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ABOUT UKSIF

The UK Sustainable Investment and Finance
Association (UKSIF) is the UK's leading
membership organisation for sustainable finance,
committed to promoting a financial system and
wider economy that works for the benefit of the
environment and society.

UKSIF represents a diverse range of global and
UK-based financial services institutions and
investors committed to these aims, and our more
than 300 members- representing over £19trn of
global assets under management (AUM)- include
investment managers, pension funds, banks,
wealth managers, financial advisers, ESG data and
research providers, NGOs, among other groups.
UKSIF and our members have played a prominent
role over recent years to facilitate a more
supportive policy environment in the UK for the
growth of sustainable finance and to support the
private finance sector’s efforts in helping advance
the transition to a more sustainable future. For
more information, please visit uksif.org.
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FOREWORD

UKSIF's members from the UK's pensions sector representing more
than £1trn in assets under management - alongside the wider
sector- continue to play a hugely vital role supporting sustainable
growth, jobs, and investment in the wider economy, and the UK's
progress towards a decarbonised future.

Our internationally leading pensions market- the largest in
Europe and now worth around £3trn- remains extremely
well positioned to build on its enviable position to date, in
the process further safeguarding the future of millions of
pension savers. We therefore have very much welcomed the
UK government’s pensions investment review considering
what more can be done to cement the sector’s existing
leadership and its potential role to “boost UK growth and
improve pension saver outcomes.”

Since the announcement of the government’s pensions
review, we have encouraged policymakers to closely
consider the role of pensions and savings in further driving
green growth opportunities across the country and the UK's
clean energy transition. So far, from our perspective this
appears to have been a relatively overlooked and important
missing piece in the government's review.

Consequently, this has been a driving factor in UKSIF
undertaking our own pensions review to consider how
collectively we can build a more sustainable and equitable
pensions system. Our review has seen us closely consult

over recent months our membership and a wider range of
stakeholders from across the UK's pensions community to
help address these gaps and highlight new ways in which this
sector can contribute to higher levels of sustainable growth in
the long run and to the country’s net-zero ambition.?

Our consistent calls here to policymakers since the launch

of the review very much reflect the broader, strengthening
economic case for the UK to step up its drive for green
growth in the coming years that the UK's pensions industry
is well placed to support, for example through investing in
new climate solutions and technologies. Earlier this year, CBI
analysis found the UK's net-zero economy is growing at triple

1  https://assets.publishing.service.gov.uk/media/6736181254652d03d5161199/ Pensions_Investment_Review_interim_report.pdf

2 Details of the methodology for our pensions review can be found on the final page of this report.
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the rate of the overall domestic economy, while the London
Stock Exchange Group's (LSEG's) 2024 Green Economy
Report highlighted the global green economy ‘a generational
investment opportunity’®

In our view, it is imperative that the UK's pensions review, and
wider initiatives on pensions policy, take further steps more
quickly to capture these significant economic opportunities
for the country.

In part, these can be realised through a more supportive and
consistent policy and regulatory environment that can tackle
systemic investment barriers for institutional investors, in
the process making the UK a more attractive international
investment destination and unlocking the UK's large pools of
pension assets across the economy.

This includes into the low-carbon economy and industries of
the future that could facilitate improved outcomes for savers.
We would to like to see the UK's review bring into focus more
clearly the importance of policymakers, pension schemes,
other investors, and companies working collaboratively
together to support the UK in pursuing long-term, sustainable
growth, underpinned by consideration of impacts on the
environment and wider society that underpin beneficiaries’
interests, rather than shorter-term growth alone.

In this thought leadership report, ‘Unlocking UK pension
capital for sustainable growth: Recommendations

from UKSIF's pensions review', we outline a series of
recommendations on behalf of our UK asset owner network-
and wider members- aimed at putting the UK's pension
assets to work more effectively in the wider economy to drive
positive outcomes for pension savers, while also providing
benefits for the environment and society which closely
underpin long-term growth.

Reflecting the long-term nature of pension savings and these
policy discussions, a number of our review recommendations
are deliberately longer-term and we hope can be considered
both over the upcoming second stage of the UK's pensions
review and beyond this. We also include recommendations on
separate, related initiatives to the pensions review, such as
the Value for Money (VFM) framework, and the Department for
Work and Pensions (DWP) review of the TCFD requirements for
UK pension schemes.*

3 https:/www.cbi.org.uk/articles/growth-and-innovation-in-the-uk-s-net-zero-economy/;
https:/www.Iseg.com/en/insights/investing-green-economy-2024-growing-fractured-
landscape

4  The DWP’s TCFD review was initially committed to in the ‘second half of 2023, https:/www.
gov.uk/government/consultations/taking-action-on-climate-risk-improving-governance-
and-reporting-by-occupational-pension-schemes-response-and-consultation-on-
regulations/taking-action-on-climate-risk-improving-governance-and-reporting-by-
occupational-pension-schemes

UKSIF's review focuses on the following areas:

e Driving investment in the wider economy: the
opportunities to leverage pension capital and unlock
low-carbon investments

¢ Promoting positive retirement outcomes and a more
sustainable, resilient pensions system

¢ Ensuring more effective investment decision-making:
supporting pension schemes’ role in the transition

¢ Building a well-designed, high quality sustainable
finance regulatory architecture for pension schemes

e Promoting a more effective and competitive wider
regulatory environment for pensions

Many of our review recommendations are deliberately
broadly framed in order to have application and relevance to
various different types of pensions schemes across the UK's
ecosystem, including defined contribution (DC) schemes-
both trust-based and contract-based- and defined benefit
(DB) schemes, as well as Local Government Pension Scheme
(LGPS) funds.

With the UK's pensions investment review well underway,
we believe now is the right time for a genuinely open debate
over the future of the UK's pensions system. We believe

that new, creative thinking from policymakers, the pensions
sector, and all groups is seriously needed that can positively
shape our pensions landscape for decades to come.

While our review does not seek to provide the response to all
the pressing issues being considered in the UK's pensions
review, we hope our final report produced as part of our review
could help provide some effective, long-term solutions and a
direction of travel for policymakers to consider over the course
of the pensions review, and beyond this point.
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1 DRIVING INVESTMENT IN
THE WIDER ECONOMY:
THE OPPORTUNITIES
TO LEVERAGE PENSION
CAPITAL AND UNLOCK LOW-
CARBON INVESTMENTS

With around £3trn in total pensions assets, the UK
continues to enjoy an enviable position through having
considerable, deep pools of patient capital that, as part
of the core purpose of seeking returns for beneficiaries,
can be put to effective use to spur growth and
decarbonise the economy.? Over the course of UKSIF's
review, virtually all our industry stakeholder participants
agreed that, subject to the right conditions being in
place in the wider economy, there is a strong investor
base willing to make the long-term investments

that the UK needs, such as economic and social
infrastructure and other UK-based productive assets.

