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recipe for a full-scale fiscal disaster. 
As my colleague Edmund Conway 

reports on our front page today, that is 
precisely what Standard & Poor’s has 
mapped out. Its calculation that Britain’s 
national debt will rise to 200pc of GDP 
or above – the kind of levels we have 
only ever reached after the Second World 
War – is truly disturbing. 

That the message comes from the 
ratings agency which only recently 
cautioned the UK over the 
precariousness of its triple-A credit 
rating is all the more sobering. 
Fortunately, unlike the financial crisis, 
there is still time to act on the pensions 
and demographic crisis. One solution 

will be to address the ballooning cost 
of public sector pensions. It is 
economic madness to continue 
offering final salary pensions, that 
are all but extinct in the private 
sector, to state workers. This is only 
a beginning – we will all have to 

reassess our expectations for 
retirement – but it is a 

relatively low-hanging fruit. 
And if the Conservatives 
win the next election, it is 
something they must 

tackle at the earliest 
possible opportunity.

MICK THE MINER DIGS IN
Mick Davis, the chief executive 
of Xstrata, is a big man, so it 
should surprise no one that his 
choice of embrace for Cynthia 
Carroll, his opposite number at 

Anglo American, is a full-on bear hug.
Davis’s opportunism in promoting a 

merger of equals while Anglo is 
confronted with unrest from investors 
unhappy with the recent scrapping of its 
dividend should come as no surprise. 
The tough-talking South African has 
spent most of his time at the helm 
plotting ways to reshape his industry 
through mega-takeovers.

Davis has identified an unwilling 
target in Carroll, however, and the 
argument that is beginning to unfold 
between them has the potential to 
escalate into a bitter conflict that could 
last for months. 

No wonder the City got so excited last 
week. There has been such a dearth of 
significant M&A activity for investment 
bankers this year that our exclusive story 
last weekend about Xstrata’s approach to 
Anglo was enough to rouse them from 
their enforced idleness.

For Mick the miner, getting his 
notoriously large hands on the 
industry’s next major deal is a constant 
goal. Previous flirtations with Anglo and 
with Vale of Brazil have ended without 
success but he is determined to rival the 
genuine majors in scale – and that 
cannot happen organically.

There may be fertile territory for him 
to plough if he intensifies the pressure 
on his opposite number. Some Anglo 
investors have been getting restless over 
the board’s conspicuous divisions in 
recent months, so its defence must rest 
on two key planks. First, it needs to 
accelerate the arrival of a new chairman 

to replace Sir Mark Moody-Stuart, who 
by his own admission was scheduled to 
have departed months ago.

Given the trouble it has had recruiting 
a heavyweight successor for the last year, 
the odds on it doing so now appear long 
– although you have to admire Anglo’s 
chutzpah in reprising its efforts to hire 
Sir John Parker, the respected 
industrialist.

Last October, Anglo embarrassed 
Parker – and itself – with a public 
statement that it had decided to delay 
the appointment of a new chairman 
because of the punishing economic 
environment. 

It was nonsense. It was an open secret 
in mining industry circles that Parker 
had been offered the job, and that 
Carroll was desperate to work with him. 
That appointment was scuppered by a 
boardroom split that had left Anglo’s 
directors voting along national lines.

If he can be persuaded to come back 
for serious talks – and I have yet to meet 
a more magnanimous man in the City 
than Parker – he looks by far and away 
the leading candidate for the job, 
although there are others too. As we 
report today, Jeroen van der Veer, the 
recently-departed chief executive of 
Royal Dutch Shell, is on the 
headhunter’s list. It is not implausible 
that Jim Leng, the former Corus boss 
who spent a matter of weeks as the 
chairman-designate of Rio Tinto before 
a boardroom row prompted him to step 
down, is another obvious name who 
could step in at short notice.

A further possible candidate is Paolo 
Scaroni, the former Pilkington boss, who 
I am told wants a big UK chairmanship 
(in which case, we should welcome him 
with open arms – there are few enough 
of those people around at the moment) 
but who would have to extricate himself 
from Eni, the Italian state-controlled 
energy group.

