
Review
Interim report on public sector 
pensions delivered
On Thursday 7 October 2010 the independent Public Service Pensions Commission, chaired 
by former Labour Secretary of State for Work and Pensions John (now Lord) Hutton, published 
its interim report. The Commission has been tasked with undertaking a fundamental structural 
review of public service pension provision and recommending how public service pensions can 
be made sustainable and affordable in the long-term, fair to both the public service workforce and 
the taxpayer and consistent with the fiscal challenges ahead.

In the first stage of his review Hutton intended “to set about identifying the problem and 
establishing the framework for solutions”, with the full report (expected in time for Budget 2011) 
due to recommend long-term solutions. The Commission also looked for immediate cost-saving 
measures to feed into the Comprehensive Spending Review (due on 20 October 2010).

Key conclusions

After hearing evidence over a period of two months from contributors across the industry, Hutton 
has concluded that:

•  defined benefit accrual should continue in some form both for current members and new 
entrants where defined benefits are currently available …

•  … but the costs need to be more transparent and calculated using more realistic assumptions 
…

•  … and those costs should be met by employers and members to a greater extent, with an eye 
also to inter-generational fairness between taxpayers.

Short-term cost-savings

In the short-term, Hutton strongly recommends an increase to member contributions for new 
joiners and existing members (but protecting the lowest-paid workers). These increases should, 
the report suggests, be staged and care should be taken to avoid significant opting-out since this 
would ultimately increase reliance on the State welfare system. It will be for the Government to 
consider the rate and timing of any such increases – public sector unions have already reacted 
negatively to this element of the report.

Hints at longer-term proposals

Whilst (as expected) the report does not go into detail about the final recommendations, it is clear 
that significant changes will be proposed. There are some clues in the interim report as to what 
these may be.

Hutton is convinced of the need to ensure good quality, adequate public sector pension provision. 
He is particularly concerned not to impact upon benefits that have already been earned. However, 
he hints strongly at a rise to normal retirement ages and intimates that a switch from a final salary 
basis to career-average revalued earnings (CARE) may be more appropriate for future service. 
The second stage of evidence will also examine in more detail international experience with 
unfunded and notional defined contribution arrangements with risk-sharing features.
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Impact on private sector

In terms of the private sector (other than personal interests as taxpayers!), any changes will have 
the greatest impact on employers of former public sector workers. At present, the Government’s 
Fair Deal on Pensions policy requires such employees to be given “broadly comparable” pension 
benefits. Lord Hutton is keenly aware of the barriers to competition this creates for outsourcing 
and will address this issue in his final report. For now, he has simply expressed the view that 
extending private sector access to public sector schemes with a full pass-through of costs is not 
an attractive solution.

In the longer term, whether private sector employers will be able to make corresponding changes 
to the broadly comparable benefits offered to existing (as well as new) employees will depend on 
the terms of their pension scheme and the contracts under which these employees transferred 
from the public sector. Recent proposals to remove the two-tier workforce code show the 
Government is also alive to these issues and, perhaps, signals a wider willingness in Whitehall to 
look again at Fair Deal.
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