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Summary
Auto enrolment has resulted in over 19 million people
saving for retirement in defined contribution pension
schemes. Most of these people invest according to the
schemes’ ‘default’ investment strategy.

It has not been proven that infrastructure investment
has better longer-term returns than other asset
classes or that it is counter-cyclical (i.e. when the
economy is doing badly infrastructure does well).

New CPP survey evidence shows the general public
overwhelmingly prioritises the return on their
savings over any broader social, economic or political
objective.

The auto enrolled require greater protection from
excessive fees and charges not less with stricter
regulation to support low-cost investment strategies
for the ‘default’ option.

The government’s long-run ambition to alter the
charge cap on default auto-enrolment pension
schemes to unlock capital for new infrastructure
and support levelling up, risks the long-term returns
of millions of middle and lower income households.

Introduction
CPP have written at length on the policies needed to level up the
UK economy – including calling for substantial new investments
in schools, adult education, local government and public health.
The UK government will not commit to spending more public
money, and so it has been looking at other ways to encourage
investment including ‘unlocking’ the pension savings of the
auto enrolled. It is not the first time governments have tried to
use private pensions to invest in infrastructure and will not be
the last.
This essay explores the risks of such an approach informed by
a new national survey of public perceptions on pensions. It calls
for stricter regulation of default auto-enrolment pension funds
to protect middle and lower income savers and begins to outline
what such regulation might mean in principle.

1

The public prioritise returns

People prioritise returns. In a
nationally representative poll,
82% prioritised the return on their
savings while only 31% prioritised
investing in companies in line with
their own social or moral values

Investing in Russia is rightly thought of as immoral – helping
to sustain a brutal war in Ukraine killing thousands of
civilians. Cue stories of pensions savers frantically contacting
their pension providers to see if they have money invested in
Putin’s regime of terror.1 It has been argued that this signals
how much people now care about the morality or social
purpose of their investments. But this misses a basic point –
investing in Russia is not just immoral, it is a bad bet as its
economy tanks in the face of devastating Western sanctions.
New research commissioned by the Centre for Progressive
Policy reveals that people prioritise returns. In a nationally
representative poll, 82% prioritised the return on their
savings while only 31% prioritised investing in companies
in line with their own social or moral values. The picture is
consistent regardless of age – younger age groups who are
often touted as more socially conscious also put returns first.
And perhaps most tellingly of all, of the 31% who prioritised
investing for a moral purpose, the vast majority would only
consider it if their returns stayed the same or increased.

Chart 1: “Thinking about how your pension savings are managed, what issues do you think should be prioritised? Please
select three options from the list below, ranking them in order of priority.” (NET: top three priority)
Base: All aware pension holders (2,056)

The amount of money my pension savings increase by, or the
return on investment

82%

The level of risk that I take, or the likelihood of my pension savings
going down or up in value

65%

54%

The fees that I’m charged through my pension

52%

The flexibility of the plan on offer to me

Investing in companies or assets that are in line with my social,
moral or ethical values

31%

16%

Investing in companies or assets that would benefit my local area
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BBC Radio 4 (2022) Money Box, 16 March 2022. Available at: https://www.bbc.co.uk/programmes/m0015bf8
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Chart 2: “Imagine you were offered a pension that a) invested in a range of companies or assets that have no positive
impact on people or the environment, or b) actively invested in a range of companies or assets that did good for other
people and/or the environment. What return, from a starting investment of £10,000, would make this acceptable?”
Base: All respondents (3,017)
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Level of return

To be confident in our results, we asked people what range
of returns they would accept for investing in a company that
had a positive impact on people or the environment versus
one that did not. This technique – known as the GaborGranger method – is in line with industry best practice and
showed people only put a slight premium on the positive firm
irrespective of the level of return (see Chart 2).
Finally, we asked people if they had ever changed or tried to
change how their pension savings were invested. According
to our survey, only 14% of all defined contribution pension
holders have changed or tried to change how their savings
are allocated. Among this small minority, 51% moved their
savings due to the level of risk they were exposed to whereas
only 17% moved their money because it was not being
invested ethically.

