[bookmark: _GoBack]Response to the DWP Consultation of clarifying and strengthening trustees’ investment duties.  

1. Introduction

B&CE is the provider of The People’s Pension. The People’s Pension is a master trust serving 4 million mostly low and medium income savers in the auto-enrolment market. 
The People’s Pension is an efficient, not-for-profit alternative to the government-funded state intervention of NEST. It is not reliant on state subsidy of any kind. We are run under a trust in the interest of our members. As part of B&CE Holdings, we have been providing welfare and employee financial benefits for the construction sector since 1942.
Q1. We propose that the draft Regulations come into force approximately 1 year after laying, with the exception of the implementation report, which would come into force approximately 2 years after laying. 
a) Do you agree with our proposals?

Yes

b) Do you agree that the draft Regulations meet the policy intent? 

The timescales should not present a problem for most schemes.
Q2: We propose to require all trustees of all schemes which are obliged to produce a SIP to state their policy in relation to financially material considerations including, but not limited to, those resulting from environmental, social and governance considerations, including climate change. 
a) Do you agree with the policy proposal?
b) Do the draft Regulations meet the policy intent?
The issue that remains unaddressed is how a framework for evaluating whether ESG factors are financially material and whether different portfolios would improve performance would work. Trying to treat these risks in the same way as more traditional investment factors such as interest rate risk presents a clear challenge. The link between changes in interest rates and the valuations of investments is much more clearly articulated by financial economics than, for instance a change in atmospheric concentrations of greenhouse gases. 
To invest in a way to benefit members from addressing an ESG factor we need a justifiable hypothesis that certain data or combinations of ESG data at company, sector, market or asset class level can be used to pick portfolios to improve the risk and return profile given to members. 
Traditional factors are based on market observables and have data sets with reasonable history from which to infer how they are linked to returns. The investment hypotheses focus on identifying cycles (eg the business cycle, inflation) which axiomatically assume that the future will be similar to the past. Many ESG issues, however, are linear so this process is fundamentally unsuitable for understanding how to invest. For instance, the evolution of the energy sector to increasingly devalue and penalise non-renewable electricity will only happen once and in the future. The data to understand how this affects asset values does not exist.
Instead, we believe, institutions can follow more risk matrix and scenario-based approaches to these issues, relying on their reasoned views of how different impacts will occur and the future play out. The IORPS directive is more aligned to suggesting this type of process.Without trustees being made aware of different approaches to assessing future risk there is a risk that SIPs could simply say that . “We do not believe we are able to predict how ESG risks will affect portfolios, or to how to shape them to the benefit of members.”
This may achieve the policy intent if transparency on this is desired. However, it is not clear that this would lead to action on behalf of the majority of DC schemes. Members do not have the right to select another vehicle for their workplace contributions and employers may not care sufficiently to overcome any cost of changing provider. 
Q3: When trustees prepare or revise a SIP, we propose that they should be required to prepare a statement, setting out how they will take account of scheme members’ views. 
a) Do you agree with the policy proposal? 
b) Do the draft Regulations meet the policy intent?

We agree with the intent of the policy however there are a number of challenges presented by the proposal. 

On the basis discussed above of financial materiality, we do not believe that the majority of members could contribute to the financial assessment of ESG risks. This is both more complex than any feedback form could capture, and potentially an abrogation of duty on behalf of the Trustee. 

The standard for being able to react to member’s non-financial views (ie ethical views), if the Trustee has already decided they are not financially material or are unable to invest differently to benefit members, is that:

trustees should have good reason to think the scheme members hold the concern 

Our understanding is that this means something stronger than a simple majority of members, with dissenting voices weakening the ability of Trustees to react to a majority view. 

Seeking to pro-actively establish members views on ethical issues for large automatic enrolment schemes   presents significant practical difficulties:

· We are unable to obtain email addresses for the majority of our members. Without email addresses, a postal exercise would be prohibitively expensive. 

· We are unlikely to get a significant proportion of members responding, and in particular would be unlikely to get those with moderate views on any topic to respond. This means that any sample we do receive will likely be unrepresentative of the membership as a whole.

· On almost every issue we would expect to receive a cross-section of public opinion in response, and this is unlikely to give us a clear course of action.


· Any issue we raise in an engagement with members which we do not act on is likely to result in dissatisfaction with their scheme with those members who do engage.
 

Despite these concerns, we do support the collection of member views as a general principle and are working on ideas of how to do this passively. We would be happy to meet with your office to discuss the approaches we have under consideration.

Q4. Do you agree with our proposal not to require trustees to state a policy in relation to social impact investment? If not, what change in legislation would you propose, and how would you address this risk of trustee confusion on this point?

Yes, we agree this should not be required.

Q5: We propose that trustees should be required to include their policy in relation to stewardship of the investments, (including monitoring, engagement and voting) in the SIP. 
a. Do you agree with the policy proposal? 
b. Do the draft Regulations meet the policy intent?

Yes, the clarification and expansion of the wording are welcome.



Q6: When trustees of relevant schemes produce their annual report, we propose that they should be required to: - prepare a statement setting out how they have implemented the policies in the SIP, and explaining and giving reasons for any change made to the SIP, and - include this implementation statement and the latest statement outlining how trustees will take account of members’ views in the annual report. 
a) Do you agree with the policy proposal? 
b) Do the draft Regulations meet the policy intent?

We would agree with these proposals. 

Q7: We propose that trustees of relevant schemes should be required to publish the SIP, the implementation report and the statement setting out how they will take account of members’ views online and inform members of this in the annual benefits statement. 
a) Do you agree with the policy proposal? 
b) Do the draft Regulations meet the policy intent?

Trustees should publish this information on the website. 


In other work under the 2017 work stream, the objective is to reduce information in communications to members to a minimum so that members actually read the statement. So it makes sense if the annual benefit statement provides members with a link to the information on responsible investment and encourages them to use this link.


Q8: Do you have any comments on the business burdens and benefits, and wider non-monetised impacts we have estimated in the draft impact assessment?   

The cost figures in the impact assessment would suggest that the DWP does not intend that trustees engage in mass mailings which would generate much higher costs.

Q9: Do you have any other comments on our policy proposals, or on the draft Regulations which seek to achieve them

n/a

Q10: Do you agree that the revised Statutory Guidance clearly explains what is expected of trustees in meeting their duty to publish the SIP, implementation statement, and statement of members’ views?

Yes


Q11: What evidence or views do you have of how well the other requirements in the SIP are working? What areas for further consideration and possible future change would you suggest?  

We have no comment to make at this time.















If we can be of further assistance, please contact:

Chris Reilly
Technical Investment Manager
B&CE The People’s Pension
D 01293 586558 M 07587039422 E chrisreilly@bandce.co.uk
W www.bandce.co.uk W www.thepeoplespension.co.uk
Manor Royal  Crawley  West Sussex  RH10 9QP
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