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= Reeves wants a culture shift from ‘regulating-for-risk’ to ‘regulating-for-growth’.

= A good place to start this shift is the regulator’s objectives. Today their priorities focus
on ‘safety’ & ‘costs’ and do not prioritise outcomes such as investment growth.

= Such objectives perhaps suited the DB system but have less relevance to DC where
investment growth matters more. The result is a high level of risk aversion built into
DC pensions. Returns have suffered as a result.

= We show where to start — rewriting the regulator’s goals away from safety & costs to
‘best interests for generating retirement income’ — the objectives used in Australia.

“For too long, the UK has been regulating for risk, but not regulating for growth”, said Rachel
Reeves last year. It is a view that many in the pension industry would agree with.

You don’t have to dig very hard to find evidence of the safety-first attitude. It is written in black
and white on The Pension Regulator’s website, together with a focus on costs. Missing from
their objectives is any reference to retirement outcomes or the investment growth that requires.

The Safety-First! agenda in black and white.

The : :
Pensions Making workplace pensions work

Regulator

Our priorities

1. Security: Savers’ money is secure.

2. Value for money: Savers get good value for their money.

3. Scrutiny of decision-making: Decisions made on behalf of savers are in their best interests.
4. Embracing innovation: The market innovates to meet savers' needs.

5. Bold and effective regulation: TPR is a bold and effective regulator.

Source: www.thepensionsrequlator.gov.uk



http://www.columbiathreadneedle.com/
http://www.thepensionsregulator.gov.uk/
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No one would say that safety and costs are issues that should be ignored. In fact, for a DB
system that might be enough. But a great DC pension system requires so much more. In
particular, a DC system relies much more on investment performance.

These skewed objectives mean regulators sometimes can’t see the wood for the trees...

Example 1: Much focus on costs. Little focus on returns.

The cost focus was arguably more appropriate when autoenroliment was first introduced. But
today, the UK DC industry compares well on fees. For example, UK pension schemes cost less
than the world class Australian superannuation funds. Research shows how the costs for UK
DC schemes come in at about 0.48% versus 0.61% for Australian schemes.

Despite this cost advantage, UK savers generally see lower long-term returns. There is limited
mileage from pursuing costs further when it is not the deciding factor in generating performance.

The UK has an inexpensive but poorly performing system

Despite the UK having a cost advantage... ...performance has lagged Australia
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Source: Policy Exchange, August 2024.

Example 2: Much focus on benefits of scale. Little focus on the problems scale can bring.
The government’s plan to create ‘mega-funds’ of at least £25bn in assets is based in part on the
desire to reduce costs further. But evidence from around the world suggests only a modest link
between scale and performance.

Research suggests gains from scale Scale is an argument that can be taken too far
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Above ~510bn (£8bn), size makes little difference

Australia is undergoing its own consolidation drive. Despite a much larger industry, their
regulators are rumoured to have set a threshold of A$30bn (~£15bn). Why the UK plumped for
a much higher cut-off and how the UK intends to avoid the drawbacks of the enormous funds
that will be created over the decades to come has never been properly explained.


https://policyexchange.org.uk/wp-content/uploads/PX7-Growing-Pension-Capital.pdf
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Example 3: Lifestyling and the lower risk appetite of UK DC pensions

Research suggests the key reason behind UK pensions underperforming Australian is their
lower risk appetite. This stems from the UK’s adherence to the concept of lifestyling - an idea
that progressively lowers equity allocations as savers get closer to retirement.

Around the world, such de-risking is not universally embraced. UK regulators - with their safety-
first mindset - strongly endorse lifestyling. Rules around ‘appropriateness’ are written in a way
that requires adherence. As a result, the UK places a large number of middle-aged savers into
low risk / low growth categories.

By contrast, Australia’s famous superannuation funds are given a free reign to decide if such a
strategy is appropriate. Their trustees have a choice as to whether or not to adopt lifestyling.
Most superfunds (67%) choose to avoid it.

Lifestyling is mandatory in the UK but avoided in Australia
(% of schemes using lifestyling for their default option, UK DC vs Superannuation)

UK Australia

2%
‘

Source: Policy Exchange, August 2024. Based on APRA and Pension Policy Institute data.

m Schemes using lifestyling
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Our own publications have previously shown how lifestyling has resulted in a £12,000 penalty
on the typical £100K pre-retirement pot. For the nation, the lower equity allocations also mean
a £25bn hit to domestic investment and UK capital markets.

