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NON-TECHNICAL SUMMARY

* The proportion of womsen over 60 who are divorced is expected to increass
from 3% in 1985 fo 13% in 2025.

= Divorced women seidom eamn themselves as much pension as they could
have shared had thay remained married, and inherited as widows.

* Risk of inadequate pensions is high for divorced mothers relying on SERPS,
with iow to medium earning power, and disrupted empioyment. The poverly
{rap facing lone mothers had pension consequences.

* Splitting at divorce of rights accumuiated during the marriage may achieve a
just settlement of a joint asset but only eliminates ‘hardship’ cases where the
higher pension is better than SERPS. The transter is only substantial where
there is a substantial pension to be split.

¢ Efiective pension coverage tor those whose work is unpaid is ideally afforded
by pensions not linked to eamings (such as a better Basic Pension). Splitting
sarnings-linked pensions between divorcing parties, though overdue, is not
a panacea.

Few of the growing numbers of divorced women expacted to be entering old age
over the nexit decadss will, on current practice in divorce, have access to
pensions linked to their ex-husbands’ earnings. Sinca penston rights cannot at
present be cashed in or assigned to anyone cther than the scheme member,
they cannot be divided in a divorce settlement. in practice they are only
sometimas taken into account where there are sufficient other assets io ofiset.
Pension rights are usually a major asset {along with the house) but it is often not
possible to share out the benefit,

This is a cause tor concern, since, fhough most wives and ex-wives now go out
to work, they earn much less than their husbands. Qur simulations ot lifetime
earnings, derived trom econometric analyses of the Women and Empioyment
Survey, suggest that the sarnings up to pensionable age ot a mother of two who
remains married may be little more than a quarter of those ot her similarly
qualified husband. As shown in the report, this fraction varies with the number
ot children, the woman's eaming powser and the matching ot the pariners’
qualifications.

Gaps between couples' earmings reflect both the domestic division of labour and
unequal opporiuniiies in employment. Foughly half the gap cited above is due
to motherhood — a break in smployment followed by lower hours and pay — but
childless wives' and unmarried women's earnings also tall short of those of a
similar male. Unless frapped by the rules of the bensfit system, divorced women



tend to sarn morse than the married. The following example is just one of the
many possible earnings profiles we have construcied for divorced women: this
one is divorced after a marriage lasting 12 years, when the younger of her two
children is 6, and does not remany. She drops out of employment and draws
income Support until the child is 16. Then she sams full-time until retirement.
Her lifetime eamings are close to those of her never-divorced counterpart.

Wives’ own Basic State pensions are, eventually, likely to be closs to their
husbands', except for the diminishing numbers of ‘career housewives’, and there
are provigions already giving ex-wives access to husband's Basic Pension.
Earnings-linked pensions of various types reflect the eamings gap betwesn
spouses, in varying proportions. We project men's and women's pensions on the
basis of their eamings and find that the contrast between the different pension
types is as striking as the difference hetwsen the man's and woman's pension
is.

The SERPS pension is worth much less than a good final salarv pension
generated by the same earnings with one employer, while the simulated Monev
Purchase pension, with the maximum coniributions, is in between. To reap the
advantages of the two private schemes more contributions would be required
than tor SERPS. Home Responsibility Protection in SERPS for time spent caring
for children is also allocated for such time for people who are contracted out when
in full-time work. It does not amount to a great deal. Neither does covering
pari-time employment in privaie pensions make much difference to women's
pensions. Pari-time eamings are low and partially covered by SERPS.

The best pension prospects are for couples who are both well-qualified and both
in final salary occupational schemes. The worst are for divorced women of low
saming power who have besn out of smployment a lot, ‘career housewives’ or
divorced mothers with large families, longer marriages, or those who are kept
out of employment by the lack of childears facilities and the structure of the benafit
system.

New provisions in both pension and tax law would be needed {o divide pensions
at divorce. One possible arrangement splits rights accumulated during the
marriage only. A {ranster is paid, from pension agse, to the spouse with less
entitlement, by the other's scheme. The beneficiary is usually, but not
necessarily, the wife. We show that the scheme does not equalize the ex
pariners' everiual pensions, but closes the gap somewhat. if both parties are in
SERPS, a fransfer of £4 per wesk only brings her eamings-iinked pension up
to £18, still below the £25 or so needed 1o keep her out of means-tested
assistance where she has no other incoms. if both these middle-skill pariners
are in the Final Salary Scheme, a {ransfer of £15 brings her pension up to £83
perweek. The limited size of most ofthe transters mean that the gains to divorced
woman are not always snough to guarantee freedom from hardship; they also



mean that the ‘fosses’ to be faced by husbands and any subsequent wife are
imited. The simulations suggest that second wives eaming normal pension rights
tor themselves could accommodate the spiitting of the husband's and widow's
pension.

The loss of pension dus to childrearing has been put forward as another basis
for compensation in divorce. Such losses may be difficult to establish in practice
but are clearly identified in our examples, and are not eliminated by Home
Responsibilily Protection. Much of the loss happens after the divores.
Neverthaless # is not usually as much as the lifetime pension gap between
pariners. Only by coincidence would the difference batween pensions samad
during marriage equal the pension losses due fo responsibility for children.
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CHAPTER 1 INTRODUCTION
1.1 The issue

This report is concerned with the adeguacy of diverced women's
income in old age.' The family, as well as public and private
institutions, transfers purchasing power from those with paid
work to those whose work is unpaid and those who have retired
from work. Women depend on such transfers to a greater extent
than men because they usually have lower earnings than their
husbands, and outlive them in old age.

Divorce disrupts, among other things, the redistribution of
money between spouses. In sone cases, child support and
occasionally alimony, are paid, but usunally the end of a
marriage ends spouses' pooling of rescurces. After retirement,
diverced partners do neot usually share in each others‘’ pension
entitlement. Divorced women who do not remarry will usually
receive less pension than they would nave shared in had they
remained married and inherited had they become widows.

The adequacy of divorced women's pensions is relevant to
policy affecting law on divorce and on pensions. It is alsa
relevant to means~tested inceme maintenance for future
pensioners, and for the ecurrent generation of lone parents;
and to policy affecting the female labour market and child-
care. Better facilities for sharing maternal responsibilities
could give women better opportunities to earn pensions in
their own right. Despite the emphasis in current divorce law
on divercing parties aiming to achieve financial independence,
changes in women's participation in paid work have not, so
far, amounted to the elimination of wives' financial
dependency in marriage. One reason why it is impertant to
consider pension rights on divorce is the unequal earning
power of most couples. Another is that they are a major
asset, for many couples, the only asset other than the home.
This position is emphasized by the favourable tax treatment of



savings channelled through Pension Schemes. However they are
not assets which a court can direct to be divided up and
transferred. This report is about how much redistribution of
pension income there might be if the law were changed to
permit pension splitting.

1.2 Overview of the Report

Chapter 1 reviews the present position in pension institutions
and divorce law, and discusses various issues and principles
invelved. Chapter 2 reviews economic and demographic evidence
on the situation of the elderly and their projected marital
status. Growth in divorce means a growing population of
divorced elderly women. The divorce boom of the 1970s and
1980s may be creating a new source of pensioner poverty for
the future. State and, increasingly, private pensions are the
major source of income for the majority of elderly people. Few
earn on the labour market and only a minority have substantial
income from investments. Divorce is likely to reduce the
penslon income of increasing numbers of elderly women {and
perhaps a few men). Despite growth in women's earnings, many
divorced elderly women may not have much in the way of pension
over and above the state minimum, and therefore risk being in
or close to poverty and dependence on state means tested

benefits.

Chapter 3 reports our research bringing economeiric analysis
of men's and women's earnings to bear by constructing
illustrative hypothetical cases of couples' lifetime earnings
and pensions. These can show how far women's low earnings
are attributable to responsibkility for children and are also
used to compute the outcome of alternative treatments of
pension rights after divorce. The simulations show that
divorcees who return to the labour market after divorce have
varying opportunities to make up the pension entitlement they
could have had had they never married, depending on their age
at divorce, gualifications, number of children and whether



they are caught in a poverty trap as lone mothers. Even if
they never marry, however, few women earn as mach as
equivalently qgualified men, and of course, like divorcees,
they do not have access to survivors' pensions. Women who stay
married tend to earn less pension in their own right than they
would have had they never acguired or parted company with
husbands, but in most cases their pooling pensions with a
spouse gives wives the highest pension income among elderly

women.

Splitting pensions after divorce transfers to the divorced
woman a fraction of the old age income that could have been
anticipated in an unbroken marriage. It may be accepted as an
equitable way to divide matrimonial property, but it would not
invariably eliminate cases of hardship nor would it
necessarily coincide with splitting the pension foregone in
childrearing.

1.3 Pypes of pension

With inereasing longevity, pensions are becoming less an
insurance against the risk of surviving into old age than a
form of investment which almost everycne expects to cash in.
The acguisition of pension rights is the major way in which
people make provision for income in old age.

State Pensions

In Britain, most people {virtually everybody after the Married
Women's Option is completely phased out) contribute, or are
credited with contributions, to a State Basic pension, which
is a flat-rate benefit, currently of the value of £46.90 per
week for a single person. Wives permanently out of the labour
market, or still covered by the Married Women's Option not to
pay contributions while employed, gualify for a spouses's
pension worth 60% of the full Basic {'Category B' now £28.20),
and a widow's pension at the full rate, by virtue of their



husband's insurance. In addition, National Insurance
centributions go towards an earnings-linked pension (SERPS,
the State Earnings-Related Pension Scheme) for those who are
not contracted out into occupational pension schemes, or Since
1988 into approved personal pension schemes. SERPS was seb ur
by the Social Security Act 1975 and amended in 1988. The
amendments included a downward revision of the pension formula
to one fifth of lifetime average earnings within a band
bounded below by a value close to that of the Basic Pension.
Hence someone whose gross weekly earnings averaged £146 would
gualify for £20 per week SERPS. Any surviving spouse would
inherit a pension, normally worth half the SERPS, in this
example, £10.

Private Pensions

Occupational or company pensions vary greatly. The majority of
the better ones give a pension on the final salary formula,
'defined benefit', bhased, for example, on one sixtieth of the
final salary per year of service, which amounts to two thirds
of final salary, the maximum compatible with exemption of the
funds from Income Tax, where there are forty years of service
in the scheme. In this case, somecne with a constant and
therefore final earning level of £146 would receive a final
salary pension of £87 per week, nearly five times what they
would get in SERPS.

There are also company money purchase schemes, 'defined
contribution!, more common amongst lower paid employees, where
the value of the pension depends upon the size of the
contributions from emplover and employee and the return earned
by the fund's investments. Many of the schemes in the public
sector, such as that of the Civil Service, are not funded, in
some cases also non-contributory, but some public and all
private sector schemes are funded and usually collect
contributions from employees. 'The 1978 legislation improved
the extent to which private funds covered survivors and that



of 1988 improved the preservation or transferability of rights
for those who change employer. Personal Pensions, suitable
for the self-employed, particularly, and job changers are also
money purchase arrangements. They are managed mwainly by
insurance companies, as are the funds of smaller firms.

The majority of the full~time labour force is in occupational
pension schemes. This is about two-thirds of men and just
over half of women employed full-time. This represents only
apout a fifth of all adult women, less among older married
women. Very few part-time employees are at present members of
occupational pension schemes. The number of people enroling
in perscnal pension schemes has gone up since 19588 but they
are still a minority especially amongst women.

The benefits provided by the private pension sector are
regulated by various sorts of legisiation. There are the
provisions under the Social Security Act which define a
minimum standard of benefit without which members cannot
contract out. They would have to pay contributions to SERPS
as well as to the scheme if the minimum requirements were not
met. At the other end of the scale, there are limits to the
generosity that schemes can provide, laid down by the Inland
Revenue as conditions for the funds' exemption from tax.

Home Responsibility

People who fail to make any contributions during a given year
because of domestic responsibilities, that is, caring for a
child, or an invalid (normally)} receive Home Responsibility
credits in the State system. This will mean that {(after a
transitional pericd of perhaps 30 years) almost all women will
earn a full Basic entitlement in their own right {Joshi and
Owen 1983). Since the revisions effective from 1988 there is
also home responsibility protection in SERPS, because yvears of
Home Responsibility Credits can be dropped from the
denominator when banded earnings are averaged over the



‘working lifef. People who have been contracted out of SERPS
into occupational pensions or money purchase schemes, company
or private, benefit from the Home Responsibility provisions of
SERPS, on our interpretation. This comes about through the
mechanisms primarily intended for State topping-up of
indexation of benefits. In years when they are out of the
labour force they are not contracted out, and if drawing the
right benefit for child or invalid care, they will acquire
Home Responsibility Credits. A notional amount of SERPS is
calculated for all the contracted-out. For those with credits
this notional SERPS will exceed their Contracted-out Deduction
{h5S 1990), and hence the difference between the two will
actually be paid. Many people will in fact be entitled to a
mixture of pensions in any case.

Indexation

Since 1979 the Basic State Pension has been indexed only to
the increase in prices, not to the higher of earnings or
prices as was intended in the 1975 legislation. This reduces
the growth of pensions relative to earnings if earnings
experience real growth. It alsoc has the effect of restricting
the amount expended on SERPS payments because it is only
awarded on earnings between the lower and upper band. With
this band indexed tc prices rather than earnings, a
progressively smaller tranche of earnings will become covered
by the State earnings-related pension (Fry et al 1990, Tomkins
1989). The private sector pensions, which anyway offer much
higher pension income than the SERPS cut down in the 1588 Act,
will diverge further from SERPS pensions if current indexation
policy continues and if there is real growth in earnings.

The pension schemes modelled
In Chapter 3 we build a model in which individuals spend their

entire lifetimes in one of three simplified pension schemes:
a final salary scheme; a contracted-out money purchase scheme:



and the state earnings-related pension (which is also
shadowing the first two schemes). The final salary scheme is
based on sixtieths of final salary, with no commutation to a
lump sum. Rights are frozen at current salary for those who
interrupt employment but by assumption, there is no freezing
of rights when changing employer. The money purchase scheme
might be a personal pension or might ke provided by a company.
It is assumed that the joint contribution of employee and
employer amounts to 17.5% of earnings and that the real
interest rate on the fund (net of administration) is zero.
Unisex actuarial annuity rates are used to calculate the whole
benefit as they have to be for the Protected Rights. This
level of contribution is the maximum permitted and would be
unusually high for a personal pension. We also show the
fProtected Rights*' in this pension, the minimum provision for
which contracting out would be permitted, roughly egqual to
SERPS for a man with an uninterrupted record. The version of
SERPS simulated assumes that it is in force over an entire
lifetime, ie it ignores generations only partially covered and
the transitional arrangements in both pieces of legislation.
In each case there is also the State Basic pension, which we
have also calculated. In the simnlations presented in this
paper, we have initially simplified the gquestion of inflation
by holding both prices and earnings at their current level.

