
Background information on pension schemes and the USS dispute 

This document gives a brief explanation of defined benefit, defined contribution and hybrid pension 

schemes, with particular reference to the USS scheme, followed by a summary of the current 

dispute about pensions. 

 

1. THE “DEFINED BENEFIT” PENSIONS PROMISE 

Employers and workers both contribute a percentage of each pay check into a pot of money that is 

invested into financial markets to grow. Those investments can be made more aggressively (to grow 

more) or more conservatively (to reduce the risk of ever shrinking). In a pure “defined benefit” (DB) 

scheme, employers promise employees/members an annual pension when they retire.  

The promised pension can be based upon either your final salary in the year you retire (or the best 

of years near retirement) or your average salary over your career revalued to allow for inflation. The 

fraction of this salary you receive depends on how many years you worked and contributed to the 

plan (more on this below).  

If it looks as if investments will not grow sufficiently to meet those promises, both sides can agree to 

either contribute more (as happened three years ago when employers agreed to raise their 

contributions from 14% to 18% and members from 6% to 8%), or to reduce the pension pay-outs 

promised in the future. However, past pensions promises have to be honoured. If there is a shortfall 

employers are required to pick up the tab, meaning they bear all of the risk, not members.  

 

2. THE ALTERNATIVE – “DEFINED CONTRIBUTION” PENSIONS 

In these schemes, employers make no such promises. Employers and members contribute into the 

pot which is invested, as with DB, but on retirement members are allocated a share of the pot that 

depends on how much they’ve contributed and how well the investments have done. Thus, in these 

“defined contribution” or DC schemes, all the investment risk is borne by members, and none by 

employers.  

In addition, DC faces members with a second wave of risk, because when they retire it is their 

responsibility to convert their individual pot of money into annual income. Typically they would do 

this by buying an “annuity” (money paid up front in return for a guaranteed stream of yearly 

payments), or leaving it invested and drawing down from the capital year by year, if the interest is 

insufficient to live on. Annuities last till you die and are regular and known but may or may not keep 

up with inflation. Further, annuity rates vary enormously over time (and are terrible at present) so 

what you get annually is something of a lottery. For example, people retiring in 1999 got three times 

as much as those who retired with the same (in “real”–inflation adjusted-terms) lump sum in 2012.  

Drawdown may give you more initially because you can choose how much to take each year, but 

incurs longevity risk: you have to guess how long you will live so you don’t run out of money and end 

up with nothing to live on. Sadly this happens.  



  

3. HOW THE CURRENT USS “HYBRID” SCHEME WORKS 

Until 2014, all USS was DB, either final salary or career average revalued earnings (CARE) as 

described above. However, in 2014 a hybrid scheme was set up whereby when you retire all salary 

up to £55,550 goes into a DB while any salary above this threshold goes into an supplementary DC 

pension.  

For the DB element, each year you work counts towards your promised pension according to a 

fraction known as the “accrual rate”. Currently, this fraction is 1/75. That means that your annual 

pension is calculated as your career average salary (adjusted for inflation) multiplied by the number 

of years you worked, divided by 75. So if your (inflation adjusted) average career salary was, for 

example, £50,000, over the span of a 38 year career, you would receive a DB retirement income of a 

just over £25k, while if your relevant salary was £40,000 over 20 years of work, your retirement 

income would be a bit under £11k. 

This part of your retirement income was guaranteed. If there wasn't enough money in the pot to pay 

it, the universities would have been required (by their collective promise or “covenant”) to make 

good any shortfall by putting in more money. 

This “defined benefit” covers the first £55,550 of your salary. Anything above that is put into an 

individual DC pot and given to you as a lump sum when you retire. At that point it’s up to you to 

choose between taking it as a lump sum, or buying an annuity with it, as described above – again, 

how much an annuity would pay depends heavily on your luck. It might be large or small depending 

on the market conditions when you happened to retire. However, under the 2014 hybrid scheme, 

this uncertainty only affected the portion of your income over £55,550. Everyone, though, knew that 

whatever happened with any additional lump sums, they at least had guaranteed yearly income 

from their DB pension to fall back on. 

  

4. THE SEPTEMBER 2017 UUK CONSULTATION CHANGED ALL OF THIS 

We understand that USS was going to keep the hybrid scheme in its current form apart from, 

possibly, some fairly minor adjustments to the DB threshold level and deficit recovery payments. 

However, this changed after UUK initiated a "consultation" (not a vote) with its 68 employer 

members. We don’t know exactly what happened in this consultation, but UUK reported that 42% of 

the pre-1992 universities in USS said they did not like the amount of risk they were exposed to in the 

future if stock markets slowed down and they had to pay in extra to cover the pensions of their 

retirees. They wanted the plan to be changed to take on less risk in the future. This is important, 

because there are only two ways to make plans less risky: you can feed more money into their pot 

now, or you can promise less money to be paid-out from it as pensions later - or some combination 

of those two; you can also invest more of the fund in low-yielding gilts (government bonds), but this 

would have the perverse effect of reducing asset growth and increasing the purported deficit.  

Admittedly, it is possible that for some universities risk may represent a genuine concern that they 

might be required to make payments in the future that would be so big they would go out of 



business. However, we have since discovered that the 42% figure included many individual Oxbridge 

colleges, some of them no bigger than individual Schools of the University of Manchester (but much 

richer!). Factoring this in, we believe that only around 30% of actual universities said they wanted 

lower risk. 