The public are clear – making a
return on their hard-earned savings
is the number one priority
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The public are clear – making a return on their hard-earned
savings is the number one priority. This should not be taken
for granted. As a result of auto enrolment, 19.4 million
people are now participating in a workplace pension.2 This
is a massive policy success and means that many middle and
lower earning households are now saving for retirement.
Protecting their interests and ensuring secure retirement
incomes for this group must take precedent over any other
objective for how their savings are invested.

17%

Only 17% of all defined contribution pension
holders who moved their money did so because
it was not being invested ethically

DWP (2021) Workplace pension participation and savings trends of eligible employees: 2009 to 2020. Available at: https://www.gov.uk/government/
statistics/workplace-pension-participation-and-savings-trends-2009-to-2020/workplace-pension-participation-and-savings-trends-of-eligibleemployees-2009-to-2020#:~:text=Automatic%20enrolment%20scheme%20participation%20has,34%25%20in%202019%20to%202020

Muddying the waters
The government is muddying the waters. In 2021, Prime
Minister Boris Johnson and Chancellor Rishi Sunak published
a letter calling for a “big bang” in pension investment in
UK assets akin to Canada and Australia. Their intention
is to “unlock hundreds of billions of pounds…to drive the
UK’s recovery”.3 To start this process, the government has
been consulting on changes to the regulatory charge cap
which applies to the default funds of defined contribution
pension schemes – the type that people are auto enrolled
into.4 This is supposed to help pension funds invest in new
assets including infrastructure since funds holding illiquid
assets often have performance fees, but it also opens the
door to higher costs. Higher fees and charges over many
years can result in significantly lower returns for savers
– which was why the Financial Conduct Authority set a
charge cap on auto-enrolled pensions back in 2015.5 For now
the government has paused on its proposal of excluding
performance fees from the charge cap but there remains
a persistent drive to deregulate in this area to meet wider
economic and political goals.

Asking pension schemes of all
types to shoulder the development
risk for new projects is naive –
there is little to no demand for this.
The government is also targeting local authority pension
schemes (LGPS) which provide retirement income to key
workers. The government is asking these funds to publish
plans for up to 5% of their assets to be invested in local
projects worth around £16bn. So far, no thought has been
given as to whether these local projects will offer sound
returns on investment. As CIPFA has argued “it is important
that proper funding is made available for levelling up… that
doesn’t risk pressures to the pension scheme that would
fall on the council tax payer”.6 There is no pipeline of large
investable local projects that could reasonably attract the
managers of local public sector pensions schemes whose
fiduciary duty it is to act in the best interest of scheme
members. Moreover asking pension schemes of all types to
shoulder the development risk for new projects is naive –
there is little to no demand for this.
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The push from government ministers for pension fund
investment in infrastructure has been going on for more than
a decade and will undoubtedly continue in some form or
other post Boris Johnson’s government. But the response has
been less than enthusiastic. In November 2011, as Britain was
struggling to regain its footing after the 2008–09 financial
crash, then-Chancellor George Osborne announced plans to
attract £20bn in finance from pension schemes for a variety
of projects including the rollout of high-speed broad band
and a host of new toll road projects. “British savings for
British jobs,” was how Mr Osborne put it at the time and yet
eight years later the Pensions Infrastructure Platform was
worth just £700m.7
While UK schemes have expressed an interest in investing
in infrastructure projects – in theory, long-term cash flows
could be used to match cash pay-outs needed for members
who have retired – there are significant stumbling blocks.
Performance measurement and calculations of actual rates of
return on infrastructure investment remain elusive. A 2014
report from EDHEC-Risk Institute concluded that what is
missing from infrastructure investment is a comprehensive
system of benchmarking long-term rates of return that can
accurately and substantively make the case for pension and
insurance investors to place long-term capital into it. “Solid
evidence supporting the infrastructure investment narrative
is still missing, and full-fledged investment solutions
demonstrating the benefits of infrastructure investment for
institutional investors remain elusive. Today, documenting
the investment characteristics of long-term investment in
infrastructure has become a pressing question,” the report
concluded.8

