory minimum will be necessary for 
an adequate retirement but it has to be voluntary to 
ensure auto-enrolment works for all. This was the 
consensus underlying this element of the Turner 
Commission reforms, and one where change could 
undermine business commitment to the consensus.

Instead, what the government and industry now 
needs to focus on is ensuring employees are making 
the most of what is on offer from their employers. 
This has increased in importance since the 2014 
Budget when the requirement to buy an annuity was 
dropped. Unfortunately, our survey shows that the 
proportion of employees taking maximum advantage 
of the scheme on offer from their employers remains 
relatively low and stagnant. However, this may change 
as pensions have become more attractive in an era of 
freedom and choice.

But the big issue for business continues to be the cost 
of defined benefit (DB) pensions. It is an area where 
government must look into what can be done to ease 
the burden on business. These costs continue to 
weigh significantly on business investment, business 
growth and company performance. The Pensions 
Regulator’s new growth objective is already indicating 
some positive change, but there is some way to go to 
ensure this is fully embedded. An emerging concern 
is the potential for European pension regulation to 
load further costs onto UK DB schemes, with business 
leaders looking to government to build on the lobbying 
successes it has already achieved with European 
allies to avoid further pensions costs as a priority, 
following the overall call for regulatory stability.

Neil Carberry 
Director, CBI

Once again, this year’s edition of ‘A view from the top’ is particularly timely. 
The 2015 general election is not long behind us, and the economic recovery 
is on a firmer footing with the recession clearly in the rear-view mirror. 
But on pensions, major changes to the regulatory framework over the last 
few years alongside the big-ticket reforms of auto-enrolment and state pension 
have led business leaders across the United Kingdom to cry out for regulatory 
stability from the government on pensions. 

Forewords
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Once again the cost of DB schemes remains a key 
issue – two thirds of business leaders say that they 
are concerned. Businesses have highlighted that 
market volatility is a considerable challenge and, 
despite increased contributions in the past few years, 
anxiety over funding levels persists. Businesses are 
trying to find opportunities to reduce risk in their DB 
schemes but at the same time invest in their future. 
This balancing act will require further support from 
government to ensure pension obligations  
are fulfilled and the UK economy continues on its 
positive trajectory. 

April 2015 heralded a new era of freedom and choice 
in pensions, and we see two key priorities for defined 
contribution (DC) schemes. First, businesses must 
ensure that they have adequately implemented the 
reforms, and many are yet to do so. Second, they 
must address the additional responsibility that 
comes with this new freedom. Businesses have 
ranked maximising employee engagement as the 
top priority for their DC pension schemes, and we 
agree. Employee engagement is the key to ensuring 
that individuals save adequately for retirement and 
make the right decisions on allocating their hard-
earned savings. We support initiatives to improve 
engagement with new propositions and technology, 
including guidance, advice, and retirement  
income products.

As we look to the future, an ageing society will 
become an increasing challenge which will need to 
be met. By 2050, the number of people over 65 will 
triple worldwide and the number of those over 80 will 
quadruple. UK businesses, government, and society 
need to work together to address the challenges of 
our ageing workforce. Understanding of the impact 

of demographic change is improving — but not fast 
enough. Much more can be done now to plan for the 
workforce of tomorrow and harness the opportunities 
that will bring.  

Among the key findings of the survey, the majority 
of respondents identified the need for a cross-
government focus on ageing. Long-term care was 
highlighted as an area of concern, and we see an 
opportunity for product innovation in this space. Four-
fifths saw flexible working opportunities as a way to 
accommodate an older workforce, and recent Mercer 
research echoed these figures: 84% of companies 
are aware that they need to change processes, 
behaviours, or both.

We are delighted to have worked with the CBI on this 
survey and support the need for stability, especially 
within the taxation and regulatory environment. The 
focus now should be firmly on enabling business to 
address the challenges of an ageing workforce and 
the need to save for retirement.

Fiona Dunsire 
UK market leader and CEO, Mercer

The UK pensions industry has seen numerous reforms in the last five years. 
The results of the CBI/Mercer pensions survey 2015 show that the pace and 
magnitude of these changes, as well as further regulatory uncertainty about 
tax relief, are a source of concern for many businesses. Our survey results show 
clearly that businesses want stability in pensions to ensure they can implement 
and make best use of the pension reforms of the last parliament.
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The CBI/Mercer pensions survey 2015
•   A view from the top is unique because, unlike  

other pension surveys, it gathers the views of 
corporate leaders 

•   There were 166 respondent organisations this year, 
with data collected in late spring of 2015, almost 
two years after data collection for the 2013 survey 
and just after the UK general election 

•   The 2015 respondents include a good balance 
both in terms of organisation size and sector, with 
an increasing share of SME respondents. With 
respondents to the survey being responsible for 
£115bn worth of assets invested in pensions in the 
UK, the survey is also a good indication of future 
trends in the pensions industry.

Business leaders want regulatory stability 
from government, including on tax relief
•   Despite all the recent changes to the pensions 

framework, business leaders see pensions as a 
key employee benefit, with 96% believing there is a 
strong business case for providing a pension

•    Two-thirds (67%) of boardroom leaders believe 
they have an obligation to contribute to workplace 
pensions, increasing to just over eight in ten (81%) 
among SME respondents

•   Most business leaders (52%) believe regulatory 
stability must now be the top pensions priority  
for government

•   As part of achieving stability, business leaders are 
clear that they do not want to see more change in 
the pension taxation system, with almost eight in 
ten respondents (79%) stating this should not be a 
priority for government

•   Where government can add value is on preparing 
for an ageing society: nearly nine in ten business 
leaders (89%) believe a comprehensive cross-
government strategy is needed

•   Over nine in ten respondents (92%) say that 
the provision of long-term care will become an 
additional financial concern and therefore the 
government needs to consider what an effective 
funding mechanism might look like

•   If people are to work for longer, businesses too will 
have to adapt. Nearly four in five firms (78%) report 
they will offer more flexible working opportunities 
to deal with an older workforce.

Defined benefit costs remain the big issue 
for business
•   The cost of DB schemes is weighing heavily on 

business activities, with nearly two-thirds (65%) of 
business leaders reporting a negative impact on 
business investment, rising to over 80% for mid-
sized firms

•   Volatility of DB liabilities remains a particular 
challenge, with nine in ten (90%) business leaders 
very concerned or concerned about volatile 
markets worsening their funding position

•   This is also translating into company performance, 
with over eight in ten (82%) of business leaders 
saying that DB costs are having an impact on their 
results in company accounts 

•   The potential of European regulations loading 
further costs onto UK DB schemes cause 60% of 
pension specialists to be either very concerned 
or concerned by the proposed Institutions for 
Occupational Retirement II Directive and the actions 
of the European Insurance and Occupational 
Pensions Authority

•   To manage the cost and risk associated with DB, 
just over one in five businesses with DB pension 
schemes (21%) are closing them to existing 
members. This trend is being accelerated by the 
ending of contracting out

Executive summary
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•   Satisfaction among business leaders with the 
Pensions Regulator’s announcements is at its 
highest level ever in our survey, at 84%, reflecting 
the new growth objective. Yet only 6% of pension 
specialists believe there has been a positive step 
change in the approach to funding among case 
workers since the objective was announced

•   The Pension Protection Fund (PPF) continues to 
have overall support from businesses – with eight 
in ten business leaders supporting the principle of 
the organisation and the handling of its fund – but 
the method of assessing risk may need fine tuning.

It must be made easier for businesses to 
comply with auto-enrolment, not more costly 
•   The great majority of businesses (97%) with eligible 

employees are still due to stage, all of them  
small and micro employers that may struggle with 
the process 

•   More than eight in ten respondents (82%) say 
they do not believe reviewing statutory minimum 
contribution levels should be a priority, rising to 
almost nine in ten SME respondents

•   With all mid-sized businesses now in, the number 
of respondents that cite ease of administration as 
one of their top priorities when looking for an auto-
enrolment solution has jumped to nearly 70%, up 
from 41% in 2013

•   Overall the biggest auto-enrolment challenge for 
firms is on-going compliance, with three quarters 
(73%) of respondents citing this as an issue

•   The changing regulatory environment has added  
to the problems of compliance, which two-thirds 
(65%) of respondents cite as either very challenging 
or challenging

•   Most employees are still not making the most 
of their employer’s contributions, with just 37% 
taking advantage of the highest available employer 
pension contribution rate.

Supporting employee engagement with 
pensions remains key – especially in the 
era of freedom and choice
•   Nearly half of business leaders (48%) say that the 

pension freedoms in the 2014 Budget have made DC 
pensions more effective in ensuring employees can 
afford to retire 

•    Businesses are taking steps to adapt their pension 
provisions to the new freedoms, including looking 
at additional propositions such as providing more 
guidance to members (47%)

•    There is in house business support for the changes, 
but most pension specialists (59%) believe they will 
make succession planning more of a challenge

•   Asked about the most likely responses of 
employees on reaching age 55, close to half (45%) 
of pension specialists believe that the main action 
of their employees will be to take their tax-free 
lump sum

•    Maximising employee engagement has now 
become the top pensions priority for leaders of 
businesses with DC pension schemes (cited by 
29%), ahead of attracting and retaining talent (25%).
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gilt yields mean pension 
deficits remain high, and 
costs continue to dominate 
boardroom discussions.