We indicate in Section 3.5 the directions in which the
relative size of different benefits would change were either

prices or earnings to grow.
Pensions in the case of diverce

There are already provisions to handle the State Basic Pension
in the case of divorce. Divorcees can benefit from the
contributions of their ex-partners during the years of
marriage, if need be. Rather than Jjust split existing rignts
this measure creates extra ones. 'This is an automatic
procedure, outside the jurisdiction of the courts. The State
Earnings Related retirement and survivors benefits cannot be



split, either administratively or in the courts. As explained
below, the courts' powers to deal with private pensions are

alsc very limited.

Groves {1983, 1987}, Land (1983) and Abel-Smith (1983) provide
excellent discussions of the place of women in pension
schemes, peinting to the poor pension position of divorced
women. In general, books on pensions say little about divorece.
Among five handbooks on pensions we consulted (Matthewman
1589, Reardon 1990, Benjamin et al, 1987, 0ldfield,1988 and
stillerman, 1987), only one, the first one (dealing with
National Insurance), mentions divorce in its index.

Pension Age and other issues

Writers on pensions have had number of other concerns, such as
portable personal pensions, indexation and the equalisation of
pension ages for men and women. ‘The latter lissue is set aside
in this report, we procead oun the somewhat dubious simplifying
assumption that pension age will remain at 60 for women and 65
for men in perpetuity. In view of recent developments in the
European Community, it in fact seems increasingly unlikely
that unequal pension ages will persist, but pension ages have
already been the subject of another research project (Tomkins
1989).

1.4 Divorce law on financial settlement

The Divorce Reform Act 1969 for England and Wales introduced
the irretrievable breakdown of marriage as the sole ground for
divorce, '‘no fault divorce'. The associated Matrimonial
Proceedings and Property Act 1970 and the Matrimonial Causes
Act 19273 held that either party was entitled to support which
would restore their financial position to what it would have
been if the marriage had survived. This was criticized as
providing 'a meal ticket for life!, though not realistically
feasible in most cases. Maintenance for wives, as opposed to



children, was not generally awarded and still less frequently
actually paid. Reforms were introduced in the 1984
Matrimonial and Family Proceedings Act, which among other
features enabled the courts to be guided by the objective of
hastening the financial independence of the parties, and
making a 'clean break' wherever possible. The courts were
however left with discretion which is often used to over-ride
the simple 'clean break'. The Family Law (Scotland) Act 1885
sets clearer guidelines to the courts North of the Border. It
explicitly gives priority to the fair sharing of matrimonial
proparty, it alsc mentions fair sharing of the economic
burdens of childcare. In both jurisdictions however the
courts have a problem with sharing pension assets (Freedman et
al 1988}.

he Indivisibility of Pension ‘Assets'

Pension rights are not personal property. If the scheme is
funded the wealth actually belongs to the Trust. HMembers of
pension schemes have contingent rights on Pension Funds, whose
Trustees can pay pensions (and lump sums) on the member's
retirement or death. Provisions to prevent 'Spendthrift
Trusts', protecting members, say from being hounded by
creditors, also generally protect them from claims from their
ex-spouses ({see Ellison, 1987 for an indication of the
complexity of the law, greatly simplified here). Rights in
ovecupational pension funds are therefore not negotiable
assets. The court cannot bind managers of occupational pension
schemes to treat ex-wives as beneficiaries before or after the
member's death. Furthermore the Trustees are alsc hampered in
using discretion about paying benefit to persons other than
members by the requirement of the Inland Revenue that the
peneficiaries satisfy a dependency criterion. If, for example,
the ex-wife had not been receiving alimony, it is unlikely
that the fund could pay her a survivor benefit even if they
wanted to. Pension 'assets' are not usually divisible.



Pensions in the bPivorce Court

Pension matters have not figured much in practice in divorces
{Eexlaar and Maclean 1986). This is also apparent, by
default, in another survey of divorced people in 1984 (Gregor:
and Foster 1990). Half of the recently divorced men and one
tfifth of the women were members of occupational pension
schemes. Of these, only a small number, 7% and 2%
respectively, reported that their former spouse retained any
benefit from the scheme, usually from lump sums or death-in-
service benefits. What was more striking, though not
surprising, was the low degree of informaticn about pension
matters among the people interviewed, as presumably among the
public at large. There is however a growing minority of
Family Law practitioners who are taking an interest in pensior

guestions.

Under the new legislation it is still only a in minority of
divorces where the court is active in settling financial
arrangements, either capital or income. Edwards and Halpern
(1950) report a low overall rate of the courts making
financial provisions. In the late 19805 there were about
three times as many petitions filed as there were application:
for either income or capital orders. Within wide geographical
variations, there was a shifting balance among those orders
which are applied for towards capital orders rather than
income orders. They comment that these trends reflect a
gradual move by the courts towards the clean break principle.
They also comment that neobody knows what sorts of financial
arrangements are being made by those couples who do not use
the courts to reach a settlement.

Sometimes, especially in cases of couples with more wealth, ar
assessment of pension wealth is included in the balance when
ordering a capital settlement. If is not uncommon for a
wife's lawyer to claim a greater share of the home than a halij
on the grounds of lost pensicn rights - 'house for pension'.

10



These solutions are only possible where other assets are big
enough to offset against pension, which is not always the
case. Occasionally the prospective loss of pension righis has
been successfully argued as a 'defence to proceedings for
divorce' a reason whny the divorce should not be granted
{Ellison, 1587 pp 21/16ff).

In literature on divorce, as in legal practice, there is also
little attention paid to pensions; honourable exceptions
include the writing of Masson {1986) and Freedman et al
(1988) . Pensions are not mentiecned, for example, in the Law
Commission Report (1988) on Family law and Matrimonial
property. Arrangements for children in divorce attract more
urgent concern, both in practice and in academic research. In
this report, children are ignored except as impediments to
their mothers earning pension rights. Another topic we leave
outside our remit is alimony before retirement, and the
related question of compensation for the differential
acquisition or erosion of the partners' earning power. The
examples generated in Chapter 3 may be useful in this context

on some other occasion.

1.5 Solutions on the table

A multi-agency problem

it has been recognized that legislation would be necessary to
facilitate division of pension rights on divorce within the
next few years. The current situation on pensions and divorce
in the law of England and Wales has been described as a
stalemate (Harrison, 1989). ¥Family law alone cannot achieve
much without amendment of the Pensien Law, in whose court the
pall is said to lie (Ellison 1987). Inland Revenue regulations
would also have to be adapted: so would the State Earnings
Related Pension. The GMP, which forms the floor to contracted
out final salary pensions follows the SERPS rules about who is
entitled to a survivor's benefit. Any legislation about the

11



apportionment of contracted-out pensions would need
complementary revisions of SERPS, and in any case divorced
people who actually draw SERPS should not be left out of any
reform.

An offiecial proposal

The Lord Chancellort's Department issued a consultation
document in 1985, Occupational Pension Rights on Divorce, the
last official utterance on the subject, on which there has
peen no further action. The document reviewed a number of
previcus documents (Law Commission 1969, 1980 1981 and
Occupational Pensions Board 1976) and came up with its own
specific proposal. Following a year after the Matrimonial and
Family Proceedings Act of 1984, where the 'Clean Break' was i
favour, the provisions it recommended were very limited. The
division of pension was only to be undertaken by the court ir
what were presumed to be relatively few cases of hardship,
with one divercing party close to pension age. The pension in
which the ex-spouse may be awarded an interest would be that
payable after the Scheme member's death, not during his
retirement. On the scheme member's death the court would rule
how much of the widow's pension should be paid to the ex-wife.
Any new wife would be entitled to all the GMP widow's pension,
which was in any case outside these provisions. This
illustrates the desirability of involving the State Scheme in
any reform (as advocated by the Occupational Pensions Board,
1976) . The discretion granted to the courts under the Lord
Chancelleor's proposal, at two stages, the time of the divorce
and the scheme member's death was criticised as generating
uncertainty for both the divorced and the surviving spouse
{Equal Opportunities Commission, 1985}).

The principle of preventing hardship

The spirit of the LCD's residual approach to 'hardship' cases
only, for survivor benefits only, is not uncommon in

12



arrangements prevailing in other countries. Hoskins, 1978,
reported on the survey carried out by the ¥nternational Social
Security Association in 1976. In some social security schemes
survivor's benefits were paid to diverced women only where
they had been receiving alimony (Austria, Italy Switzerland
and much of Eastern Eurcpe).

The question can be raised as to whether arrangements between
divorcing parties and their pension insurance schemes are the
best way of meeting the indisputably worthy objective of
preventing divorced elderly women from falling below
acceptable income standards. It might be better to have
adeguate social transfers not specifically conditioned on
marital status. Hoskins cites Australia, New Zealand, Norway
and Denmark as using means-tested transfers, and Sweden (at
least at in the 1970s) as having effective protection from a
universal benefit based on citizenship.

Pensicon splitting: Germany

Another class of solutions, pension splitting, contrasts with
transfers confined to hardship cases, whether from ex-spouse's
insurance or the state. Apportionment of pensions, as
splitting is sometimes known, is already in operation in
Germany and the State of california inter alia. The
splitting of pension credits in West Germany, enacted in
1976, applicable to divorces after 1977, was the Ffirst to be
adopted by a national scheme (see Kaltenbach 1978, Veegli and
Willenbacher, 1989). The German legislation was accompanied
by a new marriage law as well as a new divorce law. Marriage
was defined as an egual partnership or community, and the
notion of fault abandoned in divorce.

In the German pay-as-you-go pension scheme the calculation of
pension rights to be split is straightforward. All pension

rights are earnings-related, and there is effectively just one
central public scheme containing most people’s records. Every
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year of contribution adds a defined point to a person's
pension record, whose value depends on the ratio of that
year's earnings to the national average. On divorce, the
pension rights accumulated during the marriage by both
partners are summed and compared. Half the difference is
transferred from the account of the spouse with the greater
recerd to the other one, creating a new account if necessary.
Each partner draws benefit at their respective retirement
ages, after, as far as pensions are concerned, a clean break.

Proposals for Pension Splitting in Britain

Splitting pension rights at the time of divorce has recently
been put forward for the UK in a recent consultative document
for the Labour Party by Michael Meacher MP (1930). It has als
been advocated by Masson {1986) and by Freedman et al (1988).
All of these schemes are predicated on the notion of communit
of property within marriage, written intoc the German and
Scottish law, but not formally in English law. This implies
that if pension rights are assets, a couple's pension rights
are a joint asset. This in turn implies that there is a
settlement of pension rights to be made for all divorcing
couples, except those whose expected rights happen to be
equal .

In the British context, pension provision is net unified in
comparison with West Germany. The bulk of pension wealth 1is
held by a large number of Occupaticnal Pension Funds, and muc
of it involves pensions based on the members's f£inal salary.
Both these features complicate any pension splitting procedur
compared to Germany. Michael Meacher's pension splitting
proposal invelves all couples (including cchabitees if they s
wish) registering an interest in each other's pension scheme
while married. 1In the event of divorce both parties would
essentially be treated as independent members of each scheme,
with rights equivalent to half the transfer value of the
pension earned up to that time. This assertion of joint
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'ownership*' of pension entitlement treats pensions as the
couple's rather than the individual's deferred pay and implies
equal shares in matrimonial property. In principle,
interdependence within marriage would be followed by
independence after divorce. In practice, arrangements may be
augmented by spouse maintenance including further pension
contributions.

Objectives of pension splitting

The main objective of pension splitting is eguity between.
divoreing spouses, the prevention of hardship is a by-product
in some cases. There iz no guarantee that the procedure will
always eliminate hardship. The couplefs combined resources may
be inadecuate. On the other hand where both couples have
adegquate but unegual pension entitlement there would be an
equity case for splitting the difference even though no

hardship were involved.

If pension-splitting is seen as an issue of equity between
partners, simple general rules are clearly appropriate and
practical. They remove the need for couples to wrangle
individually over a subject that in most cases seems remote
and complex. If the reason for concern is primarily the
prevention of hardship, discretion for the courts might seerm
more appropriate, though given the complexity and
unpredictably invelved, one may wonder how effectively all
cazes of hardship would in fact be prevented.

Children and Compensation

other principles have been advanced in writing on this
subject. Eeklaar and Maclean (1986) question the ideoclogy of
partnership on which splitting is based. They draw a
distinction between childless marriages and those with
children. In the latter case they appeal to a principle of
compensation for the loss of income attributable to child~
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rearing, in the former they expect spouses to have retained a
‘good deal of economic independence'. It seems as 1f these
authors feel that the partnership principle may ercde this
independence within or after marriage. For couples with
children they suggest that maintenance ought ideally to
compensate the woman to the extent to which ‘her standard of
living falis helow that which she might have expected had her
marriage broken down without caregiving'. This hypothetical
point of reference is not the husband's income (with which th
woman's is compared in pension gplitting), but one which is
likely to be lower. This formulation is similar to provision
in Australia for couples to share the foregone earnings costs
of children (Funder 198%). In the Australian case couples
split the difference between a mother's actual and potential
earnings, treated as the couplefs investment in child rearing
Eexlaar and Maclean appear to be putting forward compensation
for the whole of such a notional gap. However they are very
doubtful as te whether it would be practicable to quantify th
gap, as they also doubt the practicability of splitting
pensicn rights in the courts. Besides the legal difficulties,
people often have difficulties ascertaining what their pensioc
rights are. Eeklaar and Maclean conclude by pointing to the
iimits of '‘private law and individual resources' making good®
the shortfall in the community's opligations both to its
children and to their caregivers'. They also want to preserv
‘the individualist values represented by the right to divorce
and to establish serial families'®.

There are in practice, of course, formidable difficulties in
estimating the opportunity costs of children in terms of
foregone earnings and associated pensions. Whether or not
these can be overcome in real life ({hustralia?), 1ii may be
instructive to lock at their magnitudes in the illustrative
experiments in Chapter 3, where they are easily ascertalned o
they are part of the procedure for constructing women's
earnings and pension profiles. This can show to what extent
and under vhat circumstances the pension splitting formula
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might also serve to compensate for the pension cost of
children.

Issues of Women's equality and independence

The simulations will also throw light on the individualist
argument that no intervention is needed in the majority of
cases, or at least in childless divorces. There is an
argument that any continuing claim of the lower earner {almost
always the wife) on pension rights after divorce, perpetuates
an undesirable dependency. It is presumed that women's
advances in the labour market have meant that they will be
able to "earn their own pensions®. As our simulations show
this is true up to a point, pbut even if they do not earn
inadeguate pensions, most will earn inferigr pensions to their
husbands. Pension splitting should net perpetuate dependency
within marriage, but would help to prevent inequity arising
when pooling ceases. At least in the "German" form, it is not
a proposal for alimony or maintenance out of a resources
earned after divorce, it is merely a way of maintaining an
interest in an asset jointly acguired during marriage. As the
direction of transfer is from whomever has the higher pension
to the lower it does not preclude transfers to men as well as
women and it will become less necessary as (or if) the gap
between spouses® earnings or pensions reduces.

