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RE: USS questions

Dear Robert,
It has taken me a long time to reply but thank you again for your comments about USS, which lead me to the
following thoughts.
First, I am pleased to see the SLT does not endorse a move to 100% DC, though I would dispute that it has not
endorsed such a move in the past as you imply since 100% DC was clearly its position in 2018.
Second, I was pleased to see the SLT is willing to consider conditional indexation/benefits alongside enhanced
covenant support measures. I did not anticipate that but changed the answer I gave to question 7 of UCU’s survey
accordingly and see from Tuesday’s announcement that UUK want to explore conditional indexation, which is all to
the good. However, I still maintain that you are exaggerating both the impact Trinity’s exit has had on the covenant
and the impossibility of dealing with the, we agree, flawed regulatory system. No other Cambridge college has
followed Trinity, further exits would be addressed by the proposed moratorium, and nobody should be forced to
accept a second-rate DC pension (in some cases in 40 years’ time) by difficulties arising from poor regulatory
structure and the lack of current enabling legislation. If that were the case, Royal Mail and the Communications
Workers Union (CWU) would not be adopting a Collective Defined Contributions scheme, legislation for which
received royal assent in February following much joint employer/union lobbying. Instead, in effect, you are saying to
USS members, “Sorry, we’d like to support you, but we need a short-term fix now”. That is simply not good enough
– the time to push for long-term solutions is now, not later and too late.
Third, I am surprised to see you say you that the shift in risk exposure between DB and DC “is poorly understood by
most people”. On the contrary, I would say the way moving from DB to DC shifts risk from employers to individual
members is not difficult to grasp and is fully understood by USS members. As a Director of Finance, I can see why
you are more concerned with risks to the University’s balance sheet and welcome anything that shifts risk from the
University to staff. That is your job. But that’s no reason for members of staff to willingly give up or reduce their
guaranteed pensions. I’d also, as diplomatically as possible, point out that one’s income has a bearing on this.
Directors of Finance, Vice-Chancellors and other SLT members earn considerably more than most staff; you can look
forward to a comfortable retirement regardless of what the annuity rate is when you retire and cash in your DC pot.
For you, uncertainty is largely theoretical; for the rest of us, the promise of a guaranteed pension is of far greater
importance: we do not want out retirement incomes put in the risky-investment pot alongside endowment
mortgages etc. That comment on SLT incomes is not meant pejoratively, by the way: it simply reflects what is known
in expected utility theory as decreasing relative risk aversion.
Fourthly, there are contradictions in the SLT’s position. You say you “agree that USS has been overly prudent”, yet
also (in a previous email) say that USS’s valuation means DB is no longer affordable. Either you agree with USS’s
valuation or with UCU that the Trustee is overly prudent: you cannot have it both ways. Similarly, in its
announcement on Tuesday, UUK repeats the trope that pensions have become more expensive because we are
“living a little longer” – contrary to evidence that life expectancies have plateaued and even declined in recent years,
even before the Covid pandemic hit. Such claims were frequently challenged by Prof. Jane Hutton, a mortality
statistics expert, when she was one of UCU’s nominated trustee directors and it disappointing, to say the least, to
see it is still being wheeled out by employers wanting an excuse to cut DB pensions.
Finally, while I always welcome discussing USS with you, trust in the SLT has been set back badly by the University’s
adoption and reporting of the execrable (sorry, but that is appropriate) UUK survey of members’ views. The survey
did not ask a single question about the proposed benefit cuts – UUK’s central proposal. Instead, it asked if members
would be concerned by a contribution increase (how many people will ever say they are happy to pay more, for
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anything?) and if they are in favour of greater flexibility (who is going to say, no, I favour rigidity?!). In addition, the
survey was altered after it had been opened. When I took it there were several free-text boxes, which I used to
express my outrage at the patently dishonest, biased nature of the questions, but by the time it closed only one of
those boxes was left. Clearly, somebody did not like what people were saying and deleted the other boxes. It is also
striking that only 928 USS members took part (many, seeing it for the propaganda exercise it was, no doubt chose to
ignore it). That is less than 13% of eligible members. Turnouts for UCU strike ballots far better than that have been
dismissed by the SLT as being unrepresentative. Yet when a (deliberately biased) survey returns the answers its
leading questions are designed to elicit, there is no mention of whether or not it is representative. How strange is
that?
I am afraid Tuesday’s announcement by UUK, which is reported in today’s Staffnet News (Universities UK report on
the outcome of their USS pension scheme consultation), only reduces my trust in employers’ intentions further.
Once again, we see claims that “USS is facing a large deficit” and current pensions are unaffordable because “we are
living a little longer”, plus now a scaremongering reference to exits from the scheme becoming a “stampede”. It is
frustrating to see such claims being constantly repeated, especially by employers who are supposed to value
evidence-based research. As Woon Wong, a financial economist and UCU negotiator, says in the latest newsletter of
the Royal Economics Society (which is about as far from being a friend of trade unions as you could imagine), USS is
“entirely viable and indeed accumulates surplus assets even at the pre-2017 contribution rate of 26 per cent of
payroll… will be self-sufficient which implies little support is required of employers… [and] offers a cost-effective
pension provision for the higher education sector that few other sectors and countries can rival,” while the claimed
deficits and high contributions are “based on a methodology that uses un-evidenced assumptions and economically
irrelevant input”.
I am not a finance expert like Woon, but I trust him and the other academics and researchers I have cited in previous
emails more than I trust UUK or USS. It seems to me that what is so often lost in valuation technicalities is the simple
arithmetic of saving for DB pensions. Anybody who has set aside 30% of their salary, as in USS, for 40 years should
have enough saved to provide a pension equal to half their career average salary for (40x0.3x2 =) 24 years in
retirement. What that leaves out, of course, is inflation, but if USS’s enormously well-paid investment people
cannot invest our funds sufficiently well to at least keep up with inflation, something is dreadfully wrong.
This, together with the fact that USS is an open, relatively immature, last man standing scheme, is why best estimate
(i.e. expected or most likely) valuations of the scheme always show it is in surplus. A “deficit” only arises when risk is
taken into account. That is perfectly reasonable because a deficit is indeed a possibility (though not a certainty as
employers always imply), but it does not justify assuming the worst possible outcome, which is what excessive
prudence implies. It is also especially problematic when the implied signal in employer consultations is, “By the way,
if you say your risk appetite is tiny, the estimated deficit will grow even larger giving us the excuse to close part of
DB and transfer risk to your employees”.
I apologise for ending on such a sour note, but the way the SLT used UUK’s biased to the point of being dishonest
member survey makes me angry. Believe it or not, I would much prefer a negotiated solution to more strikes, but to
be successful negotiations require at least some small degree of trust, and you cannot expect university staff to be
taken in so easily by such amateurish propaganda exercises.
By the way, I am planning to share our correspondence with UCU members. If you wish to reply to this, I will be
happy for you to have the last word.
Best wishes,
Adam