166 
Number of business respondents

500k 
Number of employees covered

£115bn 
Assets under management

Survey respondents

Exhibit 1 Respondents by sector (%)

Energy & water 7%

Transport &
distribution 8%

Manufacturing
25%

Other services
8%

Science, hi-tech
& IT  10% Banking, finance

& insurance  11%Professional
services  10%

Other
12%

Construction 4%

Retail & hospitality 2%
Public sector 3%

Agriculture & fishing 0%
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‘A view from the top’ is unique because, unlike other 
pension surveys, it gathers the views of corporate 
leaders. The main part of our survey is filled out by 
the firm’s chief executive or boardroom director giving 
an insight into the plans and concerns on pensions 
from the top of the organisation. This high-level 
strategic view is then backed up with data collected 
from the inhouse pension specialists of the same firm 
who complete a separate section of the questionnaire. 

Exhibit 2 Respondents by size (%)

Data for this year’s survey was collected in late spring 
of 2015, almost two years after data collection for the 
2013 survey and just after the UK general election. 
There were 166 respondent organisations, employing 
around 500,000 employees in total. The rising 
proportion of SME respondents reflects the increasing 
take-up of pensions among this group of firms as a 
result of auto-enrolment. The 2015 edition has a good 
balance both in terms of organisation size and sector. 
With respondents to the survey being responsible 
£115bn worth of assets invested in pensions in the UK, 
the survey is also a good indication of future trends in 
the pensions industry.

The 2013 edition of ‘A view from the top’ was published against the background 
of a nascent economic recovery and the start of auto-enrolment for the UK’s 
mid-sized firms1. In 2015 – when this survey was conducted – the UK economy 
is on an even firmer footing. But the last two years have seen dramatic shifts 
in the pensions landscape. The chancellor’s 2014 Budget reforms, ending the 
need to buy an annuity and bringing in new freedoms, represents another 
major change at a time when reforms to the state pension and the roll-out of 
auto-enrolment are underway. Since this survey was conducted, a government 
review of the pension tax system has been launched. At a turbulent time in 
pensions, this survey provides insight into the pension priorities and strategic 
thinking of business leaders across the UK. 

Survey respondents
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Exhibit 3 Respondents by pension scheme (%)2 Exhibit 4 Status of DB schemes, where applicable (%)

2013

2015
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and future accrual
 40%

Closed to new entrants,
but open to future accrual

by existing members
50%

2015
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Business leaders are clear that the priority on pensions must be regulatory 
stability, including on the taxation of pensions. The last two parliaments have 
seen wide-ranging reforms to the pensions system, few of which are yet fully 
in operation. They include auto-enrolment, state pension reform and the end of 
contracting out for defined benefit schemes. The pension freedoms announced 
in the 2014 budget represent further major change. Stability is now needed to 
secure businesses’ ongoing commitment to pensions and, vitally, for individual 
savers to build trust in pensions - yet more reforms to tax relief could put that 
essential trust at risk.

Business leaders want regulatory stability, 
including on tax relief

•   Despite all the recent changes to the pensions 
framework, business leaders see pensions as a key 
employee benefit, with 96% believing there is 
a strong business case for providing a pension

•   Two thirds (67%) of boardroom leaders believe 
they have an obligation to contribute to workplace 
pensions, increasing to just over eight in ten (81%) 
among SME respondents

•   Most business leaders (52%) believe regulatory 
stability must now be the top pensions priority  
for government

•   As part of achieving stability, business leaders are 
clear that they do not want to see more change in 
the pension taxation system, with almost eight in 
ten respondents (79%) stating this should not be a 
priority for government

•   Where government can add value is on preparing 
for an ageing society: nearly nine in ten business 
leaders (89%) believe a comprehensive cross-
government strategy is needed

•   Over nine in ten respondents (92%) say that 
the provision of long-term care will become an 
additional financial concern and therefore the 
government needs to consider what an effective 
funding mechanism might look like

•   If people are to work for longer, businesses too will 
have to adapt. Nearly four in five firms (78%) report 
they will offer more flexible working opportunities 
to deal with an older workforce.

The business case for pension provision is 
as strong as ever…

This year’s survey shows that business leaders 
remain committed to pension provision. They are in 
virtually unanimous agreement (96%) that there is 
a good business case for providing pension benefits 
(Exhibit 5). This view is consistent across businesses 
of all sizes and all sectors.

Changes to the UK pensions 
taxation system are the greatest 
threat to the sustainability of 
the UK pension system. 
Large international energy firm

KEY FINDINGS
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Pensions have a wider role to play in business beyond 
supporting retirement planning. The vast majority 
of boardroom respondents see pension schemes as 
helping recruit, retain and motivate staff (92%) and 
enhancing corporate reputation (88%). This view is 
shared across businesses with defined benefit (DB) 
and defined contribution (DC) pension schemes, laying 
to rest the myth that only DB schemes have these 
qualities for businesses. 

Boardroom respondents see businesses as having 
an essential role to play in helping staff prepare for 
retirement. Two thirds (67%) of respondents believe 
they have an obligation to contribute to workplace 
pensions, increasing to just over eight in ten (81%) 
among SME respondents. This sense of responsibility 
can also be seen in the 54% of employers that feel 
obliged to provide guidance to help employees plan 
for retirement.

…and most businesses think employees will 
take the right decisions on their pensions
The pensions freedoms announced in the 2014 budget 
have certainly given employees much greater scope to 
decide how to use their long-term retirement savings 
– and increased the need for guidance. With employees 
now able to take their entire pension pot from age 55, 
there is an increased risk that people do not use their 
pension to fund their life after work. This is reflected 
in the one in three respondents (36%) worried their 
employees may not make the right decisions in the 
face of the new freedoms. Encouragingly, however, 
nearly two thirds of business leaders (64%) believe 
employees generally make the right decisions about 
their pensions.

Regulatory stability must be the 
government’s top pensions priority
The past couple of years have been turbulent for 
pensions. In less than two years, there have been three 
Budgets, each involving significant changes for the 
pensions framework. At the same time, the roll-out of 
auto-enrolment continues alongside wholesale changes 
to the state pension. On DC, employers are getting to 
grips with new charges, governance and transparency 
measures. Meanwhile on DB, implementing the end of 
contracting-out is presenting headaches. 

So it is no surprise that over half of business leaders 
(52%) identify regulatory stability as a leading priority 
(Exhibit 6), rising to 56% among pension specialists 
who work in this field on a day-to-day basis. Even 
large businesses are struggling to keep up with the 
government’s reform programme. Across businesses 
of all sizes the message to government is clear: 
embed the current reforms, not bring more through.

The call for stability applies also to our partners across 
the Channel. As the second most important priority, 
boardroom leaders want the government to make 
sure further cost increases as a result of European 
pension policy are avoided (identified by 34%). This is 
an area where UK influence and working with our allies 
in EU institutions and member states is crucial. The 
government enjoyed some success on this in the last 
parliament as we discuss in the next chapter. 

Businesses’ third priority for government is keeping 
both DC and DB affordable for employers, cited by a 
quarter (25%) of business leader respondents. This is 
no surprise given the constant change and reforms to 
the DC framework over the past couple of years alone. 

Exhibit 5 Employers’ role in pension provision (%)
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Employees generally make the right decision on pensions

Paternalistic obligation to contribute to employees’ pensions

Enhances corporate reputation

Helps recruit, retain and motivate sta�

Good business case

96

92

4

8

88

12

67

33

64

36

54

46

54

46

Agree Disagree

Exhibit 6 Pension priorities for the new 
government (%)
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These risk diverting spend towards compliance and 
away from engaging savers. We discuss this and the  
DB landscape later in this report.

The tax relief framework for pensions 
must be preserved
Business leaders do not want to see further change to 
the pension taxation system. Almost eight in ten (79%) 
of our respondents do not believe this should be a 
priority for the government (Exhibit 6, page 13).

Businesses are clear that the current framework of 
pensions tax relief – while complex – is the best system 
for encouraging pension saving. Tax relief up-front 
on pension contributions not only makes it attractive 
to save into a pension compared to other savings 
vehicles, it also makes it affordable for low and middle 
income earners to save effectively for retirement when 
they most need to. This is achieved by individuals 
receiving relief at their marginal rate of income tax. It 
also guarantees a stream of revenue for the Exchequer 
as these individuals then pay tax in retirement, and 
creates an incentive for employers to take part as 
pensions offer staff greater value than cash. This would 
be lost if pensions were taxed upfront, like ISAs.

Constant tinkering with the tax relief framework over 
the years has damaged business and saver confidence. 
It affects the pensions of middle-income earners 
such as teachers and managers already. Further 
changes will have an even wider effect. It is therefore 
crucial that the government maintains the remaining 
incentives for individuals to save into a pension.

