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Executive summary 
 

 The NAPF welcomes the Green Paper, particularly its strong emphasis on strengthening the 

future prospects of the EU economy by providing a more supportive framework for long-term 

investment.  

 

 The UK has for some while been conducting a vigorous debate about long-term investment, 

chiefly in the context of Professor John Kay’s Review of UK equity markets and long-term 

decision-making. The NAPF has taken a leading role in this debate and is pleased to see many of 

the themes reflected in the present EC Green Paper. 

 

 The NAPF welcomes the Green Paper’s recognition of the important role that pension funds play 

as long-term investors in the EU economy. NAPF members have around €100 billion invested in 

equities in the UK and €50 billion invested in equities across the rest of the EU, not to mention 

their investments in government and corporate bonds across Europe. Around four-fifths of our 

members’ investments are in long-term assets. 

 

 NAPF members have liabilities stretching over 50 years or more. They need long-term assets to 

match these very long-term liabilities. More specifically, they are looking for long-term assets 

that deliver reasonably reliable and predictable income streams with manageable and acceptable 

levels of risk. 

 

 The most effective contribution the EU could make to creating a stronger environment for long-

term investment would be to ensure that productive long-term investment is not penalised by EU 

legislation. For example, there is a concern that putting light risk weights on short-dated bonds 

and heavier weights on equity, property and private equity could impede investment in the long-

term – not least because pension funds are heavily invested in long-dated fixed income products 

and equities. 

 

 The NAPF has three further priorities in terms of the actions and work-streams it would like to 

see flowing from the Green Paper. 

 
i) A supportive framework for long-term investment by pension funds. The NAPF is making its 

own, pro-active contribution to improving the framework for long-term investment by 

developing the Pensions Infrastructure Platform. The ‘PIP’ will be a new infrastructure fund 

designed by pension funds, for pension funds, to give pension funds access to the asset class 

on terms suitable for pension funds and which are not currently available in the market.   

 

ii) A supply of assets appropriate for pension fund investment. Pension funds need governments 

and the EU to accept their responsibilities for providing the right kind of assets on the right 

kind of terms in order to provide attractive investment opportunities. Policy options for the 

EU should include sharing best practice in the provision of government-level guarantees for 

investment in long-term projects and in ensuring that investment decisions – for example, 

between debt and equity – are taken on investment grounds, rather than for other reasons. 
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iii) Continued efforts to strengthen long-term shareholder engagement. These should look to 

build on existing frameworks. The focus should be on continued efforts to achieve better 

transparency of stewardship via reporting to clients and more public reporting from asset 

managers.  
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About the NAPF 

 

1. The National Association of Pension Funds is the UK’s leading voice for workplace pensions. Our 

members operate almost 1,300 pension schemes. They provide retirement income for nearly 16 

million people and have over €1 trillion of assets under management. Our membership also 

includes over 400 providers of essential advice and services to the pensions sector. This includes 

accounting firms, solicitors, fund managers, consultants and actuaries. 

 

 

The NAPF’s approach to the Green Paper 

 

2. The NAPF welcomes the Green Paper, particularly its strong emphasis on strengthening the 

future prospects of the EU economy by providing a more supportive framework for long-term 

investment.  

 

3. The UK has for some while been conducting a vigorous debate about long-term investment, 

chiefly in the context of Professor John Kay’s Review of UK equity markets and long-term 

decision-making. The NAPF has taken a leading role in this debate and is pleased to see many of 

the themes reflected in the present EC Green Paper.  

 

4. The NAPF welcomes the Green Paper’s recognition of the important role that pension funds play 

as long-term investors in the EU economy. NAPF members have around €100 billion invested in 

equities in the UK and €50 billion invested in equities across the rest of the EU, not to mention 

their investments in government and corporate bonds across Europe. They are major investors 

and will have a strong interest in the work flowing from this Green Paper. 

 

5. NAPF members have liabilities stretching over 50 years or more. They need long-term assets to 

match these very long-term liabilities. More specifically, they are looking for long-term assets 

that deliver reasonably reliable and predictable income streams with manageable and acceptable 

levels of risk. Investments of this kind enable pension schemes to carry out their primary duty – 

to pay benefits to their pensioner members 

 

6. It should also be noted that pensions funds’ investment requirements depend very much on the 

design of the pension schemes that they serve. In Defined Contribution schemes, for example, 

the requirement will usually be for assets that meet the risk appetite of members, which may 

include ‘lifestyling’ (shifting from high risk / short-term in the earlier years of saving to low risk / 

long-term in later years) as members approach retirement.  

 

7. The NAPF recognises that there is an opportunity for pension funds to play an even greater role 

as long-term investors. The NAPF appreciates that, with bank lending under pressure, policy-

makers at EU and national level are looking for alternatives to traditional bank finance and 

pension funds are well placed to fill at least some of this gap.  

 



   

- 7 -    
  

8. There is one important note of caution to strike: pension funds are very mindful that their role is 

to pay pensions, rather than to pursue wider social or economic goals. So the NAPF would be very 

concerned if the Green Paper were to lead to proposals that would put undue influence on 

pension funds to take particular investment decisions or to invest in particular asset classes.  

 

9. Instead, policy-makers should be looking to create the right opportunities and the right 

environment for pension funds to invest for the long-term and for the productive good of the 

economy. 

 

 

A leading role in the Kay debate 

 

10. As mentioned above, the NAPF has taken a leading role in UK debate associated with the Kay 

Review and we strongly support measures to strengthen long-term investment and engagement 

by those investors. We do not, however, want to see a series of new initiatives in this area. More 

could be done within existing frameworks.  

 

11. Incentive mechanisms to encourage greater long-term shareholder engagement, which are 

mooted in the Green Paper, appear attractive in principle. However, devising such a mechanism 

which is not hugely costly to national exchequers, does not entrench shareholder blocks and does 

not create different classes of shareholders is very difficult.  

 

12. Voting is a crucial part of engagement and we believe that the utilisation of the vote is an implicit 

fiduciary duty of the investor. Ultimately, it is voting power that is the backbone of shareholder 

influence. However, we do not support proposals to offer multiple voting rights. Instead, 

continued efforts to achieve better transparency of stewardship activities via improved reporting 

to clients and more public reporting from asset managers would continue to help foster the 

market for stewardship.  

 

13. The NAPF has been at the forefront of pushing for improved transparency over asset managers’ 

fees and charges. The NAPF is in the process of devising a Stewardship Disclosure Framework to 

help asset owners to obtain an ‘at a glance’ assessment of asset managers’ policies and 

capabilities, thereby helping pension funds to select managers who meet their expectations and 

drive up the quality of reporting and stewardship. 