Dr Adam Ozanne
School of Social Sciences
Arthur Lewis Building 3.070
University of Manchester
Manchester M13 9PL
2

Tel: 0161 275 4814
http://staffprofiles.humanities.manchester.ac.uk/Profile.aspx?ld=adam.ozanne
“Power and Neoclassical Economics: A Return to Political Economy in the Teaching of Economics”, Palgrave
Macmillan, 2016. Available from: http://www.palgrave.com/gb/book/9781137553720
University and College Union: defend the public university; defend academic values; resist casualisation
http://manchester.web.ucu.org.uk/ UMUCU Facebook UMUCU Twitter Join UCU here
From: Robert Fraser <robert.fraser@manchester.ac.uk>
Sent: 14 May 2021 19:08
To: Adam Ozanne <adam.ozanne@manchester.ac.uk>
Subject: RE: USS questions
Adam
My apologies for the late reply. Again I have added comments to your note.
Robert
From: Adam Ozanne <adam.ozanne@manchester.ac.uk>
Sent: 30 April 2021 12:27
To: Robert Fraser <robert.fraser@manchester.ac.uk>
Subject: Re: USS questions

Dear Robert,
Many thanks again for taking the time to discuss USS with me. As I said, that is something of a novelty in
this university. Where I think we fundamentally differ is that, while I am by no means a deficit denier, I do
have not as much trust as you in USS's valuation methodology and believe the covenant (despite Trinity) is
stronger than you give it credit (calling a strong covenant a "myth" is going way too far), which means the
42-76% price the Trustee has set is too high and could, with give and take on all sides, come down to the
mid 30s.

The University’s position is that we agree that USS has been overly prudent and Nancy has written to them and met
with them on several occasions to push hard on this point. USS in turn of course claim that they are at the very limits
of acceptance by the regulator. Again Nancy has written to the regulator. We are accepting all the proposed
measures to strengthen the covenant, some of which we are not happy about but feel that this is important to get
the costs into a reasonable range.