While some progress is beginning to be made to
address the core barriers to such investing by UK
institutional investors- from encouraging greater scale
in pensions to new, innovative fund structures and
products (for example the Long-Term Asset Fund) and
a growing focus on ‘value’ over costs through the Value
for Money Framework (VFM) framework- we know much
more needs to be done to enhance the overall supply
of investible projects for schemes. This remains the
fundamental issue facing our DC and LGPS pension
fund members and wider investor membership.

When attractive projects are available and on the right
terms, they generally will be financed by UK and global
investors, including pension funds, and it is key that the
structure and risk profile of investment opportunities

is neatly tailored to the needs of different schemes.
Conversely, if the pipeline of investible opportunities
continues to be markedly outstripped by investor
demand, this makes capital allocation decisions for
many schemes more complex.

In regards to clean energy assets and other sustainable
investments, policymakers should seek to provide
more consistent policy messaging to further build
confidence from investors seeking to allocate capital
towards these projects. For example, clearer signals
from policymakers over a consistent, long-term time
horizon that the UK will actively compete in attracting
investment in the global low-carbon economy, and
importantly that net-zero and economic growth are
mutually reinforcing would be strongly welcomed by
many of our members and wider industry.

Fixing the systemic barriers to investment for UK
schemes- which we outline in this section of our
report- needs to form more of a core focus in the next
phase of the pensions investment review. Below we
highlight recommendations aimed at driving policy
certainty in the wider economy for UK pension funds
(while also applying to investors at large), many of
whom will be naturally inclined to invest in long-term
projects and clean energy assets, given their ambitious
decarbonisation plans and long-term investment
horizons in many cases.

5 Pensions Policy Institute, Pension scheme assets - how they are invested and how and why they change over time,
https:/www.pensionspolicyinstitute.org.uk/media/c00dra0Ok/20240909-ppi-pension-scheme-assets-main-report-final.pdf
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REVIEW RECOMMENDATIONS

e As alluded to, a critical, overarching area continually
highlighted by stakeholder participants in our review
relates to the ongoing necessity for greater long-
term policy and regulatory certainty across the
wider UK economy for pension schemes and indeed
investors at large. The UK’s pensions investment

review should therefore seek to be more closely joined

up and align with other government initiatives, which
are seeking to provide consistent policy signals for
various growth sectors and unlock private capital
flows at scale.® This includes the upcoming ‘Modern
Industrial Strategy’ and "10 Year Infrastructure
Strategy’, and the existing ‘Clean Power 2030 Action
Plan’. In terms of the ‘Modern Industrial Strategy’ in
particular, we hope this can outline a clearer, long-
term policy vision for the wider economy that pension

funds and indeed all investors can get behind, outlining
future support for certain key growth sectors that has

been lacking over recent years and is necessary to
drive private capital across the economy.

e Across all sectors, various systemic investment
barriers have consistently held back private sector
investment, including from UK pension funds, in
recent years, and stakeholders over the course of our
review highlighted the need for the pensions review
to adopt a sharper focus on these wider barriers.

As highlighted in our ‘Financing the Future’ thought
leadership report series last year, these range from:
issues with planning reform and grid connectivity
delays, uncertain public policy frameworks for various
sectors and infrastructure projects, the need for clear
and more innovative approaches to public-private
partnerships, energy market reform, and skills and
resilience in supply chains.” Progress across each of
these areas by policymakers- both during and beyond
the lifetime of the pensions review- would naturally
help boost the supply of investible projects across
the UK for institutional investors, and negate the
need for more drastic measures as part of the review.
For example, the ‘'mandation’ of UK pension scheme
assets to UK-based investments which have strong
reservations over.

9

“There are fantastic investment opportunities in the UK
- Nest already has £10.6bn in assets like infrastructure
projects and real estate, and in direct loans to growing
UK companies. We want to increase our UK investment
in the coming years, which is why we're supportive of
UKSIF's pension review and their focus on securing a
clear pipeline of large-scale UK projects that schemes
like Nest can investin.”

Retirement and Savings Director,

Standard Life

“It would be good to see a clearer focus from
policymakers in the next phase of the review on
addressing the range of investment barriers that

this report highlights that has made it more complex
for UK schemes to invest in the UK. There is a need

to consider changes over time to AE minimum
contribution levels in the UK, and policymakers could

draw on the pathway experience of Australia as part of
these longer-term reforms.”

Paul Todd
Chief Operating Officer, Nest Invest

Mike Ambery

6 These growth sectors referred to include the 8 core sectors highlighted by government in its consultation on a ‘Modern Industrial Strategy.’

7 Details of UKSIF's ‘Financing the Future’ series can be found on our website here.
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e We continue to believe that ‘mandation’ carries a

number of clear, foreseeable risks for our pension
fund members and their beneficiaries, and would

not help to markedly boost the overall supply of
investible projects across the country for pension
funds (and investors at large) and to help the UK remain
competitive in the ongoing ‘global race’ for capital that
remains critical. We would strongly welcome clearer
confirmation from policymakers over the next phase
of the review- and over the longer-term- directly
ruling out this measure. We continue to believe this
step, if adopted, would risk reducing investment
returns for some pension scheme members, in

part by crowding in pension scheme capital into a
relatively limited set of investment opportunities in
the UK, potentially encouraging the creation of ‘asset
bubbles’.2 Examples of sectors where there exists
more limited opportunities in terms of investible
projects for schemes, despite the private investment
need being considerable, include: housing and social
housing, renewable energy, agriculture and forestry. In
addition to these risks of over-crowding of capital, an
even greater risk is that schemes could be compelled
towards UK-based investments even where equivalent
investment opportunities in other jurisdictions could

offer better risk-adjusted returns.
Nico Aspinall | |

Sustainable Product Advocate, Newton
Investment Management

“Mandation” without making underlying investments
more attractive would overall reduce returns for
some pension scheme members. Instead, incentives
either at the asset level or at the investment level for
UK schemes could encourage investments into real
assets, including clean energy infrastructure.”

* Oneimportant, specific step which remains necessary

to effectively boost the pipeline of projects and support
higher levels of private investment is clear and granular
decarbonisation pathways for individual sectors, as
recommended by the independent Transition Finance
Market Review (TFMR) and various wider stakeholders.
A recommended avenue for this comprehensive work

is the UK’'s Net Zero Council or the Transition Finance
Council. As part of this work, it will be important to
convene policymakers, the private finance sector-
including institutional investors-, businesses, and wider
groups (e.g. academia) to ‘co-create’ these pathways
for sectors. We expect pathways would need to be
updated periodically over time, necessitating the need
for an advisory body to remain in place in the long term.
While we expect stakeholder views to differ, and evolve
over time, in terms of sectors to be prioritised for these
pathways one suggestion is to prioritise the hardest-
to-abate sectors that face the most challenging policy,
financing, and other barriers in transitioning to more
low-carbon practices. At this point, examples could
include domestic heat, freight, and shipping.

