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Webinar Logistics

• Attendees in listen only mode.
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“Question” function on control panel 
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Why This Paper, Now?
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• The U.K., realizing that it had a serious 
retirement savings problem, instituted a series 
of retirement programs that sought to expand 
pension coverage.

• U.K. efforts included mandatory employer 
participation, automatic enrollment, employee 
contributions matched by employers and the 
government, and a government sponsored 
retirement program – NEST. 

• What can the U.S. learn from experience in the 
U.K. to help address our lack of retirement 
savings?



The U.K. & the U.S.’s Shared Demographic 
Challenge – Aging Population
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The demographic shift to an older population will 
increase demands upon social safety net programs, 
while decreasing household wealth. 
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i. introduction

In the United States, nearly 40 million – or 45 percent –of 
working-age households do not own a retirement account, 
such as a 401(k) plan or an Individual Retirement Account 
(IRA).1 This shortfall in retirement accounts means that 
the typical working household has virtually no retirement 
savings, and more than three out of five near-retirement 
households have less than one times their income saved for 
retirement.2 A similar deficit in retirement planning exists 
in the United Kingdom and is now being addressed with a 
bold, new retirement savings program. This program requires 
all employers to automatically enroll their employees 
in retirement accounts. Employers are also required to 
contribute to the plan if an employee participates in it; 
however, individuals have the option to opt out. This new 
program is being phased in and should be fully implemented 
by 2018.

The program has succeeded in expanding coverage in the 
U.K. by six million workers, and a total increase in coverage 
of nine million workers is expected when the program is 
fully implemented. 

Across the globe, developed nations face a demographic shift to 
an older population which will reduce economic growth. As the 
aging population increasly demands for improvements to social 
safety net programs to help the elderly, relatively fewer working-
age citizens will be engaged in activity to boost economic output. 
The U.S. and the U.K. display similar demographic trends as seen 
in Table 1. 

Studies of the projected economic impact of aging predict that 
the growth of household wealth will slow and suggest that house-
holds and goverments increase individual savings to counter the 
coming wealth shortfall.3 

The U.S. has made numerous policy innovations over the past 
several decades  to expand  retirement coverage for the American 
workforce. The theory supporting these changes is that employees 
will participate in a retirement plan if doing so is sufficiently con-
venient and attractive for them. In the late 1970’s, 401(k) plans 
emerged initially as supplemental savings accounts for employees 
and over time they have evolved into the primary retirement plan 
for employees of American companies. One of the most recent 
innovations in this vein is the myRA account established by the 
U.S. Treasury Department which serves as an accessable product 
for low-income workers.4 

Despite these policy innovations, pension coverage rates have not 
shifted and have remained around 50 percent or less for decades. 
In addition to lack of access to an employer plan, one of the expla-
nations for low coverage is that in a typical 401(k) plan, less than 
70 percent of eligible workers participate.5 Also, coverage is low 
among part-time workers and full-time workers in small firms.

The typical working American household has minimal retirement 
savings, as the median amount for all households is only $2,500, 
and for near-retirement households the amount is only $14,500. 
Furthermore, 62 percent of working households between the 
ages of 55 and 64 have retirement savings that are less than their 
household’s annual income – an amount far below what they will 
need to maintain their standard of living in retirement.6

A similar situation exists in the U.K., where half of households 
have nearly no savings or investments.7 On average, private sourc-
es of retirement income account for 49 percent of retirement in-

Trend Year US UK
Birth Rates (per 1000) 2005 14 11

2025 13 11

Life Expectancy 2005 77 79

2025 79 81

Median Age 2005 37 38

2025 38 41

Table 1: Demographic trends in the 
United States and United Kingdom

Source: D. Farrell et al., 2005, " The coming demographic 
deficit: How aging populations will reduce global savings," 
McKinsey Global Institute, http://www.mckinsey.com/
industries/financial-services/our-insights/the-coming-
demographic-deficit. 



The U.K. & the U.S.’s Shared Retirement 
Problem, Continued
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• In the U.S. only 50% of individuals are covered by a 
retirement plan.  The typical American household has 
a minimal amount of retirement savings.  
• Median retirement savings is $2,500 among 

working age households.
• Median household retirement savings for near-

retirement households is only $14,500.
• The U.K. has the similar problem, as half of 

households have nearly no retirement savings or 
investments. 



