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The Pension Credit

Introduction

For the past five years, Government policy on pensions has been a combination of means-tested benefits for today’s pensioners and private pensions for tomorrow’s.  This has created a major dilemma.  

People in work are urged to save more for their retirement, but for millions of people, saving more means that they will get less help from the state.  Under the means-testing rules which apply at present, for a pensioner below the level of the Minimum Income Guarantee (MIG), an extra £1 a week from a private pension scheme results in a £1 reduction in income support. The Pension Credit is therefore an attempt to solve this dilemma.  

However, despite the Government’s attempt to re-package and promote the Pension Credit as something new – it is actually income support by yet another name.

How will it work?

From April 2003, the MIG is expected to be £100 for a single pensioner and £154 for a couple. Under the Pension Credit, those aged 65 and over with a full basic state pension and a total income of between £77 and £134.50 a week (and between £123 and £200 for couples) will be entitled to have 60p of every additional £1 above the basic state pension disregarded when applying for MIG. This ‘disregard’ will take effect from October 2003 and will be known as a Savings Credit. 

For example:

A man aged 72 with a full state pension of £77 a week and an additional income of £20 (from a private pension) has a total income of £97 a week. Under the present rules, he would get a MIG payment of £3 a week to raise his total income to £100.  Under the new rules, 60% (60p in the pound) of the £20 additional income - £12 a week - will be ignored and he will be treated as having a total income of £85 instead of £97.  He will therefore get a Pension Credit of £15 – made up of the difference between the £100 MIG level and his assumed income of £85.  His total income, including the Pension Credit, will therefore be £112 a week (£97+£15). 

As well as giving more money to pensioners already getting the MIG, the Pension Credit will also draw in over 3 million pensioners who don’t qualify at present because their income is above the MIG level. 
For example:

A woman aged 66 with a full basic state pension of £77 a week and an additional income of £40 (from SERPS) has a total income of £117 a week. At present she does not qualify for income support because her income is well over the £100 MIG level, but from October 2003, 60% of her £40 additional income - £24 - will be ignored and she will be treated as having an income of only £93 a week.  She will therefore get a Pension Credit of £7 to bring her up to the £100 MIG level and her total income will be £124 a week (£117+£7).

However, some people won’t do so well. For example, because the 60% ‘disregard’ applies only to those aged 65 or over, women claiming their state pension at 60 will have to wait another five years before they can benefit from the new rules. In addition, as the ‘disregard’ only applies to income above the full basic state pension – many women who do not have full contribution records will not receive the full reward for their savings. 

For example:

A woman aged 70 with a reduced basic state pension of £67 a week and an additional income of £20 (from an occupational pension), has a total income of £87 a week. Her basic pension is below the full rate of £77 because she did not pay enough contributions, having spent many years caring for an elderly relative. The 60% ‘disregard’ therefore only applies to income over £77, so only £10 of her additional income is ignored, giving a disregard of £6. She will therefore be treated as having an assumed income of £81 and as a result will get a Pension Credit of £19 to bring her up to the £100 MIG level. Her total income, including the Pension Credit, will therefore be £106 a week (£87+£19).

Analysis


The Government claim the idea behind the Pension Credit is to reward those who have built up modest savings, encourage future generations to put money aside for their retirement and eliminate pensioner poverty. However, by presenting the Pension Credit as two benefits (MIG and the Savings Credit) rather than one, they have made the proposals needlessly complicated. There also remain a number of issues that need further consideration:

1. Income from savings

Under the present income support rules, a pensioner can have up to £6,000 savings without any reduction of benefit entitlement; but a pensioner with savings over £12,000 cannot receive income support.  Savings between £6,000 and £12,000 are assumed to produce a weekly income equivalent to an annual interest rate of 20.8%.  Under the Pension Credit, from 2003, the £12,000 limit will be abolished and the assumed income from savings over £6,000 will be halved. However, the government will still assume that pensioners are receiving an interest rate of 10.4%. This gives a completely false picture of pensioner income and needs reviewing.

2. Housing and council tax benefits
The Government has promised that nobody will lose housing benefit or council tax benefit as a result of receiving the Pension Credit.  This appears to mean that these benefits will be calculated in the same way as now, with anyone whose income does not exceed the MIG getting maximum benefit.  However, for those above the MIG level each additional £1 of pension or income from savings will result in a 40p reduction of Pension Credit and a 51p reduction of housing and council tax benefits - equivalent to a tax rate of 91%, leaving the recipient only 9p better off.  