Faith Ward ’ ’

Chief Responsible Investment Officer, Brunel
Pension Partnership

A more holistic view is needed from policymakers

in the next phase of the pensions review, including
deeper consideration of systemic issues such as
climate change and systemic investment barriers like
planning reform and tax incentives to support pension
scheme investment.”

8 For DB schemes specifically, we could see schemes being compelled into investing in higher risk assets than they ordinarily would want to given their risk profile.



¢ Asdecarbonisation pathways are developed by an

advisory body, we envisage a role for government

to subsequently assess these with a view to formal
endorsement. This could draw on the experience

in Australia of the Climate Change Authority (CCA)-
considered sector plans for six sectors for the Australian
government to support the country’s transition to
net-zero.? These sectors were: agriculture and land;
built environment; electricity and energy; industry and
waste; transport; and resources. In terms of areas the
UK's pathways should provide detail on, this includes
sectors’ emissions reductions pathways alongside clear
target dates for decarbonisation (including interim
emissions reduction targets) to encourage low-carbon
practices; the 2030 ICE phase-out, 2025 Future Homes
Standard, and 2030 clean power objective provide good
examples here. Alongside this, there should be clarity
over: the envisaged, overall investment needs and fiscal
incentives required for a given sector to decarbonise;
detailed policy frameworks to guide investor decision
making- including the latest policy barriers that need
addressing to achieve decarbonisation; identification of
the project pipeline; the envisaged market demand for
low-carbon products and technologies over time and an
evaluation of their maturity.™

Separately, in terms of the role of new public financial
institutions to leverage pension scheme capital across
various growth industries and new technologies,
industry stakeholders in our review communicated the
need for more clarity over how the National Wealth
Fund and GB Energy would work in sync with long-
term private capital. For example, we heard concerns
over risks of crowding out private capital from markets
that currently are functioning well, such as offshore
wind, rather than a focus on addressing market
failures, and the need for co-investment and other
derisking opportunities for institutional investors.

¢ |t was noted by UKSIF review stakeholders that

investments supported by both these public financial
institutions would need to be tailored to schemes'’ level
of risk. Therefore both institutions should over the long
term continue to communicate clearly upfront the
types of investor capital they are looking to mobilise to
supportinvestment in sectors. Scalability of projects
and their minimum ticket size is another area to consider
further over time, with investments supported by

these institutions needing to have sufficient scale to

be investable for many UK asset owners, particularly

as schemes continue to consolidate. As alluded to, this
consideration would be particularly relevant in the event
of ‘mandation’ to UK-based investments, with larger
pools of UK pensions assets having to compete for more
limited, larger ticket size projects at home.

Finally, over the coming years, government could look
to further consider how changes to the UK's ‘fiscal
rules’ set out in October 2024 could help catalyse
private-sector capital, including from pension funds,
into the economy and the UK'’s transition. With around
£100bn in additional public investment generated
from the “fiscal rules’ reforms over five years, some

of this could help leverage pension scheme capital to
drive private investment into the UK and this should
be explored in more detail in the pensions investment
review or longer term. Different options should be kept
under consideration in the coming years, including
adapting these rules to account for productive
investments by the National Wealth Fund, GB Energy,
and potentially other public finance institutions.

Partner ’ ’

UKSIF Investment Consultant Member

“There will be a number of risks associated with a
‘mandation’ approach from policymakers to UK-
based investments, including risks of increasing and
distorting pricing for these assets.”

9 Australian Government Climate Change Authority, Sector Pathways Review, https:/www.climatechangeauthority.gov.au/sector-pathways-review

10 Additional areas include: the highlighting of key enabling technologies to support decarbonisation (e.g. CCUS or hydrogen), while further detail can be found in the Institutional Investors Group
on Climate Change (IIGCC), Principles for developing sector decarbonisation roadmaps - the investor perspective for policymakers, https:/www.iigcc.org/hubfs/2025%20resources%20
upload/IIGCC%20Principles%20for%20developing%20sector%20decarbonisation%20roadmap%20-%20the%20investor%20perspective%20for%20policymakers%202025.pdf
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Edward Baker
Net Zero Manager, LGPS Central

A key element of the Government's vision for

LGPS pools is to facilitate greater investment in UK
growth, including local opportunities. As this report
notes, there are additional steps policymakers could
adopt to support these efforts. At LGPS Central, we
have already demonstrated success in this area,
with over £10.8 billion of our pooled assets currently
invested in the UK.

Clean energy infrastructure is a leading component
of this and building on our track record we are
actively looking for opportunities to scale this
further, which could be facilitated through
supportive policy signals.”

Maria Nazarova-Doyle
Global Head of Sustainable Investment,
IFM Investors

“Work by policymakers on granular sector
decarbonisation pathways could really assist with
providing more clarity on investible opportunities in

the UK market for global institutional investors like IFM.”




5 PROMOTING POSITIVE
RETIREMENT OUTCOMES
AND A MORE SUSTAINABLE,
RESILIENT PENSIONS SYSTEM

During UKSIF’s review, many industry stakeholders we
spoke with identified opportunities for policymakers
to build further on the success to date of automatic
enrolment (AE) to drive investment from the UK’s
pensions sector across the country and improve long-
term outcomes for pension savers.

We strongly share the view expressed by various
stakeholder groups across the UK'’s pensions and
investment industries that government should look
to build on this good track record, and quickly turn
attention to consideration of longer-term reforms to
AE in the second stage of the pensions investment
review, without further delay." This track record has
seen employees in the UK saving around £32bn more
in 2021 when compared to 2012 that marked the
introduction of auto-enrolment.

These reforms to AE should seek to urgently respond
to the scenario in the coming years that millions of
pensioners, particularly women, risk falling well short
of a sufficient income in retirement unless more is
done to boost the amount they are setting aside for

REVIEW RECOMMENDATIONS

* We would like to see the pensions investment review
consider the possibility of sequenced increases, over
time, to AE default contribution levels to at least 12%
and this level should be informed by a formal, extensive
consultation first with stakeholders. Any reforms
should take place very gradually to address affordability
considerations for employers and individuals, and
allow sufficient time for implementation, with annual
incremental increases (e.g. 0.25%) staggered over time,
drawing on the pathway experience of countries such as
Australia. Certain groups will require additional targeted
policy support during the course of any reforms that
are implemented- particularly lower-income groups-
to avoid undue pressures on households’ financial
resilience. This should be carefully considered through
the proposed consultation we envisage.

DWP, “Ten years of Automatic Enrolment achieves over £114bn pension savings”:

retirement. We can expect this to deteriorate in the
coming years. The Institute for Fiscal Studies (IFS) has
estimated around 40% of UK private-sector workers risk
not achieving a ‘minimum’ retirement living standard,
with lower earners less likely to reach this minimum
standard." Similarly, the Pensions and Lifetime Savings
Association (PLSA) has highlighted more than 50% of
pension savers will not meet retirement income targets
established by the UK's 2005 Pensions Commission
without further policy reforms."

