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	Reference
	Comment

	Q22
	It is now recognised that many people face a number of behavioural barriers which prevent them behaving optimally. When it comes to decumulation, what are the key barriers? 
	

	
	A fundamental barrier to people behaving optimally that cannot be ignored is the general lack of financial capability among the population. The reforms announced in the 2014 Budget have been consistently framed in terms of ‘freedom and choice’, but if people do not have the skills and motivation to think about their money and make informed decisions about their retirement choices then giving people information about their options will not suffice. Near the point of the retirement is also far too late to begin imparting these messages – the best way to help people to make informed decisions that are right for their circumstances is to ensure that they approach this decision with a positive attitude towards money and an understanding , and this is best achieved by supporting people to engage with their money throughout their lives.
 
	

	Q24
	(a) What lessons from auto-enrolment in the accumulation phase can be brought to the decumulation phase? 

(b) Given the importance of income security for the elderly and the existence of longevity risk, is there a case for  defaulting people into buying longevity insurance via auto-enrolment (i.e., drawdown with longevity insurance becomes the default retirement strategy)? Consider the advantages and disadvantages of such a strategy. 

(c) What would be the likely annualised cost of such products for individuals?

(d) How could the default principle, upon which the success of auto-enrolment is predicated, be best reconciled with the individual freedoms for DC decumulation introduced in the 2014 Budget?
	

	
	(d) The default nature of auto-enrolment (which recognises that individuals do not always make considered choices about their finances) is at odds with the individual freedoms for DC decumulation (which assumes that individuals are best able to make decisions about their money). We do not believe these are entirely irreconcilable, but far greater policy attention needs to be given to their interaction.

We suggest elsewhere in this submission that improving engagement with money matters throughout an individual’s life can help them make better-informed decisions about decumulation. There will still, however, be large numbers of people whose engagement is limited. 
An individual who does not engage at all with their DC savings upon retirement should not be defaulted into a particular product, and their pot should simply sit there until they access it. However, lots of people who do want to engage but are not comfortable making extremely complex decisions about their retirement will simply want an answer to the question “What should I do?”, and the guidance guarantee as currently constituted will not answer this.

To accommodate people who fall into the above category and who are not catered for by the regulated financial advice market industry should develop a ‘default recommendation’ that is likely to be appropriate for most people in their general circumstances (for example health, family status, pot size). This could then be provided as part of the guidance guarantee.
	

	Q26
	What are your views on the guidance guarantee and how effective it will be?
	

	
	The guidance guarantee is far too limited in scope, which will greatly reduce its effectiveness. We are still awaiting final details of the guidance guarantee’s operation, and it is likely that this will remain unknown until the first sessions are delivered after April. However, it appears that the content of the guarantee will be limited to giving consumers a list of relevant ‘things to think about’ and pros and cons of different options.
Such a service would have been useful – and perhaps sufficient – in the previous landscape of a very limited choice of product for the majority of retirees with Defined Contribution pots, and we welcome the recognition of the need for support the guidance guarantee represents. But we are very concerned that it will not nearly go far enough to be sufficient following the reforms announced in the 2014 Budget, particularly for those who are not able to access regulated financial advice.
In our initial response to Freedom and Choice in Pensions we argued that the guidance delivered as part of the guidance guarantee must, at a minimum, fulfil three criteria:

· It must be tailored to an individual’s situation;

· It must come to some form of conclusion; and

· It must provide ongoing support throughout retirement.

Faced with a bewildering range of options around retirement income decisions, if the guidance is not able to answer the question of ‘What should I do?’ or even ‘What do most people with my characteristics do?’, it will not equip people with the skills to make a decision. This is of particular concern when it comes to the large number of retirees who will not have sufficiently large pension pots to make seeking regulated financial advice a sound choice. We are concerned that policymakers routinely overestimate people’s financial capability, and this is an area where such an overestimation could have severe consequences for individuals and the ultimate success of the pension freedoms.
The limited impact of the guarantee will be compounded by the fact that for many people approaching retirement this will be the first time they have seriously engaged with their retirement savings (or, in all too many cases, with their money at all). Asking individuals to go from ‘zero to pensions’ is like trying to build a house without laying the foundations first, and we believe there is a need to build individuals’ financial capability throughout their life so that they approach retirement with the skills to engage more fully with the complex financial decisions that will be required of them.
The reforms to access to pension savings announced in the 2014 Budget represent a major shift in how people engage with their retirement savings. Combined with the impact of auto-enrolment, which will lead to far more people retiring with Defined Contribution pots, we will see more people retiring with DC savings that they are required to make more decisions with. In many cases this will involve them considering products (such as drawdown) that had previously been unavailable to them as a result of the previous pension taxation system, as well as products that are entirely new to the UK market.
Under the new DC pension system there are two main types of decision retirees will need to make. The first is making the decision at the point of accessing their pension savings. While we support the increase in retirement savings that auto-enrolment should lead to, we are concerned that given the automatic element of auto-enrolment, retirees will only engage with their pension savings at the point of retirement. 
For those people who choose to go into drawdown, decisions around managing that pot of money – which is finite and can be exhausted, unlike a salary or an annuity – are the issue. Both of these are complex decisions, and while we welcome the recognition of this represented by the introduction of the guidance guarantee, only providing support at the point of retirement will not lead to the best outcomes for consumers. We also have strong concerns about the scope of the guidance that will be offered, particularly for those who may be unable to access regulated financial advice.


