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Introduction

This Briefing Note considers the
impact of the introduction of auto-
matic enrolment on younger peo-
ple and future generations particu-
larly the young cohort of workers
entering the workforce who may
be automatically enrolled in to
pension schemes for their entire
working life.

This note highlights the change in
participation brought about by au-
tomatic enrolment, and uses case
study projections to consider the
types of outcomes for individual
millennials (see summary box).

Background

Automatic enrolment (AE) was
part of the package of recommen-
dations set out by The Pensions
Commission, who were set up in
the 2002 to look at the state and
private pension system in the UK.
These proposals received cross-
party support in Parliament and
were legislated to come into effect
from 2012.

Under AE employers are required
to enrol employees who meet eligi-
bility criteria into a workplace pen-
sion. The eligibility criteria are
comprised of being over age 22
and below State Pension age (SPa),
and earning over a trigger amount
(currently set at £10,000) from the
employer.

Having satisfied the eligibility re-
quirements, employees must be
automatically enrolled into a quali-
fying workplace pension scheme.
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Summary: Automatic enrolment of
young people and future generations

(all figures in 2017 earnings terms)

* Millennials make up around 40% of the target group for
automatic enrolment.

* Automatic enrolment has almost doubled the participation
of 22 to 29 year olds in pension schemes.

* A 22 year old median earning man in 2017 may be able to
achieve a pension fund of £108k under AE minimum
contributions.

* Removing the triple lock on State Pensions could reduce
the retirement income of a 22 year old low earner by 5%.

* A median earning 18 year old automatically enrolled under
the AE Review recommendations, at age 18, with the lower
earnings limit removed, could achieve a fund of £146k at
their SPa, 32% higher than under the current AE policy.

In the case of a Defined Contri- e expand eligibility to 18 year

bution (DC) scheme, there must olds,
be a minimum total contribution e calculate pension contribu-
level (increasing up to 8% of tions from the first pound of

band salary, from 2019), of which salary, and
a prescribed percentage must e suggested piloting expanding
come from the employer (3% of automatic enrolment to self
band salary). Minimum contribu- employed people.
tions are expressed in terms of
band salary, which is the amount Millennials
of earnings between the lower There is no universally accepted
earnings limit up to the higher definition of millennials. Con-
rate tax threshold (currently ceptually, the phrase refers to
£5,876 to £45,000). the generation who came of age
in the new millennium. This is
Automatic Enrolment Review taken by researchers and de-
2017 mographers to include people
During 2017 the Department for born in the early 1980s up to
Work and Pensions carried out a people born in the mid to late
review of the first five years of 1990s. For the purpose of this
AE. The findings of that review note we consider individuals
were published in December born between 1982 and 1995 to
2017.1 be millennials, that is people
who were aged 22 to 35 by the
The review made recommenda- end of 2017.
tions regarding the future of AE:

PPI Briefing Notes clarify topical issues in pensions policy.
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Changes within the pensions land-
scape mean that millennials have
very different opportunities and
potential outcomes to those who
came before. For example, the de-
cline in Defined Benefit (DB) pen-
sion schemes in the private sector
means that few millennials work-
ing in the private sector will have
any substantial DB entitlement at
retirement.

The impact of automatic enrol-
ment upon saving coverage

There are estimated to be approxi-
mately 11 million people in the
eligible target group, the employ-
ees who fulfil the eligibility criteria
for AE and who were not active
members of appropriate schemes
already. Millennials make up
around 40% of the eligible target
group for automatic enrolment. 2

AE has increased millennials like-
lihood of participating in a pen-
sion scheme

Saving data for eligible employees
suggests that by 2015/16, partici-
pation in workplace pensions
stood at 72% of eligible 22-29 year
olds. In 2011/12, before the intro-
duction of automatic enrolment,
participation for the then 22-29
year olds was at 36%.3 This is an
increase of 36 percentage points,
suggesting that participation in
workplace pension schemes has
doubled as a result of automatic
enrolment (Table 1).

Opt out rates

The average opt out rate for auto-
matically enrolled employees has
been fairly consistent since imple-
mentation at around 9% of em-
ployees. Data on opt-outs from
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Table 1: Automatic enrolment has
increased participation in pension
savings, especially among younger

people

Participation rate in 2012 (pre automatic enrolment)

and in 2016 by age group

Participation rate
in 2012

Participation rate
in 2016

Change in
participation

22-29
30-39
40-49
50-SPa

36%
54%
62%
62%

72%
77%
81%
80%

36%
23.4%
19%
18.1%

automatic enrolment does not
suggest that millennials are more
likely to opt out than older indi-
viduals.