New changes to AE, including to minimum contributions,
could bring benefits to individuals’ future retirement
pots and also support long-term economic growth
prospects, including potentially in areas of productive
finance such as clean energy infrastructure and other
growth sectors. In this section of our review, we outline
long-term recommendations aimed at restarting
momentum in the government’s review on long-lasting
changes to AE and pensions adequacy that could help
build a more sustainable and resilient pensions system
in the coming years while supporting growth.

¢ Inourreview, there was a general consensus from
industry participants that a pathway in the UK should
be set out over a long timeframe, such as a decade, in
legislation. The formal consultation we suggest in the first
instance should consider measures to address possible
impacts on lower-income groups and younger individuals
for example, alongside other details such as the proposed
split between employers and employees in terms of
increasing contributions over time. In terms of measures
for lower-income groups, a consultation could look at
proposals for tax incentives supporting AE workplace
savings ‘side-cars’, which has been trialled by some UK
employers, alongside appropriate tailoring of minimum
contributions. For example with a modest temporary
‘opt down’ option for this demographic.™ In relation to
potential benefits for net-zero aligned investments in

https:/www.gov.uk/government/news/ten-years-of-automatic-enrolment-achieves-over-114bn-pension-savings

Institute for Fiscal Studies, Adequacy of future retirement incomes: new evidence for private sector employees, https:/ifs.org.uk/publications/adequacy-future-retirement-incomes-new-

evidence-private-sector-employees

13 PLSA, Five Steps to Better Pensions: Time for a New Consensus, https:/www.plsa.co.uk/Policy-and-Research/Document-library/Five-steps-to-better-pensions-time-for-a-new-consensus
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the UK, reforms to AE contributions would create larger
pools of UK pension capital that could drive higher levels
of investment into private markets sooner, some of which
we expect would include clean energy and environmental
infrastructure and other high-growth areas across the
country. It would help schemes achieve scale more
quickly- through increasing the overall contribution of
inflows to many UK schemes- and crucially better position
savers to capture new opportunities in the UK's private
markets, supporting the pensions review's objectives.™

¢ Linked to this, other considerations should be closely
examined by the pensions review including the operation
of AE for the following groups: the self-employed, part-
time workers, multiple job holders, those employees
working for smaller employers that may have a tendency
to retain default contribution levels, and individuals
shifting jobs more frequently. In addition to AE reforms
supporting higher levels of pension saving for UK
households that could be invested in the wider economy,
we would very much welcome any reforms also assisting
in tackling the gender pensions gap that has continued
to grow in recent years, partly due to the operation of
AE with female employees less likely to qualify for AE
compared to male employees. In part, this is because of
the current earnings trigger threshold (£10,000) for auto-
enrolment, which disproportionately impacts women
that are more likely to work in part-time or in lower-paid
jobs, as well as gaps in contributions due to career breaks
owing to childcare and caring responsibilities for other
family members for example.

¢ Interms of the role of UK employers specifically, the
review should explore new ways to further enhance
how employers engage with their employees over
their AE pensions. This could consider new incentives
to encourage employers to offer ‘additional matching’
pension contributions and to encourage pension
fund members to voluntarily increase their minimum
contributions, both of which would incentivise pension
saving. We hope that such incentives would create
fresh opportunities for many individuals to engage with
their pension in a more meaningful way. This includes
encouraging employer conversations with employees
that could- for example- look to highlight the potential
of pensions and investments in the wider economy and
contributing to the UK'’s transition.

e Aparticular challenge in regards to pensions adequacy
that UKSIF's review identified is the ongoing gender
pensions gap in the UK. This considerable gender gap
has meant that the average woman in the UK is on
track to receive around £12,000 of annual income in
today’s money in retirement after paying for housing
expenses, compared with £19,000 in today’s money for
the average man.' This represents a 39% gender gap
in projected median net annual retirement outcome.

14 https:/www.nestinsight.org.uk/research-projects/workplace-emergency-savings/

Furthermore, in terms of the gap as it stands today,
women on average retire with total pension savings of
£69,000 compared with £205,000 for men, due to a
number of factors including the wider gender pay gap
and differences in working patterns.’”” We would like to
see the pensions investment review closely explore
how the projected retirement outcomes gap across
these two groups could be reduced, and how reforms
to auto enrolment could bring more women directly into
the UK’s pensions system and go some way to markedly
improving their future retirement outcomes.

One specific recommendation in support of these
objectives is a clear implementation timetable

from policymakers to move forward with existing
commitments to remove the £6,240 lower earnings
threshold for AE and to reduce the age requirement from
22 to 18. We expect both these changes will have valuable
benefits for lower-paid and younger employees on the
whole, in addition to helping alleviate the gender pensions
gap. Separate, secondary measures the review could
consider include: changes to pension contributions for
lower-earning women during maternity leave to allow them
to temporarily opt out of AE during this period, though
employers would need to continue to contribute during
this time (this could also be considered for fathers taking
parental leave); wider incentives for pension contributions
from women during maternity leave and career breaks;
and disclosure by employers of their gender pensions gap.
We hope that any policies adopted in the pensions review
could address the systemic drivers of the gender pensions
gap in the UK, in the process fostering a more resilient and
sustainable pensions system in the long run.

0

“Phase 2 of the Government’s pensions review is a
one in a generation opportunity to leave an adequate,
equitable and sustainable pensions legacy we can be
proud of. And it needn't cost the government money
to deliver a better future for growth, pensions and
our planet. UKSIF's review recommendations on the
future of auto-enrolment and pensions adequacy
merit a closer look’.

Calum Cooper
Partner and Head of Pension Policy
Innovation, Hymans Robertson

15 Analysis from one of UKSIF's members, Phoenix Group, alongside WPI Economics has shown increasing minimum AE contribution rates to 12% could lead to ‘total additional pension contributions of
£10 billion a year' in the UK. https:/www.thephoenixgroup.com/media/reppOhoo/falling-behind-the-curve-the-costs-of-delaying-an-increase-in-auto-enrolment-contributions.pdf

16 Scottish Widows, Women & Retirement Report 2023, Women & Retirement Report 2023

17 NOW: Pensions, The gender pensions gap report 2024 https://www.nowpensions.com/app/uploads/2024/02/gender-pensions-gap-report-24.pdf
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ENSURING MORE EFFECTIVE
INVESTMENT DECISION-
MAKING: SUPPORTING
PENSION SCHEMES' ROLE