A Short History 
UK Retirement Plan Reforms
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• In 2001, the U.K. required all employers with five or 
more employees to begin offering pension plans to 
their employees, but employers were not required to 
contribute.

• In October 2012, the U.K. launched a new retirement 
savings program that
• mandates all employers, by February 2018, to 

offer a retirement plan; 
• requires employers to automatically enroll their 

employees into plans; and 
• requires mandatory employer and employee 

contributions to the plan.



UK NEST 
Phase In of Automatic Enrollment 
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• Six year phase-in of automatic enrollment started in 
2012 and continues according to the size of the 
employer.

• From the beginning of 2016 through April, 2017, 
employers with less than 30 employees will be enrolled.

• The phase-in will end in February 2018, when all new 
employers since October 2012 (who were not 
previously enrolled) will be required to participate. 
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U.K. Retirement Savings Program Goals 

Since the mid-1970s, the U.K. has enacted numerous reforms 
to its State Pension program, which is comparable to the U.S. 
Social Security system. The reforms have resulted in a complex 
retirement system where workers of different ages are in different 
programs. Until April 2016, the U.K.’s State Pension programs  
included a flat rate means-tested benefit of about $8,000, plus an 
earnings-related State Pension benefit. Since April 2016, the U.K. 
has had a single, flat rate (not earnings-related) program.11 

Historically, the level of benefits in the U.K.’s State Pension pro-
gram has been low, with many people receiving means-tested 
benefits. About 50 percent of pensioners qualify for these ben-
efits.12 This development is a concern because means-tested ben-
efits are administratively expensive to provide and have a stigma 
for many people. OECD figures for gross replacement rates (re-
placement of gross earnings, not subtracting taxes) for a worker 
with average earnings are 21.6 percent for the U.K., compared to 
35.2 percent for the U.S.13  

Starting in 2001, the U.K. required all employers with five or more 
employees to offer a pension plan, called a stakeholder’s pension. 
The U.K. has a system of government-provided health care, and 
thus there appears to be an acceptance in the U.K. of govern-
ment mandates relating to employee benefits. This program did 
not include auto enrollment and has been unsuccessful, resulting 
in many employer-sponsored plans with no participants.14 The 
convenience to employees of an employer-provided plan was not 
a sufficient incentive to have an effect on employee participation.

This new program goes a step further toward the goal of expand-
ing pension coverage by taking a “nudge” approach, as it requires 
that employees be automatically enrolled in the plan, but with an 
opt out provision. 

Employers are required to offer a retirement plan to their em-
ployees – either their own plan or one offered through a third-
party pension provider, such as an insurance company, or through 
NEST. Employers already offering a plan must review its provi-
sions to ensure that minimum requirements are met. Employees 
are automatically enrolled in a pension plan within three months 
of becoming eligible, but they can opt out. Their contribution rate 
is automatically set by the law, but they can choose to contribute 
a higher amount. Their investments are automatically determined 
by a default, but they can choose different investments. They are 
required to leave the assets in the account until retirement with 
limited options for early access.

The Phase In

As shown in Figure 1, automatic enrollment is being phased in 
over a span of six years. Starting in 2012, according to the size 
of the employer – employers with more than 120,000 employ-
ees were the first to implement the program. In the third year – 
2015 - 45,000 employers began offering plans to their employees. 
However, at the end of 2015, only three percent of all employers 
were included, because most employers are small and will be the 
last to adopt the program. As of 2015, of the employers not yet 
phased into the system, 83 percent did not already provide a pen-
sion plan.15 Each month during 2016, 45,000 employers will be 

ii. the u.k. retirement savings program

Figure 1: NEST Phase-In, by Size of Employer, from 2012 to 2017 

Source: NEST, 2016, “Employers’ Guide to Auto Enrolment and NEST.” https://www.nestpensions.org.uk/schemeweb/NestWeb/includes/public/

docs/Employers-guide-to-automatic-enrolment,PDF.pdf

Employers with 250 
staff or more 

Employers with 50 to 
249 staff

Employers with 
30 to 49 staff

Employers with fewer 
than 30 staff

Oct
2012

Feb 
2014

Apr 
2014

Apr 
2015

Aug 
2015

Oct
2015

Jan 
2016

Apr 
2017



10

Requirements for Auto Enrollment

Requirements
• Age 22 or older earning more 

than £10,000 ($12,000) 
annually 

• Maximum age for 
requirement is 65; women’s 
age requirement is lower but 
is phased in with state 
pension.

