
Do not rely on pot luck
Ros Altmann takes a look at the FCA recommendations on pensions 
transfers and suggests some innovations that could make the market 
work better for consumers

A pensions revolution is underway. Until the 
“pensions freedom” of 2015, 90 per cent of those 
reaching scheme pension age bought an annuity, 
which was often unsuitable or poor value. By 
removing the effective requirement for most people 
to annuitise, the new landscape improves potential 
outcomes for millions of over-55s. The financial 
services regulator (FCA) has analysed how these 
reforms are working and its research highlighted 
areas of concern, especially with regard to guidance, 
but also good reasons for optimism.

Many people have taken money from their pension funds 
since 2015 – and concerns have been raised about half a 
million pots withdrawn completely.  However, these were 
generally small and 94 per cent of people cashing-in had 
other pensions to rely on. Stopping people with relatively 
small pension funds from having to buy annuities they may 
not need was precisely the point of the reforms. Critics of 
the new regime seem to forget how the annuity market 
often failed consumers. Many bought the wrong type, when 
too young and at a poor rate, with no one to guide them. In 
future, when most people will rely on defined contribution 
pensions for non-state pension income, it will be vital to 
ensure they do not cash-in too early.

Those taking just tax-free cash are not receiving enough 
guidance or advice to help them make the best decisions. In 
fact, if you do not really need the money, the best advice is 
to hang onto your pension fund. Pensions are free of income 
and capital gains taxes and unused funds pass on free of 
inheritance tax – far better than bank accounts or ISAs. 

To help people understand the advantages of pensions, and 
the new freedoms, there is a new, impartial, free guidance 
service – Pension Wise. Further, pension providers must write 
to customers six months before their scheme’s pension age, 
which is usually before age 65. Abolishing these “wake-up” 
packs, in favour of letters at age 50 that recommend taking 
free guidance and summarise pension savings so far, could 
be a much more helpful service.  

FCA suggestions that tax-free cash withdrawals be 
decoupled from the remaining pot, which could be left 

alone, would ensure funds last into later life. Pensions could 
even cover future care costs. But people need more help in 
making decisions. Take-up of Pension Wise is disturbingly 
low. More than 90 per cent of relevant customers never 
speak to a Pension Wise adviser. Policymakers could require 
pension companies to send those considering withdrawing 
money to Pension Wise as their first port of call – rather than 
just contacting their provider’s in-house sales team, as  
happens currently. 

The FCA study clearly shows there is room for improvement. 
Consumers need more support and protection in comparing 
costs and managing complexities of drawdown products. 
The FCA also highlights a disappointing lack of mass-market 
innovation for customers. New decumulation products – 
such as “flexi-access drawdown” and “uncrystallised fund 
pensions lump sums’ or ‘UFPLS’ for short (yes, really) – show 
scant understanding of consumers. Baffling jargon, complex 
structures and high fees prevail.

New “standard” (ie default) products are needed, perhaps 
encompassing growth funds with high-risk, medium-
risk or low-risk investment strategies, similar to those for 
pension accumulation; or income funds; and products with 
professionally-overseen standard withdrawal rates and 
capped charges. Indeed, entirely new ideas for customers, 
could make pensions a simpler, more user-friendly product 
to fit people’s increasingly flexible needs. Lifetime pension 
accounts could be developed – moving seamlessly from a 
growth phase to an income withdrawal phase at a time of 
the customer’s choosing. Once innovative new approaches 
are available, customers can then remedy unsuitable 
drawdown choices in future – unlike irreversible annuitisation.

Trusting people with their own money is right, but the  
industry needs a more customer-centric approach. 
Modernising pensions with attractive new products, fair 
charges, more guidance – and advice – can help millions 
enjoy a richer retirement. 
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