 

 

Pension funds as long-term investors 

 

14. Pension funds are already major long-term investors in the EU economy. The NAPF is providing a 

separate annexe of detailed extracts from our Annual Survey 2012, which sets out comprehensive 

statistical information about NAPF members’ asset allocation and investments. Key points for EC 

policy-makers to note are as follows. 
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 Long-term investors. As the chart below, (from the UK’s Office of National Statistics) shows, 

UK pension schemes’ short-term assets (£274 billion – black line) only account for around 

one-fifth of their total investments (£1.4 trillion – blue line). The overwhelming majority of 

their investments (£1.16 trillion) are in long-term assets.
1
 

 

 
Self-administered pension fund asset holdings at market values, 1986 to 2011 

United Kingdom, £ billion 
 

 
 

 

Source: UK Office of National Statistics, MQ5 tables, 2011, fig 9.8 

 

 

 Trend away from equities. The key trend of recent years in defined benefit (DB) pension 

investment has been a shift away from equities and towards fixed income. The Annual 

Surveys of NAPF members show that, in 2007, 55% of DB assets were invested in equities. By 

2012 this had fallen to 35%. Over the same five years the percentage invested in fixed 

income assets such as gilts and overseas government bonds increased from 29% to 39%. 

While some of this change may relate to market return, it is also likely to reflect the appetite 

of schemes to de-risk by moving from equities into financial assets that more closely match 

their long-term liabilities. 

 

 Implications for stewardship. The flight away from equity investment has implications for the 

stewardship of investments in the European economy. Pension funds are traditionally one of 

the most engaged classes of investors, although – as this response sets out – a range of 

initiatives is further strengthening these relationships.  

                                                 
1 In Euros, these figures are: short-term assets €323 billion, long-term assets €1.37 trillion, total assets €1.65 trillion. The ONS 
classes assets such as cash, local authority debt, bank deposits and derivatives as ‘short-term’, and equities, government and 
corporate bonds and mutual funds as ‘long-term’.   
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 Although investment has now been largely outsourced to asset managers and equities are 

now a smaller part of most portfolios, pension funds continue to have a material on-going 

interest in the health of European companies through their corporate bond holdings, not to 

mention the sponsor covenant. In addition, the growing defined contribution (DC) sector is 

biased towards equities. It is, therefore, important to consider how, in light of the changes in 

equity exposures and the shift from DB to DC, the needs of patient capital are prioritised and 

the activities of stewardship are recognised and rewarded. Many of the questions are rightly 

addressed in this paper – e.g. the use of Fair Value accounting and the incentives along on 

the investment chain including those provided to asset managers by asset owners.  

 

 Investors in Europe. The NAPF’s Annual Survey shows that 9.9% of defined benefit schemes’ 

investments in 2012 were in UK equities, with a further 4.6% in European equities.  

 

 Infrastructure investment is increasing, but remains modest. Investment in infrastructure 

remained stable at 1.2% of DB assets in 2012, compared to 1.1% in 2011, but has increased 

from 0.9% in 2009. If we look only at those DB funds that actually invest in infrastructure, 

the percentage of total assets in this class has risen slightly over the last three years, from 

2.7% to 2.9%. (Source: NAPF Annual Survey 2012) 

 

 Larger schemes more likely to invest in infrastructure and other less conventional assets. 

Larger DB schemes have a lower allocation to conventional assets than the smallest 

schemes, particularly equities (34% compared to 41%). They are also more likely to have a 

higher allocation to ‘other’ assets including hedge funds and infrastructure.  

 

 Private equity / venture capital investment is stable. DB investments in private equity or 

venture capital have been relatively stable over the last three years.  Around 4% of all assets 

covered by the NAPF Annual Survey were invested in private equity/venture capital. 

 

 DC investment growing rapidly. Defined contribution pensions inevitably control much 

smaller sums than the long-established DB sector, but DC is growing rapidly in the UK. The 

introduction of auto-enrolment, which is being rolled out from October 2012, is expected to 

bring between 5 and 9 million extra people into pension saving, the vast majority of them in 

DC schemes. The median DC scheme covered by the NAPF’s Annual Survey 2012 had €29 

million of assets. 

 

 Defaults widely used in DC. Default funds are widely used by DC schemes and will become 

even more popular as auto-enrolment is more widely introduced. 42% of respondents that 

used a default fund as part of their scheme offer used a passive tracker approach. Multi asset 

and diversified growth funds were the next most frequently used at 23% and 21% 

respectively.  

 

 Equities dominate DC growth phase. Equities dominate the asset allocation for the DC default 

funds in the growth phase with 78% of assets held in that class. 95% of respondents change 
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the asset allocation of the default fund for members approaching retirement. At retirement, 

default funds had around 48% of their assets allocated to fixed income and 32% held in cash. 

This strong emphasis on equity investment in the DC growth phase may go some way 

towards counteracting the decline in equity investment by DB pension funds, although – 

given that the size of the DC pensions sector remains much smaller – it will take some while 

for this to become apparent.  

 

 

Pension funds’ key priorities for the Green Paper 

 

15. The NAPF has four key priorities in terms of the actions and work-streams it would like to see 

flowing from the Green Paper. 

 

i) Consistency across EU legislation 

 

16. EU policy-makers should ensure that productive long-term investment is not penalised by other 

EU legislation. 

 

17. Examples of where this issue can arise would include the risk-weightings in the Solvency Capital 

Requirement of Solvency II, the Basel III banking rules or the margin requirements for the new 

global regime on OTC derivatives. 

 

18. The greatest damage would be done if the EC were to decide to take forward the ‘Holistic 

Balance Sheet’ proposals recently postponed by Commissioner Barnier.
2
 The NAPF is very 

concerned that EIOPA are continuing to develop this concept, which would do great damage if it 

were introduced as a new pension funding regime, forcing the closure of DB schemes and 

compelling employers to divert valuable funds away from productive investment. 

 

19. In a recent speech, Andrew Haldane, Executive Director of the Bank of England for Financial 

Stability, pointed out that risk weightings for corporates and SMEs are higher than for financial 

institutions, even though it is the latter that have generated the greatest risks to the economy in 

recent years.
3
 

 

20. The NAPF accepts that any risk-related regulatory system has to make judgements, but there is a 

genuine concern that putting light risk weights on short-dated bonds and heavier weights on 

equity, property and private equity could impede investment in the long term. 

 

21. Further concerns relate to the proposed Financial Transaction Tax and the margin requirements 

of the new global rules on trade in over-the-counter derivatives (see answer to Q.10 for further 

details). 

 

                                                 
2 See DG Market press release, 23 May 2013 
3 Constraining discretion in bank regulation, speech by Andrew Haldane, Bank of England, to a Federal Reserve Bank of Atlanta 
conference, 9 April 2013  
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22. So, if this Green Paper is to make a genuine impact, the European Commission will need to run a 

wide-ranging sense-check of how it squares with other dossiers. 