• Employees age 16-75 can 
ask to be enrolled

7

Who’ll be enrolled?
You need to automatically enrol and make contributions 
for anyone who: 

 isn’t already an active member of a qualifying scheme 

 works or usually works in the UK 

 earns more than £10,000 a year 

 is at least 22 years old but under State Pension age. 

These are known as ‘eligible jobholders’.

The auto enrolment earnings trigger of £10,000 applies 
to the 2016/17 tax year and is reviewed every year by  
the government.

You’ll also need to enrol the following workers if they ask 
you to:

 non-eligible jobholders

 workers without qualifying earnings, also known  
as entitled workers.

You’ll need to make contributions for non-eligible 
jobholders as well and you can choose to make 
contributions for workers without qualifying earnings, 
but you don’t have to.

 

Earnings from £10,000
Eligible jobholder

Earnings between £5,824 
and £10,000

Non-eligible jobholders

Earnings up to £5,824

Workers without 
qualifying earnings

Earnings between £5,824 
and £10,000

Non-eligible jobholder

Age 22 to State Pension age Age 16-22 or State Pension age - 75

Earnings up to £5,824

Workers without 
qualifying earnings
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Types of Plans Used for Auto Enrollment

• Most of the plans used for automatic enrollment are 
defined contribution plans

• The majority of automatically enrolled workers are in 
trust-based plans.

4       National Institute on Retirement Security

will end in February 2018, when all new employers created since 
October 2012 will be required to participate.16

Service Providers 

The capacity in the benefits industry to enroll new pension plans 
is about 2,100 a month.17 Thus, many small employers will be 
forced to enroll with the government plan NEST, even if that 
is not their first choice, because the industry will not have the 
capacity to enroll them.

Research indicates that 74 percent of small and micro-employers 
will use an outside expert to help with auto enrollment. Those 
experts generally are independent financial advisers, payroll 
professionals or accountants, with accountants being the most 
utilized service provider.18

Automatic Enrollment Requirements

The automatic enrollment requirement applies to workers age 
22 and older earning more than a minimum amount of £10,000 
($12,000) annually from their employer. Workers who opt out 
are automatically reenrolled every three years. The maximum 
age for workers for whom the participation requirement applies 

is 65 for men; the maximum of 65 for women is being phased 
in. The maximum age for both men and women is set to rise in 
the future in line with the age at which workers can access their 
State Pension benefits. Employees outside those age ranges but 
in the age range 16 to 75 can ask to be enrolled. Self-employed 
persons are not required to be enrolled, but may do so. 

Most workers eligible for auto enrollment are male, only 36 
percent are female. This is due to the maximum age for manda-
tory enrollment being lower for females than for males and 
more females earn less than the minimum earnings limit. Even 
though many women earn more than the mandatory minimum 
for auto enrollment across multiple jobs, their earnings from an 
individual job does not exceed the minimum amount required 
for automatic enrollment.19 

A relatively high percentage of employees working for small 
employers do not meet the minimum earnings requirement for 
auto enrollment. Among employees meeting the age require-
ments for auto enrollment and working for employers with one 
to four employees, 42 percent do not meet the minimum earn-
ings requirement.20

Types of Plans Used

Most of the plans used for automatic enrollment (86 percent) 
are defined contribution plans as shown in Table 2.  The major-
ity of automatically enrolled workers (53 percent) are in trust-
based plans.