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1008814/A_Challenge_Letter_from_the_Prime_
Minister_and_Chancellor_to_institution__1_.pdf
DWP (2022) Consultation on enabling investment in productive finance. Available at: https://www.gov.uk/government/consultations/enablinginvestment-in-productive-finance/consultation-on-enabling-investment-in-productive-finance
FCA (2015) FCA publishes final rules for charges in workplace pension schemes. Available at: https://www.fca.org.uk/news/press-releases/fcapublishes-final-rules-charges-workplace-pension-schemes
CIPFA (2022) CIPFA comment: government levelling up white paper. Available at: https://www.cipfa.org/about-cipfa/press-office/latest-pressreleases/cipfa-comment-government-levelling-up-white-paper
IPE staff (2020) UK pension infrastructure platform to be acquired by Foresight. Available at: https://www.ipe.com/news/uk-pension-infrastructureplatform-to-be-acquired-by-foresight/10046799.article
Blanc-Brude (2014) Benchmarking long-term investment in infrastructure, report for EDHEC-RISK Institute. Available at: https://edhec.infrastructure.
institute/wp-content/uploads/2018/08/benchmarking-long-term-investments-in-infrastructure.pdf

A big bang in pensions?: ensuring low and middle income savers are not left picking up the pieces

4

Box 1: Infrastructure and leverage

The incorporation of debt into many, if not all,
infrastructure projects has the capacity to bolster returns
but also to add to risk.
A study using data from Prequin, a provider of data
and analytics on alternative asset investments, looked
at a subsample of 683 transactions financed by both
debt and equity. The median infrastructure transaction
was financed by 66% debt and 34% equity. The median
leverage ratio for social infrastructure is the highest
and equals 88%.9 The study goes on to say, that closed
end funds make up the ‘lion’s share’ of infrastructure
investment vehicles and that on average, these have
higher median average levels of leverage than direct
deals, (71% versus 60%) and therefore must devote a
higher percentage of free cash flow to debt service rather
than delivering returns to investors.

Infrastructure investment is a relatively new asset class;
it did not exist as a separate category until around 2006.
The relatively small number of serious efforts to analyse
rates of returns to investors in infrastructure have far from
concluded that such investments produce stable long-term
cash flows that are independent of the business cycle. In
particular, the closed-end fund structure through which
many pension schemes have chosen to invest delivers a
very different outcome. A 2021 study published in Oxford
Academic’s The Review of Financial Studies concluded that
it is necessary to “reject the hypothesis that infrastructure
investing through closed private funds on average delivers
more stable and diversifying cash flows than other alternative
asset classes.” Instead, the analysis found that because of
the way institutional investors arrange their investments,
the asset class has procyclical cash flows generated mostly
by the ability to exit deals quickly.10 It is not enough for
the government to assume that infrastructure and other
alternative assets have higher long-term investment returns –
it must be able to demonstrate that, as fact.
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The auto enrolled require more
protection from excessive fees and
charges not less
While there are many good reasons to encourage employers
to offer a wide range of investment choices for those enrolled
in AE schemes, there is a very strong case for regulating
terms assigned to the default option. Generally, this is the
option ‘selected’ by the least knowledgeable, and probably,
the youngest scheme members. If savers do nothing it is
the default option they will end up in. As of 2019–20, it also
happens to be the option that 95% of DC scheme members
are invested in.11
With recent government ministers declaring that the current
fee cap on auto-enrolled pensions – currently at 0.75% of
assets under management – could be altered to exclude
certain fees and charges, more stringent protection is
urgently required. Over a lifetime of pension savings, even
what sounds like a small levy in a single year will make a
significant dent in the size of the pension pot by the time
the saver retires. The OECD, considering fees and charges
in its Pensions Outlook, calculated that charges of just
0.25% – a fraction of where the current cap sits – will reduce
the total size of the pension pot over a 40-year lifetime of
saving – by 5.9%.12 Extrapolating from the OECD analysis,
we calculate that a worker paying fees at the current cap will
see the size of their total savings pot cut by around 16.5%.13
A Dutch study which explored the investment returns of over
200 occupational pensions between 2012–2017 found, “no
statistical evidence that the returns of pension funds that
pay performance fees to asset managers for active investing
are significantly higher or lower than the returns of pension
funds that do not pay performance fees”.14