The other crucial task that Carroll has 
is to demonstrate that an independent 
Anglo remains a better bet than forming 
a bulkier entity with Davis, even if he 
sweetens his proposal with some hard 
cash.

At odds here are the anticipated cost 
synergies that might emerge from a deal 
with Xstrata. People close to Anglo 
suggest that $1bn is on the high side, 
while Xstrata’s City supporters argue 
that the true figure is likely to be well in 
excess of that.

They cannot both be right. In essence,  
the outcome of this battle will be 
determined by whether it is Carroll or 
Davis who has more success with their 
argument over potential savings. 

After the divisions of the past year, 
Xstrata’s approach has at last succeeded 
in unifying the Anglo board. But it will 
have more chance of remaining free 
from Mick’s large hands if it parachutes 
a heavyweight like Parker into the 
chairman’s office.

With or without him, though, Carroll 
will have to show her mettle, in every 
sense of the word.
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D ealing with the current 
economic crisis and its 
aftermath will undoubtedly 
top government’s priority 
list over the coming 

decade. This will be closely followed by 
healthcare policy and reform of the 
pension system in its totality: public 
sector, corporate provision, private 
provision and the basic state pension.

As a first step in this process it is 
essential that we have a national 
debate around provision for our old 
age, specifically looking at the levels 
of systemic risk, how this is 
distributed and ultimately who bears 
the cost.

The current reallocation of the 
financial burden of pensions among 
government, businesses and 
individuals, which at best is unplanned, 
is significantly affecting the future 
welfare of large chunks of the 
population.

If there is no coherent strategy, it 
will inevitably be the taxpayer of the 
future, our children and grandchildren, 
who picks up the tab.

Current liabilities are huge. There is a 
total of approximately £1 trillion of 
private defined benefit pension 
liabilities in the UK. According to one 
recent report, unfunded public sector 
pension schemes have an 
accumulated liability of £1.1 trillion. 
Add in the state pension, defined 
contribution, local government and 
other assorted occupational pension 
liabilities and these numbers 
mushroom.

The underlying drivers pushing this 
issue comprise increased longevity, 
ongoing ad-hoc regulatory changes, 
economic crisis and more general 
societal changes, including the ageing 
of the baby boomers.

Over the past decade, policymakers 
in many countries have shifted the 
longevity risk in future pension 
provision away from the state and on 
to firms and individuals. 

As firms move away from pension 
provision, this risk is by default pushed 
down on to the part of the system 
least able to deal with it – the 
individual. It is all but certain that this 
unplanned move will haunt future 
generations. 

Many corporate sponsors of final 
salary schemes have pension-related 
problems. In 2007, British companies 
were putting £33.6bn into their 
pension schemes to help plug deficits, 
so it is hardly surprising that 
companies are looking to offload 
pension risk.

We cannot afford to brush this 
under the carpet, nor can we afford to 
get it wrong. A national debate is the 
right place to start. 

This Government, or the next, needs 
to grasp the nettle without any 
further procrastination.

D emographics is destiny, or so 
they say. Baleful as the 
financial crisis has been, 
painful as is the impact on 
many households of the 

housing crash and the rise in 
unemployment, they still cannot rival 
the potential threat and impact of the 
pensions and ageing crisis facing us in 
the coming decades. If you were looking 
for proof, look no further than the 
potential impact on Britain’s national 
debt.

One of the reasons we know this
crisis is no ordinary recession is the 
prodigious amount by which it is likely 
to push up the national debt. Before the 
collapse of Northern Rock, Britain’s net 
public debt to gross domestic product 
ratio was down at below 40pc – the level 
widely considered to be consistent with 
a well-managed economy. In a couple of 
years’ time it is likely to be rather closer 
to 100pc, thanks to the extra debt 
incurred in the bank bail-outs, the tax 
foregone because of the recession and 
the cost of trying to keep the economy 
afloat.