The issue of whether and how to deal with pensions on divorce
also throws up major issues in theory and polities of sexual
equality. Should women be treated as equal and independent,
or should they be treated as different because of the nature
of their nurturing role? Where domestic responsibilities have
not been divided, it is not egual treatment to expect women to
earn their own pensions and carry the double burden of
society's unpaid work and earn themselves, as individuals, the
pension rights that their husbands and ex-husbands managed to
earn, Ireed from the need to run the unpaid side of life.
Pension-splitting in the case of such couples as do share both
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the unpaid and paid work and are equally treated by the labour
market, will not be necessary because both spouses will earn
similar pension rights. Owen and Joshi (19%0) argued for a
two pronged appreach, developing the possibility for both
sexes combining paid and unpaid work on equal terms, but
simultaneously providing adequate support for those whose
major contribution was unpaid. This they suggested might come
from an enhanced Basic pension, based on citizenship. Like the
swedish provisions cited above, adeguate universal pensions
would obviate the hardship case for pension splitting.

1.6 The variants of pension division simulated

In Chapter 3 three of the many possible ways to treat pensions
after divorce are considered:

{i} the ‘'status quo’,

{ii) the 'German scheme' or the splitting of pensions gained
during marriage,

{iii} the 'lifetime’ split.

The ‘status gque’

The first variant is a simplified version of the current
regime for most British divorces. Apart from the State Basic
Pension, all rights stay with scheme member and all survivor's
benefit goes to the surviving, current spouse. For simplicity
there are no lump sum benefits, pensioners with dependant
childeen or deaths in service, in this or the following variant

Splitting pensions earned in marriage

our 'German' type scheme is also very like the Meacher
proposal. Unlike the latter, the rights split are confined to
those actually accruing during the marriage, not any beafore,
and there is no allowance for an ex-spouse helping toc pay
pension contributions after divorce. The split is calculated
at the time of divorce, taking into account what is known to
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have been earned already, although in a final salary scheme,
and, because of Home Responsibility Credits, in SERPS sone

forecasting is necessary.
Sharing lifetime pensions

The 'lifetime’ formula is one alternative approach. The
benefits are split after the end of the working life, in our
formulation, at the time of the later retirement of the two
partners. It is based on earnings up to that time not just up
to divorece. The gap between spouses pensions is split and
weighted by the share of the marriage in the contributor's
working life. The period before the first marriage is
allocated to the first marriage, the periocd between marriages
to the next marriage. There could obviously be further
variants on this formula. For example, the point of reckoning
might be the major earner's death instead; but this would
reduce the number of years in which the transferee would
benefit and hence the effectiveness of transfers at supporting
the incomes of elderly divorcees. While a lifetime approacn
postpones the division of the pension until perhaps long after
a divorce, it does have the apparent merit of taking account
of differential acgquisition or erosion of future earning pover
during a partnership. It would also be possible, though not
necessarily desirable, to adjust the pension settlement in the
light of subseguent marriages. In our scheme we would assume
that settlements would not be affected by remarriage, although
we have not looked at cases where women remarry. Another
possible variant would leave to the court's discretion the
fraction in which pensien rights were divided up, given the
'factors! present in individual cases and the size of other
assets., This is not considered here, and would seem to be
administratively cumbersome.

The arguments in favour of scheme (ii) that settles at the

time of divorce are that it is in the spirit of the Clean
Break; that most of the relevant information is in principle
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available; that all parties know in advance, as far as is
possible, who is going to receive how much pension; that it 1
unaffected by future changes in marital status of either
partner, or by changes in earning, pension scheme membersnip
or contribution levels. Nothing that either party does after
the divorce can therefore affect the size of the transfer, an
there is no moral hazard. The weaker party has no claim on th
contributions made by the ex-spouse after their partnership
ends. The arguments against it compared to the lifetime
approach, are that the amounts transferred may be less worth
having, particularly after short marriages followed by periocd:
of caregiving to the couple's c¢hildren. Continuing pension
sacrifice, resulting from caring activity due to the
partnership, but incurred beyond the date of divorce cannot b
taken inte account. In fact our lifetime scheme (iii) does
not always produce bigger transfers than gscheme (ii) because
the split lifetime pension gap is welghted in proportion to
the length of the marriage.

1.7 . Economic Inequalityv between the Sexes

The merits of these schemes cannot be considered in isolation
from the relative economic position of the divorcing
partners. ‘'The possibilities logically range from the
traditional total financial dependency of wife upon husband t«
the reverse. Both extremes are rare. So too are cases where
the partners earn egually and may be presumed independent.
The most common situation is one where wives earn less than
their husbands, with widest gaps at stages of their lives whey
they have caring responsibilities. In these cases, a partial
financial dependency on hushbands may be said to exist, pbut is
perhaps not given adeguate recognition (Joshi 1989).

The fact that neither the increase in female labour force
participation nor Egual Opportunities legislation has given
women egual outcomes on the labour market when compared to mer
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nas been documented elsewhere (Joshi 1989, Wright and Ermisch
1950) . Lower pay and shorter hours combine to make female
earnings a far smaller share of total earnings than they are
of the workforce., Little more than a guarter of all earnings
(28%) in 1586 were gained by women who were near to half (45%)
of &1l emplovees (our calculations, Family Expenditure
Survey}. Other indicators of women's inferior status in paid
work are the percentage of couples earnings earned by wives
{29% in 1986 on average)} and the fact that 10% of all two
emplovee couples had the wife as the higher earner.

As with the current plight of many lone mothers, that of
divorced elderly women can be expected to reflect continuing
disadvantages for women in the labour market (Joshi 1990a,
1988, 1991). These include inferior training, low pay, Jjob
segregation, obstacles to promotion, shortage of affordable
childcare and inadeguate szupport of community care. These may
some time be eliminated by determined policy and /jor the
demands of the economy, but meanwhile they perpetuate
financial dependency for many women either on husbands or the
State.

Reducing these disadvantages would of course eventually reduce
the problem of divorced women among others, but the
disadvantages are intractable and irreversible for women who
sacrificed their earning power in order to make unpaid
contributions to reproduction. Measures to safeguard
divorcees' interests in a couples' pension help to mitigate
some of the unsatisfactory outcomes of marital breakdown.
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CHAPTER 2 OLD AGE AND DIVORCE

2.1 Resources of the Elderly

The importance of enguiring into pensions after divorce is
that for most people the package of pensions described in
Chapter 1 is the main, if not the sole source of income in old
age. Some elderly people have sources of inceome fLrom assets
or earnings, but for the most part pensions derived from past
employment {or spouse’s past employment} are the major source
of income in old age {see Fry et al 1930). In a substantial
minority of cases these pensions are at present supplemented
by means-tested benefits (Income Support and Housing Benefit).
The adequacy of future pensions can be gauged in relation te
current assistance levels. Pensioners whose National
Insurance pension was not augmented by much other income would
tend to be eligible for assistance, as of course would those
whose contribution record was inadeguate. It can be arqued
that the Basic National Insurance system has the potential to
give the most effective old age protection to women who have
spent all or parts of their working lives doing unpaid work in
the home (Owen and Joshi, 1989). Unless its value is
dramatically uprated, pensioners with little else must be
economically vulnerable. Many divorced women seem likely to be
among them. They are unlikely to have occupatiocnal pensions of
their own, or access to their ex-husbands'.

Current position of non-married elderly women

Because divorced elderly women are at the moment such a
small minority, there is no reliable statistical evidence on
the extent of their special financial problems, but we have
plenty of evidence that elderly women who are not currently
married tend to be living in reduced circumstances and to have
iow incomes. Family Expenditure Survey data for ‘pensicner
units' in 1984-6 shows the average gross income of single

22



females to be the lowest, f£64 per week, compared to £75 among
single male pensioners and £77 {equivalized) for pensioner
couples (Fry et al, 1990). Among the three groups, the single
females had the highest share of state pensions in average
income (57%) and of assistance benefits (10%) and the lowest
share (15%) of occupational pension. In 1986 more than half,
59%, of all men over 65 received an occupatienal pension
compared to just over a quarter (27%) of all women many of
vhom would be widows benefitting from their former husbands®
scheme. Our analysis of the 19B6 FES also showed that those
women who did receive occupational pensions got on average.
little more than half the average pension received by a man,
£26 compared to £45 (at 1986 prices). Looking back to similar
data for 1968, the real value of occupational pensions paid to
women changed 1ittle, though coverage improved from 11i%. In
centrast the value of pensions paid to men did rise, though
coverage changed less, having been 47% in 1968.

The Government Actuary'‘'s Survey of CGccupational Pension
Schemes in 1983 (Government Actuary's Department, 1986) showed
that new pensions awarded to female contributors were below
those awarded to men in the same sector. From the public
sector new pensions to men averaged £44 per week, compared to
£35 for women. iIn the private sector, new pensions in 1983
were £30 and £15 respectively.

The non-married women who are widows are increasingly being
provided for by widows' pensions from company schemes as well
as from the State. What appears to make the prospects for
material comfort in old age for divorced women rather bleak is
that they do not have access to survivors' pensions from their
spouses, and will have to rely on whatever pensions rights
they have earned in their own right, together with earnings
when they are young and fit enough to remain in the labour

market.

Examination of economic activity rates provides indirect
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evidence that divorced elderly women have rather fewer
financial resources than their contemporaries who have never
married, or who are still married, or are widowed. Table 2.1,
taken from the 1988 lLabour Force Survey shows that 12 per cen
of divorced women over 60 were economically active, compared
to 4 per cent of the widowed, 5 per cent of the never married
and 9 per cent of the currently married. It alsc shows that
those divorced members of the labour force were much more
likely to be working full-time than the cother women over 60
who were still in the labour force. 5 per cent of the
divorced elderly worked for more than 30 hours per week, ovex
twice the rate of the other groups of women.

Table 2.1

Economie Activity Rates of Women over 60, by Marital Stal

UK 1988
Never-married Married Widowed Divor:
% % %
Active 4.9 5.2 4.1 1.
Employed over 30 hours 1.3 1.9 0.6 :
Population '000 584 2458 2901

Spource: Eurostat Labour Force Survey

Coverage of Occupational Pensions

Comparison of the working age generation (two thirds of men
covered and one fifth of all women) with those over retiremer
age suggests that receipt of occupational pensions will
continue to spread, but is by no means universal, especially
among women. Amongst current employees in 1983 males
outnumbered females by more than three to one as members of
occupational pension schemes {Government Actuary 1986).

For both sexes, coverage .s more likely in the public than trF
private sector and at higher salary levels. Female part-
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timers are seldom in a pension scheme (11% in 1987, when 51%
of female full-time employees were covered according to the
GHS). The major reason for non-coverage of part-timers was
that their job was not eligible for coverage. Since the
Bilka~Kaufhaus case in the European court (1986), which
decided that differential treatment of part-timers was
indirect sex discrimination, and the 1990 case of Barber v
Guardian Royal Exchange, where occupational pensions were
deemed a form of remuneration, companies are likely to be
forced to change such rules (Tomkins 198%)}. Although our
simulations have not taken intoc account the implications of
the Barber case for equalising pension ages, we have sinulated
the effect of covering part-timers in the experiments reported
in Chapter 3 below.

As the attractiveness of the state scheme has been eroded by
various developments during the 1980s, there has been an
increase in the coverage of the labour force by private
pensions, occupational pensions and personal pensions
combined, and this has affected women as well as men. Fuall-
time women employees have increased their membership of some
sort of private pension schemes from 55% in 1983 to 65% in
1989. The corresponding figures for men are 64% and BO% (OPCS
Monitor 885 50/3 on 1989 GHS).

2.2 Trends in Divorce
Current Features of Divorce and Remarriage

Since the 1970s the divorce rate has risen dramatically in
Britain, as in other countries. Divorce rates in Britain are
lower than they are in the United States, but higher than in
most other European countries outside Scandinavia. It has
been estimated that, at rates current in the 1980s, 37% of
couples would eventually divorce (Haskey 198%). The risk is
higher the younger are the partners at the time of marriage,
and also for a number of identifiable groups such as the
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remarried, the childless, couples starting childbearing early
in marriage, people not in owner occupied housing and wives
with higher earning power (Murphy, 1985, Ermisch 1989). Most
divorces occur within a few years of age 30. In 1979, for
example, 14% of divorces were to women under 25, 44% toc those
age 25-34, and 42% to those over 35.

Most divorced people marry again. People divorcing in their
twenties fregquently remarry within a few years. Women
divorcing at ages over 35, particularly those with children,
face lower prospects of remarriage than younger women and tha
men. In the histories reported in the 1980 Women and
Employment Survey, 70% of women whose first marriages ended
petween ages 25 and 34 remarried eventually, as did 50% of
those aged over 38 at separation/divorce (Ermisch 1989).
Different social class patterns for men and women in the
propensity to remarry have been described by Haskey (1987) ir
a two-and-a half year follow-up. Low male economic status
reduces the chances of men remarrying withain 30 months, but
raises those of their ex-wives.

The Ageing of the Divorced Population

The proportion of the population which is currently divorced
is the outcome of the numbers of psople in the population whe
nave been divorced, who have not remarried and who have not
died, Although there are egual numbers of men and women
divercing at any one time, there are more divorced women in
the population than there are divorced men because men have &
higher rate of remarriage and of mortality.

At present, the bulk of the divorced population is not
elderly. They are of working ages. It is the age range arou
age 40 where there is the highest proporticn of people who ai
divorced; just over 10 per cent of women 1n the age range 35-
4%, rather fewer males. This is illustrated in Figure 2.1
where the right hand, higher, parts of each bar represent the
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proportion of a female age group which is divorced and the
left-hand bars in all age groups plot the proportions of males
whe are divorced. The hump around age 40 shows the age band
where marital status is most likely to be divorced.

Proiections of the future inecidence of being divorced amongst
the population show a very different picture (Haskey 1988}.

By the year 2006, the age group with the most divorced people
pecomes the band around 50. It iz still expected that there
will be more women than men among them. Within a higher level
overall, the age structure shifts up. In the 1980s very few
elderly people were divorced; they belonged to a generation
that experienced little divorce. The proportions of the
elderiy projected to be divorcees for both sexes is going up.
By the year 2025 when the Government Actuary's projections
stop, the peak ages for the proporticn of women divoerced are
between 65 and 75. By the end of the first quarter of the
21st century a significant proportion of elderly women will pe
divorcees, one in seven compared to one in thirty-two in 1985.