Aleksandar Andonov, Roman Kräussl, Joshua Rauh, ‘Institutional Investors and Infrastructure Investing’, The Review of Financial Studies, Volume 34,
Issue 8, August 2021, pages 3,880–3,934. Available at: https://doi.org/10.1093/rfs/hhab048
Ibid.
The Pensions Regulator, DC trust: scheme return data 2019–2020. Available at: https://www.thepensionsregulator.gov.uk/en/document-library/
research-and-analysis/dc-trust-scheme-return-data-2019-2020
OECD (2018) OECD Pensions Outlook 2018, Chapter 3, ‘Pension costs in the accumulation phase: Policy options to improve outcomes in funded private
pensions’. Available at: https://www.oecd-ilibrary.org/sites/pens_outlook-2018-6-en/index.html?itemId=/content/component/pens_outlook-2018-6en
CPP calculations based on OECD modelling.
Dirk W.G.A. Broeders, Arco van Oord, David R. Rijsbergen, ‘Does it pay to pay performance fees? Empirical evidence from Dutch pension funds’, Journal
of International Money and Finance, Volume 93, 2019, pages 299–312, ISSN 0261-5606. Available at: https://doi.org/10.1016/j.jimonfin.2019.02.010

There is ample evidence that investment fees need not be
nearly so high as the maximum permissible and many default
schemes already have fees below this threshold. In deciding
what regulations should apply to default funds, there is room
for industry-wide discussions with consumer, regulatory
and industry groups. But ideally, such default funds should
be structured broadly in the same way. That is, they should
be invested in risk assets linked to a broad benchmark index
reflecting global growth for a set period of time and fees
should be kept at a minimum which may mean reducing
the current charge cap – particularly the element related
to investment charges and transaction costs.15 The time
invested may be linked to the number of years remaining
until individuals reach State Pension Age (SPA). As SPA
approaches, there could be a gradual ‘winding-down’ into less
risky assets. Moreover, once the total pension savings pot
reaches a certain core size, there is a case for fees no longer
being based on the value of assets under management but
should be set on an annual flat-fee basis.

Conclusion
The government’s intention to use pension savings to level
up risks the retirement incomes of savers. Deregulating
default auto-enrolment funds and forcing local authority
pensions schemes to invest in local projects are bad ideas
that must be binned in great haste. Given our evidence on
people prioritising returns over wider social objectives, it
would be better to focus policy efforts around minimising
charges for savers which erode net returns instead of opening
the door to higher costs and greater ambiguity. There
may well be a role for infrastructure in pensions, but the
proposals to date have been ham-fisted and are inherently
risky for savers.

The design of the Default Fund must also include a
formal procedure to be used by the fund manager to limit,
as much as possible, an often-unrecorded cost. Even
passively managed investment funds that simply mimic the
performance of an index can quietly leak returns away from
pension savers. One route is via ‘transaction costs’, that is,
the frictional cost of trading. A 2018 study by analysts at
Lang Cat, which looked at both the disclosed charges for
the 20 most popular retail funds in Britain along with their
undisclosed transaction costs, produced some eye-popping
figures. Pure transaction costs at that time range from 0.00
at Blackrock Cash, Lindsell Train UK Equity and Troy Trojan
Income to 0.79% at Henderson UK Absolute Return and a
slightly more modest 0.64% at Investec UK Alpha.16
The late fund management guru, Sir Paul Myners, had noted
that fund returns can be boosted simply by moves that limit
the turnover of shares. “In my experience…well over 50%
of fund managers of diversified equity funds produce lower
returns than would have been achieved if they had gone on
holiday for the full period,” Sir Paul wrote in a 2018 letter to
the Financial Times.17
There is room for debate on this topic. But steps should be
taken to begin these discussions immediately. All savers –
and particularly those on lower and middle incomes – need
to be protected from excess charges to help maximise their
long run returns.
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17

The full 75 bps cap on fees covers payments to the investment managers as well as the administrative fees incurred by the employer and transaction
costs.
The Lang Cat (2018) ‘I would have got away with it too if it wasn’t for those meddling KIIDs’. Available at: https://langcatfinancial.co.uk/2018/01/21/iwould-have-got-away-with-it-too-if-it-wasnt-for-those-meddling-kiids-2/
Myners (2018) ‘Insights of the ‘inertia test’’, Letter to the Financial Times. Available at: https://www.ft.com/content/c87de9d0-47be-11e8-8ee8cae73aab7ccb
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