Opting Out

Eligible workers must be auto enrolled within three months of 
becoming eligible, but can then opt-out at any time. The U.K. 
government hopes that inertia will keep workers in the plan. The 
initial results suggest that the program has been successful in re-
taining participants due to automatic enrollment. One study finds 
the overall opt-out rate was 12 percent of auto enrolled partici-
pants. Most individual employers had five to 15 percent of work-
ers who opted out after being automatically enrolled. The per-
centage opting out so far appears to be consistent across different 
sized firms, but automatic enrollment has not been extended to 
the smallest firms, where opt-out rates are expected to be higher 
because they have more lower-income workers.21

Source: The Pensions Regulator, 2015, “Automatic Enrol-
ment—Commentary and Analysis: April 2014 to March 
2015.” http://www.thepensionsregulator.gov.uk/docs/au-
tomatic-enrolment-commentary-analysis-2015.pdf 

Table 2: Types of Plans Used for 
Automatic Enrollment, 2015

Plan type
Percent of workers 
automatically 
enrolled

Defined benefit 6%
Hybrid 5%
Defined contribution 88%

Trust 53%
Contract 35%

Unknown 1%
Total 100%
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Opting-Out

• After being auto enrolled, workers can opt-out at 
any time.

• Overall opt-out rate was 12% of automatically 
enrolled participants.

• Opt-out rates vary considerably by age:
• 23% of participants over the age of 50 
• 9% of those ages 30 to 49
• 7% of those under the age of 30
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Opting Out, Continued

• Main reasons given for opting out:
• Can’t afford contributions
• Already have adequate retirement savings
• Close to retirement
• Employer contribution rate is too low

• Opt-out rate will likely rise as:
• Minimum contribution rate increases over phase-in 

period moves up to four percent for employees.
• Auto enrollment requirement begins to cover 

smaller firms with lower income workers.
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Phase-In of Required Contribution Rates

6       National Institute on Retirement Security

Benefit Payments

The U.K. has a maximum on pension accumulations for the 
2016-2017 tax year of £1,000,000, which will be indexed for in-
flation starting in 2018. Any amount over the lifetime limit that 
is taken as a lump sum is taxed at 55 percent, which is a penalty 
tax rate.30 In the U.S., annual contributions to retirement accunts 
have caps for both employer and total contirbutions, but there 
currently is no maximum on the amount that can be accumulated 
in tax-preferred pensions. However  the Obama Administration 
proposed setting a limit so as to restrict the amount of tax subsidy 
received by people with large pension accounts.

Spousal consent is not required for payouts to retirees. Spouses 
merely have to be notified that they will not receive widow or 
widower benefits if the retiree has not chosen joint and survivor 
protections. Spouses have greater protection in the U.S., where 
they must agree to a payout from an employer-sponsored plan if 

the payout takes a form other than a joint-and-survivor pension.
One of the criticisms of this policy reform is that the ultimate 
contribution rate of eight percent of pay will be insufficient to fi-
nance adequate benefits in retirement and that a higher contribu-
tion rate will be needed. It may be that in the future the contribu-
tion rate will be raised in recognition of this concern. It also may 
be that a higher ultimate contribution rate was not set initially out 
of recognition that it would be easier to pass the reform with the 
lower rates that are set in the current law.

Fees

The U.K. government has placed a cap on fees charged to workers 
on default investment funds of 0.75 percent (75 basis points). In 
addition, the government has banned active member discounts in 
plans used for automatic enrollment, where participants in a plan 
who had changed employers were charged higher fees than active 
participants in the plan.31 

Figure 2: Phase-In of Required Contribution Rates as a Percent of Pay

Source: U.K. Government, 2016, “Workplace Pensions.” https://www.gov.uk/workplace-pensions/what-you-
your-employer-and-the-government-pay
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Fees

• UK government put a cap on fees charged to 
workers on default investment funds of 0.75 
percent.

• The cap on fees has caused fees to cluster 
around the cap – creating little incentive to 
establish lower fees.

• The auto enrollment system is weakened by a 
lack of transparency about fees.
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Overview of

Companies must choose a qualifying pension fund to 
receive the contributions made to auto enrollment 
pensions
• One option is a non-profit, multi-employer pension 

fund established by the government in 2010 called 
the National Employment Savings Trust (NEST)

• NEST serves workers who do not have access to 
a pension plan
• Small employers with low-paid workers are 

less attractive to for-profit pension providers
• NEST targets those smaller employers and low-to-

medium income workers
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NEST Participants Have Grown Since 2014

The United Kingdom's New Retirement Savings Program       7

An alternative approach, taken in the U.S., is not to set a maxi-
mum fee level, but to require employers to offer options with rea-
sonable fees and require providers to clearly disclose fees, where 
participants can choose to select low-fee providers over those 
with higher fees. If the U.S. were to instead establish a cap on 
fees, it is likely that all of the fees would tend to cluster around the 
cap – creating little incentive to establish lower fees.  