Figure 2.2 graphs the projected proportions divorced by birth
cohort rather than by calendar year. It shows how the cohorts
porn in the 1930s had a much lower chance of experiencing the
divorced state than the cohorts born in the 19405 and the
1950s. The cohorts born in the early 1%60s are projected to
have a slightly lower level of experience of the divorced
state than the cohorts born in the 1950s because a higher
proportien of that generation is projected never to marry at
all. The age profiles for the cohorts do not show the
downturn of the cross section. Once the female cohort reaches
its peak proportion of divorced members, this does not fall
off. Although some women remarry, they will be matched by an
inflow of their contemporaries becoming divorced. The peak
level of being divorced is projected for the cohorts born in
the early 1950s at around 15 per cent of the population. They
will carry this rate into old age with them, twice that of the
generation born in the 1930s of whom around 7 per cent are

28



28—ZEB1L < GZPel < a—wwEL -+ f—Tadl

GH—%H —0OF — L —0L - —08 —as bt 4 4 —ev —0 —ug —o —aT —Oac
Il s ’ 1 Il 1

HLim® d40 SHv3L g31D313% A8

AIDIOAIA LAOHOD FTVWHL JO0 ILNAOHIJ

g g pandig

B0 4 M- O

a



reaching old age in the divorced state.

2.3 Marital. Sex and Age Structure of the Elderly Population

Turning te the elderly population in themselves, their marital
status 1s described in Table 2.2. Amongst the population over
pension age 1n the mid-1980s, a very small proporticn was
divorced, 3 per cent of women over 60 and Z per cent of men
over 6%. Most men over pension age (73%) were currently
married. By contrast only 45% of the elderly females were
currently married; and almost as many were widowed. The
projections show this maritai status composition of the
cideriy changing. Fewer elderly women are expected to be

widows, more are expected to be divorcees.

The incidence of widow and widowerhood 1s falling because of
rmprovements in mortakity, alongside falling chances of
marriages surviving. By the year 2025 the projections are that
12.5 per cent of the elderly female population will be
divorcees and 5.4 per cent of elderly males.

If we turn to the ratio of females to males amongst divorced
people over current pension ages, the excess of women is more
apparent. There are more elderly women for both natural and
artificial reasons. Women live longer and they are classified
as elderly five years earlier. Taking the population over
pension age, the sex ratios amongst the divorced elderly show
neariy three divorced elderly women per elderly divorced man
in 1985, 270 per cent. This drops to 245 per cent in 2025,
still more than twice as many women as men among the divorced

alderty.

The ageing of the elderly population as a whole stalls
temporarily in the first decades of the next century, but
ameng the divorced elderly the age structure shifts steadiiy
upward. The experience of being divorced will spread up the

age range.
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Table 2.

Single
Thousands
1885
Females 60+ 588
Females 65+ 483
Mates 65+ 218
Persons 60/65+ 807
2006
Females 60+ 339
Famales 65+ 276
Males 65+ 266
Persons 60/65+ 605
2025
Females 60+ 588
Females 65+ 346
Hales 65+ 437
Perscne 60/65+ 1,045
Sex ratio: Females per 100
1985
Over 69/65 268%
Over 63 2Z1%
2005
Over 60/65 127%
Over 65 104%
20258
Over 60/65 129%
Over 65 76%
Marita: status composition
1985
Females 60+ 0.097
Females 65+ 0.105
Hales 65+ 0.873
2006
Females 60+ 0.655
Femaies 65+ 0.058
Males 65+ 0.676
2025
Females 60+ 0.078
Females 65+ ¢.061
Hales 65+ 0.104

2

Humbers of Elderly People, by Marital Status and Sex:

1985 and projections for 2006 and 2025: Engiand and Wales

2,714
1,715
2,180
4,904

2,818
i.854
2,346
5,164

3,387
2,253
2,802
6,189

males

124%
78%

120%
79%

121%
80%

0.446
6.371
0.727

6.455
(.389
8.672

0.449
0.397
0.636

2,598
2,305

536
3,134

2,480
2,263

642
3,122

2,558
2,322

735
3,293

485%
430%

386%
352%

3488
316%

0.427
0.499
6.178

0.400
0.475
6.184

£.339
0.40%
0.167

Married Widowed Divorced

186
118

6%
55

557
366
235
192

1,017
758
415

1,432

270%
171%

237%
156%

245%
183%

6.031
0.026
6.023

G.0%0
0.077
0.067

0.135
0.133
0.094

Total

6,086
4,621
3,014
9,100

6,197
4,761
3,490
9,687

7,550
5,679
4,408
11,958

202%
153%

178%
136%

171%
129%

1.000
1.000
i.000

1.000
1.000
1.000

1.000
1.000
1.000

Source: Government Actuary's Department, Population Projections
mid 1985-based.
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2.4 Implications

Few people so far have experienced old age as divorcees. Those
who are expected to reach the state in growing numbers, will
almost certainly have a different social and econcmic profile
from their contemporaries of different marital histories.
While noting this complexity, this report will proceed on
simplifying assumptions which do not model the selection
processes explicitly. It will concentrate on divorced elderly
women, because they are expected to be more numerous than
divorced male pensioners and because, for women, marital
status is an important determinant of retirement income.
Whatever problems are faced by the current generation of
divorced elderly women could be faced by over five times as
many of them in the year 2025.



CHAPTER 3 A STMULATION OF COUPLES' EARNINGS AND PENSIONS

3.1 The Model
The method and its antecedents

Our approach is to apply the results of econcmetric analysis
to simulate lifetime earnings, and pension profiles for a
range of illustrative cases. These simulations show the sort
of circumstances which lead to inadequate pensions and explore
now far the outcome can be affected by changing rules
covering entitiement to benefit from the contributions of an
ex=-spouse - living or dead, in State and private pension
schemes. We explore the sensitivity of a woman's pension
entitlement toe her occupational level, the number of her
children {if any},; the length of her marriage and to
variations in her labour force participation after divorce if
she then has dependant children.

The simulation of illustrative cases does not necessarily
reproduce the cross-section of actual experiences. Averaging
across the individuals simulated does not necessarily reflect
population averages. Indeed deliberately selected extreme but
rare cases have more prominence in this exercise than they do
in real life.

This Chapter develops earlier work along the same lines in
which models fitted to data collected in the 1980 Women and
Employment Survey have been used to estimate women's earnings
foregong due to childbearing. The principles of the method of
generating employment and earnings profiles for illustrative
‘typical' individuals are set out in Joshi (1990). A first
attempt to generate pension profiles, for women and men in the
State Scheme, was reported by Owen and Joshi (1990). The
particular formulae used in this exercise are shown in the
Appendix. For women they are a multinomial legit estimate of
the determinants of participation in full and part-time
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employment, set out in Joshi and Davies {1990), and a pair of
wage formulae, separate for full-time and part-time jobs,
iinxing earnings to labour market experience estimated by
Ermisch and Wright (1988).

Our previous paper alsc used these wage functions to generate
lifetime earnings for women with otherwise average
characteristics and zero, one two or three children. Earnings
foregone to bring up two children came out at a little over
half potential earnings after the age of 25 when the first
child was assumed to be born. We repeated the exercise as
closely as possible for three other Eurcpean countries.
Patterns of participation and magnitudes of earnings foregone
were similar for Britain and West Germany, but France and
Sweden contrasted markedly. In these two countries there is
much more use {and subsidized provision} of child care outside
the home. Mother's earning histories appear accordingly to be
much less depleted. The subsidization of paid child-care
sheuld help protect divorced mothers, among other things, fros
low pensions. Another lesson of international comparison is
that the sorts of effects of children on earnings and pension
entitlements simulated here depend on culturally and
historically specifie conditions obtaining in Britain in the
early 1980s. Attitudes and prices could change, altering
patterns of mothers' employment, perhaps even fathers?!, but ir
this exercise prevailing practice is frozen.

The present model and its assumptions

The simulated participation profiles used here embody further
refinements: husband's incomes are also generated, to which
wives' participation is allowed to adapt, as it is to three
levels of female wages. The parameters for generating men's
earnings come from Wright's and Ermisch's ({1990} study of
married men, augmented at young ages by parameters for voung
single men taken from Greenhalgh (1580}.
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Any dependence of men's earnings on their marital status is
set aside. Greenhalgh found that divorced men and married men
had similar earnings functions. Though they differ between
single and married men, it is not clear how the differential
should be interpreted.

The hourly earnings profiles have been fixed at their maximum
levels ({last peak before retirement}. The downturns implied by
the guadratic functional forms are not entirely plausible,
especially when they reverse rankings from peak to final
salary level. Murphy and Welch (1950) demonstrate that the
quadratic curve does not fit actual data too well beyond the
peak. It overpredicts the downturn. The data they use are a
pooling of cross-sectional and longitudinal material for US
males from the CPS 1964-1987.

Hours of work were imposed for full-time workers on the basis
of average hours reported in various surveys. At low and
middle occupational levels men were assumed to work 44 hours
per week and women 36. At the high occupational level the
hours assumed were closer, 40 and 38 respectively. When women
were simulated to be in part-time work, hours were allewed to
vary, up to 30, according to the predicted probabilities of
their being in part-time rather than full-time work.

Building the Illustrative People

We generated life histories summarised in Table 3.1 on the
basis of three assumed levels of earning potential for both
the man and the woman. The level of earning power affects the
woman's chances of participation in the labour market and
hence the length of her employment record to date. It thus
affects her hourly wage indirectly and directly. The man's
earning power is determined solely by the wage formula which
is simply shifted up for higher levels of qualification.

The lowest of the three levels is that of smomeone who left
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school with no qualifications. Among female occupations, thi
coerresponds to non-skilled manual work or to a shop assistant
for example. The middle level is set at O-level standard
qualificatiens for both sexes, with the oceupational level
corresponding to that of a secretary for women, or a skilled
manual worker for men. ‘The highest level of earnings is that
imputed to graduates.

We make the drastically simplifying assumption that employmen
is continuous for both men and women between finishing
education and pension age, except for the domestic
interruptions and early retirements generated in the female
partiecipation formula (and the deliberately extreme case of
the career housewife). Explicit inclusion of random
interruption for sickness or unemployment would lower lifetim
earnings of both sexes, particularly, to be even more
realistic, among the less skilled, but would not basically
affect the differences between sexes with which we are mainly
concerned here.

The occupational level is linked to the marital histories in
that the ungualified woman is assumed to marry at age 20, the
woman of middle skill level to marry at age 22, and the
graduate to marry at age 24. In all cases, her husband is
assumed to be two years older than herself. If she is to
produce a two-child family, we assume that her first child is
born three years after her marriage and her second child
three years after that. This means the least qualified womar
would have her second child at age 26 and the most qualified
at age 30. If she has a four-child family, a fairly rare
occurrence, we also assume shorter intervals, two-years
between marriage and first birth and between the four births.
This makes the unskilled woman marrying at 20, finish
childbearing at age 28, if she has four children and the
graduate would have her fourth child at age 32.

1f these marriages end in diverce, we have assumed that this
might happen at one of three possible points: after 6 years,
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Tabie 3.1 SUMMARIES OF MARITAL HISTORIES GENERATED

Age at hge of wife at: Age last Age of

No of mary:age child HMan at
children lst  Last Div- at last
Wife HMan Birth Birth orce divorce birth

FIRST WIVES: Low Qualifications

Marriage lasts 6 years 2 20 22 23 26 26 0 28
12 2 20 22 23 26 12 6 28
4 20 22 22 28 32 4 30
24 2 20 22 23 26 44 18 28
4 20 22 22 28 44 16 30
FIRST WIVES : Middle Qualifications
Marriage lasts 6 years 2 22 24 25 28 28 1] 30
12 2 22 24 25 2B 34 6 36
§ 22 24 24 0 34 4 32
24 2 22 24 25 28 46 18 £l
[ 22 24 24 36 46 16 32
FIRST WIVES: High Qualifications
Marriage lasts 6 vears 2 24 26 27 30 kit ) 32
12 2 24 26 21 30 36 6 32
4 24 26 26 12 36 d 34
4 2 24 25 27 30 48 18 32
4 24 25 26 32 48 16 34
SECOND WIVES : fLow Qualification
Hushand from sarly divorce 2 23 29 25 27 0 0 33
middis 2 23 35 25 27 4 0 39
iate 2 15 47 37 EL] G b 51
SECOND WIVES : Middle Qualificationg
Husband from eariy divorce 2 25 3t 27 9 b 5] 35
middie 2 25 37 27 29 g 0 41
late 2 37 45 39 41 0 o 53
SECOND WIVES : High Qualifications
Husband from early divorce 2 27 33 29 31 0 4 37
middle 2 27 38 28 31 0 0 43
late 2 35 51 41 43 0 0 53

NOTE: For First Wives variants also exist for unbroken marriages with 0, 2 ang
4 children, and, for all breken marriages, with no childresn.

37



which is a relatively short marriage, but not an infreguent
duration: after 12 years:; or for the sake of illustration, a
very long marriage which lasts 24 years. For comparison, the
most common duration among marriages ending in divorce in 1988
was 4 years, and the median 10. The early diverce is (Jjust)
iate enough for two children but not four to be born. Two or
four, as well as no children, might be born in the 12 and 24
year variants. In the ‘late' variant, the woman is aged 44 ©o
50 at the time of diverce and any children are over 16. The
later divorces are less likely to be followed by remarriage.

We have made the following assumptions about remarriage. None
of the first wives whose histories have been outlined are
assumed to remarry. If they did, under present arrangements
their pension entitlement will depend extensively on that of
their next spouse. We do explicitly allow for f£irst husbands
remarrying. If they do, we have assumed it is after a year of

veing unmarried, to second wives who are younger than their
first wife, by a factor of 4 years in the case of the early
divorces and by a factor of 10 years in the case of the first
marriages which have lasted 12 or 24 years. The second wives
are all assumed to have two children at 2 year intervals. The
examples were constructed to avoid the complication of the ma
reaching pension age while responsible for a dependant child,
becauge we have not included dependant's pensions in the
pension simulation. The second wives were assumed to have th
same earning power as the first wife. Their employment
histories lock rather different however, because they have
older husbands with higher incomes and because they are young
enocugh to have their participation affected by the husband's
retirement. For this reason, they do not earn as big a
pension in their own right as they would have done if they ha
peen married throughout to a man closer their own age.

peath is assumed to occur at age 78 for all men and for womer
at age Bl. This represents the i1ife expectation of someone Wi
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has survived until pension age, according to English Life
Taple 14 (OPCS 1987). It is of course a simplificaticon not to
allow for differential mortality between social classes, the
higher mortality of the divorced, nor for the possibility that
some people die before they ever collect any pension.

The lone mother's ‘benefit trap!