That is not kicking the problem down the road. Although you say other employers agree with you, Oxford,
Cambridge and Bristol have openly called for changes to USS's valuation approach and a UCU survey,
which I will come back to, is finding that a majority of employers are not endorsing UUK's proposals.
I would reiterate the fact that much of the uncertainty around the covenant has been caused by the
withdrawal of Trinity and its asset base and I think those actions speak louder than words in terms of
defining where Cambridge stands on this.
On the valuation, please see this blog by a former Aon
actuary, https://kevinwesbroom.medium.com/covenant-and-prudence-in-the-uss-2020-actuarialvaluation-193d6fc80ba3, who was involved in previous USS valuations and who, being retired now, is free
to say what he thinks - which is that this USS "valuation should start with a 3 rather than a 5 or 6". And on
Trinity, I am in touch with two JEP members who I am pretty sure would disagree that its exit has
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"overtaken the JEP", as you put it. Please also see Mike Otsuka's recent blog,
https://link.medium.com/8CVpWX0ANfb, in which he argues that Trinity's exit undermines rather than
strengthens the case for DC.
Regarding the short-termism of the regulatory framework, I had forgotten about Gordon Brown
raiding pension fund and, yes, that was terribly short-sighted. However, rather than accepting something
everyone agrees is damaging the sector, as you seem to do, UCU and two-thirds of employers UCU
branches have spoken with (see below) believe UUK should be adopting a more robust position towards
USS and the Regulator. As Saul Jacka points out in the piece I shared earlier, the Regulator was not created
solely to protect the PPF, as you suggest; it also has a responsibility for ensuring the financial sustainability
of the sector, which demanding unnecessarily high contributions. Yes, the Equitable Life disaster has led
the Pensions Regulator, the actuarial profession and pension funds to be more prudent but, as Saul says,
they have gone far to far in the other direction and become excessively prudent, which (as the House of
Lords and many others agree) is unnecessarily wrecking viable DB pension schemes. UCU and UUK have a
shared interest in lobbying the Regulator and government to change the flawed regulatory framework, not
meekly accept a bad situation as you seem to do. Even the House of Lords has called for reform; why
cannot university employers?
The regulator was set up in response to abuses from the private sector without due regard to the impact
on HE which is not directly comparable. However, the landscape is what it is and it cannot be changed in
the timeframe of this valuation.
Regarding DC vs DB, you place a good deal of emphasis on the clarity of DC, whose costs are "clearly
understood and can be well defined", removing the "uncertainty of unknown future liabilities from
companies/employers although [you] agree they do not necessarily reduce the risks to government or the
tax payer..." In response I would point out that DB is much clearer and easier for members to understand
and that moving from DB to DC shifts risk from employers to members, which you do not mention. I refer
back to Saul Jacka, JEP1 and JEP2, the House of Lords attempt to amend the Pensions Act last summer, and
the research paper by Brown and McInnes I shared earlier, all of whom agree that switching from DB to DC
is worse for everyone - employees, employers, governments, taxpayers, future generations, and society as
a whole.
The benefits of DB may be easier to understand but the costs are not. The real issue here is of course that
what needs to be understood are the risks inherent in any scheme and where they fall. I agree that the
shift in risk exposure is the fundamental difference between DB and DC and it is poorly understood by
most people.
As you may have seen, UCU has now conceded that members may have to consider accepting conditional
benefits (a.k.a. conditional indexation) so I would add that now to the areas for fruitful negotiation I listed
previously. UCU and UUK and their respective actuarial advisors all agree the rates demanded by USS are
excessive and unjustified. If that really is the case, both sides should be willing to countenance
conditional anything (contributions, assets, benefits), since they are saying they are not likely to be
needed. I understand the arguments about triggers but, contrary to what I think you mean, UUK objected
because USS wanted to set them too low, so it was guaranteed they would be triggered before the next
valuation, not that they were being set too high.
The University agrees that looking at alternative options such as conditional indexation is necessary and
again Nancy has been in discussion with UUK about this and they are pursuing possibilities. However, this
is unlikely to be a short term solution and will probably need a change in primary legislation but is
nevertheless one that we are pursuing.
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Regarding opt-out rates, we all agree they are too high (though not as high as has been claimed). To solve
this, UUK favours a DC option for the low paid, while UCU has said it would consider tiered contributions
as in TPS. You have suggested a TPS-like regime would force out members on high salaries, but I disagree.
Firstly, because school teachers and staff in post-92 on high salaries already pay up to 11.7%. Secondly,
because I have seen the break down for opt outs, which shows that relatively few high earners quit USS
and most leavers and never-enterers are on low pay, who would benefit more from DB with a tiered
contribution structure than from DC. Personally, I would not oppose a DC section for migrant and earlycareer staff who train in HE then return home or move on to careers in industry. The problems with that,
however, are fragmentation, with members split into into first and second class schemes, and trust: the
suspicion that employers and USS would use such a DC section as a stepping stone to abolition of DB.
The University has not and does not endorse a move to fully DC.
Coming back to the UCU survey, the UMUCU branch is being asked where their employers stand with
regard to the latest UUK proposals. I am going to reply on behalf of UMUCU and, unless you indicate
otherwise, will report the University of Manchester's response to the current UUK consultation will be as
follows:

1. Have you met with management to discuss USS since the UUK consultation launched
on 7 April?

2. Does your institution have a USS/pensions working group with UCU members on it?

3. Has management shared/committed to sharing its consultation response?
4. What do they think of UUK's proposals addressing opt-out rates? Do they endorse the
DC option preferred by UUK or an alternative?
5. Are they willing to pay higher contributions than the current rate?
6. Do they endorse the benefit cuts proposed by UUK or not?
7. Do they want to explore conditional indexation with UCU?
8. Are they willing to provide more covenant support, particularly in the form of a 30 year
moratorium on employer exits?
9. Do they think employers should escalate the pressure on USS or the pensions regulator
(TPR)?
10. Would they be willing to consider legal action against USS/TPR and/or express no
confidence in USS?
13. Are they using the template staff survey provided by UUK?