Recent changes are already having 
a worrying impact
Businesses are worried that their employees will no 
longer see the value of saving into a pension. This 
would not only reduce its effectiveness as the core 
recruitment, retention and motivation tool it has 
historically been, but also increase the fiscal challenge 
presented by an ageing workforce. Over the last 
parliament, the Lifetime Allowance (LTA) was cut from 
£1.8m to £1m while the annual allowance was cut from 
£255,000 to £40,000. And after our survey closed the 
government announced a further reduction in the 
annual allowance for higher income earners from 
£40,000 to £10,000 from April 2016. 

Just over half of pension specialists (51%) state that 
the latest cut in the LTA from £1.25m down to £1m 
will bite into the savings of managers and middle 
income earners in their organisations (Exhibit 7). 
Almost as many respondents (46%) say it will mean 
that some employees will cease saving into pensions 
as a result of the change. Indeed, the latest change is 
already leading to a review of remuneration packages, 
with 43% of respondents planning to look at other 
remuneration vehicles for employees who risk 
exceeding the LTA limit.

An alternative pension tax relief system would not 
provide individuals with the incentives the current 
system offers. In September 2015, the government 
closed a consultation on pensions tax relief.3 It looked 
at the incentives provided under the current system, 
and whether an alternative system – such as a flat rate 
of tax relief or an ISA-based savings system – would 
strengthen the incentive to save for retirement. 
It wouldn’t. A flat rate of tax would mean middle income 
earners like nurses – not just higher income earners 
– will be taxed twice on the amount they save. In an ISA-
based scenario, if pension savings are taxed like other 
income it could incentivise individuals to save into an 
easy-access ISA, for example, rather than a long-term 
savings vehicle like pensions. This would be particularly 
the case for lower earners. Overall, such a change 
would make it much more challenging to get people 
to save for retirement and is likely to spell the end of 
pensions as we know them.

Exhibit 7 Impact of the LTA reduction from 
£1.25m to £1m (%)
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Incentives for employers to engage and 
invest in pension schemes must safeguarded
Keeping employers engaged with pensions and ready 
and able to invest in them is a precondition for ensuring 
the UK’s workforce can retire with adequate provision. 
In all, 60% of contributions to pension schemes come 
from employers.4 Employer National Insurance (NI) 
relief on pension contributions is not just vital to making 
this happen, it is crucial in keeping pensions affordable 
for businesses. It must be retained.

For businesses with DB schemes this relief is essential  
for their ability to operate while running a pension 
scheme. The current framework allows firms to gain 
NI relief on deficit payments, which in turn helps them 
pay the pensions of former staff in retirement and 
contributions to their scheme for current staff.

With pension deficits rising to £311bn at the end of 
September 2015, the cost to businesses if this relief was 
lost would be crippling – it would mean an inability to 
train new staff and invest for the future, 
a levelling down of pension contributions to the 
statutory minimum and, in the worst case scenario, 
firms going out of business. It is therefore crucial that 
this relief is maintained. A strong, solvent employer 
is the best security for a pension scheme – a healthy 
business can stand by its pension commitments now 
and in the future. Exhibit 11 looks at what the removal of 
NI relief would mean for one CBI member.

National Insurance 
Contributions relief is the last 
incentive for employers to do 
more than they are required. 
Large multinational manufacturing firm

Exhibit 8 Changes to the pensions tax system 
could have a destabilising effect on companies

Long-standing large and mid-sized firms are 
likely to have more than one pension scheme, 
with one of these likely being a DB scheme. 
This is the case for this hi-tech manufacturing 
firm, where the current system of up-front tax 
relief at the marginal rate of income tax has 
been a big incentive for many of its staff to save 
in one of their schemes. 

National Insurance relief plays a massive part 
in the organisation being able to run their 
schemes. Losing this relief would not only 
seriously damage the scheme, but also the 
organisation’s ability to grow and create jobs. 
This relief enables the organisation to maintain 
employer contribution rates in excess of 10%, 
well above the average of 7% found in this 
year’s survey, as well as providing hundreds 
of millions of additional financial support to its 
large legacy DB pension schemes, particularly 
in this low interest rate environment. It also 
plays a significant part in the organisation 
being able to support their scheme. Losing NI 
relief would increase its pension funding costs 
leading it to review contribution rates and 
deficit recovery plans, would also negatively 
impact the organisation’s ability to grow and 
create jobs.

“National Insurance relief is 
the main financial incentive 
for employers to support 
decent and sustainable pension 
arrangements” 
Large multinational hi-tech firm
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Government needs a vision for dealing with 
the UK’s ageing society…
The Turner Commission reforms represent crucial first 
steps in confronting the challenges of the UK’s ageing 
society. The government must see these reforms 
through, rolling out auto-enrolment to all companies 
and introducing a simpler single state pension. But 
pensions represent only part of the answer. 

Business leaders are clear a comprehensive cross-
cutting strategy is needed. Thinking about the 
challenges posed by increasing life expectancy and an 
ageing population, nearly nine in ten respondents (89%) 
believe a cross-government focus on ageing is needed 
(Exhibit 9). Long-term care arrangements in particular 
need attention, with 92% of respondents highlighting 
this as becoming an additional financial concern for 
people in later life and the need for the government to 
consider a possible funding mechanism.

Most business leaders (60%) also recognise they will 
have to do more to maintain and improve employee 
skills if people are to remain fully effective in the 
workplace over a longer working life.

Official data back this call from business to prioritise 
planning for an ageing population. The Office of 
Budget Responsibility (OBR) forecasts that 26% of the 
population of England and Wales will be more than 65 
years old by 2065, up from the current 18%.5 

If left unaddressed, this would put escalating 
pressure on public finances. National debt should 
come down from its current 80% of GDP to 54% by 
the early 2030s. But it will then start rising again 
due to the need for government to support the UK’s 
ageing population, reaching 87% of GDP in 50 years’ 
time. Ultimately, this could mean significant tax 
increases for business and individuals. It is crucial the 
government starts shaping an effective response now.

…and individual employees will have 
to play their part
Alongside government initiatives, business leaders 
believe there is still work to do to educate savers on 
the need to prepare for life after work. Over nine in 
ten boardroom leaders (93%) believe employees will 
face increased responsibility for financing adequate 
income in later life. As we highlight later in this 
report, employee engagement continues to be a 
major concern for business, with most employees not 
making the most of the pension contributions that are 
on offer from their employers.

Eight in ten business leaders (80%) also believe 
the government will need to do more to encourage 
older people to remain in the workforce beyond the 
current State Pension Age (SPA). This is already 
a recommendation of the previous government’s 
strategy on fuller working lives – and was a key area 
of focus for the previous government’s business 
champion for older workers, now the pensions 
minister, Baroness Ros Altmann.6 With a review of 
the SPA due in 2017, careful consideration needs to 
be given as to how any increase in the SPA interplays 
with the need to incentivise working in later life.

Businesses too will need to adapt
If people are to work for longer, businesses too will 
have to adapt. Nearly four in five firms (78%) report 
they will offer more flexible working opportunities 
to deal with an older workforce, including phased 
retirement and work patterns to accommodate caring 
responsibilities. Flexibility is vital to the competiveness 
of the UK labour market, business investment and 
job creation, and works for employees too.7 It must 
be maximised and safeguarded as the workforce 
demographic evolves.

Exhibit 9 Challenges as a result of the UK’s  
ageing society (%) 
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The costs of DB pension schemes continue to dominate boardroom discussions. 
In many firms, pensions remain one of the top risks facing the business. Funds 
are being diverted to plug deficits and business leaders are concerned about 
potential rises in pension costs as a result of regulation in Europe. Businesses 
are looking to the Pensions Regulator and the Pension Protection Fund to 
support their ability to stand by their pension commitments. But they also need 
the government to explore what more can be done to ease the pressure of DB 
legacy costs so businesses can focus on what they do best: investing, innovating 
and creating jobs.

Defined benefit costs remain the big issue  
for business

•   The cost of DB schemes is weighing heavily on 
business activities, with nearly two-thirds (65%) of 
business leaders reporting a negative impact on 
business investment, rising to over 80% for mid-
sized firms

•   Volatility of DB liabilities remains a particular 
challenge, with nine in ten (90%) of business 
leaders very concerned or concerned about volatile 
markets worsening their funding position

•   This is also translating into company performance, 
with over eight in ten (82%) of business leaders 
saying that DB costs are having a negative impact 
on their results in company accounts 

•   The potential of European regulations loading 
further costs onto UK DB schemes causes 60% of 
pension specialists to be either very concerned 
or concerned by the proposed Institutions for 
Occupational Retirement II Directive and the actions 
of the European Insurance and Occupational 
Pensions Authority

•   To manage the cost and risk associated with DB, 
just over one in five businesses with DB pension 
schemes (21%) are closing them to existing 
members. This trend is being accelerated by the 
ending of contracting out

•   Satisfaction among business leaders with the 
Pensions Regulator’s announcements is at its  
highest level ever in our survey, at 84%, reflecting 
the new growth objective. Yet only 6% of pension 
specialists believe there has been a positive step 
change in the approach to funding among case 
workers since the objective was announced

•   The Pension Protection Fund (PPF) continues to 
have overall support from businesses – with eight 
in ten business leaders supporting the principle of 
the organisation and the handling of its fund – but 
the method of assessing risk may need fine tuning.