 

23. The NAPF would also encourage the EU to use its influence to ensure global regulators and 

standard-setters do not inadvertently penalise long-term investment. Long-term investors want 

an accounting system which provides a prudent, true and fair view of companies’ capital position, 

incentivises long-term stewardship of invested capital and promotes stable and economic 

growth. The current accounting standards adopt a snapshot approach, based on marking to 

market and the use of interest rates to discount liabilities at a single point in time. This approach 

gives rise to unnecessary and unhelpful volatility in the scheme sponsor’s financial statements. 

Neither Finance Directors nor investors find this approach helpful. 

 

24. The NAPF is now developing its work on accounting standards by establishing an Investment 

Research Working Group on these issues. This group aims to report in Spring 2014. The NAPF will 

be pleased to keep the European Commission informed as its work develops. 

 

 

ii) A supportive framework for long-term investment by pension funds 

 

25. Pension funds have a number of concerns about the investment environment as it stands today, 

as too many of its features are geared towards the short-term. There are particular problems in 

infrastructure investment, where there are examples of high fees charged by investment 

managers and high leverage which serve to make this asset class unattractive to pension funds.  

 

Pensions Infrastructure Platform 

 

26. Infrastructure has the potential to be a good asset class for pension funds, offering them access 

to long-term, low-risk, stable, inflation-linked returns that can help UK pension funds match the 

index-linked profile of their liabilities. However, pension funds find that, in practice, these 

characteristics are not always present in the infrastructure investment opportunities that are 

presented to them. As a result, investment in infrastructure by UK pensions has been lower that 

might be expected to be the case, and low compared to other countries. UK pension funds invest 

only 1.2 per cent of their assets in infrastructure,
4
 compared with 3.84 per cent in Canada (and up 

to 20 per cent for some of the largest Canadian funds.
5
) 

 

27. There are a number of reasons for this. Pension funds observe that infrastructure funds are often 

structured as short-term, private equity-style vehicles which are not consistent with the promise 

of long-term, predictable cash flows. Furthermore, high levels of fixed rate debt in projects can 

squeeze out inflation linkage, and high fund management fees and inappropriate carried interest 

models, create misaligned structures and incentivize behaviour that may go against the needs 

and best interests of pension funds.   

 

                                                 
4 NAPF Annual Survey 2012, 
5 See Pension Funds Investment in Infrastructure,: a survey, OECD, 2011, p.20. p78 



EC Green Paper on long-term financing of the European economy: a response by the 

National Association of Pension Funds  

                                                            - 12 - 

28. Additionally, the fragmented nature of the UK pensions industry and the relatively small scale of 

UK pension funds, combined with the lack of internal infrastructure investment expertise in many 

funds further make the market difficult to access for the majority of pension funds.  

 

29. To help address these problems, and to give pension funds access to this asset class, the NAPF is 

helping to facilitate the Pensions Infrastructure Platform (PIP). The purpose of the PIP is to 

overcome these obstacles by building a new infrastructure fund “for pension funds by pension 

funds”.  

 

30. Key features of the PIP will be: 

 

 a target size of £2 billion; 

 a target return of RPI +2–5%; 

 to invest in predominantly UK assets to back UK inflation-linked liabilities; 

 long term yield focus rather than short term capital growth and a preference for a buy and 

hold approach; and 

 an appropriate remuneration basis for its investment manager(s), taking into account the 

scale of the fund, the nature of the underlying investments and level of expected returns. 

 

31. These core features mean that the PIP will be aligned with pension funds’ interests as long term, 

low risk, investors with an interest in predictable inflation-linked returns.  

 

32. The PIP will be fully independent of government, although maintain a constructive relationship 

with HM Treasury and Infrastructure UK.  

 

33. Ten pension funds have agreed to become PIP Founding Investors. They include: British Airways 

Pension Scheme, BAE Systems Pension Funds, BT Pension Scheme, Lloyds TSB pension schemes, 

London Pension Fund Authority, Pension Protection Fund, The Railways Pension Scheme, 

Strathclyde Pension Fund, and the West Midlands Pension Fund. 

 

34. These Founding Investors have agreed to seed the development of the PIP. Each has loaned 

£100,000 (€118,000) to PIP Limited to fund its set up and development costs. Subject to the PIP 

being established satisfactorily, each Founding Investor has made an investment commitment of 

£100m (€118,00) to the fund. To date, therefore, the PIP expects to secure £1bn in fund raising. 

The remaining £1 billion is expected to come from other pension funds. 

 

35. At the present time (June 2013), the PIP is on track for launch later this year. The legal structure 

and investment strategy has been established and the PIP is currently in the process of 

appointing an investment manager/ managers.  

 

 

36. In summary, the PIP provides a strong example of how pension funds are taking responsibility for 

strengthening long-term investment in the EU economy, but are doing so on terms appropriate 

for them and their members. 
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Fewer, larger pension schemes.  

 

37. The UK’s pensions landscape is unusual in that there are a very large number of small pension 

schemes. Average scheme membership in the UK stands at just 2,600, compared to 10,500 in the 

Netherlands and 27,000 in Australia.  

 

38. The NAPF has consistently argued that the development of fewer, larger schemes would generate 

greater efficiencies, raise standards of service to members and – importantly – would help funds 

to develop the resources required to be more active long term investors. In the DC sector, the 

NAPF would like to see the development of Super Trusts – large-scale, high-quality, multi-

employer schemes.
6
 

 

 

iii) A supply of assets appropriate for pension fund investment 

 

39. It is not, of course, enough for pension funds to develop and fund new vehicles such as the PIP. 

They need governments and the EU to accept their responsibilities for providing the right kind of 

assets on the right kind of terms in order to provide attractive investment opportunities for the 

PIP. 

 

40. There are a number of steps that policy-makers could take to strengthen this supply of 

appropriate assets. 

 

Guarantees 

 

41. The UK Government has been developing a programme of guarantees to help kick-start 

infrastructure projects that have been struggling to raise finance from private investors. 

 

42. The programme, which was announced in July 2012 and will extend to up to guaranteeing up to 

£40 billion of funding, will require projects to meet a series of strict criteria.  

 

43. This kind of guarantee should make it easier – and less risky – for pension schemes to invest in 

long-term infrastructure projects. The EU could usefully consider whether it could play a part in 

sharing best practice in this area, building on the UK’s experience – including an analysis of the 

lessons learned in the early stages of implementation.  

 

 

Taxation of debt vs equity 

 

44. The Green Paper is right to raise (in Question 16) the issue of the relative taxation regimes for 

debt and equity.  

                                                 
6 See the NAPF’s response to the Pensions Regulator’s consultation Enabling good member outcomes in work-based pension 
provision, April 2011 
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45. Pension funds are concerned that, at present, debt is more lightly taxed. Although taxation 

remains, of course, a matter of national competence, the EU could do more to assess the impact 

of this situation on long-term investment and to share best practice.  