IN THE TRANSITION

REVIEW RECOMMENDATIONS

In the UK’s DC pensions market, as time has o With expectations on UK pension schemes quickly
gone on we have increasingly seen further evolving- on sustainability and more widely- we would
professionalisation of the role of the trustee board like to see regulators continue to evolve their existing
and independent governance committees (IGCs) guidance over time, on an ongoing basis, to better

as the scale of many UK schemes continues to support schemes in fulfilling their legal duties and
experience growth, and as a more diverse set of considering climate risk. For example for trust-based
challenges faces both these groups. This includes schemes, future iterative guidance for trustee boards
the role of artificial intelligence (Al), climate change should build on existing regulatory expectations from
and other systemic risks impacting long-term TPR which to date has provided some valuable best-
investment returns. practice guidance for trustees in various areas, including
in climate-related disclosures. Updated guidance- for
example through updates to TPR's Trustee Toolkit-
should more directly incorporate a range of systemic
risks beyond climate change, such as nature loss,
social inequalities, human rights issues, and artificial
intelligence.”™ These new pillars could be extended

over time to include other areas, with the overall aim

to promote a ‘minimum baseline’ of awareness and
understanding on sustainability among all UK trustee

Within the DC market specifically, the responsibilities
of trustees and IGCs are fast evolving alongside the
role of their advisers and intermediaries such as
investment consultants, actuaries, and lawyers, and
there remains a need in the pensions investment
review and beyond this to continue to consider the
evolution of the role of the modern-day DC providers
in the UK.

This includes in relation to their existing legal boards. We believe this would be a more effective

duties and active consideration of systemic risks approach than mandating a single trustee with direct

which we believe is consistent with the fiduciary responsibility for sustainability, which could risk siloing
duty of trustees. these responsibilities on a trustee board.

Below, we outline a number of recommendations
for consideration in the next phase of the pensions
investment review aimed at better supporting UK Veronica Humble

pension scheme trustees and IGCs in adapting to .

. . . i . Chief Investment Officer, NatWest Cushon
ongoing global shifts and changes in their operating
environment. For example, streamlining regulatory “It is important that we now see a shift in the
guidance for pension providers, clarification to interpretation of fiduciary duty among UK trustees,
trustees’ fiduciary duties to more clearly reflect which can better support the growth agenda and
sustainability risks and opportunities, and the role investing in a broader range of private assets,
of investment consultants. including social and renewable energy infrastructure.”

18 Details of TPR's existing Trustee Toolkit can be found here- https:/trusteetoolkit.thepensionsregulator.gov.uk/mod/page/view.php?id=50



https://trusteetoolkit.thepensionsregulator.gov.uk/mod/page/view.php?id=50

o Linked to this, the fiduciary duty of a pension scheme

trustee and its interpretation in the context of growing
recognition of the financial materiality of climate
change and other systemic risks remains an area of
enormous complexity and some continued confusion
for many trustees. Over the second stage of the
pensions investment review, we would strongly
support consideration of how the fiduciary duty of
trustees could be clarified. A first step we recommend
is a formal consultation with stakeholders, building on
the consultation in November 2023 on pension trustee
skills and culture, to consider the specific avenues for
this clarification. The absence of a meaningful discourse
since the landmark Financial Markets Law Committee
(FMLC) opinion in February 2024 has generated
uncertainty for some of our pension fund members and
wider groups in the investment chain, and we would like
to see this dialogue re-emerge in the pensions review.
For contract-based schemes in the UK, clarification

for trust-based schemes would be valuable through
building a direct case for a similar, parallel approach to
be adopted for this group by policymakers.

» Our preferred avenue for clarification continues to be that

DWP and HMT- alongside TPR- develop new, clarifying
guidance for trustees that builds directly on the FMLC’s
conclusions. These groups should look to endorse
publicly the FMLC's opinion and highlight its conclusions
across the industry, which could encourage trustees to
more actively consider this. Some of these important
conclusions include: that trustees consider climate and
sustainability issues through the lens of investment risk
and return, meaning they do not need to be viewed as
non-financial factors; and that trustees actively consider
and do not ignore systemic risks, such as climate change
and nature loss, in part as schemes cannot be divorced
from the real economy. Separately to the FMLC’s
opinion, new clarifying guidance for trustees could
also draw on the legal opinion published by Eversheds
Sutherland and NatWest Cushon, which stated that the
existing legal framework for fiduciary duty can support
trustees to take a “wider and more holistic view of
sustainability”.’ In many respects, this opinion builds on
the FMLC's work and marks another important moment in
the commentary around trustees’ fiduciary duty in the UK.

We believe clarification is still needed following the
FMLC's opinion last year, which we understand was
largely well-received by some UK trustee boards, but has
yet to meaningfully influence many trustees’ decision-
making in practice. Any new guidance should highlight
the need for trustees to consider the FMLC's opinion and
make clear that it enjoys support from TPR alongside
government. If followed and drawn on consistently across
the UK's pensions sector, it could help foster investment
decision-making by trustees that is in the best long-term
interests of savers. It could also provide more certainty
for schemes considering a range of sustainable and
responsible investment approaches, and ultimately
promote confidence among some schemes in allocating
capital towards private markets investments, including in
UK infrastructure and clean energy projects.

19 https:/www.professionalpensions.com/news/4410439/legal-interpretation-argues-trustees-broader-view-fiduciary-duty




¢ Separately, the pensions review should address the

role of investment consultants which we believe is
overdue. We continue to recommend that the activities
of this group that at present fall outside of regulation
are brought into the FCA's formal regulatory perimeter,
which would be a positive initial step. While some
activities already fall under regulation (e.g. advice

to pension funds on specific products and services)
there are currently other unregulated activities, such
as general investment advice- rather than specific
financial advice- to trustees on their high-level strategic
asset allocation and on selection of fund managers for
segregated mandates.

Over the course of UKSIF’s review, various
considerations were raised by industry participants-
across the investment chain- in terms of the design
of a high-quality regulatory framework for investment
consultants, including in relation to advice on
sustainability issues. Below are some of the areas
highlighted by our review stakeholders, which would
need to be addressed as part of a new framework
consulted on by the FCA:

The extent to which rules build off existing regulatory
expectations: this includes the FCA's Senior Managers
and Certification Regime (SMCR) applying to some
investment consultants depending on the regulatory
permissions they hold and the CMA's competition laws.
There could also be overlaps to consider with existing
industry codes such as the Institute and Faculty of
Actuaries’ (IFoA's) guidelines for professionals providing
investment consultancy services.

Focus of regulation: the extent to which a regulatory
framework prioritises rules at the entity level versus
individual level, while minimising overlaps with
existing professional codes will be necessary.

Role of existing professional bodies: we would like
to see professional bodies take steps more quickly to
set standards in the investment consultancy market
in regards to sustainability topics. For example,
embedding formal requirements on sustainability for
their members as part of their professional codes,
training, and accreditation. We understand the
quality of ESG advice can sometimes be inconsistent
across different ESG-focused professionals within
the wider UK investment consultancy market, and
also internally within some firms between these
professionals and more generalist professionals.

