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16 July 2018
Clarifying and strengthening trustees’ investment duties
Response from NOW: Pensions

Introduction
NOW: Pensions welcomes the opportunity to respond to this DWP consultation on clarifying and strengthening trustees’ investment duties. NOW: Pensions is a low-cost master trust, a company wholly owned by Danish pension fund ATP – which is one of the largest pension funds in Europe. Established in 2012, we offer a value for money workplace pension, designed specifically for the auto enrolment market. We have over 1.5 million members and support more than 32,000 employers with their statutory auto enrolment duties. 
The NOW: Pensions Diversified Growth Fund (DGF) – in which all NOW: Pensions members have their funds invested - adopts a multi-asset risk-diversified strategy to deliver good expected returns in most economic scenarios. The fund is different from traditional approaches to multi-asset investment in that our approach focuses on the risk characteristics of each asset class, rather than allocation to asset classes by value. Traditional asset allocation approaches often have a high proportion of total risk allocated to equities, while we believe that our balanced risk allocation approach enables us to maximise the benefits of diversification for a wide range of potential market conditions. 
Trustees’ primary concern in setting investment policy is to act in the financial interests of the trust and its beneficiaries, seeking the best return that is consistent with a prudent and appropriate level of risk. The legal obligation on trustees is quite clear. As the Law Commission puts it, “the central purpose of a pension has to be to make money for retirement. Investment made by pension schemes should therefore be chosen to generate competitive financial returns”.[footnoteRef:1]  [1:  The Law Commission, Pension Funds and Social Investment (June 2017) https://s3-eu-west-2.amazonaws.com/lawcom-prod-storage-11jsxou24uy7q/uploads/2017/06/Final-report-Pension-funds-and-socia....pdf ] 

Our trustees acknowledge that environmental, social and governance (ESG) issues are important, and are a source of long term growth and sustainable investment returns. However, the high degree of importance placed on responsible investing is subject to the trustees’ overriding fiduciary responsibilities to members and should be focused on getting good returns for members in the long term. 
We have an ongoing commitment to socially responsible investment, and as part of this, we introduced green bonds into the portfolio in 2017. The fund now has approximately 13% of total assets under management invested in green bonds.  
Green bonds provide essential capital for projects involved with environmental and climate protection. For example, renewable energies, resource efficiency, environmental friendly transportation, pollution prevention and control, sustainable water and wastewater management and biodiversity. Investments have been made in green bonds issued by KfW, the European Investment Bank and the French Government. In choosing to make these investments, the NOW: Pensions Investment team thoroughly researched the green bond market to identify bond issues which satisfy the risk return characteristics that the portfolio is seeking. While the primary decision was that this was a good investment and therefore benefits members of the NOW: Pensions Scheme, Trustees also recognised that the green bond market fulfils a vital role for society as a whole. 
We are supportive of the consultation’s focus on improving the consideration of ESG factors in default funds, as this is where the large majority of auto enrolled members are invested. We have chosen to take the approach of creating a single investment strategy as evidence suggests that savers who are auto enrolled do not want to exercise investment choice when offered it. Whilst other auto enrolment providers have chosen to offer a range of funds, including ethical options, in total fewer than 1% of members have actively chosen to use any of these options.  Those savers who do self-select are normally guided by the risk classifications of the funds available. However, regardless of the tools at their disposal, members continue to struggle to determine their own attitude to risk.
Those that do self-select rarely revisit their investment decision. Research shows that c. 80% of self-select members change their investment selection less than once every five years, and more than half of them never make a change to their initial investment selection.  An initial choice of a cash fund can, for example, remain in place for 40 years or more and lead to significantly lower retirement fund values.
The few members who do switch their investment funds will often chase the market. The buy high/sell low behaviour of even the most experienced investors continues to be well documented. As a result, the vast majority of savers are better served by remaining in the default fund than by making their own investment decisions.
The message is clear – auto enrolled savers don’t want to be burdened with investment choice and we don’t think offering investment choice in this market is the right approach. With an uninterrupted focus on a single investment solution, we can ensure a strong approach to investment governance.
[bookmark: _GoBack]Scheme member views 
One particular area we want to focus on is the proposal for trustees to consider and make a statement on how they will take account of the views which they consider scheme members hold in the development of policies within the SIP. As a large multi-employer master trust, it’s currently challenging to gain members’ views.  
Members’ fund sizes are currently relatively small, c.£300 and these savers are, by their very nature, passive. They haven’t elected to join a pension scheme; their employer has enrolled them. They haven’t chosen the pension scheme their money will be paid into; their employer has decided. And in most cases, they haven’t decided how much to pay in; the Government has decided that. Given that auto enrolment recognises the problem of consumer inertia and overcomes this through an opt out rather than an opt in system, there is therefore an inherent contradiction in then asking members to engage with the policies within the SIP and trustees’ investment and stewardship decisions. 
As fund sizes increase, we expect member engagement with the scheme to grow but a challenge will remain in terms of ensuring the views we receive are representative of the majority views of members. As the Law Commission has made clear, trustees should be primarily concerned with maximising investment returns whilst taking appropriate levels of risk, and the circumstances where member views will be relevant in a trust law context are not core and unlikely to be relevant in practice.
Despite these concerns, we do support the collection of member views as a general principle and would welcome further discussion about how this could best be achieved. 
SIP and Implementation report 
We are supportive of the proposals to improve the quality of the SIP. We agree with the DWP’s assessment that SIPs are often written by a scheme’s investment consultants and that they can be generic to simply meet the legal requirements. 

In relation to the proposal that trustees report each year on how they have implemented the SIP policies, explaining any change made during the scheme year and the reason for the change, this may be an unnecessary and unproductive increase in workload for trustees. The SIP will generally set out how the trustees comply with issues such as ensuing balance, risk and return. We are therefore not convinced of the value that a statement setting out compliance with the principles set out in the SIP would have for members.  We have no strong views on online publication of the SIP.
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