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Dear Colleague 

 

Guaranteed Minimum Pension – Consultation  

Between 6 April 1978 and 5 April 1997 members of contracted out occupational schemes 

built up an element known as a Guaranteed Minimum Pension (GMP). A GMP is intended to 

be broadly equivalent to the additional earnings related state pension the member would 

have received had they not been contracted out. Public service pension schemes (including 

the police pension schemes) were contracted out and a GMP becomes payable when a 

member reaches State Pension age. Prior to 6 April part of the annual indexation for a GMP 

was paid with the member's State Pension but this process ended with the introduction of 

the New Single Tier State Pension from 6 April 2016. Those receiving a GMP before 6 April 

2016 are unaffected by this change. 

It is anticipated that the loss of GMP indexation will be offset by individuals building up 

entitlement in the more generous Single Tier State Pension. However, those close to State 

Pension age will not have the same opportunity to offset their GMP indexation loss and to 

address this, the UK Government introduced an interim solution for those reaching state 

pension age between April 2016 and December 2018. For these members, full indexation 

on their public service pension scheme including any GMP will be provided for the 

member’s lifetime by their public service scheme.  

In announcing the interim solution the UK Government set out that it would undertake 

a public consultation setting out options and seeking views on a permanent solution that 

will deliver GMP indexation.  That solution will also provide equalised indexation payments 

reflecting the different accrual rate of GMP for men and women. 

The Government consultation is only available online 

(https://www.gov.uk/government/consultations/indexation-and-equalisation-of-gmp-in-

public-service-pension-schemes/consultation-on-indexation-and-equalisation-of-gmp-in-

public-service-pension-schemes) and as a consequence, an abridged version of the options 

under consideration in the consultation is replicated in italics below; 

 

1.1 Background 

 

On 6 April 2016 the government introduced the new State Pension (nSP), designed to radically 

simplify pension provision, while ensuring that pensioners have security in retirement. This 

simplification removed layers of complexity from the system, harmonised the rate of National 

Insurance contributions paid by employees and employers and is promoting private saving by 
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giving people a better understanding of the amount of support they can expect to receive from 

the State when they reach State Pension age (SPa). Among the layers of complexity that are being 

removed is the Additional State Pension (AP) – a complex earnings related element of the old 

state system. 

 

With the removal of the AP the government needs to consider how public service pension 

payments for a specific group of members should be increased in future. Specifically, those who 

were in ‘contracted-out’ employment during the period 6 April 1978 to 5 April 1997, accrued a 

guaranteed minimum pension (GMP) from their public service pension scheme and expect to 

reach SPa post-December 2018. If the government does not take action, an inequality in the 

payment of public service pensions between men and women may be introduced and there will 

also no longer be a mechanism to provide fully indexed pension payments. 

 

Under the arrangements that previously applied the public service pension and the AP system 

worked in tandem, providing a mechanism that fully indexed and equalised pension payments 

(state pension and occupational pension) of public servants, in line with commitments made to 

these members by previous governments. However, with the removal of the AP, this mechanism 

no longer works. An estimated 2 million members of the public service schemes with GMPs who 

reach their SPa up until 2040 may be affected. 

 

The impact of no longer receiving a fully indexed GMP will vary significantly across the affected 

public service employees. In extreme cases the cumulative losses could have an estimated value 

of £18,000. However, for the majority of those who lose, the government expects the impact to be 

lower. Many individuals are likely to benefit from transitioning to the new State Pension; analysis 

from the Department for Work and Pensions estimates that by 2030 almost 80% of UK pension 

scheme members with GMPs accrued between 9 April 1978 and 5 April 1988 who transition to 

the new State Pension will receive higher State pension payments than under the old system over 

their lifetime. 

 

On 1 March 2016, the government announced that public service pensioners reaching SPa after 5 

April 2016 and before 6 December 2018, would have the GMPs earned in public service fully 

indexed by the public service pension scheme. This eased the transition to the new State Pension 

for a group who would have been likely to lose, and ensured that men and women reaching SPa 

in that period continued to receive equal pension payments. 