A problem with the auto enrollment system is a lack of transpar-
ency about fees. For example, NOW – one of the largest providers 
of pensions through auto enrollment, does not provide informa-
tion about fees on its website.32 The same is true for People’s Pen-
sion, another large provider.33

Companies must choose a qualifying pension fund, meaning one 
to which the required minimum contributions are made, to re-
ceive the contributions made to auto enrollment pensions. The 
system does not contain a default option for employers—they 
must make a choice. One of the options for employers is a non-
profit, multi-employer pension fund established by the govern-
ment in 2010 called the National Employment Savings Trust 
(NEST). In early policy discussions, some argued that everyone 
should be auto enrolled into NEST, but that policy was rejected.34

  
The justification for a government-sponsored pension provider 

is the failure of the market to provide pension plans to some 
workers. In terms of  the demand for pensions by workers and 
the supply of pensions by pension providers, this is a supply-side 
market failure. In particular, many small employers with low-paid 
employees are not attractive to existing for-profit pension pro-
viders.35 For this reason, NEST’s focus is smaller employers and 
low-to-medium income workers. NEST is required to provide a 
pension to any employer enrolling, even if the cost of administer-
ing the pension is greater than the fees NEST receives.

Participants

With the requirement of auto enrollment being extended to more 
employers, the number of participants in NEST is growing rap-
idly. As of April 2014, less than two years after starting, NEST 
had more than one million participants,36 with that number ris-
ing to 1.8 million in 2015,37  2.9 million members as of March 
2016,38 and more than 3.5 million members as of September 
2016 as displayed in Figure 3.39

NEST plays a major role in auto enrollment. Roughly half of auto 
enrolled workers are participating in NEST. More than 185,000 
employers have signed up with NEST. Thus, more than 70 per-
cent of employers who have participated in auto enrollment have 
done so through NEST. 

Figure 3: NEST Participants Have Grown Over Time

Source: NEST
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How               Works

Employers can use NEST as:
• the sole plan for all their workers;
• an additional plan, to an existing plan, for a particular 

group of workers;
• an entry-level plan that covers the waiting period of an 

existing plan;
• a base plan to make additional voluntary contributions; 

or
• a catch-all plan for all eligible workers who have not 

joined an existing plan.
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How              Works, Continued

NEST currently charges no fees to employers 
who wish to use it as the pension plan for their 
employees.
• Costs of NEST are picked-up by participants 

through higher fees.
• NEST is not completely free to employers 

because they must purchase appropriate 
payroll software.
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Contributions

• 2016 - 2017: contribution limit of £4,900 a year
• April 2017 - future: no contribution limit
• Workers can temporarily suspend their 

contributions and later restart them
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Investments

A worker enrolling in NEST is automatically put 
into a retirement date fund (similar to a Target 
Date Fund) based on the year he/she will be 
eligible to receive their State Pension benefits 

• NEST has 47 retirement date funds 
corresponding to each calendar year

• Workers can notify NEST if they wish to have 
their investments in a different retirement 
date fund or in a non-retirement date fund
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Investments, Continued

NEST investment classes include:
• international and U.K. large-cap stocks
• developed country small-cap stocks
• emerging market stocks
• U.K. and international government bonds
• high-yield bonds
• U.K. investment-grade corporate bonds
• inflation-linked bonds
• money market investments
• U.K. and domestic real estate
• emerging market bond fund
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Investments: Glide Path

• First 5 years: conservative investments
• Next 30 years: aggressive investments
• Final 10 years: conservative investments

Foundation 
phase

Growth 
phase

Consolidation 
phase

Years until retirement

46+ 030 540 20 15
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NEST Retirement Date Funds
Unless they tell us otherwise, we’ll put a member’s 
money into one of our NEST Retirement Date Funds 
based on the year we expect them to retire. There’ll be a 
fund for every year a member could take their money 
out of NEST. For example, if they expect to take their 
money out in 2022, their retirement pot will be put in 
the NEST 2022 Retirement Fund.  

