
The Risk Perception of Pensions
An Industry Insight exploring the risk perception of pensions, causes behind 
the low levels  of engagement and possible implications for the new pension 
freedoms which  began in April 2015 

Public discussion about pensions in the UK is 
frequently couched in headlines such as “pension 
crisis” and “ticking time bomb”, with warnings 
about the significant number of people not 
saving or under-saving for later life. Government 
analysis, for example, estimates that 11.9m people 
are not saving enough to maintain their standard 
of living into old age1 – although many of these 
could improve their situation by saving “a little 
more”. This white paper explores how the public’s 
understanding of risk may help explain why there 
are such low levels of engagement with defined 
contribution (DC) pensions and planning for later 
life, and considers the implications for the new 
pension freedoms which began in April 2015. Will 
the increase in control savers can have over their 
pensions, reduce the perception of risk and hence 
increase the level of engagement? 

Over time, the number of people in the UK accepting and 
understanding it is their responsibility, as opposed to the 
responsibility of government or a person’s employer, to 
ensure sufficient retirement income has been increasing; 
the proportion has increased from 52 per cent in 
2006 to 60 per cent in 20122. However, people still do 
not necessarily feel able or motivated to exercise this 
responsibility. One possible explanation for historically low 
engagement with personal pensions in the UK is on the 
whole, personal investment is just not part of our national 
psyche. Only a small proportion of households have any 
other type of non-pension investments where capital is at 
risk (Table 1). When it comes to pensions, official statistics 
show that just 15 per cent of households in the UK have 
wealth in personal pensions and 14 per cent have wealth in 
current occupational defined contribution pensions.3 

Automatic enrolment in workplace pensions did indeed 
seem to provide the ultimate behavioural “nudge” required 
to increase saving for retirement; more than 5m people 
have already been automatically enrolled into workplace 
pensions in the UK and opt-out rates run at around one 

in 10.4 However, the pension ‘journey’ is still very much 
characterised by inertia and low engagement, with UK 
pension scheme members uninterested in making any 
active choices about investments or registering online 
to receive more information about their pension.5 Once 
in a pension scheme, UK members, as in many other 
countries, are unlikely to make any further investment 
choices or switch investments.6 Members may make an 
informed choice to remain in a default fund but, far more 
likely, they have little awareness or interest about how their 
pension savings are invested. 

This disengagement could emanate from the UK 
population’s intolerance towards the types of the risks 
which DC pensions are associated with. These risks are 
characterised as unknown, uncontrollable, not easily 
reduced, holding a catastrophic potential and the number 
of these risks is perceived to outweigh the benefits. 
Through a saver’s eyes, therefore, DC pensions may 
seem very much at odds with the purpose of pension 
saving. Rather than offering security or any guarantee of a 
comfortable retirement, DC pensions may appear fraught 

Table 1: Percentage of households in the UK with formal 
financial assets (excluding private pensions), 2010/12

Savings accounts 58
Isas (including Peps) 48
National Savings certificates and bonds 22
UK shares 12
Insurance products1 7
Fixed term bonds 11
Employee shares and share options 6
Unit/investment trusts 5
Overseas shares 2
UK bond / gilts 1

Includes life insurance, friendly society or endowment policies (excluding 

mortgage linked endowments). Excludes term insurance policies. 

Source: Wealth in Great Britain Wave 3, 2010-12.  

Chapter 5: ‘Financial wealth’, ONS, 2014.



with risks – the risk that they may not get back the money 
they invested and, more particularly, the risk that their 
pension savings do not make sufficient returns to provide 
an adequate income in retirement. This provides strong 
support for why the principle of deferred gratification 
no longer holds and instead the option of immediate 
gratification, or liquid cash savings, seems a sensible 
choice. 

Adding to the perception of risks, savers also feel uncertain 
when it comes to trying to work out the material benefits 
of saving into a DC pension. Only about a third (36 per 
cent) of private pension savers who are pre-retirement 
age say they have a good or reasonable idea what their 
income in retirement will be; 21 per cent admit to having a 
vague idea, while 41 per cent say they have no idea.7 Many 
DC members say they want practical help to work out 
what a “good” outcome will look like and the steps they 
can take to achieve that outcome. In recent research with 
DC members, two-thirds said they would like guidance on 
how much they should pay into their pension each month 
and three-quarters said they needed help to work out 
how much their annual income was likely to be when they 
retire. There is strong support for employers to help DC 
members “get the whole picture” about what retirement 
income they should aim for and the contributions needed 
to make that happen.8 

The reform on pension freedoms provides the prime 
opportunity to increase the engagement levels and 
encourage savers to request more information and advice 
to guide their decisions. Savers are given more options 
about how they can use their pension savings and greater 
power over how they choose to spend, save or invest this 
which should increase interest levels. Previously you were 
able to withdraw up to 25% of your pension tax free – but 
only through taking this in one lump sum; this provided 
people with a dilemma and a big risk-associated decision 
to make. However, the new option allows people who 
are not opting to take an annuity or go into drawdown, 
to instead keep their pension where it is and withdraw 
multiple quantities when desired, with the first 25 per cent 
tax-free. This removes the associated responsibility and risk 
of making a one-off decision and potentially withdrawing a 
lump sum of money they may not require at the time.  
As people should now feel much more in control and have 
more of a say in what happens to their money, this should 
hopefully encourage interest in saving for the future.

The new freedoms have been received with positivity and 
Nest reported 34 per cent of people said they will think 
about planning for retirement sooner, increasing to 40 
per cent among 22-30-year-olds. 29 per cent of people 
overall said they are more likely to increase their pension 
contributions as a result of the new freedoms.9 We should 
treat these encouraging signs cautiously however; pension 
aspirations, as expressed in research studies, do not 
necessarily translate into action. 

It is important to combat the information overload 
which the large number of pension investment options 
produce. International research demonstrates that at 
the accumulation stage this causes confusion which 
results in the greater use of defaults. If the vast number 
of choices which the pensions reform produces are 
not communicated clearly and effectively, we are likely 
to see similar issues at the decumulation stage – when 
decisions may well be irreversible. The UK public’s risk 
aversion will also be as much of a challenge, if not more, 
at decumulation as at accumulation. Practical help for 
savers to work out the outcomes they want to achieve 
from their pension, in terms of the pounds and pence, the 
sort of life they want and the steps they should take to 
get there, would be a start. Although, there is a high level 
of disinterest and disengagement to break through, the 
positive public mood around the new pension freedoms 
could provide the opportunity needed to encourage 
pension savers present and future to engage more with 
these important decisions. 

    

This Industry Insight has been repurposed from the 
article ‘Feathering the Nest’ by Sharon Collard, professor 
of personal finance capability at the Open University 
Business School’s True Potential Centre for the Public 
Understanding of Finance (True Potential PUFin), which 
was first published in Financial World, April/May 2015. 
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