DWP analysis of samples of em-
ployers who staged in 2013 and
in 2014 indicated that millennials
were least likely to opt out (with
opt out rates at around 7% in
2014), with employees over 50
being most likely (with opt out
rates around 23% in 2014). 4

Impact of AE on millennial sav-
ers: case studies

As millennials are the employees
who entered the workforce dur-
ing the initial implementation of
automatic enrolment they may
be the first cohort to spend their
entire working life in pension
schemes that they were automat-
ically enrolled into.

The PPI have modelled four hy-
pothetical individuals to exam-
ine the effect of automatic enrol-

ment on millennials with differ-
ent characteristics.

The individuals are modelled
stochastically by performing
runs using 3,000 scenarios of
possible future economic out-
comes and investment returns.
Key results are presented as the
median outcome of the stochas-
tic runs, with distributional re-
sults highlighting the quartile
outcomes.

The case study individuals are:

e Tom, an older median earn-
ing millennial man, aged 35
in 2017, at age 40 he earns
£34,000 in 2017 earnings
terms;

¢ Jack, a younger median earn-
ing millennial man, aged 22
in 2017, at age 40 he earns
£34,000 in 2017 earnings
terms;

¢ Ruth, a high earning millen-
nial woman, earning at the
90th percentile rate, aged 27
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Chart 1: Saving more than automatic

enrolment minimum contributions can
provide a better outcome in retirement
Median fund value at State Pension age (in 2017 earnings

terms) from saving at auto-enrolment minimum,
traditional DC pension schemes, generous DC pension

Tom (older millennial aged Jack (younger millennial Ruth (high earner aged 27 in Jem (low earner aged 27 in
35in 2017, assumed to earn aged 22 in 2017, assumed to 2017, assumed to earn £49k 2017, assumed to earn £19k

earn £34k at age 40) at age 40)

H 16% total contributions
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at age 40)

in 2017, at age 40 she earns
£49,000 in 2017 earnings terms;

e Jem, a low earning millennial
woman, earning at the 30th per-
centile rate, aged 27 in 2017, at
age 40 she earns £19,000 in 2017
earnings terms.

Without any private saving, mil-
lennials would be reliant in retire-
ment solely on the State Pension.
With private saving they may be
able to improve their post retire-
ment wealth, or income. Auto-
matic enrolment appears to be ef-
fective in getting young people to
start saving earlier.

At current annuity prices Ruth’s
fund could double the income she
might receive from the State. Ruth
is the highest earner and therefore
has the highest private pension,
others are less likely to have such
a high income. For example, Jem,

who is the lowest earning of the
examples, has an additional in-
come as a result of AE of a third
of the State Pension level.

After initial phasing of the con-
tributions under automatic en-
rolment, the minimum required
contributions are at 8% of band
salary. Having pension saving at
minimum AE contribution levels
leads to better outcomes in re-
tirement than having no pension
saving, which might have been
the case for many individuals
before automatic enrolment.

However, the pension under
minimum AE contributions may
be a starting point for pension
savings, leading to greater pen-
sion savings. Schemes with high-
er contributions will likely
achieve higher pension funds at
retirement.

Chart 1 compares fund sizes at
retirement in three DC pension
schemes:

e AE minimum— AE minimum
contributions;

e 8% total contributions— a
scheme with total contribu-
tions of 8% of full salary, a
common total contribution
level before automatic enrol-
ment was introduced;

e 16% total contributions—a
scheme with 16% total contri-
butions, a relatively generous
DC pension scheme.

Tom, the older millennial might
have a private pension fund of
£79,700 (in 2017 earnings terms)
under AE minimum contribu-
tions, compared with £116,300
(in 2017 earnings terms) under
the 8% DC pension scheme, 46%
higher than the AE minimum.
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Chart 2: The range of possible fund values
is larger under a scheme with higher

Distribution of outcomes of case studies saving under
automatic enrolment minimum contributions, and generous
DC pension scheme with 16% contributions
(£,000s in 2017 earnings terms, 75" percentile, median and 25
percentile results labelled. Results of 3,000 economic scenarios)

£426.2|
£361.8

£303.4 — £323.1

£274.1 4
£210.0 £204.7
£180.4
£142.1 £158.1
£107.8 57 £121.6
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Chart 2 is a box plot. Box plots allow graphic representation of a distribution of outcomes. The rectangle represents the 25t
to 75t percentiles of the distribution while the ends of the vertical line represent the 10th and 90th percentiles. The horizon-
tal marker in the box represents the median. (Median, 25th, and 75t percentile values are labelled in the chart.)