It’s easy to get help with NEST  
We understand you may want someone else to 
administer NEST on your behalf, so we’ve built delegated 
access into the scheme. This means you can hand over 
some or all of the tasks involved in managing NEST to 
other people. You can decide to do this at any time, 
either when you’re setting up or later on when your 
scheme is up and running. All you need to do is make 
sure you sign NEST’s terms and conditions. 

You choose how much responsibility you want to hand 
over. It can range from just being able to look at the 
account and double check everything’s ok to setting up 
and running the whole scheme. 

Types of access
You can give different people different levels of access to 
your account.

 A full access delegate can carry out all tasks on your 
behalf and view all records.

 You can give people access to specific tasks only, for 
example, enrolling workers, putting together and 
submitting contribution schedules or making payments.

 You could give someone ‘read-only’ access, so they 
can read your account records but not change them.

How NEST can help

So, if they’re five years from retirement, we’ll manage 
their money in a particular way, making sure it’s ready 
for them to take it out. If they’re 20 years from 
retirement, we’ll manage their money differently, 
focusing on growing it as much as possible.

NEST’s other fund choices
NEST Retirement Date Funds are likely to be the best 
option for most of our members. However, we offer a 
choice of funds for people with personal beliefs or 
preferences about how we manage their money. 

 NEST Ethical Fund

 NEST Sharia Fund

 NEST Higher Risk Fund

 NEST Lower Growth Fund

 NEST Pre-retirement Fund

For more information visit  
nestpensions.org.uk/otherfundchoicesNEST Retirement Date Funds allow us to look after 

members’ money in different ways depending on how 
close they are to taking their money out of NEST. Each 
of these funds is managed according to the life stage of 
members in it. 
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Management

NEST is a master trust managed by as many as 
14 trustees as a jointly trusteed fund.
• Trustees are appointed by governmental 

official.
• Trustees select the funds to be offered to 

participants. 
• NEST outsources the management of its 

investment funds.
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Management Fees

NEST charges the same fees to all size 
participants and for all of investment options. 

The NEST fees are 
• 0.3 percent of assets 
• 1.8 percent of contributions

The charge is made on all contributions, including 
those by employers and the government.
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Changing Jobs Before Retirement

If an employee: 
• loses their job, they can continue contributing to 

NEST if contributions are at least £10 per 
contribution, or 

• changes jobs, the employee can continue in the 
plan, regardless of whether the new employer 
participates.

NEST does not allow money to be transferred out 
to an employer-sponsored pension plan.
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Withdrawing Prior to Retirement

Unless employees opt-out within the first month of 
participation, money contributed to the fund stays in 
NEST until retirement, with a minimum age of 55.

• pre-retirement cash outs, hardship withdrawals, 
and loans are not permitted

• workers with serious medical conditions or 
workers who are unable to work due to a 
disability may be able to take an early withdrawal.
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Consequences of 

• Positive: 
• Workers are placing a higher priority on 

saving for retirement.
• Saving for retirement has risen to the 

third priority for saving in the U.K.
• Auto enrollment is viewed as a good idea.

• Negative:
• Women still lag behind men in access to 

retirement savings plans.
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Conclusions

• U.K.’s efforts to expand pension coverage have 
gone beyond those in the U.S., as the U.K. 
required:
• all employers with 5+ employees offer a 

pension plan;
• automatic enrollment into a plan; and a
• mandatory level of matching employer 

contributions.
• Furthermore, the U.K. created a 

government-sponsored plan which accepts 
all employers.
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Conclusions, Continued
• The U.S. approach to lack of retirement savings has 

been incremental as opposed to a sweeping initiative 
like the U.K.

• The U.S. efforts include: voluntary auto enrollment, the 
Saver’s Credit, introduction of myRA, and state efforts 
to create retirement savings programs. 

• The U.K. is on track to expand enrollment in plans and 
boost retirement savings, through mandating employers 
offer plans, automatically enrolling employees, and 
establishing mandatory contributions. 

• Without such reforms, which some view as 
controversial, the U.S. will likely lag behind the U.K, in 
retirement security for workers. 



We Make It Easy: 
Members Only Tool Kit
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Members Only Site

• Members Only PowerPoint
• Members Only sample social media 

posts
• Members Only sample newsletter/blog 

copy
• Members Only suggestions for 

distributing report
• Press Release 
• PowerPoint 
• Webinar Replay
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