In order to explore the consequences of different labour force
behaviour after divorce, we have adopted two assumptions about
the labour market behaviour of divorced mothers. One of them
gives the labour market behaviour predicted by the general
model, which on the whole involves a rapid return to full time
work. Such experience is by no means universal amongst lone
mothers, many of whom stay out of the labour market for longer
even than married mothers do, possibly because of the
disincentives built in to the benefit system combined with the
lack of childcare (Ermisch and Wright 1991, Joshi 1950a). We
have construocted a 'benefit trap' variant whereby a lone
mother who is not already working full-time when her marriage
breaks up stays out of the labour market on benefit until her
children are no lohger dependent and she is no lenger eligible
for the benefit. These two scenarios form extremes of what

actually happens, but they provide a range.
The ‘career housawifef

We have constructed another extreme case. She is the career
housewife. We have generated the incomes and pensions for a
woman whom we assume never re-enters the labour market after
leaving it on marriage: whether or not she has children,
whether or not she divorces, she stays a housewife from
marriage to retirement. We have assumed she dees not gualify
for Home Responsibility Credit and presume that if divorced
she must have her own means or receive alimony. As far as
National Insurance contributions are concerned, someone
exercising the Married Woman's Opticn would have similar
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pension rights to this case { though none of her pre-marriage
SERPS, as anyone born late enough to start off in SERPS would
already have missed the chance to opt out). Opted out women
who divorce do not retain their exemption from contributions.
No allowance is made for any second wife taking up the

housewife-only career.

Location in time

The simulations generate an artificial lifetime in a time
warp. It has some features of a contemporary cross saction,
and some of an era that will not be achieved until the fourth
decade of the next century when contemporary pensioh schemes
becoms mature. Earnings and participation evidence is drawn
from 1980 and valued at 1990 prices. The rules of pension
schemes are as laid down in 1988 legislation. Only cohorts
entering the labour force after that date would be subject to
these rules throuwghout their careers. For the sake of
simplicity the transitional provisions of SERPS, and the
contracting-out incentive have been set aside. Another way in
wnich we have created a snapshot of the present is by making
the assumption that neither prices nor the real level of
earnings change. The model can allow for these to change,
with differential conseguences for different types of pension.
such dynamization has been left outside the scope of this
report. It should first be instructive to understand the
issue by comparing the pensions of people invelved in divorce
under this set of admittedly simple assumptions.

3.2 Results up to Pension Ade

Labour force histories

Table 3.2 presents the main features of the work histories on
which earnings and pensions are based, for three out of the
seven occcupational combinatiens of husband and wife we have
considered. These are the cases where each partner has the
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same level of qualification/occupational potential. The other
combinations {apparent in Table 3.3) exclude those where a man
with low gualifications has a better qualified wife, but do
include all the cases where the situation is reversed, as is
more fregquent, and one where the wife's grade exceeds her
husband's, hers high and his middling.

Men and unmarried women are assumed, as discussed above, to
have continuous full-time employment from finishing education
to their respective pension ages. The difference in the
latter is the source of differences in years of work between
them. Those with higher gualifications have fewer years of
employment because of extra years in education. First wives
with no echildren and no divorce have the same full-time
employment history as the unmarried woman in the case of women
in high occupations; in mid-level occupations, the childless
married woman switches to part-time employment for eight
years; if her earning power is low, her total employment is
cne year shorter than her unmarried counterpart, and seventeen
of her years in work are part-time.

The employment records of wives who have children is again
shorter. Among those not affected by divorce, bearing two
children is associated with break in employment of eight years
at lowest occupational levels, and seven at middle levels. At
these two levels the break associated with having four
children would be eleven and ten years respectively. As well
as the break in employment, married women with children have
substantially more part—time employment than the childless at
middle to low occupational grades. At the high grade,
graduate, becausze of the woman's higher earning power,
interruptions associated with child bearing are shorter. The
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Taple 3.2 WORK HISTORIES

Part (a) OCCUPATIONAL GRADE: LOW, BOTH PARTNERS

Man )
Unmarried Woman

FIRST WIVES

Never Divorced
No children
Pwo children
Four children
Housewife

Early Divorces: 6 years
No children
Two children
Two children:on benefit
Housewife

Middle Divorces: 12 years
No children
Two children
Two children:on benefit
Four cnildren
Four children:on benefit
Housewife

Late Divorces: 24 vears
No children
Two children
Four children
Housewife

SECOND WIVES

Husbands from:
Short first marriage
Medium first marriage
Long first marriage

FOLL
TIME
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Table 3.2 WORK HISTORIES
rart {(b) OCCUPATIONAL GRADE: MIDDLE, BOTH PARTNERS
Years

FULIL: PART CHILD EARLY
TIME TIME BREAK RETIREMENT

Man 48 a ] [+
Ummarried Woman 43 o 8] 0
FIRST WIVES
Never Divorced
No children 38 8 0 0
Two children 14 22 7 G
Four children 2 25 10 [
Housewife s o 4] 38
Early Divorces: 6 years
Ne children 43 0 o 0
Two children 32 3 8 a
Two children:on benefit 24 a 19 0
Housewife 5 [ 4] 38
Middle Divorces: 12 years
No children 43 0 s} 0
Twe children 32 4 7 ¢
Two children:on benefit 24 2 17 0
Four children 30 2 11 0
Four children:on benefit 21 0 22 0
Housewife 5 o] Ie] 38
Late Divorces: 24 years
No children 43 o 0 [a]
Two children 28 11 7 0
Four children 21 12 io 0
Housewife 5 0 n 38
SECQND WIVES
Husbands from:
short first marriage i5 21 6 i
Medium first marriage 19 15 & 3
Long first marriage 22 12 6 3
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Table 3.2 Part (¢} OCCUPATIONAL GRADE: HIGH, BOTH PARTNERS

Years
FULL PART CHILD EARLY
TIME TIME BREAK RETIREMENT

Man 44 a 0 G
Unmarried Woman 3s o] o] 0
FIRST WIVES
Never Divorced
No children k3] Q 0 o
Two children 34 2 3 0
Four children 29 2 8 0
Housewife 3 s} 0 36
Early Divorces: 6 years
No children 35 o [ 0
Two children 36 4] 3 v}
Two children:on benefit * 38 G 3 0
Housewife 3 0 o] 36
Middle Divorces: 12 years
No children 39 0 0 o]
Two children 34 2 3 0
Two children:on benefit 24 2 13 [
Four children 30 1 ] 0
Four children:on benefit 18 1 20 0
Housewife 3 5] 0 36
Late Divorces: 24 years
Ne children 35 0 o o
Two children 34 2 3 0
Four children 29 2 g 4}
Housewife 3 0 0 36
SECOND WIVES
Husbands from:
Short first marriage 31 3 5 o
Medium first marriage 31 3 b3 4]
Long first marriage 27 7 5 0

* Benefit trap not triggered considered.
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mother of two returns to full-time work in the second year of
ner three-year birth interval, and only takes one year off at
the time of her second birth. Her only two years of part-time
employment, with near top of the range hours are taken after
one year back full-time. This precise pattern is somewhat
fortuitous. The graduate mother of four also works between
her first two births and has only two years part-time, she
takes eight years off altogether.

Divorced women are all, according to the model, less likely to
be in part-time work than their continuously married
counterparts, once divorced and having no access, it is
presumed, to the income of another earner. Under the 'benefit
trap' variant a break in employment is imposed until the last
child reaches 16. The second wives, on this constructien,
have less full-time employment and more early retirement than
first wives remaining in marriages to men of the same earning

power.

Iifetime earnings

Table 3.3 and Figure 3.1 present some of the results of a
number of calculations of gross earnings on the above range of
assumptions. Figure 3.1 shows the year-by-year development of
earnings for people in a given sccupational grade, and
compares the trajectory of earnings for a wan, and a married
woman {whose husband is in the same level, but two years
older) with zero, two or four children. In the lower grades
the gap between the man's earnings and the women's is even
more striking than that between the childless wife and the
mothers; in the high grade, the profiles are all higher and
closer together.

As summarised in Table 3.3, the high earning man gets £755,00

over his lifetime, the middle level man £622,000 and the
ungualified man £555,000. For married women with two
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TABLE 3.3
LIFETIME EARNINGS

f£ *0008)
OCCUPATIONAL GRADE
MAN LOW MID MIP MID HIGH HIGH HIGHE
WOMAN LOW LOW MID HIGH LOW MiD HIGH
Man 555 662 662 662 755 7155 755
Unmarried Woman 340 340 390 603 340 390 603
FIRST WIVES
Never Divorced
No children 249 239 351 603 219 329 603
Two children 113 103 182 53s 91 162 522
Four children 82 84 143 423 74 123 417
Housewife 20 20 31 ki 20 31 3¢
Early Divorces:6 years
No children 346 340 330 603 340 390 603
Two thildren 219 219 276 535 219 276 535
Two children:on benefit 149 149 16% 535 149 189 535
Housewife 20 20 31 30 20 3l 30
Middle Divorces:1Z yeats
No children 340 340 390 603 340 390 683
Twd children 223 222 297 535 319 273 822
Two children:on benefit 152 152 176 535 149 173 331
Four children 187 197 244 428 197 244 424
Four children:on benefit 124 124 140 428 124 140 214
Housewife 20 20 31 30 20 31 30
Late Divorces:24 years
No children 334 330 380 603 32F 390 603
Two children 183 183 228 535 176 222 522
Four children 6 183 196 423 159 190 417
Housewife 20 20 3i 30 26 kH ki
SECOND WIVES
Husbands from:
Short first marriage 12t 111 186 502 59 167 472
Medivm first marriage 106 102 196 502 94 178 472
Long first marriage 154 154 260 443 153 280 422
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Figure 3.1

EARNINGS PROFILES
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children, the corresponding figures are £603,000, £350,000 and
£123,000. The ratios of mothers' to mens' go from .69 at the
'top? to .27 and .20 in the lower two categories. Note that
unmarried women are simulated to earn at a lot less than an
equivalent male in the lower two grades, around 60%, while the
‘gender' gap is smaller in the high grade, the unmarried woman
earning 80% of the man. The source of these differences is
unequal rates of pay for equivalent experience, the longer
hours assumed for the men and the longer working life imposed
on them by State Pension Ages. Some, but arguably not all, of
these factors are the result of sex discrimination.The full
range of occupational combinations of spouses displayed in
Table 3.3 shows that another source of the gap between spouses
earnings can be a gap between their gualifications. The
factors raising men's earnings mean that in our sole case of a
wife more gualified than her husband {(she high, he middle)},
his lifetime income exceeds hers even when she has no
children. Table 3.3 also reveals that the level of a husband's
income though it does affect participation has only a minor
effect on a wife's lifetime income compared to her own
occupation which affects both participation and pay. This
negative effect of the husband’'s occupation amounts to little
mere than £10,000 over a lifetime whereas the difference
between women's earnings by their own earning grade is of a
different order of magnitude. Among the childless, the move
from lower to middle gualifications adds over £100,000 to
lifetime earnings. From low te the graduate level, it adds
over £350,000.

The difference between the lifetime earnings of mothers with
two children and wives with no children, the "opportunity
cost" or foregone earnings due to bearing two children, is
around half the childless women's lifetime earnings for women
within the normal low to middle range of earning power, as
previously estimated (Joshi 1990, Davies and Joshi 1990). The
graduate women, who interrupt their employment much less,
forego only arocund 13% of the childless lifetime earnings.
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Lifetime earnings have alsoc been calculated for the extreme
and fairly rare case of a woman bearing four children. The
additional opportunity costs are less than those of the first
two for women in the low or middle occupational levels though
they increase more than proportionately for the graduates.
For the twe big groups the earnings forgone raising four
children are up to two-thirds of lifetime sarnings, reaching
this figure where their husband's gualifications are high and
the wife has none.

The women expected to earn the most are graduates with no
children, followed closely by the other graduates, even those
with four children. At the bottom of the scale come women
with low earning power, highly qualified husbands and
children. The childless women in these two earning groups
have intermediate earnings between the graduates and the other
mothers. Among these mothers changes in the husband's earning
power make less difference than changes in the number of
children.

The lifetime earnings of the divorced women are on the whole
nigher than those of their continuocusly married counterparts,
because of the extra full-time employment induced by the
change in marital status. The extra earnings are modest, ang
in some cases negative (middle-skill couple divorced after 12
years, mothers of two and four facing the benefit trap). In
the case of graduate mothers of two, who are simulated to work
mostly full-time even if they do divorce, divorce does not
increase lifetime earnings.

The second wives' lifetime earnings are sometimes higher,
sometimes lower than those of first wives with two children,
though also of the same order of magnitude. A factor working
to their advantage is a longer peried before marriage in which
to accumulate a single woman's earnings record, on the other
hand, their greater propensity to retire early works in the
opposite direction. Similar remarks can be made of their
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actual pensions (see Table 3.4), but not too much should be
made of these cases since they are sensitive to the precise
assumptions made about ages at remarriage and so on.

Where partners earnings are polarized, so too are pension
entitlements likely to be. Table 3.3 reveals cases with the
biggest gaps as being where there are many children, the
nusband is highly qualified and the wife not at all, or where
the wife becomes a 'career housewife'.

3.3 Pensions earned
State Basic, SERPS, Money Purchase and Final Salary

The weekly amounts of pensions of various types generated in
the simulation are reported for the three occupaticnally
homogamous couples in Table 3.4 and Figure 3.2. The graph
presents, for each grade, the weekly pension from three
earnings—linked sources, for a number of individuals. Final
Salary pension is plotted in the back row, because it is
invariably the biggest pension available from a given earnings
history. It may have required larger contributions to achieve
and its height is boosted by our assumption of no job-
changing. SERPS is plotted in the front because the amounts
are so much smaller. The Money Purchase pension (dark shaded
bars), alsc an upper limit, turns out to be conveniently
intermediate.

