MODEL LETTER TO MPs
Dear…………………………..MP
Early Day Motion 697 supporting the Local Government Pension Scheme has been laid by Colin Burgon MP. We urge you to show your support by signing the EDM and writing to the Chancellor on this issue.

In the Pre Budget Report (PBR) on 9th December 2009, the Chancellor announced a 1% cap on employer contribution increases for the main public sector pension schemes:  Teachers’ Pension Scheme, NHS, Civil Service and the Local Government Pension Scheme (LGPS).  I am writing to draw your attention to the particular circumstances of the LGPS that make this an impractical and inappropriate way forward for that scheme.

Unlike the other public sector schemes, the LGPS is a funded scheme.  It has assets of over £100 billion.  Its operation is far more like private sector defined benefit schemes than it is to the other public sector schemes.  The level of employer contribution required to meet the current build up of benefits in the Local Government Pension Scheme is around 13.6%. This is less than the comparable average employer contribution in the private sector.  There is also a deficit from past underfunding.  As with any figure associated with the LGPS, the estimated deficit – around £30 billion - appears substantial. However, set against the income of the scheme - more than £11 billion per year - this is affordable.
In April 2008 a new set of benefits and member contributions was introduced to make the LGPS viable and sustainable for the long term.  Employers, government and members worked out a new LGPS on this basis after lengthy negotiations and industrial action.  UNISON does not believe that there is any necessity for any stakeholder to abandon the fundamentals of the 2008 LGPS reforms.  This long and detailed process of developing a new pension scheme involved addressing issues such as improving life expectancy and the pension costs these improvements bring.  In fact, since the new scheme was introduced, one firm of actuaries has found that a number of LGPS funds have been over-costing longevity and as a result have been contributing more to the scheme than is necessary.
The regulations outlining the terms of the new 2008 scheme incorporated a requirement for the CLG Secretary of State (not the Treasury) to develop a mechanism for meeting the costs associated with the future service accrual in the scheme.  The process has involved the establishment and regular meetings of the Policy Review Group:  a sustainability committee consisting of representatives of employers, practitioners, advisers, employees (including UNISON) and CLG.  This group, which last met on 7th December, two days before the PBR, has been developing a framework of scheme assessment and has held discussions which already accept that future cost changes will be evaluated as and when they arise.  This will enable employees and employers to agree any reforms needed.  With a scheme structure and workforce of such complexity as exists in the LGPS, this is essential.  After all, the LGPS is the largest pension scheme in the UK contributing to the retirement income of more than four million people.
The new LGPS was designed to save money, which it will, with millions of pounds generated in savings year on year.  It was also designed to suit the local government workforce and employers, incorporating at its centre, the concept of fairness.  High earners in the scheme, for example, pay higher contributions as part of the graduated member contribution rates introduced in 2008.  While the average member contribution to the scheme has increased by 0.6% and the income yield from members by 19%, the actual contributions range from 5.5% for the lowest earners to 7.5% for those earning over £78,700.  In addition, UNISON has supported the introduction of a 10% contribution rate for those earning over £100,000.
The recent reforms to the scheme have been successful not only in equipping the scheme to manage its costs over the long term but also in encouraging individuals to participate in pension saving.  Public sector schemes are much more successful in encouraging low to medium earners to save for their own retirements than private sector schemes.  In particular the contribution made by the LGPS to improving women’s pension saving should not be underestimated.  Distorting the balance of the scheme’s funding as proposed by the Treasury will damage the LGPS and undermine confidence in pension saving in the one area where individuals have consistently recognised the need for them to save.
Not only is it unnecessary, we are also very concerned that a rigid 1% cap on employer contribution increases could encourage irresponsible behaviour on the part of some contributing employers and funds who may be tempted to underfund the scheme in the knowledge that employees will be liable for the consequences.  In a generally well run scheme, whose investments have outperformed the majority of schemes in the private sector, this perverse incentive has the potential to seriously destabilize an otherwise securely funded pension scheme.

Under previous governments, the LGPS was manipulated for political ends, allowing employers to underfund the scheme. For example, this occurred in the late 1980s, in order to smooth out the arrival of the Poll Tax. Past pension holidays or reduced employer contributions are the reason that past service deficits exist now.  There is a consensus that past service deficits are the responsibility of employers to fund.  We would not want an announcement from Treasury to override this and make current and future LGPS members liable for the political follies of the past.
UNISON is seeking clarity from the Treasury over how the announcement in the PBR affects the LGPS.  We urge all elected representatives to make the case for the LGPS as an affordable, sustainable scheme which is an asset both to the economy through its £100 billion investment portfolio and to society through the millions of people encouraged to save for their retirement.
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