Of course, only tenants will be affected in this way, as owner-occupiers do not qualify for housing benefit.  Nevertheless, it is officially estimated that 8% of recipients of Pension Credit - about 400,000 pensioners - will be affected through loss of entitlement to Pension Credit, housing and council tax benefit.

3. Uprating

The Government has said that the MIG will rise in line with earnings during this Parliament, but it is not known what will happen after that.  Similarly, while the 60% ‘disregard’ will initially apply to income above the level of the basic pension; that too could change in future years.  So it’s impossible to say what the Pension Credit will be worth after 2003-04 or how many people will be entitled.  What we do know is that, if the starting point for the 60% disregard remains the same as the basic pension and therefore rises in line with prices, while the MIG rises in line with earnings, the cost of the Pension Credit and the number of people drawn into means-testing will both rise.

4. The disregard percentage

The disregard will initially be 60% of qualifying income, but the percentage will be fixed by regulations and will not necessarily remain as high as 60%.  Reducing it would be another way of preventing the cost from rising.

5. Income qualifying for the disregard

The types of income that will qualify for the 60% disregard are to be specified in regulations.  The Government has said that they will include a “second pension”, whether from a private scheme or the state earnings-related pension scheme (SERPS), and the assumed income from savings.  But it is not known whether a pensioner’s part-time earnings will qualify or, if not, whether the £5 limit on the amount a pensioner can earn without loss of benefit will be raised to a more sensible level (the NPC has suggested £40 per week).

6. No incentive to save 

Retirement pensions are already subject to uncertainties such as the future of the basic pension, the risk of money purchase private schemes and the closing of final salary based occupational pensions. Adding the Pension Credit to these uncertainties will create even more difficulties when planning for retirement and many will decide to spend their money now rather than saving it for their old age. The Government also claims that its policies are designed to help the poorest pensioners, but most of those entitled to the Pension Credit will have incomes above the MIG, while many of those below the MIG (mainly women) will gain little or nothing because they do not have additional income from either private pensions or savings over £6,000. This will not encourage people to save for their retirement.

7. Increase in means-testing

It has been estimated that the Pension Credit will, for the first time in the post-war era, bring around 5.5 million older people (half the pensioner population) into means-testing. Yet the problems associated with means-testing are well documented.

Despite a £10m advertising campaign, some half a million pensioners eligible for the MIG still do not claim. The MIG has therefore failed in its single aim of helping those who need it most. Adding another 3 million to the number entitled to claim is unlikely to improve the take-up rate, so the number of non-claimants is likely to be well over a million.

The Government also argues that the Pension Credit means test is not really a means test at all, because in most cases changes in income will only have to be reported every five years. But anyone claiming for the first time will still have to reveal every detail of their finances.

8. Discrimination against women 
Official figures show that 51% of all women pensioners do not qualify for a full state pension, because often for domestic reasons, they were unable to build up the necessary years in full-time paid employment. However, under the existing proposals, the Pension Credit will only relate to income above the state pension level. Therefore, if an individual does not receive a full state pension, not all of their savings will qualify for the 60% ‘disregard’. It is wrong to say that the Pension Credit therefore ‘rewards’ savings. Furthermore, even if they do have a full state pension, they cannot begin to claim the Savings Credit until they reach 65.

9. No end to pensioner poverty

It is estimated that the Pension Credit will cost £2 billion a year to introduce (and that cost will rise as more people become eligible). However, rather than eliminating the problem of pensioner poverty – the Pension Credit actually perpetuates it through the widespread use of means-testing. The NPC therefore continues to call for a decent basic state pension (immediately raised to the level of MIG), that is uprated annually in line with average earnings, as the most effective way of giving all pensioners a solid foundation of financial security in retirement.

What you can do

· Lobby MPs – Groups and individuals should contact their local MPs (either by letter or in person) and inform them of our concerns as soon as possible before the Pension Credit Bill is debated in the House of Commons. Let the NPC know if your MP supports our view.

· Raise awareness – Hold meetings on the Pension Credit to let pensioners know how it will affect them. The NPC may be able to provide a speaker if you so wish. Copy this briefing paper and circulate it as widely as possible throughout the pensioners’ movement.

· Spread the message – Write to the local newspaper(s) outlining the problems with the Pension Credit and how it will affect older people.

For more information contact the NPC at:

9 Arkwright Road
London NW3 6AB 

Tel: 0207-431-9820
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