Yes (not
meetings as
such but we are
in dialogue with
the Finance
Director)
No, we have
been asking for
such a group
since 2014 but
management
always
declines.
Yes
DC option
No
Yes
No
No
No
No
Yes

You will no doubt be involved in the University's response to the UUK consultation with employers, so
please correct any of the above answers if they misrepresent the University's position on USS, especially as
I plan to also share the above with branch members.
We have already had some feedback from other branches who have asked their employers the above
questions, and are finding that:
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no employers have so far endorsed UUK's DC-only option,
more employers are saying they can contribute more than are saying they cannot,
a majority oppose benefit cuts,
more say they can provide more covenant support than say they cannot,
two-thirds say UUK should adopt a more robust position towards USS and the Pensions Regulator,
around half of employers have decided not to use UUK's botched and biased template staff survey,
which as you know I have complained to Karen and Nancy about.

I admit that the above summary may be the result of a biased sample. Employers more sympathetic
towards UCU's criticisms of USS and the Regulator are more likely to openly declare their position, while
others (like Manchester I'm afraid) are more likely to offer warm words about understanding the
importance of pensions to staff than declare their desire to get rid of DB pensions. Nevertheless, it gives
me hope that your position is not as widely held as you think and that the University of Manchester is in a
minority of employers, as it most definitely was in 2017/18 when it backed proposals to scrap DB.
Best wishes,
Adam
Dr Adam Ozanne
School of Social Sciences
Arthur Lewis Building 3.070
University of Manchester
Manchester M13 9PL
Tel: 0161 275 4814
http://staffprofiles.humanities.manchester.ac.uk/Profile.aspx?ld=adam.ozanne
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From: Robert Fraser <robert.fraser@manchester.ac.uk>
Sent: 19 April 2021 10:13 AM
To: Adam Ozanne <adam.ozanne@manchester.ac.uk>
Subject: RE: USS questions
Adam
Apologies for the delay in responding.
below.

I have tried to address the further points you have raised, please see

Regards
Robert
From: Adam Ozanne <adam.ozanne@manchester.ac.uk>
Sent: 22 March 2021 18:25
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To: Robert Fraser <robert.fraser@manchester.ac.uk>
Subject: Re: USS questions