But as threatening as this is, it is 
nothing in comparison with the effect of 
ageing on our economy. We have 
committed to paying generations set 
imminently to retire pensions more 
generous than we ought to have; 
providing healthcare more expensive 
than we anticipated. Tie this to the fact 
that the population is greying, meaning 
there are ever fewer taxpayers to support 
those in retirement, and you have the 

E conomically speaking, the US 
and UK are often lumped 
together. Obviously, the two 
nations’ genealogical, political 
and military ties are long-

standing and strong. But in recent 
decades, and particularly since the 
Reagan-Thatcher era of the 1980s, 
America and Britain have been seen as 
economic first cousins too.

Until the sub-prime debacle, both the 
US and UK boasted seemingly robust, 
low-tax economies. They were seen, at 
least in their own eyes, as the West’s 
economic stars.

Since the credit-crunch, of course, the 
Anglo-Saxon nations, with their lax 
regulatory culture, have rightly been 
painted as a major cause of the most 
serious global financial crisis in 80 
years. Given their toxic waste on their 
banks’ balance sheets, they were also 
predicted to take the biggest economic 
hit.

But now the economic fate of the 
transatlantic partners is diverging. The 
US will recover from sub-prime and 
return to growth reasonably quickly. But 
the UK is in much deeper trouble – and 
could struggle for longer than any other 
major Western economy.

Last week, the OECD forecast that US 
GDP will contract by 2.8pc this year. Just 
three months ago, the rich nations’ think 
tank was predicting America’s economy 
would shrink by 4pc. The US growth 
outlook is improving, then, with the 
OECD foreseeing a relatively buoyant 
0.9pc expansion in 2010.

The UK’s prospects, in contrast, are 
getting worse. The OECD now forecasts 
a 4.3pc contraction for 2009, 
downgrading its previous 3.7pc 
prediction. Britain is unlikely to grow 
next year either, the OECD says.

Much of the British political and 
media establishment assumes the UK’s 
economic future is tied to that of 
America. Despite the deep cultural 
affinities, such assumptions are wrong. 
Only around 15pc of the UK’s trade is 
with the US, while the eurozone 
accounts for more than 50pc. The 
OECD’s growth forecasts for the single 
currency area, incidentally, aren’t 
much better than for the UK.

But the main reason the US 
and UK will now diverge 
economically is that their 
economies are very different. 
The UK is heavily exposed to 
financial services – accounting 
for almost a fifth of the economy 
and an even bigger share of 
taxation. That’s why the OECD is 
forecasting a UK budget deficit 

Dark pension cloud hangs over UK as 
US emerges from sub-prime storm
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equivalent to an eyewatering 14pc of 
GDP this year.

While home to Wall Street and some 
of the world’s most powerful financial 
institutions, the US economy is far more 
diversified – with financial services 
accounting for less than 10pc of national 
income, making America’s economy less 
exposed to the ravages of sub-prime.

The US has other enormous 
advantages. The dollar, for now, remains 
the world’s reserve currency, giving 
America far more economic room for 
manoeuvre than the UK, not least 
greater scope to sell sovereign debt.

The US also remains the world’s 
biggest destination for migrant labour, 
retaining the physical and political 
ability to keep absorbing wave-after-
wave of new citizens, adding to the size 
and vibrancy of the world’s biggest 
economy. While high net immigration 
has boosted UK commerce over the last 
decade, political realities will now curtail 
that source of growth.

But the real advantage America has 
over the UK is demographic. The US 
remains a relatively “young” country. 
Across the industrialised world, over the 
next thirty years, “dependency ratios” 
escalate. Our ageing societies mean the 
share of the population supported by 
working taxpayers rises from around 
50pc today to 68pc in 2040.
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PENSION BILL LOOMS
Net Unfunded Liabilities  as % of national GDP
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US UK Canada

15

28

64

85

12

27

0

10

20

30

40

50

60

70

80

90
%

AT GOVERNMENTS'
DISCOUNT RATE

AT MARKET
REAL DISCOUNT RATE

1215

64

85

salary pensions, payable from 60 years 
of age.

In the private sector meanwhile, as the 
demographic pressures crank up, 
workers face the reality of much lower 
pensions, payable much later, with this 
public-private “pensions apartheid” 
getting worse all the time.