Low interest rates and 
gilt yields mean pension 
deficits remain high, and 
costs continue to dominate 
boardroom discussions.

KEY FINDINGS
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Defined benefit pension costs are holding 
back investment 
Despite the economic recovery now being on track and 
business confidence improving, DB costs remain at 
the top of the boardroom agenda in many companies. 
While the recession is in the rear view mirror, low 
interest rates and gilt yields mean pension deficits 
remain high.

To most people DB schemes may sound like a thing 
of the past, but for businesses across the UK they 
are very much today’s issue. The cost of funding 
these schemes can have a major impact on business 
activities, for example diverting funds from investment 
needed to grow the business. And if firms are 
prevented from growing their business and creating 
jobs DB costs can, in turn, impact economic growth as 
we highlighted in our 2011 and 2013 pensions surveys.8 

Nearly two-thirds of business leaders (65%) report 
that the cost of DB is impacting their ability to invest 
to grow the firm (Exhibit 10). This is only slightly better 
than in our 2013 survey when 70% of business leaders 
reported a negative impact. Worryingly, this year’s 
survey shows that the UK’s future growth champions, 
the UK’s Mittelstand, are particularly affected. Among 
mid-sized businesses, the proportion reporting a 
negative impact on investment for business growth 
reaches 82%, a significant increase from 69% in 
2013. Exhibit 11 and Exhibit 12 (page 20) illustrate the 
challenges many firms with DB legacies face 
by looking at the experience of two CBI members.

More than eight in ten boardroom leaders (82%) 
also report that DB costs are negatively impacting 
their results in company accounts, with another 56% 
of business leaders stating that they are affecting 
internal reorganisations, asset sales and mergers and 
acquisitions. While both impacts are a little down from 
our 2013 survey, when the figures where 87% and 59% 
respectively, they still affect the ability to do business 
of most firms with a DB legacy scheme.  

Exhibit 10 Impact of DB on business activities (%) 
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Exhibit 11 For the UK’s Mittelstand the cost 
of DB schemes is crippling

This firm’s DB recovery plan has meant that 
the business is not developing in the way it 
wants to. In order to meet its recovery plan’s 
requirements it has had to continually plough 
its profits into its DB scheme. As a result 
investment in research and development and 
new production lines – which could make the 
firm more productive and successful – have 
had to be curtailed. On a number of occasions 
it has been almost impossible to meet its 
payments, to the point that it has had to 
consider going out of business.

For this business, the ability to use a portion 
of its profits to help them grow would make all 
the difference. The flexibility to take on a little 
more risk to get to a better funding position 
would also help. In time, they believe that 
the new economic objective for the Pensions 
Regulator will help, but to date they have not 
seen a positive change in approach.

“Our future success depends on 
investment in R&D, new products 
and exports. We want to do right 
by our DB scheme members but 
we need the new growth objective 
for the Pensions Regulator to 
be fully implemented so we can 
better balance our obligations and 
our future business ambitions” 
Small logistics and distribution firm

Exhibit 12 DB schemes make investing in 
UK companies less attractive

In order to grow and create jobs, this 
CBI member needs investment from its 
international parent as well as to make its 
business attractive to investors domestically. 

Unfortunately, having a DB scheme has been 
a strain. This firm’s deficit has grown by 40% 
in the last three years despite the business 
having a strong covenant. In order to plug this 
gap, it has had to divert money away from 
business development into the firm’s 
DB deficit.

For investors, this means investing in the 
firm has a lower return on investment than 
compared to other investment options. In 
addition the ‘snap shot’ nature of calculating 
pension scheme funding that marked-to-
market is, does not give an accurate reflection 
of the long-term health of the scheme. A move 
away from the marked-to-market approach to 
scheme funding, would mean greater certainty 
for this business and freedom to focus on 
long-term growth rather than saving cash to 
pay for short term market fluctuations.

“We need to compete for 
investment in the UK from our 
group parent. There is no doubt 
that our DB pension scheme 
makes our business less attractive 
for investment.” 
Large energy firm
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Market volatility adds to the funding challenge
Underperformance of pension assets has also generated 
concern for business leaders. With long-term real gilt 
yields considerably lower than they were three years ago 
and interest rates remaining low, there are significant 
implications for pension scheme funding and DB funding 
valuations. Marked-to-market valuations are a major 
source of uncertainty, with nearly nine in ten business 
leaders (89%) reporting they are either very concerned 
or concerned about volatile markets worsening their 
funding position (Exhibit 13).

An overwhelming majority of our respondents (85%) also 
report that scheme funding levels are a real concern. 
This has not improved since our 2013 survey (84%). Such 
concerns lead close to half (43%) of pension specialists 
to review their scheme funding levels monthly or even 
more frequently (Exhibit 14).

Exhibit 13 Business leaders’ DB scheme concerns (%)  

Exhibit 14  Frequency of DB funding level review (%) 
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There are also adverse impacts on firms’ ability to 
borrow and on potential mergers and acquisitions. 
Three quarters (76%) of business leaders say 
accountancy standards unfairly represent their 
organisations’ pension liabilities on their balance 
sheets. Recent changes to accounting standards have 
restricted the extent to which companies can take 
the value of their schemes’ assets into account in 
their balance sheet measure. Also, previously, FRS 
accounting standards meant that businesses could 
reduce their profit and loss (P&L) charge to reflect 
an allowance for high performance assets, but this 
is no longer the case. Businesses are concerned that 
stakeholders might misunderstand their exposure to 
pensions risk, which may have a material negative 
affect on their business. Government should explore 
with the Financial Reporting Council possible changes 
to how liabilities and deficits are measured to give 
businesses a more accurate representation of the 
costs they have to cover. 

With fluctuations in funding levels such a big concern 
it is no surprise that a quarter of business leaders 
state that the government needs to ensure DB costs 
are manageable and predictable (Exhibit 6, page 13). 
Employers want to stand by their commitments on 
DB, but the cost should not impede normal trading 
activities or even put them at risk of going out of 
business. Ultimately a strong solvent employer is the 
best security for a pension scheme. The government 
must do more to ease the DB burden and support 
businesses to do what they do best: invest, innovate 
and grow. The economic objective for the Pensions 
Regulator (tPR), set out in the Pensions Act 2014, 
should help and we discuss this later in this chapter.

The potential cost impact of European 
pension policy is worrying business leaders
Businesses cannot afford to take on more DB costs, 
especially where funding requirements go above and 
beyond the UK’s system. So it is no surprise that many 
business leaders are concerned about the approach to 
pensions that is being taken by some EU institutions 
and the cost impact a review of European pension 
legislation could have on their DB schemes – in 
particular the Institutions for Occupational Retirement 
Provision Directive (IORP) II Directive. Exhibit 15 
explains the IORP II Directive and relevant EU players 
in more detail. 

Exhibit 15 European proposals for pension 
liabilities could cripple businesses across 
the continent 

To reflect the increasing integration of financial 
markets across the EU and as a result of the 
financial crisis, the European parliament called 
for more integrated European supervision in 
2007. As part of this the European Insurance 
and Occupational Pensions Authority (EIOPA) 
was created. Its core responsibilities are to 
support the stability of the financial system, 
transparency of markets and financial products, 
as well as the protection of policyholders, 
pension scheme members and beneficiaries. 

EIOPA and the European Commission worked 
together since then to update the 2003 
Institutions for Occupational Retirement 
Provision Directive (IORP). The draft IORP II 
Directive is designed to create an internal 
market for occupational retirement provision by 
laying down minimum standards on the funding 
of pension schemes, the types of investments 
pensions may make and it also permits cross-
border management of pension plans. The 
European Commission adopted the draft IORP II 
Directive as a legislative proposal in March 2014 
and it is currently making its way through the 
European Parliament.

For UK business, the main concern is proposals 
for Solvency II style funding, which remain 
embedded in the draft directive through a 
requirement to conduct a risk evaluation 
of pensions which – if the risk bar remains 
constantly high - could then trigger future 
funding requirements. This remains a risk as 
EIOPA continues to push for the introduction 
of Solvency II style funding, which in essence 
would require all pension scheme liabilities to 
be fully insured, something which could cost UK 
businesses to the tune of €440bn.9 In short if 
not checked, the future direction of IORP II could 
cripple UK businesses, their pension schemes 
and the UK economy more broadly.
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The original IORP Directive is a good example of 
where the UK government presence at the negotiating 
table in Europe – and working with allies across the 
EU – has led to successful change. As part of a UK 
coalition of stakeholders, including the CBI and the 
TUC, the UK government’s involvement has helped 
protect the UK from added costs and helped protect 
businesses across the EU. Solvency II inspired funding 
on pension funds in 2012 was resisted because by 
working with Germany, Ireland and the Netherlands, 
the UK government and business convinced the 
European Union commission that this policy was not 
worth pursuing.