 

46. Potential solutions, which the EC could usefully examine, would include: 

 

- Removing the differential between tax treatment of equity and debt expenses – at present 

the expenses involved in raising debt finance are tax-deductible in the UK, whereas the 

expenses of raising equity finance are not; 

   

- ‘thin capitalisation’ – an approach that places limits on leverage. This would be achieved by 

providing that interest payments over a certain threshold eg, 4 multiples of EBITDA – would 

not be tax-deductible; and 

 

- public procurement rules – again, these could state that companies above a certain level of 

leverage would be ineligible to bid for certain public contracts. 

 
 

iv) Continued efforts to strengthen long-term shareholder engagement 

 

47. The Green Paper rightly highlights the importance of aligning the incentives of investors, asset 

managers and companies over the long term, and these issues are covered in more detail in the 

Action Plan on Corporate Governance. The NAPF supports this important objective.  

 

48. The drive to strengthen long-term engagement between shareholders and the companies in 

which they invest should be built on existing frameworks. The focus should be on continued 

efforts to achieve better transparency of stewardship activities via improved reporting to clients 

and more public reporting from asset managers.  

 

49. The NAPF is devising a Stewardship Disclosure Framework to help asset owners obtain an ‘at a 

glance’ assessment of asset managers’ policies and capabilities, thereby helping them to select 

managers who meet their expectations and thus drive up the quality of stewardship.  

 

50. The mandates handed to asset managers by pension funds should also be structured to 

encourage a strong focus on the long term. There should be an established alignment of interest 

between manager and client. 

 

51. Within both the NAPF’s Responsible Investment Guide and Stewardship Policy, we encourage 

pension funds to develop an investment policy which includes an understanding of stewardship 

objectives and risks. This policy should encourage the incorporation of financially material extra-

financial risks within investment decisions and the exercising of stewardship responsibilities such 

as engagement and voting.  
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52. In addition, we suggest that funds should select their investment managers on this basis; greater 

transparency of the stewardship policies of asset managers and awareness of their activities will 

assist pension funds to appropriately compare and contrast asset managers’ approaches and 

subsequently reward those who are aligned with their own approach. 
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Answers to questions in the Green Paper 

 

1) Do you agree with the analysis set out above regarding the supply and characteristics of long 

term financing? 

 

Pension funds are major investors in the EU economy.  

 

UK Pension fund asset allocation has changed significantly in recent years, with a trend away from 

equities and into fixed income. However, the current low-interest rate environment and the pressures 

of QE have left pension funds looking for alternative sources of reliable, predictable long-term 

returns, ideally with some protection against the impact of inflation.  

 

A more detailed analysis of pension fund asset allocation and investment is given in Annexe A, but key 

points include the following. 

 

 Long-term investors. As the chart below, (from the UK’s Office of National Statistics) shows, UK 

pension schemes’ short-term assets (£274 billion – black line) only account for around one-fifth 

of their total investments (£1.4 trillion – blue line). The overwhelming majority of their 

investments £1.16 trillion) are in long-term assets.
7
 

 

 
Self-administered pension fund asset holdings at market values, 1986 to 2011 

United Kingdom, £ billion 
 

 
 

Source: UK Office of National Statistics, MQ5 tables, 2011, fig 9.8 

                                                 
7 In Euros, these figures are: short-term assets €323 billion, long-term assets €1.37 trillion, total assets €1.65 trillion. The ONS 
classes assets such as cash, local authority debt, bank deposits and derivatives as ‘short-term’, and equities, government and 
corporate bonds and mutual funds as ‘long-term’.   
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 Trend away from equities. The key trend of recent years has been a shift away from equities and 

towards fixed income. The latest NAPF Annual Survey of our members shows that, in 2007, 55% 

of DB assets were invested in equities. By 2012 this had fallen to 35%. Over the same five years 

the percentage invested in fixed income assets such as gilts and overseas government bonds 

increased from 29% to 39%. Whilst some of this change may relate to market return, it is likely 

to reflect the appetite of schemes to de-risk by moving from equities into financial assets that 

more closely match their long term liabilities. 

 

 Infrastructure investment is increasing, but remains modest. Investment in infrastructure 

remained stable at 1.2% of DB assets in 2012, compared to 1.1% in 2011 but has increased from 

0.9% in 2009. If we look only at those DB funds that actually invest in infrastructure, the 

percentage of total assets in this class has risen slightly over the last three years, from 2.7% to 

2.9%. 

 

 Larger schemes more likely to invest in infrastructure and other less conventional assets. Larger 

DB schemes have a lower allocation to conventional assets than the smallest schemes, 

particularly equities, (34% compared to 41%). They are also more likely to have a higher 

allocation to ‘other’ assets including hedge funds and infrastructure.  

 

 Private equity / venture capital investment is stable. DB investments in private equity or venture 

capital were relatively stable over the last three years.  Around 4% of all assets covered by the 

Survey were invested in private equity/venture capital. 

 

 DC investment growing rapidly. Defined contribution pensions inevitably control much smaller 

sums than the long-established DB sector, but DC is growing rapidly in the UK. The introduction 

of auto-enrolment, which is being rolled out from October 2012, is expected to bring between 5 

and 9 million extra people into pension saving, the vast majority of them in DC schemes. The 

median DC scheme covered by the NAPF’s Annual Survey 2012 had €29 million of assets. 

 

 Defaults widely used in DC. Default funds are widely used by DC schemes and will become 

even more popular as auto-enrolment is more widely introduced. 42% of respondents that 

used a default fund as part of their scheme offer used a passive tracker approach. Multi asset 

and diversified growth funds were the next most frequently used at 23% and 21% 

respectively.  

 

 Equities dominate DC growth phase. Equities dominate the asset allocation for the default 

funds in the growth phase with 78% of assets held in that class. 95% of respondents change 

the asset allocation of the default fund for members approaching retirement. At retirement, 

default funds had around 48% of their assets allocated to fixed income and 32% held in cash.   
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2) Do you have a view on the most appropriate definition of long-term financing? 

 

Our members’ concern is more with the practicalities of securing the right investment opportunities 

for their members’ money, but the proposed definition seems sensible. 

 

 

3) Given the evolving nature of the banking sector, going forward, what role do you see for banks in 

the channelling of financing to long-term investments? 

 

Clearly the banks are important investors, but we have seen them reducing their investments in areas 

such as infrastructure, partly in response to regulatory initiatives, such as Basel III. 

  

If company management is to focus on building long-term success, it is important that there is access 

to capital which likewise is longer term. Excessive reliance on short-term bank finance can encourage 

short term thinking and discourage long term investment. Companies need access to a wide range of 

instruments from equity to various forms of debt to suit the evolving needs. 