Craig Campbell ’ ’

UK Head of Responsible Investment, Aon

“The FMLC's important opinion could be raised more
widely in the UK's pensions industry beyond the
sustainability community, and there is more that could
be done here to promote improved understanding
among trustees.”
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BUILDING A WELL-DESIGNED,
HIGH QUALITY SUSTAINABLE

FINANCE REGULATORY
ARCHITECTURE FOR
PENSION SCHEMES

While various sustainable finance initiatives have elevated
consideration of climate change and sustainability in the
pensions sector and more widely- through promoting
improved transparency and driving responsible
investment (RI) practices among many schemes- now

is the right time to reflect on these initiatives to further
build their effectiveness and respond to reporting burden
concerns.

Of all actors in the investment chain, the ongoing
discourse on the sustainability reporting burden is
perhaps most pertinent for pension funds, given their
relatively more limited resources and capacity to comply
with rules when compared to other actors, such as
investment managers and large listed companies for
example. We would expect to see some of the existing
reporting burden naturally fall away on some pension
schemes, as consolidation of the UK’s sector progresses
over time and as sustainability reporting becomes

more fully integrated into firms’ strategies and internal
processes in a similar way to much of mainstream
financial reporting.

In the meantime, there are opportunities for the UK's
sustainable finance regulatory architecture for pension
schemes- and more widely- to: incentivise a more
direct shift in investment behaviour and culture among
schemes, a focus in truly driving sustainable investment
approaches and real-world outcomes, and ultimately
help more meaningfully integrate sustainability into
schemes' strategies and thinking. Naturally, this means
that in our view some existing rules- that may be less
relevant today- may need to be gradually phased out
over time and replaced with more decision-useful
standards, such as the International Sustainability
Standards Board (ISSB) disclosure standards and
transition planning. For sustainability professionals, this
approach to rationalise reporting could free up valuable
resource and capacity to report on topics of more direct
interest to clients and beneficiaries.

In this section of our review, we outline
recommendations that we hope would go some way to
achieving these aims, and a shift away from a minimum
compliance focus by schemes.

20 We note the diversity of perspectives across UKSIF's review stakeholders on the envisaged primary focus of the proposed industry taskforce between sustainable finance regulations and wider
rules impacting pension funds.




REVIEW RECOMMENDATIONS

» With the UK’s sustainable finance regulatory landscape
continuing to evolve for pension schemes- and investors
at large- we would like to see a holistic view adopted
by policymakers that more clearly links the role of
regulation to delivery of real-world, sustainability
outcomes, promotes more longer-term investment
approaches among schemes, and generates forward-
looking, decision-useful sustainability disclosures.

To progress towards each of these objectives that could
help retain a high-bar across sustainability reporting while
addressing the reporting burden, we would welcome
consideration of an industry-led taskforce- with
regulators as sponsors and observers (including

FCA, FRC, and TPR)- to consider an assessment and
recommendations on the future sustainable finance
reporting architecture for UK schemes. Despite a focus on
sustainable finance reporting, the links and interactions
with other reporting should also be closely noted as part
of the taskforce’s work programme, and potentially even
formally incorporated.?®

Joanna Walker ’ ’

Head of Group Sustainability, Royal London
Group

“Clearly linking regulation to delivery of real-world
change, as highlighted in UKSIF’s review, would help
to promote longer-term investment decision making
and, in turn, help to deliver better outcomes to our
customers.”

» Above all, we would like to see consideration of how
the ISSB's IFRS S1and IFRS S2, alongside transition
planning, can lie at the heart of this future,
streamlined regulatory architecture for large pension
schemes, and indeed other investors and companies
at large. Given the complexity of this work, we believe
such a taskforce should be led by industry and should
be considered to foster consensus, as far as possible,
across the UK's pensions sector and wider investment
chain, and work independently ahead of reporting to
regulators. Should this model of an industry-led taskforce
prove effective, this could be drawn on by other sectors
in financial services. In terms of areas of focus, we would
welcome consideration by the taskforce of the following:

Review of existing requirements: in the first

instance, we expect a ‘stock-take’ review of current
requirements would be needed- both regulatory

and voluntary reporting- and could include TCFD,
Statement of Investment Principles, Implementation
Statements, PRI reporting, Paris Aligned Asset Owners
(PAAQ) reporting, annual report and accounts, among
other standards. This could form the basis of the next
phase of work.

Transition to future requirements: the taskforce’s
remit should consider how more forward-looking,
holistic standards could build on and ultimately largely
phase out existing rules- particularly TCFD- across
different areas for large schemes. For example,
assessing the practical transition in the next several
years to future requirements such as the IFRS $1

and S2, the FCA's SDR regime, transition planning,
and in time nature-related reporting (e.g. TNFD). Our
preference would be for a more evolutionary approach
that could facilitate more agile regulation for pension
funds and retains high-quality approaches.

Reporting frequency: a shift in reporting frequency
could enhance a longer-term, more strategic mindset
in firms’ approaches to disclosure and should be
another area of consideration. The revised UK
Stewardship Code may be a model to considerin

light of a proposed shift to less frequent reporting

by Code signatories on their stewardship policies.
Triennial rather than annual cycles for schemes for
some reporting- namely in regards to firms’ policies
and other more static areas- could be looked at by
the taskforce. There could be more optionality for
annual reporting should there be material changes for
schemes to disclose.




Reducing duplicative expectations: further
streamlining to the accompanying guidance for some
sustainable finance initiatives would be beneficial.
Regulatory guidance, for example relating to TCFD,
has led to lengthier reporting from both trust-based
and contract-based schemes in some cases. More
broadly, TCFD guidance from DWP, TPR and FCA has
not necessarily been in alignment across schemes,
including in regards to the disclosure on climate
metrics and this can lead to data consistency issues
(particularly for smaller schemes). Another example
cited in our review was a lack of consistency in certain
respects between DWP’s stewardship guidance on
SIPs and Implementation Statements and TPR's
General Code’s provisions relating to stewardship.?!

Cross-referencing flexibility: this flexibility offered
by regulators across different reporting could further
help shorten the overall length of sustainability
reports from schemes. The Stewardship Code’s
proposals in this area are broadly welcome and could
be drawn on as a potential model.

Accessibility for stakeholders: enhancing the
readability of reporting for scheme members remains
important, and ultimately may boost engagement at
large from beneficiaries with their providers, which we
know remains challenging. One output that could be
considered is short guidance produced by the taskforce
to promote accessibility of reporting while also meeting
regulatory expectations, which we acknowledge has
been a challenging balance to achieve in practice.

» In regards to transition plans specifically, we continue

to emphasise the importance of asset owners and all
investors and corporates considering robust, practical
transition planning which we think will help serve the
long-term, best interests of beneficiaries. Partly, this
is due to the forward-looking, material information
provided by these plans and strategic thinking that

is actively encouraged by consideration of transition
planning. In the coming years, we would expect the
publication of these plans- for example on a triennial
basis- would be more beneficial and potentially
digestible by a wider group of stakeholders when
compared with some existing reports, such as TCFD.
For example, a clear, shorter transition plan from a large
scheme running to around 15-20 pages, which takes a
more strategic, rounded approach in considering the
reduction of economy-wide emissions, would be our
preference over a much lengthier TCFD report more
centred on portfolio-level decarbonisation.