The pension fund under the auto-

matic enrolment minimum is less

than the pension fund at 8% con-
tributions for two reasons:

e contributions to AE are phased,
and until 2019 are less than 8%,
and

e contributions under AE are on a
portion of salary rather than the
total salary, so are less than 8%
of full salary

Under the 8% DC scheme Jack, the
younger millennial has a fund 27%
higher than his fund under the AE
minimum. The difference is small-
er for Jack than for Tom because
Jack was enrolled in 2017 so
missed a lot of the phasing of con-
tributions.

The lower limit on band earn-
ings is more restrictive for lower
earners than for higher earners.
For example, Ruth, the higher
earner has a pension fund at 8%
contributions which is 35%
higher than under the AE mini-
mum. Jem, the lower earner, has
a pension fund 68% higher un-
der the 8% contributions com-
pared to AE minimum.

Distribution of fund values

In contrast with Chart 1, which
set out the median fund values
of pension savings, Chart 2
shows the distribution of possi-
ble fund values. Making higher
contributions can result in a
higher range of outcomes than
under the AE minimum contri-

butions. The possible outcomes
are as a result of better or worse
than expected investment re-
turns and are modelled using
the PPI's economic scenario
generator.

For example, under the current
automatic enrolment minimum
contributions, the median out-
come for Ruth is a fund at re-
tirement of £158,100, however
she has a 10% chance that her
outcome will be above £261,500,
and a 10% chance it will be be-
low £97,700. If Ruth were in a
generous pension scheme with
total contributions of 16% of
salary, then her median fund
value might be around
£426,200, but she might have a
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Chart 3: Stopping saving before retirement
can be significantly detrimental to
retirement outcome

Median fund value at retirement (in 2017 earnings terms) from
saving at auto-enrolment minimum, delaying starting for 5 years,
stopping 5 years before SPa, saving 5 years after SPa

AE eligible ages W Start 5 years later
m Stop 5 years pre SPa

Tom (older millennial aged Jack (younger millennial Ruth (high earner aged 27 in Jem (low earner aged 27 in
35in 2017, assumed to earn aged 22 in 2017, assumed to 2017, assumed to earn £49k 2017, assumed to earn £19k

£34k at age 40) earn £34k at age 40) at age 40)

B Save 5 years past SPa
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10% chance of achieving over from £79,700 to £68,000, a reduc-

£723,100.

tion of around 15%.

Saving for a longer or shorter peri- Delaying starting saving by five

od of time

years is also detrimental, but in

Saving for five years beyond State the case of the modelled indi-
Pension age (SPa) can increase the viduals it is not as damaging as
amount in the pension fund. For ceasing to save. The reasons for
example, Ruth could increase her this are that the amount of mon-

pension by 14% from

£158,100 to ey going into the pension

£180,700 by saving for five more scheme in the first five years is
years. However this requires indi- low. This is because earnings at
viduals to be in a position to con- younger ages are likely to be

tinue to work, which is

not always relatively lower than at older

easy; family commitments, health ages. Also, for this cohort of in-
issues, employment opportunities dividuals, the first five years of
may all limit an individual’s abil- saving coincides with the phas-
ity to continue saving (Chart 3). ing of the minimum AE contri-

butions, where the contribution

Ceasing to save before State Pen- rates are relatively low.

sion age can be detrimental to the

pension fund. In the case of Tom, Taking a career break during
ceasing to save five years before their working life also reduces
retirement reduces his pension the individual's ability to build

up private pension savings.
Breaks can, depending on cir-
cumstances, also reduce the
number of qualifying years for
the State Pension being built up.
However in the instances of car-
ing, receiving unemployment or
disability benefits, the qualify-
ing years are credited.

A career break of 10 years for
ages 30-39 inclusive could re-
duce the pension fund saved by
Jem by 30% from £51,700 to
£36,300. The impact of the ca-
reer break on an individual de-
pends on the level of earnings
forgone during the period of the
career break.