However, the ongoing work by the European Insurance 
and Occupational Pensions Authority’s (EIOPA) on 
Solvency II style funding for European pension 
schemes has started to concern boardroom leaders 
again. As part of regulatory stability, more than a 
third (37%) of business leaders highlight avoiding 
further costs from Europe as a top priority for the 
government in this parliament (Exhibit 6, page 13). 
This is reinforced by 60% of pension specialists who 
say they are either very concerned or concerned by 
the IORP II Directive and the approach of EIOPA who 
are overseeing it (Exhibit 16) – the great majority of 
those aware of the proposal.

Exhibit 16 Level of concern over the IORP II 
Directive (%)

Despite victories in the past there is still more to be 
done. The UK government now needs to continue to 
support the EU parliament and EU Council of permanent 
representatives – who agree with the CBI and UK’s 
position – to resist the unhelpful elements of the IORP 
II Directive which are supported by EIOPA and some 
elements in the EU Commission. As Exhibit 15 sets out, 
the governance requirements suggested in the draft 
directive could still lead to insurance-inspired funding 
for trust-based pensions schemes in future. This would 
require firms to fully fund all of their future liabilities. 
This would impose major costs on UK plc, crippling UK 
businesses and ultimately their long-term ability to 
stand by their pension promises in the future. Exhibit 17 
highlights the possible impact this could have for a CBI 
member showing how vital it is that this does  
not happen.
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Exhibit 17 Having to fully fund DB liabilities 
now would threaten business livelihoods

For this firm, implementing solvency II-inspired 
funding arrangements for DB would wipe 
out 35% of the bottom line of their balance 
sheet. This would mean more borrowing 
when bidding for new contracts and would 
detrimentally affect mergers and acquisitions. 
In addition to the costs the company already 
faces for DB, insolvency-inspired funding 
would affect their ability to get investment 
from their parent. The firm’s pension director 
is clear: such a change would mean many 
business sponsors would no longer be able to 
stand by their schemes leading to an increase 
in the number of schemes entering the Pension 
Protection Fund.

“The irony being, this policy 
of solvency inspired funding 
thought to protect members, only 
makes them worse off.” 
Large engineering firm

23A view from the top: CBI/Mercer pensions survey 2015



Ending contracting out is accelerating 
the end of DB
The introduction of the single tier state pension in 
2017 spells the end of the second state pension (S2P). 
That in turn means the end of the DB contracted-out 
rebate that some employers receive for providing S2P 
benefits in place of the state. 

The CBI supports the introduction of a single state 
pension, which will make it easier for individuals 
to understand how much they are due to get in 
retirement from the state. It will help guide savers 
on how much they need to save privately through 
workplace pensions. 

Exhibit 18 Business action in light of the end 
of the second state pension (%)

Firms are acting to manage current and 
potential risks of DB schemes

To manage their DB risks, companies are undertaking a 
range of strategies. For the majority of respondents (60%) 
one of these will be further de-risking (Exhibit 19). This 
implies a move towards bonds and gilts, but current 
historic low gilt yields are hitting the returns pension 
funds are receiving on their investments.

Only 6% of pension managers say they will be 
investing in higher risk, higher return asset classes. 
This is inevitably driven by the desire to manage 
pension scheme risk and reduce balance sheet 
volatility. However it may also be compounded by 

changes in UK accountancy standards which will 
remove the credit in the profits and loss (P&L) that 
companies can get for pension funds expecting 
investment returns which are likely to be higher than 
those expected from AA rated corporate bonds. This 
could make businesses appear weaker, because 
for accounting purposes their P&L will be reduced, 
despite there being no actual change to their health..

Reducing risk and ensuring a better match between 
the assets the scheme invests in are the second 
most popular strategies. More than half of pension 
specialists (60% and 51%) report that they are planning 
to do this. There will also be a push for greater 
asset diversification, with 38% of pension specialists 
reporting such action.
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Exhibit 19 Businesses’ actions to tackle DB  
deficits (%)
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The majority of businesses aren’t considering 
enhanced transfer values (ETVs) despite introduction 
of the new pensions freedoms. Following the 2014 
Budget there was talk of a possible mass exodus of 
pension scheme members from DB and to DC in order 
to take advantage of the new freedoms. However, 
despite the increased enquires, this trend has yet to 
materialise. Anecdotal evidence from CBI members 
indicates a variety of reasons why this could be the 
case. One of the clearest drivers is that employers 
and trustees now face an enhanced professional risk 
if a pension scheme member is worse off after being 
encouraged to exit the pension scheme.

The Pensions Regulator’s message needs 
to translate into action on the ground
In our 2013 report, we highlighted how the Pensions 
Regulator (tPR) held the key to removing the DB 
roadblock holding back business investment. Since 
our last survey, tPR’s new economic objective – to 
minimise any adverse impact of scheme funding on an 
employer’s sustainable growth – has been confirmed 
in legislation.10 Two-years in, business perceptions 
of the organisation have improved significantly. But 
there is still work to do to ensure these perceptions 
translate into reality on the ground.

Following the announcement of the new economic 
objective, business leaders’ satisfaction with the 
Regulator’s dealings with their firms is at 89%, its 
highest level ever (Exhibit 20). This is up from 73% 
in 2013 and even more dramatically from our 2011 
survey, which put satisfaction at only 44%. There has 
also been a marked decrease in dissatisfaction with 
the Regulator. In 2011 dissatisfaction stood at 12%, 
rocketing up to 28% in 2013. Our 2015 survey shows 
this figure almost returning to 2011 levels, with 13% 
of respondents not satisfied with the Regulator.

Business leaders are also greeting tPR’s public 
statements favourably, with nearly nine in ten saying 
they are satisfied or very satisfied with them. These 
results show that business leaders believe tPR is 
moving in the right direction and is embracing its new 
objective to promote business growth.

Exhibit 20 Business leaders’ satisfaction with tPR 
and the PPF (%)

Among pension specialists – who deal with tPR and 
the PPF on a daily basis – the picture is less rosy. 
Our results indicate a gulf between satisfaction in the 
boardroom with tPR and satisfaction in the pensions 
department. Only 6% of the pension specialists at our 
respondent organisations believe there has been a 
positive step change in the approach taken by tPR’s 
case workers – whose role is to sign off new funding 
arrangements and investment strategies and support 
trustees in implementing the new objective – since the 
economic objective was announced (Exhibit 21, 
page 26).

With 65% of boardroom leaders clear that DB schemes 
continue to negatively impact their ability to invest 
(Exhibit 10, page 19), the risk not just to the success of 
the economic objective but to wider UK growth is real 
if implementation on the ground fails. It is therefore 
crucial that tPR’s new leadership team makes sure 
the organisation acts in unison from top to bottom to 
ensure the economic objective is applied in practice.
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Exhibit 21 Perception of positive step change among 
tPR & trustees since the economic objective (%)

The Pension Protection Fund is widely 
supported but needs fine tuning
The Pension Protection Fund (PPF) continues to 
have overall support from businesses, with eight in 
ten business leaders supporting the principle of the 
organisation and the handling of its fund. However 
since our last survey two years ago it has been out 
with the old and in with the new at the PPF. Dun and 
Bradstreet has been replaced by Experian as the 
insolvency risk provider, and a new model has been 
created to more accurately assess the levy different 
firms must pay. 

This has meant that, though the majority of business 
leaders (53%) say they are not satisfied with the levy 
they have to pay, the proportion of businesses not 
satisfied with their levy is down nine percentage points 
from 62% in 2013.  

But with all changes there are winners and losers. 
Anecdotal evidence reported to the CBI indicates 
that mid-sized and smaller member businesses 
on the whole are not feeling the benefits. The PPF 
must therefore investigate if the new Experian PPF 
specific model does accurately reflect the likelihood 
of insolvency risk for all types and sizes of businesses 
across the country.

The appraoch for SMEs is 
counterproductive. We’re meant 
to be the backbone of the UK 
economy and yet this model 
pushes us closer to PPF entry 
and away from growth. 
Small high-tech manufacturer

Yes  43%

Don’t know  16%

No  41%

Trustees

Yes  6%

Don’t know
59%

No  35%

tPR case workers

Yes  39%

Don’t know  26%

No  35%

tPR as a whole

26 A view from the top: CBI/Mercer pensions survey 2015



27A view from the top: CBI/Mercer pensions survey 2015



S
ECTIO

N
 3

With two and a half more years to go and 1.8 million employers yet to stage, 
auto-enrolment is very much a live issue. Companies are playing their part in 
delivering the regime, but they have major concerns about the administrative 
burden – especially after enrolling eligible employees. Interaction with other 
policy changes, such as the national living wage announced in the summer 
Budget 2015, could present challenges around auto-enrolment in the medium- 
term. The government must ensure it is supporting firms through the process 
and helping them deliver to workplace pensions, looking at ways to simplify 
the regime. For now, debates about raising statutory minimum contribution 
levels need to be put on the back-burner.