 

Pension funds are ready to take up some of these opportunities, as the NAPF’s development of the 

Pensions Infrastructure Platform demonstrates. However, as less highly leveraged investors, pension 

funds could not replace bank financing on a one for one basis.  

 

Policy-makers should note, however, that pension funds’ primary responsibility is to pay pensions, 

rather than to be agents of social or economic change. Once an investment decision has been made. 

however, stewardship issues are important and economic, social and governance decisions taken by a 

company do drive its future long term growth and value 

 

 

4) How could the role of national and multilateral development banks best support the financing of 

long-term investment? Is there scope for greater co-ordination between these banks in the pursuit 

of EU policy goals? How could financial instruments under the EU budget better support the 

financing of long-term investment in sustainable growth? 

 

The NAPF agrees that national and multi-national development banks are well placed to promote the 

wider adoption of ESG standards across the market by making their use standard practice in their 

investment activities.  

 

These banks also have the potential to play a key role in building up and disseminating expertise on 

long-term investment. 

 

 

5) Are there other public policy tools and frameworks that can support the financing of long-term 

investment? 

 

Yes. They include: 
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o a supportive and stable regulatory framework for initiatives such as the Pensions Infrastructure 

Platform; 

 

o stability in the taxation system, although this remains, of course, a matter for national 

governments; and 

 

o ensuring productive long-term investment is not penalised by regulatory risk-weightings in, for 

example, the margin requirements for the new global regime on OTC derivatives or any 

additional capital requirements that might arise if the next European Commission were to go 

ahead with the ‘Holistic Balance Sheet’ proposals as part of reformed IORP Directive. 

 

o International accounting standards, although outside the EU’s remit, have a significant impact on 

investment decisions. It is essential that they do not penalise long-term productive investment.  

 

o The current standards are not appropriate for the long-term nature of pensions. They allow 

short-term stock market volatility to perversely affect pensions and their long-term strategy 

by presenting large deficits which may prove inaccurate in the long-run. 

 

o This can force pension investment into bonds, rather than equities, thereby reducing 

productive long-term investment in the economy.  

 

o Accounting standard setters need to have a real world approach that truly takes into account 

the economic consequences of their actions. 

 

 

6) To what extent and how can institutional investors play a greater role in the changing landscape 

of long-term financing? 

 

Institutional investors have an important role to play, as was demonstrated by their support for the 

recapitalisation of many listed companies in the aftermath of the 2008 financial crisis. Their role can 

be expanded if there is less focus on short-term investment returns and risk aversion.  

 

Once again, the Pensions Infrastructure Platform provides a good example of how institutional 

investors are taking greater responsibility for the future of long-term financing. 

 

In the UK, a greater industry focus on mark-to-market measures for pension scheme funding and a 

regulatory emphasis on measuring liabilities with respect to Government bond yields has contributed 

to increased holdings by pension schemes in Government bonds and other low risk assets to reduce 

volatility.  This has led to lower funds being available for longer-term investment. 

 

The regulatory regime for pension schemes across Europe needs to be re-examined to ensure that 

that IORPs can continue to take a long-term approach to investment.  In the UK, the current trend is 
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moving away from long-term investments and the damaging quantitative proposals to import much of 

Solvency II into the IORP Directive would make the situation much worse.  

 

 

7) How can prudential objectives and the desire to support long-term financing best be balanced in 

the design and implementation of the respective prudential rules for insurers, reinsurers and 

pension funds, such as IORPs? 

 

There is a risk that the proliferation of new EU-level rules, all introduced for understandable reasons 

in response to the economic crisis, could inadvertently cause extra complexity for market participants 

such as pension funds. 

 

It is encouraging to see the Green Paper recognising this risk.
8
 The NAPF would propose that the EU 

sets a clear limit on the number of such rules or – even better – adopts the UK Government’s policy of 

a ‘one in, one out’ (recently upgraded to ‘one in, two out’) approach to regulation. 

 

 

8) What are the barriers to creating pooled investment vehicles? Could platforms be developed at 

the EU level? 

 

The NAPF’s work on the new Pensions Infrastructure Platform indicates that it is possible to create 

pooled investment vehicles. Such vehicles are likely to work best where there is a clear alignment of 

interest between the investors, ie where they share a similar risk-return profile. 

 

 

9) What other options and instruments could be considered to enhance the capacity of banks and 

institutional investors to channel long-term finance? 

 

 

10) Are there any cumulative impacts of current and planned prudential reforms on the level and 

cyclicality of aggregate long-term investment and how significant are they? How could any impact 

be best addressed? 

 

There is a risk that the cumulative impact of a number of measures currently in development could 

increase (i) pension fund running costs or (ii) force pension funds to divert more money into bonds.  

  

For example, the proposed Financial Transaction Tax could increase investment costs. One of the 

NAPF’s largest members estimates that an FTT could have increased its costs by £35 million if it had 

been levied on the scheme’s investment activities in 2012. Another large scheme estimated the 

annual cost at £5 million. Although the NAPF acknowledges that the FTT’s supporters have identified a 

                                                 
8 See EC Green Paper, p.11: ‘When taking stock of all enacted and planned future changes to prudential regulations addressing 
the various financial actors (banks, insurers, pension providers etc.), an important question is whether their cumulative impact 
on long-term macroeconomic capital formation could be greater than the simple sum of effects of each reform taken in 
isolation.’ 
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number of areas in which the markets could usefully be reformed in order to provide a better service 

to long-term investors, we do not agree that an extra tax on trading is the best solution. 

 

A second area for concern is the new rules on over-the-counter derivatives, being introduced in the 

EU through EMIR. There is a risk that the new requirements for posting of Initial Margin, which are 

still being finalised at global level by BIS and IOSCO, could increase the cost of risk hedging for pension 

schemes.  The likely consequence is that pension schemes would compensate by reducing their risk in 

other areas, for example by switching investments from equities to fixed-income products. So pension 

fund investment in equities could be reduced. 

 

Any consequent increase in the scheme’s risk level would have implications for its investment 

strategy, with a reduction in equity and other areas of higher risk investment the likely result. 

 

Reform of the IORP Directive remains a third area of concern. Although Commissioner Barnier 

announced on 23 May 2013 that the new Directive will focus on transparency and disclosure, work on 

developing a new funding regime for pensions has been postponed, rather than dropped completely. 

EIOPA have also indicated that they are continuing to develop the ‘Holistic Balance Sheet’ concept. 

EIOPA’s own QIS results indicate that this could increase DB schemes funding requirements by €175 

billion in the UK alone. This would put sponsoring employers under great pressure, reducing the 

capital available for productive long-term investment. 

 

 

11) How could capital market financing of long-term investment be improved in Europe? 

 

The free movement of capital and investment across the Internal Market would be strengthened if 

vehicles for pooled, long-term investment (such as the PIP) could be made attractive to investors from 

across Europe. At present, the different tax rules in each Member State make this difficult to achieve.  