Dear Robert,
Thank you for answering so fully. It's the first time in the seven years that I have been involved in USS
debates that a member of the SLT has replied with anything more than brush-offs, so it is much
appreciated.
I must have misheard what you said about contributions being reduced over the years, and can agree with
you on other points. Yes, the pension holidays of the 1990’s should never have been allowed, though my
understanding of the regulatory causes is different from yours. Perhaps tax avoidance was part of it, but
when has any government really been bothered about tax avoidance? (Coming from Guernsey, a tax
haven, my interest in the damage caused by tax avoidance precedes recent debates by many years.) No, I
think regulators insisted companies reduce pension contributions because, when interest rates were at
more normal levels than they have been for the past decade, valuations showed surpluses which led
government erroneously to believe companies were putting too much into pension schemes at the
expense of returns to shareholders. Either way, tax avoidance or shifting profit from labour to
shareholders, I think we can agree that short-termism is the root problem, as it is with your second point
about DB costs and the current regulatory framework not permitting USS to take a long-term view. I
would add two points to this – firstly in many cases the shareholders and pension members were the same
and therefore “tax planning” did become a significant issue. Secondly you will remember the much
applauded (at the time) raid by Gordon Brown on pension funds where Billions of pension fund assets
were taxed by changes to the ACT reliefs. But yes short-termism is the problem.
Where I disagree is with your assertion that DB is (intrinsically) unaffordable and DC, by implication,
better. That position is rejected by the JEP (whose findings both employers and UCU said in 2018 they
would abide by) and by the research I shared in my email, which finds DB is better than DC for everyone
concerned (employers as well as employees). I have not seen anything that suggests DC is less costly or
less risky than DB; indeed, in a risk free world the costs of equal DB and DC annual pensions would be
identical. The real questions are (a) who bears the risk - employers or employees - and, in a hybrid scheme
like USS where risk is shared - what level of DB is affordable? As I said DC is not better but the costs are
clearly understood and can be well defined. DC removes the uncertainty of unknown future liabilities
from companies / employers although I agree they do not necessarily reduce the risks to government or
the tax payer if the resulting level of savings is insufficient to provide an acceptable level of retirement
income for all pensioners. It also removes the ability for employers and/or employees to kid themselves
that they are providing adequate pensions while creating unfunded liabilities for future generations to pick
up the costs.
In a risk free world DB and DC would indeed give the same level of benefit, however we do not live in that
world and the issue in the past has been that the true cost of pensions has been poorly understood and
therefore under provided. In reality whatever the risks the tax payer ends up with the bill for
underfunding, either by bailing out underfunded schemes or by providing reasonable pensions for those
with insufficient savings. We all know about the major scandals that have driven pension reform and the
creation of the Regulator all of which have demanded a more prudent approach which has increased the
upfront funding required for DB schemes and hence the cost.
Re multi-member schemes, I'd agree they have disadvantages (e.g. individual institutions not "owning", as
you put it, their liabilities) as well as advantages in terms of risk sharing and long-term stability. That is
precisely why USS and the Pensions Regulator want employers to agree to covenant strengthening
measures such as pari passu, debt monitoring and a rule change or moratorium restricting exit. The
question is, why, after agreeing to them in principle in 2019, are employers refusing to agree to these
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measures now? I disagree with you that all employers are against these measures. Rather, some
employers would accept them but there are hardline employers, like Manchester (Sorry, I'm not
persuaded by your assurances regarding the SLT and think few staff will be either), who perceive UCU to
be weaker than in in 2018 and 2019 and wish to foment a crisis that will lead to USS to demanding 40%+
contributions which will, having failed in 2018, give them another opportunity to close DB and shift all
pensions risk on to employees. Sorry if that sounds terribly mistrustful of what Nancy and others say in
public, but I have been around too long and been disappointed too often to take words on face value. I
disagree with your interpretation of events. These measures were not agreed in principle in 2019 – they
were agreed as a temporary stop gap to get the valuation agreed and allow an agreement without the
need to impose larger contribution increases. I have set out below why these measures cannot be agreed
to by individual employers. I think you will find very few employers who can support these measures
once the longer term implications are thought through.
Re the proposed pension working group, you misunderstand its purpose and role. It would not be
a negotiating forum, as with the central USS UCU/UUK Joint Negotiation Committee or our local
UCU/University Negotiating Committee. Rather, it would draw on local (not necessarily UCU) expertise to
help everyone understand the issues, try to find common ground and avoid unnecessary local
confrontation. Yes, of course, the ultimate decisions will be taken by the USS JNC and the Trustee Board,
which must be independent of the stakeholders. However, I do not understand how you can on the one
hand say it is "imperative that everyone understands the issues and costs involved in pensions and I am
happy to try and explain these issues where I can", and on the other hand decline to discuss these matters
in anything other than one-to-ones with the likes of me or one-hour open meetings for all staff like the
one this Wednesday where no in-depth discussion or extended dialogue is possible. My apologies I
interpreted the “working” literally. I am happy to try and explain the issues to anyone, however there is a
danger that polarised over simplification of what are very complex issues might add more heat than light.
Regarding that open meeting with Paul Hamilton on Wednesday, I have to say I have been shocked by the
University's "7 Things to Know about USS" item on Staffnet. While I am truly grateful for your detailed
reply, which offers a balanced answer to my questions and acknowledges that employers have made
mistakes and that there are flaws in the regulatory regime, "7 Things" is nothing short of a declaration of
war. It shows no acknowledgement that USS has only partially accepted the JEP, that the Pensions
Regulator is only really interested in protecting the Pension Protection Fund, not the sustainability of the
HE sector, repeats the fiction that life expectancy is still rising (if anything it is falling), contains no mention
of the covenant, exaggerates the (high but not that high) drop out rate, and sees staff only as a cost that
"can't be spent on teaching or the student experience" (we ARE the teachers and staff who deliver the
student experience - why begrudge us even that?) Believe it or not I am a pragmatist who seeks solutions,
not conflict and problems, but once again I and others like me are going to be caught in the middle
between the extremist employers who dislike trade unions and see staff as expendable costs and the
extremists in my union who love a fight. It is the fate of all moderate people to be caught in the middle,
but I think the language used illustrates very well the concern I outlined above. The regulatory regime
was, as usual, a knee jerk reaction to excessive behaviour by some very bad examples in the commercial
sector, implemented with no thought about HE or the potential impact on it. The Trustee has only one
obligation and that is to ensure the pensions accrued can be paid. The Regulator is only interested in
protecting the PPF, that was why it was created. None of these were created with the HE sector in mind
and none of them have any flexibility to accommodate the unusual aspects of the sector even if they were
persuaded HE is genuinely different. But this is the environment in which a solution needs to be found
and frankly I am amazed a harder line has not been taken before now. In my view the myth of the strong
covenant has been exposed as exactly that by the actions of individual employers, who at the end of the
day need to act in the best interests of their individual institutions, be that borrowing to invest in their
business or shielding their asset base from USS. In reality the scheme is only sustainable if a very long
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term view is taken by all concerned, but that is specifically prohibited by the current regulatory regime and
no one with the power to do so is going to risk changing that to benefit USS or the HE sector.
I will try to end on a more positive note by saying I agree with you that the "challenge now is to find a
longer term solution", one that will bring stability and avoid the regular industrial disputes that harm
everybody. Personally, I believe the JEP showed the way and that a long term solution is achievable
with some give and take on all sides - in particular some combination of the following: I think events,
particularly the withdrawal of Trinity College from the scheme, have overtaken the JEP and I doubt the
Regulator will allow the required flexibility going forward.
1. UUK agreement to covenant strengthening measures and contingent contributions or assets. We
have discussed the issues with the covenant strengthening measures before, however the issue of
contingent contributions and assets also have their own problems. If the employers cannot afford
the contribution rates today how can they afford them tomorrow. Where these have been looked
at in the past the triggers have been set so high that they cannot be met before the next valuation
so in effect they are just kicking the can down the road. On contingent assets the mutual status
really gets in the way of this. No institution can commit its assets to underpin a shared liability and
not all institutions would have assets to pledge so the resulting inequity plays against contingent
assets.
2. Pensions Regulator and USS agreement to a longer recovery period, less extreme prudence, and
more investment in higher risk, higher return assets instead of Gilts that yield hardly any return due
to QE and, despite what many think, are far from risk free. Recovery periods have historically
been longer, however when these were set in the past no improvement in the funding was
achieved. Patience is therefore in short supply. I agree gilts are not risk free particularly when
yields are so low. I have never understood the logic of encouraging funds to buy gilts when prices
are so high at some point if yields eventually rise there will be built in capital losses that someone
will be left with.
3. UCU agreement to tiered or flexible member contributions, a DC section for members who are only
in HE for a few years, more risk sharing through either a lowering of the DB/DC threshold
or contingent benefits, and JNC governance reform. All of these things would help. However,
higher paid members of the scheme already get a bad deal from the DC part of the scheme and
tiering their payments will only make that worse and those individuals will leave the scheme and
increase the required contributions on those remaining.
I am reasonably confident that some combination of the above would, contrary to what you say about DB
being unaffordable, be sufficient to lower the price of current benefits to more affordable levels for this
valuation and secure a pathway to a long-term solution.
Best wishes,
Adam
Dr Adam Ozanne
School of Social Sciences
Arthur Lewis Building 3.070
University of Manchester
Manchester M13 9PL
Tel: 0161 275 4814
http://staffprofiles.humanities.manchester.ac.uk/Profile.aspx?ld=adam.ozanne
“Power and Neoclassical Economics: A Return to Political Economy in the Teaching of Economics”, Palgrave
Macmillan, 2016. Available from: http://www.palgrave.com/gb/book/9781137553720
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From: Robert Fraser <robert.fraser@manchester.ac.uk>
Sent: 12 March 2021 6:30 PM
To: Adam Ozanne <adam.ozanne@manchester.ac.uk>
Subject: RE: USS questions
Adam
Thank you for your questions. I am always happy to discuss University finance with anyone that is
interested. Pensions in particular is an area that can be dauntingly complex for most people and as a result is
generally poorly understood. This inevitably leads to misunderstandings which only exacerbate the problem. I
have answered your specific points below.
Regards
Robert
From: Adam Ozanne <adam.ozanne@manchester.ac.uk>
Sent: 10 March 2021 10:47
To: Robert Fraser <robert.fraser@manchester.ac.uk>
Subject: USS questions