Running less risk as savers get older stems from the old concept of derisking to buy an annuity
on retirement. But few savers behave like this. With lifestyling derisking savers sometimes 10-
15 years before retirement, the opportunity cost (in terms of missed market gains) can be large.

Of course, the strategy is designed for safety. But even during bear markets, such as the Covid
crash, our research highlighted even during the very worst of the market correction, long term
performance was better when lifestyling was avoided.

Former Pension Minister Ros Altman has called the lifestyling approach “a hangover” from 10 or
20 years ago. She has argued this whole approach urgently needs revamping.!

But no revamp is under way. We argue this is in part due to the regulators thinking too little
about returns and too much about safety. And the £25bn cost to UK capital markets is
overlooked entirely.

1 See news reports and statements in Parliament


https://policyexchange.org.uk/wp-content/uploads/PX7-Growing-Pension-Capital.pdf
https://www.columbiathreadneedle.co.uk/en/intm/insights/lifestyling-the-achilles-heel-in-dc-pensions/
https://www.telegraph.co.uk/money/pensions/private-pensions/pension-lifestyling-trap-costing-retirees-millions-pounds/
https://committees.parliament.uk/writtenevidence/109790/pdf/
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An alternative approach: Australian regulatory objectives

In contrast to the UK regulators, the Australian Regulator APRA directly references retirement
outcomes in its objectives and publicly disavows a ‘safety at all costs’ attitude. And it has a far
wider remit that includes increasing contestability and competition.

How the Australian Regulator focuses on outcomes

o “APRA seeks to ensure that a superannuation fund manages contributions [...] in
members’ best interests to generate retirement income”

e [considerations include:] “efficiency, competition, contestability and competitive
neutrality”

o “Risks to these outcomes may be financial (e.g. risks of poor investment returns),
operational (e.g. a failure of a computer system) or behavioural (e.g. risks relating to
governance, culture and remuneration)”

e “APRAis not tasked to pursue a ‘safety at all costs’ agenda”

Source: APRA.gov.au, August 2025
Many of the defining features of the Australian system can be traced to these objectives.

o The focus on outcomes has led to superannuation funds eschewing strategies such as
lifestyling that can give worse returns to savers.

e The focus on competition has led to super fund performance league tables — a media
staple that in turn has created a performance culture. In the UK, it is almost impossible
to compare a pension performance to other providers.

o The focus on contestability has led to the ‘superstream’ shared IT system that makes
changing between providers easy. In the UK, changing pension provider is paper
based and often a bureaucratic challenge.

Ultimately, the Australian superannuation regulatory objectives have helped create a virtuous
circle of better growth alongside more investment for their nation.

Conclusion

Changing regulatory objectives may sound dull. But these objectives are disproportionately
influential. Today the UK regulators prioritise safety and costs. While well intentioned, this
leaves less room for focusing on the features that make a good DC system.

The Chancellor often references the success of superannuation in Australia. Compared to
Australia, the UK pension system remains too defensive (particularly for older savers) and lacks
competitive tension around performance.

The success of the Australian system can in part be traced to regulators prioritising a wider set
of outcomes. For policymakers, a key attraction is moving the UK to Australian-style regulatory
objectives wouldn’t require legislation — it can be done by agreement with the DWP.

Such a reform has the potential to boost returns to savers by £12,000 and give the country a
£25bn boost to its capital markets. Regulating-for-growth means taking a fresh approach.
Setting new regulators objectives is the first and necessary step.
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Important Information

For use by professional clients and/or equivalent investor types in your jurisdiction (not
to be used with or passed on to retail clients). For marketing purposes.

