
W e should save a lot more. That’s the 
conclusion reached by the Independ-
ent Review of Retirement Incomes 
(IRRI) commissioned by the Labour 

Party. Drawing on two years of research, the review 
found that people should invest 15% of their 
income to facilitate a comfortable retirement. That 
figure represents more than three times the current 
average level of pension savings, but the IRRI is 
unequivocal that people should prepare for their 
future by scaling up their contributions accord-
ingly. 

A heAvy burden
This, of course, is easier said than done. For the 
vast majority of us, 15% of income – even 
accounting for employer contributions – is a far 
larger tranche of earnings than we can afford. And 
that’s the problem with interventions such as the 
IRRI’s: they place too much of a burden on the 
shoulders of savers. Instead, the onus should lie 
with the pension providers (both trustees and 
insurers) who are responsible for ensuring that 
individuals need save no more than is necessary. 

The key consideration here is selecting a default 
investment strategy that will provide good 
outcomes after fees. The new ‘value for money’ 
requirement charges providers with securing good 
outcomes for the savings with which they have 
been entrusted. 

Providers must therefore ensure that they make 
better investments. Here, there’s a clear distinc-
tion between ‘cost’ and ‘value for money’. If cost is 
the sole focus for trustees, they may well overlook 
the value inherent in products that are higher 
priced but could be expected to deliver better 
overall outcomes. So providers may have to 
consider reducing overheads such as communica-
tion and administration costs to enable a higher 
investment budget – and, potentially, better 
returns for their scheme members.

Keeping the customer sAtisfied
Meanwhile, the onus on investment managers is to 
ensure that their offerings match providers’ 
requirements. Investment managers need to offer 
both value for money and the prospect of better 
investment outcomes. At AB, we believe that one 
route to achieving superior outcomes is through 

the use of multi-asset default strategies such as 
target-date funds (TDFs). 

TDFs are actively managed – allowing to them to 
respond tactically to the demands of a changing 
investment environment. Moreover, TDFs have 
lower, more transparent switching costs and 
greater flexibility – facilitating dynamic responses 
as retirement plans change and as the investment 
outlook evolves. 

But while TDFs provide a better framework for 
implementing pension scheme investments, 
investment managers face a further challenge. They 
must also show how they plan to navigate increas-
ingly uncertain investment waters. In the benign 
investment environment of recent years, most 
passive products have delivered substantial returns 
for investors.  

But as uncertainty mounts over the health of the 
global economy and the effectiveness of global 
monetary policy, these outsized returns appear to 
be at an end. This means that investment managers 
who have relied on simple index-tracking strategies 
must instead explore alternative approaches to 
achieve good returns. The challenge for providers is 
to set aside sufficient budget to access these 
approaches.

evolving strAtegy
For our clients, we have increasingly moved 
towards a factor-based approach in place of 
standard market-capitalisation-weighted 
strategies, so that we can tilt our portfolios away 
from overvalued areas of the stock market while 
still keeping to our cost budget. We are also 
exploring alternative asset classes that can be 
cheaply accessed through liquid investment 
vehicles. We believe that the continued evolution 
of our strategies will be crucial to achieving good 
investment outcomes for savers in the years 
ahead.

None of this is to say that the IRRI’s conclusion is 
wrong as far as it goes. It’s obviously desirable to 
invest more in future pension incomes. But even for 
employees and employers who can afford the IRRI’s 
15%, there’s little point in scrimping and saving if 
those savings are then invested inefficiently. So 
maybe – just maybe – some savers will choose to 
invest more in the innovative, dynamic products 
that we aim to deliver.
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