¢ Inthe coming years, we would like to see transition

planning implemented across the whole economy in

a proportionate and sequenced manner, including for
large pension funds, as part of the upcoming, economy-
wide UK Sustainability Reporting Standards (UK SRS)
based upon the ISSB standards. For some time, we have
recommended the importance of the UK completing

the process of adoption of the ISSB’s IFRS S1and IFRS
S2, which will establish a valuable common baseline of
sustainability disclosures among companies, providing
institutional investors with the sustainability information
needed to better support growth opportunities and the
UK's transition. Importantly, it will also over time help
address the sustainability reporting burden for many
companies through a rationalised, common language for
sustainability-related financial disclosures.

Paul Lee
Head of Stewardship and Sustainable
Investment Strategy, Redington

“Transition planning, if implemented in the right way

in the UK, should offer opportunities for pension
schemes to communicate their future ambitions and
trajectory. We would welcome expectations in this area
being advanced, ideally with transition plan standards
subsuming some of the existing requirements under
the TCFD regulations.”

Zoe Alexander | |
Director of Policy and Advocacy, PLSA

"With steps being taken to develop the UK into a

world leader in sustainable finance, it is vital that
sustainability reporting and disclosure requirements
are as simple and streamlined as possible for pension
schemes. We would welcome measures that seek

to generate more decision useful information at an
appropriate frequency that can easily be acted on.

The establishment of a taskforce to develop a viable,
industry led solution would be a positive, and welcome
step forward.”

0

21 Aseparate example area of overlap relates to reporting by some UK schemes between the Stewardship Code and the stewardship sections within Implementation Statements.




» Interms of envisaged reporting approaches under
a future sustainable finance architecture for large
pension funds, and investors at large, ideally we would
see future reporting centre around a single, integrated
sustainability policy where possible. For example,
this could cover schemes’ ESG policies, stewardship

practice, governance, and risk management processes.

Separately to this, there would be more granular
reporting on the implementation of policies that could
be updated more regularly (e.g. at least annually).

This possible model could facilitate more dynamic
disclosures for stakeholders in time, beyond regulators
alone, that could provide a clearer and more holistic

picture of a scheme’s efforts to safeguard beneficiaries’

interests as we move towards a decarbonised future.

» Finally over the course of UKSIF's review, a number
of industry participants highlighted implementation
challenges for pension schemes relating to the TCFD
regulations, including existing TCFD guidance.?? This is

likely an area where particular attention may be required

from the industry-led taskforce. While TCFD has
encouraged a much stronger focus within industry on
internal climate governance and new risk management

processes and encouraged the treatment of climate risk

as a financially material issue, a number of points were
raised in our review including:

The backwards-looking nature and complexity of
underlying metrics: this may be facilitating ‘artificial
decarbonisation’ and other unhelpful investment
signals, as a result generating relatively inconsistent
data for pension schemes.

The need for flexibility in reporting against
metrics: this could include a ‘climate risk dashboard’
approach (or similar) encouraged by policymakers to
ensure future reporting is more relevant to a fund’s
investment strategy.?®

Consideration of simplifying TCFD guidance: current

guidance could evolve to be more principles-based
for firms, especially should the UK proceed we hope
with adoption of the ISSB’s standards.?* This should
apply to the various guidance publications issued by
FCA, DWP, and TPR.

9

“The UK's future sustainable finance framework should
aim to more meaningfully deliver on sustainability,
and this can be done in part through addressing the

reporting burden for schemes.”
David Russell

Chair, Transition Pathway Initiative (TPI)

Claire Jones
Partner and Head of
Responsible Investment, LCP

“It would be positive to see the UK's TCFD reporting
regime evolve more towards delivery of transition
planning, which could offer real benefits in terms
of more decision-useful disclosures for UK pension
schemes and other groups.”

22 A separate issue is the interpretation of TCFD guidance by some pension schemes. There could be a role for regulators to re-clarify that guidance for TCFD, and indeed other regulations, is

intended as complementary to regulations themselves, effectively sitting below.

23 This could include more optionality and encouragement to report on more relevant, meaningful climate metrics, should schemes wish to.

24 Other considerations include: the current detail required by the contextual disclosures of each climate metric and how relevant this may be to clients and beneficiaries, and the need to consider

inclusion of the disclosure of wider economy dependencies.




5 PROMOTING A
MORE EFFECTIVE
AND COMPETITIVE
WIDER REGULATORY
ENVIRONMENT FOR

PENSIONS

While the UK's wider regulatory frameworks for private

pensions have largely been relatively effective in recent

years, there is more to be done to ensure that these
frameworks can more effectively unlock long-term,
patient capital for sustainable growth and we support

the direction of travel pursued by policymakers here as

part of the pensions investment review.

In particular, we very much welcome the review’s focus

In this section, our recommendations cover some of the
ongoing reforms being pursued through the pensions
review- from the upcoming Value for Money (VFM)
framework to DB surplus extraction and pensions
consolidation in the DC and LGPS market.

These recommendations- for example consideration
by policymakers of new forward-looking performance
metrics within the FCA and TPR’s approaches to the

on the value provided by DC pension pots as opposed to VFM framework- look to more directly incorporate
predominantly their costs, the ambition to scale up many  sustainability considerations as part each of these
existing schemes to deliver greater levels of investment, reforms to the UK's pensions system. This approach

and simplification of the current pensions system,

all of which we expect can also deliver benefits for
sustainability and responsible investment (RI) practices
in the sector.

REVIEW RECOMMENDATIONS

* We would like to see the upcoming Value for Money

(VFM) framework- and future longer-term iterations-
more easily support, should pension funds wish to,
the allocation of DC capital towards sustainable
investments, other areas of productive finance, and
private markets at large. A core issue we identified
with industry stakeholders in UKSIF's review
relates to the need for more forward-looking,
dynamic performance metrics to be considered

by policymakers alongside the proposed metrics in
the framework. In relation to climate specifically, it

is unfortunate that climate risks are not necessarily
explicitly considered by the framework, for example
reflecting the potential financial value lost by
scheme members under certain transition pathways.
Ultimately, we want to see the new framework
provide relatively greater flexibility to pension
schemes to meet their legal obligations as fiduciaries,

could further enhance the effectiveness of these wider
changes taking place, while helping address the relative
absence of sustainability from a number of discussions
so far during the pensions review.

while also empowering those schemes that may wish
to consider a range of investment approaches that
support the direction of travel of the UK’s transition,
including in asset classes beyond listed equities.