Authoritative research from the British 
North-America Committee (BNAC) 
shows the extent of the fiscal burden 
public sector pensions are now 
imposing on Britain. Even using official 
assumptions, the bill for such pensions, 
over and above the relatively tiny 
investments put aside to fund them, 
amounts to an astonishing 64pc of GDP. 
More realistic assumptions push that 
total to 85pc of GDP – all of it off 
balance sheet but to be paid from 
future taxation.

In the US and Canada, where such 
pensions have been reined-in and the 
population won’t age so quickly, these 
totals are far smaller. This BNAC report 
is impeccably sourced and backed by an 
advisory panel full of distinguished, 
non-partisan experts. Once again, I 
implore Messrs Osborne and Cameron 
to tackle this issue of massive political 
and fiscal importance.

μLiam Halligan is chief economist at 
Prosperity Capital Management
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‘It is economic 
madness to continue 
offering final salary 
pensions to state 
workers’

‘The real advantage 
America has over the 
UK is demographic. 
The US remains a 
relatively young 
country’  

μEdmund Truell is group chief executive
of Pension Corporation
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King shows courage in face of whispering ministers
THE politicians just don’t get it. First, the 
House of Commons chooses a speaker 
whose only qualification is that his own 
party didn’t want him. Amidst intense 
public anger, our MPs have shown us two 
fingers – treating election to the hugely 
symbolic Speakership as a political par-
lour game.

Base politics is now rearing its ugly 
head within another important area of 
public life – the relationship between the 
Government, the Bank of England and 
the Financial Services Authority.

Appearing before the Treasury Select 
Committee last week, Mervyn King, Gov-
ernor of the Bank, suggested that interest 
rates are likely to stay at 0.5pc through 
2009 and well into 2010. The Bank’s 
Monetary Policy Committee is also keep-

ing an open mind on whether its £125bn 
“quantitative easing” programme – where 
it creates money to buy back sovereign 
debt from the market – will need to 
expand.

I disagree with the MPC on rates. In my 
view, inflation will burst through quite 
quickly in the coming months – not least 
because of price pressures caused by QE 
and the unprecedented pace at which the 
Government is now issuing debt. That’s 
why I think rates could rise sooner, and 
more steeply, than the MPC predicts.

But King’s testimony will be remem-
bered because, under intense question-
ing, it emerged he hasn’t seen the Gov-
ernment’s upcoming White Paper on how 
the UK’s regulatory landscape should 
change post “sub-prime”. An “unnamed Mervyn King: genuine independence

While America isn’t immune to this 
ageing mega-trend, it is in a far better 
position than the UK – not least due to 
its ability to keep its population 
relatively young via immigration.

An astonishing report, to be published 
tomorrow, provides a stark illustration of 
this reality. As this column has often 
pointed out, the vast majority of the UK’s 
public sector employees – a fifth of the 
workforce – enjoy taxpayer-funded final 

Time to grasp 
the pensions 
nettle before 
it’s too late
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Cabinet minister” then accused him of 
striking an “unholy alliance with the 
Tories”, just because he has the temerity 
to express a view.

As a senior UK economic policy-maker 
who, amidst our woeful recent perform-
ance, still commands respect on the 
world stage, King is almost unique.

He also happens to be right on our new 
regulatory order. Gordon Brown’s “tri-
partite” reforms have been a disaster. 
Splitting authority to supervise banks 
between the Bank, the Treasury and the 
FSA meant no one did the job properly.

Responsibility for bank supervision 
should return to Threadneedle Street – 
where it long-resided before 1997. The 
FSA should remain in place – it has other 
important work to do – but powers to 

monitor banks, raise reserve require-
ments and stop over-leveraging should 
lie with the Bank of England.

Why? Because such decisions are polit-
ically painful and, while the FSA is a 
Treasury off-shoot, the Bank is robustly 
independent.

The government’s failure to show King 
its White Paper is pathetic. Even worse is 
the current attempt to use tribal politics 
to undermine him and stop him winning 
the argument.

But it’s precisely because King is will-
ing to stand up to the Government that 
the Bank should regain its supervisory 
role. By sniping at the Governor, cowardly 
ministers are illustrating why the institu-
tion he runs should regain the supervi-
sory powers which Brown took away.


