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The UK insurance and long-term savings market and the ABI

The ABI is the voice of the UK's world-leading insurance and long-term savings industry, which is the largest sector
in Europe and the third largest in the world. We represent more than 300 firms within our membership, including
most household names and specialist providers, providing peace of mind to customers across the UK.

We are a purpose-led organisation: Together, driving change to protect and build a thriving society. On behalf of our
members, we work closely with the UK's governments, HM Treasury, regulators, consumer organisations and
NGOs, to help ensure that our industry is trusted by customers, is invested in people and planet, and can drive
growth and innovation through an effective market.

A productive and inclusive sector, our industry supports towns and cities across Britain in building a balanced and
innovative economy, employing over 300,000 individuals in high-skilled, lifelong careers, two-thirds of whom are
outside of London. Our members manage investments of £1.5 trillion, pay over £17.2 billion in taxes to the
Government and support communities and businesses across the UK.
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Executive summary

A We supportactions toimprove the investability of UK assets. For UK pension schemes, having a domestic
bias must deliver the best financial outcomes for savers in the long-term, otherwise those with stewardship
over these assets will look elsewhere when making investment decisions.

A Astable and predictable political and regulatory environment provides certainty for private capital to
invest, and pension savings are looking to be invested for the long term. The government should
continue toimprove all aspects that make the UK a good place to live, with an overall vision for the economy.
This includes ensuring that there is enough quality housing and infrastructure to support people and
businesses, as well as a skilled workforce. We welcome government’s plans to reform the planning system,
and to launch the National Wealth Fund to help develop the UK’s infrastructure and transition to net zero.
Securing confidence in the UK economy is relevant to all UK asset classes from equity investment to gilts
and corporate bonds, and all of these investments can contribute to UK growth.

A The defined contribution (DC) market which serves savers is diverse, with different regulatory
jurisdictions under the Financial Conduct Authority (FCA) and the Pensions Regulator (TPR). TPR
regulates ¢.26,990 DC trust-based occupational pension schemes?, although around 95% of DC schemes
(25,700) have fewer than 12 members, and 84% of those are ‘relevant small schemes’ or executive pension
plans, which escape some regulations. The FCA regulates over 100 contract-based providers under an
entirely different regime, and some of these are used for workplace pensions. Significant inflows continue
to gointo both Group Personal Pensions (GPPs) and Master Trusts (MTs). Our latest quarterly data show that
inflows into contract-based schemes (GSIPP, GPP, Employer-Sponsored Stakeholder) was c.£8.3bn vs MTs
which received inflows of c.£9.4bn'. The £245bn in GPPs exceeds the c.£100bn in MTs, and some of the same
firms manage the £300bn in individual pensions.

A There has already been considerable consolidation at the provider level. Indeed, the UK’s DC sector has
already achieved a higher proportion of provider concentration than the often-compared Australian model,
with 79% of assets held by multi-employer providers managed by just 7 providers, compared to 8 big
providers in Australia accounting for 62% of assets.

1 ABI asset-based pensions data collection, Q1, 2024

Pensions Investment Review - ABl response |September 2024




A Allpolicy considered holistically if the stated aims of greater UK investment by pension funds is to be met.
As part of the review, this needs a more detailed overall vision for pensions. A long-term strategy needs openness
about the trade-offs, implementation sequenced logically in a deliverable way, and recognition that it will take
time. The new Value for Money framework will act as the key tool for delivering consolidation and shining a light
on poor performance, and there s little need at this time for structural change or more tools to drive consolidation.

A Thereis arisk that policy on value, scale and consolidation unintentionally conflicts with the government’s
policy of increasing investment into UK assets. If recent underperformance of UK equities were to continue, it
would reflect poorly in the value metrics of those invested in them, which could have significant consequences for
those businesses. Nor will scale and consolidation necessarily increase weighting towards the UK, as bigger
schemes can access a wider pool of assets globally. Unless other incentives are in place, providers may be
disincentivised from increasing their asset allocation weighting towards UK equities, a direct contradiction to the
government’s stated aim.