It must be made easier for businesses to 
comply with auto-enrolment, not more costly

•   Almost all businesses (97%) with eligible 
employees are still due to stage, all of them small 
and micro employers that may struggle with the 
process 

•   More than eight in ten respondents (82%) say 
they do not believe reviewing statutory minimum 
contribution levels should be a priority, rising to 
almost nine in ten SME respondents

•   With all medium-sized businesses now in, 
the number of respondents that cite ease of 
administration as one of their top priorities when 
looking for an auto-enrolment solution has jumped 
to nearly 70%, up from 41% in 2013

•   Overall the biggest auto-enrolment challenge for 
firms is on-going compliance, with three quarters 
(73%) of respondents citing this as an issue

•   The changing regulatory environment has added 
to the problems of compliance, almost two-thirds 
(65%) of respondents cite as either very challenging  
or challenging

•   Most employees are still not making the most 
of their employer’s contributions, with just 37% 
taking advantage of the highest available employer 
pension contribution rate.

KEY FINDINGS

Business understands that most 
people need to save more than 
the legal minimum for their 
retirement. But the minimum 
was chosen for a reason: to set 
an appropriate base of basic 
income (state pension and 
workplace pension) on which 
people can build.
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Businesses are leading the way on  
auto-enrolment…

Publication of this survey marks three years since 
the roll-out of auto-enrolment began. This year, for 
the first time, we will see businesses auto-enrolling 
and re-enrolling eligible employees at the same time, 
marking a new peak of activity in the  
roll-out schedule.

Since our last survey in 2013 nearly 50,000 more 
businesses have staged. However, this represents 
only 3% of firms that have to go through the 
process. Roll-out continues to go relatively well, 
with compliance still the norm and most employees 
staying in schemes.  

This is reflected in responses to this year’s survey. 
Asked how prepared they feel or felt for staging, 97% 
of respondents report they feel very well prepared for 
auto-enrolment (Exhibit 22). This is up from 89% in 
our last survey in 2013. 

The majority of respondents have an existing pension 
arrangement that they are using to enrol their employees. 
Over six in ten of our respondents (62%) are using an 
existing DC scheme, with only a small proportion (4%) 
using an existing DB scheme (Exhibit 23). 

Exhibit 22 Preparedness for auto-enrolment (%)

Exhibit 23 Scheme choice for auto-enrolment (%)

Footnote for 2015:

Figures do not sum up to 100% as respondents were able to 
select more than one option if they did enrol or are enrolling 
staff into different schemes.
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Only one in ten respondents (10%) have used or will be 
using NEST, showing that the private provider market 
continues to cater well for firms.

Employers choosing privately provided DC as their 
scheme of choice for auto-enrolment has been a 
consistent finding in our previous surveys. In 2011, prior 
to the start of the regime, 90% of respondents indicated 
that they would be enrolling their staff in an existing DC 
scheme or a new privately provided DC scheme.

Importantly, contribution levels have not been reduced 
and more employees are staying in membership as we 
continue through the staging process. Concerns about 
possible levelling down of existing pension provision 
– particularly in the run up to October 2012 – have not 
become reality. Only 1% of employers plan to reduce 
contributions for all members as a result of the cost 
impact of more people becoming members of their 
pension scheme (Exhibit 24). The figure has been 
consistently very low over the course of roll-out to date.

Nearly half of respondents (47%) plan to leave 
contribution rates unchanged. This has decreased 
from 59% in our 2011 survey. More respondent 
businesses are looking at introducing lower starter 
rates for auto-enrolled staff (34%) or improving their 
scheme to differentiate it from the statutory minimum 
requirements (14%).

Exhibit 24 Scheme plans in response to auto-
enrolment (%) 

…with most new members staying in their 
pension schemes
Encouragingly, most employees are staying in their 
schemes after auto-enrolment. The average opt-out 
rate among our respondents is just 7%, lower than 
official estimates of 10% or the opt-out rates of 30% 
originally predicted.12

There is much less success, however, in securing 
scheme membership among those not covered by 
auto-enrolment. Opt-in rates among our respondents 
have fallen slightly from 9% in our 2013 survey to 
just under 6% in 2015. One reason may be that fewer 
communication exercises for employees are being run 
as the size of firm decreases over the staging profile, 
most likely due to resource constraints. Awareness 
of the chance of opting in or joining a scheme may be 
lower among mid-sized firms. Our finding highlights 
the value and importance of the auto-enrolment 
approach to boost saving for retirement.
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Government must see auto-enrolment 
through
The picture on auto-enrolment is positive but the 
exercise is far from complete. It is early days in the 
current phase of small and micro firms going through 
the process. Firms in this group are typically less 
familiar with pensions regulation than their larger 
counterparts. And with the cost of auto-enrolment 
higher than anticipated for firms (as the result of 
lower than expected opt-out rates, and much higher 
than expected administrative costs), this group in 
particular needs support.15

Moreover, an additional half a million small and 
micro employers are now expected to stage over 
the next few years due to more businesses starting 
up and fewer employers going out of business than 
originally forecast.16 It is great news for the economy 
that businesses are performing better than expected, 
but for auto-enrolment one thing is clear: roll-out 
is far from over. And with re-enrolment of eligible 
employees by larger firms just beginning this year, the 
government must do all it can to support businesses 
in this busy period.

This means that raising minimum 
contribution levels is not the right priority
Raising minimum contributions must be put on the 
back-burner and the policy focus switched to ensuring 
savers make the most of the schemes on offer from 
their employers. 

Calls to increase the statutory minimum contribution 
levels for both employees and employers have been on 
the rise despite roll-out of auto-enrolment just passing 
its half-way mark. 

Exhibit 25 Business leaders’ view on statutory 
minimum contribution levels (%)

So this year we asked employers – who ultimately 
have to foot the bill – whether the  statutory minimum 
should increase. More than eight in ten businesses 
(82%) do not believe statutory minimum contribution 
levels need to be reviewed, rising to nearly nine in ten 
respondents among SMEs (Exhibit 25).

Two thirds of business leader respondents (66%) 
support the Turner Commission’s choice of contribution 
levels, with scope for businesses and employees to pay 
more when they can. For other respondents (16%), the 
cost impact of increased minimum contribution levels 
would adversely affect their ability to achieve goals 
such as business growth. For these businesses 
in particular, the knock-on effect of related policies 
such as the new national living wage (NLW) could have 
a big impact on the cost base and, as a result, their 
ability to keep people in work (Exhibit 26, page 32).

No: the Pensions Commission
set the minimum at this level.

It is for business and employees to
save more when they can a�ord to   66%

Yes: employers should
pay more    18%

No: it would adversely
a�ect my business’s
ability to achieve goals
– like growth    16%
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Exhibit 26 Wider government policy has 
knock-on effects on the pensions framework 
and cost for employers

On 8 July at the summer budget, the chancellor 
announced the introduction of a national living 
wage (NLW). This announcement will raise 
the national minimum wage (NMW) for those 
aged 25 and over to £7.20 in April 2016, a 7.5% 
increase over the current minimum wage of 
£6.70. The chancellor also committed to raising 
the new NLW to £9 by 2020.

People earning the NMW already meet the 
earnings trigger for auto-enrolment, therefore 
the volume of people to enrol into a pension 
scheme will not be affected on this basis. 
What will change is the cost for companies. An 
increase in gross earnings means an increase in 
the amount of contributions that employers (and 
employees) have to pay into their pension pot.

For an employee that moves from the NMW to 
the NLW, by 2020 an employer can expect to 
pay an additional £24 a month per employee in 
pension contributions.17 What will be particularly 
difficult for some firms are significant jumps 
in potential contributions amounts between 
2017/18 and 2018/19 as the statutory minimum 
contribution rates increase and the NLW having 
to rise in larger than average amounts (based on 
historic NMW upratings) for the government to 
meet its £9 target.

To help firms manage these costs, the 
government should allow firms to keep 
employees earning the NLW in salary-sacrifice 
arrangements. This would limit the burden of 
taking employees out of these arrangements, 
and allow businesses and employees to continue 
to benefit from NI relief for key employment 
benefits. It should also align NLW and NMW 
upratings from April 2017 in order to reduce 
the number of years of double upratings which 
would be burdensome for firms.
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Ease of administration is the top priority
Another reason why raising statutory minimum 
contribution levels needs to be put on the back-burner 
is the challenge that businesses face with on-going 
compliance. Delivering auto-enrolment on the ground 
has not been easy. The regulations are complex to 
understand and keep on top of. Testing HR systems, 
ensuring various deadlines are met, assessing 
different categories of workers and ensuring they 
receive the correct communications have been 
administratively testing for even the best equipped  
HR teams. 

Ease of administration continues to be the top priority 
for firms when looking for an auto-enrolment solution 
(Exhibit 27). And with more of the UK’s Mittelstand now 
auto-enrolling than two years ago this has increased 
in importance since our last survey. Nearly seven in 
ten respondents (69%) cite ease of administration as 
one of their top priorities, up from 41% in 2013. For 
respondents who have enrolled or are looking to enrol 
staff in DC schemes, the figure is even higher (76% and 
77% for existing DC and new DC schemes respectively). 