The 'horizontal' awes of Figure 3.2 start at the left with the
individual invariably getting the highest pension, within
type, the man. To his right appear the unmarried woman,
continuously married women with zero, two and four children
respectively, and then a series of women whose marriages end
in divorce, with the longest broken marriages plotted at the
right hand end.
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Figure 3.2 contd

EARNINGS-LINKED PENSIONS
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TABLE 3.4 PENSIONS UNDER THE STATUS QUO
{for selected matched coupies)

2,4 Part (a) Both Partners Low-ievel occupations

{ & per week)
CCCUPATIOHAL GRADE SEATE SERPS SERPS  PROT Mp FS
LOW: BOTH PARTNERS BASIC NCO Co RIS TOTAL TOTAL
Man 46.9 4.4 6.0 35.6 1i6.B 156.1
Unmarried Woman 46.9  20.5 9.0 1z.%8 54.5 110.3
FIRST WIVES
Never Divorced
No children 46.9 12.8 2.1 6.5 31.7 67.3
Two children 46.9 5.8 3.2 1.1 9.3 135.6
Four children 42.4 3.5 2.0 G.9 T.1 12.2
Housewife 28.2 0.9 0.0 G.6 3.3 6.3
Early Divorces:6 years
Ho chiidren 46.9 20.5 c.0 12.5 54.5 110.3
Two children 46.9  16.3 4.3 7.3 3B.8 77.2
two children:on benefit 46.9 13.7 5.9 4.7 29.B 58.1
Housewife 12.0 ¢.9 2.0 0.6 3.3 6.3
Middle Divorces:l? years
Ng children 46.9  20.% 0.6 12.5 54.5 110.3
Two children 46.9 6.7 4.4 7.5 39,2 T7.7
Twe children:on benefit  46.9 4.1 6.1 4.9 30.4 58.7
four children 46.9 15.3 4.3 5.3  35.0 6%.3
Four children:on henefit 46.9 12.5 6.2 1.8  26.1 50.1
Housewife 19.2 9.9 c.0 8.6 3.3 6.2
Late Divarces:24 years
No childrer 46,9  20.0 9.6 il.8 B5z.2 109.9
Two children 46.9  14.0 5.4 5.2 30.0 55.0
Four children 46.9  13.6 5.7 4.8 28.7 52.%
Housewife 33.7 ¢.9 0.0 0.6 3.3 §.3
SECOND WIVES
Husbands from:
Short first marriage 46.% 5.7 3.1 1.5 11,2 20.2
Madium first marriage 43.2 5.6 3.1 1.5 11.2  20.1
Long first marriage 46.9 13.2 5.1 4.9 27.9 56.3

HOTES

1. SERPS NCOD: SERPS payable if never contracted-out

2. SERPS CO: SERPS payable if contracted out while in full-time work

3. PROT RTS: protected rights in the money-purchase scheme. Pension
payabie on bas:s of minimum ceontributions for contracting-out.

4. MP: money purchase scheme

5. F5: final salary scheme.

6. Both MP and FS based on contracting out while in full-time work
oniy, and incliude SERPS CO.
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TABLE 3.4 PENSIONS UNDER THE STATHS QUO {continued)

Part [b) Both Partners Mid-level occupations

STATE SERPS SERPS PROT ¥P FS
BASIC  HCO co RTS  TOTAL TOTAL
Man 46.9 430 8.0 38.2 139.3 191.3
Unmarried Woman 46.9  25.1 0.0 15.3  62.5% 130.9
FIRST WIVES
Never Divorced
Ho children 46.9  21.7 2.0 12.0 51.% 107.8
Two children 46.% 12,7 6.6 3.7 23 41.0
Four children 46.9 9.1 6.2 1.8 14.6 23.56
Housewife 28.2 1.6 0.0 1.0 4.9 9.9

Early Divorces:6 years

No children 46.9 25.: 0.0 15.3 82.5 130.0
Twe children 46.9 20.5 4.4 9.8 46.3 92.3
Two children:on benefit 46.9% 17.2 7.4 5.9 34.5 6£6.6
Housewife 13.2 1.6 0.¢ 1.0 4.9 9.9
Middle Divorces:12 years
No children 45.9 251 6.8 15,3 62.5 130.0
Two children 46.9 21.3 4.8 10.0 47.2 93.2
Twe children:on benefit  46.9 158.0 7.8 6.2 35.7 67.8
Four children 46.9 19.5 5.2 8.7 43.06  B85.5
Four children:on benefit 46.9 15.7 7.9 4,8 30.3 57.1
Housewife 20.4 1.6 c.0 1.0 §.% 9.9
Late Divorces:24 years
No children 46.9 25,1 6.0 15.2 B2.5 130.0
Two chiidren 46.9 1B.3 6.0 7.4 38.1 7.6
Four children 46.9 16.1 6.4 5.9 32.2 89.:
Housewife 349 1.6 0.0 1.0 4.9 9.9
SECOND WIVES
Husbands from:
Shert first marriage 46.%  13.3 6.7 4.0 24.6¢ 44.5
Medium first marriage 46.9 15.1 6.2 5.4 29.7 55.3
Long first marriage 46.% 16.9 6.0 6.6 34.3 71.3
HOTES
i. SERPS NCO: SERPS payable if never coptracted-ont
2. SERPS (0: SERPS payable if contracted out while in full-time work
3. PROT RTS: protected rights in the money-purchase scheme. Pension

payable on basis of minimem contributiens for contracting-out.

¥MP: money purchage scheme

FS: final salary scheme.

. Both MP and F5 based on contracting out while an full-time work
only, and include SERPS CO.
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TABLE 3.4 PENSIDNS UNDER THE STATUS QUO (continued)

Part (c) Both Partners High Occupational: Grade

STATE SERPS SERPS  PROT Hp FS
BASIC NCO co RTS TOTAL TOTAL
Man 46.9 45.2 g.0 40,2 158.8 1236.2
Unmarried Woman 46.9 41.8 6.0 25.4 96.7 218.7
FIRST WIVES
Never Divorced
No children 46.9  41.8 0.0 25.4 96.7 218.7
Two children 46.9  38.7 3.9 21,7 B4.6 172.3
Four children 46.%  36.7 7.7 17.6 72.0 :i4b6.5
Housawife 28.2 2.0 0.9 1.2 4.9 16.1
Early Divorces:6 years
Mo children 46.9  41.8 6.0 25.4 96.7 218.7
Two children 46.9 40.6 2.8 23.0 B&.5 185.s
Two children:on bemefit 46.9  40.6 2.8 23.0 88.5 1B5.4
Housewife 0.0 2.0 ¢.0 1.2 4.8 10.1
Hiddle Divorces:12 years
No children 46.9 41.8 9.0 25.4 96.7 218.7
Two children 46.9  39.7 3.9 21.7  B4.6 172.3
Two children:on benefit  46.9  33.3 1i.1 13.5  61.0 1il7.5
Four children 46.9  37.3 7.3 18.2  73.8 151.7
Four children:on benefit 46.9 27.0 12.B 8.6 45.7 B5.4
Housewife 18.0 2.0 6.9 1.2 4.9 10.1
Late Divorces:24 years
No childzren 46.9% 41.8 0.0 2%.4 96.7 218.7
Two children 46.%  39.7 3.9 21.7 B4.6 172.3
Four children 46.9  36.7 7.7 1.6 2.0 146.5
Housewife 32.5 2.0 0.0 1.2 4.9 10.3
SECOND WIVES
Husbands from:
Short first marriage 46.9 38.1 5.5 1.5 77.6 157.7
Medium first marriage 46.9 381 5.9 19.5 77.5 157.7
wong first marriage 46.9 33.2 5.5 16.8 67.3 149.7

HOTES

1. SERPS NCO: SERPS payable if never contracted-out

2. SERPS CO: SERPS payable if contracted out while in full-time work

3. PROT RTS: protected rights in the money-purchase scheme. Pension
pavable on basis of minimum contributioms for contracting-out.

4. MP: maoney purchase scheme

5. FS: final salary scheme.

6. Both MP and FS based on contractimg out while in full-time work
crly, ané include SERPS CO.
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It should be immediately clear from the pictures that sex and
the type of pension are a more important sources of variation
in pensions than differences in life-history for women in a
given occupational category. Differences between occupational
levels are also important.

Within the female cases SERPS is least adversely affected by
motherhood, reflecting the operation of Home Responsibility
Credits. Private pensions amplify the gap between the
lifetime earnings of childless women and mothers (this also
occurs in the case of low earners in SERPS). Motherhood
makesproportionately the most difference to Final Salary
Pensions, partly because of the adverse effect on the pension
calculation of rights frozen at a relatively low pre-birth
'final' salary. The ratios of mothers' pensions to those of
childless women depend not only on pension type but,
pesitively, on cccupation level. The low paid have the biggest
proportional gaps. At mid-level occupations for both partners
the lifetime earnings of a mother of two are 52% of a
childless wife's. For SERPS the ratio is 58%; for Money
Purchase 45%; and for final salary 38%.

The details of how the pensions plotted in Figure 3.2 are
constructed, along with their accompanying Basic Pensions are
shown in Table 3.4. Given our post-transitional assumptions
almest everybody receives a full Basic Pension except the
'career housewife'. If she stays married we show her
receiving the Category B pension on her huspands insurance. If
she divorces but does not contribute, her entitlement to a
fraction of Basic Pension increases with the length of her
marriage. In the splitting discussed below we will, in a
cavalier fashion, assume that there is no need to split Basic
{though there may still be disparities in the Basic
entitiement of couples retiring for the next few decades). It
already has its own arrangement for divorce cases.
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The pension that will be split will be whatever earnings
related addition the pensioners are receiving. People who are
not contracted out are assumed to get the SERPS shown in
column 2 of Table 3.4. For men this ranges from £34.40, low
occupation, to £45.24, high. For married mothers of twe the
corresponding range is £5.00 to £39.70. Note that the amounts
of Final Salary Pension for people with uninterrupted careers
are about five times the size of the SERPS pension, in
accordance with the simple example given in Chapter 1.

Taple 3.4 also shows a smaller amount of SERPS which is
pavable to the Contracted-out, which effectively extends Home
Responsibility protection to them, as explained in Section 1.3
apove. These additions scarcely exceed £6 in the case of the
lowaest paid group, go up to £8 in the middle and to £13 in the
perhaps odd case of a graduate staying on benefit till her
child was 16. They represent the value of being able to drop
years of Home Responsibility from the denominator of the
earnings averaging process as well as SERPS accumulated on
part-time earnings over the lower earnings limit. In the
graph and splitting exercise these SERPS payments are
incliuded, where appropriate, in the 'Total' Money Purchase or
SERPE pension.

Another feature te note in Table 3.4 is the column showing the
component of the Money Purchase scheme which constitutes
Protected Rights, the Personal Pension analog of the GMP in
ceccupational schemes (the Guaranteed Minimum Pension, which
cur program also calculates for computing the Contracted Out
Deduction, and, eventually, simulating indexation). The
Protected Rights column shows the minimum ievel of pension
that would be obtained, assuming the minimun level of
contributions consistent with contracting out and a zerc rate
of return on them. {The higher level of Money Purchase would
represent more investment in contributions than could be saved
by contracting out). This 'minimum® Money Purchase Pension is
a little below SERPS for men, and a lot below SERPS for most
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women {around one half).
Cases with 'inadequate' pensions

Apart from less common cases, such as one of the 20% of men
not in a private pension scheme being married to che of the
20% of women who are, women's pensions (whether or not they
divorce) are likely to be inferior to those of their husbands.
Table 3.5 addresses the guestion of how absolutely low they
are. We defined the minimum adequate earnings related pension
as one which would cover {average) housing cost and hence keep
the pensicner out of means-tested assistance. This is minimal
as it would not allow for any extra expenses from disability
or the need for long-term care, for example. With reference
to Family Expenditure Survey evidence on pensioner housing
costs, the adequacy threshold is set at £25 per week (over and
above the State Basic Pension). The account of pension
adeguacy given here is alsoc rather optimistic because we have
assumed away sickness, unemployment, other employment breaks
and job changing in the private schemes. The first column of
Table 3.5 gives a count of all the divorced women's pensions
we simulated by type of history. In most rows there are just
seven cases representing the seven occupational combinations
set out at the head of Table 3.3. The second column counts the
numbey of these cases where the divorced woman's pension is
below £25. Whatever is assumed about pension type, divorced
women who become and remain housewives would receive
inadeguate pension. Among those with a foothold in the labour
market, SERPS is inadeguate for most cases (five sevenths
where there are children and three seventh where there are
none). By contrast all the Final Salary pensions to non-
housewives are over £25, as are the Money Purchase Pensions,
not shown. The inadeguacy of SERPS is particularly important
to note given that the majority of women are not members of
private pension schemes. The right hand columns of Table 3.5
are discussed below.
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TABLE 3.5 ADEQUACY OF DIVORCED WOMEN'S PENSIONS
Sumnary of experiments from 7 occupational groupings

NUMBER PENSION  CASES BROUGHT ABOVE £25

OF < £25 AFTER SPLITTING
CABES Lifetime Marriage
Basis Basis
PENSION TYPES Both: SERPS
EARLY DIVORCE
NON-MOTHERS 7 3 1] 1]
MOTHERS - not on benafit 7 5 1} 0
MOTHERS - on benefit 7 5 0 0
HOUSEWIVES 7 7 1] 1]
MIDDLE DIVORCE
RON-MOTHERS 7 2 0 1}
MOTHERS - not on benefit 13 10 2 3
MOTHERS - on penefit 14 10 1] 0
HOUSEWIVES 7 7 0 0
LATE DIVORCE
NON-MOTHERS 7 3 2 b
MOTHERS - not on benefit 14 10 2 B
HOUSEWIVES 7 7 o [

PENSION TYPES Both: Final Salary
EARLY DIVORCE

HON-~MOTHERS 7 0

MOTHERS - not on benefit 7 0

MOTHERS - on benefit 7 0

HOUSEWIVES ¥ ¥ 7 2
HMIDDLE DIVORCE

HON-MOTHEERS 7 1]

MOTHERS - not on benefit 14 b

MOTHERS - on benefit 14 0

HOUSEWIVES 7 7 7 7
LATE DIVORCE

NON-MOTHERS 7 0

MOTHERS - not on benefit 14 i}

HOUSEWIVES 7 7 7 7

PENSION TYPES MAN:Final Salary WOMAN:SERPS

EARLY DIVORCE

NON-MOTHERS 7 3 3 2

HOTHERS - not on benefit 7 5 5 5

MOTHERS = on benefit 7 5 5 3

HOUSEWIVES 7 7 5 3}
MIDDLE DIVORCE

NON-MOTHERS 7 3 3 3

MOTHERS - not on benefit 14 19 10 19

MOTHERS - en benefit 4 i0 140 HY

HOUSEWIVES 7 7 7 5
LATE DIVORCE

NON-MOTHERS 7 3 3 3

MOTHERS - not on benefit iq H 10 i0

HOUSEWIVES 7 7 7 7

KOTE: All women except housewives have some employment post divorce.
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Married women's pensionsz, shown in Table 3.4, tend to be lower
than those of the divorced, and hence, if one assumed they did
not benefit from a pooling of income with their husband,
inadequacy would be even more prevalent among married SERPS
members. MNote that even the never married women in Table 3.4
are hardly adequately served by SERPS unless they have high
gqualifications. At middle levels their SERPS is just at the
£25 threshold, and if unskilled below it. Another curious
feature of SERPS is that a vear of part-time earnings rather
than a year gaining a Home Responsibility Credit may actually
reduce pension entitlement. This is not illustrated in Table
2.4 but it happens in some cases of low skilled women married
to nigh skilled men. The SERPS earned by a mother of four
chiidren who has a late divorce {£15.03) exceeds that earned
if she had only two children (£14.41), although the latter has
higher lifetime earnings.