A Governmentalso needs to consider policy and regulation beyond pensions. The Review and Call for Evidence
mention workplace DC, but several questions refer to ‘pensions’ or ‘DC’. Our response is written from the
perspective of workplace DC, but in taking forward the review, the government needs to take the individual
pension market into account, and how it interacts with the workplace market. Similarly, the importance of DB
schemes and the buyout market for investment into some UK assets, as highlighted by our Investment Delivery
Forum, should not be ignored. Pensions do not operate in a vacuum, and are impacted by employers’ decisions
about pay and other benefits, and savers’ economic position and decisions about spending, homeownership and
other forms of saving. Above all, adequacy will drive scale and increase flows into all assets.

Scale and consolidation

Question 1: What are the potential advantages, and any risks, for UK pension savers and UK economic growth
from a more consolidated future DC market consisting of a higher concentration of savers and assets in schemes
or providers with scale?

9 There has already been considerable consolidation at the provider level. The contract-based market is more
mature, with far fewer arrangements. The trust-based DC market is still evolving. Before the MT authorisation
regime came into effect in 2018, there were c90 providers operating in unchartered regulatory territory; this
was whittled down to ¢36 following the implementation of the authorisation regime. Since then, there have
been further mergers and acquisitions in the MT market and single trust schemes consolidating into MTs. In
the last decade, the number of non-micro schemes and hybrid schemes has declined by 70% (from 3,660 to
1,080). The total number of non-micro schemes, including hybrid schemes, has declined by 11%?. This means
that the UK’s DC sector has already achieved a higher proportion of provider concentration than the often-
compared Australian model, with 79% of assets held by multi-employer providers managed by just 7
providers, compared to 8 big providers in Australia accounting for 62% of assets.

2TPR DC occupational scheme data, published May 2024
3This ignores single-trust schemes, Corporate Adviser Master Trusts and CPP, May 2024
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Figure 1: Occupational DC schemes by membership size group (including hybrid schemes,
excluding micro schemes) (2012 to 2024)
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Source, TPR, 2023
Advantages and disadvantages of further consolidation

1 Larger schemes are more likely to be able to meet certain investment challenges, including greater diversity
in their asset allocations, meeting climate goals and investing in infrastructure. They are more likely to have
in-house expertise to meet these challenges, and greater bargaining power for fee management when using
external parties. Scale typically means the cost per saver is less. They may also have greater resources to
invest in innovative solutions, such as digital offerings, which help to support savers and improve the
efficiency of the market as a whole.

1 Larger schemes will be able to access a wider range of assets, but this includes more overseas opportunities
- it will not necessarily mean proportionately more investment in the UK. Similarly, larger schemes may be
more selective about the size of each investment, being less interested in smaller specialist investments and
likely to dominate any fund they do invest in. There could also be impacts in the investment sector as
schemes assume more responsibilities in-house.

1 Scale is not just about the size of schemes - small schemes can have access to investment scale; many do
through bundled services with insurers. Similarly, many use professional trustees for governance expertise,
and structures like LTAFs enable some schemes to access pooled investments.

1 There are risks to consumer outcomes, and prudential regulation risks, if workplace pensions become ultra-
consolidated and homogenous at the huge scale that automatic enrolment will eventually drive. As with any
sector, having a smaller number of providers would reduce competition in the market and provide fewer
options for employers to choose from for their staff. There would be higher barriers to entry if success
necessitated scale, and fewer sources of innovation. Furthermore, a small number of similar providers would
likely intensify cost-driven competition.
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Question 2: What should the role of Single Employer Trusts be in a more consolidated future DC market?

1 There are likely to be far fewer single employer trust schemes in future. It’s right that they are encouraged to
consolidate, but existing proposals should be sufficient and should allow good schemes to continue. As the
regulatory burden on schemes continues to increase, including on value for money reporting, climate
reporting, pensions dashboards and guided retirements, more single employer trusts are likely to choose to
consolidate into a multi-employer scheme. This trend is already in train, as noted in our answer to the
previous question. It is also the direction of travel for the regulator; TPR have made it clear that where small
schemes are unable to demonstrate value, they should be wound up*.

i The new Value for Money framework does include single employer trusts in scope, with some expected
exemptions. One potential anomaly in outcomes is the role of the proposed “penalties” of the VM
framework: where schemes fail to demonstrate value they will be prevented from taking on any new
employers. This will provide no deterrent to single employer trusts, who are not
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