Ease of administration in an auto-enrolment solution 
is so important because auto-enrolment is not a one-
off occurrence for firms. Businesses have to ensure 
they have sufficient funds and administrative capacity 
to manage workplace pensions now and in the near 
future – and in particular, be equipped to go through 
the re-enrolment process every three years.

Exhibit 27 Top priorities for an auto-enrolment 
solution (%)

Although costs are inevitably important (cited by 31%), 
businesses are reporting the investment performance 
records of providers (27%), investment options (13%) 
and additional propositions (13%) as among their top 
priorities, all increasing in importance since our last 
survey. This could reflect the new freedom and choice 
era in pensions as businesses place more focus on 
maximising scheme engagement as we discuss in 
the next section.
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Employers’ call for minimum contribution levels to 
stay where they are is not businesses trying to avoid 
contributing more. Rather it is a call on the government 
to adhere to the consensus on the key pensions 
reforms agreed in 2008 and see them through. 
Business understands that most people need to save 
more than the legal minimum for their retirement. 
But the minimum was chosen for a reason: to set an 
appropriate base of basic income (state pension and 
workplace pension) on which people can build.

On-going compliance poses a  
major challenge
Businesses see on-going compliance as their top 
challenge on auto-enrolment. Our survey reveals that 
73% of respondents cite this as the biggest auto-
enrolment challenge, a slight increase from 71% in 
our 2013 survey (Exhibit 28). This is consistent across 
every size of business, and especially high in sectors 
with complex workforces such as construction and 
retail and hospitality (both at 100%).

Ensuring their payroll systems are up to the task 
of compliance with auto-enrolment has proved 
particularly challenging for businesses. Six in ten 
pension specialists say that upgrading payroll systems 
to manage auto-enrolment is challenge. Anecdotal 
evidence from CBI members suggests that in the lead 
up to staging this has been especially frustrating and 
costly due to the number of payroll requests that need 
to be put through.

Government must seek ways to make it 
easier for businesses to comply 
Since auto-enrolment began in 2012, the government 
has provided a number of easements for businesses 
to assist the auto-enrolment process. But as ease of 
administration and on-going compliance continue 
to be a priority and concern three years down the 
line, government needs to go further in simplifying 
the regime. This is supported by the high proportion 
of business leaders saying further minimising the 
administrative cost and burden of auto-enrolment for 
businesses should be this government’s priority on 
pensions (Exhibit 6, page 13). 

At the same time businesses want a stable and 
effective regulatory framework to operate within. 
Following the introduction of the pensions freedoms, 
two-thirds of respondents (65%) cite the changing 
regulatory environment as a major challenge for 
auto-enrolment (Exhibit 28). This rises to 76% for firms 
with trust-based pension schemes – those schemes 
where employers themselves will shoulder more of the 
burden of ensuring compliance. Again, this is a clear 
call from business to government to prioritise stability.

So finding ways to make it easier for business to 
comply is a must, but this has to happen within the 
context of an overall stable regulatory framework. 
Given where we are in the roll-out schedule, this is not 
about big regulatory changes. Instead, government 
should focus on seeing auto-enrolment through 
and continue to provide easements where possible. 
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Alongside this, the government should now start to 
think about how the regime can be simplified further in 
time for the 2017 review of auto-enrolment.

Ensuring employees make the most of 
what’s on offer is crucial… 

The answer to boosting savings beyond the minimum 
is not by mandating increases in contributions 
through legislation, but looking for ways to maximise 
employees’ engagement with pensions so they make 
the most of what is on offer. Businesses remain 
concerned that this not yet happening and that their 
employees are not fully engaged with saving  
for retirement. 

Exhibit 29 Business’ concerns regarding DC 
scheme (%)

Half of our respondents (50%) are either very 
concerned or concerned that their employees are not 
taking full advantage of their pension scheme  
(Exhibit 29). This is alongside more than three quarters 
(77%) of respondents saying they are concerned that 
their employees will not be able to afford to retire.

…but most employees are failing to do so 
This is not just businesses’ impression. Our survey 
shows the proportion of employees taking advantage 
of their employer’s highest contribution rate remains 
low and shows no signs of improvement. Only just over 
a third (37%) of employees take advantage of it, up just 
one percentage point from our last pensions survey 
(Exhibit 30, page 35). Most employees are missing out 
on building the best possible foundation for  
their retirement.

Clearly, more effort is needed to ensure employees 
make the most of what’s on offer. The CBI has 
consistently urged the importance of pensions 
communication over the years and the scale of the 
challenge remains undiminished. 
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Exhibit 30 Average contribution rates (%)

Average employer contribution rate 7 7 10 7

Average maximum employer contribution rate 10 11 12 10

Average employee contribution rate 4 5 5 5

Average maximum employee contribution rate 10 13 n/a n/a

Percentage of employees taking advantage 
of highest employer contribution rate

37 36 47 47
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Nowhere in the past few years has regulatory change been as substantial as 
in DC pensions. In particular, the new pension freedoms announced in the 
2014 Budget shook the pensions world. Businesses are now working through 
what they mean for their pension schemes in practice and their organisations 
more broadly. Even at this early stage it is clear that succession planning is 
likely to become more difficult and that ensuring employees are informed of 
their options is crucial. This means business priorities on DC are employee 
engagement and supporting retirement decisions – and those should be 
government’s focus too.

Supporting employee engagement with 
pensions is key – especially in the era of 
freedom and choice

•   Nearly half (48%) of business leaders say that the 
pension freedoms in the 2014 budget have made DC 
pensions more effective in ensuring employees can 
afford to retire 

•   Businesses are taking steps to adapt their pension 
provisions to the new freedoms, including looking 
at additional propositions such as providing more 
guidance to members (47%)

•   There is broad business support for the changes, 
but most pension specialists (59%) believe they will 
make succession planning more of a challenge

•   Asked about the most likely responses of 
employees on reaching age 55, close to half (45%) 
of pension specialists believe that the main action 
of their employees will be to take their tax-free 
lump sum

•   Maximising employee engagement has now 
become the top pensions priority for leaders  
of businesses with DC pension schemes (cited by 
29%), ahead of attracting and retaining  
talent (25%).

The challenge the pensions freedoms brings for businesses is that 
employees risk not being able to afford to retire if they choose 
to spend a significant chunk of their pension pot on reaching 55 
years of age while remaining in their jobs.

KEY FINDINGS
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DC pensions are here to stay

DC pension schemes are the future of workplace 
pensions – and they have become more attractive 
in recent years. Almost nine out of every ten of our 
respondent organisations (89%) now provide a DC 
scheme. Over 90% in this group also have an existing 
DB scheme, showing that the need to manage a 
legacy DB scheme in parallel remains widespread. 

The unexpected pension freedoms announced in the 
2014 Budget shook the pensions world, generating a 
lot of speculation about their likely impact. Nearly half 
of business leaders responding to our survey (48%) 
say that the changes have made DC pensions more 
effective in ensuring employees can afford to retire 
(Exhibit 31). This may in part be because the publicity 
around them has helped to highlight pensions and 
their potential value to employees.

Exhibit 31 Change in usefulness of pensions for 
workforce planning following the Budget (%) 

In view of the dominance of DC schemes, the new 
government should not expend energy building a 
significant regulatory framework for other schemes 
types beyond what has already been brought into force. 

We asked business leaders whether they would 
consider offering a defined ambition (DA) scheme to 
their employees. Unsurprisingly two thirds (66%) of 
respondents say that they would not consider a DA 
scheme. A further 23% say they would consider it but 
not in the foreseeable future (Exhibit 32).

Exhibit 32 Business leaders’ consideration 
of DA (%)

The new pension freedoms mean many 
firms are reviewing their schemes
Among the most dramatic change to the pensions 
regulatory framework made by the 2014 Budget was 
the removal of the requirement to buy an annuity. 
The announcement was unexpected, but despite the 
headaches this regulatory change has presented to 
date, business has supported the move in principle. 

Giving people freedom on how to use their pension 
pots at retirement is the right thing to do. What will 
be crucial is ensuring people are suitably informed of 
their options and are protected from scams. This year’s 
survey presents the opportunity to take stock and look 
at what these reforms mean for business in the short 
term and what they might mean for their engagement 
with pensions in the longer term.
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In the short term businesses are taking a variety of 
actions in response to the impact of the freedoms on 
their pension schemes (Exhibit 33). Nearly half (47%) 
of business respondents are looking at additional 
propositions for their schemes such as guidance. This 
is widely seen as essential to help people manage the 
new options effectively.

The second most common action, cited by just over a 
third (36%) of respondents, is reviewing their pension 
schemes to ensure they are fit for purpose in the new 
pensions world. This ranges from checking compliance 
on the one hand to reviewing whether there is a need to 
offer a range of different default funds. For example the 
default fund for somebody likely to take an annuity on 
retirement will look different from the best default fund 
for somebody who is likely to take their pension entirely 
as cash or to opt for draw-down. 

Not every business is convinced of the need to make 
changes at this stage: over a third (36%) report no 
impact on the business to date.