Impact of the triple lock

The impact of the triple lock on
the retirement income of future
pensioners is likely to be greater
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Chart 4: The triple lock has a proportionally resosroucivsmrum
larger impact on lower earning millennials
than higher earners

Total annual income at retirement (in 2017 earnings

terms) from private pension plus State Pension under
differing State Pension upratings

Earnings linked State Pension
B Double locked State Pension
B Triple locked State Pension

£8,800 AE Pension

£6,000 AE Pension

Tom (older millennial aged Jack (younger millennial Ruth (high earner aged 27 in Jem (low earner aged 27 in
35 in 2017, assumed to earn aged 22 in 2017, assumed to 2017, assumed to earn £49k 2017, assumed to earn £19k

earn £34k at age 40) at age 40)

PPI

£2,900 AE Pension

at age 40)

than it is for current pensioners.
When the first millennials reach
their SPa, the triple lock would
have been in effect for around 40
years, therefore would have had a
longer period to influence the level
of State Pension.

The triple lock defines the way in
which the State Pensions are up-
rated, it does not apply to private
pensions. However the State Pen-
sion and the triple lock are im-
portant in considering what mil-
lennials’ total retirement income
might be.

The triple lock increases the State
Pension by the greater of the an-
nual growth in earnings, CPI, or
by 2.5%. The triple lock is due to
last at least until 2020, and is as-
sumed to continue in the PPI mod-
elling.

If the triple lock were to be re-

moved, then there are two likely

replacement policies:

e Double lock—the greater of
earnings and CPL

o Earnings growth—in line with
legislation.

When the first millennials reach
SPa in around 2050, any uprating
policy introduced in 2020 will
have been in effect for 30 years.

Jem’s total pension income (state
and private) would be 2% lower
under the double lock than the
triple lock, and would be 5%
lower under earnings growth
than triple lock (Chart 4).

The proportional impact of a
change in State Pension uprating
on an individual’s total retire-
ment income depends on how

reliant they are on the State Pen-
sion.

Ruth is less dependent on the
State Pension, so her reduction
is a lower proportion of her to-
tal retirement income. For ex-
ample, the reduction from triple
lock to earnings uprated is less
than 4% of her total retirement
income.

2017 AE Review recommenda-
tions

The 2017 Automatic Enrolment
Review made recommendations
for the future of automatic en-
rolment. These included remov-
ing the lower limit on salary for
contributions, and reducing the
minimum age for eligibility to
AE from 22 to 18.
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£34k at age 40)

Chart 5: Removing the lower earnings limit
can bring AE pension savings closer to
traditional DC schemes

Median fund value at State Pension age (in 2017 earnings

terms) from saving at current auto-enrolment limits,
traditional DC contributions, and AE removing the lower

salary limit from 2018
Current AE limits
£250,000 | m Traditional DC (8% contributions)
m AE lower salary limit removed from 2018
£200,000
£150,000
£100,000
£50,000
£0

Tom (older millennial aged Jack (younger millennial Ruth (high earner aged 27 in Jem (low earner aged 27 in
35in 2017, assumed to earn aged 22 in 2017, assumed to 2017, assumed to earn £49k 2017, assumed to earn £19k

earn £34k at age 40) at age 40)
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Removing the lower limit on eligi-
ble salary

Removing the lower limit on eligi-
ble salary would mean that contri-
butions are made on more of the
individual’s salary. Indeed, contri-
butions would be on total income
for eligible basic rate taxpayers;
because the wupper band limit
which curtails eligible salary is
currently set at the higher tax rate
threshold.

The impact of this change is larger
for lower earners than higher
earners as a larger portion of low-
er earners’ total salary is excluded
by the lower limit (Chart 5). For
example Jem, the lowest earning
of our individuals, might see an
increase on her pension fund of
44%, while Jack, who earns more
than Jem but is still a basic rate
taxpayer, would have an increase
of 25% of his pension fund.

For someone whose salary is
£10,000 a year, the trigger value
for eligibility, removing the low-
er limit on contributions would
increase their salary eligible for
contributions ~ from  £4,124
(£10,000—£5,876) to £10,000, over
twice as high as the existing sala-
ry band.

Reducing the age limit

Starting saving earlier can im-
prove an individual’s pension
outcome. An 18 year old could
have a pension fund 4% higher if
they were to begin saving now
rather than waiting until they are
automatically enrolled 4 years
later. A median earning man
could have a pension pot of
£115,200 if they start saving im-
mediately, 4% higher than if they
were to start saving at age 22
(£111,000) (Chart 6).