We don't know why UUK allowed this to happen, but it seems to have skewed the consultation in 

favour of those universities who wanted to shift risk away from themselves and onto their individual 

workers. Whatever the reasons, the September consultation lead to USS laying down new rules 

requiring less risk for the pot and, in turn, to UUK to proposing that the DB part of the scheme 

should be closed down – temporarily, they said, but few believed them.  

It is important to note here that the USS Trustee Board is the body legally mandated to make this 

determination of acceptable risk. Once they do so, neither UUK nor UCU have the legal power to 

change it; all they can do is haggle over the balance between how much extra money goes in and 

how much less money will go out in payments to retirees. 

 

5. WHAT UUK PROPOSED ON JANUARY 23rd AND SUBSEQUENT STRIKES 

So UUK hatched a new plan. The defined benefit portion would be got rid of (for at least the current 

three year valuation period). All of your contributions would go into a single individual DC pot, and 

when you retire you would get whatever happened to be in there, be it a lot or a little. The 

University would no longer carry any risk at all of a market slowdown; it would all be heaped onto 

the shoulders of individual, vulnerable retirees. 

This was not acceptable to UCU. When UUK refused to negotiate we polled our members and then 

we marched out on strike. 

Our strikes have been a huge success.  Our picket lines have been strong throughout, our students 

are supportive, so much so that employers were surprised by our strength and forced to take notice. 

Our first victory was that we forced them to stop taking us for granted and come to the negotiating 

table for talks facilitated by ACAS, the Advisory, Conciliation and Arbitration. This is the independent 

public body mandated to help employers and trade unions resolve industrial disputes. 

Our second victory was that we got a new offer out of them, on Monday 12th March. This 

represented a dramatic movement away from their extreme DC-only position and towards one that 

started to offer some protection for our retirees in the form of DB pensions – but at a lower £42k 

threshold and much lower 1/85 accrual rate. 

In this offer, UUK also agreed to an independent review of the financial methodology for 

determining the health of the pension scheme. This was a big win for us as we have for years been 

strongly disputing the methods used by USS and its actuary (Mercers) use in their legally required 

triennial valuations of the fund.  This review would be completed in time for the next, 2020 USS 

valuation, except this time with an agreed on valuation and the employers aware that we are willing 

and able to call major strike actions if they tried to casually run us over again. 



UUK also agreed to explore creative alternative ways of calculating pensions (for example, the 

“collective defined contribution” CDC model) that they had previously refused to consider, though a 

longer time line would be necessary to implement such a scheme since there are some legal 

obstacles that would need resolving. These plans still shift risk from employers to individual 

members, but offer slightly better individual protections than pure DC plans. A discussion of how 

they work is beyond the scope of the present document. 

The March 12th ACAS proposals entailed a number of compromises: 

1. UUK moved the threshold for Defined Benefits from £0.00 to £42,000 (though down from 

the old value of £55,550).  

2. Employers and individual members would both increase their contributions (19.3% from 

them, 8.7% from us, up from 18% and 8% respectively) into the pension pot each year in order to 

ensure it did not run short.  

3. In return for the above, the DB accrual rate would decrease from 1/75 to 1/85. That means 

that you would receive a smaller guaranteed pension payment for the same number of years 

worked. Whereas lowering the DB threshold only affect salaries over £42k, this accrual rate 

reduction affect everyone including those on the lowest salaries. 

4. An inflation cap of 2.5% was imposed on the calculation of career-average income, and 

future DB pensions. This is potentially very damaging, because it means that we get an effective pay 

cut whenever inflation rises at even a modest rate. 

The upshot is that a person with £50,000 in average lifetime income over a 38 year career would 

move from receiving a bit over £25k a year (under the current plan), to £0.00 in guaranteed income 

under USS’s plan, to a little under £19k in guaranteed income under the negotiated plan. That would 

cover the first £42k of their earnings. The remaining £8k would have resulted in some extra money 

being thrown into an individual pot that may or may have grown much, depending on the market 

conditions they were (un)lucky enough to have lived through. Also, if they lived through any period 

of moderate to high inflation, their retirement pay would shrink further in real terms, as it would no 

longer fully keep up with the cost of living. That was still a lot of risk piled onto employees. 

While it was extremely gratifying, then, to see the employers finally begin to take us seriously, this 

deal was still not a fair one for our future vulnerable selves. That is why we rejected the ACAS deal. 

  

6. WHAT HAPPENED NEXT 

Employers were taken aback by UCU branches and members’ resounding rejection of the deal. They 

were also clearly very worried by UCU’s plans for more strikes after Easter and into the summer 

exam period. It also seems that it suddenly dawned upon them, and the Government, that they have 

completely lost the trust and goodwill of a large proportion of staff in pre-1992 universities creating 

the prospect of further unrest, even worse ongoing industrial relations and consequent reputational 

and financial damage to the HE sector and wider UK economy. 



This then, is what has led, after much work done by UCU’s leadership, talking with UUK and, no 

doubt, with the Pensions Regulator, Sam Gyimah, the Universities Minister, and the Labour Shadow 

Front Bench to the latest offer tabled on Friday 23rd March.  This was also followed by some further 

assurances from UUK about their intentions (see the information from UCU accompanying the 

proposal).  UCU branches were consulted and HEC decided it was now time to put the proposal to 

the membership (see the email sent just before Easter). 

This is where we find ourselves now, and we must now choose whether to accept or reject the 

proposals.  It is vitally important that all members of UCU participate in the ballot. The branch and 

national leadership need to know whether you believe the latest offer from UUK is good enough, 

despite the remaining uncertainties, to accept, or whether it should be rejected and strikes continue 

after the Easter vacation and into the summer exam period.  Trade unions are only as strong as their 

members are willing to participate fully and stand together.  So please vote! 