Dear Robert,
I would like to take you up, if you do not mind, on some of the things you said about USS in your
presentations to Senate and the open meeting for staff last week. I realise this is quite lengthy so I am
highlighting my main points and questions (which I hope you will not think patronising).
First, I believe I heard you say that part of the problem with USS is that contributions have reduced over
the years. Perhaps I misheard, but this is not the case, at least not for USS members. It is certainly true of
UMSS. I recall my departmental secretaries telling me in the 1990s how pleased they were not to have to
contribute at all to their pensions because the stock market was doing so well. Of course, the University
reduced its contributions too, and we know where that led: a deficit, closure of the DB scheme for PS staff
and replacement with DC a couple of years ago.
However, this is not what happened with USS. When the scheme was set up in 1975 (following sixteen
years hard lobbying and campaigning by the AUT, UCU predecessor union), member and employer
contributions were set at 6.25% of salary and 12% respectively. Member contributions increased to 6.35%
in 1982, 7.5% for the Final Salary DB scheme and 6.5% for the new Career Average Revalued Earnings DB
scheme in 2011, 8% for both in 2016, 8.8% in April 2019 and 9.6% in October 2019. It is true that, having
increased their contributions to 14% in 1982 and 18.55% in 1983, employers took something of a pension
holiday in 1997 when they reduced their contributions back down to 14%, but since then they have
increased, to 16% in 2009, 18% in 2016, 19.5% in April 2019 and 21.1% in October 2019.
However, you look at that, USS members have not reduced their contributions at any point. Employers
should not have been allowed to reduce their contributions so much in 1997, nor take so long to increase
them - especially after the huge increase in funding from tuition fees (when UoM's income went up from
around 3/4 of a billion to a billion in a few years) - but that is hardly the fault of members who are seeing
their guaranteed pensions threatened again today.
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I did not say that contributions have reduced over the years and on reflection I cannot think what I actually said that
would have given you that impression. However, to my knowledge your history of contributions is correct and I
would not dispute it. I believe the issue that comes through clearly from this history is that contributions need to
be set and maintained at a consistent level over a long period that will average out market variations over time. This
has not happened and recently contribution rates have not kept up with rising costs. In that context the pension
holidays of the 1990’s should never have been allowed. However, you also need to remember that many
employers were forced to restrict contributions as the Government at the time changed the tax reliefs to discourage
what was then seen as being excessive tax avoidance by making continued large payments into funds that appeared
to be over funded. This failure to take a long view of what is a very long term issue has continued with large tax
benefits created in the early 2000’s to encourage savings followed more recently by ever increasing restrictions on
tax allowances for pension contributions. This short-termism is a failure of our system of government that affects
many other area in addition to pensions, but pensions are disproportionally hit because of their inherent long-term
nature.