Divorced women's pensions compared to others

Table 3.6 compares in detail the pensions to be expected by
divorced women, in the status guo, with those they might have
received under different circumstances. The example is
confined to people of middle level gqualifiecations only, but
worked out for different pension types - both men and women in
each of the three pension types and one hybrid, where the man
has a Final Salary pension and the woman is in SERPS, a
situation where the pension gap between man and woman is
greatest. Along the top of Table 3.6 are set out the
circumstances with which the divorced woman's pension 1s being
compared. The first column looks at her pension if she had
never married; the next two assume she had stayed married, and
compares her pension with the half share of the couple's
pooled pension while her husband is still alive and the fotal
pension she would have received as a widow. The points of
comparison in the last two columns are the pension pooled and
inherited by the second wife.
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TABLE 2.6
DIVORCED WOMEN'S PENSIONS COMPARED TO OTHERS
Both partners mid-cccupatiocnal leve:

PERCENTAGES OF DIVORCED WOMAN'S PENSION RELATIVE T0:

PENSION TYPE HEVER NEVER DIVORCED: SECOND WIFE:
MARRIED pooied widowed poocled widow
BOTH: SERPS
Early Divorees:6 years
Ho children 00 78 58 29
Two children 82 74 60 73
Twe children:on henefit &8 62 50 51
Housewife 6 7 7 3
Middle Divorces:12 years
Ho children 100 78 58 87
Two children BS 76 62 73
Two children:on benefit 71 65 53 62
Four childzen 78 VE] 64 67
Four children:on banefit 62 &0 51 54
Housewife 6 7 7 6
Late Diverces:24 years
No children 100 78 58 B4
Two children 73 86 54 61
Four children b4 62 53 54
Housewife ] 7 7 5

BOTH: MONEY PURCHASE

Early Divorces:& years

Ho children 160 66 52 76
Two children 74 57 50 56
Twoc children:on benefit 55 42 37 42
Housewife B 7 7 6

Middle Diveorces:12 years

No children 100 66 52 74
Two children 75 5B 51 56
Two children:on benefit 57 44 3B 42
Four c¢hildren 69 56 51 51
Four children:on henefit¢ 48 3% 36 36
Housawife 8 1 7 ]
Late Divorces:24 years
No children 166 &6 52 72
Two children 6l 47 41 44
Four children 51 42 kil 37
Housewife 8 7 7 [
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Table 3.6 DIVORCED WOMEN'S PENSIONS COMPARED TO OTHERS {continued)
PERCENTAGES OF DIVORCED WOMAN'S BENSION RELATIVE TO:

PENSION TYPE NEVER NEVER DIVORCED  SECOND WIFE
MARRIED pocled widowed  pooled widowed

BOTH: FINAL SALARY

Eariy Divorces:6 years

No children ind 87 64 116 53
Two children 71 79 68 18 66
Two children:on benefit 51 57 49 57 48
Housewife 8 10 9 B 7
Middle Divorces:12 years
Ko children 160 87 64 105 86
Two children 72 a0 68 76 62
Two children:on benefit 52 o6 50 55 45
Four children 66 B8O 72 69 57
Four children:on benefit 44 53 48 46 38
Housewife B ] g B 7
Late Divorces:24 years
No children 100 87 64 95 78
Two children 55 62 52 55 43
Four children 45 55 56 45 35
Housewifa 8 10 9 8 &

HMAN:FINAL SALARY, WOMAN:SERPS
Early Divorces:6 years

No children 100 24 21 25 23
Two children 82 20 19 20 19
Two children:on benefit 68 17 16 17 16
Housewife 6 2z 2 2 1
Middle Divorces:12 years
No children 100 24 2% 24 23
Two children 85 21 20 2 19
Two children:on benefit 71 ig 17 17 16
four children 78 19 19 ig 18
Four children:on benefit 62 i6 15 15 14
Housewife 6 2 z 2 1

Late Divorces:24 years

No children 1905 24 2] 24 22
Two children 73 18 17 18 16
Four children 64 16 15 15 14
Housawife & 2 2 2 1
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The main message of Table 3.6 is that almost invariably the
divorced woman's pension is below that which she would have
raceived in marriage, and less than that received by our
second wives. The access to part of the man's pensioen in
these cases is what the divorced woman is losing out on. She
is also losing out on pension by the very fact of having
married, when comparison is made with the never-married woman,
except where she is childless. The extent of this pension
consequence of divorce depends on pension type. Where pension
types match, the ratio of the divorcee's pension to the pooled
and widow's pensions mostly range between 50% and 80%. The
slignt advantage of the Money Purchase Scheme over the Final
Salary scheme in respect of this ratio can be attributed to
the adverse conseguence of freezing rights earned before the
child break in the Final Salary Scheme. The big contrast in
Table 3.6 comes in the panel where the women are in SERPS and
the man has a Final Salary pension. The divorced woman's
pension is only around one fifth of what the married women
get.

3.4 3Splitting Pensions
Splitting rights earned on two bases

The ‘evidence! of the simulation lends weight to the arguments
set out in Chapters 1 and 2 for doing something about the low
pension expectation of divorced women. Two possible ways of
apportioning pension rights were set owt in Section 1.6, the
lifetime basis and that of the pericd of the marriage. 1In the
simulation it became apparent that allocating pension rights
to the period of the marriage was not straightforward. In the
Money Purchase Scheme, 'all’ that one has to forecast is the
rate of return on contributions; in the Final Salary Scheme
that final salary has to be forecast:; and for SERPS, which
affects all the mothers, even if contracted-out, it would be
necessary to forecast how many years after the divorce would
be covered by credits. We had the benefit of perfect
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foresight, and assumed that consulting actuaries would behave
as if they did too in practice.

For the split based on the years of marriage, pension
attributable to those years was calculated for each spouse.
The difference - the pension gap -~ is divided in half. The
transfer is half the gap. On the 'lifetime' basis, the gap
between total pensions is allocated to (each) marriage on the
basis of a formula related to the length of marriage. In this
case years up te a marriage (since school leaving or the
previous divorce} were included in the fraction of the
lifetime by which the pension gap was multiplied before being
split. Because the lifetime formula throws in the benefit of
pension rights earned before marriage, it will tend to produce
bigger transfers. However, if the period of the marriage is
one where the gap between spouse's earnings is particularly
wide, as it would appear to be in Fig 3.1, calculating the
amount to be transferred on the basis of the marriage yvears
only can result in a bigger transfer than the other formula,
particularly if the husband married young.

A selection of the estimated transfers is presented in Table
3.7. Part A takes the standard central occcupational grade, for
both parties, and looks at the pension transferred to the
divorced woman in three types of pension and two types of
split. 1In all cases, as would be expected the transfer
increases with the length of the marriage and number of
children, though not in a constant proportion. The housewife
cases would get the biggest transfers. Once again the small
amounts of money invelved in SERPS are apparent. Transfers are
well under £10 per week in most caseg. By contrast mcst'of
the transfers calculated in the private schemes are well into
double figures.

Part B takes a further selection of cases. The first is

another couple both in SERPS, but her gualifications are low,
while his remain at the middle level. Transfers are marginally

63



nigher, on the whole, than the SERPS case in part A, but only
py a pound or sc per week. The central panel takes the reverse
case where her occupational level is at the top, his remaining
at the middle. Both have Final Salary pensions, and they are
reasonably close. In the cases with no children tand 1n one
with two) her pension exceeds his and the negative sign
denctes a transfer to the husband, 1n the range £4 to £19 per
week. The last case in Table 3.7B is the one with the biggest
pension gap we can generate. 'The man is a graduate with Final
Salary pension and the wife is ungualified with SERPS pension.
In this case the transfer is around £20 for the six year
marriage, a bit above £30 for the twelve vear marriage and
around £70 for the twenty~four year marriage.

pDifferences between the transfer on each type of split are
aiso shown in both parts on Table 3.7. The small number of
negative signs confirm the expectation that the lifetime basis
would normally yield a bigger transfer. In the few cases, of
divorced mothers in SERPS, where the marriage-bound split
gives a bigger transfer, it is only by a small margin. The
excess transfer on the lifstime formula is also usually
modest, only running into double figures in the odd and
especially artificial case of the career housewife. Apart
from her, the other women should not mind too much about which
formala is applied.

Effect on adequacy

It should be immediately obvious that splitting SERPS is not
geing to have moch effect in bringing divorced women over the
£25 threshoid. To gauge the impact of these transfers on the
inadegquacy of divorced women's pensions we turn again to Table
3.5. The last two columns show the number of cases where
pension inadegquacy would be relieved by the two possible
transfers from the husband's pension. These are very few
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TABLE 3.7

WEEKLY AMOUNTS TRANSFERRED UNDER TWO SPLITTING SCHEMES

{£ per week)

A: STANDARD CASE
Man and woman both Mid occupaticnal tevel, both same type of pension

Type of pension:
Basis of Split
Early Divorces:6 years

No children

Two children

Two children:on benefit
Housewife

Middle Divorces:12 years

Ne children

Two children

Twg children:on benefit
Four children

Four children:on benefit
Housewife

Late Divorces:24 years
No children
Two children

Four children
Housewife

Notes:

D pension earned during marriage

]

[

L5V, TS S N}

0
i1

SERPS

R

e Lo

2 1 LN L1 Wb s

Lad Ly O Y

MONEY PURCHASE FINAL SALARY

D~-R D
1 3
1 g
2 8
3 12
1 [

-0 20
120
-0 22
121
3 24
12
-1 3%
-1 45
2 48

split at time of divorce

R

16
20
29

15
23
29
25
3z
43

24
46
51
70

D-R

7

12
iB

WO L0 LD

=+ b

D

a¥ ¢h entn

i5
15
16
i
17

18
31
34
36

R

10
i3
i4
18

15
18
21
18
22
27

25
33
35
43

D-R

o

Lo = VS I~ PV o)

0= N

R lifetime pension difference at retirement halved ang préurated.

Amounts rounded to nearest £. Differences calculated from

wnroended data
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TABLE 3.7 i{continued)

WEEKLY AMOUNTS TRANSFERRED UNDER TWO SPLITTIHG SCHEMES

B: Selected Variants

HIS Pensicn
HER Pansion

HiS Cccupation
HER Occupation

Early Divorces:& years

Ho children

Two children

Two children:on benefit
Housewife

Middle Diverces:l? years

Ho children

Two children

Two children:on benefit
Four children

Four children:on benefit
Housewife

Late Divorces:24 years
Ko children
Two children
Four children
Housewife

Notes:

SERPS
SERPS
Mid
Low
b R
1 3
2 3
2 3
p 5
3 4
4 5
4 5
5 5
4 5
5 7
& 7
10 9
10 g
11 13

BB o=

R = - S

Final Salary Final Salary

Fina: Sasary SERPS
Hid High
High Low
b R b-R b R D
-5 -4 1 15 19
2 1 =1 16 19
2 i0-1 15 19
12 34 22 e 21
-16 -B 4 30 35
3 2 -y 37 36
3 2 -~y 31 3%
15 g -6 32 36
15 9 - 32 3
24 48 24 32 3B
-19 -i0 10 60 &8
-6 2 8 63 69
11 i7 & 64 &9
48 75 217 64 T4

D pension earned during marriage split at time of divorce

B o D W

Ch oL I LT W& LD

ZYIrm;mmohoo

R lifetime pension difference at retirement halved and pro-rated.

Ameunts rounded to nearest £. Differences calcuiated from

unrounded data
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where both pensions are SERPS. Out of 70 cases deemed tc have
inadeguate pensions, splitting on the lifetime basis
‘relieves' 6, and on the marriage-years basis 11. By contrast
in a Final Salary world, only the housewives have inadecuate
pension and nearly all of them would be brought over the
threshold by splitting. The lowest panel in Table 3.5 gives
women in SERPS the benefit of splitting a Final Salary
pension. 68 out of 70 hardship cases are relieved by the use
lifetime formula and 5% by the marriage-based split. This
demonstrates once again the value to women of having access to
a man's good pension. It also illustrates the difficulty of
providing, out of the pension assets of a short marriage, for
the cld age of a woman who stays permanently away from the
labour market.

Compensation for the pension costs of childbearing

The pension cost of child rearing can be thought of as the
difference between the combined pension a couple of parents
ends up with and the pension that would have been earned if
there had been no children. In practice we assume that only
the mother’'s earning and pension rights are affected. BAs is
apparent in Figure 3.1, the earnings losses associated with
motherhood are spread right over the working life, not only
around the time that children are young. In the case of
divorce, some of the child related losses of earnings, and
hence pension rights, are incurred after the end of the
marriage. We have therefore calculated two versions of the
child cost of pensions, the total lifetime pension loss, and
the pension loss due to children incurred within marriage. In
each case we have calculated the loss of pension due to
children by subtracting the pension rights of mothers from
those of otherwise eguivalent women without children,
calculated over the relevant period.

Figure 3.3 compares these two definitions of the pension cost
of children with the total pension gap attributed to the
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marriage years. The point of making this comparison is to sse
how far a German style split, of pension rights based on more
easily observed data, might also coincide with, overcompensate
or undercompensate the normally invisible pension cost of
children. The three panels of Figure 3.3 show different
occupations with selected pension type, SERPS for couples in
the low occupation and Final Salary for the other two. It is
necessary to have a different scale for the SERPS case on the
vertical axis which is measuring pension differences in £ per
week. Along the horizontal axis are ranged a selection of
mothers' marital histories, the continuously married on the
teft with either two or four children, followed by those with
marriages lasting 6, 12 and 24 years respectively as the eye
moves to the right. Within each length there are the
appropriate variants on number of children and the benefit
trap. The men and childless women who appeared in a similar
figure above (Fig 3.2} play a hidden part in this one. The men
are the point of reference for the pension gap, childless
women for child costs 1n pensions.

The Child Cost in pension rights earned in marriage is plotted
in the front row, as it is normally smaller than the lifetime
loss of pension. This is always the case in the private
schemes, but not always in SERPS, through the vagaries of the
operation of the credit formula. Ancther curiosity that this
exercise has revealed is that the marriage and lifetime bases
of calculating child costs for the continuously married can
diverge. This is due the freezing of rights at a career break
in the Final Salary schenme.

The ranking of the back and middle rows, pension gap and
lifetime child costs is much more erratic, though more often
than not the pension gap exceeds the child cests, particularly
where the husband is in a better pension type and or
cccupation than the wife. The cases where child costs exceed
the pension gap likely to be split in a 'German' scheme,
include early divorees in SERPS, early divorces and some
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Figure 3.3

PENSION GAP AND CHILD COST:FINAL SALARY
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Figure 3.3 contd.