 

The NAPF is not advocating any move away from Member State competence over tax policy, but it 

would be useful to establish a ‘passport’ system for long-term investment funds, so that investors 

would only have to comply with one regulatory framework. This would require: 

 

 a degree of standardisation of bankruptcy rules (eg on the treatment of bonds and bank loans); 

 

 a single process for perfecting security interests across EU – ie, the equivalent of one pan-EU 

Companies House to confirm existing pledges and perfect new pledges; and 

 

 removal of  withholding and transaction taxes on lending and interest.  

 

 

12) How can capital markets help fill the equity gap in Europe? What should change in the way 

market-based intermediation operates to ensure that the financing can better flow to long-term 

investments, better support the financing of long-term investment in economically-, socially- and 
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environmentally-sustainable growth and ensuring adequate protection for investors and 

consumers? 

 

It is important to note that many pension schemes are quite small institutions, but have just as strong 

a focus on the long term as the largest investors. The average defined benefit pension scheme in the 

UK has 23,552 members (median 6,106) and €2.6 billion in assets (median €611 million). 

 

Although most pension scheme investments would be in pooled funds, EU policy-makers should be 

aware of the importance of ensuring there are no barriers to investment across the EU by smaller-

scale institutions.  

 

 

13) What are the pros and cons of developing a more harmonised framework for covered bonds? 

What elements could compose this framework? 

 

British pensions funds have hitherto made limited use of covered bonds. But, with yields on 

government bonds remaining low, pension funds are actively seeking yield and covered bonds have 

many of the characteristics they require (good levels of yield and sound credit ratings). They also tend 

to be long-dated – a further attraction for pensions funds. 

 

A more harmonized framework for covered bonds would only be worthwhile if it were to develop 

practical benefits for long-term investors. These would need to be thoroughly examined in an impact 

assessment. 

 

 

14) How could the securitisation market in the EU be revived in order to achieve the right balance 

between financial stability and the need to improve maturity transformation by the financial 

system? 

 

Although levels of securities issuance are relatively low at present, this does not necessarily mean 

there is a need for intervention. Market participants are perfectly capable of developing new 

opportunities for securitisation. 

 

There are, however, ways in which the EU could make it easier to develop new securitisation vehicles. 

We referred in answer 11 above to the case for an EU ‘passport’ for vehicles of this kind, to reduce 

the barriers to cross-border investment.  

 

The emphasis should be firmly on mutual recognition of the legitimacy of securitisation vehicles from 

one Member State to another, rather than on the development of a harmonised EU regulatory 

structure or standardised EU model. 

  

 

15) What are the merits of the various models for a specific savings account available within the EU 

level? Could an EU model be designed? 
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Designing an EU-wide savings product would be very challenging, given the separate tax regimes at 

national level.  

 

An alternative, more practical, approach would be for the EU to co-ordinate the sharing of best 

practice and development of codes of good practice across the EU. The NAPF and its EU-level 

federation, PensionsEurope, are working with the European Commission (DG Employment) on such a 

Code for workplace pensions. 

 

 

16) What type of CIT reforms could improve investment conditions by removing distortions 

between debt and equity? 

 

Pension funds are concerned that, at present, debt is more lightly taxed than equity.  

 

Potential solutions, which the EC could usefully examine, would include: 

 

- Removing the differential between tax treatment of equity and debt expenses – at present the 

expenses involved in raising debt finance are tax-deductible, whereas the expenses of raising 

equity finance are not.; 

   

- ‘thin capitalisation’ – an approach that places limits on leverage. This would be achieved by 

providing that interest payments over a certain threshold eg, 4 multiples of EBITDA – would not 

be tax-deductible; and 

 

- public procurement rules – again, these could state that companies above a certain level of 

leverage would be ineligible to bid for certain public contracts. 

 

Improving the regulatory treatment of infrastructure investment 

 

The NAPF’s work on the PIP has given us an insight into further steps that could usefully be taken to 

remove some of the barriers to long-term infrastructure investment 

 

 EU 3
rd

 Energy Directive.  The European Commission should review the 3
rd

 Energy Directive, which 

restricts investment in both the transmission and generation sectors and thereby narrows the 

range of long-term infrastructure assets in which pension funds are able to invest. The Directive 

currently blocks pension funds from holding assets such as OFTOs (Offshore Transmission 

Owners, which provide inflation-linked stable cash flows, available on a 20-year concession) and 

generation assets that can also provide inflation-linked, stable cash flows through renewable 

energy-linked tariffs. 

 

 Procurement processes. Current government bidding processes in relation to infrastructure-

related projects tend to place unfavourable weightings on more modest levels of leverage. If 

long-term, low-risk, investors are to enter the market, the procurement process must be 
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reformed so as to award higher marks to a lower leveraged capital structure. Failure to do so 

would mean that investors such a pension funds would always be outbid by other more high-

levered investors, who are effectively subsidised through the tax treatment of debt.  

 

 Regulatory recognition of low leverage. The EU could usefully play a role in spreading best 

practice in terms of the way in which national regulators deal with leverage. In the UK, some 

regulators incentivise high leverage for the purpose of reducing the after-tax costs of capital. 

Instead, regulators should incentivise long-term stable capital structures. The current regulations 

for the UK water sector (in PR09) provide a possible template for how a better acknowledgement 

of lower leverage could be achieved – it provides a floor on gearing and a base level of debt-

related tax allowances.  

 

 

17) What considerations should be taken into account for setting the right incentives at national 

level for long-term saving? In particular, how should tax incentives be used to encourage long-term 

saving in a balanced way? 

 

60 million EU workers currently have no access to workplace retirement saving; this should be the key 

consideration when setting national-level incentives for long-term saving. The UK launched a major 

programme of pensions auto-enrolment in October 2012, and this is expected to bring between 5 and 

9 million extra people into pensions saving. 

 

In terms of tax incentives, stability is a key consideration. Repeated reductions in the UK’s Annual 

Allowance and Lifetime Allowance (two key elements in the UK’s pensions tax framework) have 

contributed to a loss of confidence in pensions in the UK. 

 

 

18) Which types of corporate tax incentives are beneficial? What measures could be used to deal 

with the risks of arbitrage when exemptions/incentives are granted for specific activities? 

 

No response. 

 

 

19) Would deeper tax co-ordination in the EU support the financing of long-term investment? 

 

Taxation remains a Member State competence and it is important to respect this. 

 

There is, however, a role that the EU could usefully play in terms of spreading best practice. A good 

starting point is provided by Principle 4 of the OECD’s ‘Draft high-level principles of long-term 

financing by institutional investors’, which the OECD published for comment on 2 May 2013. Principle 

4 covers prudential regulation, valuation and tax treatment and is reproduced for ease of reference 

below. 
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20) To what extent do you consider that the use of fair value accounting principles has led to short-

termism in investor behaviour? What alternatives or other ways to compensate for such effects 

could be suggested? 