Second, you said DB is no longer "affordable". I took you up on that, recalling how after I challenged your
predecessor, Stephen Dauncey, when he made a similar statement, Steve had the good grace to admit it
was not strictly correct and that what he really meant was that the University's financial plans would
have to be altered, with more spent on staff and less on buildings etc. Surely it is the same today?
I stand by the statement that DB is no longer affordable. The costs of providing for the current accrual of
pension liabilities has risen consistently over the last 10 to 20 years. The large reduction in mortality
coupled with the continued reduction in interest rates and lower asset returns has pushed these costs up
dramatically and it is now estimated at over 30%. As I pointed out above this would be less of an issue if
a very long-term view was possible, however in the current regulatory environment this cannot be
maintained. On your broader point - if the cost of USS goes up the University can choose to trade
investment in other areas (buildings, etc.) for increased pension payments. The University’s flexibility to do
this will diminish over time as our overall costs continue to increase beyond our income growth with the
result that our financial sustainability would be challenged.
On that same point, you also talked about how staff costs have increased over the past four years from
53% to 58%. But again, why is that unaffordable? It is simply returning the levels that were common
before the infusion of tuition fees; indeed, prior to 2008, staff costs were closer to 60%. What is so wrong
with that given it is staff who deliver research and teaching, our main "outputs"?
The issue here is the overall cost model of Universities and the restrictions on revenue rather than the cost per
se. As revenue is held flat and staff costs inflate the proportion of income that those costs represent grows. This
was accommodated by institutions cutting back on other necessary expenditure such as maintenance etc.to stay
within the revenue envelope. However, this can only be sustained for a limited period and the “infusion of fees”
was a catch up for prior underfunding not new money and was only done when the system was collapsing. The
ratio of staff costs to other costs on a sustainable basis is closer to 50% (it will vary depending on each institution’s
estate and other circumstances) and the distortion of revenue is what causes it to rise to nearer 60% not growth in
the cost base.