 

1.2 Purpose of the consultation 

 

This consultation aims to consider two issues. Namely: 

 

1 How best to avoid the introduction of unequal payments to men and women in the public 

service schemes that will result from the abolition of AP. There are legal requirements to pay 

men and women equal pensions in respect of pensionable service after 16 May 1990, and the 

old arrangements were designed to deliver equalisation by way of increases to AP  

 

2 Whether, following the introduction of the new State Pension, the public service pension 

schemes should pay full indexation on GMP earned while a member of a public service 

pension scheme, for someone who reaches SPa after 5 December 2018 

 

 



The consultation is therefore chiefly concerned with those who reach State Pension age after 5 

December 2018. The government has overall responsibility for policy on the indexation of public 

service pensions and for how such pension schemes are provided; this consultation is being 

carried out in that role. 

 

The government is conducting this consultation with an open mind regarding the two key 

questions set out above. In order to guide decision making, there are a set of key tests against 

which each of the methods proposed in this consultation document should be considered: 

 

 does the policy proposal ensure that affected members are at least as well off as they 

would have been, had the nSP not been introduced 

 does the policy proposal consider fairness to taxpayers in general 

 does the policy proposal avoid the unequal payments to men and women that would 

otherwise result from the abolition of AP, and minimise future legal risk to the public 

service pension schemes 

 is it cost-effective and does it minimise future fiscal risk to public service pension schemes 

from data and administrative errors 

 is the policy proposal a long-term solution that supports the government’s principles of 

transparency and greater understanding of pension saving 

 

1.3 Options 

 

This consultation will examine the options open to the government to avoid introducing an 

inequality for payments to men and women reaching SPa after 5 December 2018, who accrued a 

GMP as a member of a public service pension scheme. In addition, it will consider whether it 

should meet the past commitments made to public service employees regarding full indexation of 

their public service pensions, including the GMP, in light of the wider gains many will receive from 

the transition to the new State Pension. In doing so, the government will consider the 

practicability and cost-effectiveness of various options open to it. 

 

The options the government are considering include those summarised below. 

 

Case-by-case 

 

This method compares the total income received by the pensioner from public and state pension 

provision under the old and new system. Where the member has lost financially, the member 

would be compensated up to the value of the loss of indexation only. This method does not 

provide full indexation to all members. To equalise the benefit, this method would then repeat 

the same calculation for an equivalent, theoretical member of the opposite sex. The scheme 

would then pay the higher of the male or female benefit to the affected individual. The 

Government Actuary’s Department (GAD) estimate this would increase liabilities for the public 

service pension schemes by around £1.5 billion. This is equivalent to increasing schemes’ total 

liabilities by 0.15%. It is however very administratively complex, would continue for decades and 

would require significant investment in administrative systems for all public service pension 

schemes. 

 

 

 

 

 



Full indexation 

 

The second method, full indexation for those attaining SPa after 5 December 2018, is a 

continuation of the current policy announced on 1 March 2016 (see the paragraph before section 

1.2), which requires the public service pension schemes to directly meet the cost of indexing the 

GMP. This also prevents inequalities being introduced between men and women by the abolition 

of the AP. By fully indexing the GMP it ensures that no individual is worse off as a result of no 

longer in effect receiving indexation on their GMP through the AP. However, because this policy 

applies to all individuals it would mean that a large number of individuals would be 

compensated when they were already better off as a result of the transition to the new State 

Pension. GAD estimate this policy would increase liabilities for public service pension schemes by 

around £5 billion. This is equivalent to increasing schemes’ total liabilities by around 0.5%. Full 

indexation is administratively much less complex than case-by-case as it is a continuation of 

current government policy. 

 

Conversion 

 

The final option, conversion, converts the GMP into a scheme benefit, equating £1 of GMP to £1 

of scheme benefit. This method has a similar outcome to full indexation, but public service 

schemes would no longer need to abide by existing GMP legislation for these members. It has a 

similar cost to full indexation and is likely to involve some administrative complexity to complete 

the conversion but should be significantly simpler in the longer term for schemes. 

 

I fully appreciate this is a technical matter and this will be considered by the Police Pension 

Scheme Advisory Board. I will also be in communication with the Police Federations in 

Northern Ireland and in England & Wales. 

 

Should you have any comments, please ensure they are sent to 

lesley.stevenson@spf.org.uk no later than Friday 27th January 2017. 

 

Yours sincerely 

 

 
 

Calum Steele 

General Secretary 

 
 

mailto:lesley.stevenson@spf.org.uk