 

Long-term investors want an accounting system which provides a prudent, true and fair view of 

companies’ capital position, incentivises long-term stewardship of invested capital and promotes 

stable and economic growth. Accounts that provide a prudent, true and fair view of company 

performance are critical to supporting long-term decision making within companies and confidence 

amongst investors.  

 

The movement in recent years by the International Financial Reporting Standards (IFRS) away from 

“prudence” to “neutrality”, which includes a greater reliance on mark-to-market, has caused concern 

amongst many long-term investors. An Opinion produced by George Bompas QC on behalf of a group 

of investors and published within the UK’s Parliamentary Commission on Banking Standards report 

highlighted concerns that International Financial Reporting Standards’ (IFRS) move away from 

“prudence” fails to provide investors with a reliable view of company capital and thus hampers long-

term stewardship. This Opinion deserves careful consideration.  

 

OECD principles of long-term financing: draft principle 4 
 
4.1 The prudential regulatory framework - including valuation rules and any risk-based 
capital requirements - for institutional investors that have a long-term investment horizon 
should reflect the risks inherent to long-term assets appropriately. The framework should 
also consider the investment horizon of these investors, while promoting their soundness 
and solvency as well as broader financial stability and consumer protection. Excessive or 
mechanistic reliance on external information providers (such as credit rating agencies) 
should be avoided.  
 
4.2 Any solvency or funding requirements for institutional investors should aim to be 
countercyclical and avoid creating incentives for procyclical investment strategies. Risk-
based solvency rules should consider the suitability long-term assets for asset-liability 
management purposes.  
 
4.3 The transparency, standardization and accuracy of valuation methods for long-term 
assets should be promoted.  
 
4.4 The tax environment and policies should create no impediment to long-term 
investment by institutional investors and be subject to regular monitoring to prevent 
abuse, in particular in terms of international competition.  
 
4.5 Governments should collaborate to strengthen the regulatory and supervisory 
frameworks for institutional investors and promote greater consistency, which may 
facilitate open, free and orderly capital flows and long-term cross-border investment by 
institutional investors. 
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In recent years, accounting standards have incentivised short-termism among company executives 

and contributed to the trend among long-term investors of moving away from the provision of long-

term equity risk capital and switching instead to government and corporate bonds. 

 

A specific example of this, which the NAPF has raised previously, is that of IAS19. The NAPF has 

pressed for reforms to IAS19, but it remains a driver of short-term thinking by companies and has 

knock-on effects on pension fund investment strategies.  

 

The current accounting standards adopt a snapshot approach, based on marking to market and the 

use of interest rates to discount liabilities at a single point in time. This approach gives rise to 

unnecessary and unhelpful volatility in the scheme sponsor’s financial statements. Neither Finance 

Directors nor investors find this approach helpful. In 2010 we surveyed our members on this issue in 

our Annual Survey and 73% of respondents felt that the current snapshot method of accounting was 

inappropriate for pensions and generates too much volatility; almost two thirds urged reworking the 

accounting standards so they better reflect the long-term nature of pensions; and over half believed 

that the accounting standards have a wider impact on the economy.  

 

Building on this, in 2011, the NAPF commissioned the University of Leeds to investigate and report on 

the effects of fair value accounting on pensions. This report concluded that IAS19 has been 

detrimental to the sustainability of defined benefit pension schemes; the application of fair value 

accounting has, expedited the decline of such schemes; Its volatile, pro-cyclical nature has led pension 

schemes to divest real asset investments such as equities; and the systemic effect has been to 

exacerbate the bubble in long‐dated bonds and, in particular, index-linked gilts.  

 
The implications of mark-to-market valuation need to be considered in a wider context than purely in 

relation to accounting.  We see a potentially far greater risk in mark-to-market pension scheme 

regulation driving investment away from long-term investing. 

 

As long-term investors, pension funds have limited liquidity needs and are able and willing to hold 

illiquid assets, provided that the prevailing regulation allows them to do so. 

 

The NAPF is now developing its work on accounting standards by establishing an Investment Research 

Working Group on these issues. This group, which aims to report in Spring 2014, will consider the 

interaction between accounting standards and funding valuations, discount rate assumptions and 

schemes’ investment and hedging strategies. The NAPF will be pleased to keep the European 

Commission informed as its work develops. 

 

 

21) What kind of incentives could help promote better long-term shareholder engagement? 

 

The NAPF does not recommend any new legislative initiatives in this area, believing that more could 

be done by market participants within existing frameworks.  
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In a number of jurisdictions there are systems in place that provide incentives for holding equities for 

longer periods. These can include additional voting rights, additional dividends for voting, or extra 

dividends for those holding shares for a set period.  

 

An incentive mechanism to encourage greater long-term shareholder engagement, whether via the 

tax system, differential voting rights or dividends is in principle attractive. However, devising such a 

mechanism which isn’t hugely costly to national exchequers, doesn’t lead to entrenching shareholder 

blocks or creates different classes of shareholders is very difficult. The largest difficulty is how such a 

mechanism would incentivise or reward the desired behaviour – constructive and genuine long-term 

shareholder engagement and stewardship. The difficulty is most clearly demonstrated when 

considering how such an incentive would operate in relation to index investors. Index investors by 

their very nature are long-term shareholders. It would however, prove very difficult to distinguish 

between the “’active’ passive investor” who might merit such rewards and the “’passive’ passive 

investor” who would not. 

 

Voting is a crucial part of engagement and we believe that the utilisation of the vote is an implicit 

fiduciary duty of the investor. Ultimately, it is voting power that is the backbone of shareholder 

influence. However, we do not support proposals to offer multiple-voting rights. Aside from the 

complexities they create, they often enable block-holders either to exercise corporate control in 

excess of their economic interest, or to reward them at the expense of other holders. This goes 

against the concept of one-share one-vote and the equal treatment of all holders. It can entrench bad 

management, lead to excessive rent extractions by one group or groups at the expense of others – 

usually minority shareholders, and undermine the efficient allocation of capital. We consider that 

equality in the treatment of shareholders is the key to efficient corporate control.  

 

Instead, continued efforts to achieve better transparency of stewardship activities via improved 

reporting to clients and more public reporting from asset managers would continue to help foster the 

market for stewardship. Increased transparency and better quality reporting should improve the 

dialogue between client and agent which should in turn create a virtuous cycle. Increased public 

transparency would help drive competition on ‘stewardship’ and improve the understanding of the 

different approaches of different investment managers by both asset owners and investee 

companies. There should, however, be appropriately differing levels of disclosure to the public as 

opposed to clients. 