Exhibit 33 Immediate impact of pension  
freedoms (%)

There is some nervousness about the 
freedoms’ impact on workforce planning
Thinking longer term, the pension freedoms are likely 
to affect the role of pensions as an employee benefit 
and retirement saving tool and to have implications for 
workforce planning. 

Businesses want their employees to be able to retire at 
a time that suits them as individuals. Pensions are also 
important as a tool for businesses in managing their 
workforces, as we highlighted in chapter two.  
They help businesses plan the progression of 
employees and potential new talent through the 
organisation effectively. 

The challenge the pensions freedoms bring for 
businesses is that employees risk not being able to 
afford to retire if they choose to spend a significant 
chunk of their pension pot on reaching 55 years of age 
while remaining in their jobs. If they use too much of 
their fund too early, they may need to work longer than 
they really want to. That in turn may make it harder for 
employers to plan the progression of their staff. It can 
also have implications for productivity and customer 
service and for employee relations, given the sensitivity 
that already exists around retirement decisions. 

This is a risk very much at the forefront of pension 
specialists’ thinking. Nearly six in ten (59%) either 
strongly agree or agree that succession planning will 
be more of a challenge (Exhibit 34).

Pensions help businesses  
plan the progression of 
employees and potential 
new talent through the 
organisation effectively.
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Exhibit 34 What the pension freedoms mean for 
businesses and their pension scheme (%)

Ensuring employees make the most of 
what’s on offer is even more crucial now
The need to engage employees on retirement 
issues has become more important to businesses 
following the freedoms. This is reflected in the 77% of 
respondents that say ensuring employees can afford 
to retire has become even more important following 
the 2014 Budget (Exhibit 34).

As discussed in the previous chapter, the answer 
to this is helping people make more of what is on 
offer rather than simply raising statutory minimum 
contribution levels. Indeed, half of respondents 
see the level of engagement among employees as 

the main barrier to the success of auto-enrolment 
more generally. So in addition to ensuring that more 
employees make the most of the pension contributions 
on offer from their employers, ensuring that people 
are suitably informed of their options must be a 
priority for government.

The urgent need for effective guidance is highlighted 
by our findings on the expected responses of 
employees to the new freedoms. Asked about their 
employees’ likely actions when they turn age 55, close 
to half (45%) of pension specialists believe that one 
of the most common action of employees will be to 
take their tax-free lump sum (Exhibit 35, page 40). 
Anecdotal evidence from CBI members suggests that 
people usually have a purpose in mind for their tax-
free lump sum when they take it. Nonetheless, the fact 
that so many employees seem likely to take 25% out 
of their pension savings before they retire represents 
a significant challenge. 

A further quarter of respondent specialists believe 
that one of the most likely steps will be for employees 
to start taking income drawdown when they turn 55. 
This will reduce the timeframe over which investment 
returns can boost pension pots, which again may give 
rise to subsequent challenges around affordability  
of retirement.

Only just under a fifth (19%) of pension specialists say 
they think one of the most likely responses of their 
employees will be to do nothing at age 55.
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Exhibit 35 Workforce’s most likely actions 
at age 55 (%)

Businesses are rightly prioritising 
employee engagement

Despite an expectation that the freedoms will see more 
pension pots accessed at age 55, companies have faith 
that employees will make the right decision for them. 
Nearly two-thirds (64%) of business leaders consider 
that, if employees are allowed to make choices about 
their pension, they will generally make the right 
decision for them (Exhibit 5, page 13). Good employee 
engagement is key to this.

Engaging employees on pensions has long been a 
priority for businesses, and its importance has clearly 
increased in recent years. But engaging employees 
is made much harder if the regulatory framework 
keeps changing. Government must keep pension costs 
for employers down and the regulatory framework 
stable, so that firms can be clear about the costs 
and regulations applying to their schemes and their 
employees. As discussed in the first chapter of this 
report, these are among the top three priorities  
for government identified by business leaders  
(Exhibit 6, page 13).

Exhibit 36 Business priority on DC (%)

The business focus on employee engagement emerges 
very clearly in our survey data. Thinking about 
their main priority on DC over the next two years, 
maximising employee engagement tops the list among 
business leaders, cited by 29% (Exhibit 36). This places 
it ahead even of attracting and retaining staff, which 
led the priorities in our 2013 survey (35% in 2013 survey 
compared to 25% in 2015).

Third comes reviewing the DC scheme in light of recent 
regulatory change to ensure it is fit for purpose, cited 
by 19% of businesses, a likely result of the pension 
freedoms as discussed above.
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Making the right pensions decisions 
depends on having the right guidance
Pensions specialists are thinking about ‘at retirement’ 
engagement to ensure that employees are suitably 
informed of their options. Two-thirds of respondents 
(68%) are looking at additional propositions for their 
schemes such as guidance. And 71% of respondents 
signpost, or are planning to signpost, employees to 
Pensions Wise (Exhibit 34, page 39).

Ensuring employees make the most of what is on 
offer from their pension scheme will in part depend on 
people being suitably informed of their options. Many 
employers already go above and beyond the legal 
requirement of providing a pension scheme by offering 
additional propositions such as guidance and advice. 
And many more are looking to do this.

But there will be some employers that want to do 
more but at the moment cannot afford to do so. 
The government should look for ways to support 
businesses in this category to provide guidance 
and advice that will help their employees make the 
appropriate retirement decision. In particular, the 
government should look to extend the income tax break 
for financial advice available for DB to DC transfers 
and more generally for financial advice relating to the 
pension freedoms.

Meeting the cost of advice by employers currently 
represents either a benefit in kind or payment of 
taxable earnings. For financial advice, this means that 
both employees and employers would not be subject 
to National Insurance contributions. Advice provided 
by employers to employees under these circumstances 
will also be exempt from income tax for the employee, 
depending on how provision of the advice is paid. The 
Exchequer estimates that the current policy for DB to 
DC transfers will be negligible over this parliament. 
We would expect the cost to the Exchequer of our 

proposal would be higher, due to the higher number of 
employees this would cover, but it would still remain 
negligible as take-up would be concentrated among 
those aged 55 or above.

Alongside this, the government must continue to 
embed Pension Wise – the publicly provided guidance 
service relating to the pension freedoms – for which 
there remains a public interest. To date, the roll-out 
of Pensions Wise has gone relatively well. In most 
cases financial advice is still an appropriate next step 
in order to ensure that people are making informed 
choices. Nonetheless the service has an important role 
to play. Ensuring people are prepared for retirement is 
too important an issue for there not to be a guidance 
provision in place that is accessible and affordable for 
all pension savers.

In addition to ensuring that 
more employees make the most 
of the pension contributions 
on offer from their employers, 
ensuring that people are 
suitably informed of their 
options must be a priority  
for government.
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Exhibit 37 The road ahead for pensions will be bumpy and the destination unknown

Carol Young – chair, CBI pensions panel

The last few years have been a whirlwind for 
employers on pensions, and there is a definite 
craving for regulatory stability. It is not just 
pension regulations that employers need to get to 
grips with. Ensuring people can afford to retire 
at a time that suits them and works for employers 
has big HR implications. 

This challenge has become even more important 
following the 2014 Budget. When I first heard the 
announcement I wondered how employers should 
approach pensions when people can access all of 
their pension savings at 55? The reforms present 
an opportunity for employers to take stock of 
the role they want pensions to take in their 
organisations, and figure out how best to support 
their staff now that there are more choices, and 
more complexity, than ever.

Looking ahead from an employers’ perspective, 
there are four things that are required to ensure 
that a healthy private pension provision develops:

1  Remembering the point of pensions 
We must keep sight of our primary goal: 
ensuring that people can afford to retire. 
All pensions policy needs to be geared towards 
this, building on the lessons of the Turner 
Commission’s approach of building cross-
stakeholder and cross-party consensus, 
not short term politically motivated change.

2  Keeping things simple  
Businesses are committed to pensions but 
they need to be as simple as possible to 
administer, because they need to fit in with the 
wider running of their business. Complexity 

is frustrating even for the biggest of firms. 
Further complexity down the line will lead 
 to employers being forced to focus  
increasingly on compliance at the expense of 
member outcomes.

3  Time to implement and embed changes 
Ideally the pensions framework should be kept 
stable. But inevitably from time to time, reforms 
will occur. To ensure effective implementation, 
employers need time to plan and embed 
changes as there are often requirements to 
consult with staff or union representatives. 
Advanced notice would be ideal, but is not 
something we had for recent changes where 
employers had to implement before the 
industry had time to respond and develop 
solutions.

4  Focus on member outcomes: value, not 
just cost  
It is important that schemes achieve value for 
money for employers and savers. However 
value depends on a number of factors not just 
cost. In a post-freedoms pension landscape 
propositions such as guidance and life 
assurance that are tied in with some schemes 
are optional benefits that employees will 
increasingly value. Not all employers are in a 
position to afford extra propositions, and  
the demographic of a business will also 
determine what features and benefits are 
particularly valued by employees. Government 
therefore needs to ensure that basic quality 
features to ensure value are in place, and allow 
the market and business to build on these as 
capacity allows.
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