This document is intended for informational purposes only and should not be considered
representative of any particular investment. This should not be considered an offer or solicitation
to buy or sell any securities or other financial instruments, or to provide investment advice or
services. Investing involves risk including the risk of loss of principal. Your capital is at risk. Market
risk may affect a single issuer, sector of the economy, industry or the market as a whole. The
value of investments is not guaranteed, and therefore an investor may not get back the amount
invested. International investing involves certain risks and volatility due to potential political,
economic or currency fluctuations and different financial and accounting standards. The securities
included herein are for illustrative purposes only, subject to change and should not be construed
as a recommendation to buy or sell. Securities discussed may or may not prove profitable. The
views expressed are as of the date given, may change as market or other conditions change and
may differ from views expressed by other Columbia Threadneedle Investments (Columbia
Threadneedle) associates or affiliates. Actual investments or investment decisions made by
Columbia Threadneedle and its affiliates, whether for its own account or on behalf of clients, may
not necessarily reflect the views expressed. This information is not intended to provide investment
advice and does not take into consideration individual investor circumstances. Investment
decisions should always be made based on an investor’'s specific financial needs, objectives,
goals, time horizon and risk tolerance. Asset classes described may not be suitable for all
investors. Past performance does not guarantee future results, and no forecast should be
considered a guarantee either. Information and opinions provided by third parties have been
obtained from sources believed to be reliable, but accuracy and completeness cannot be
guaranteed. This document and its contents have not been reviewed by any regulatory authority.

In Australia: Issued by Threadneedle Investments Singapore (Pte.) Limited [“TIS”], ARBN 600
027 414. TIS is exempt from the requirement to hold an Australian financial services licence under
the Corporations Act 2001 (Cth) and relies on Class Order 03/1102 in respect of the financial
services it provides to wholesale clients in Australia. This document should only be distributed in
Australia to “wholesale clients” as defined in Section 761G of the Corporations Act. TIS is
regulated in Singapore (Registration number: 201101559W) by the Monetary Authority of
Singapore under the Securities and Futures Act (Chapter 289), which differ from Australian laws.
In Singapore: Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road,
#07-07, Winsland House 1, Singapore 239519, which is regulated in Singapore by the Monetary
Authority of Singapore under the Securities and Futures Act (Chapter 289). Registration number:
201101559W. This advertisement has not been reviewed by the Monetary Authority of Singapore.
In Hong Kong: Issued by Threadneedle Portfolio Services Hong Kong Limited XF|i%&EEE
EAR 2 F]. Unit 3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which is licensed
by the Securities and Futures Commission (“SFC”) to conduct Type 1 regulated activities
(CE:AQAT779). Registered in Hong Kong under the Companies Ordinance (Chapter 622), No.
1173058.

In Japan: Issued by Columbia Threadneedle Investments Japan Co., Ltd. Financial Instruments
Business Operator, The Director-General of Kanto Local Finance Bureau (FIBO) No.3281, and a
member of Japan Investment Advisers Association and Type Il Financial Instruments Firms
Association.

In the UK: Issued by Threadneedle Asset Management Limited, No. 573204 and/or Columbia
Threadneedle Management Limited, No. 517895, both registered in England and Wales and
authorised and regulated in the UK by the Financial Conduct Authority.

In the EEA: Issued by Threadneedle Management Luxembourg S.A., registered with the Registre
de Commerce et des Sociétés (Luxembourg), No. B 110242 and/or Columbia Threadneedle
Netherlands B.V., regulated by the Dutch Authority for the Financial Markets (AFM), registered
No. 08068841.

In Switzerland: Issued by Threadneedle Portfolio Services AG, Registered address:
Claridenstrasse 41, 8002 Zurich, Switzerland.

In the Middle East: This document is distributed by Columbia Threadneedle Investments (ME)
Limited, which is regulated by the Dubai Financial Services Authority (DFSA). The information in
this document is not intended as financial advice and is only intended for persons with appropriate
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investment knowledge who meet the regulatory criteria to be classified as a Professional Client
or Market Counterparty and no other person should act upon it. This document and its contents
and any other information or opinions subsequently supplied or given to you are strictly
confidential and for the sole use of those attending the presentation. It may not be reproduced in
any form or passed on to any third party without the express written permission of CTIME. By
accepting delivery of this presentation, you agree that it is not to be copied or reproduced in whole
or in part and that you will not disclose its contents to any other person.

This document may be made available to you by an affiliated company which is part of the
Columbia Threadneedle Investments group of companies: Columbia Threadneedle Management
Limited in the UK; Columbia Threadneedle Netherlands B.V., regulated by the Dutch Authority for
the Financial Markets (AFM), registered No. 08068841.

Columbia Threadneedle Investments is the global brand name of the Columbia and
Threadneedle group of companies.
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