Third, you have clearly accepted the mantra that DC is better than DB because many private sector
companies have abandoned DB, making the point that USS is a funded scheme whereas TPS is supported
by the taxpayer - though as Simeon Gill pointed out in Senate, it is more correct to say that TP is
underwritten by the government. I will admit that you were correct when you replied to me saying that
the government is giving schools and FE colleges the extra money required to fund last year's TPS
contribution increases. However, post-92 universities were not included in that support package so, as I
suggested in Senate, MMU etc. are having to fund the increase in last year's TPS contributions from
16.5% to 23.68% from their own budgets. I know full well how challenging that increase is, but why can
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MMU and other post-92s manage 23.68%, but not the much richer, better endowed pre-92s like the
University of Manchester?
I have not accepted that mantra at all. Clearly DB schemes provide better benefits for employees than do
DC schemes and I think most private sector employers would agree with that view. The issue is the cost.
Simeon is incorrect in saying that the TPS cost is underwritten by the government, ultimately all
government income comes from one tax or another, and most tax is raised from individual
taxpayers. Governments may fund spending in the short-term from borrowing but that always has to be
repaid at some point. The elephant in the room of course is the huge public pension liability that does
not appear on the government balance sheet but which will have to be paid for by future tax payers.
Post 92’s do not support the same level of investment in research that universities such as Manchester do
and most have a higher proportion of degrees that are less expensive to deliver, so they have more scope to
meet pension costs but in fact many are struggling financially to meet those additional costs despite those
advantages.
Moreover, unlike company pension schemes, USS is an open, multi-employer, last-man-standing
scheme. Have you followed the debate in Parliament and, especially, the House of Lords, which passed
an amendment to the Pensions Bill (later reversed in the Commons) that recognised these key
differences? And have you seen research by, for example, Prof Saul Jacka, one of the JEP members, who
says the actuarial profession is too cautious, and fails to recognise that Gilts are not risk free, because it
has never recovered from the Equitable Life scandal; or the work by Prof. Robert Brown, the President of
the International Actuarial Association, and Colin McInnes, which looked at the affect switching from DB
to DC in public sector schemes had in the USA, Australia and Canada, and concluded that DC was worse
for everyone - employees, employers, governments, taxpayers, future generations, and society as a
whole? If not, please see here and the attached documents.
There are several points in this
1. The structure of USS does not necessarily make matters better. In my view multiemployer
schemes are flawed in that the employers do not have a direct link to the liabilities they
generate. So no one “owns the problem”.
2. Switching from DB to DC does have issues as it tends to crystallise the deficit liability and
accelerate the require funding. However, leaving a DB scheme open without adequate funding
simply digs a bigger hole.
3. One has to bear in mind that Trustees (and their actuaries) only have one responsibility and that is
to ensure there is sufficient funds available to pay the pension liabilities accrued to date as they fall
due. Given the long-term nature of pensions this will drive those groups to a cautious
approach. On balance that is probably a good thing.
I stand to be corrected on the above and would welcome an opportunity to discuss these matters
further. One of the things I have found disappointing over the years is the incredible resistance of Nancy
and her Registrars, Will Spinks and now Patrick, to enter into the kind of informed discussion that I would
expect any university to be keen on. The V-Cs and Finance Directors of other universities - e.g., Oxford,
Cambridge, Sheffield, Bristol, Warwick, Glasgow - have been willing to set up pensions working groups and
draw upon expertise among their academic colleagues to discuss technical issues relating to valuation
methodology etc. However, I have lost count of the times I have written to Nancy suggesting we do
something similar here, so we can all improve our understanding, try to see what common ground there is,
and avoid unnecessary conflicts and industrial action. Sadly, such proposals are always ignored.
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I have only recently joined the University, so it is impossible for me to comment on how these issues have
been discussed in the past, however I understand the forum for UCU to discuss these issues with the
University would be the standing Joint Negotiating Committee. In my view it is imperative that everyone
understands the issues and costs involved in pensions and I am happy to try and explain these issues
where I can. Pension working groups as such have limited value in my view as the ultimate decision
makers in the valuation debate are the Trustees who are rightly totally independent from the employers
This failure to communicate leads to suspicion that the SLT is set on getting rid of DB and transferring all
the risk of pensions to staff. You may be aware that there is a power struggle going on at present between
UUK and USS over the covenant strengthening measures employers agreed to in principle in 2018. USS,
under pressure from the Pensions Regulator, is demanding these measures as a condition for agreeing the
covenant is strong, which could reduce the level of prudence accepted by the Trustee Board and allow a
longer recovery period; this in turn would permit more investment in higher risk, higher return assets like
infrastructure and the green economy instead of Gilts, returns on which have been depressed by years of
quantitative easing.
I can say that SLT is certainly not set on getting rid of the DB scheme although personally I think that is the
only affordable answer in the current funding regime. Given current income constraints the only way to
pay for pension increases would be to stop funding something else.
The covenant strengthening measures agreed to in 2018 were temporary to allow the valuation to be
finalised and allow the funding problem to once again be kicked down the road. These measures were
deemed necessary to address two issues. Firstly the increase in debt required across the sector to replace
capital funding removed by Government cut backs and secondly the exit of Trinity College which removed
£1.3bn of underpinning assets from the covenant. Both of these have been seen, rightly, as reducing the
asset base supporting the scheme. The challenge now is to find a longer term solution.
However, UUK is resisting such measures and the suspicion is that hard-line employers, including
Manchester, are resisting them to create a crisis that will give them the excuse to get rid of DB, as they
wanted to do in 2018. Such suspicions may be unfair but, having been directly involved in JNC
negotiations, and seen the way Nancy et al. decline to talk, I'd have to say they cannot be dismissed. I
would be ever so pleased to find you are different and more open to talking and exchanging ideas, to
trying to find common ground and avoiding more industrial strife.
These measures are being resisted by all employers, not because they are hard-line but because the
measures seriously impact the ability of Universities to raise and manage debt as required. Or require
signing up for 30 years with no flexibility to leave the scheme if circumstances change. In such a rapidly
changing environment that is unacceptable.
One thing I do agree on is that the sector is being forced into a regulatory pension regime designed to deal
with corporate entities that generally work on a relatively short time horizon. This does not allow the
longevity of institutions to be adequately reflected in the costing of deficit recovery payments. However,
this does not change the unaffordable cost of the current benefit accrual and the regime is unlikely to be
changed to benefit the sector. We need to work within this environment as it stands today.
Kind regards,
Adam
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