	

	Q27
	(a) Will other forms of guidance and advice be needed? 
(b) For DC savers who prefer to make their own decisions, what is the best way to build on the guidance guarantee to help individuals avoid buying retail products that are inappropriate (e.g., in relation to risk) and/or poor value (e.g., in relation to price)?
	

	
	There will clearly be a need for regulated financial advice for people with complex financial situations and for those who want advice on specific products or providers, even if the guidance guarantee were able to meet the criteria we outline above. But for some consumers who are not able to meet the cost of full, regulated advice a different solution is needed.

Regulatory initiatives to close the ‘advice gap’ have to date largely focused on simplified or focused advice, encouraging regulated providers to offer some services at a lower cost. This is undoubtedly welcome, but more attention should be paid to the role of non-regulated third-sector partners in closing this gap ‘from the bottom’ – specifically there is a need for greater consideration of the regulatory perimeter of advice. At present the non-regulated sector is extremely constrained in the advice it is able to provide, but by providing greater clarity and allowing third-sector organisations to go further outside of the scope of regulation should also be a part of providing the advice and guidance people will need.

Relaxing this perimeter would enable non-regulated organisations to deliver more useful guidance, but there also needs to be funding available for third-sector organisations to be able to deliver that guidance, face-to-face, at points throughout people’s  lives. This would not only reduce the advice gap at retirement, but would also improve people’s engagement with their money more generally, which is vital if they are to approach retirement with the skills, knowledge and motivation to make the most of their freedoms.
The Money Advice Service would be the obvious body to distribute this funding from its £40m+ money advice budget (which is separated from its debt advice budget), but at present it funds almost no face-to-face financial capability programmes and does not deliver any of its own directly, while its own work is exclusively online. This is a major gap in MAS’ work to date and one we have repeatedly urged it to address.
We are pleased that the FCA has responded to concerns raised by industry and consumer groups and will introduce a ‘second line of defence’, requiring providers to ask a set of questions of all customers and warn them of relevant product features. The remedies proposed in the FCA’s Retirement Income Market Study in relation to annuities also appear to be comprehensive and welcome, and if implemented fully should help individuals avoid buying inappropriate or poor value products.

	

	Q28
	(a) What specific risks should regulatory safeguards aim to address in relation to financial decisions made at retirement?

(b) At what point does individual choice cease to be a regulatory concern/responsibility?
	

	
	Regulatory safeguards should aim to address the risks of individuals making decisions that are clearly counter to their best interests, or making decisions based on incomplete information or understanding of a products features and risks, as relevant to their circumstances.

As the recent FCA report on the annuities market has shown, it cannot and should not be assumed that just showing a consumer has been given the relevant information at some point is sufficient here. For example, the FCA found some instances where annuity customers were only told at one point about the open market option, as well as being given dense and complex information (such as in wake-up packs). The information was available to the consumer, but not in a reasonable way.

	

	Q29

	Some DC customers might draw down all their pots in the early years of retirement, a decision they might subsequently regret. What is the most effective way of assisting DC customers to act in their best long-term interests?
	

	
	Any customer considering adopting an approach to their retirement income that carries the risk of drawing down their entire pot should not only be told the likelihood that they will exhaust their pot, but also what that will mean for them – i.e. how much state support they can expect to live on if their private pension means are spent.
The guidance guarantee should also encourage consumers to think coherently about death, not just the woolly and sanitised talk of ‘how long you’ll live’ or ‘the rest of your life’. As part of this the guidance guarantee should provide interactive tools that allow DC customers to estimate how long their pot would last under different assumptions of their longevity.
A key part of assisting customers to act in their best long-term interests, meanwhile, is to encourage them to recognise the importance of planning ahead, and considering long-term interests as well as short-term interests, earlier in life. Developing support for people at retirement to think about their money should only be one part of a whole-of-life strategy to improve people’s engagement with their money.
	

	Q31
	Are there other ways of supporting pension savers to make the right choice at retirement for them and their family?
	

	
	If savers are to make the right choice at retirement for them and their family – as well as throughout retirement for those who do not crystallise their savings – they need a good level of underlying financial capability. Deciding on any pension product is a complex decision that requires a wide range of factors to be weighed against each other, but at present there is ample evidence that large numbers of people in the UK either do not have the skills or the knowledge to do this. Without taking steps to build up financial capability before the point of retirement,  there will inevitably be large numbers of savers for whom the freedoms are not an opportunity to deservedly choose the best option for their hard-earned pension pot, but a near-impossible task that carries with it serious potential for lasting detriment.
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