PENSION GAP AND CHILD COSTS: SERPS
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benefit trapped cases in the mid-level, Final Salary example
and all of the divorces where the woman is a graduate and both
partners are in Final Salary schemes. In these sorts of cases
splitting known pension rights at divorce would
undercompensate for the lifetime pension costs of children.
Examples of cases where there would be over compensation even
in the well matched couples depicted in Figure 3.3 are the
late divorces in at both middle and low occupaticnal levels.

The difference between the front and back blocks, where
visible, represents the amount of the ‘'German' pension gap
that is not due to motherhood, and would be offered for
splitting even to childless women. Even where the pension gap
and the lifetime child cost were reasonably close, the one
could not be put forward as a basis for compensation for
childrearing unless childless women were not also sharing on
the same basis. In this system they would be effectively
excluded from benefits if all three bars in Fig 3.3 were the
same height, ie the child costs within marriage comprised all
of the lifetime ones and there was no other source of
difference between mens and women's pensions. There is no
such example in the many permutations we have generated so
far.

Effect on second wives

We also looked into the guestion of how pension splitting
would affect the transferrer's subsequent spouse, in these
cases, the second wives with two children whom we constructed.
Effecting a transfer, by whatever formula, reduces the
husband's pension in which the second wife would share while
he is alive, and inherit if she survives him. In each case the
sum taken away from the second wife is half the sum
transferred to the first one, because while the husband is
still alive the second wife only has her share in the pool,
after he dies, we assume the widow's pension is half of the
original cne. Thus, especially in SERPS, the amount of
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pension withdrawn from the second wife is small. To assess
the impact on hardship among second wives as widows, we looked
for cases where pension splitting put their earnings-linked
pension below £25 per week. In the private schemes, however
low the qualifications, in no case did the second wife's
pension as a widow come anywhere near close to this threshold,
pefore or after splitting. Neither did it in SERPS where the
woman had middle or high levels of qualification. Where both
parties had low gualifications the SERPS pensions were mostly
below £28 anyway, and splitting did not put any case under the
line. It did push the second wife into the hardship category
in a minority of cases (38%) where both pensions were SERPS,
the woman has no qualifications and the man has at least some.
In such cases, there were only a few pounds invoelved, and the
post split pension was therefore still close to £25. We
therefore conclude that second wives earning themselves normal
pension rights are, on the whole, likely to accommodate the
splitting of the husband’s and survivor's pension. They
should have plenty of warning.

Effect on scheme costs

Precise estimates of the effects of divorce on the funding of
pension schemes would reguire simulation of an entire
population, rather than the illustrative examples dealt with
here. Even without this, however, two general points can be
made, Firstly, increasing divorce rates are likely to lead to
costs for pension schemes under the status quo. Secondly,
adopting either of the two pension splitting schemes discussed

above may well reduce these costs rather than increase them.

If divoreced men tend to marry women younger than their first
wives, then, under the status gue, increases in the divorce
rate will expose pension funds to greater costs for survivor's
benefits, a factor which scheme actuaries will have to take
into account, and which some schemes adapt to by rules
limiting survivors pensions for young widows or late
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{'deathbed*t) marriages.

Under either of the splitting variants considered above, the
sum paid out by the scheme is unaffected during the life of
the pensioner. When he dies, the first wife will continue to
receive the amount transferred to her, while any second wife
will receive a survivor's benefit of half of the residue.
While two ex-spouses are alive, therefore, the scheme will
have to pay out an extra amount egual to half the transfer
each year. O©On the death of the first wife, the scheme will
save precisely the same amount each year. Since the maxinmum
that can be transferred is half the larger pension, the
maximum annual cash flow difference is one guarter of the
annual pension. The net cost to the scheme will therefore
depend on the discount rate, the rate of remarriage, the age
differential between the two wives and the differential life
expectancy of the two sexes.

For illustrative purposes, consider a zero discount rate and a
man who remarries. Here pension splitting will result in a
saving to the scheme if the age gap between the two wives is
greater than the difference between the sex-specific life
expectancies. More precisely, the net benefit from splitting
a re-married man's pension is 0.5T(b~M), where T is the
amount transferred to the first wife, D is the age difference
between the wives and M is the life expectancy of women minus
that of men. In ocur simulations we have taken a national
average estimate for M of three years; the smallest value of D
we have considered is four, and the largest is ten; thus there
would be a saving in each of our simulated cases. In the case
of short first marriages, with a four year difference in ages,
the total saving would be half of the annual transfer to the
first wife, and in the case of the medium and long marriages,
age difference of 10, the total saving would be 3.5 times the
annual transfer.
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3.5 Further issues

Issues which we have not had time to explore fully include the
effect of covering part-time employment in private schemes.

We have run simulations in which part-time years are credited
in pro-rata. In the Final Salary version the final salary was
taken as the full-time eguivalent of the last vear's earnings
where these were part-time, and years of service also counted
as full-time eguivalents. For example a yvear of half-time
work would count as half a year of service. Preliminary
inspection of these results suggests that covering part-time
employment in private pensions does not make much difference.
Spells of part~time work produce low earnings, and the pension
they generate in private schemes is not much greater than the
SERPS they generate, which was included in the simulations
digeussed above. If private pension protection is irdeed
extended to part-time workers in the wake of the European
Court decisions, it does not leok as if this will make too
much of a contribution to raising women's pensions.

Another possibility which we have not explored would be
changing SERPS rules to eliminate the anomaly that doing a
yvear of part-time employment rather than staying out of
insured employment can actually reduce a person's supposedly
earnings related SERPS. This could be done by extending HR
coverage to years of low part-time earnings where there is
also a domestic responsibility. However given what we have
seen so far, the gains to be had from such a change are
unlikely to be substantial.

The third unexploited issue which the simulation is designed
to investigate is dynamization. Inflation and economic growth
would both affect the pensions simulated here in a variety of
differing proportions. Galloping inflation would probably
narrow the unfavourable comparison of SERPS with the private
pensions. Real earnings growth would increase the value of all
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earnings related pensions, particularly the private ones,
relative to Basic, on current indexation policy. It could
alsc increase women's pensions more than proporticnately if
induced greater labour supply, ie longer hours and shorter
absences from employment.

Finally, it is weorth pointing out again that we have not
attempted a full micro-simulation giving realistic weights to
the probability of occurrence of each type or history, or
allowing chance events to perturb the smooth profiles we have
constructed. The simulation program used is already highly
complex, and its development took longer than anticipated, but
it could in the future be used as a basis for a full micro

' simulation. This would be another major exercise, whose value
cannot be gauged until the results of this one have been
considered.
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CHAPTER 4 CONCIUSTIONS

The major concern about effects of demographic trends on
pension provision has been the growing numbers of pensioners
expected in the 21st century relative to the numbers of people
of working age who will be producing the resources on which
the eniarged elderly population will have to live (DHSS 1985,
Benjamin 198% Johnson et al 1989). Most concern has been put
intc containing the claims of future pensioners on the next
generation, but we have pointed to another demographic trend -
the increase in the proportion of marriages that are breaking
up ~ which produces a different sort of concern about pension
provision in the 2ist century. This is a concern that the
family and marriage as a means of transferring resources from
high earning men to the majority of women who earn much less
breaks down when mparriages break down. As pension provision
pecomes increasingly dependent upon an earnings record, if
divorced women face old age in the 21st century with seriously
depleted earnings records, they face an old age relatively
less well-provided for than others of their generation,
whatever the macroeconomic solutlon of dividing resources
between generations.

Within the elderly generation and between elderly people of
different sexes there is a possible case for redistribution of
resources from those who have superabundant pension rights, or
from those who have more pension rights, to those who have
less. The suggestion that pension rights be split on divorce
implies that the redistribution be explicitly between the
divorcing parties and not between pensioners as a whole and
those with the least rights. The cost of pension splitting is
thus largely born by the major earner and his (or/her} later
spouse. The pension scheme as a whole might either gain or
lose, depending on their savings on reduced sSurvivors pensions
for subseguent spouse,
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The simulations suggest that for those lucky enough to gain
access to an interest in a good pension, pension splitting
could be useful as well as edquitable, but for parties mainly
relying on SERPS, there are not enough pension resources to
make an effective transfer. Pension splitting would be rather
a capricious vehicle for bringing extra support to a
vialnerable group.

The abolition of derived rights, such as widow's pension, has
peen proposed in European moves towards the individualisation
of benefits. Such a development would reduce the resources
available to split on divorce, but would also leave many
married women with very low incomes in widowhood, less even
that divorcees and never married women, who, if relying on
SERPS are none too well provided for at present. Our
simulated differences between men's and women's earnings and
pension rights reflect unegual treatment in the labour market,
differential domestic responsibilities between couples and
other institutional factors. Men and women are earning in an
environment where the chances of earning adeguate pensions are
better for men. Despite the potential pecuniary attractions
of the marital partnership, an increasing number of women are
settling, through choice or not, for an independent through
economically handicapped existence. Policies are needed both
to compensate for existing handicaps and to alter the
institutions which create them.

Pension splitting on divorce is only one transfer policy.
There are, of course, other ways of ensuring a decent minimum
for all pensiocners of whatever marital status. There is
means~tested assistance, well targeted, but incompletely taken
up and stigmatizing. Alternatively, the guaranteeing of a
petter basic pension irrespective of earnings records, would
provide old age security for people whose work has been
largely unpaid, whether they have been divorced or not (Owen
and Joshi 1890).
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The prospect of a problem with over a millicn elderly
divorcees, mostly with small pensions, may be averted in the
labour market. Some women will be in a position to protect
themselves from poverty in old age by earning pension rights
of their own. Some are hindered, among the manifold
difficulties facing lone mothers, by benefit rules effectively
deterring earning and which may indirectly perpetuate their
benefit dependency inte old age. For them, improved
childecare, a restructuring of benefit and other measures to
make the labour market more accessible, would all help.

Women, in general, whether or not they ever become lone
mothers, would benefit from improved access to jobs, training,
promotion and good pensions and greater recognition of the

need to combine paid and unpaid roles.

The problem of elderly divorced women on low pensions may be
alleviated by means-tested or universal transfers; it wiil not
pe totally averted by splitting of pension rights on divorce.
In the interests of equity and of clarifying an chscure area,
introducing some procedure to deal with pensions at divorce is
important and overdue, but it 1is not a panacea.
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APPENDI X : REGRESSTON ESTIMATES USED

Participation equation for Women

Variable Part-time Full-time
b 4 b t
Constant -4.03 -5.42 i.5g 4,47
Life cycle
Currentiy married d.26 53.0& 1. 73 3.92
Age (yrs x 0O.1)
17 marr:ied Q.39 3.71 -0.3& ~3.38
1t not married .83 3.03 0.09 Q.77
Age lyrs x 0.1) squared
1T married -0, 43 iy, by ~-0.3 ~3, 04
if not married -0.58 ~3.34 -G.33 -3.48
Pregnant (D) ~-3.80 -2.82 -i.00 -3.38
Presence of chiid 0-15 (D} ~2. 44 -2.556 -i B3 -15.38
Age of yougest 1f
O-4 Q.49 B.%3 Q.38 4,97
5-10 Q.06 1.73 0.24 4,94
11-15 0.01 Q.20 0,35 4.3
Humher of other children 0O-&% -G.62 ~1.91 -1.30 -53.33
fny other child 11-154D} 0.08 0.13 0.39 2.27
Mumber of children 16+ -0.00 -0, 02 Q.08 -1.38
Potential earnings
Imputed pay, top occcupation 0.87 3.61 3.31 13.37%
Locat unemptayment rate (A1 ~B. &7 -4 4f ~B .84 -3.97
Alternative resources
Non-iabour i1ncome ix G.1)
marr ied -1.13 -8.4% ~1.78 ~11.01
not married -0.BB -1 .84 -3.893 =745
Mor tgage{D} .33 3.87 G.43 4,00
Hushang uneapioyed () -i.71 -3.85 -2.68 -&.21
Husband not working, other reason (D} -1.24 -5.69 ~1.17 -4 .86
North of Mersey-Tees (D) 0.37 3.07 Q.58 W47
Anyong physically dependent -0.42 -3.4% -0.46% -4, 82
Log-tikelihood -3410.80
Chi-squared (44} 2654890

Multinomial teqit model. estimated in the LIMDEF pactage.

Data from the Women 1n Emproyment Survgw

{1I9BUT.

Sampie of 4384 women aged 16-3%, nerther stodenis nor permanenlly si1ch, no

missing values on included varpabiles.

For other detaiis see Tatle T an Joshy (1535
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Wage Equations Dependent variabte tog psy per hour

tal Hamen Part-time Fulli-time
h + ) t
Canstant 0.2380 4.7 G.0510 .G
Education {A jeveii 0.1174 2.6 G.2150 W4
Education (O tevei! =0, 0400 -1 .8 G.ioas B
Education {other guaitTication) Q.0190 0.6 G.H520 L3
Education (post-compulisory! 8.4720 7.8 G.0714 N
Full-time ewxperience 0.0137 2.5 [N &
Full-time experience asguaraed »0.1 ~3.0029 -1.5 =3.,00%] N
Bart-time experience 0.01&60 2.4 G.a374 L3
Fart-time experience sguared =0.1 -G.8031 ~-i1.4 -G . OUBB &
Interaction of full- and part- time -3.0007 -1.% ~0.0616 s
Years not emploved -0, 0048 -2.8 ~G G118 -s.5
Heckman s Lambds -0.,0192 -0.% O, 06640 2.2
£ 1 OB
R-squared G.172

Spurce: Ermaath and Wraght  (1986).  Tabie melectivity modelled by

grdered probii,

(b} Men Harried Men Single Men
1960 under 30, 1975

Fotential Experience (4 10} 0,245 &.6 i.ag B83.6
Potentiai Exp. Sgusredi:i000) ~0,4465 6.5 -4.¢ e
Education:

legree G.adT 10002
Higher G.50% 21.0

Dipioms G.5un 465
A teveils) 0.318 8.0 U, EH3 34,3
0 1eveli{s) 0.203 =8 . 57a «.3
Cokisl 0.101 3.8
Other Forma: GQual:ifications .G85 |- -l 338 (S
Number ot Regions Controlled Pe 2
Constant 0,521 .4 -0.732 203,53
R Suuared 0,824 Gt

#H 2,094 568

Source: Marrazd  men, MWrignt  and Ermisch (19%0) Tabie 13 Single  men
Greenhalgh (1380 lebie 3. Tthe latter 15 only wsed for the erpocience
pavametere for q0ueg  mEn. of whom there were  vers TEw s Yhar sampie ot
married opn, ihe steeper slopes frane the right were spliced nto tne
eguation  shown ¢o “he 1811 ap o ages 200 £ avd FZ oo st waih oo
guailflcations 7ihg T ETErENCE D210y s O FEveis ans Miahér guairnbications

respectivel v,
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