The removal of the lower limit
on contributions acts on all fu-
ture years of contributions. If
the lower limit were removed
then Dan could achieve a pen-
sion fund of around £146,200 in
2017 earnings terms, 32% high-
er than under the current AE

policy.

High earning individuals who
start saving from age 18 could
achieve large pension funds
The distributional analysis for
an 18 year old suggests that the
median earning 18 year old has
a 10% chance of achieving a
pension fund of over £250,000
under minimum contributions
with no lower earnings limit
(Chart 7).

A high earning 18 year-old,
earning at the 90th percentile
level who is in a generous DC
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Chart 6: Removing lower limit on salary for rewoxsroucyinsmmore

contributions can have a significant impact
on outcomes

Impact of removing the lower Pension fund at SPa of an 18
limit on salary eligible for year old in 2018 under current
minimum AE contributions and recommended AE policies

(2017 earnings terms)

Salary Band No Lower | Difference
level Salary Limit £160,000

£10,000  £4,124  £10000  142% £140.000
£15000  £9,124  £15000  64% £120,000

£20,000 £14,124  £20,000 42% £100,000

£25,000 £19,124 £25000  31% £80,000

£60,000
£30,000  £24,124  £30,000 24%
£40,000

£35,000 £29,124  £35,000 20%
£20,000

£40,000 £34,124  £40,000 17% £0
Auto-enrolled Auto-enrolled No lower limit
£45,000+ £39,124 £45,000 15% from age22 fromage18 on salary from
age18
Chart 7: Long term saving in a generous G

pension scheme could lead to pension pots
over £1 million

Distribution of outcomes of 18 year old median earner and 90th percentile
earner saving under automatic enrolment minimum contributions (cbns),
and generous DC pension scheme with 16% contributions

(£,000s in 2017 earnings terms, 75" percentile, median and 25" percentile results
labelled. Results of 3,000 economic scenarios)
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£437.8
£400 - £388.8 £380.5 £440.3 1
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£200 A 193.2 £220.7 £240.8 719.5
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£109.8
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Median earner in Median earner 16% Median earner 16% High earner in AE High earner 16%  High earner 16%
AE 18-SPa cbn 18-SPa cbn 18-73 18-SPa cbn 18-SPa cbn 18-73
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pension scheme with 16% contri- This Briefing Note was sponsored by Standard
butions has a 10% chance of Life. We are grateful to Standard Life for their
achieving a pension fund of support in producing this note.

around £1million, if they save up

to SPa, or £1.2 million if they con-

tinue saving to age 73. S t a n d a r d L i fe

Conclusions

AE has increased participation of Thet
millennials in pension saving, like-
ly giving a better pension outcome
to more people than the existing
system by bringing many millen-
nials into saving at a younger age.
The recommendations of the 2017
AE review should increase pen-
sion savings further, by starting
still earlier and increasing the con-
tribution amounts being saved,
especially for lower earning indi-
viduals.

1. DWP (2017): Automatic Enrolment
Review 2017

2. DWP (2017): Automatic Enrolment
Review 2017

3. DWP (2017): Automatic Enrolment
Review 2017

4. DWP (2014): Automatic enrolment opt
out rates: Findings from qualitative re-
search with employers staging in 2014

For more information on this topic, please contact

John Adams, PPI Senior Policy Analyst

020 7848 3675 john@pensionspolicyinstitute.org.uk

www.pensionspolicyinstitute.org.uk ©PPI February 2018
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Millennials make up
around 40% of the
target population for
automatic enrolment.

o A median earning
: male aged 22 in 2017
who saves at 8%
contributions will
have a pension fund
27% higher than his
fund under the AE

minimum.

e

2015/16

2011/12

36% 236
O -

—

S

Participation in workplace
pensions has doubled for 22-29
year olds due to the introduction
of automatic enrolment.

A high earning female
‘ earning at the 90th
) percentile and aged 27 in
2017 has a median
pension pot of £158,100
under the AE minimum.

l‘ If she contributes 16% to
her pension, her median

pension pot would be
£426,200.

If the triple lock
remains up to the
retirement of
millennials, it has a
larger proportional
impact on lower
earners. Removing
the triple lock could
reduce retirement
income by 5%.

earnings limit and
automatically enrolling
at age 18 means a
median earner could
achieve a pension pot
of £146,200, 32%
higher than under the
current policy.

Removing the lower ’