9

Pete Glancy

Head of Policy, Insurance, Pensions &

Investments, Scottish Widows

“Addressing the ongoing barriers to pension fund
investment in the UK wider economy remains
important. As highlighted in this report, this includes
the scale of pension schemes, the focus on costs

as opposed to value in the DC market, and advice
provided by employers and consultants on schemes’
investment approaches.”




e By contrast, a continued emphasis on more

backward-looking and shorter-term metrics in the
VFM framework may further discourage UK pension
scheme investment into climate solutions and other
asset classes that may not necessarily have a track
record of good financial performance. This could also
have implications for UK-based equities that have
generally been outperformed by some global and US
indices for example in recent years. There are real
risks that reliance on backward-looking metrics in
the framework, coupled with the absence within the
framework of considering sustainability risks and
opportunities, could lead to a mischaracterisation of
pension providers’ value and services and a ‘herding’
mentality in schemes’ investment approaches, both
of which could have negative financial outcomes for

pension savers.

Alison Leslie I I
Partner and Head of DC Investment Services,
Hymans Robertson

“We are on a journey to move us from a nation of
savers to a nation of investors. Change frameworks
across the industry and for members are required

to support that shift whether to support financial
education or by removing barriers to change. UKSIF's
recommendations draws that out in many ways in
this paper.”

e We believe that incorporating forward-looking metrics-

preferably in the upcoming VFM framework from FCA
and TPR or, if not implemented at this stage, in future
frameworks- would be consistent with government'’s
objectives to encourage higher allocations by DC
schemes to private markets. Alongside this, other
changes would be beneficial; for example, there may

be lessons to be learned from Australia’s experience of
its ‘performance test' This has been relatively punitive
on those under-performing schemes in its market.
However, less positively its framework has encountered
certain challenges through its methodology of
assessing backward-looking financial performance in
relation to a set benchmark as opposed to an emphasis
on comparing various approaches to asset allocation,
helping limit choice in investments for some consumers
in Australia and detrimentally impacting sustainable
investment allocations. The UK can consider building on
the lessons learned from this experience and developing
a fit-for-purpose approach.

» More broadly, we very much agree with the shiftin

emphasis from policymakers in terms of highlighting that
the focus on cost alone will not necessarily lead to the
best financial performance in the long run for pension
savers, and instead on consideration of promoting their
longer-term interests. Over the course of our review,
cost and price competition in the DC market were
continually highlighted by industry stakeholders as
fundamental barriers to higher levels of investment
into private markets and clean energy investments.
The ‘race to the bottom’ on fees has inadvertently
facilitated a narrower focus on certain asset classes

and investment strategies from many UK DC schemes,
including towards passive investments, and discouraged
innovation in some respects- for example helping
dampening demand in the market for innovative fund
structures such as Long-Term Asset Funds (LTAFs).

This downwards pressure on costs in the UK's DC
market has put this group at a relative disadvantage
compared to some overseas pension funds in terms

of pursuing new investment opportunities, including
in the energy transition. In the coming years as we see
fewer, larger pension funds in the UK, policymakers will
need to be attuned to increased price competition even
further in the DC market and take steps to ensure this is
not negatively impacting financial outcomes for savers,
orin regards to the overlooking of sustainability-focused
investment strategies by trustees and IGCs. There will be
a role we expect for other groups such as employers and
investment consultants, with price competition in some
respects a cultural issue in the UK. These groups will
also need to more strongly consider long-term value and
returns for pension savers, which could help enhance
the total size of pension pots and schemes' ability to
integrate sustainability considerations, over a current
focus only on the lowest fees.

In regards to pensions consolidation in the UK’'s market
more broadly, we continue to be supportive of the
direction of travel pursued here through the pensions
review. This is important given the current smaller scale
of UK asset owners compared with their international
counterparts- of the 100 largest global asset owners

in terms of total AUM, only one is from the UK.2° Our
expectation is that increased scale will have various
benefits for pension schemes’ responsible investment
(RI) practices, including improved governance by
schemes of their sustainability risks as well as more
effective stewardship and engagement practice, which
have benefited already from greater consolidation in the
market in recent years.2¢ We also expect consolidation
will help ease reporting requirements for many pension
providers and more broadly support their role in fulfilling
their duties, including on sustainability.
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Pauline Vaskou
RI Specialist, Responsible Investing,
Man Group

“In my view, UK pensions are well placed to

consider long-term environmental, social and
governance factors that are material to savers.
Pension consolidation may further support schemes
to streamline reporting and embed responsible
investment considerations more efficiently for the
benefit of members.”

¢ Greater scale should help enable more schemes to
potentially take advantage of the future pipeline of
sustainable investment opportunities that we hope will be
enhanced in the UK's market through a more supportive
policy environment for the wider economy. As discussed
earlier in our review, the increased pace of consolidation
will require larger, investible projects across the UK in the
coming years. We would identify particular opportunities
for policymakers to accelerate the current timetable for
consolidation among smaller schemes in the market, and
to this end, the pensions review should consider further
encouraging TPR to support consolidation of smaller
schemes, if necessary providing additional resources to
the regulator to carry this out. Over time, our expectation
is that further professionalisation and upskilling of UK
trustees and IGCs, including in regards to consideration
of sustainability risks and opportunities, will naturally take
place.

¢ Inthe UK's defined benefit (DB) market, we are
supportive of government’s reforms to unlock surplus
capital from DB pension schemes, which if effectively
implemented and with appropriate safeguards in place
could channel significant additional pools of capital into
the wider economy, including potentially in net-zero
aligned projects and assets. As part of these reforms,
we would welcome consideration of additional tax
incentives to incentivise DB scheme assets towards
these areas, for example with incentives for employers
to invest a portion of surpluses.?’” With many DB
schemes now relatively well-funded and less aligned
evidently with long-term sustainability considerations,
there may be fresh opportunities through these reforms
to consider how the role of DB schemes and their
investment policies could be more closely aligned with
longer-term time horizons.

25 Thinking Ahead Institute, The Asset Owner 100, 2023, https:/www.thinkingaheadinstitute.
org/research-papers/the-asset-owner-100-2023/#:~:text=The%20most%20
influential%20capital%200n%20the%20planet&text=Pension%20funds%200nly%20
just%20retain,to%20longer%20term%20investment%20outcomes.

26 We would note that responsible investment (RI) practice is already more advanced among
many of the UK's largest master trusts.

27 One way that some providers could wish to make use of a surplus (in conjunction with their
sponsor) in regards to sustainability specifically could be the use of a portion for tail-risk
hedging investment strategies to manage a worst-case scenario of a disorderly transition.




REVIEW METHODOLOGY

Our pensions review thought leadership report
was underpinned by research including the
following elements: a literature review, four private
roundtable discussions with our UK asset owner
membership network, more than 15 qualitative in-
depth interviews, and two roundtable discussions
with UKSIF's Policy Committee.

Should you have any questions,
please get in touch at:
infoQuksif.org

UKSIF

UK Sustainable Investment
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