 

The NAPF has for some time been at the forefront of pushing for improved transparency over charges 

and fees from asset managers. The NAPF is in the process of devising a Stewardship Disclosure 

Framework to help asset owners to obtain an ‘at a glance’ assessment of asset manager’s policies and 

capabilities, thereby helping them to select managers who meet their expectations and drive up the 

quality of reporting and stewardship. 
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22) How can the mandates and incentives given to asset managers be developed to support long-

term investment strategies and relationships? 

 

The mandate handed by a pension fund to its asset managers should be structured to encourage a 

strong focus on the long term.  

 

Fees and any other performance incentives are set out in the investment management agreement 

and are a matter for negotiation between a pension fund and its agents. In assessing the 

appropriateness of a fee structure it is legitimate for a pension fund to be satisfied that the 

remuneration structure within an asset management firm is consistent with the mandate to be 

awarded. The structure of the fees paid should match the objectives of the individual investor. 

Greater clarity from asset management firms on pay structures would certainly be welcomed by 

pension funds.  

 

It is also important that pension funds effectively monitor and manage their investment consultants 

to ensure that incentive structures are set up in a way that does not promote frequent manager 

turnover. 

 

Within the NAPF’s Responsible Investment Guide and Stewardship Policy, we encourage pension 

funds to develop an investment policy which includes an understanding of stewardship objectives and 

risks. This policy should encourage the incorporation of financially material non-financial risks within 

investment decisions and the exercising of stewardship responsibilities such as engagement and 

voting.  

 

In addition, we suggest that funds should select their investment managers on this basis. 

Subsequently funds should monitor their manager’s investment performance no more frequently 

than is necessary, and ideally with reference to long-term performance. During the course of the year 

funds should be endeavouring to understand how their investment managers invest and how their 

ownership rights have been exercised. When assessing investment performance, funds should seek to 

discuss performance with reference to the previously agreed upon investment strategy and not feel 

pressured to respond to what may be short-term market fluctuations. Consideration should be given 

to the impact of factors which may not be reflected in current market values, but may impact on the 

value of investments over the long-term. 

 

That said, it would be inappropriate to seek to legislate/regulate in this area. The Good Practice 

Statements published in the UK’s Kay Review and subsequently endorsed by the UK’s Department for 

Business, Innovation and Skills are a more positive and constructive approach, encouraging market 

participants to reflect and adopt good practice. As emphasised by Professor Kay in his review, what is 

required is a restoration of trusting relationships between agent and client; long-term non-financial 

factors for example are difficult to measure and their evaluation requires a dialogue and reinforcing 

relationship, they cannot necessarily solely be set out within reward structures.  
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23) Is there a need to revisit the definition of fiduciary duty in the context of long-term financing?  

 

In the UK the Law Commission has been asked by the Department for Business to review the concept 

of fiduciary duty - to whom it applies and what it permits/requires when developing or discharging an 

investment strategy, we anticipate engaging closely in this review.  

 

Fiduciary duty is derived from common law and established through case law. Different jurisdictions 

regard fiduciary duties in different lights and there are different duties along different parts of the 

investment chain.  

 

In the UK it is understood that pension funds have a fiduciary duty to scheme members, while asset 

managers owe a duty to the end investors, and directors of quoted companies have a fiduciary duty 

to company members or shareholders.  

 

Pension fund trustees in the UK understand that they must ensure their investment approach is 

consistent with their legal responsibility. This means treating the financial interests of their members 

as paramount and managing the fund consistent with proper diversification and prudence. The 

paramount duty of a fiduciary is to exercise their powers in the best interests of the beneficiary.   

 

While the need to clarify or revisit the definition of fiduciary duty is frequently cited as a silver bullet 

which would result in more long-term investment by institutional investors, we would caution against 

this assumption. Instead, a lack of scale and proper resource to devote to such issues along with 

investments made in a diversified and collective fashion are more pertinent.  

 

When they last reviewed the law in the UK, the Law Commission concluded that any attempts to 

codify fiduciary duties would be impractical – a view we still share.  

 

 

24) To what extent can increased integration of financial and non-financial information help provide 

a clearer overview of a company’s long-term performance, and contribute to better investment 

decision-making? 

 

Given that investors invest globally, attempts to increase the comparability of companies reporting of 

non-financial matters across the Single Market is a welcome and positive development.  

 

There is robust evidence that non-financial factors can significantly impact a company’s long-term 

value, reputation, brand growth rate, margins, market share and borrowing costs. There is also 

evidence that investors are increasingly keen to incorporate such factors within investment analyses. 

If one accepts that the role of capital markets is to channel capital to the most productive uses, then it 

is important to ensure that the information available to investors is improved; if the information 

available is short term and thin then these characteristics will define markets. 

 

We strongly support the International Integrated Reporting Council (IIRC) initiative. While the moves 

discussed above are positive, the objective should be to integrate; integrated reporting is a strong 
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driver of integrated thinking – for corporates and investors alike. This drive for improved integrated 

reporting from companies to shareholders should also be mirrored in the reporting of asset managers 

to their clients. Reporting should include a summary of the key material extra-financial risks identified 

within the portfolio and how the manager intends to monitor and manage these along with useful 

and bespoke voting and engagement reports. Lengthy ‘boilerplate’ reports that add no value should 

be avoided.  

 

 

25) Is there a need to develop specific long-term benchmarks? 

 

Following the recent Kay Review, the UK Department for Business, Innovation and Skills is 

commissioning a review to assess the different metrics and models employed in the equity 

investment chain. In particular this assessment is expected to focus on how models and metrics may 

be used appropriately by long term investors. We are very supportive of this approach and would 

urge the Commission to monitor its progress and consider its conclusions.  

 

 

26) What further steps could be envisaged, in terms of EU regulation or other reforms, to facilitate 

SME access to alternative sources of finance? 

 

Pension funds do not generally invest direct in SMEs. A proportion of pension fund investments in 

private equity and pooled funds will be channelled to the SME market, but there is little data available 

on this activity. 

 

It should be noted that, the more pension funds are incentivised to invest in index-tracking funds, the 

less they will invest in SMEs, given that most such funds focus on larger companies.  

 

 

27) How could securitisation instruments for SMEs be designed? What are the best ways to use 

securitisation in order to mobilise financial intermediaries' capital for additional 

lending/investments to SMEs? 

 

 No NAPF response 

 

 

28) Would there be merit in creating a fully separate and distinct approach for SME markets? How 

and by whom could a market be developed for SMEs, including for securitised products specifically 

designed for SMEs’ financing needs? 

 

 No NAPF response 

 

 

29) Would an EU regulatory framework help or hinder the development of this alternative non-

bank sources of finance for SMEs? What reforms could help support their continued growth? 
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 No NAPF response 

 

 

30) In addition to the analysis and potential measures set out in this Green Paper, what else could 

contribute to the long-term financing of the European economy? 

 

 No NAPF response 
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